


















































































































































































































































































































































reasong are advanced to substantliate this statement. GCon-
sumsTs incwr costs, both real and psyehologleal, in msking
& changs and & price Iinducement must be appreeisble to moti-
vate the shift. A jolt is necessary to disturd the psysho-
logieal habit and in cases of lese than perfect substituta-
bility, some actual expense may be necessary tc accommodate
to the import. The differsential in costs nust be suffielent
to jJustify the shift economiceally. This would be particu-
iarly true of machinery or chemiocal compounds used industri-
ally. Segondly, somngerning the sggregate imports, some pro=-
dnete may be gompetitive now which were not imported previous

8 Tha interwar perlod is used in most elagw

Lo devaluation.
ticity studies and the price varistion that was separate
from income variation was smaller than the devaluation dif-
ferenze of our uuaa.g

4, The aggregate is likely to be dominated by commodiw
ties with low elastiocities of demand in the historieal
studies, Thﬁ,prica shanges on these gommedities is likely to
be the largest and they will, therefore, welght the aversge.
This is sspselally trus in the case where the volume of the
produst imported ia eomparatively larges It follows that
while the effeet of devaluation on the oms product may not

be Amportant, the rest of the 1ist may be grestly benafited,

8 Polak, p. 5. Although the paper sponsors the case of
low elastioities, he ooncedes that while elastleity may be
small up to a sertain competitive position, onte the oriti-
sal point is passed it nmay bde large.

9 Oreutt, D« 14,
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In the case of Great Britain, whiskey wae the biggest volume
iten beoth in 1939 and pﬁstawar‘19 It also hasg & relatively
low elasticlity, primarily because the Internal Revenue Tax -
in the U, 8, is so high that & large vreduction in the foreign
price per unit brings about a nueh smaller reduction in the
total retail price in this acuntryail The total elastielty
for British imports would seem to be blased if whiaskey s
ineluded.

Any historiesal study purporting to discloese significant
possibilities about the presently considersd devaluation is
aubjsct to most of the above mentioned limitations. The
following compilation 1s therefore submitited only to show
that devaluation has besn effective for the same eoﬁntry in
the past,

Table 13
Trade in Manufactures
Year: 1931 '32 133 '3h '35 136 137 ‘38

lue of sterling in
terms competitors

currency | 100 76 76 75 73 76 83 a8r

Indéx of U.K. share of
+ .total manufactures . - - Y - L
exports 100 131 134 131 135 128 121 113
‘Index of volumé of : :
world nanufactures

exports 100 78 79 8.5 91 99 15 108

10 ae Vries, p, 7, and “Britain's F@”’gﬁﬁ)?’*“*145&£32£
* L]

RNQ égggg&g; , VII (September, 1
thiskey constituted a. maat one«fourth 0: Britain s exports to
the U. 5, in April and May, 1949.

1 de Vries, p. T+ A 20% redustion in the forelgn price
produces anly a 104 reduction im the U. 5. domestlie prise.

12 g,'p, A, MasDougall, "Britain's Foreign Trade Problem,”
Eeonomie Journal, LVIIX (Mareh, 1949), p. 69. The currency
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In addition to the previcusly discussed objections this in-
dex suffers froz the fact that it covers the world rather
than the dollar market, covara only one wide but undefinad
sgctor of the total trade and leads one to suspsct that
Britalin nay have been sustaining a volume of empire trade in
the faee of a deolining world volumes., Hewever, in its favor,
ong ¢an say that the world income, industry and commerce were
far below today's volume and that tariff barrlers in some of
the prineipal markets were much higher at that time. Also,
Pritain's economy was in a stagnant period and had yet to
make much nrogress from the deptha of 1ts deeline, Maoe
Dougall elailms that the study disclosges three things: a)
that the guantity ol exports will depend on orice; b) that
exports are reasponsive to sterling values; and &) that other
d@preeiatione‘otfaat the advantage gained originally.
Informed business opiniona are another bit of evidence
that should not be overlooked when one 1s tryins to deater-
mine the potential market increase for Britlsh exports %o the
U, 3. Business men who are sotive in the fields invaded by
British imports undoubtedly have & strong blas that shows
1tsell in the form of exaggeration in their statements.
Others, nol dirsetly affected may suffer from lack of defls
ite information but in each ease recognitlon of thelir experie
ence gives a validity to their opinion, when the president

of & leading woolen company says, "The cards ars stacked

comparigon involves 26 countries which together with the
d, KQ accounted for ©6% of the world trade., June, 1931, 1is
the base,
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against us, no amount of management ingermity ean compste
against labor rates in Tnsland which are one~third ours...,"
and another company hesd asserts that, "Devaluation will
mean hard times for the Ameriean ceramics industry," it cer-
tainly seems to show a bellief that rrice competition will bYe
atf&etlva.la 0f eourge, they do not maintain that tha’olaaﬁ
ticlties sr~ greater than unity but they show that sizahle
inropds are sxpected in thelir market. Buyers for retailers
have said that they were "prevsring to inereanse Pritish pure
¢hages sudstantially” and some opinlon surveys give 2 sirong
impreasgicn that sales of imported zoods are sansitive to
priee.1#
The foregoing propositions seem to indicate rot only
that the low elasticities calculated sre open tc serlous
doubt but that there 1 an extellent possibility that the
long=run effects of devazluation, irn the absence of some form
of retaliation and assuming that increased domeptic costs
do not invalidate it, ean provide a subatantially larger
dollar market for 2ritish goods.

The "terme of trade® sre s ratic of the volims of ex-

ports that ars exchanged for & given volume of imports. They

13 on woolens, Julius G. Forstmann of Forstmann Woolen

Co Mglgg*%gg iogggg; {April 20, 19%0), p. 14, and on
ca;;m(as. slis Zrown of L&ﬁnx,'xna‘, é&g'xgxi4;3§gg, XCV1iix
{September 20, 1949). |

1% tne buyer, Leo Martinusgi, forelgn buying manager of
R, H, Macy & Oo., New k Times, XCVIII (September 20,
1949), The survey, The ‘iarket for United Kingdem Joods in
the United States” by Time Incorporated, with this conclusion
from Creutt, op. ¢it., p. 4.
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are usually meagsured by & simple ratio between an import -
prices index and an export prices index, It is nct a funetion
of this paper to enter the discussion of the ultimate d@térw
minants of the terms of treds or to trace Britain's eycls,
though both areas are of interest. It seems rether cobvious
frow tie definition that devaluation deliberatsly bringe a-
bout & worsening of the terms of trade with the hopes that
volume changes will alter the balance on current sccount,
Hegause of the nature of Sritain's trade, the ratio of feod
and raw material prices tc the priee of manufactures has
traditionally deternined the terms of trade. In fact, Eshn
predicted that these terms would be favorable in the immedi~
ate post-war yesrs because an inersased volume of raw nateri-~
al and agricultural produetion would come about more rapldly
thaﬁ production of manufactured artialeaﬁls Something else
apparently entered the pieture besause the British govern-
ment s2id that the 1947 terms were 15% worse than those of
1938.15 Cne possible explanstion and an important cne in
that 1t may prevent the terms from improving in the future,
is the presence of government gontrol of exports or of farm
price supporte in agricultural countries. Should feod and
ravw material prices be extensively controlled, Britain will
have farther to go in ineresssd efflclency if the pre-war
ratio is to be restored. In the present situation, thle may

not be ensential sinee so much of the exports from the rest

15 Kahn, p. 282,

6 Gwd. 7572, p. 3.



of the eterling araa are In this controllad group. The
sterlinz-dollar balance may be achleved without a balance in
the tarms of trade.l?
Roughly speaking, Britain's interwar balance of pay-
ments could be broken down into an empire trade credit and
& non-enmpira trade deflicit. DPalance was aghievad in the em-
pire by investment outflow or Invieible income snd the off-
sat in the non-empire ares was the credit balance earned
there by the empire (excluding U, K.). Some of the balaneing
tranasctions were batween enmpire countries, but large amounts

of rubber, tin, and other primary products went to the United
States. As menticned in Chapter III, one of the contributing

Table 14
U, 8 1?«&::1&13&n§%§§£anmnaa
'mogt Bc xn ;

1936-8 Ave. 197 19W8  19k9 (5 Wo. at

anmsl rate)
Imports by U. S. 362 993 1,113 1,056
Exports by U. 8. 28 1;‘577 1,355 1,352
Y. 3. Surplus | -82 63, 242 296

ocauses to the sterling~dollar unbalance is the diaappenranaa

of the surpius dollars formerly esarned by the sterling area

17T tndeed from 1843 until 1918, Britain's prime economi-
¢ally, the terms of trade were unfavorable, Eahn, p. 144,
If the terms were, as atated, 15% worse than 1938 and if
Kahn's figure is correct, the ratioc in 1947 would have been
& favorable 113.3 on his index. This ig a pra-devaluation
figure, Data 18 not availabls for a later esleulation,

18 » o A " !
The Sterling Area,” Labor and Industry in Britain
VI (September, 1948), p. 125 o '
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sxsluding the U1, K. This ¢ame about despite the fact that
U. 3, imports from this sector treblad.

The United ¥Kingdom agreed, in Artiele V of the Zeconcmie
Cooperation Agreement, to promote the production of many of
the primary products, particularly ehrome and manganese BO
that the United States might renew depleted stocks, The
stoekpliling in thies country is furnishing an artificlally
large temporary market and may give rise to later troubles
becauge of disloecation of resocurces in the suvrclyings coun-
tries., However, that point is not yet reached if we are %¢
Judge by the price action following devaluation. uith the
exception of tin, the prices of these raw materisls have
risen at lesast enough to negate the price erfeets'af devalu~
a%lan;lg, This implies that sll production ig baing sold at
the pre-~devaluation figure and the immadiate effects of de-
valuation are msutral. In relation to Britain, however, the
gconssquences ars not neutral but positively harmful. If the
dollare earned by the sales are spent in the United States
by the country earning them, the unfavorable effects will de
confined to the supply side. That ig, in ordsr to obtaln the
pre-devaluation dollar price, sterling prices were raised and
the British consumer must spend more for raw materlals or
forego their use., If the dollars are eonverted to sterling,
Britain will have to provide more goods to the aterling aresa
gountry or, not being abls to do so, will add to the sub-

stantinl sterling balances now existing, A tariff reduction

19 ppitisn Zgonomig Record (March 15, 1950), p. 2.



by the United States would glve the primary producsrs more

dollars, thersby aggravating the short run Qréble@.

Bs Summary and Conelusion

Thus far, the papar has been an attempt to aias§¢£ tha
British seonomic body, examine the parts, trace tg@‘devﬁlupw
ment ©f the pathologles, deseribe the effects of applied |
remedies, and suggest the way the devaluation traatmani will
alter each part. In the proecess, it has besn necesgary to
discuss the environment and 1ts interaction with the body
and the treatment, XNow we are faced with the task of reas-
ssmbling the structure and jJjudging whether the total effect
of devaluation is neutral, effieaciocus, or hsrmful.

Cbservable results are naﬁ signifi¢ant at this'aarly
date, Reserves have risen from $1,320 million on a«valuation
day to %1,984 on Mareh 31, 1950; the Sterling area earned a
$40 million surplus in gold and dollars in the first quarter
of 1949, the first one since the war, and Britain's prices
while increasing somewhat have not harmed morale or indus«
try.ze The firet consequence ls bullt largely on non-recur+
ring itexs dus to the faet that expectation of devaluation
distorted trade, and on dellar aid. The second is at least
partly ceused by the inereased industrial activity in the
United States and the third is artificial in that products

ambody ing materlals purchased at preedevaluation prilces are

20 1p1q. (April 14, 1950).
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reatricted 1in price. {n the cther hand, ezsrnlnzs from ex-
ports to the dollar area have not risen above the level for
the third quarter of 194¢, but then we have pointed out that
supply and demand elasticlties are not 1iksly to be high in
the short term.

Devaluation 18 net a panacea, nor does its very fact
have long run consequences, It 1s, however, a vary useful
tool that ean be used in conjunction with other nmaterials
and tools %o bring about favorable results under certain
elrcumstances. The exlisting situatlion made the ﬁ@aaurﬁ the
only alternative t¢ the destruction of the remalning vestlges
of multilateral trade, and the free world cannot afford to
discard thle, or any other aid to united actlion. Let us re-
eapltualate the details.

1. The sterling area reserves were far below a "safety
level™ and trade trands indicated that they would fall far-
ther, At some undetermined point, after forelgn mid ceased,
the sterling area would have to cut itself off from the hard
money areas excapt for trade in the basic necessities and
this would probably fall under bllateral agreementa.

2. Troduection and efficiency were inereasing in the
United Kingdom's industrial economy, but neither the pro-
ductivity nor the reciprocal demand for British products at
pre~devaluation prices Justified the exieting rate of ex-
change .

3., Despite over §7 billion in foreign ald the psak of
progressg possible at the old rates had apparantly been



rassad and drastlc action was necesssry in crder that some
semblance of stability c¢ould be attalned befors the benefits
from abroad ran out. |

The devalualtion does not attack all of the problens that
hamper the British Commonwealth., Ths prospecta for an early
settlenent of the blocked balanees will b: delayed further
Ptecauge the current earnlings of the erediter naticns will
Inerease and theee are currsntly spendable. Ths many pro=-
bleme of rescurce alloecatlon that the geverrmant 1z trying
te sclve were not dlrectly affectsd. Industrisl efficiency
recelived no direct beost frem the new rate. All of these
problems must be attacked with weapons daaslgned for the
specific battle. Zome very definite benefits followed from
the devaluatlon elther directly or indirectily. The major
ones are:

1. However temporary it may be, the lmproved reserve
sltustion gives stablillty to the sterling area and reumoves
the need for more drastlc and harmful asticn in the near
future .

2. The distance that industry must coue 1in galring
comparative efficlency has been reduced, Jarkets have been
literally creatad in hard currency areas although effort must
be exerted to explolt them. Incentive has been provided for
the Industry to export and the prospeotive elasticliies indle-
cate that the final result will be more dcllars for United
Kingdom, '

3. Znglsnd made her outstanding concession to multi-
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lateral trade. The danzer of losing the foreisr ald was not
ag great from faillure to devalus as 1t is from the restric-
tione that are incident to devaluation and this should haove
beern foregeen. Sny alternative wovnld have resulred s more
drastic curtailment cf international trade.

A, The devaluation had 2 pasychologlcal valus in that
it breught the gerioaaneas ¢f the situation to mublic notice
ané‘cauaeﬁ 21l sectors of the economy to re~s§rv&y the prob-
lem. This effect may result in 8 bstter atucsrhere in the
blonk~2 balanesg aren snd a renewed deteroiniiicon on the
part of the British people. |

ﬁne.must scknowledge that a stable economy end a wille
ingreas to import in the United States are prabsbly greater
contributions, However, Britaln cannot eontrol this ares
and in any evant devaluation incresseg the berefit to be de-
rived from a strong U, 8. market and the likellhocd of ob-
taining 1t. Alsc, the faet that price lnecreasecs in the Brit-
igh market may offset the effect 1a not an indietment of de-
valuation but a recognition of the inability of the British
economy to reach & competitive leval in thes near future. It
is hoped that the lLabor government ¢an provide the progranm
that will lead Britain "out of the woods” but sgsin the
failure to devalue would add ne path to those svaliladlle now,
hut would in faet remove some. In compariscon to the galns,
the Aislocations mentioned in the bedy of the parer are
minor.

I reiterate, devaluntion was strongly indleated under
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he clrcumstances, provided saveral distincl wenefites and
6id nul prevani any reoconuzended wesassure fros baling triled.
Any cbher indlcalsd remedy would have eslied for imuediate,
relatively permanent reallgnment of world trade with sn ace
companying serious decrsase in volume. "Jiven tbs present
political divisions of the world, %o recunuwend sutarchy as
& gerneral policy ig t¢ recomnmend war as an instrumsnt for

maklng sutarchy paasibla.”al

21 Lionel Robbins, Eeonomie Planning and International
crder (London, 1937), p., 321, FGven though the statement was
compoged thirteen yesrs age, it sesms apropos~--posaibly even
more 80 with the intervening experiences.
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