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Towards. A National Wages Policy 
FABIAN POINT OF VIEW . B y  J. B. JEFFERYS 

IT  is almost a platitude to say that no 
matter horn well the need for higher 

productivity and planned manpower 
distribution is explained, no matter 
how smoothly the machinery of joint 
consultation operates, the objectives 
will not be reached unless a satisfactory 
policy on wages is operating at the 
same time. And the answer to the 

. question what should be the policy of 
the unions on these issues with a 
Labour Government in office is wide!y 
recognised as having a fundamental 
hearing on the success of the Govern- 
ment's programme. 

.A glance at the past will help to 
cl.irify thc issues. The  policy and 
methods adopted hitherto by the 
unions to achieve the aim of higher 
real \sages, shorter hours and im- 
proved working conditions have varied 
'from time to time and from industry to 
industry. Some unions, for example, 
in engineering, have argued with their 
employers on the basis of the profit- 
ability of the industry ; others, for 
example, building, have linked their 
wages to the Cost of Living Iiidcx ; 
yct others, for example, iron ancl 
steel, have related their wages to the 
price of the product ; and inany have 
used a combination of all three argu- 
ments. And in the background, but 
influencing all in the conference room, 
was the organised strength of the two 
sides. These varvina methodi of 

unions insisted on piece work, others 
forbade their members to accept it and 
within individual industries the wages 
structures moulded by these forces 
looked like the House that Jack Built. 

\\'hat of the future ? Can the unions 
afford an unplanned wages policy and 
structure alongside the efforts of the 
Government to plan the whole econ- 
omy ? Nearly all trade unionists 
answer "No", but in two very different 
tones of voice. One school of thought 
points out that the trade unions have 
struggled for gencratiods to build up 
the present machinery of collective 
bargaining on wages and methods of 
wage determination and that to scrap 
this work overnight would be folly or 
worse. The  problems which arise in 
connection with manpower distribu- 
tion and wage levels, payment by 
results and productivity, or anomalies 
in t k  wages structures can; this school 
argues, be dealt with as they arise by 
tested methods and tactics, and a 
grander plan of overall wage fixing 

'. r+~ould ilivolve Government intecfer- 
cnce leading to rigidity and loss of 
trade union influence. 

Thesecond school of thought claims 
that to carry over tactics and methods 
born in periods of unemployment, 
short time and x~age cuts to a period of 
shortage of manpower, increasing social 
security and the planning of the 
economy is a false and danecrous 

wage determination hive affected the policy ;-that the present methGds of 
relative wage levels of \\,orkers in determination of relative wage levels 
different industries. So also have the ~ between industries makes a balanced 
economic characteristics of cach par- manpower plan almost impossible ; 
ticular trade, such as a contracting or that in the place of uncoordinated 
expanding market for the products, policies in different industries there 
heaw or  light unemployment, and , should be a national plan for wages 
whether or not the trade was sheltered drawn up in consultation with the 
or producing mainly for exports. T o  Government and employers and oper- 
thtse were added differences in out- ating in all industries ; and that failure 
look on methods of payment. Some to thinkahead and develop such a policy 
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will result. in the trade nnions losing 
the vital initiative on wages questions 
which will then pass to the employers 
through opportunity or to unilateral 
Government action through necessity. 

The  views of the first school are 
familiar. The  views of the se'cond 
school are new and before judgment is 
reached an elaboration of their ideas 
will help'to clarify the issues. Wiik it 
is true-as hinted by the General 
Council-that no two members of the 
second school agree in detail with 
each other or, over time, with them- 
selves, there arc certain common 
denominators tha t  can he listed :- 

( I )  The  objects of a national wages 
policy wouldabe. to link WJges and 
earnings to-the character of the work 
done and to the effort expended, thus 
assisting a planned manpower distri- 
bution and higher productivity, and to 
ensure that as the national income 
increases the share going both directly 
and indirectly to wages increases 
absolutely and relatively at the expense 
of the share going.to rent, interest and 

(2) This policy would be operated 
at the first stage by. negotiation be- 
tiwen the Trades Union Congress, ' 
the employers and the Government on 
the basis of information on the rate of 
increase of national productivity, the 
national income and its  divisions, the 
fiscal policy of the Government and 
their forward plans tor price levels, 
investment and manpower distribu- 
tion. At these discussions a general 
plan or budget for the economy and 
the share of wages in the national 
income could be' agreed and the 
relative wages rates of different indus- 
tries could be determined according 

profit. 

I .  

firstly to the character and conditions 
of the .work i n  each industty and 
secondly to the particular national , 

importance of each industry. 
Using this overall budget as a guide, 

the second stage would he negotiation 
industry by industry and given corre- 
sponding information regarding' the 
particular industry, wage rates would 
he linked to an index combining the 
rate of increase in the output.of the 
industry, changes in productivity per 
man hour, changes in the price level 
and the nationally determined share of 
wages in the national income. 
' (3) In a similar fashion the hoors of 

work per week or the rate of reduction 
of working hours would be related not 
only to.  the important psychological 
factors involved, hut also to the rate of 
increase of productivity and of the 
national income. 

Many details could he added which 
would dispel1 some of the vagueness of 
this programme hut the supporters of 
a national wagcs policy argue that. 
until both the data-the manpower 
budgets and full-scale economic plans 
-and the power-the influence over 
important sections of the economy by 
nationalisation, investment and ram 
materials controls-are present, a close 
elaboration of the policy is unrealistic, 
However, they maintain that with the 
development towards a planned econ- 
omy, wage determination along these 
lines will become inevitable and that 
the trade unions should now be 
moulding their policies on the future 
rather than tinkering with the structure 
of the past.-(From TRADE UMOSS IN 
A LAPOUR BRITAIX, Fu6iun Pidlicu- 
lion Ltd. and Vicfor GOIIQNCZ Lid. 
6d.). 

' 1 9 9  



I 

I 
I 
, 
I 

I 

i 
I 
I 

t 

I 

I 
I 

Food Subsidies and Wage Rates 
By City Edifor, .THE TIMES ’ , 

THE desire in high places to rcduce 
food subsidies proceeds from the 

correct premises, first, that the 
situation demands an anti-inflationary 
policy vhich will “mop up purchasing 
power” and, secondly, that to give 
away so much food free makes earned 
money that much the less highly 
prized. Eut the opposition of the 
unions and the .fear of resultant 
increases in wages inhibit action 
almost as strongly as ever. Some, 
indeed, argue that a reduction of 
subsidies, by provoking demands for 
wage increases, would he inflationary 
rather than the reverse. 

“In8ation” is really dangerous, how- 
ever, only in its true sense-that of a 
continuous addition to purcliasiiig 
poker furnished by ‘ h e r  money,” 
inevitably associated with at least one 
out of the three traditional systems-a 
public deficit, the use of the printinga 
press, and expansion of bank credit- 
so that purchasing power is continu- 
ously running ahead of the supply of 
goods at prices based on current costs 
of production. Orthodox doctrine 
might have added that inflation in its 
dangerous sense must also include a 
continuous rise in prices and large 
windfall profits. had not rec‘cnt years 
shown that inflation can be almost as 
des:ructive even when certain prices 
are held down by 4irect controls and 
the inflation is thereby said to be 
“suppressed.” A rise in lvages due 
t o  a single isolated cause, accompanied 
by ,its own apprupriate rise in prices, 
is not inflationary in that sense. I t  
may be damaging if costs arc already 
1)elieved to be too high in re1 a t’ ion to 
the exchange value of sterling, hut it 
belongs to 3 minor ordrz of psi1 w m -  
pared with inflation proper. 

.‘The likelihood that any appreciabl: 
cuts in subsidies would be followed b i  

widespread demands for wage increases 
i s  generally recognized. And it does 
not follow that to point out that 
during the past eight years the rise in 
wages has been more than double 
that in food prices, in spite of the 
absence of any increase in produc- 
tivity to justify it, would be a prac- 
tical-though doubtless it would he a 
logical-answer to such demands. On 
the other hind, the reaction on the 
wages front might not be violent. A 
cut of 25 per cent. in the subsidies, 
for example, \vould at a roughestimate 
mean a rise of only about three per 
cent. in the new index of retail prices. 
CCT that reason the view is taken in 
some quarters that it would be possible 
to arrive at a negotiated understanding 
with organized labour which \vould 
avoid the risk of any serious reper- 
cussions on wages or on industrial 
peace. I t  i s  difficult to see in any 
case how the subsidies can continue 
sacrosanct much longer. Their 
amount, in view of the recent,further 
increases in food prices, has recently 
been held in check only through the 
reductions in rations, Their unit cost 
has continued to increase. 

The  only ultimate method of re- 
straining unreasonable wage demands 
is, aftcr all, to deflate the inflation which 
makes-them irresistiblc. The  steady- 
ing of food prices through subsidies 
may have been a stabilizing influence ; 
it i s  difficult to isolate its effects. But 
woges have gone on rising just the 
same in spite of it. If it i s  true. then, 
as Sir Stafford Crippj has said, that 
this country “cannot afford high 
profits, !\‘ages, or salaries at the 
present time,” the best policy is to 
stick to the principle of reducing that 
surplus of purchasing power which 
makes wages easy to demand and- 
even more important-easy to grant. 
-(Orfober 6, 1947.) 
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Will Convertibility .of Sterling 
be Restored? . .  

Front THE STATIST 
. .  

HATEVER decisions the British 
authorities may have taken about 

the future of foreign exchange policy, 
the Americans apparently remain con- 
vinced--or give a good pretence of 
being so-that the suspension of 
automatic convertibility of sterling 
into dollars is no more than a tem- 
porary deviation by Brit$n from the 
Bretton IVoods principles to enable 
arrangements to he completed for the 
canalisatioii of all convertibility trans- 
actions through the Bank of England. 
I t  is clear that this impression was first 
given to the American Treasury when 
Sir \Vilfrid Eady visited \Vashington 
to explain the British convertibility 
decision in the last week of August. 
I t  has apparently not been changed as 
a result of the conversations between 
Mr. Dalton and the Secretary of the 
United States Treasury which have 
been taking place in J,ondon this week. 
In the cuurse of a statement to the 
Press during the week, Mr. Snyder 
wen referred to a time-table for the 
resumption of convertibility said to 
have been worked out \vith Sir \\'ilfrid 
Eady duriug the Washington talks. 
The  British authorities, he declared, 
were now restoring methods of sterling 
conwrtibility and mnking arrange- 
ments for revising convertibility ar- 
rangements with other c o u n t r k  

I t  is not unnatural that the Ameri- 
caris shouid have gained such an 
impression from reccnt developments 
in British exchange policy. The  imme- 
diate cause of the breakdown of the 
sterling convertibility arrangements 
was the unfair advantage taken of the 
new facilities by a number of Conti- 
11ental countries. hluch \Vas doubtless 
made of this point in exp1anatio.n of 
the Rritish. inability. to cuntinue to 
implement the IVashington agreement 
obligations when the Eady Mission 

visited Washington. I t  followed that 
all that was necessary before full con- 
vertibility was restored was the institu- 
tion of measures to control the use of 
old sterling balances. This would 
ensure that the British dollar reserves 
'were not again exposed to the drain 
arising from the unauthorised conver- 
sion into dollars of sterling accruing 
other than from current transactions. 

The  British authorities may have 
been convinced at that time that the 
convertibility system could he fully 
restored after the machinery had been 
adapted, hut it is difficult to believe 
that they still cling to that belief. Sir 
Stafford Cripps's statement on the 
export drive made no attempt to 
disguise the Government's view that 
the main attempt to solve our prob- 
lems would take the form' of the 
abandonment of the multilateral trade 

'plan in favour of a series of bilateral 
arrangements. I-IC stated that an effort 
would be made to establish a rough 
equilibrium in payments with many 
countries. I t  is hard to see how such B 
programme can hope to succeed if our 
overseas suppliers are again given the 
power to utilisc the sterling proceeds of 
their exports to this country wherever 
they choose. In  the coming year if the 
export targets are to be achieved this 
country wi!l  ha\^ to use every known 
device to find markeb for,exports of a 
kind which frequcnily compare un- 
favourably for price, delivery dates and 
quality with those available i n  the 
United States. Frequently they wiL1 
have to market goods in the less 
essential categories when the country 
concerned is clamouring for essentials. 
T o  do so, it will be necessary to have 
the power to say to our overseas 
suppliers that the alternative to accept- 
ing Rritish goods is the acceptance of 
inconvertible sterling and failing that . 
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the breakdown of .trade between 
Britain and the country concerned. It 
will.be quite impossible to carry out 
the reorientation of tradc on the 
bilateral plan unless the trading 
arrangements are fully reinforced by 

.a bilateral eschange polity. 
I t  is possible, of course, that the 

W;ishington Administration wil l  be 
content if tlie British authorities can 
make some pretence of running a 
multilateral trade system which will 
be sufficiently \vcll devised to convince 
Congress that Uritain is abiding by 
the rules of the Bretton \Voods game. 

, A monetary agreement such as that 
recently concluded with the Belgian 
motietary area is anything but a 

.convertible currency arrangement for 
all practical purposes, since the clear 
intention of both parties is that no 
gold shall pass hetween them in 
respect of their mutual trade trans- 
actions. But on paper ‘the Belgian 
monetary agreement could be made to 
appear a convertible currency arrange- 
ment because it is provided that 
transferable account facilities shall be 
operated. i n  respkct of specified trans- 
actions with specifid currency areas, 
while, when b;ilances of the currency 
of the other country accumulated by 
either side in the course of fimncing an 
export surplus to tliat country pass 
certain limits, all future accrctinns 
become convertible into gold. Such 
principles of “kmvertibility” will 
doubtless run through all the new 
monetary agreements, but if the limits 
of the field over which inconvertibility 
shall operate are set sufficiently widely, 
the principlc counts‘ for nothing. In  
the.case of the Belgium agreement the 
limits of thc inconvertibility arrange- 
ments ivere set so widely that I3clgium 
would have to do without all imports 
from Britain while maintaining the 
previous rate of exports to this country 
for a whole year before she could hopc 
to obtain a singlr ounce of gold. 
Even then she could not count upon 
toianbing any convertiblc currency 
1 4 *  
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because it+would always be open to 
Britain, once the inconvertibility limit 
had been reached, to cut down its 
imports from Belgium ‘to establish 

. equilibrium in its payments with that 
country. 

The  IVashington Administration 
may have its own good reasons for 
wanting this country to give the 
appearance of abiding by the Bretton 
\I’oods arhngements and by the 
terms of the \\‘ashington loan agree- 
ment. \%th the situation’in Europe 
rapidly deteriorating, the %ate De- 
partment is deeply anxious to rush 
further dollar aid to keep the politicnl 
balance. The  great snag is the opposi- 
tion which it insrinctively feels it is 
likely to meet in the Repu1)lican- 
dominated Congress for any pro- 
gramme of I3uropean aid. Efforts to, 
persuade European countries to co- 
operate with the Washington Admin- 
istration in a drive to condition 
American public opinion for a pro- 
gramme of heavy overseas lending 
have been actively pursued by Ameri- 
can delegations in several directions 
during the past week. In Paris, MIi. 
\Billiam Clayton has persuaded the 
delegates to the 13oropean conference 
on the iMarshdl plan to revise their 
findings in a way that it is hoped will 
greatly strengthen their appeal on 
tlie other side of the Atlantic. In 
London. Mr. Snyder has apparently 
been busy whispering into h‘lr. Dal- 
ton’s ear upon thc need to demonstrate 
that Britain is tapping hej other 
resources of dollars if she is to hope to. 
get a share of the proposed Marshall 
assistance. 

I t  is difficult on any other hypothcsis 
to explain the, wide publicity given to 
the sudden dqcision to dip into the 
country’s ultimate reserve of gold, 
and to the request to the International 
Monetary Fund for a dollar advance of 
A I 5  .million. Norinally gold moyc- 
ments into and put of Britisti reserves 
are shrouded in the closest secrecy. 
This time thc authorities went out of 
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their \\.ay to see that the first substan- 
tial inroad into the ultimate reserve 
\\'as given ample treatment in the 
Press. At the same time, the Treasury 
announcement was made in such a 
hurry that it referred to the gold sale 
having been made by the Bank of 
England, although the bank has 
long since turned over the whole of its 
remaining gold,stock to thc Exchange 
Equalisation Account. * 

I t  is the circumstances in which the 
country has begun to eat into its last 
reserves of gold and hard currencies 
which ham aroused so much interest. 
The  actud utilisation of a proportion 
of these reserves was a foregone con- 
clusion once Britain was deprived of 
the use.of the American loan. The  
suspension of automatic convertibility 
of sterling into dollars does not by any 
means end the dollar drain. American 
account countries (that is the whole of 
the \Vestern Hemisphere with the 
exception ofArgentina, Uruguay, Brazil 
and Canada) are still able to claim 
payment in dollars for the \\.hole of 
their favoiirable tradc balances with 
the sterling area. Canada apparently 
retains the right conceded under the 
earlier arrangements with Britain to 
draw 50 per cent. of her favourable 
balance ivith Britain in dollars, while 
dollars still have to be found to cover 
the free releases from old sterling 
balances granted to India and other 
sterling area countries under arrange- 
ments, still being honoured, made 
during thc past few months. Despite 
the severe cuts'which are being made 
in dollar expenditures by all sterling 
area countries, the mdnthly dollar bill 
is still fairly considerable. As the 
export drive gets into its stride, it  
should he possible to reduce the 
pressure upon the gold reserve. But 
failing the provision of aid to Europe 
under the Marshall plan, Britain will 
need to draw fairly heavily on these 
last resources represented by the gold 
reserve and the power to borrow. 
2 9 5  

Before the meetings of the Inter- 
national Fund and the Bank assembled 
in 1,ondon there was much talk of the 
possibility of use being made of-the 
dollar resources held by these institu- 
tions to fill the dollar vacuum in the 
period before the Marshall plan 
began to operate. Mr, Snyder and 
Mr. Dalton, however, appear to have 
becn talking about the possibilities of. 
landing bigger fish in the shape of 
direct American grants to Europe in 
advance of the Marshall plan, and it 
would he surprising if anything wry  
revolutionary emcrged from the annual 
meetings. 

The  managements of both iiistitu- 
tions are obviously deeply concerned 
with the dircct and iiidiiect effects of 
the dollar crisis upon their own 
positions. T h e '  International Mone- 
tary Fund, by extending dollar loans 
to France and Holland, which were 
obviously required for meeting some- 
thing much more serious than a 
temporary disequilibrium in overseas 
payments, has interpreted its terms of 
refcrcncc in a liberal fashion in order 
to give \\hat help it can to' dollar- 
s t a n d  European nations. The  JVorld 
Bank, which is still dependent entirely 
upon the .her ican  capital market for 
the funds which it lends abroad, has ' 
little hope of resuming operations until 
the threat of a complete breakdown of 
\<orld trade bas been removed by the 
Marshall aid programme. Both insti- 
tutions arc part and parcel of the 
Bretton IVoods concepts and their 
very existence may be jeopardised if 
the multilateraldrnde plan is abandoned 
for good. World trade will never, of 
course, he wholly bilateral any more 
than it will ever be n~holly multilateral, 
but it is not difficult to visualise 
conditions in which neither the Bank 
nor the Fund would be able to do 
sufficient business to justify the ex- 
penditure of the resources at present 
being devoted to them.-(From THE 
STATIST, September 20, 1947.) 



’ Fort Ihox  Gold 
By FERDINAND KUHN, Jr. 

FOREIGS SECRETARY I3liVlN’S 
remark about the “redistrilrntion” 

of Fort Knos gold was prompted by a 
very different idca. and a more 
specific one, which had heen making 
.thi rounds of high British Treasury 
officials. 

This was a proposal for an American 
loan of gold to France and other 
Western European countries, intended 
to lure gold out of private hoarding 
and restnrr faith in paper currencies. 

Tile idea was broached during the 
16-nation rconomic conference now 
meeting in Paris to work out a Eora- 
pean proqanimc of self-help plus 
:\merican aid, in accordance with 
Secretary hlarshall’s offer of June 5.  

The  British ‘Treasury delcgation at 
Paris reported it to London as an 
idea worth considering. Bevin heard 
of  it, and promptly misunderstood .it 
or distorted its meaning in an off-hand 
remark during his speech to the 
Trades Union Congress. 

Incidentally, t l ic story of the .Paris 
proposal explains why an authoritative 
source in London said on Thursday 
(Septemher 4) that the idea was “ \ \ d l  
worth examining”, and hinted that it 
was linked to the Marshall plan. 

It was indeed linked-hut in a way 
that could never have heen guessed 
from Bevin’s choice of the word 
“redistiihution.” Here is how the 
subject of a gnld,loan arose : 

By early last week many of ,the 
conferees at Paris had seen clearly 
that \Vestern European countrics had 
to put their international financial 
houses iii order if they were to get 
American help. 

Under Secretary Clayton and other 
Amrricans had told them again and 
again that American help would be 
hard to get. and useless in the long 
run, unless European budgets were 
balanced, taxes increased, tax collec- 

tions tightened up and inflation 
checked by energetic action on the part 
of individual governments. 

As Secretary Marshall said at 
Marvarg in June, farmers in Western 
Europe are not bringing their food to 
the cities bccausc they lack confidence 
in the paper money they get in pay- 
ment. 

(Vorkers in many countries are not 
working as hard or as long as they 
should ‘because their pay envelopes . 
no longer buy what the workers neod. 

The  rcsulr in France alone is not 
only a hoarding of goods but of gold. 
bought in the black market or  hidden 
for years as a rcserve in case of need. 
One estimate-which can only be a 
guess-is tlmt 1,000,000.000 dollars 
worth of gold is hoarded in private 
Iiands in France. 

‘The Bank for International. Settle- 
ments at Basle has put the figure even 
higlier, estimating that at the hegin- 
ning of this year private gold holdings 
i n  France amounted to 3,000 tons, 
equivalent to 3,400,000,000 dollars. 

Even. at the lower estimate of 
1,000,000,000, the disgorging of this 
hoarded gold and its sale at thirty-five 
dollars an ounce would more than pay 
for all the wheat and coal France will 
need from the United States during 
the coming desperate \\ ’  ’inter. 

If the French people knew that their 
Government had ample gold, it was 
argued at Paris, confidence in paper 
francs would he strengthened and 
some. at least, of the privately. held 
gold would be lured out of hoarding. 

Hence the iden of a loan of gold 
from Fort Knox-coupled, of course, 
with strenuous efforts at budget 
balancing and tax collectine in France 
and other countries afflicted with lack 
of public confidence in paper cur- 
rencies. 

’ 
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The gold involved would riot, of 
course, be used to buy American 
goods, for that would ‘require the 
United States to buy back its own 
gold at tlie official price of thirty-five 
dollnrs an ounce. The  gold loan 
n.ould supplement. whatever dollars 
Congress might appropriate uiider the 
Marshall plan ; it nould lie held’ in 
\Vestern Eurupe as a backing for 
currencies, and then paid back in gold 
in a stated numher of yesrs. 

A war-timi precedent for such’ an 
arrangement was the loan . of 
160,000,000 dollars’ worth of Ahxican 
silver to India. These shipments, 
amounting to 226,000,000 ounces, 
werc made necessary by an acute 
shortage of silver for coinage and 
industrial purposes. ’ . 

India had long been accustomed to 
silver money, and its people wcre not 
putting their confidrncc in paper 
currcncy. There was plenty of silver 
in India at the time. but it \\‘as 
hoarded, chiefly in the treasuries of the 
princely states. 

The  loan of silver to  India was lnade 
thc subject of ii special agreement, 
independent of I.end-Lease, whereby 
India agreed to return an equivalent 
amount of silver hullion within fire 
years after the end of the emergency, 
as .determined by the I’rcsident. The  
five-year period can be cxtendcd for 
two years, by agreement of the 
Governments of the United States 
and India, “if the conditions of the 
world supply of silver make it ad- 
visable.” 

A similar arrangement was made 
with Australia during the war for a 
much smaller amount worth approxi- 
mately 7,000,000 dollar%. 

No specific figure for the proposed 
gold loan was mentioned at Paris, 
according to available information, 

’ 

. 

although the experts thcrc probably 
were not thinking in terms largcr than 
1 ,000,0(W.O00 dollars. 

The  idea of using American gold for 
such purposes was’ not entirely of 
European origin. As long ago as 
January 1045, Professor Eugene V. 
Kostow, of the Yale Law School. 
wrote in 1;urtune ilfa,qazirrr that the 
use of American gold was one of the 
essential methods of promnting wor ld  
tradc after thc xar. 

“;luring the war,” he wrote, “we 
have made certain specific loans of 
silver to meet essential war needs, 
and to combat inflation, under special 
CoiitractS calling for the return of the 
amount of silver loaned, in ounces, at 
a given time after the x u .  

“Comparable loans of a fe\Y tons of 
gold, calling for the return of the 
same amount of gold after a period of 
perhaps 35 to 50 yean,,might put our 
excessive gold reserves to work with 
dramatic, even magical effect. 

“\\‘ith or without change in our 
hank regulations, we would have 
ample excess reserves in gold to 
undertake such a programme vithout 
restricting the quantity of money 
available in the Unitcd States. 

“Thcse transactions in  gold would, 
in effect, be srabilisation loans, without 
interest, and their terms might he 
broadly adapted to the particular 
financial circumstances of the countries 
involved. . . .” 

This, broadly speaking, was the 
same idea that bobbed up at Paris and 
came to Brvin’s attention just before 
he spoke at Southport. 

IVhatever its merits or demerits, the 
proposal is now being referred to by 
using the word “redistribution” in 
connection with the Fort I h o x  re- 
serve.-Froirc \V&siiiwxox POST, Sep- 
tember 9, 1947. 
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Britain's Post- War Exports and Home 
Markets 

Prom BOARD OF TRADE JOlJRX.4L 

THE end of the war enabled Britain reduction i n  the money of 
to release men, materials, machines total gross national expenditllre be- 

and foreign exchange from war work tween these t,,.,, 
to civilian uses of all kinds-supplyin,o Of the total resources turned over to 
thc home consumers, maintaining and t,r.o-fifths \\.as 
extending our capital equipment and used to increase consumption 
rebuilding our stocks, and reducing at home, and nearly one-llalf \\,as 
the extent to which \!;e were living devoted to repairing and ,..tending 
"on tick" by borrowing from othcr capital replacing 
countries. war losses and replenishing stocks of. 

F~~ the economy as a ,,.hole, tile materials and finished goods. 
way in yhich resources released from Only E259 million, or about one- 
war purposes hare been used can he tenth of the total, was used to reduce 
seen from the figures in the following the adverse balance of payments, and 

L million 
Increase ( f )  

1944 I 1946 I or 
decrease (-) ! 1:spendirurc 

Xntional cost of:  
Gorrrnmenr expenditure on g a d s  and 

Personal expenditure on goods and ser- 

Gross non-war fixed ciipitnl formation at  

2,261 ' -2,764 
I 

SeTviCes . .  . .  . .  5,025 

viccs . . . .  . .  .. ' '  .. I 4,390 I 5,420 I +1,030 

home and net change in stacks . . . . 110 1.293 ' I +1,153 

. . 1. 8,866 2 X.54 I -292 

Uillnncc of Payments .. .. . .  , 459 j 4 0 0  , +259 
I Gross nntionnl expenditure . . 

table, extractcd from the latest \\'liite so slow do1r.n the rate at which our 
Paper on Xational Income and Ex- net foreign debts are accumulating. 
penditure (Cmd. 7090) : 1944 is taken 'l'his  ina all figure was, however, the 
as the last full war year, and 1946 net result of much larger changes in 
is the latest y c u  for which these the constituent items. In particular, ' 

statistics are available and the first full  the total value of United Kingdom 
year of peace. Although the figures are exports (as recorded in the Trade 
all at prices current in each year, price Accounts) rose from L265 million 
movements between 1944 and 1946 (escludiiig muniiions) in 1944 to 
were not violent, and diffcrences in E912 million in 1946-an increase 
price movements in one sector of the amounting to ahout one-quarter of the 
economy as compared with anothcr total increase ,in gross national ex- 
are not likely to affect the general pcnditure excluding the government 
picture significantly. sector. This  very substantial increase 

The  from was, hoivever, largely offset hy such 
time by the G~~~~~~~~~ betlvceIl factors as the end of Lend-Lease, 
,944 1946 amounted to nearly which raiscd the amounts which we 
one-tliiid of total gross national ex- 'lad to PY for im~orcs. 
'pcndituie in 1944. As far as home activity alone is 
was, however, transferred to the other concerned, an overall picture of the 
sectors of the economy, as there was a allocation of resources released from 
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war purposes can also he derived from 
the asailahlr manpower figures, though 
for many reasons (c,k., the fact that the 
lcvel and composition of imports is 
not taken into account) this is not 
comparable with thc distribution indi- 
cated by the iiational income figures. 

Retween mid-1944 and the end of 
1946 therc mas a reduction of over 
3+ million in thc size of the Armed 
Forces and an additional rekase of 
nearly 4& million from the manufac- 
ture of military equipment and sup- 
plies. Between these two dates, 
hoivever, tliese was a considerable 
reduction in the size of the lahour 
force, largely because of the with- 
drawal of women from industry, and 
t.here were increases both in the 
number of demobilized people not yet 
a t  work and in the number OF other 
persons registered as unemployed. 
Consequently the number of people 
in employment on civilian work rose 
b y  only 5.6 million instead of 8 million. 
Of this increase i n  the non-war 
sector of the economy rather over 
one-fifth was accounted for by the 
increase in direct employment on 
export orders. 

A comparison of the recorded value 
of exports with the figures for total 
gross national expenditure gives a 
broad picture of the proportion of the 
nation’s economic resources which is 
absorbed by export production. The  
results fcr 1938, 1944 and 1946 are as 
fOllO\VS :- 

, 

Exports BI PtXCentagC Of Gloss 
National Expenditure 

(a) Including ( b )  Excluding 
Government Government 

Year Sector Sector 
1938 . .  9 11 . 1944 .. 3 7 
1946 .. 11 14 

The final column shows the position 
if  we exclude the Government ex- 
penditure from the total. The  export 
proportion in the “civilian” sector fell 
from 11 per cent. in 1938 to 7 per cent. 
2 0  7 

in 1444. hut had reached 14 per cent. 
in 1946. 

These psoportions relate to our 
total economic resources, and therefore 
include services as well as goods. They 
are consequently a great deal lowcs 
than the ovcrall proportion of physical 
goods produced which went to export. 
and are also much lower than the 
proportion of workers in manufac- 
turing industry who were engaged on 
export orders. The  former of thew 
was about 15 per cent. in 1938, even 
when all building and constructional 
work is included on the home market 
side. 

In  the case of goods, the past which 
is consumed at home will enter into 
the gross national expenditure at its 
retail value, whereas the part which is 
exported will he recorded at littlc more 
than the factory value. \\‘ith services, 
such as laundries, entertainment or 
hairdressing. there is nothing in the 
export figures, whereas they contribute 
substantially to the domestic total. 

I t  will not he possible for a post-war 
year to relate thc value of goods 
exported to the total value of all goods 
produced until a full Census of 
Production has hecn taken. Only 
direct exports are shown here, and 
it should he borne in mind that for 
many commodities, e.g., chemicals, 
a large indirect contribution to espom 
is made hy.their use in the manu- 
facture of other goods for export. 

The  total value, measurcd at 1938 
prices, of goods going into personal 
consumption at home in 1946 was 
about equal to the corresponding 
figure for 1938, imports heing of 
course included in both years. Sinii- 
larly the “volume” of esports in 1946 
showed little change from the 1938 
level ; it is not possible to eliminate 
the price factor satisfactorily so far as 
the other elements of national expendi- 
ture are concerned. 

Cosrinsed on Poge 12 
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‘‘Goo,d” and “Bad” Exports 
By Professor A. C. PIGOU 

THERE is a serious difficulty con- 
nected with our balance of trade 

problem to which, as it seems to me, 
not enough attention is being directed. 
Government spokesmen, in setting up 
and urging the rapid achievement of 
such and such export targets, are 
creating the impression that, once the . final target is reached, all will he over 
bar the shouting. But this is not so. 

A large proportion of the exports 
that we are being urged to send and 
are sending abroad is required to meet 
the need for re-equipment and re- 
stocking. This is so to a considerable 
degree even with textiles and to a great 
degree with heavy machinery and 
motor-vehicles. But, when re-equip- 
ment and restocking are for tlic most 
part finished, the regular annual 
demands of oversea customers for 
these things for replacements and so 
on are hound to he very much smaller 
than their present emergency require- 
ments. Since our own re-equipment 
and restocking needs are being post- 
poned in the interest of exports, there 
will for some time be scope for 
switching over goods of the sort now 
being made for export to the home 
market. We need not, thcrefore, be 
confronted with a choicc between 
heavy unemployment in the industries 
that are being expanded for the 
export drive and large transfers of 
labour out of them. But as regards 
the balance of trade that is no consola- 
tion. Having laboriously rolled the 
stone up to the target, we may well see 
it start rolling down again, and the 

‘ gap so bravely closed remorselessly 
reopening. How are we to defend 
ourselves against this ? 

, First, I suggest, it would he well to 
distinguish exports into separate cate- 

’ gories according as the ratio in which 
~ the regular annual demand stands to 
’ the re-equipment and restocking de- 

mand is likely to he small, moderate, 

or large. From this point of view 
heavy machinery and . motor- 
vehicles are likely to be “bad” 
exports, and textiles “moderate” 
exports. The  rendering of services to 
foreign visitors and, if  only it were 
available, coal are “good” exports. 
There is a great deal to he said for so 
contriving the export drive as to 
discriminate between these different 
categories, fostering the “good” and 
the “moderate” in preference to the 
“had”. How far it is practicahle to do 
this I do not profess to know. Rut, so 
far as it can he done, the risk of the 
stone rolling down again from the 
target should be by that much lessened. 

Secondly, since it is quite certain 
that, whatever is done in this way, 
“had“ and “moderate” exports are 
hound to play a large part in the drive, 
we must he vigilant to meet those new 
and probably more regular demands 
from foreigners, which will gradually 
come into play as their re-equipment 
and restocking near completion. This 
implies flexibility of outlook on the 
part of business leaders and readiness 
on the part of wage-carners to vary the 
proportions in which they are engaged 
on different jobs. \\:ith the reduced 
number .of annual entrants compared 
with the stock of workers already 
established, this sort of mobility is 
much harder to securc than it used to 
be. Less being obtainable from a 
switching of new entrants, more will 
he needed from young persons actually 
engaged in the industry. Owing to 
their longer industrial life, and so the 
smaller proportion of annual entrants 
to existing stock, there will be more 
need for this with men than with 
women. 

There is one further rele\ant con- 
sideration. During the course of the 
next few years our difficulties may be 
lessened hv an imorovement in the 
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t c rbs  of trade, that is, in the relation of exports from l960,000,0U0 worth 
between import and export prices. (at current prices) to some 
Tliesc terms on the avemge of 1946 ~1,2S0.000,000, and our balance of 
irere some 5 per cent. worse than in payments prohlem would havc bcen 
1938 and they have since weakened in a fair way to s o l ~ e  itself. 
further. But after the first world Obviously no reversal of the recent 
war the situation was quitc different. trend on anything like that SCdk c3n 
In  the early 1920s thc terms of trade he looked for. Still it seems reasonable 
were some 25 per cent. marc favour- to expect that, as European agriculture 
able to us than they hdd been in 1914. is gradually restorcd, agricultural prices 
If a favourable shift on that scale, will again tend downwards relatively 
instead of the actual unfavourable onc, to the prices of manufactured goods ; 
hdd taken placc this time, our which means that, for this country, 
~960,000,000 worth of exports in 1946 the terms of trade.will improve. How 
\\,odd have had an import value not far or how rapidly they will improve 
far short of a third more than it nobody can tell. Suhstantial relief 
actually had. T h e  improvement in the from this side is possible, but to bank 
terms of tradc would have bcen on it \\.auld be very rash.-Prum the 
equivalent to an increase in the volume TIMES, Octobn 7, 1947.) ' 

BRITAIN'S POST-WAR EXPORTS AND HOME MARKETS 
(Continued from P q e  IO) 

Both for home consumption and commodities still in short supply (such 
exports the constancy of the total as clothing or household goods) have 
volume was accompanied by great . been by incressed expen&- 
changes in its composiiion. For the ture on e.g., tobacco. F~~ the 
home consumer these change \yere main changes are the reduced volume 
largely contrary to his natural prefer- 'of 
ences, and the unchanged total does which, in 1946, \\.ere bg increase not mean that the standard of con- for metal goods and for chemicals. sumption was back a t  its pre-war level; 
it  means only that reductions for (September 13, 1947.) 

of coal and of 

EUROPE'S DOLLAR ASSETS 

Europe's dollar assets have been securities worth $2,020 millions 
estimated at $9,080 millions (LSQS,OOO,OOO) and had a hoardlng 
( ~ ~ ~ ~ 7 O , ~ ~ ~ , ~ ~ ~ ) ~  it '''as reported of $1,000 millions to $3,000 millions 
to-day. (~250,000,000 to ~750,000,000) in 

Rlr. Gilbert Ward, vice-president of dollan and $2,000 mi,lions to 
$4,000 millions (~500,000,000 to 

the Sational City Bank, who made the 
estimate, said the total included $6,000 
millions (~1,500,000,000) in gold. ~ ~ ~ 0 ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ )  in g"ld.-Re"ter.- 
Foreign nations also held American FINANCIAL TIMES, Octobn 9, 1947. 
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European Economics 
BY Sir HAROLD BUTLER, K.C.M.G., c . B  

NTIL this year, there has never 
been any such thing as European 

Economics, \!‘hen you think that 
Europe led the world for 200 years and 
was the source of wealth and power, 
that is a very curious t@g. I t  never 
wanted to think of itself as an economlc 
unit. 

The  first beginning of European 
econoniics \\‘as in 1915, when a 
German, Friedrich Naumann, puh- 
lished a hook Called ,llitIel Etrropa. He 
sketched out a Germanic plan for the 
organisation of Central and Eastern 
Europe as a single economic unit, 
inspired by all the efficiency, the 
drive, thc technical competence of the 
Germans. ‘That hook made a great 
stir thoughout Europe because there 
was no doubt that a great deal of what 
be said was sound economic sense. 

Yet, if one looks hack at the intcr- 
v a r  period, one finds that there was,no 
real attempt made for the integration 
of Europe from the economic point of 
T-iew, except by a few visionaries like 
Albert ‘Tardieu, who led a forlorn 
crusade on the subject about 1930. 

!mat were the reasons which pre- 
vented anything being done along 
thosz lines after the first war ? That 
inquiry talks me outside the field of 
pure economics. You cannot disso- 
ciate economics from politics, and 
the  difficulties which stood in the way 
not of European economic union, but 
even of the modest attempts that were 
made to create .partial economic 
units. were invariably political. 

Naurnann himself had the right 
idea. I?e realised that if  you attempted 
to  organise Central and Eastern 
Europc you could increase its pro- 
ductivity and standard of living out of 
all knowledge, and no one will dispute 
that. 

But he also fureitalled the Nazis in 
e curious xai.  “The German becomes 

an economic State citizen body and 
soul ; his ideal is and remains the 
organism, not free mill. . . . . The  
German economic creed should, in the 
future, hecome even more the charact- 
cristic of Central Europe. . . . Ro- 
mantics are opponents of the modern- 
isation of German economics. They 
will not have their old-fashioned souls 
cleaned and repaired.’’ 

You will remember the various 
attempts from 1920 onwards to create 
a Danuhian economic union, and the 
reason why those attempts failed was 
the converse of Naumann’s. I t  was 
the new people who did not want io he 
shown how their souls should he 
dressed up. The  new countries of 
Eastern Europc, Poland, Roumania, 
Czechoslovakia, Yugoslavia, wanted 
to he dissociated completely from 
Austria and Hungary, and although it 
\\‘as economic cnmmon sense to have a 
Danubian customs union, they xere 
opposed to it on purely emotional 
grounds. There was another diffi- 
culty. The  Great Powcrs were not in 
fam,ur of the idea either.. Neither 
Britain nor France like6 it. .&lid when 
the final attempt was made in 1932 
on a proposal by Monsieur Tardieu, 
to create a union of this kind, when it 
was already very late, Great Britain 
objected on the grounds that it would 
he an infringement of the “most 
favoured nation” clause. That \vas 
an important objection, which might 
still he made in present attempts to 
deal with the same problem. 

There were other things. There 
was a scheme for creating a great 
power, shed of electricity round the 
Alps, hut it was killed. That \vas 
politically important because it shows 
that every country,. however small, 
still thought of itself as an independent 
political unit with vital strategic 
interests to preserve, and none \ws 

2 1 3  
13 



I 

! ;  

14 ECOXOMIC DIGEST 

prepared to become dependent on . they ran gct from nowhere else. 
foreign electric power. Where can they get them now?  

There was yet political Certainly not from Russia, which has 
difficulty, which was perhaps the most more than it can do to repair the 
important of all : the difficulty which ravages'of war. 
arose from Naumann's book. That Europe was therefore to some 
put a lot of ideas into people's heads. extent an economic unit. And sup- 
I t  made them realise that if there w r e  posing it had integrated itself'to make 
a European Union, Germany would a United States of Europe ? The  
dominate it. Of all the various following figures of the production 
difficulties which stood in the way of of Europe in 1937 as compared xith 
Briand's plan that was by far the most the United States of America and the 
powerful. I t  would mean German U.S.S.R. are instructive : 

1937 Europe . U.S.A. U.S.S.R 
Cool . . . .  . . 566,000.WO 1. 51 2,000.000 132,000,000 
Electricity .. .. 131,000,000 kwt.  121,000,000 36,400.000 
Pig Iron . . . . . . 44,700,000 37,700,000 14,400,000 
Steel . . .. . . .55,560,000 51 ,384,000 17,700,OM) 

173.000.000 28,800,000 Oil .. . .  .. 7,500,000 

domination of Europe. And that is 
the fear still at the back of the minds 
of the French, Czechs, Polrs and many 
otlier people. Yet without German 
industy European economy is nothing. 

There is one other point which is 
relevant to the present situation. 
Although there was no formal attempt, 
except perhaps by Monsieur Briand, 
and that collapsed almost at once, to 
create econonlic unity in Europe, in 
point of fact Europe was to a large 
extent a unit. The  greater part of the 
trade of 911 its countries was within 
Europe, and when one u'ent to1 
eastern Europe one found that the 
outlet for all these agrarian countries 
was in western Europe. Their food 
stuffs and raw materials went largely. 
to Germany. Italy, France and Eng- 
land. And whcre elsc, even now, can 
their products go ? The answer is at 
present-nowhere, In normal times 
it is unlikely that the U.S.S.R. or the 
United States vould import food- 
stuffs. So the natural market was 
western Europe, and that situation is 
not likely to change. 

Conversely, the manufacturing 
countries of Europe found a large part 
of their nutlet in the eastern countries, 
which require locomotives, tractors, 
rolling stock, lorries, fertilizers, which 
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Of the major basic materials it is 
only in oil that the United States, and 
to a lcsser extent the. U.S.S.R. sur- 
passed Europe. Therefore, if Europe 
had pooled its resources, including the 
resources of all dependencies overseas, 
there is no doubt that it would have 
been by far the greatest economic unit 
in the world. I t  would have almost 
unlimited resources. That is the idea 
which has been forced upon Europe 
by developments. 

September 23, 1947, was a very 
important day because, although the 
whole of Europe did not come 
together, 16 countries did, and agreed 
on a common programme. I do not 
think that beginning would have been 
made unless this country had given the 
lead, and that puts us in a new position. 
We do not like to think of ourselves 
as European, hut we are, and in the 
future we are going to find ourselves 
more and more involved in Europe, 
politically and strategically. Moreover 
the political necessity of being deeply 
committed in Europe, implies eco- 
nomic commitments also. Britain's 
frontier is now on the Elbe and the 
Danube, and I doubt very much 
whether we shall recede from that 
frontier for a very long time to come. 



IXJKOPEAN 

\Ye are as vitally interested as any 
country in Europe in what happens to 
Germany, and we havc undertaken a 
great responsihility in occupying the 
most industrial area of Gcrmany. 
Thus ne have the largest part of the 
responsibility in deciding how Ger- 
many is to be industrially rehabilitated 
and how far, and again we.com? up 
against some of the political difflcul- 
tics which prevented any kind of 
European movement before the war. 

Some of the other difficulties, 
' . hoverer, have disappeared. The  

rivalry between the Great Poaers of 
Europe is practically at an end. There 
arc no Great Powers in Europe today. 
 he desire for i.ndependence of the 
smaller States hardly exists now, for 
all of them realise that independence 
is now a relative term, that they 
cannot stand alone, that they cannot 
defend themselves, and that therefore 
politically and economically they are 
bound to seek to congregate round 
some centre of protection. Already 
Belgium, Holland . and Luxemburg 
have formed a customs union, of about 
17 million capable, industrlous and 
cnergetic people. The  feeling which 
promoted that is a more or less general 
feeling in Europe,. and a difficulty 
which was very real before the mar has 
diminished. 

Again, there is no longer any fear 
. that Great Britain and the United 

States would be opposed to any 
movement towards European unity. 
On the contrary we are taking the lead 
towards European unity instead of 
standing in its way, and as to the 
United States it is a change to find 
that the American Government is 
making a move towards a European 
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Customs Union almost one of the 
conditions of giving Europe any fur- 
ther assistance. That is a complete 
reversal of the United States position 
before the war. The  fact of the 
change is very important. 

On the other hand there is a new 
ohstaclc. Europe is now divided into 
two parts, both economically and 
ideologically and _that may prove a 
formidable obstacle to the integration 
of the'whole of Europe in any short 
space of time. But economic facts 
have a habit of forcing themselves on 
people, however reluctant they are to 
admit them. It  is undoubtedly the 
case that eastern Europe is inevitably 
dependent on the west. either Euro- 
pean west or American west, for 
obtaining equipment and machinery 
which is indispensable to it if it is to 
raise its low standards of living. On 
the other hand, it is difficult to see 
where its surplus products can go 
unless they go to Western Europc: 
Thus, whatever the formal situation 
may be, the trade between East and 
\Vest Europe is gradually recovering. 
For instance, figures for Czechoslo- 
vakia and Poland show that trade is 
going exactly the way it went before 
the war-\Vest, not East-and it can 
do no other until Russia becomes a far 
more industrialised country than she 
is now. 

The  commonsense economic logic 
of the European situation seems likely 
to be more powerful in the long run 
than all the ideological preferences 
that are now creating trade barriers. 
(ADDRESS TO JOINT COUNCIL FOR 
MONETARY AND ECONOMIC RESEARCH, 
LoNnoN-Septcmbn 24, 1947.) 
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Steps to European Customs Union 
By HENRI DECUGIS 

Presirlertt of Arrcciarion Fmnce-Gmnde Brerngne 

HE Economic Committee of 
tlie Association “France-Grande 

Bretagne”, has been for some months 
engaged in preparing a list of articles 
on which Customs tariffs could easily 
be abolished not only between Great 
Britain and France (including their 
respective dominions or colonies) but 
also between various other inanufac- 
turing countries, witliout hurting either 
manufactyrers or consumers. 

Take n.001, for instance. The  raw 
material is produccd chiefly oiitside 
Europe and manufxtiired mainly (so 
far as western Europe is concerned) in 
Great Britain, France, and Uelgium. 
Now the well-known International 
Wo6l Textile Organization, whose 
head ,office is at Bradford and whose 
chairman is M. Maurice Dubrulle, 
of Roubsix, met a few months ago 
and unanimously passed tlie following 
resolution :- 

Meeting again for the first time 
since 1939. the I.W.T.O.. in the 
interest of all consumers of wool, 
appeals to all authorit& to ensure 
that wool products can be bought 
and sold with thr utmost frcedom, 
both in internal and external trade. 
Only by abolishing all barriers, 
financial as well as economic, can 
trade and industry, by fair com- 
petition meet the interests of con- 
sumers. Therefore, the 1.W.T.O. 
reaffirms its strong opinion that all 
duties and restrictions should be 
abolished and free trade for all kinds 
of wool products be established 
throughout the world once and for 
all. 
T h e  federation in question‘ repre- 

sents practically all the wool manu- 
facturers of England, France, Belgium, 
Czechoslovakia, Italy, Holland, Poland, 

Spain, and Argentina. It seems clear 
that a Customs union including wool 
and wool products would hurt no one 
and benefit everybody, including the 
consumers. 

Xow as to chemical products to be 
put on the free schedule, 3 list has been 
prepared at the request of our com- 
mittee by well-qualified experts. I-iere 
it is : “Zinc chloride, cobalt, soda 
hyposulphide, soda sulphate, soda 
bichromate, barium chloride, glue, 
soda hypocliloride, trisodic phosphate, 
potash, carbon sulphide, soda sulphate, 
and superphosphates.” Most. i f  not 
all, of these were, until the last war 
broke out, already included in various 
international trade agreements estab- 
lishing quotas and fair play rules 
forbidding dumping prices and arti- 
ficial discriminations. Many other 
chemical products, such as dyestuffs, 
insecticides, etc., will probabl:: beadded 
to the above list. This is also the case 
or aluminium, magnesium, ‘and sun- 
dry other important articles. 

Last, but not least, various indus- 
.tries based on patents inry probably 
be put on the free trade lis?, because 
their sale prices do not depend to any 
important extent on the value of the 
raw matcrial and on the wages of 
manual labour. Take, for instance, 
patent radio appliances. 

l’he incidence of an enlarged mar- 
ket on the lowering of the cost of 
production is obvious. In high-class 
machinery necessitating ver: expen- 
sive studies for producing new proto- 
types, a large market is a sheer 
necessity for taking big orders and 
thereby reducing the cost price of 
each artic!e.--(Let/er to THE TIMES, 
Sepleinber 27, 1947.) 
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Quality of British Coal 
Rersltr of Survey by FINANCIAL TIMES and INDUSTRIAL I~IANAGEMENT 

RESEARCH ASSOCIATION .. 

T H E R E  is a danger at’ the moment 
that the country as a whole is be- 

coming fidscinated by the crude weight 
aspect of the national coal target for 
1Y47 to the exclusion of all other 
consider3tions. The  target of 200 
million tons expresses only one aspect 
of the nation’s fuel requirements, for 
equally important with the slicer 
quantity of coal brought to the surface 
is its quality once it has arrived. 

If some millions of tons of black 
stuff are being carted about the 
country masquerading as coal, but 
possessing no calorific value. the 
country is no better offifor it. This is, 
in fact, idiat has been happening on 
an increasing scalc in the last few 
years. 

Thefe are two type3 of ash which 
cause losses in the burning of coal. 
There is first the “inherent” ash 
which is part of the chemical structure 
of the coal and, secondly, there is the 
“adrentitious” ash, derived from shalc, 
clay, dirt, etc., in the seam, plus frag- 
ments from the roof or floor. The  
former is an irreducible minimum, 
the latter is capable of being entirely 
removed by cleaning. 

The  average inherent ash content in 
British coal was determined by a 
series of tests carricd out in 1945. ‘The 
samples tested covered a total of 
157.7 million tons taken from seams 
actually being worked at the time. 
Dirt bands of more than half an inch 
thickness were excluded from the 
survey, and also any obviously t,ad 
seams. In other words, an attempt 
was made to simulate the effects of 
ready cleaned coal and then determine 
the ash content in this. 

The  results, showing variations in 
the amount of inherent ash, are given 
in the table below :- 

f s -  

. ,  
Per cent. of I 

Ash content total sample 
u p  to 2% . . . . 5.1 
2.1yo--4u/, . .  . . 42.7 
4.10/--6~, . . . . 33.7 

8.1O/,-lOU/, . .  . . 2.s 
Over IO%, . . . . 2.0 

6.1q/,--87!! . . _ .  13.7 

-_ 
100.0 _- 

’Thus, about three-quarters of the 
coal had an ash content of between 
2 and 6 per cent. The  overall average 
was 4.4 per cent. This figure, inci- 
dentally, corresponded well u;ith a 
survey made of the results achieved 
in colliery rvasheries in 1939, which 
gave an average ash cootent after 

Now, how do these results compare 
with thc ash content in Bfitish coal as 
actually delivered ? Unfxtunately, 
there are no satisfactory statistics on 
this matter. However, it ‘is known 
that even before the war the proportion 
of ash in the coal supplied to manu- 
facturers was considerably higher than 
the figure of 46 per cent. The  ash in 
the coal used by the C.E.R. generating 
stations, for instance, in the year 1939 
averaged 11.3 per cent. This was 
largely due to the fact that less than 
half of the coal sent out from the 
collieries in Britain is cleaned. 

Since the end of the mar the statisti- 
cal black-out on the quality of coal as 
delivered has been complete. In order 
to fill in some of the blanks, THE 
FINANCIAL TIMES, in conjunction with 
the Industrial Management Research 
Association, sent out letters to a 
number of large manufacturing con- 
cerns asking for information on their 
own individual experiences in this 
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One point was conclusively estab- 
lished from the answers supplied by 
this representative group of manufac- 
turers. The  ash content in the coal 
heing delivered now is in nearly every 
case considerably higher than that in 
the coal used before the war. 'The 
general consensus of opinion was that 
for ordinary manufacturing purposes 
an ash content of 10-12 per cent. 
would he regarded as reasonable. 
Some specialised industries-for ex- 
:unplc, steel-need an ash content 
substantially lover than this ; hut for 
the average run of manufacturer 
10-12 per cent. would suffice, and 
this was generally the ash content of 
the coal he was receiving pre-war. 

At present the ash content in the 
hulk of the coal delivered averages 
anything up to 20 per cent. Some of it 
goes as high as 22 per cent. This is 
the good deep-mined coal. Open-cast, 
rcdundant slack and other odd lots, 
which in this period of shortage are 
heing used to ari' increasing extent, 
frequently have an ash content of 
over 30 per cent. One delirery recently 
made to a large concern in th? cocoa 
and chocolate industry contamed as 
much as 46 per cent. ash. 

This means that it is necessary to 
burn a lot more coal in order to obtain 
operating steam pressures in the 
boiler plant. The  amount of additional 
expense caused varied among the 
different firms under review ; hut one 
electrical engineering concern, whose 
experience was fairly characteristic, 
reported that fuel costs on this account 
alone were from 10 to 40 per cent. 
higher than before the war. 

The  smaller firm tends to he harder 
hit in respect of costs than the large 
one. T h e  latter often has automatic 
stokers, which reduce the amount of 

DIGEST 

energy lost through cxcessivc stoking. 
'The furnaces in the smaller works, 
which are generall). tende? by manual 
methods, not only have to use more 
coal, Lilt lose much of  the heat 
generated through bcing forced to 
open the furnace doors too often. 

But the direct increase in costs does 
not tell the \rhole stxy. Boilers are 
frequently not designed to take the 
type of fuel delivered. An extreme 
example of this is a case quoted by 3n 
important textile concern, which is a t  
present holding a t  one of its factories 
considerable stocks of unusable coal, 
because much of it  is in lumps too 
large for the automatic feeders on the 
boilers. 

Bad grading applies not only to size, 
hut to the actual composition of coal. 
Large variations in the quality of the 
coal delivered mean that boilers cannot 
work with the necessary efficiency for 
the job. 'The Central Electricity 
Board's cxperience. at the beginning of 
this year expresses the problem in 
tangible terms. On thc day of peak 
load last winter, on 29th January, the 
loss of generating capacity due to the 
use of unsuitable fuel was 347,000 
kilowatts. 

The  answer to poor quality and 
excessive ash content in coal is clearly 
more efficient cleaning. British coal is 
in fact more easily cleaned than the 
type of coal produced on the Continent 
or in U.S.A. The  proportion of coal 
being mechanically cleaned in this 
country is increasing slowly ; in 1946 
it was 48 per cent. of the total, com- 
pared with 45 per cent. in 1938. In  
addition, some of the larger-sized 
coals are hand-picked on belts, and all 
coals are supposed to receive. an 
initial cleaning underground.-(firm 
FINANCIALTIME, September 30,1947.) 
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Russia’s Coal Resources 
By A. H. ADRIAN 

HE SOVIET press has for some 
time laid great stress on the 

gra1.e fuel situation, which threatens 
to hinder the reconstruction of their 
whole economy, and the achievement 
of the targets set by the fourth five- 
year plan. Political events since the 
\Var havc shown the interest which 
the U.S.S.R. takes in the acquisition 
of resources beyond her own territory, 
and it seems worth while to examine 
the position and to find out to what 
extent the fears of the authorities at 
the Kremlin are justified. 

Estimates published in 1933, and 
based on the figures of the World 
Conference in Toronto in 1913, give 
the proved coal resources of the 
U.S.S.R. as 295,000 million metric 
tons*, and the probable reserves as 
995,000 million metric tons, the third 
greatest in the world, after China and 
the United States. But the situation 
has been very much changed since 
1933, chiefly by the discovery of 
numerous deposits in the extreme 
North, and throughout Siberia. Valued 
in 193S, to a depth of 1,800 metres, 
Soviet reserves reached 1,650,000 
million metric tons-a fifth of the 
total world reserves, and nearly equal 
to those of America. These reserves, 
however, are badly situated, and the 
most important are in the littler 
industrialised Asiatic territory. ’ The  
long distances from any industrial 
centre, the harsh climate and the 
scarcity of the population will delay 
for many years the exploitation of 
these riches. 

Except in the extreme Eastern 
deposits, the proportion of anthracite 
is only one-third, and for this reason 
the U.S.S.R. will always have diffi- 
culty in supplying her heavy industries: 

In 1913 the Russian Empire pro- 
duced only 36 million metric tons of 
coal. This figure remained practically 
1 Metric tonz.9842 tons 

stationary until 1928, as a result of the  

rapidly after 1928 when the Five-Year 
Plans were started, giving first place 
to heavy industry. Production in- 
creased regularly at the rate of 10 . 

a figure six times greater than that of 

metric tons) seems very high ; the 
amount per head of population, ,how- 
ever, was only just over a fifth of that 
in Great Britain. 

The  use of the most up-to-date 
technical methods has not sufficed to 
give the U.S.S.R. the yield of Western 
countries. The  shortage of qualified 
workers has been obvious. The  
Soviet Government, disillusioned in. 
its faith in the supremacy of technical 
equipment, undertook in 1935 to 
direct its efforts to obtaining trained 
men. -4ccording to Stalin, “The 
slogan ‘Everything depends on tech- 
nical equipment’ must be replaced by  
the slogan ‘Everything depends on 
qualified personnel.’ ” 

To intensify the work numerous 
advantages in money and in kind 
have been given to miners. A law of 
1938 established a progressive salary, 
by which, for example, a face-worker‘s 
salary increased by 66 per cent. after 
two years. Severe discipline is en- 
forced in the mines and the system of 
rationalisation of work, chiefly by ths  
creation of Stakhanovist groups, has 
perfected the method. In 1936 the 
yield of the workers was only 240 
against 929 in the United States. By 
1940, however, it had reached 165 per 
cent. of the 1936 figure. 

All the mines have always worked at 
a loss, and the deficit has had to be 
borne by the State. At the same time 
the unequal distribution of the coal 
has necessitated its transport, by rail 
or water, for extremely long distances. 
In 1937 the average journey of a ton 
of coal approached 625 miles. 
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' 1929 , , 

1937 .. 

production increased, by more than 
20 million metric tons. Had pro- 
duction continued at this rate, it 
would have reached 200 million metric 
tons in 1942, achieving 90 per cent. of 
the target set by the third five-year- 
plan. The  IVar, Iiowe~er, altered the 
.whole situation. Production in 1941 
was 171 million metric tons, hut in the 
Autumn the basin of the Donetz was 
entirely occupied by German troops. 
Before the enemy advance the Russians 
succeeded in removing the major part 
.of the equipment for the exploitation 
of new mines in the oriental basins. 
This had already hecn the policy of 
' the five-year-plans, as a result of 
which, while total coal production had 
been multiplied by 5 between 1913 
and 1940, it had multiplied by 13 in 
Eastern Siberia (Tougounza), by 17 in 
\Vestern Siberia (Kouzhass), by 34 in 
central Asia (Karaganda). The  Oural 
coalfield rose to the first rank of 
importance during the. war, achieving 
:.in 1945 I O  per cent. of the whole 
Soviet production. The  most inter- 
esting development was the exploita- 
:tion which was undertaken in 1942 
.of the whole I'etchora area. Seventeen 
mines were worked during the war, 
against only one i n  1941. Great efforts 
'were made in the Russian Far East to 
ahtain the coal which Stalin foresaw 
would he nceded by his armies for a 
campaign against Japan. In spite of 
8 1 1  .this, however, total Soviet produc- 
ition decreased by 10 to 15 per cent. 
compared to 1941. 

'The provisions of the fourth five- 
year-plan depend on a figure of 
,250 million metric tons of coal for the 
year 1950. Stalin has even fired the 
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1,328.6 I 4 1 4  202.2 67.8 262 549.7 . 34.3 

1.312 122.6 225.6 44.7 244.3 442.3 46 

- 
1932 . .  959.5 I 64.3 

1938 . . I 1.584.5 , 132.9 

ton;, a figure equal to that of America. 
But it seems difficult to heliere that 
these targets can he reached. \Var 
damage has been considerable in all 
the European coalfields, particularly 
Donhass and hfoscow ; 5.7 per cent. 
were rendered unusable. The  Donetz 
mines were completely destroyed dur- 
ing the German retreat. The repair is 
undertaken pit by pit, and at the same 
time the development of production 
elsewhere has continued. By tliis means 
the level of 1940 has been regained, 
roughly 165 to 170 million metric 
tons. Reconstruction should he com- 
pleted in the Donhass by 1949 at the 
latest, hut a general renewal of equip- 
ment is essential. 

With a production reaching 170 
million metric tons this year, rising if 
all goes \vel1 to 230 or 235 million 
metric tons in 1950, (Plan : 250 
millions), can the U.S.S.R. meet her 
internal demand ? The multiplication 
of the uses of coal increases continually 
its consumption. The  needs of Soviet 
industry reached in 1940 more than 
175 million metric tons, and in 1950 
will lie nearly 250 million metric 
tons. The  U.S.S.R. has two means of 
meeting her additional needs, both of 
which are being used. She can have 
recourse to inferior combustible min- 
erals, or she can import. 

There is no information about 
lignite resenres, but production has 
increased little between 1940-45 owing 
to shortage of labour. Present produc- 
tion is still approximately 70 million 
metric tons. Production of peat in 
1940 \\.as 35 million metric tons. The  

(continued on pose 22) 
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ATLAS \ 
ASSURANCE \ 

C O M P A N Y  L I M I T E D  

The parable o f  the house which 
was built upon sand and that 
which was built upon a rock is as 
true today as it was when it was 
f i rs t  uttered. It is equally t rue 

that a sound economy must rest 
upon sure foundations and essen- 
t ia l  to the fabric of those founda- 
tions i s  a stable and enduring 

insurance structure. 
The Atlas Assurance Company, 
established in London in the year 
1808, is part of that structure and 
thus contributes not only to the 
prosperity o f  the country of i t s  

origin but also to the well-being 
of the peoples of many races and 
creeds throughout the civilised 
world. 
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fourth five-year-plan provides for an 
increase to 44,300,000 metric tons in 
1950, These, however, are p w r  sub- 
stitutes for coal, and the U.S.S.R. Coal . _  . . 170,000,000 
prefers to look to neighhouring coiin- Lignite . . '23,000,000 
tries to add to her fuel resources. Peat . . . . 3,500,000 
Some of these, however, have a very 
small output. Here are the figures, in 
metric tons, for 1938, the last normal Coal . . . . 16,000,000 
year : 

Austria 226,000 3,500,000 Coal . . , . 80,000 
Bulgaria . . 146,000 1,942,000 Lignite . . 24,000,000 
Hungary _ .  1,042,000 8,306,000 ___ 

236,080,000 Rumania . . 299,000 2,097,000 
Czechoslovakia 13 .E1 4,000 12,973,000 

shows the following :- 

U.S.S.R. Production (metric tons) 

Imports from Poland 

Coal Lignite Imports from Soviet Zone 

(Rate of conversion, of lignite : 1/3 
in U.S.S.R., 2/9 in Germany). 

(Rate of conversion of peat : 

Russia has nothing to hope for from 
this quarter. The situation is very 
different in Poland. The  total produc-, 
tion of Upper Silesia in 1944 (part 
German in-d part Polish) was -100 
million metric tons. A grave man- 
power problem results from the , 

replacement of the whole German 
population by Polish colonists, and the 
yield has also greatly decreased, as it 
has elsewhere. In  1946 it was aimed to ' 
produce 50 million metric tons, but 
the figure of 40 million was barely 
exceeded. T h e  three-year reconstruc- 
tion plan fixes the level to be attained 
in 1949 at 100 million metric tons. 
The  U.S.S.R. has reserved an im- 
portant part of this. Russia received 
16 million metric tons of coal from 
Poland in 1946. 

It appears from this that Russia's 
needs, which rose to approximately 
200 million metric tons, were easily 
covered. The  anxiety of their press 
arises from the fact that national 
production is not progressing at the 
rate laid down by the fourth five-year- 
plan. The completion of reconstnic- 
tion and setting in order of all the 
factories, old and new, combined with 
the many enterprises to be undertaken 
under the plan, would bring con- 
sumption to  more than 300 million 
metric tons. Resources by that time 
will be : 

The Russian-occupied of Ger- U.S.S.R. Production (metric tons) 
many provides the only other source Cdal . . . . 225,000,OoO 
of combustible minerals. The  only Lignite . . 30,000,000 
coal-field is in Saxonv. which oroduced Peat . . 4,000,000 
80,000 metric tons ;n 1946. 'Little as 
this is. the whole .of it is sent to Imports from Poland 
Russia. The Soviet zone, however, Coal . . . . 12,000,000 
possesses the greater part of the 
lignite deposits of Germany (67.8 per 
cent.). In 1946 extraction was 108 Coal . . . . 200.000 

Imports from Soviet Zone 
~~ 

million metric tons. ],ignite . . OO,OOO;OOO 

301,000,000 erals of which Russia disposed in 1946 
A review of the combustible min-- . 

Tmnslotcd und Condmtd for Economic Diglrf from L A  REVUE INTERNATIONALE, 
Paris, May, 1947. 
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The Ways of Inflation 
By Finorrcid /?,/<tor, MANCHESTER GUARDIAN 

P R E S S U R E  to buy in ,excess of 
current supplies comes not only 

from the mass of ordinary people. I t  
comes ,also from the Gouernment, 
local authorities, and business firms. 
Pressure from these large spenders is 
mainly concentrated on the market for 
capital goods-buildings, machinery, 
vehicles, etc.-and a reduction of in- 
flationary pressure in that market 
would be, for a time, a distinct,and 
separate task. While the reduction of 
competing claims on capital goods 
could not be effective for long unless 
the ordinary people had less money in 
their pockets or less incentive to spend 
it, the opposite is also true. Rcducing 
personal incomes does not quickly 
lighten the pressure on capital goods, 
bccausc the reserves of liquid savings 
are too great, and while individuals 
tend to hold on to their capital when 
income declines business funds are 
largely lield in readiness for specific 
capital expenditure. 

In  Governmcnt quarters the prac- 
tical distinction between the two 
“inflation circuits” has been much 
discussed for some time. Some 
Whitehall voires hare emphasised 
that the surplus of money is not so 
much in the pockets of ordinary 
people as in business funds. So long 
as the argument is not used as an 
excuse for leaving individual incomes 
untouched, there is much truth in it. 
Unfortunately, this Government is 
always pouncing on part-truths to use 
them 3s alibis. The  problem of infla- 
tion in the “investment programme” 
remains. The  basic industries have 
been unable to meet all thc claims 

signal-though the reduction by 
~200,000,000 he demanded \vould 
be utterly inadequate-and the bias of 
the Civil Service is now swinging over 
from gaily encouraging all capital 
expenditure anywhere tn glumly$ dis- 
couraging it wherever possible. 

There are two physical controls in 
the hands of the Government which 
dominate the entire market for capital 
goods. Steel allocations and building 
permits are going to be used, it seems, 
to enforce the deflation of demand 
from the large spenaers. 

Plans are now being worked out for 
-some device by which the controllers 
might distinguish between essential 
and inessential capital expenditure. 
When the nc\v policy gets well under 
way we shall see a great battle for 
permits, and the attempt to tighten 
‘the controls may cnd in confusion. But 
it will he made. If it succeeds,, what 
will business do with the unspendable 
money? So far as it comes out of 
current profits any increased distribu- 
tion to shareholders may be checked 
by some kind of dividend limitation, 
though some of it would vanish into 
expense accounts. Unspent reserve 
and contingency funds will be largely 
kept as they are. 

‘There is one large snag in the idea 
of curbing capital expenditure by 
cutting down allocations of steel and 
permits to build. I f  this is done as 
part of a general policy to tighten up 
money incomes, profits, and bank 
credit, the people affected would 
understand and work the plan. If 

madc on them: bu: as .they have I physical shortages are to he endured 
acted as if they might meet them all in a continuing atmosphere of finan- 
the result has heen bottlenecks and cial plenty, the policy mill be neither 
industrial paralysis. Thc  central understood nor tolerated. Half the 
Government is able to reduce its trouble of this country is psychological. 
capital projects directly and to induce All the remedies for the economic 
the local authorities to do likewise. malaise depend on the consent of the 
Sir Stafford Cripps has given the patient.-(October 6, 1947.) 
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ASHRIDGE C O L E G E  
(Principal: Generol Sir Bernard Paget, G.C.B.. D.S.O.. M.C.) 

Ashridge i s  a residential 

College for education in 
CITIZENSHIP 

and provides an open 

forum tor discussion 

Lectures are given by dis- 
tinguished men and women 

Each lecture i s  followed 
by discussion and questions 

The great house, adapted to the needs of a modern residen- 
t i a l  college and providing every comfort is set in beautiful 
gardens in one of the most famous parks in England 

For full particulars of week-end and holiday courses apply to :- 
The Bursar, 

Ashridge, 
Berkhamsted, 

Herts. 
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Limits of Deflation as Remedy 
By MAURICE DOBB 

IT is said by some economists that 
our troubles in the realm of 

production and export are attributable 
to the so-called inflationary character 
of tlic present economic sitication, 
with the corollary that, until this is 
met by a strong dose of deflation, all 
other nrcasures \vi11 simply he ha t ing  
the air. 1 suggest that we want first of 
all to make sure that w e  are clear about 
what is really bcing said. If 'inflation' 
i s  intended to be simply another way 
of saying that there is a pap behveen 
tofa1 requjrements and allat industry 
is capable of meeting at prcsc'nt-that 
we have more on the agcnda tlian we 
can iinmediately tackle-there is 
nothing that one can quarrel with in 
this. I t  is of some practical impor- 
tance, however, vhether onc thinks 
that this gap is capable of being 
closed by stepping up production to 
meet requirements, or only by scaling 
down requirements to the lerel of 
production. The  latter seems to be the 
emphasis which most of the talk 
ahout inflation is intended to convey. 

I t  is unfortunately true that, in face 
of tlre serious situ3tion left by the 
exhaustion of the American loan, tlie 
immediate short-term problem has got 
to be stated largely in terms of priining 
our requirements (altliough the neces- 
sity for pruning would be nothing 
like so severe if we had been cutting 
our military Cxpenditure ovcrseas more 
drastically over the past year). But 1 
do not helicrc that this is the right 
emphasis for tlie longer-term prob- 
lem : and 1 believe it would be 
disastrous to focus our eyes so 
exclusirely upon this short-term aspect 
of the problem-clamant for our 
attention as it is and must be as we 
face the winter-that we cease to 
think about and plan for the long-term 
problem of stepping-up our productive 
power. 'rliose who talk lightly about 

cutting our capital development' pro- 
gramme seem to be losing sight of this 
fiact. By all means let us prune our 
construction programme, if ive must, 
i n  the sense of concentrating \rl?at \re 
Iiave on essentials, postponing schemes 
of lower priority, and in some cases 
substituting quick for slmv maturing 
scheincs ; but to suggest that we 
should soft-pedal upon schemes for 
re-equipment or essential industries, 
like coal and cotton-schemes which 
can yield a high dividend in enhanced 
productivity and which give u s  the 
chance of getting clear of the wood in 
two or thrce years' time-strikes me 
as an alarming counscl of despair. 

Those wlro talk today about tlie 
need for a Jose of deflation seem also 
to mean tha t ,  in cutting our cnat 
according to the clot11 ' k c  haw avail- 
able, the coat must he cut by a*par- 
ticular method and in a particular , 
way. The  suggested method is the 
scaling down of money incomes or 
else higher taxation of income, aftcr it 
has reached the pocket. As to \Those 
income is to be tapped-which may 
make quite a lot of difference-there is 
not complete unanimity. Mr. 1. 12. 
Hicks, fnr example, recently advocated 
a capital levy to reduce spending out 
of capital, chiefly by business men, on 
relatively inessential constructional 
work. Others have made it clear that 
they refer to wages ; and some have 
even said that if demand were reduced, 
this would have the added advantage 
of causing unemployment, which 
would both reduce spending-poxer 
further and bring pressure upon 
labour to move ahout and accept any 
kind of job. 

Many of tlie sponsors of this kind 
of lietion seem to regard it as an 
alternative to planning. For diem it 
implies, and has the attraction of, a 
return to the traditional mechanism o f  
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adjustment ‘mhereby the volume and 
direction of production was left to be 
determined automatically by tlie pull 
of market clcmand. In answer to this 
one call only repeat the words of 
The Ecorrunrisl when it said recently : 
‘There is-no case, at least in tlic crisis 
of the moment, for a return to the 
method of individualist luissez$uire’. 
Such a method ‘pays no attention to 
equity as between individuals and is 
socially blind in its incidence, and 
oncc it starts it may go too far’. ‘The 
alternati\,e,tof course, to a reliance on 
the pull of the market as determinant 
of t h c  volume and direction of pro- 
duction is to have more planning, the 
lack of which hitherto has, I believe, 
been responsible for a large part vf our 
economic difficulties. Planning implies, 
principally, two things ; the working 
out of a coherent system of priorities 
regdrding the main objectives ofpolicy 
and an enforcement of these priorities. 
I t  inwlres thinking boldly in terms of 
a series or order of main tasks, and a 
concentration of all available forces 
wound them-instead of in terms of 
patchwork compromises and small 
marginal adjustnients. And while 
controls are, of course, a necessary 
part of planning, we should not 
identify the two. What, I submit, 11% 

want is that existing controls should 
be harnessed to a betfer co-ordinated 
(as w l l  as more widely chosen) set of 
objectives : existing control machinery 
put to more effective use rather than 
more of i t  in total (if need be, drawing 
upon the co-operation of voluntary 
bodies such as Joint Production 
Committees, of which too little use 
seems to be made). 

Some, however, of those who advo- 
cate a deflation of purchasing power, 
probably mean it to he supplementary 
to more c k t i v e  planning ; not an 
altrrnatire. Ought not purchasing 
power (they argue). which exerts a 
pull towards inessential production, 
to be reduced in order tu reinforce 
the efforts at a planned deployment of 
2 2 3  

man-power and resources i n ,  t h e  
direction of top priorities ? Here we 
are confronted with two questions : 
with a qucstion of incentive and again 
with a question of equity. Incentives 
are much more than the amount, i n  the 
pay-packet. !ut they include this. And 
1 believe that both’in peace-time and in 
war-time emergencies, when large 
movements of labour and more output 
are urgently needed, a movement of 
money incomes ahcad of production 
has to be regarded as inevitable, and 
the resulting situation kept in hand 
and the required priorities enforced by 
direct methods of control and plan- 
ning. I t  is inevitable, I believe, for 
incentive reasons, if we are to retain 
any freedom of choice of occupation 
and are not to return. to the old 
ruthless method by which those who 
were luckless cnough to be poor were 
driven into any job that came along by 
unemployment and fear of starvation. 
This may seem a bald statement, 
which it u-ould take too long to 
elaborate here. Admittedly, there is a 
point. beyond yhich  the problem of 
spendable incomes and available sup- 
plies may grow to such a maghitudetas 
LO become tmnanageable. But I 
should require more evidence than 1 
have secn to convince me that this 
point has yet been reached ; and it 
seems pretty clear to me that if 
deflation is intended to mean a fall in 
wages (or any other form of ,discrim- 
ination against work-incomes), its 
effect would be to take the lieart out of 
the production drive and encourage 
the resurgence of a defensive, restric- 
tive mood of ca-.canny : that you would 
have not one Grimethorpe, but a 
legion, of them. 

Joined with this- is the point of 
equity. It is a \vell-known fact that 
if you try to restrict demand by 
taxing vr reducing incomes, you are 
apt to end up, whaterer your inten- 
tions, by reducing the spending of the 
poor instead of that of the rich, since 
thc‘latter can still spend out of capital 

(contimed on pope 28) 



Post-War ,Tangle 
H. ROBERTSON By Professor D. 

17EARS of low-brow talk about pro- 
duction for use and not for profit, 

fewer hut intenser years of high-br?w 
talk about thc humbug of finance and 
about investmmt, breeding its own 
saving, have left us, with a .formidable 
web to unwind. Do you remember 
those words in the Planner's Song in 
Y'lirorigli the Lool;ing-glass ? 

' But I was thinking of a plan ' 
T o  dye one's,whiskers green, 
And always use so large 3 fan 
That they could not he seen.' 

1 hey throw some light, I think, on our 
predicament. A war economy de- 
mands, as \\.e have found, not merely 
the underpinning of general standards 
of life, hut the distribution of par- 
ticular things according to need. And 
the result is that two different ques- 
tions tend to get inextricably tangled 
up. The  first is the question of how 
far we \vaiit.to modify the distribution 
of income which the free play of 
economic forces would bring about. 
The  second is the question of how far 
the satisfaction of wants should be 
organised curiiiniinaily instead of being 
left to the operation of the market. 
Now the war has produced changes in 
both these fields which 1 think a wise 
man would judge to he not temporary 
but, i n  part at least, irreversible. The  
distribution of income has heen altered 
in favour of the manual-working 
classes : and some of the extensions of 
communal action, such as the provi- 
sion of cheap milk and vitamins to 
children, have certainly come to stay. 
But the way in which these two types 
of change have been interfused has 
left us in a hit of a tangle. The  costs 
of these extensions of communalism 
have, so far as possible, been kept out 
of sight of th: individual-hidden 
behind 'so large a fan that they could 
not be seen'--\vitli the result, for 

,. 

instante, that for food subsidies alone 
the national budget is now hearing a 
charge of Some L400 millions a year. 
And the consequence has been, as that 
saturnine jester, Mr. Schwarz delights 
to remind us, the development of a 
certain schizophrenia on the part of 
the ordinary man:  as a voter he 
plumps enthusiastically for house 
room and milk and medical attention ; 
as a spender of income he contiriuus 
to plump for beer and cinemas and 
dog-rxing tracks and perpetual mo- 
tion by bus and tube and train. And 
all this happened at a time when it was 
necessary also to call upon him to niake 
provision for the future, by the re- 
conditioning of plant and the righting 

,of thc balance of payments, on a scale 
which would anyhow have severely 
tested his own willingness to part with 
the control of his own income for 
public ends. By what particular com- 
pound of resented restriction, un- 
palatable taxation and disillusioning 
curtailment'of programmes we shall 
scramble out of the immediate mess 
I cannot forecast. But I am unre- 
generate in thinking that i twe  want to 
prevent its recurrence we shall have to 
heat a certain measure of retreat in 
this matter of communal or suhsidised 
consumption. I think our planners 
must ask themselves very seriously 
whether in the long run first things can 
really be made to come first unless the 
individual develops the desire and the 
will to put and keep them first- 
develops the readiness to pay, even 
for such essentials as food and house 
room, something much more closely 
approaching their full economic cost, 
and to limit his communal dreams to a 
range for which, when it comes to the 
point, he is really willing to fork out 
without more than the formal grumble 
to which every taxpayer has a tradi- 
tional rieht. a 
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Here are four sentences from a letter 
to TIIP Times,* which met my eye just 
as I was struggling to compose this 
address, and which express with the 
refreshing directness of the practical 
man a good deal of what I have just 
been trying to say. ‘ I f 4  man’s wages 
go up and his expenditure on esscntials 
is kept down by subsidies, where can 
his surplus purchasing power go 
except on inessentials ? The price 
mechanism is stultified. . . . We can- 
not restore the price system at a blow, 
but we can work toward it and not 
away from it. I t  is the only way of 
dirccting labour in a free society and 
‘By Col. Niger Birch, ALP.,  Jdy  19, 1947 

incomparably the most effective in any 
society.’ 

Not at any rate until .we have iried 
to work along that path do I feel 
disposed to admit that the seamless 
robe of Frankish corporativism is the 
only, or indeed likely to he the most 
efficient, wear in which to,face what- 
ever permanent readjustment of the 
national life is forced upon us by the 
ending, if it has ended, of that chapter 
which began when we set out with 
such splendid improvidence to become 
the workshop of the world. - ( F r o m  
Prcsideiiiial Address to Economic Sec- 
tion of Brifisli Associalion, Augusf, 
1947.) 

Limitations of Deflation as Remedy 
(confi,med/rom page 26) 

.(which was part of Rlr. Hick‘s reason advocate of the latter inevitably sounds 
for advocating a capital levy). ‘a bit Utopian. But unless he is willing 

In the background of our present to go back to the old methods of 
.economic difficulties is the fact that getting production, he must nurse 
we arc in a transitional kind of society, every opportunity of developing a new 
where the incentives and methods of kind of spirit in industry and eschew 
,the pdSt are losing their force and the anything that would thwart it. At 
incentives and methods of the new are least he can kindle hope. And hope 
not yet matured. If one hestitates too and faith in the future on the part of 
.long in this intermediate territory, one those who toil and spin are very 
is apt to get the worst of both worlds. important components of incentive in 
.One has to hc bold enough to choose its wider aspect, and, I believe, form 
between the call of the old and the one of the keys to the human problem 
summons to press on to what is in production, which it vould be folly 
new. The  advocate of the former to throw away.-(From B.B.C. Tliird 
has at least the advantage of calling . Programme Broadcast, LISTESEH, Octo- 
the names of familiar nostrums. The  ber 2, 1,947.) 
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Swiss View of Britain’s Crisis i 
By BERTRAND de JOUVENEL 

T H E  English entered what was 
bound to be a period of scarcity 

with a stock of ideas drawn from the 
great crisis of over-production in tlie 
’thirties. As in those days unemploy- 
ment had been the evil to be fought, 
they now took as. their ideal Full 
Employment, to which the second 
Beveridge Report gave an immense 
popularity. 

According to the Keynesian analysis 
the Great Depression had teen due to 
il convergence of shortages both .in 
consumption and in productive ex-, 
penditure ; this had resulted in an 
insufficient utilization of existing re- 
sources. This analysis stamped on 
certain policies the word “good” : they , 

were a wide expansion’of purchasing 
power among the masses-the policies, 
in other words, of high wages and 
generous social services-the stimula- 
tion of productive investment by low 
‘rates of interest, and a substantial 
increase in public outlay. Ample 
purchasing power, low rates of in- 
.tuest, high public outlay, these were 
things which men’s minds had been 
c0,nditione.d to regard as good. Not 
as good relatively to some set of cir- 
oumstancc? which had passed .,away 
bu t  as good absolutely. 

How had they come by their title to 
ibe declared “good’:? Because tach of 
:them in isolation made such claims on 
‘resources in manpower. equipment and 
:raw materials that, taken together, 
.they would, by the calls which they 
.made on a u,ide variety of resources, 
banish completely unemployment as i t ’  
.had been seen in the past. >!’hat has 
happened now is that these remedies 
for a situation in which there was a 

plethora of resources have come to be 
applied to a situation in which there 
are insufficient resources : bleeding 
has been applied to a caseof anaemia. 

I t  is little short of amazing that the 
contradiction between the Keynesian 
programme and the requirements of 
the present situation was not seen. It 
was known from the start that it would 
be necessary to maintain armed forces 
abroad on a.sca1e exceeding that of 
pru-war days. Sir Stafford Cripps 
pointed ont in early days that, in order 
to pay for the necessary imporis of 
food and raw materials, there had to be 
a drive for exports: indeed, the 
number of workers working for the 
export trades has now risen from a 
million in pre-war days to a million 
and a half. And Sir Stafford also said 
that the nation’s industries had fallen 
beh,ind and needed to he re-equipped, 
so as to bring the productivity of 
labour up to tlie American level. 

Xaturally this re-equipment was 
bound to make heavy demands on 
available resources. And yet at this 
very time a new xvave of purchasing 
power had flooded in among the body 
of society and was seeking an outlet. 
Finding itself possessed of swollen 
incomes. the mass of consumers 
wanted to spend more. I t  then came 
up against two obstacles ; the first, 
that British industry. being in process 
of changeover and having to meet first 
the demands of export, reconstruction 
and re-equipment, was incapable of 
satisfying it ; the second, that imports 
had been restricted owink to the 
shortage of, foreign exchange to what 
\vas most indispensable. 

Personal incomes in England rose from 5,107 millions of.pounds in 1938 to 9,181 
millions of pounds in 1946. The yield of direct taxes has in the same period rather more than 
webled, from 5.16millions to 1,876 millions. The available spending power left in the hands of 
;thepublic afterdeduction . . . ... of tax has ris,rnm 4.252 mi$ons . -  to . . 6,584 ._ millions. . 
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, -  Everything, moreover, which 
:British consumers wanted most and 
.most legitimately, such as food and 
clothing,. <\,as subject to rationing. 
.The prices of these goods being 
. fixed, only a strictly limited amount 
of money would be spent on them. 

i This had rhe effect of correspondingly 
! increasing the amount of purchasing 

power which w:is expendable in other 
~ directions. And so it came about that 

expenditure  was diverted ' towards, 
for example, alcoholic liquors, the 
expenditure on which rose by 138 per 
cent. over that of pre-war days as 
against an  increase in 31 per cent. for 
food, and towards tobacco, the ex- 

. penditure on which rose by 240 per 
cent.-more than three times. as 
much ! The present expcnditure on 
tobacco and alcohol, taken together, 
nearly equals the expenditure on 
clothing in 1938 and is twice as much 
as the present expenditure on clothing. 
In  1938 the English expenditure on 
tobacco and alcohol was 36 per cent. 
of what was spent on food ;-the per- 
centage has now risen to 77 per cent. 
T h e  total of the sums now heing 
wagered in the various forms of 
betting exceeds in amount the rent 
roll of tlie entire country, without any 
deduction for taxes or landed property. 
T h e  British people have, in other 
words, heen Icd to behave as if they 
&re very rich, and have heen able to 
devote an immense amount of their 
income to superfluities at the very 
time the nation was short of neces- 
saries. And for this state of things 
Government pplicy is responsible. 

The  most formidable threat was 
that this great mass of purchasing 
power would bear heavily down on the 
articles of consumption which were 
most in request and would raise their 
price. I t  was against this danger that 
the barriers of rationing and controls 
were put up, barriers which had held 
together in England thanks to tlie 
moral sense of the citizens as a whole. 
And pcrhaps the verdict of history will 

1 

I 

be that in regard to these harriers 
Ministers have committed an irre- 
parable blunder which the people's 
civic discipline has served only to rivet 
on themselves. A rise in the price of 
the mbst essential consumer goods, 
when legally permitted as in the 
United Ststes or effected illegally as in 
France, mops up surplus purchasing 
power, for the market value of the 
goods xthich are in short supply is 
inflated proportionately to the amount 
of income which chases them. But in 
England the essential goods? bring 
both rationed and priced at an arti- 
ficially low figure-both effectively 
enforced-do not mop up purchasing 
power, most of which, having heen 
diverted from its natural channel, 
makes itself a new one, following the 
line of least resistance offered it  by 
unrationed goods and serviccs ; and it 
lures into this channel resources of 
production which it takes away from 
the essential industries. These rc- 
sources of production, whether man- 
power or raw materials but especially 
manpower which is more mobile and , 
less susceptible of control, qaturally 
tend to move away from tlie less 
remunerative which are, from the 
economic standpoint, the niorr useful. 
This movement of labour , and 
materials, though it is ' in the dia- 
metrically opposite direction to that 
sought by the Government, fulluws 
logically from thc measures which thc 
Government has taken. 

There is no disputing this analysis 
of the situation, which suggests natur- 
ally to the mind a comparison hetween 
purchasing power and some elemental 
force which has been unleashed. 

For this destructive flood. Gor-ern- 
ment policy, which has.not only fed it 
hut prevented it from being mopped 
up by a rise in the price of essential 
goods, is entirely responsible. I t  is, 
therefore, Government policy wliich 
has caused the diversion of manpower 
fo luxury employments. I t  is ludi- 
crous in the estreme that of thc con- 

. 
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sumer expenditure of the English 
people, as a whole, only a quarter is on 
food, whereas a third of the consumer 
expenditure of the American people is 
so spent. I t  is a phenomenon which 
runs counter to the logic of things, for 
according to that logic the poorer a 
man is the higher the proportion of his 
income which he spends on food and 
the richer he is the smaller tlie.propor- 
tion which he so spends. Food, which 
accounts for a third of American 
consumer expenditure, ought in rea- 
son to account for a half, rather than a 

country, an increase of 14 per cent. in 
the pay rolls of the consumer industries 
(account must be taken of the fact that 
included in these industries are some 
working for export), and striking 
increases in those of non-productive 
activities, such as distribution pure 
and simple and pub!ic administration. 
that of the former being 12 per cent. 
and that of the latter 11 per cent. 

In  short, England needs food ur- 
gently and increases her consumption 
of tobacco ; she needs machinery 
urgently and purveys spectacles on an 
ever-increasing scale. 

And a singular direction it is which 
causes the structure of incomes to ~ u l l  

quarter, of English consumer espendi- 
ture. And this is just what would 
happen if prices were allowed to find 
their natural level under the pressure of against the planned StrOCtUre. of 
demand. Pushing the comparison activities ! .The keep 
further, it, will be seen that after . consumption d0n.n and limi: the 
meeting all expenses for food, clothing acti,.ities which .it-to the 
and accommodation, the English, who benefit of the activities ,,&h renew 
are poor, are-left with a larger propor- 
tion of their income to soend than is 

' 

~~ 

left to the Americans, who are rich. 
'This state of things is against all 
reason and discloses a very confused 
state of mind in those who are seeking 
to re-order the national economy. 

The  combination of an inflated 
purchasing power with the restriction 
of expenditure, by means of rationing 
and price control, on essential goods, 
i s m  bound inevitably to cause an 
unprecedcilted rise in espenditure on 
superfluities and, ? sa  corollary, to give 
a violent stimulus 'to unessential 
activities at the expense of the essen- 
tial. 

In face of the tidal wave released hy 
the Government'd actions, of what 
avail are ministerial intentions and 
desires ? The object of the Govern- 
ment was to give to the essential 
activities a priority in the various 
factofs of production. But its actions, 
as its own statistics show, have 
produced. an entirely contrary result. 
From 1945 to 1946 there was a reduc- 
tion of 15 per cent. in the pay rolls 
of the heavy industries which work 
for the "economic rearmament" of the 
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productive power. \\'hat has been 
achieved is an inflation of the pur- 
chasing power of the masses, a power 
which tends always to find its outlet 
in consumer expenditure, and a hard 
knock at wealth, which tends always 
to the formation of capital reserves and 
the building up of fixed industrial 
assets. The  economic policy which 
was planned has been rendered impos- 
sible of fulfilment by the social policy 
into which an enthusiastic plunge \vas 
taken. The  plan was to divert the 
factors of production towards em- 
ployments which were r e g e y a t i w  of 
the national economy : what has been 
done has been to give the consuming 
power of the people such an cxtension 
as was bound to divert the factors of 
production towards the satisfaction of 
immediate wants, while the restraint 
placed on the satisfaction of the most 
legitimate wants has'merely diverted 
purchasing power to the satisfaction of 
the more unnecessary.-From Tme 
A m  Tim, which reproduced the article 
frum ihe Su'iss Papaprr. CURIEUX.  Spec- 
ially tronsluted for  T m r E  AND TIDE 
by J. F. HUNTINGTON.  September 27, 
1947.) 
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