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‘At the time the final report of the third session of the
Sub-Commission on Employment end Economic Stability was being
considered, Mr, Frisch, while agreeing with a number of specific
points, dissented from the adoption of the report as a whole,
and it was agreed that he would prepare & statement containing
his views (E/CN.1/66, paragraph 9). The following statement
contains his comments on the report of the third session of the
Sub-Commission and on some urgent problems in the field of
employment and economic stability, together with his suggestions

regarding the nature of the work of the Sub-Commission,

Statement of Mr, Ragnar Frisch
I. THE PROBLEM

1. The wags unemployment that preveiled in most countries in the 1930's led

to a menstrous sltuation. Standerds of living declined in the midst of
plenty. Food and other consumption goods were deliberately destroyed, while
people hoped and prayed that something would turn up which would finally
allow them to use their own labour for the satlsfaction of their own wants,
2, This experience brought out one very slmple, but cardinal conclusion:

If the democratic system ig to survive, such monstrosities would have to be
Prevented. OSome sort of measures would have to be taken, some sort of changes
in economic policies or in the institutional selling would have to be
Introduced that could eliminate the risk of a mass unemployment while
maintaining the priceless virtuss of the democratic system: all of these
things that come under the general heading of human rights,

3. This simple but cardinal conclusion is what initiated the United Nations
work on employment and economic stability and amongst others led to the
establishment of the Sub-Commission on Employment and Economic Stability.

The cowmbination of the above goals is what makes the problem a complex one,

calling for vigorous thinking along new lines,
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II. THE TERMS OF REFERENCE

4,  The terms of reference of the Sub-Commission are:
"(i) To stud& national and international full employment policies and
fluctuations in economic activity.
(ii) To analyze the causes of these fluctuations and:
(iii) To advise the Commission on the most appropriate methods of
promoting full employment and economic stability".
5. These terms of reference together with the fact that the members of the
Sub-Commission are elected as individuals, not as répresentatives of

Governments, show clearly what is wanted from the Sub-Commission.
. IIT., THE NATURE OF THE SUB-COMMISSION 'S WORK ACCORDING TO THE TERMS QF REFERENCE

6. Mr, Prisch does not see any need for changing these excellent terms of
reference. They go straight at the main problem., They instruct the
Sub-Commission to clear its own mind about facts and causes pertaining to
employment and economic stability and to pass the results of this clarificatim
on in a distilled form to the parent body, the Economic and Employment
Commission. The work described under (i) and (ii) of the terms of
reference contains the preparation for the work described under (iii).

T In order that the Economic and Employment Commission and its superior
body the Economic and Social Council shéll be able to rely on the
Sub-Commission's actually carrying out this task, the Sub-Commission must

do something substantial to clear its own mind about facts and causes,
Possible types of explanations must be tested sgainst each other in an
objective and systematic way and an attempt must be made to consider all the
factors of the problem within the complex network of inter-dependencies that
exist between these factors.

8. This point is in the opinion of Mr, Frisch particularly importent. Any
resourceful economist can list a number of factors in a gliven problem and ghow
that they mey have "effects" in one or more directions. The mere listing of
these effects is not the kind of discussion of "causes" that is needed.

Some of these "effects" will indeed work counter to each other while others
may work in the same direction so that the ultimate result as it bears on
employment and economic stability will depend on a comparison of several
"effects", What is needed in the finel enalysis is therefore a discussion
of how such comparisons can be made, taking into account a given factual
situation. Thus a great number of factors must be considered simltaneously
if an adequate enalysis is to be achleved, Exanples of this are given below
in connection with the comments to the report of the Sub-Commission's third

session (Z/CN.1/67).

/9.  There
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9. There 18 no way of escaping the fact that this tesk is of a scientific
character. Obviously, the Sub-Commission is not in a position to carry out
by itself scientific research, but it is, according to ite terms of
reference responsible for seeing to it that the results of high calibre
economic analysis and research - objectively scrutinized as they bear on
employment and economic stablility - are passed on to its parent body, the
Economic and Employment Commission speedily and effectively, so that this
Commission and its superior body, the Economic and Social Council, may

base their conclusions and decisions, to the largest possible extent, on
objective facts and causes. It is the duty of the Sub-Commission to find
ways and means of organizing its work in such a way as to realize this

purpose, so clearly set forth in its terms of reference.
Iv, WHAT THE SUB-COMMISSION HAS DONE 50 FAR

10. Since the Sub-Commission has now had three sessions this is a fitting
occasion to ask how much it has done '"to study the fluctuations in eccnomic
activity", "to analyze the causes of these fluctuations" and to use this as
& basis for advice on “"methods to promote employment and economic stability".
In Mr. Frisch's opinion very little has been done along these lines, In his
view the Secretariat has furnished excellent material but the Sub-Commission
; has not lived up to its terms of reference, On the study of fluctuations

as such, nothing at all has been done, and on the causes of the fluctuations
only isolated comments were mads.,

11. In this connection he would like to present some remarks in particular
on the report of the last session - the first one to consider the problem of
maintaining full employment (E/CN.1/66), There are several specific points
in this report on which he would agree but he thinks that the way in which the
report approaches the problem as a,whole, is fundamentally wrong.

Part B of the report

12, In his opinion part B contains some valuable special points, but it
contains no attempt at a more systematic analysis. One example will serve
to indicate the nature of Mr, Frisch's objections.

13. In paragraphs 14 and 15 mention is mede of a number of measures that
may be used for stimulating demand. If attention is limited to the demand
side of the effects, i1t is correct to conclude that the measures in question
will tend to increase employment and national output, However, cxperience
hags amply proved that some of these measures will at the same time lower

the 1ncentive to work, and if attention is limited to this side of the
effects, the conclusion will be that the measures in question tend to lower
national output. Illusion has been made to this latter fact in a conclnding

gentence added to this paragraph of the report.

/14 The effect
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14, The effect which the measures 1n dquestion will have on the incentive to
work is extremely important not only in countries struggling with
rehabilitation but in a progressive world under any circumstances. The
gtimulation of demand must also be considered in conjunction with the import
possibilities of the country in question. An uncritical stimulation of demand
in a country which is at the same time facing unemployment and balance of
payment difficulties would be out of the question,

15, A government that is facing such problems and plans to use the tax
machinery or other factors at its disposal as instruments to maintain a high
and productive employment, i.e. a high national output, will be interested
not so much in having its attention drawn to the fact that the measures

will have effects pulling in‘opposite directions, as in knowing how to strike

the correct balance between the opposing effects. It is of the greatest

practical importance to such a government to know what factual elements of

the economy (the clasticity of production under the given import poasibilities,
the elasticity of spending etc,) must be taken account of in order to arrive
at a rough estimate of the opposing cffects and to understand in what way

the factual elements jointly determine the result. Only on the basis of

such an analysis will the government in guestion be able to form a well

founded opinion on what actually to do in a given case in order to maintain

a high and productive employment. A variesty of other examples could be
given illustrating the nature of the analysis that is needed in order to
approach the domestic problem of employment and stability in a significant
and constructive way. No such analysis has been attempted in the report.
16. In a special memorandum (E/CN.1/Sub.2/13) Mr. Frisch has presented
material that might have been useful in discussing problems of this kind,
The actual data used in that. memorendum pertains only to the Norweglan
economy but the argument is general,

Part C of the report

17. Mr. Frisch felt that part C of the report contains some valuable
historical material but that 1t was even more remote from attempting a
significant enalysis of the present situetion than was part B.

18, The crux of the matter in the international sphere in the post-war

period is how to solve simultaneously the balance of payment and balance of

trade problems for several countries, That this is the crux of the matter

is amply proved by what has been going on in the way of international and
inter-regional economic conferences and consultations in recent years.
Considerable efforts have been masde in these directlons, s,g., the 1TO
conference in Hevana and its varicus preparatory conferences; the work of the
ECA; the various activities centering around the Economic Commigsion for

BEurcpe; efforts in the direction of commodity agreements within the general

/framework
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framework of thought that has crystalized in the FAQ; economic consultations
within regional groups (such as the Scandanavian Group) etc.

19, When progress has been slow in these several directions it is reasonable
to believe that this is due not so much to the fact that enough international
conferences at a sufficiently high level have not been called as to the

fact that there is something fundamental in the economics of the problem
which is difficult and needs to be reconsidered.

20, It would have besn the duty of the Sub-Commission to consider these
fundamental difficulties in the economics of the problem, but the Sub-Commission
has chosen not to do so (it had some materisl at disposal fhat could have
been teken as a starting point for such discussions (&/CN,1/18, E/CN.1/
18/Add.1, E/CN.1/sub.2/8),

21, Without going into detail Mr, Frisch would like to give a rough outline
of some ideas that might be considered in this connection., Consider first

by way of analogy different sectors within a country. Suppose that a country
for reasons of national security or for social reasons or for any other
reasons, wants to maintsin full employment and a decent standard of living

in its agricultural sector. Nobody would think tha* this could be achieved
simply by placing unlimited credit resources at the disposal of the
agricultural sector and by assuring that the same sort of currency notes were
used by this sector as by the rest of the country. Market conditions,
technological conditions etc. may be such as to make it necessary to revert
to measures of an entirely different kind, for instance, such measures as
Price fixation on agricultural products and other means of transferring
income to the agricultural population, Among these other means s
manipulation of the tax-subsidy system might be considered.

22, Exactly the same principle applies if the sectors concerned are countries
and the problem is to maintain a high and productive employment on a world
basis, The international situation may be - and in the post-war economy
certainly is - such that this goal cannot be achieved without the transfer
of income or possibly of factors of production between countries ~— that is,
by large scale international gifts of a supra-national fixation of

¢xXport - and import prices so designed as to achieve the necessary transfer
of income between countries or possibly by the transfer of factors of
production.

23. Mr. Frisch does in no way insist that such measures should be taken,

but he wants to point out the importance of recognizing that complete world
employment at an over-all high level of productivity cennot be steadily -
meintained without such measurcs. If this is not recognized, one will be

misled in the search for a correct economic policy and will experience

/deceptions.
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deceptions,

2k, In particular he thinks that international credit operations, while
being important as a means of bridging a temporary gap in bélances of
payments or of supporting a well-planned development scheme, are under
existing conditions insufficient for the above considered purpose and indsed
are dangerous to use in the face of an income and productivity -

malad justment for which no correction is in sight. This applies in an

even higher degree to formal rules concerning the convertibility of the
currencies of different countries. Such rules attack only secondary
aspects of the problem. If the underlying income- and productivity-
balandes are assured, and only then can the convertibility problem and the
problem of assuring a smooth flow of internaticnal credits be solved.

Then the solutions to these problems will present themselves easily without
necessitating any elaborate arrangements,

25, Thus the main problem which must be considered first is the nature of
the skewnesses in the income- and productivity-situetion as they exist in
the network of international relations, and the extent to which a change in
international prices and ﬁossibly direct transfers of income or factors

of prcduction would be needed in order to bring about a balancs
simultaneously for all the countries concerned and with an optimum
utilization of world resources.

26. If it is assumed that such international transfers shall not be made,
or only be made on a relatively small scale, a secondary optimum problem
will arise. The problem will then be to find ways and means of carrying
through the inevitable reduction of world trade in such e way that this
reduction becomes as small as possible as compared with the volume of world
trade that could have been achieved under completely full utilization of
world resources,

27. If the Sub-Commission had gone intc an analysis of these fundamental
problems and through this had been able to indicate the principles on which
new international action would have to be based, the Sub-Commission would
‘have been Jjustified in recommending international consultations at a high
level. Such consultations would then have had a definite purpose.

28. As the matter now stands, the Sub-Commission's arguments for international
consultations have been only in the form of generalities stating for
instance that progress towards international economic collaboration has been
8low and that governments have been wicked because they do not act in
accofdance with the common good. In the opinion of Mr. Frisch such

statements contribute nothing to the economics of the problem. They may be

/effective
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effective in erousing passing attentlon in newspaper headlines but will at
the same time appear as an attempt to pass on to somebody else the task of
making economic analysis,

29, Mr. Frisch would like to state that he has repeatedly protested against
the splrit in which the Sub-Commission has gone about its work and that he
has urged that an attempt should be made to discuss metters in a more
fundamentel way., In his mind three things should have been radicsally
different from what they actually have been.

30, In the first place, the composition of the group should have Leen zorw
permanent, Members should have come to know each other better. Having been
present at all gessions, hardly missing a single xeeting, he has witnessed
the constantly changing composition of the group and the repetition of
arguments and counter arguments which that has caused.

2L, In the second place the Sub-Commission should have used more of its

time in session on fundamental discussion instead of using it on generalities,
If only half of the 52 meetings which have been held so far, had beecn devoted
to fundamental matters, some significant progress would undoubtedly have

been achieved.

32, In the third place he thinks the Sub-Commission should have from the very
beginning given serious attention to such questions as the establishment

of working groups, co-operaticn with research institutions and possibly othcr
arrangesments that would have helped the Sub-Commission in carrying out its
task in the true spirit of its toruws of referenceo. .

33, When deciding upon policies vegerding the fulure work of the
Sub-Commission there are, 1u Wr, Fiisch's opinicn, three pogsible coursss:
(i) Either to retain the terms of reference of the Sub-Commissiocn as they =reo
now and make a serious attempt to crganize the work in such a way that the
Sub-Commission can live up to the true spirit of these terms of referecnce.
(ii) Or to change the terms of reference so as to make it appropriatce for

the Sub-Commission to formulats reports on broad generalitics without basing
these reports on cbjective work "to study fluctuations" and "analyse the
causcs of these fluctuations®.

(iii) Or to conclude thal while it is likely that such a reformulatecd

task 1s the only onc which the Sub-Commission will be ablé to carry out

in whatever way it tries to organize its work, that task in 1tself doss not
give a sufficiently significant contribution to the work of the Fccnownlc

and Employment Commission and 1ts parent body the Economic and Social Council,
In the latter case, 1t would ssem jJjustified to discomtinue the work of the

Sub~Commission,

/34, In the
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3k. In the subscquent section Mr. Frisch will attempt to point out that
the task which has boon defincd in the prescent torms of reference for tho
pub-Commission is of the greatest importance, and in scction VI he will
makc some suggestions rogarding how tic work of the Sub-Commigsion might
bo organized if it is docided to follow the course indicatod under (i)
above. «

V., TIMPORTANCE OF THE TASK WHICH IS FORMULATED IN THE PRESENT TERMS

OF REFERENCE FOR THE SUB-COMMISSION

35. Somewhere in the pyramid of organs within the United Nations which are
designed to handle problems of employment and economic stability the task of
meking the necessary contact with high calibre analysis and research on the
smployment and stability problem as a whole, must be Taced, The logic
of the system requires this. Elther the Sub-Commission on Employment
and Lconomic Stability must face its task "to study economic fluctuations”,
"to analyze. the causes of' these {luctuetions"”, and to use this as a basis
for advising on methods to promote full employment and ecomomic stability,
or this tagk in all its broadness and complexity must be passed on to some
other organ of the United Nations. Somewhere the task must be faced, otherwise
the logic of the vwhole system will break down. Clearly, this is vhat the
authors of thée terms of reference for the Sub-Commission had in mind when
they rormulated them in such an admirably clear and precise iorm.
36, Several ol the national govermments have stalfs of economic advigors
with the highest economic and statistical competence. The competence to be
found in thesge bodies equaels or surpasses that found in many wniversities.
The quality of the work produced by the United Nations expert body that is
to handle the problem cf employment and economic stability as a whole, must
not fall below the standards set by these national uvnits. Only qualitative
work ol the highest level will be able to sustain the presgtige of
United Nations initiative in this field. The Sub~-Commission on Employment
and Kconomic Stability should supnport this prestige not by the formulation
ol generelities but by technically competent analysis of difficult matters.
37. For this analysis it is inadequate to build only on types of data and
types of explenationsg that are old enough to have become generally recognized.
The analysis muet go considerably beyond this point. There is a very good
reason for this. There is neorly always a considerable time lag between the
results ol economic research as they emerge through the labours of economic
research institutions, research groups and individuals, and the general
recognition of these results. But the economic facts do not wait for this
recognition, The whole {actual background is constantly changing., New
institutions, new systems of economic objectives, of social goals, new
productive techniques ere constantly coming into the picture calling Tor

/new types
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new types of data and new analytical machinery. Thus by its very nature

the general recognition of the results of economic research will be

lageing behind the iactusl situation.

38. Therefore if there is to be any hope of bringzins the results or
economic and statistical research to bear efTectively on the urgent

economic problems ol the day one must look Tor ways 2nd meang by which to
take into account and to mcke available the newes and the most up-to-date
results. The Iundamental research itsell must be congstasicay on the slert
striving for new explanations to fit the new Tacts.

39. As examples the following four facts may be mentioned that now

must be taken into account in addition to the facis already stiessed in the
"ef'fective demand" type of analysis which hag been so widely used to explain
the monstrous situation in the 1930's. Firstly, a change in the political
climate now makes direct economic controls acceptable to a larger extent
than before. Secondly, new stenderds of social Justice have emerged. Thirdly,
the problem of incentives to work has come more conspicuously into the
Toreground. Fourthly, in meany countries restricted import possibilities

now severely limit the cowrses of action that are open to govermments, thus

)

making it necessary to formulate the problem in new ways. All these facts have
considerably complicated the analysis of the problem of employment and

economic stability. The analytical machinery must be reshaped so as to cxXpress
all these facts explicitly. This calls for a simultaneous consideration

of 2 large number of factors in the price - wage - taX-subsidy system.

L0. The above are only examples. Ve are in a race between economic regearch
and economic facts. It is no exaggeration to say that it is a race of life

end death. Disaster for millions will follow if economic and social research
and their correct application do not win. IT they lose we will witness

nev monstrosities as extreme =s those we had in the 1930's, only with

emphasis on difi'erent aspects of the situation, depending on the aspects in
which the application of sound economic principles and research will be legring
behind the economic facts. It is unnecessary to dwell on the political
upheaval that will inevitably follow a failure to understsnd the problem in
time.

k1. These considerations epply not only to the collection oi date bub in

no smaller degree to the elaboration of enalytical machinery. It ig junt

as inadequate to apply iFive- or ten-year-old analytical machiinery to the
probilem oi employment and econcmic stebility in the pogt-war period, og 1t
would be to apply five- or ten-yesr-old statistical data.

VI. HOW TO ORGANIZE THE WORK OF THE SUB~-COMMISSION
ho, 1In promoting the application of appropriate data and analytical

[machincry



E/CN.1/67
Page 10

machinsry to the problem of enmployment and economic stability, the
sub-Comnission cen make a significant contribution if ite work is properly
orgenized., The Sub-Commission must find ways end mesans so that it

can eifectively end without delay scrutinize critically, new facts and new
cnalytical machinery. It must clear its own mind as to the consequences
vhich these developments may entail for policies regarding employment and
economic stability end i1t must distill these policies for the proper
authorities.

43, The iirst and perhaps most important thing vhich the Sub-Commission

chould do is to arrange for the organization of working groups. Such a.

group must be small enough for its work to proceed in an informal way

and this would indicate three as the upper limit; a group of two would
apovear oo narrow. The group should be an gg_ggg group whose members

are approinted by the Sub-Commission for some specific task assigned to

the group by the Sub-Commission, subJject to the authorization of the
necessary funds by the appropriate United Nations authority. The

members of the working groups need not be members of the Sub-Commission.

Lk, The date, place and duration of the meetings of a working group

would be decided upon by the Sub-Commission subject to the authorization

or the necessary funds.

ks, To official records oif the meetings of the working group should

be prepared. I possible, the members of the working group should be
celected so s not to meke it necegsary ior the Secretariat to service it.
45, The revort of a working group should be presented to the Sub-Commission
and consigt ol two parts, one technical and the other semi-technical or non-
technical. This latter part should give & surmary to be discussed in the
Sub~Cormission., The Sub-Commission might decide on the length and nature

oi the gemi-technicsl or non-technical part o1 the report which it expected
to receive. The working group should be free to formulate the technical
part of the report in any Iform which it congidered best for a complete
presentation of its findings. The report should be issued as a regular
United Nations document and should be presented at such a date as the
Sub-Commission decided upon in each case. One or more of the members of

the working group who are not members of the Sub-Cormission might be invited
by the Sub-Commission to tnke part in the discussion of the report which the
working group in question had prepared,

L7. A working group or eny individual menber ol the Sub-Commission or of a
working group should be free to use whatever assistance he could get from
resezrch institutions in economics and stabvistics in preparing material for
the Sub-Commission, so long as such assistance does not entail any expenses
on the vert of the United Nations., TLater when more experience along the
lines of such co-operation is gained, one might perhaps consider ceses where

finencial aid from the United Netions could be given,
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48. If the necessary funds could be obtained, the Secretariat should be
strengthened so as to be able to give more extensive service to the Sub-
Commission in matters of an analytical nature., Such a development even on
a large scale would not be a substitute for the organization of working
groups ag the latter are more flexible.

49, If the working group arrangement proves to be successful it might not
be necessary to consider any great changes in the present mode of procedure
of the Sub-Commission itself. One or two modifications may, however, be

desirable.

50. 1In the first place one may envisage extending the duration of the sesgsion
of the Sub-Commission from the two wéeks, in practice.now, to three or
possibly four weeks. (In the election of its members, consideration might

be given to whether the candidate would be able and willing to give the

time needed for the work of the Sub-Commission).

51. One might also consider giving the Sub-Commission an opportunity

to arrange, if it so wishes, some of its meetings in the form of technical
meetings. The main difference between a regular and a technical meeting

of the Sub-Commission would be that in the latter there would be no formal
summary records. Instead one of the members of'the Sub~Commission might

be charged with the duty of preparing a short synopsis of whet had been
discussed, The omission of the summary records in their usual form would
meke it possible to proceed to the dlscussion of more technical matters,

THe trenslations should take the seme form whether the meeting is &

regular or a technical meeting.

52. The previous practice of allotting to members of the Sub-Commission or to
the Secretariat the elaboration of preparatory papers, should be continued.
53. The final report presented by the Sub-Commission to its parent Commission

should be in non-technical language.





