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Pr&fa.~e 

fhe aevalQat10tl or t.ba POlUili1 IIter11ng eet Qff a. ohain 

,:react.tonof' Qurreneyd.yaluatlot\s that .ill 1'18,V$ an ertect 

an wor14ti'e.4e and pr.1 CtUt f 'o-1" ma.nyyeara., Obviously It 18 

lmpo8l!Jl'bl,e' t o evaluate- all t'Jt the""er~eFat1ons of sueb a. 

tU''''reaeblng af)'t1on 1n a paper ,at this type. At thls .~l :v 

<lat. 1t 1. lmposslble to bel. Qr1n1te oon.clusions basad on 

observed facts lnsn1 :i:llngl(') a.r~u1,t muohla.$s about the ,ao" 

ti.Gl'l of devaluat1on. and all lts blpl.lcat1,enEh 

I have u,.a O.h$pter I to. d.aerlba the sltuatlon a\ the 

t.lme 01 tht 4evalulltlon a.nd to 41ecu&e the, l mtlled.ia'te :rea.ons 

and tbe aaces.ery tnealuJ'e,11. Gba-pter.- It and 111 ~e an at ... 

tempt to ahow the deYelQpment, of' tbe con<UtlQtls ~a.klne t~ 

de\'aluat1on neOelu""y and at "he ,artle U m. to lndlcat.esQme 

or t,ru; erfe~t.1t i. U.kely to. have on !n<Uvldual 1ll4uetr1es 

and thevarl,ous ,t(lIU' .compo,sing the :1t!nvl,e1ble- •• etlen of 

the balance of payment~~. Qhapter tv C()V8r fJ ,.vt!lral aP.a.s 

wb.-re soottroent influenoe 1,s strong. in an effort toahow 

the t.r$"ot gO'Vet'n!nent. po11c',,_ Chapter V treate elast.lc,i lilOo ' 

tiee and, purports to ehow tha .. t some drastic act10n 'on, t~$ 

part 01 the Srltlsb gover1lll$nt was necesfuu'Y and ths.t the 

devaluaU,ofl wa. the' aoet promhlng one a,.nable. 
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Ohapter 1. 

Peva.luation and Accompanyi ng l~eaeures 

em Sep tember 18 . 1949., after 'Ir.any months of d,enyin€; a.ny 

intention to d~value , the fir! t1sh Rovermr.ent deva.lued the 

pOl.md stEl.rl !nf~ from $4. 0215 t .o ~~ 2 . 80 i n termfl of U. s . 
d.ollara 'Car pound . 1"ollQw1ng such a. s udden a.nd Q,raat1e step 

t\.;o ques'tiona oome 1mm(Hitat ely to m1nd . (1) What hapPened 

tQcauae them to oh(.·m>tc t he1r mind or at least t he ir pubU .e 

attitude a.t t his time? (2) What can t hey nope to ga,1n 'by 

suoh a aompal'atlvaly simpl emani pula t 1on"i 

In 1(lok1np:: tor t he annwGr s , it SGOllH3 tolt ioal t o s t art 

by coneidel!'1ng the at,atement.13 or the Chancellor of the 

Exchequ.EH~ . S1r Stafford Cripps . Speak.ing bsfore t he House 

.of' CtHl1"" Qt1a on $ept~ lllber 27, 1949 . he sOf3t1ec to cor ,s1dor' t n, 

r-evel"o&l of a favorable trend in tra.de wH,t), tho dollar area 

as t ' effioi ent eau • St e ,r1.1ng a.rea-d.ollar def1cits tlere 

inourred at an a.,v&rap;e qua.rt.arly rate of' ,~1 . 024 mtl11()n in 

1947" ~508 mUllan in the t'irst halt of 1948, ~"38 mill ion 

i n t he l ast half .of 1948., and lntha first quart er of 1949 

t.he deficit "ms only f 328 mU 11on. During t he second quarter 

of 19''''9 , hQ\fOV6l" _ th~ ti.etlclt 't'lae ;)628 ml11 1on.1 Th.e Chan ... 

callor cited a reduct,lon of lneom, f t he sterling area from 

1 Brlt1~;h I nformntl.on 
Brita in ' s Tr ade and Pollar --__ y __ •• 

1949 L Tables VI and VI! . 

Tabl es on 
vised , (october, 



liH,tleo to 'Iorth America as the caua~ fot' the r~ve:teal t\l"lQ 

lm.t1eatoQ t"10 1l"ea00ne for t his ooeurrence. /' ... ruerlean und. 

Oanadif:l.n pr10as wh10h had r1,se'l1 faster t.nan thO.S0 in tho 

s torU ,nB flr'ea we'ret now fallirA,.~£'s.at0r ema ItAo a t tack h~(l 
~ 

been l{Mj:ncl~d on ater11ng. i'lG For t hese l"~9.60n$ ant." bsea-use 

tho ~O;S~U'·V~~ weN ba1nt,: tlis,e1patad" the Chancellor S$1d. 

~d to t nk.e aooo 1tnmedla.testep th~t would 
$lul.blo UG , b4fore our N1ser~a ran aut, to 1nerellMSe 
th& total of our dollar EH'u'·'o.108S by reCl"'fiultlng con ... 
f1d~nol? in th9 'I:iterl1n(3""dal1ar raM of EHtOhLll.~ and 
by mAking :1 t eloG.f' t,l'Ult thef:>fl "'as nQ t';~).1n to be 
d~r~.ved, fl"'t?m wtl1.t 1n~ror 1t to ral L That CCI'ultS: 3 
only bG dOflG h y a :r~duCt1,Ofl in tM l"'l;.te of excba.ng~ •. 

'tet U19 $xamlne the ('love r-t'lfl}$n t 'B fll"l1!JWOr to ourr1rat 

uaGt1on . '!'he etnti.at.it'H.\· on l"Elvaroqal of tha d(\)flelt trand 

tmva b&en re:r~rt'ed to. above and would aeem to ~l valId . {'he 

GXtEU1't of th~ tts.ttack c.l'1 sterl1ng1' (Uinnot be i~'ven statist! ... 

cally _ but it 1e tm lnterostlng and very logioal explanation 

for So \\fQ!'o()'ft1ng of trade poslt1<m end worthy of' Glis';'li1nat1on,. 

rna Po.et- devaluat.ion trtll.d~ f"\oth1ty SOGGle to bear out ::ji.r 

,Jtatford* B aeaumpt.1<.:m. The acUo!1 i.E) not Attributed to any 

QUJ) or country b\,lt in ~11 Drol;ablli ty waG 1n1t:1tl.t~ 'by 

l!.mo1"lonn Ims1noee men and po11tlo1arH3 look1ne; for Q; eolutlon 

to t h(!; unl')alancG of trade fll1d not.1l'lg the fJl"lce of t hA f;ound 

o't,!'1't'llng on the f'r~·e rnnrkate n.nd Ilbla.et! bOUl"00EJ. . >. Several o.r 
those tOOl"! g;av >a talks urBln~5 i3rl taln to 00V'3.1 ue . 4 ~eoura.j;lted 

2 Hana~d, 468 u. r ." 'b .. , Sa ". p ~ 11. 

'nag. 
I", 

Chancellor Cripps found it rli~ (H-'&!laaf'1 to proo131m t he 
aiaJ)111ty 1n i\OtMl' on AprU 30, :O.nd beca.uotl of a.oo"l~f'fttGd 
(lltimor.~lfi in l.ondon on z.:aar l B. the poealbl11t lt of a. 

a 



totnl op.1nlon, lJUYQ:r>B &f 9r1M.oh ~u::peJ"t.a bf)ld cfr 

1n tmtlCll?~t.lon ct Ot'fJ tavors,bl.. 

""h1s attitude wan cC'mmul'd.cated tc the Bl'lt16b bUY8,. 

1"&'111' ms.'T.Al 

riol 

lmpo:rt1u', 

An 1nc.t'f!t 

asoura.n¢os that no &6juetimsnt would 

pen41 

1 

~.aw 

nse tha.t 
I . , 

on import.ed 

ow ot 

1 etoc.lt 

was estlate-ted to have t alton pla.ce 1n the- tm-.e 

onthn Preced1n~ aCV41uat1onjl S1nce t his lflereMt) l" 

b 

ho­

deve 

a~lt 

tel. 

rlod. 1. t would seem to eub 

Qf the attack. 5 Ver1ttcBt1on of 

··t t h 

"'h 

){port part 

r1ee 1n ihe &conomet.rlo :o~nG. 18 not pO.Bible J 

ood., bUt. notunchtlllenseablil nt can be 

on t he ba.sia ot a gate·s., $1n08 mQ$t or t ho 

adjuetll1ent e .fr<>1D the Unl t e d St a tec.J, 

le4d1np; dollar natlonti' tor 'N,od 1.mllletSl-

5 ifSterllns Sinae l:lfIY&luat1onj' ~ t gsr92m19tu 151 (November 
26, 1949) . . .. 

, 
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~he pronounced tluctua~1on in U. S. trade oomparGd to 

tbo s\ablEi Canadian tor-one eannot. ! believe. be C'xplained 

,way by the CQlnparat1vely mUd recees1on""recovery phase ot 

the U •. S. eCollOmy that oo1n41dea rQughly yitb the Import 

variatlons " !be tact. thet the Ooooe.,t.locUp hero vas mo.t 

nt 1nd.urable manufactures and miMrals, two flelcU in 

whloh British l mportaare or U.ttle consequenoe, 1s ~td.n .. 

torelM ev,ldenoe,,, 

'be, Ctlancellor' s reter~mC& \0 ·comp(U"atlve 1nternal prlc 

levele 1n Brlta1n and the dollar countries lIHlY hav>$ a certain 

e11gbt v&llcU ty • i0'8S in the Un!. ted 5ta'be 8 filS detel"nllned 

by the Department of Labo-r and ueect in t.he r eport ot th 

1e Adylaers atarttJdto fal l 1n mlA .. 1948 led by whol-.­

sale indexes. (}Qneumer pr1ce. follow$i1 lAter in 1948 but 

levD1Gd oft lata in 1949. a l"ltleb coat of living bad pretty 

well levli'fl$d ott: 1n la.te 1947 and by A.pr11,. 1948, wa. 'Well 

under contr'ol. Canadian prices followed th." A_rican patt.em 

rath~r elc •• ly. 
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items such as t oba'cco , services , and be ve r ages and laB s on 

fluc t,uatln~ f ood . The assumption of pr ice movement mi gh t be 

valid but t he r e is r oom for ak€ptlciem. 

Tho Chanc e,llor' fil concern OVGtI' t he state of t he s terling 

Area p:;o l d, and doll ar X'EHlerVes wao , of course . closely tied to 

t he deficit trend . It ls i mposs i bl e to know whsther the 

bull1nce triaS appr oachi ng a Qr:Hiaa l point set D'1€mtal1y by H. M. 

Tr easury . but t he minimum safet y leve l nece s sa.r y in or de r t hat 

sterling might pe r for m a.s an interna tiona l currency was se t 

a t 4~2 . 240 mill ion i n gol d and American and Canadian dollar s . 9 

On deva.luation day t he a c t ua l ba.lance ( Table .3) 'lrms al most a 

b ill i on dollars under this figure . 'rhe f or e i gn a.aslate-nee , 

Marshsll Pl an a l d , Canadian creat t, and t he Interna.t i onal 

Hone t ary Fund., ma.y haVIl'l been cong l dered e.3 rBi tigating t he 

s tr ingency of t he safety l eveL The i nevitabil i t y of the 

expira tion of these lIexcap t,1onal as .Diatanc t9a!1 and the need. 

to a ttempt to rest.or e t he re MrV$S to a l e ve l of s a f e t y \'fas 

probabl y a mov i ng cause . As Been be low, t he procla i med 

barrier was passe d definitely i n t he second quar te r of 1948 

bu t 1;/$18 no t s eriously viol a t t.' c \tnt.n a year l ate r . 

One ca.nnot eVf'.lua, t e t he i nfluence of poll tical pr e s sure 

f):'Qm dollar ar ea countries and from sorce sources I n Er~land 

until Sir St a fford Cripps publishes h ie me n:o lrs • lle know 

wi t h certa inty t ha.t he denied t hat any such force t-1a.S effec-

tlvely pel"'riluas 1ve . 

9 111949 Gold a.nd Dol l ar Defiel t, tl W,Gonoml s t, 158 (Je'.nua ry 
7. 1950). 
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In dGo16:ln{t, t.o affeot o\1on t. .aubotanUa.l d~ pree1,atlon . 

the ur'11a.tlry eemd6eX'tl.tion \-10.0 to nia t~ el't~)¢rtl!l" ~ .1 t wa.s 

Clono1dpl:"6ci neC900af'Y t ,O go t o (·thr!\lG dollaro t o the pound 

sterllng ~nd probably a bit l oworll11 i n order to or ovide 

t:uJbs't,antle.l a;ntl uM1fftl\.}tabl~ n~w l.no~mt1vt$ f or mIl' f'x.por ter e 

whi oh wonlt1 1'1&0.0 tbem :tn f<l,. rllt1.Z" lyoompi?t1M.v~ f'l(')s lt1on 1n 

t he north Amerlcan nl!\rl~.0t a ff12 An ~xtra bit VIlla i1l:ut;)'tr aetEld 

:in orde<l:' to oonvince th~ world at largi d pr:trl¢1p.al1y the 

proSPGct.iVI'l c uatOYii0 1N3 ln t ue dellar m~l",t/a "tha t th1awA.9 

10 "R~por~ on cr l pp ' e E00110mle H~v1~w. ;· .tIeoTv.)1ll1€!t 1 158 
(~january 11., 1950) « 

11 
H~'m2ardl 1+68 'ti . 0 . , r~b . 1 50 ., p . 14 . 

12 h 
~~. :p .. 1"1' .. 
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not a t ent atlve f irst step but a compl e te d operation . Hl3 

Oonslderatlon \'1(18 alao g1. ve n to the leve l of axchane;e r a tes 

1n t he f ree money markets because it was hoped t hat t he move 

would reduce deal in~s i n blocked ot erllng and. end t h l o "leak . 11 

In the s a me s peech tho Ohancellor a cknowledge d that t hey had 

oons i dered fl oatin~ r ate be cause it mi ght bette r protect 

t hr i nterna l economy from the effect s of the for eign balanc e . 

This was re jeeted because it. '!tras f elt t hat sta.b1l 1 ty of the 

pound ..,'HiS i mportant to world t r oiie and was sec ured bv a 

s tab l e rate . Whil e many economists might disagree with t his 

t heory 1 I be l ievo t hat fEn.; could oondelm t he Government for 

taki ng the course in light of t he definite l y precarious rr.:> ­

serve situa tion . Any specula.tive a tta.clt against a float i ng 

re.t e would have been disast rous t o the 'N'or king balane .. . 

Havln~ sett led tb6 r e,t o , t.herr;.- r emained t he c.ncillary 

s t eps to be decl ared . Ge neral oplnion seams to hold t ha.t 

he r e lies t he l.v(?lil.kooss (':I f t ho OIJef' tJ.t t on . ::ax type o of ac ti­

vi ty vlere t OUChed upon~ -reductlon of dol lar imports . r eduction 

i n the invest ment pr ogram . encour ageroont of (iXP01~t t o dollar 

e.reas , 11mi t ine pe rsonal I n;Z0:ilG ) cutting government s pend l ng, 

and limiting domestilJ c onsumption . The Ilmita.t i on of dollar 

imports was i mposed prior to th(~ devaluat:1on . On July 14 . 

1949 . t he g overnment t emporar ily hal t ed all new dollar pur­

cha s ee and announced a provis i onal progra.m f or cu t.tlng dolIar 

expendi ture£) 25% during t he yea.r be ginn ing July 1, 194 "" . 

13 Ibi d . 
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This o.ction p oses a dilemma and many pr obl ems . The 

dileruna i nvolves 0. conflic t be tween f ree trade and t he dol lar 

deflolt. Every e f fort that ":as wi thin t he l l mi ts of American 

toleration ill be i ng e xert ed to cut dollar a r ea i mports '. Still 
. , . .. 14 
i n 1949 t he y wer~~ 21. 2% of t o t a l i mport value . All of thls 

vol Ul!l«} is e3s'3nt l n.l to prOduct i on, be 11'113 ma i nly food , non-

forrous Ine t als . r a\'1 c otton , tlmb'3 r' , sul phur and maohinery not 

obt a inabl l SOl'l!lere . Cuts '''era effe cte n ttll these 

orumodl t iG B a.nd l.t i s c1Gar f r om thE'ir nal:"uI'~ t }w. t, aome sub-

st ltut e souroe of suppl y was t hf? onlyaltern:\tl'Vc to a lowered 

t andard of l iving a:id hf\r mfu1 curta ilme nt of pr oduction . 

Certa i nly if t hese SOUl"cea 'II!or"" com!DonSUl"'a tc '111 th fr.ee tr8i.de 

policy they ,,"Quid have bee n usnd before with no qualms . The 

hoice then involve€: turning frol'J: t he absolute l y mos t o.dvan-

t ageoun nouX'es to onG lllad.e a('iva.n1~a.seous only by rel atiw~ 

£.wr:'.l1c.billt v of t ll( f1.6la,na of mI.Y:JJAnt . Theoreti c al ly" t his 

i mplio o :'1. sacrifice in t N'rr.S of Cluali ty or abs ol ut e cost or 

oth 'l'l}l tch me.y prove t oot: a d.oterrent to product ive r e cover y . 

Bl1~.tel"al ap;r eementC:l are t.he pl'inc i pal i nstrumentl~ f or c11" -

mventln mcw~e t chenn~ ln . I l ar ge portion. of th 

Qutp 0'" no. ustl"Y is utled S.O c oin in one of these " oar -

tar l l af.!'J"eeme nt s , i t SO HffiS l"oasonabl e t o assume t hat t h 

neF3nt ive of t 11at i ndustry to hc c ome c omp(; t i tiva on a wcrld 

aBle i s re moved- ... a sec ond way i n whi ch pr oduct ive recovery 

113 (leferred . One mi ght D,r gue ths.t under an economy wherein 

II.} R(l~y Daniell, " Dev (l,luat1on s tops I)l"ai l1 on Briti sh 
~ Yor k Tin:ee , XCIX (January 4 , 1950) , p . "~7 . 

old ti 
~ 
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overnment p l anning and not incontive in an economic sense 

brlngs about progres s toward a c ompetitive l eve l no lnttsr .. 

ruptlon need result from such a situat i on . ldeally t h is · 

ml .P:ht be true , but Si n ce human belngs operat e eve n 13,9001a l-

tstic e conomv. tho t ende ncy lAould proba bly be to drop t he one 

probl em a s t emporarHy solved and face the aggre gation re-

maining . Thus another ri gi dity would be i ntroduced into an 

eCO'l1 <e-rny already ove rburdened .... ,1th th.e ra . 

Of the many problems i nvolved , i n add ition t o t he ten-

denc y to\>fard. permanent d islocation , t he out standing ones are 

Ameri can rese nt men t and domestic ad justment . The curta ilment 

of oi l i mpo!'ts fro m American owned sources in the near - Eas t 

is the outs.t and1.ne; 6xampl .e of t he U. S . a ttitude . 

An unusual assembl age of i ntel"aats is ba.nded toget.her in 

condemn1ne'; t he re s triction . Coal mi ne- cHmera , t he United 

Mine i<Jorke r s , the Railroad Brotherhoods and t,he r a ilroads , 

who proclaim t hat, cheap fore i gn oil i s already displ acing 

coal as a heating fu el, .101n t,he 011 indu.a tr'Y and on unions 

in urg ing government act i on . .As a r e sult , a t least t hree 

congr essmen have l n itia t ed action designed t o vitiate t he 

restriotion or force its r emova l . I S Only government support 

of agr icul turnl priees i n t his country Prevents a. s i milar 

ntiment fr om motivat in~ the farm bloc 'to like aotion . 

1 5 "Fore i gn Tr ade , It Ti me , LV ( Nal"ch 20 , 1950), p . 85 . 
Se na tor Connally ( Texa.s) , head (~f t h e Fore 19n re l a.tions 
carom1 ttea which controls E. C . A. a.pproprj.e.tlons antlOunc ed 
t hat he would bl ook all further aid to Brit a t n until th 
discrimi nat i on vias abandoned . PhilIp Geye l 1.n , ll Foreign 0 11 . ,I 
Wa.l l Street Journal , Ox.,U V ( April 13 " 1950 ), p . 1. Ra p . 
G'O'S'Sett ( TE xas) and Sen . 'l'homas ( Oklahoma) h ave propof:~d l a r ge 
t ar iff i ncreases on oil . 
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The ';repercus s i ons of domestic pr l v n.t l ,on h av e nct::J 'rl me n.:. 

t loned aoovi3 a.nd. wh ll# t hey {nay not ,be as. quickl y fl;pnn.rent 

as t he Ame rica.n ac t i on, t hey can b€ ev~n mor o cost.ly in t,er ms 

of pr og X'A as tow9,r d ~oonomi c ba.la.n ea . F\trth~l'" ari ..1 us,t mants a~l(l 

sacr ifi Oes Qan s carcely ~dd, t o nUJ:r>a.l~h 'l'h~~0 dra,\.ltHl,cks l eave 

r oom t o q:ueaM.on the ac1~,1t:m even t hough t he estlmated s a.v1ng 

'O f .1400 , ('00 ,, 000 a nnuflTl y 011 a px'a ... d$'Va luatioy} basts s~9med t o 

bG a. .j ust~i fle;:!t ion ~;.o t9:r1t~ it 'd C$ !lnd ooura~€ ous . 

Thil'" r e duc t i on in t ho lml:l!s t m.<!fl't prog:t·s,,!! obviously c a.n be 

~~noth9r tJ w~"'e a.god ~nwrd . A {140 million cut f'l'om a £ 2 ,100 

million u,n:nual 'tn.~'l e;e' t \118..6 pl !?d1nEJ d * l'hJ.13 wl ll no t t ake pl ace 

i mmacU ately but 'will i nvolve eXpol"U l1.@; eng1uf..ler1.tlg e.qu i pm,ent 

and ve h1elea wh ich wore me-ant f'ol~ the domestin i ndus t r y ; 

del (J; yl~ pro jocts i n t.ho fuel ana power i nd ue-tr' les; r educed 

r:rtander.rda i n m~w 1301'1001 bul1d l r,g aml poatponom,emt or s ch ool 

maal sf:Il""/iee expanolol'l t T"fl.~ hotls1!'1.g Pl~Oro--M, and the g;0n:~ra.l 

bu11d1ng lJl"o8l"am \>t11 1 'be! solo c t lv01y Ciontroll@d . A qu.lck 

pertwal of thttr s aving.g ah cwll ua t hat i n a OOU1'l t.r-y i n wh ioh 

l"tomesti e 1n1Taet nwnt ht3.G la,gS~d f or y~a.rs, t he effeot oould bG 

dew e e 01ng. l" tl l't.h(~ r tl"t;Jat mnt C)f t he l :n'festmont needs and. 

re luEH'! i es l'/!11 c ome ln, Chaopter U Qf t hi s pap€'ll' but, t he con .. 

IL1et ls app~ent . 

The t h i rd t ype of aocompany ing ffi'e13l Sut-e .. - t ha t'H);oo u t 'a/l:e­

me.nt to e~"Port t o t he dol lar ar~~Ul"''''We.S s trongly str e s s ed by 

S i.r St a. ffor d Cr 1.ppa in h i s opee<r:h to I~at'1 1ID.en t (m Sep t e mber 

27 t 191t9, lrut no new meo.ns wel'e addad t o s t l mul B.tJ9 NBUI te . 

It t he deva.l llat.l on h t o hee:fteot1v(~ i n le$,¢H'{~ to a balance 
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of payment s , muoh of the pro~ress must c ome in t his sector . 

Ths s peech c alled a ttention t o th.e f acts t hat many more 

Briti s h pr oducts could be compe t lt'.ve on a price basis ' in 

doll ar markets; t hat profits were now availabl e wheve t hey 
16 

. had not exis ted be fore and t hat t he Waahln~ton t a l ks pre -

ced i ng deval ua tion led to an a t mosphere of cooperation t hat 

pr omi sed t o ease t he proble ms faoed by t he export er who 

wished to ent er t h e Ame rican ma.rk!:; t . He a1ao rr,t9n Uoned t he 

act t hat products must be "sold l
' t o Amerioa na and Canadi ans . 

A dis cussion of a i ds provided by t he Government \>lill be In-

eluded under Gove r nment Folicy i n Cha.pt e r I V. 

The Illimiting personal lncome" rr.eaaurea are a lso f r a ug.ht 

\v1 t h controve rsy . This fifth ar ea oovered in t he support ing 

speech deal t wi t h limiting domestic COf16 Ump tlon . Wh ile t h i s 

waG only in the f Cir m of a reque s t t o d ivG.r t cornmodl t ies to 

export markets by absta.1.ning f rom home consumption , any degree 

of effectiveness will release money and ope n up posslbili ties 

for i nflation . I t is for t h is reason and i n order to keep 

costs dm-m so t hat deva.luation mi .e;h t IllEl.l"ve to make Brl tleh 

products compe t i tive pr ice- wise t hat pe rsona l i n comes were t o 

be limited . The tax on dividends was r a ised. from 25% to 3V7.> 

and a s te rn warning was i ssued that any increase in dividends 

woul d provoke s trin~entrestrlct ions at a future dat e . The 

a tti tude tmlls.rd wage and salar y increase s 1s summed up in t he 

t ext of the Chancellor's Se l) tember 18 , 1949 , announeement _._---
1 rhe Angl o~Cnnadian-American discussions held September 

7- 12 , 1949 , to Gonsid.e!' measurea contr ibutlng to a sol ution 
of t he oter'11ng-dol1~r problem. 
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speech : 

If we were now to al low ' costs to ' rise a s a. result 
of higher we,80s and salaries , we should rap idly 
deprive ourselves of all the advantages of O Ur' 
l ovlared exchange ratiil ... It is only in t he exca p'" 
tional and genuine oase s ",here some wage gurviv€H~ 
wh ioh , together ",1 t h all the GubaiCU,e s [).,nd s ocial 
servi ces . is ins ufficie nt t o 'Provide a f amily wi t h 
a minimum reasonable standard of living, t hat t here 
Cilsm be any posslble eXCHse fo);' going f 'orward with 
a. claim for an increa.se . But even if such an in­
crease is given t.o t hose at t he b.ottom we cannot. 
accep t t he mai ntenance of differ'€ntials or r~~ la.tiv .. 
:1. ties as 61.ny a r gument 1'01'" present inoreasBs to t hose 
paid higber rates . Espec ial ly and spec l. f'i call y 
there C(I,m be no juatifica tion for any seot>ion of 
'Work0rs trying to r e c oUp 'th.emse l vea for o.ny i ncreas0 
in t he cost of l i vi ng due t otr.e al t e r ed. excha,nge 
rat e . That is a genaN~,l burden 61'l"eao over all and 
must 00 acoep te d as a very real and e asel"lt i al contri­
but i on toward s the avol d.anoe of maS~ unempl oyment .17 

The first dispute 1s r a iSed by t hose be lievino t hat. 1n-

come limitation removao t he i ncent ive of .r,e.H:il.t],~lLl3nt , c e.;J:1.tal 

a:oj l abor . 'this lnfl.at l on ... i naentlve contr'o\le:t'sy dof ies 

'ett,le:ne:'1't. i n a general way ba c.lusll of th.a t1 3ychol ogi ca l as -

pe ete to De cons i dered. . .~·or ro ansgetr,en t. and cap ita l t he eas lng 

of' laws prev-anth"g oapita l accumul ati on ~li:;'y wel l be prouuotlv 

more effort, wUhout l nf l at:1oYlJ.l"'Y l?€sults . n.B &,ccurr.u l a.tion 

,could be spent for Gai~ 1tal 8 0.0 .. '1.8 . fhe QQve:tnmsnt 001,ll d then 

reduoe i t s ex,pl\llndi tur''(9 in t his are a by an equi valent a.mount 

and. t he leve l of efficiency of th~ capi t al i n ves t,ment should, 

l :norease be oauae of t he ne oe s s ity t ha t 't he priva ta l nv'estment 

be et' f icle nt t o 00 profi t able . (iloreovar it dmJs not SEH.'! ID too 

lIiUO b. to assume t hat t he r e laxation of t he almost, oon flece.tory 

17 "Complete Text of Cl' i pp ' g Address .• •1 Ne\4 .¥.sr.,k Ti mes, 
XCVI 1I ( Sep t ember- 19 " 1949 ) ~ p . 6 . 
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nature of British profits t axefJ18 would prod.uoe a more than 

proportlona t.a i ncrea se in i nvestment ,. there by r e d.ucing t he 

volume of government financing a nd producing a dei'latlonary 

"X{'eSs ure tha t wouJ~d. reduce ot he r mone.tal" ~V eosts . 1.'0 he.va 

this effe ct t he additionp..l priva.te i nve s t ment mus t stem f r om 

either r educed oonsump t i onexpenditure by t he priva t e i ndivi ­

duals or from savinp;a , t"1hich by repl a c ing credit extended t o 

tih~ GOYernment , oontI'uct monek .U"y volume . 

This t he ore t.ie a l pol1ey is at variance with pr actica.lity 

in t hat a LalJol' governo::rent \iould have great t rouble i n trying 

t o Justify if tor e l iber al treatment of ca.pi t a.l than they could 

accord to t heir supporters . Then too . wi t h t h.e G,overmnent 

commit te d to a policy of natlonal~,2.a tion. with re gulation 

r ampan t i n eo many as pe c ts of l ndustr y and every da.y life , 

rmd wl t h aecur tty be ing guarant.eed by t he g OVEl rrune nt . a. de­

crease i n prof1ts tax mi ght not furnish enough encoura.gement 

to change t he ra:l!, \fl of private investment mat,erially . 

Still more dynamite is contai ned in the wage and sa lary 

r&etr iet1.ons . Destruction of tne wage structu.re and de tlil>ch-

ing t he wage l eve l from c os t of I 1vin 3, t he reby de privi.ng 

la.bor of l ts f a ir ahare of t he na tional pr oduot by union 

sta.ndards; would seem to be decl arations closely ak i n to 

here s y whe·n com! ng from a. Lahor gOVel" 11tnen t . It i s gener 'all y 

conceded t hat t he chances of derivi ng i mmedi ate bene t1 t fro ll 

t he deva luC9.t1on hinge on tht~ ab1l1ty of the Governt11ent to 

18 r 
profits . 

(l O:Ile und p. 
'Ian i e ll. 

f1ts taxG t.ak,.. r om 53,t: to 65;1; f 
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ma.kethla proolamation stick riml on reducine; its Olm expendl­

ture--the last type of measure to be, i:)one i 

The r eduction in Governm.ent expenditure , a1 t.hough pur­

port ed to be tho r eal wea.pon to be used 10 ourbing spending, 

is not vary drastio . Ot he r than the oa.pital expenditure cuts 

mentione d above~ only ~ 110 mlllion ar e t o be lopped off . Th1s 

will be ac contpllal1ed by c urt.a U i nfl: se~vi()s S 1",!'-, i ch are not 

'ent lnl to Govtarnmcmt. pol i cy Etrd by r::ore E'i'fic!ipnt Cidminl$­

tration of tho II necessary I' services. An. adai tional ~ 30 

,1111o.n t o b ·.VEHt from linlf3tratlve ex~neea connec ted 

with Defense . The total of all the econoDlie s . l nc l ud i nrl' t he 

questiona.ble capital exp~ndituresJ wi'll be a.pproximat e l y 6% 
Of t he annual budget , but many of them w111 not be put into 

ffect until the 1950- 51. fisoa.l year . 

,.easurln~ adequacy of e;Overntru3nt economy in con s idering 

inflationary effec ts is a vlrtually i mposs ible job . The 

fficl~~ncv o f th ureaucratic re pl acement for what was 

formerly a prl vate f UIlcti on c an be judged only a ftflr con-

l derins:: tll!'C bene fit t o t he public I both des ired and conferred , 

the relative c osts , a.nd t he alt~rnll t1vr' methods of' achieving 

t he d~8ired end . Add to these; political lmplications t ques­

tions of incentive and qu.a.U.t y of service , and the diffloul t y 

is easi l y apparent .' Le t us assume , however , t hat t he British 

Government 1s honestl y trying to ma.ke the best of a.n oppOr­

tunity to res tore the nat i on t o a pos ition of prominence in 

t Ile \twrl d market . '11e mi ght t hen ge t an indiCa t.ion of the 

pOSSibl e economies by cornpar inz t expenditures with those 
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of th" U. ::.> . J whos," vernm~nt i s not Axactlv voted t o 

Bearin! in m~nd t he dlffiault1~s in 

outlined above and admitt in~ t o a ~ret:l,t differ-

, nc n the nat i onal 9cono~ i ~ s. t~er~ still tQ room 

fora more s t r ! nt t of bud~At r eforms t han t h069 Dut 

"or t h by the Prime V- l n1ster . ( See Tabl e 4 . ) 

If we 9limi nat e forel~n ald , wbich is 1. 4,:0 of t be total 

·· X9S f or Great, Hrit.a i n ano l3 . 0~ for t hA 0 . S . , t he d iffer-

is ev trI 0:r'9 S tr 1 k: 1 " Th~ w:elfa r o eX'pendlturl'ls of the 

nnite d St,at were headod bv v~teran t a eomDens!;ttlo1'l ( over 

40%) which sh ould decline c onSiderably, wh ile t h"l s ame item 

i n 13rlt a i n '..,as only about 7% of ,\Y$lfa r e expenrl 'L tlJree . ~~OBt 

~l'Overnrr.Elnta ar A lOst,", t.o cut H')(mdUn,3 lmt. s:l ne~ t hp. need for 

l ow pr i c~o i s rAco'!ni?,~q r;lpd a.ll - out ~ffoY.'t 19 h!'!ing rnad '9 t o 

c p~rt q of t~~ ~conomy, a tl~ ~or~ val 19nt 

~ ['fort "!l t ':rht t- .~ 11"> 

'1'hf3 purc'1nsif1<'1' DeWSI' I1mita.tloYlS A.r~ llBf:?ful il'l etll"!lu-

I nt\~ 7 9XDorta. n onl v in kte.ep inc~ prices on 11 oO"lpetit ive 

l ev~ l 1nt il 'r'ni1lt l on ally but in c01"ltroll tng t e 13.'l'ol.mt of out-

'('Jut th 'lt C R.}"! b~ n.bs bv t.h"! horn~ mark'9 t ~.Y\ d h p.>nce th 

V01U:l~~ fr<.: en for forel~n tY.'l'.l.d<;l . Fr aY'ce a.n d Ttaly used c:ua l1 -

ta.t1v~ R.n a ana'l'ltlta tlv6 ree t ri ct i on. mbj~0d with h l~h 

inteTPet r a tp 8 to limit nurchg aln ~ power pnd incr ease exoort a 

t hereby . Bot,h added t o t ha tr monetary reSerV81D in 194t9 .1 9 

(';,]' T ./ '> ""r', nco 
AXXI ( J toc '(nol !n , 

ant r ol 8. 1'3 ~J1 9: 
'ldvers 

1:1 
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Cos t s i n futuY'€,; p rodl'ct ion l unemp l oymrmt J Ilr;d 1 i vinf" stand B.rde 

"l0t''2 h10hpr i n ~A.Clh c a SH UlF\l1 li'.nt::ltJ.nd 1n wH1 1n5 to pn~r and 

l ~h(' ann cay wh"l r'f' tl-Jt=\ e:.re!l+. ~:r l1f tet't'l bp,nefit 1tlHl f e. 

OVAn In m~tqr1al terma . ~Ad one nf t. he nI tf'" t"natlvflo to 

dov a hlF'tj,O"l Hal'! I31"P(l.tl y i narp(\!:) (,<c a'l1ot,eri t;T :-md uncmpl oye-te n l.,. 

Tbis 301~ ntBnde r . ~(or nnbo,l rmc p 1;lf,,~, (1."1 ,n t he fut.ure 

l)!'I,tlably \,fill bE' > f.wo1dp<1 ?t :lJ:' c oatr~ . Tnt': 0,tl C' '1t 5. on follovl-

1"'3 dpv:~hl ~1.tiQn it:! ,\UBt wb"'.t. n r'lvnt,ionn Dl" ita 1n :l. f' 'fri ll i ng t,o 

go . T t h ln'{ t h::.t, i tenn ho a CG Q'.')tpd an r101f- evlden 

that tll'3 dpD':.re r !,;o()tl.e tur r1<':'!Id into @,ff~c tivr oef"and b v the 

Ittl,Ii;L t.1.0n of !,)uX"chaatl'13 ? O\ier Nill ,\l-)sor. t h(1!' t1l"oo uction or 

-uports . f.; ()lTjI'> comhin~ttj,i')n of im"'ort r"lo tr~ctionG. \"1'1:1;0 t\"1d 

dpn on trol, 0 XPOT't quotn.s fo r' !. fld,1..H3t ,r y nrc !1"'c (1 soary 

f t hq ob '~ot i n to b'\l 'u")ce p3~m~ntrJ i n intel"'nllttom',d. tI''1n s -

!'J.nt loml i Yl trtG Srt0rt r'UYl • 'lout t "lP, a~. f bnrro~!n~ or Rold 

i·f . ~:1'1 [tttitUdA i n ~n31 "t .. d ASp, n q to 1J~ t h '1 t i f th ';1 h Ol't 

n b"l1. !lncn 0 .<1,)) 'ly' :t,chiov<'ld :1:10 i'1clt1s tri31 "Jr01l'nD::; 1 3 -:'tlflhed 

'\ t t ' 'J':: !3 '1!.10 '1"", t 11(, l one: te"'~ gj,tu9.t l on 'fril l vlOr ' ~ O' lt . Slr 

1tafford Gri p?! ~xprn B~A1 t~1A nttltu1a 1 3, ''''n (: , 

o '5'10rt ' 111''\ OUl'" r-:, fl~rv'3 S h'lV'1 3 
lot ... tha t a ohange in t he dollar r a.t o of 
rv~ only ·\ ... s~r i n -'Nl-Jl ch ':T('J c<tn cot om," Pl'i 0 2S 

quickly enough . l'ie had. hoped that 6,l"'Qwt'h or our 
pr odve tivi t y cmd other i mprovo:'1ont$ 14'oul ·j h :wf? ma)le 
t his unne ces sa.ry , but evr nts havi"l moved t.oo f a e t . 2 l 

The devalua.tion t hen 1 a.s B, d~viee t o artificial ly 

'Put Britain 1, c ornpe t Hlvl? p l l'\oe t hat Bt~ he t. o merit 

by 1.ncrc 'l.sed ~ro<511ct.1. v i t y • H.ec of)nit i of tl 1~ zr ,:nl'i ty of the -

18 
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fll t uat.ioYJ ex l gt1ne' eftf.H,' oov Ol.lua.t i on l s c ontgip".'a in ar;Qt hor 

onOunbe mBn t by t he Chancellor: 

"'~e wer e 1 n il:1'r~V8 a1 tllD,ti cn te fore Se p t e n:be r 18 " ' 
a.nd \>r9 8 .. 1"6 sd.ll in ' a grave sltuation--t,he di1'1'a:r ... 
8 1\0 6 1$ tht~t now ~ fer ~ per-ted of 1,1,1'6 we hllv e . ail ' 

be t.ter' ch aneeof emer ging from our diffic·ul ties 
t h an '11119 had c '8fore t h 'J A..ltera.ti on was Mlld? , t ·u ': 
provided). and only pr ovid.ed t hat we t ake t he ri~ht 
a ctl en . 2~ 

" .1:(0' t enor' of tb1 s etat~J1) r,; r't do ') G net eeer.: to c o lncld~ \Vi t h 

tho 1overnmQnt ' a e f for t a t aconorry . 

To sum 1)0 , t he , r sc:lr i o1..:B !3 t a. t 's of t he '3te r l11'JJ,/I..'.t'Qa 

1701d a r:d col lars re r:le rv'lS l '1s' )ire o th.'3 Eri tls :1 .1o ve rnm6nt t o 

C" ~V . 1.1 11~ i n (if' e f f ort t c b r L"lP, a h 3.1t t o t tl'; ou t:'l c ~~ of 3 01d. 

."nO 11 ~ra wnd o qt abl1izB s t orlLH'" '1" " .... .1. .1,1 ... , "' c cc ~~ ; l is 'r.u rr:t .. t o f 

t his ob j ~ 0 t. 1V"" w() vl d e n t R. U i nc re3.a:ln .:; expor t s \1Hh pJ.l'tlc ular 

r-> rr.~:) ~) q<;l!J 01'1 Vl~ ~:! 011 'lr :l X'G !? and :1eC1'\ 10.8 :1 : :\1' 1m)cc t ::; . T':le .. '-,' 

!?xtp'l"'.t t o \{') 1 ell th ~ potl'rd "ins de'Pr~ c.i ') t;Ja \\';\.8 ltl"';'o l",lSlJ 1:. 0 

'::r l "l:! Brlt13h :];ccd'3 t o a c Or.'p:: t itivG lr:i\ti::l 1n thG wor ld market 

'l j"Ir) t. o 9te.bU 1 :: tG rl i n ~ . t horeby partl ~11 y rOGt cr l ~3 i t s 

T') ,)<!Ji t 1 fJ "1 rH! In) :1 nt -. r'!J1 t 10n.'11 C'1Y'r(~ :1.C y . Val' 1 o ut.! 1'-9 ;1;ul at :i ona 

l2...,d '3 ; l CE~t 8t\(;"1S we r e uda'l d t o lnc:c'~~ as'1 t h"l Ch;1r. COfl o.r S 'J ceese 

Of' t,l;"l !llMHIUr"T . 'l'1:'ie al) :lli t y o f t,n "l J ov'3 :rrJJJ'')nt tC) oe cure co ... 

p~ l"' F.lt l on 11' t~1!) '.Add i't lon3,:!. m9Il SUX'C8 .... i'll , t o a l a r g;a ex t o n t J 

d(\t{~ r-"lin~ U ti 'w(-; fulncs 3 Qf t:1.:1 Hlun1pulat i on I f th~) ~~ l'ltish 

e c OnOTJ j h aG the nbili ty recovnr i ta t r r:,Jo .;osition t o the 

flxt '>. nt ne c~Gaar:r t o r9ator·~ u. oe;nbl e.::1C~ of u;;,l ance to wr;!'ld 

tra df' • 

. 2 Bunse-r d , _ __ ow • !v~ 8 1) . ('I .... . ., !le I') . I he . , .p . 7 . 
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A.aeum1nft the ini t ial. aapQeity to reO"V<l}"; t~6 qtH"fJ tHm 

arrows 1:,0 two crt.'la1 n.l l~atla G . F' ll"llt " Clll.n t'lXr';:Ol"'t,S b& ex-

panded enough t o ov~rC01l'(e t hedovnlU!l,Uon emu dcfleit ga-:-, . 

nartlcularly in the dollar o:t'ea . In 1940 , too deficit gap 

was ~ 400 million in tho dollar o.rGa and the 44,t 1ncr~t':lse in 

i mport priees frOID t his sector will leave an adal. tional mar gin 

to overcome . Seoondly , can coat,g of production ba pl"l;,1 v~nted 

trom r1s1ne; to w1p~ out, the effeets of l~ev&,ltu·).l..1on and negat,-

1M any pr'oduct1ve effort . 1~b~ interwoven pol1tl ct11 ~ eoonomi.o , 

a.nd social eta of thQ empll"Q g,nd the world 1ntluencg lnH: 

of thl3s(IO issue s and th¢; Br1tish nation must. overeo much of 

ita famous :rigidity and display a. loop: lntpfit proficienoy to 

(lJust toch~nl31ng \'Jot':Ld eondit1!'m$ it any lonr~: tom bel'.ef:1t 

10 to follow t r om th~ loft lli dela.ynd dG",o.1ll1ltlon . 
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Chapter II 

Suppl y f roblems: he Indus tria l Approa.cb 

The t endency of superficial t hought on t he deficit 

balance of payments tha t pl a.gues Britain ' s e conomy is to 

attrlbut(3 t he situation wholly and. comple tely to t he dis­

ruption of i nternat i ona.l trade and interna l industry which 

are una.void abl(~ c onsequence s of t.he Second ',\l or10 ili a.r . The 

few defioit bal ances be fore t he war ar e char ged off as tem­

porary or due t o t he pre paration of t.he belligerents for t he 

coming confl i ct. Tr ue , t his v1ew is no t widel y a,9cepted no\" 

because of t he effort put f ort h trying to r each t he caUSes . 

More generally be lieved is t he t heor y t hat , a s i n physical 

sclf~ nces t t he war wa s a c a talyst t h a. t a cce l e r a t ed the process 

but did no t change 1 ts dira c·tion . The fundamenta l source of 

t he difficulty is t he r e l ative de t e l"ioratlon of Bri t a i n ' s 

i ndustri al pl ant . In order' t hat countr y mi ght e xport 

ca.pita.l and thereby incre a se its inve str.u<; n t incQ"l1e , 1t mus t 

be abl e t o SUP"'I y t he needs of borr o"/i ng count.ries a.t com­

pe titive prices . I n order t hat best use may be ma.de of' export 

facH ltles such as s lli pping , insurance, b r okerage . and finan ­

c inA: , it is ne cessary t hat a substant i a l vol ume of f oreign 

trade orig1na t a in or pass t hr ough t he oountry . A declining 

r e l ative indus tria l pos ition ie t he refore a decl1nlng posltlon­

in internat ional trade . A gl orious past , a vas t empire , 0 1" 

a. his t ory of s uccessful foreign investme nt may . during a period 



interspersed with wars , e conomic de pres s i ons and polit ica l 

experl.rnent s, conce a l t hs trend and its effect s 80S t hey apl)ar­

ently dla in t he 08.8 6 under revlm1. The t l me mu s t inevitably 

arr1.v6 , however . wh analysis shc'\'fa that f a ilure to progress 

r e l at ive l y :with ma,jor compe titors brings an e conomy to a s ltu-

ation wher ein progre s s mus t come in a hurry s.t grea t cost or 

a new method of existenoe mu s t be f ound . Brita in seems to be 

in just t hat position at the prese nt tim\;;) . 

il.s sumln'o:; tha t tbtJ rela,tlve de cline of Britain ' s competl-

tive industria l posltion 1s a key e leme nt in her p-re sent 

diffi culties and en vorine; to evalua.te t h, ff1c ac y of steps 

tal{en to solve t he probl.em, a log ical sta rting poi nt would seam 

to be an l nvestiJ2iation of the development and decline of lndue -

try . 

S ince 1825 . or ea.rl ier' , the trade balance has been. a ga l nat 

Gr ea.t Brita i n . 1 The volume of trade tha t exi s ted , hO'l16 Ver , 

2 

supporte d an 'I i nvisible tt trade sufficie nt t o a l10"J , or stronger, 

r equire a substantial am ount of foreign 1nve stment, shipping 

and t ho se ser vices vitally connected \-v1th foroign tra.de . One 

side of t he physi ca l volume doflcit i6 , of course , th<,~ f act 

t hat domestic f ood a.rd. r aw materials were not of sufficient 

quanti t y t,o svpport t11~ popula ce ''fi thout recourse to outside 

sources . 

! propose to indicat e some of the f a,c tors t ha.t caused 

Sri ta1n I S industry t o lose H s l ead i ne; world pos ition and 1n 

1 A. E. Kahn , Gr eat 131'1 t aln i n t he Vlorl d. Eeonomy ( New 
Yor k , 1 9.1~6) , p . 127 . EV91"'y future citation on Kahn refers 
to thi s wor k unl ess oth8rwlB~ stated . 



brief references t o t be industri es hav i ng an i mportant bear ­

ing on exports , show t he plans and prospe cts for i mproving 

their competiti ve positions and cap acities . The pr obl ema 

vary witb the s pe cific industry but geno-ra.lly I the pr esence 

01' e. Skilled l abor Buppl y availa.bl e at one - t hird of the \-lag" 

i n th? United St ates g i ves promise o f a. poss i ble sol ution . 

Where l abor i s in short supply , me chani cal means B.re a v·ailable 

f or i ncreasing produc tivity . The di f f icult part to est i mat e 

is t he "likl ihood,1 of at t aining substantial l y increased effi­

oiency but in t h ll$ ohapter , excep t for a fe,., OOIl1!lle n t s , \<fe are 

onl y concerned with the poss l bil.ity and t he pl a ns . Section A 

deal s wi t h t he trades that f eatured the rise of Br itain in 

wor ld t r ade . Sect ion }3 t :vaats t he nEn>ler i ndustries . Se ction 

C is a summary a.nd mentions some general problems . 

A. Barl y Bul warkS 

Britain ' s si tuat ion i n the happy , halcyon days of her 

ri me r e duced t o its essentials c an be called a tJ:"ade e conomy 

baaed. on natura l resource 8'xchange . NoeC!MJ r aw ma.terials a.nd 

foods , t he produc ts of fe rtile soils , ver-a4t'()US pastures and 

me t a l mines wer e exchanged for coal , iron and. steel products 

and t.ext .ilas , produc ts wh ioh owe t he ir bountiful existence 

t o t he abund.ance of c oal i n t he United Kingdom' s sub- stra ta . 

r a.nting i ngenuity , ent e r pr1se a.nd craftsmanshi p , one cannot 

minimi Ze t he dependence of i ron and steal production on coal 

or t hat ot' surpl us textile production on ste am po,,,,er . Equally 

1mpressiva and mope i mportant. 1s t he dependence of t he se 

c;: ) 
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i ndus tries on for'eign trade and t.he dependence o f the c oun­

t r y ' $ e conoUi Y on t hese i~dustrie s . AS l ate as 190rr, t he,s 

,Ista.p l e 1\ tr&dEH~2 a coounted for 51 percent of t hose employed 

i n i ndustry , 20- 25 percent of the tot~ll y gainfully employed 

population and 70 percent of e xports . 3 

The development .. de cl ine oyc le of t he staple indus tries 

Sa emf.1 to follow enough of a pat t eI'n so t hat a. gene r a.l ized 

his tory 18 i n order . Not pr opos l ng t el delve i n t o t he causes 

of t h('l Industria.l Revol ut!on , we shall be g i n by eta,t i n.?; t hat 

Enp"~ a.nd . having few natural re source e., ap l,1are ntl y began by 

producine; arti cle s which mnde USi! of \~hat she did have - -coaJ. 

and a geo~raphlc posi t ion f avorabl e t,O f oreign trade . She 

began producing basic a l"t l o1e s which lent t hemGelv6e moa t. 

easily t o unit'orm volume Pl"oduction .. -textUes and i ron pro­

ducts . With t his 'be ginning , she gaine d t he pos i tion of f1rst 

industrial and tradlnr< na t i on i n the worl d . The vulnerabl11 ty 

of a position founded on such a. basis be c ome s qui okl y a pparent . 

As othe r nat ions gr e'\I in ma t erial c ul t\)r6 and be gan t o lndus " 

tri a11 t he y chos e the same door by whi ch 13r,1tain c,ame in . 

Rela.tive ly oheap labo!' i n ablmdancc and . i n many case s . cotton 

crops or iron de posita gave them compara.tive advantages . 

La.bor needed 11 t..t l e tl"aining for t hese i ndus tries and Sr1 taln ' s 

l i ving gte.ndp..rd and wage rate ha(j rison . Haw mat e r i a l s were 

near a t ha.no r ather t han an oceana-way and 'ller a oft en of 

a Coal; i!!:'on and s t eel , textiles l engineer i ng pr oduots, 
outlery tools and har dwnre . 

7; 
.-' Uahn , p . 1 . 



superior quality . F'or many yea.rs . hQ\</e.v eY' . t he de-aline in 

Sri ta.;i.n ,>!as r e l a.t lve e.no oWH"'shaa.owad 'by aosGlut,e grc"oJ'th . 

As thl3 trend c on·tinued , .:1 le.rga worl d capa<}i ty was deve loped. 

in each industry and as new te chnical de velopfliants and a 

tendency toward n'{tional1s m ar ose an absolute de cline in 

xports se t in which had. disasterou s effects en such [1 spe -

c l a.lized e c onomy . 

At t he risk of ov~remphasi2:.ing t h$ var i ous phases i n 

the develo-IJ!!ltHl.t J l et l..l S follow t he cot ten textile industry 

'10 closely as stat i stlell will pe r mit . The pos ition of this 

trade i s particula.rl y stl" iki np; :1.n that Brltain ' s sol e na.tur al 

advanta~e seems to be the damp , h umi d Lanoashiraclimat e . 

2~ ost of t he r181 n(; rivals had almos t u.Xlllmited inexpensive 

labor and '1 mu ch l arger domestic market . This "Iould 'be true 

of India , J a pan, Brazil and t he United St a tes , t o name t he 

moat i mpor't a.nt . Three of t hese count rie s a.l eo possessed 

abundant native crops of t he r a.w mat eria l . 

In 1820 , textiles comprised 90 percent of Brlt a in ' s 

t ot.al exports ; by 1913 , t.h i s pe r oent ag<1 f e ll to 40 al t hourJl 

a.ctual value inorea sed 600 percen t . 4 Thi s set of f a c ts haa 

no slnis t,er i mport . On th~ cont r ar y they seem to i ndicat e 

tlta'L the e conofllY was s rowlng and divers ify1 ng and t he indus­

try was prosper ing . AS r eI' as it ,soee . t h lSwas trUe . The 
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year 1913 saw t he a.k o f e x porting and producing i n t he cotton 

textHe industry . Nor'€) than 7,, 000 , 000, 000 yards of cloth 

l~ R. W. O. Macka.y , .1ou Can I t tur n ~ Clock Back ( Hew 
Yor k , 1948 ) , p . 32 . . 



were exported . 5 The li' irst World \V a r t hen int ervaned forci ng 

industrially back, .. a r d countrie s t o develop bEl.si c product.ion 

fa.cU l t ies and deve loping a. s pirit of na t l one,llam throughout 

t he world . The descent from t he pea.k was r a p i d and uninter­

rupted . Export s i n 1938 were down t o 1 . 386 , 200 , 000 yards 

a.nd Gr eat Britain ' s cons umption of r aw cotton fell from 

18 . 9% of the ,.,..arld's tota l in 1913 to 9 . 6 ;;1 1n 1937 , During 

'the peak year 1913 . 38 . 8% of t he world l s Spindl es (tlte usual 

measure of industry capacity) exi s ted i n Great Britai n . This 

de clined to 25. 9% i n 1937 . There wa.s a wide discrepancy 

between cotton consumption and industry capacity eVen in t he 

bannar year . This ' '''9,13 du.e t o t wo major f a ctors. a) Engl ·lsh 

production c oncentra.ted. on better gr ades and used mainly 

mule s p indl es which eonaumed l ass cotton . b) Compe ti ng 

countrie s made better use of equ i pm"mt by longer haul'S and 

double sh ifta . 6 
Table 5' 

Co'cton . Indus'!;;ry Cal?aciw~d, Raw Con~u.'I1ption 

S:pindlea (millions) 

19U 1937 -,,',' . 

Grcat. Eri tain 55·7 -,3B . { 
u. s. 31.5 27 .. 0 
Gemany 11. 2 9.8 
.Japan 2.3 11. 9 
India 6.l 9. 
i:'lorld l43.4 149.6 

5 
OIilfiol.4l J OIII."""" U II.;,l. 

Grea.t 
1948), 'P. 157 ~ 

- , 

i:. 
Kahn, PP . 94- 5. 

7 Ibid . , p . 95 . 

~ 'G~tton Consumed 
(000 _ 000 bales ~ for b~ - ye..'U"s) 

1913 - 1937 -
1. 91 1.h6 
2.89 4.09 
.79 ':;14 

. 79 2. 

.85 1. ,4 
10.14 15.14 

.:.xport , n The I rldu$ ­
of Bankers (London, 

a6 



Table 5 dis closes seve r al significant tre nds ana evEtnts . 

The ga.ins made in bot h, ca paoi ty a nd consumo t,1on b y t he newl y 

industrialized countries a t t he expenSC3, of t he old pr oducers 

l'ta.ve be en referred to above . The tre me ndous drop in Br ,:l,tish 

capacity 1s largely a ttribut able t o t he la,w i mpose d in 193 

lev y i ng a t,ax on s p indles for t he purpOSe of buying a.nd 

s c r a.pn i ng excess capa c ity . While t h is was an a ttempt a t 

solving tlH3 proble m it f a.iled to r e duoe-costs be ca use t,he 

industr y was burdened wi t h t he expe nse of r emovir.g e xcess 

eatUwlty . 8 Two factor s a.dd a i gnificance t o t h9 f ,9.11 i n Eng .. 

11sh consump t i on of r a w cotton i n tho f a ce of a ris ing world 

tiotal . The r a tio of export s to pr oduction declined s teadily 

from 88. 9% i n 1907 to 50 . 9~ i n 1937 - 8 . Thi e percen t age 1s 

expe ct~d to have been close to 34 . 3% in 1947 despite t he ex ... 

port drive . 9 The seriousne s s of t he c ampa U tion in t he l;"ar 

'Ea.st la de mons tra te d by t he f a c t t hl'1. t Britis h p i e ce g oods 

exports to t ha.t aec'tor decl i ned by 91% between 1913 and 1937 . 

India a lonG t ells a. l a r ge part of th i s s t ory . In 1913 she 

took lt3% of Britain ' s pl e ce good s expor'ts; t h5.s fell by ove r 

50% or some 2 , 700 ml111ot'l. yards by 1937 . The r a tio of domes" 

tic Production t o tota.l aupp1 y i n Ind ia rose from 26 . 5% to 

over 82% i n the s ame peri od exclud i ng hand. lootl! f i gures . 

J ap&n ' s portion of t he i mport s rose f rom . 1% to 5'+ . 6% and 

Britain I s f e ll from 97 . 4% to 4) . 7 %. 10 

8 Ibid . , p . 99 . 

9 Kahn, p . 68, and Jackson, p . 16/+. 

10 Kahn, p . 97. 
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'P o bring t he sHull,tion up t o date , cSt b 111 wa s passed i n 

1959 to allow t he industry to r e or ganIze itself wi t h cornpar a-

tive freedom from governme nt supe;rvls ion . Ac tion on t his was 

p;revented by t he war , but 1s underway now and a tendenoy 
11 . 

towa.rd vert 1.cal i zation i s very no ticea.ble . Despite t h i s 

t endency and despite t he fact t hat t he Japanese a.nd Garm.an 

i ndustrie s ".,ere out of the mar ket , a governme.nt source12 

states tha. t out put a.nd export s are s till subst ant, i ally bs10,,, 

pre- war leve l. Thi s is parti ally due to t he exigencies of 

28 

war whi ch closed 40% of the textile pl ants and shifted wOlr'kers, 

p l ants , a.nd equipme n t to i nd.us 'tries having a. highe r priority . 

Had thifl been done with t he t h ou(5ht in mi nd of el i minat i ng 

t he most ine fficient, pl ants , t he e ffe ct mi ght h ove been bene­

"-i eial but t he cri t erion \'Ias locat ion . 13 f l ant s near defens e 

i ndustries were closed i n or der t hat t he transfe r of labor 

mI ght be easily effected .• 

Another f a ctor causing d iffi culty in cotton textile 

i nd.ustries t hr oughou.t t he world 1s t he synthe tic fa,brio boom . 

While t his may pr event or at l east r e t ard r e covery l.n t he 

cotton indus try , it will probabl y r eaot in favor of the Brit­

ish t.ext l 1e l nclustr y . Outmodedcapaci ty may be repl aced by 

pl ants capable of handling rayon and nylon . Gr eateff ol"'t i s 

bei ng e nded to increase manufacturi ng oapacity f or synt he tic 

11 ,Jackson i n b is artiole ( p . 1(6) s t a t e s that in 1947 
abOl1,t 1.0- 44 pe l"'e ent of the pr oduction· wa s handl ed by vertiea,l 
concernr3 ( t hose involving t he complete process). 

12 

13 

~uropea.n Co- oper ati on . Cmd. . 7572 ( Ds cembe r , 1948) , p . 26. 

Ja,ckson, p . 158 . 



fibres .14 

C! till ueing t he c,ot"ton industry a.s an example , I ,a t us 

look at t he f actors c8.us l np; t he de cl i ne . historically and 

currently , in the export e ffectiveness of the ol d in¢l.U9't r les . 

These causes may bs divided into t wo cl as ses ; tho6econtrolled 

by some f actor in the English e conomy. a.nd second ly . ttl().se 

outside of t hat oontrol or extrinsic to t he e c onomy . lany of 

tho former at'a l. ... i~iditlea a.ttributable t o growing ol d and 

some type of remedl ~l action is belng a tte mpt ed i n most cases . 

In t he f irst pla.c e the i ndustr y gr ew as smal l , independent , 

non .... integrated unite. . he causes and the effect s of this ar e 

fundru71enta l flaws in the British sys t em and .aajor contribut ors 

t,C) t he pr esont stat e of confu s i on . he i ndustry c'ievsl'oped 

be f ore the eorpor a t e fo r.m wa.s widely acoep t od and 11ec ause 

fore i gn competition wa.s sl o\;I' to a ppear, a patte rn of amall 

slngl e .. oper a tion firms were prof itabl e and probabl y much of 

t he pl ant and equipment viae f ul l y depreCiated be fore produc ­

tion curta n me nt was necessary . Thl s t oolr IJ,1;W.Y any i noent i ve 

to modernize . Technol og i oa l i mpr ove ment faUed to mov'S i nt o 

2 

t he United Kingdom to any extent be oause of thi n and be c a use 

mos t of t.he fi r ms wer e run by l a t e r ge nerations of t he founding 

amily and combi ned tradit i on ''li t h. l a ck of interes t a.ncl abil ity 

to produce stagnat ion a high oapaoity level . The l abor 

moveme nt in the count ry added ~iage rigidity t.o t he othe r dot e r ­

r ents to adjustment . Th is combinat i on prevent~d Bri t ish i ndus ­

try from compe ting success f ully \,11 t h vigorous new for eign fir ma 

14 Cmd . 7572 J p . 27. 



mak1n:.; use of mo(lern equipmen t and oheap l abor . The l ac k of 

aggrest;1iVene~Hl so appar ent i n the pr od.uotion car ried over 

:l,.nto ma.r'k0tlng And enabled the ne w compe titors to [.l;a:3.n more 

rap 1.dly than t he r elative product1.ve po ei t ion \-lOuId have 

jllst1fied. 

British cotton men were a.t a. diaadvnntf.l.ge in that t he y 

had to i mport r aN mat.a r i hl,ls. but 80 did Japan . They had a 

smaller domes tic msr ke t. than th~J nEH-iOOmel"S but had developed 

a huge Norla ll'IarlH3 t ,. New pl an ts B'1d those d:1mnge<.l 1n the 

First rJorld liar natur ally acquired moder n equipment but t his 

di d no t preclude the English firms f~"om putting forth effort 

t o modernize . The s p i rit of nat l onalisul trw ::' was rampant 

after "'Qr1d "'far r and was intensified by thl'l depress ion of 

the 30 I a c ould no t be remed i ed by t he tex,t :l.1e indus try nor 

could the absence of the industrial boom t.h at. took pl ace 

l sewhere in the 'tlorl d i n the mi d - 20 I S . I think , however. 

t hat in both oases a. more vlgo1~ous , le ss ri gid i ndus try would 

not hav'3 suffered as much . This i s admitted ly sheer s pe cu­

l a.tion but 0.1 terna.te me.rlte ts '3.nd v arl.gd quality and costs 

,0 

could have been attempt.e d i n an e ffort to mi n i mi ze the effeots . 

11'9 competition wan mainly in t he lO \'/er grades of textiles 

w~1 ch \~ere much in demand i n depr ess ion year s and i n the pro­

duc tion of which modern equi pmen t excelled . Th i s can be illus ­

trated by 1935 fi gures . In t h a t. year . Japan a ccounted for In 

of the tota l yardage of worl d cot ton piece gC Qd ex port s as 

aga.inst 29 . 9% for t he United Ki ngdom but Britain led in val ue 



t orma 37;'t to 27 . 3%.15 Indeed ewm now t he nw.rk.e t if! demand~ 

ln5 more of the lowe r gr~dEH~ of cloth t han the i ndus t ry 1s 
, 

a.ble (or chooseS) to suppl y . ....... 

}';ucb of the failure to keep abreas t. of compe tition, can 

be chat'gea. t o inability to finance mer ger a,mong smal l firms, 

mcdel"'n ma chinery . or expens ive market dr·ives . 'rhe conOerns 

i n 't.he i1'ldus try WeI'S f in~.nC !\Hi l e.r ge ly by p l.()l.'i i n8 back earn .. 

lng s or by family i nve stment . This. i .... a s not a.lways flmatter 

of cho ice . The London monay mal."kat a ttained it s Btrengt h 

and reputation by c a tt,n"ing ti) tradl~ . In. order to sorve world 

COU1Ill.e rOe , t he Oi t y considered 11quldlty to be of par am<.lul'lt 

i mportance . D.:tscoun t houses , b ill brclters ar'u the me r chant 

bankors all a.roee bec auSE< of t his penchant for liquidity . 

B:il.l1k s would not i n' normal elrcum.stanc(dG ma.ko a. loan fOl~ a. 

longeI" tel"'t1l t han six months and no oth~1r i nsti tution risked 

money on s·malll f i rma when t he long term marke t \'las occup ied 

wi t h governme nts ilnd large r e putabl e f il"'ma f:.Ieeking funde . 

:Cven t he s tock exchAnge and iu::n.lG houses c ould furnish little 

a i d to the smal l , &IIlb l 'cioue flr~.:l . hey too were pr eoc cup i ed 

with the more lucra.tive foreig'tl opportunities that oame in 

grea.t volume to London for fun.dm . 'l'be rel a tively smal l flnan-

cial size 01' London br oke rs a.nd jobbe rS', mad e it l mperat iVe 

t.hat the~1 either GoncentrattE on s€lcurit iefJ of governments 01" 

es t a.blished. 1naustries or t hat t he y pl a y for the lar~er 

15 Kahn, p . 

16 Jackson , p . 165. 
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returns to be gained on fore1.gn ventures ,17 I t is easy t o 

imagine t he a.ttitude of the Br iti.sh inves t or toward a small 

l ocal firm when i'aced fdi th gl amorous foreign and aW61i1omely 

18.1";<:e domen tic choic6$ . It is small \-lOnder that t he Brlt1sh 

lnd.ustries e volved. as tlhey did . 

The male..CI justments in s t aple industr ies be gan with their 

nat ure. These \'lere easy t o imita te a.nd WfH'e . t he t'efore , 

imlt¢l.tC'd countries desir1ng to ente r world trade. They 

wer e capnbl f be i ng start ed as sm~ll fami l y busjnees an 

growt aB not n.1:;J CeS ear ;:! fo r profl t i n the ea.rl y days. When 

competition made a certain amount of oonsolldatlon i mperative 

in order that e conomies of si ze a.nd int~~ratlon could i mprove 

the world position, rl~ldltie8 had frozon i ncent1ve and 

~2 

lle:l.ther the deslre nor the financia.l mea.ns for it wer e present . 

The f amous money market had grown in a pa.ttern that enabled it 

to furnish invaluable aid to t he export end of the business 

'-ut method.G of ald inll: product i on by fina.ncing eombina.t i ons or 

i mprove ments had not been adequately developed , Such things 

~l.S a smal l home ma.rl~et , tariff barriers , modern a.nd vi /3orous 

competition, and ma.nagement steeped in tradition r ather t han 

a.b ilitv were added handicaps to indus tries havinb owth dirt1 .. 

oult-ies . 

The flrst a ttempto by t he GOvernmen t t o allevia t e t h 

ovarexpa.nd, condition which followed a6 r esult of the oon-

tr>ac tlng market wer e not partiou l arly 'Well ... sultad to t he 

17 n. II . Beckhart, Fore l \'x,u. ~ldng 
uch of t he hiatol' l e a.l p ioture of 

in Chapt,ar XV!:r of the book. 



pl"obl f&lH . 'he number of \lni ts was r educed by a process . of 

bvyjnp: thell with the pr oceeds of a tax on the rest. of the 

dustrv a.nd des t.royl ng them . This pr ocedure had unfav.or - . 

abl . fecta c oat,- wi beca.use the t ax added to the c o.s t s of 

oXlst ing produeers 1 most of whom could ill - af for d i t . A reor­

ganlzat l oT' 1:.~ll1 \'lhl ch ga.ve th!~ cot.ton i ndustry p C\ler to reor­

anl ze itself was p&6ged :1mmedi~\te ly prior to t}1...e Se c ond World 

" ~r ard as e. result diCl not opere.to effectively untU a.fte r 

the \'lar . In 00&1 J the l3ame timi ng prevanel~ b ,he . gov ern-

ore l"'esponeibH1 rd he.d power force conaoli-

da.tion or di ssol ution . The British Iron &.nd Stee l .l! .... eder at1on . 

sort of t:ro,d€ association pre sumably hac t hE' s ame objeot:l.v9a 

but se emed to make use of quotas to apr (9a he market amon 

all of the compani es r ather t han a t t empti ng ti'my r ealignment 

of or,'.l;anizatlon or e limina tion of b a.dl y outmoded :facil i ties . 

Whereas the F1rat World War found t hese basi c industries 

u t t he pe ak of tbei r deve lopment , t he Second Worl d ~:ar f ound 

t .. hem sickl y and s tru::;g11n5 . Part of the reason f or t he dif-

fere noe was t he sp irit of na.t i onalism t hat f ollowed t he firs t 

war ana t he forces of' prot e ctionism and. industria l se l f ­

sufficiency that were se t in motion by t.hat s plrl t . AS men­

tioned pre viousl y , t hi s proces s of development ~>Jas j ust 

peeded up by t he war and not , in a s tri.ct s ense , ca used . The 

way in whioh the second war> uffected t hese industries vlJJ:'ied 

aocorcHng to th~ 1l" value 8.8 de t ermi ned by na t,ional defense and 

the desirab il1t y of e mployment in them . St eel , wh ich vras mos t 

1mpor tant s trategi cal ly . e"lJ a.nd prospered . Cotton suffered 
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fr om lad;;: of i nv0stm(.;nt ~ tratlflf~7r of employeeG J r..1nchinl;HJ o,nd 

plants to other USOG , nnd ra.pid davelopmGrl synthet.ic re-

pl a ceruon ts . Coal .;ras of strategic importa.nce but bf'CaU8€ 'the 

industry was dying and. "lorking conditions were notor i ously 

unpl easant , men had to bC' draftod to i ncrease produc t ion . l 

l:.[any of the 00 "Bevi n bOYl:1 It 113ft the industry at the first 

pportunlty so not muoh perman~nt eXPansion resulted . Dome 

destl"'uotlon of planto by enl3my i)oJ::lb:tng tOO~{ jJl,~\Ce but t be 

vol ume t hug af fec t.od was 1.. oubstlJ.nt1al . 

The at o.pl'? indus tr ';'en emere;cd fl'om th~ VIaI' \/i t !'l one 

thlng ,in ootTh':10n--a treoondous i mr.;edia.te df.1 tJand for t heir 

prOtluc ta , both c10mGotically and in t he export marzet . There 

was oona1derablo difference in t.he ',ill11ngnesG # al:li li ty . a.nd 

ad'l11sabUi ty of meet.ing the a.oUlal'1d in each case . St eel capa-

01 ty "me at prB"\·ia.:r l ave 1 but so basic was the h ome need t hat 

exports c ould not be expec ted to gro'tJ r a pid l y . Inorea sed 

ce:03.city could c ome only slowly and. expensive l y . In coal J 

thecri ti oal s horta.ge was manpow~. :r or a aubsti tutabl e machine 

pO\,ieir' . Under .,.investment in equi pmen t and t he aging of t he 

labor foroe have Itept man- ehift productivity much below mod.er n 

Anlerio,'.l.TI or European lJi nes . The age of the Eri tish mines 

34 

meano that the vtor k l nga are at a great di£ltance f r om t he. shafts 

in most dee p mines leavi ng r oom for i mproVed eft'lciency i n 

haulage . Cotton textile pl ants and \1o:rlror~ \'Jere much fewe l" 

than pre.,.,var . while the age' of equipment and t he labor force 

ad.ded t o the pr oblem of lncreas i ng out put. 

18 G. D. N. Cole 'lnd Haymond Postgn 
174.6-l9~~6 ( London) 1947), p . 565. 
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.h10 prahlpm of ?lr.l"'l;j dlotrlb'ltlon in tlaC' itlllor fOl~C~ it\ 

oott.on t!5,xtll.:.; on(l conl ti'Ki l"'i~t'J 1. s a BC;Ul!'CO of' dU'nelll t y 

now hnt 1 n t.lV' .rut urc 1t ~1 V~ s prom 1!.;t> of be com1 ns a v:i.rtually 

obetaell'? lr full cmr.lloYI:1!",nt o('nt1nu~n . )lnc~ 

th·.., !w.rlJl 30 ' G th(l>!'rt h~ta ~n 1 !ttl~ r()('r.\!: for 1/tltmr; !1!on r.or 

inc~· ""U.v'" Mc1 stl"d. t" can f.,rK!!''!. =rhoY'!"') 1 ,.~rlnol'vat1v"' -

y l~ t10l'l ,!!f){X!, ;;s,'" in the n.g'''' d~,ut.r'but1on of l'IIOI)LC}1t11GfJ in 

t.h~a~' 1""(1\wtl"'1~o . 'tb~~ o.t~tf'r.l.o ~:,1on of th~n~ trn(i.0'1 io still 

not ~ltron""' t GO on"~ CF'l'l looK elth~r to cCN,cripUon O't~ vastly 

1 eh~:.\n17.t'.lt1orl for a future Or,hlt1on . 

Th(> 1f'\'CI"!'ptl(;'!1 of tt~' ' tir{1~1l11l FI lm f\i?Ot'.H~n', t!lt-ed It fCltrr -

yoo;r :, V(.'Jy or pl.ane i'oX" (lt~ol"!(.Ym1c roorga.nlzIlUo!l . lo Tn thls 

oomDllatio~ 1 tho l't,otJ.le bBl1E",V(l{' to be osoasCiAry tot' th~ 

t-i.ttn,1n~"1.(>rlt or Yltltio'!1'll. (lconomic forth . 

Tho 1')(') OC'! bUl t·{ ot rOl1.ol"~. n(~ thnf'-1 'IJP.a rrrwl '0\1" t,htl naco ,.'l'-

~nQ;"l of ;' . C . f, . ' X'port narl!.ata for 40 'llllHonmo t.t'lc to 

of coal fU">" n.'3:;ur~~d ror 195<"? 'oat (')f thin './oltltnn wi! t o.rf~ct 

tho doLA..r' (lot'1cH by t's:> plno1'r. tr n . s . extort.s 1n "-urorA * 

('ar'!~a f\fil} Soutb ;'>n'Jnp3,ou . '{'lie 1948 <~x!)(')r'to 1/("1'(; 20 '~: nllon 

on:) on s,r! outr>ut of 210 m11110n tonn .. 20 

nn M,cl'!!lU ? ... Hl n,nd ~xt~1"t' ~.V.... pta"nu nre b~ 1 

about th~ lncf'~na~d out,TJut. . Tho Oot.:il 

a01')l'o:xlnn.toly ~6C() million on vo..l'loU6 1mpr 

Tht;:' lndu!1tr'y> ita 

or hrlnti'lne; 

f;. to invf'st 

ts in thp 

fOUl"1carU troo IS/J9 t,t) 1952. \leh cf thlf3 't-Jl1tba 11'1 ufll!er-

grolmd ht~ulag!"!! al'l'o e',lrfnoaell"ln.nlng f;la:n ts wi t.h m('1 ohanloal 

19 

20 
l~!,0P!,HU~ cO-:0i?@rn1i1on. Cmd . 757:2 . 

,Tb1:"'h " 'P.' 1~· . 
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loadera belliS used. where ~o19e;lca.l condlt1.ons permit. A 

progt"am for closing lesa. e·t f1.c l ent mInes 1£1 t.o be l nstituteil 

and a longe<r r ange recot>lstructlon and new .a.velopment pl an 

J6 

1'13 1nex.1sten()e. ·61nee the short run rate of improvement 

need.ad is ut\pt'ecedented. much otthe export vQlume Ls r:u\'Iheduled 

to (tome from eoonom.1ea i n home consl1m.ptlon ... ... a. l'l!!;ther enigmatl0 

aim when one conBlde·rs the need foreleCtr1c power ancl .steel. , 

t he large coal consumi ng i ndustries, 1n the tJ... 1\ . pro9"am tor 

the futupe. 

I t 10 interesting to eompa.re out put i n 19'7 with that in 

1947 be·cause the 19'1 production was 240 ml111on tone f very 

close to tbe desired quantity new. 

'labl-e 6 

C£!1 ~r~ Statist1~i~1 

PrOOllCtiOliU 

~d: coal (tniUion tons) 
Open-cost Q'oal (million tone) 

Via("e-EuU'new$ on colli&ry books 
(OO~ -

Average number of shuts per l'1&$ki 

Possible 
Actu.al.l¥ wrk~ 

Ab~~nteei$'.!n .dentage , , 

A~ge wtpllt per' men- shift (tone=) 

1937 

240.4 -
118 

$. $8 
$.18 

1.00 

1.17 

1947 ' 

186.; 
10. :t: 

712 

$.·35 
4.68 

US). 

1.07 

Percentage 
"ee 

.... 22., ...... 

-8.5 

... 4.1 
"'9.7 

+76.3 

...as 

~l . E. Stanley 'l'uewe.r. "Fuel and. Pow~r, 11 Tbe Indystr!;al 
Future!! Gl"El!t. Brita.1n (London, 1949) , p . 2r. 



An i ncrease of 11,00022 i n the num'ba:r empl oyed and of 

.,05 t ons pEa~ man-a·hltt aV0rage23 took pla.ce l n 1948 . The 

«rap i n pr oduotiVit.y per nUln ... ehltt coupl ed with r i s ing wages 

has inoreased t he prioe of Br 1t ish ooal rel at i ve t o c ompeti­

tot'S. notably the U. S . From 1939 t.o 1946 t he aver age a nnlH).l 

output of t he ,,1\merlean eoal -miner 1'0,88 44% o omparEHl to a 10>" ' 

decline in Grea.t Britain. A.s a result , labor OO{!t l n AIllEtr1ea 

rose only 55% ad agai nst, 133% 1n England until 1946 eve n though 

wa.ges i n the United Statesclll1lbed fast.er .. 24 Muoh (lit thls 

differ ential haa been wlped out by the U. ;"1. rT . (s wage and 

pensiQn programs sinoe that time . 1'he mechani zat i on of minee 

10 being used to offset dec11n.ing . 18,bor product1vity. and 

econ€lm1es in use are seen as the immediate hope of reaching 

.quotas . 

Steel , as PJr8v1oQslystated; was beil'll.; produced at a 

level above that of pre-war years but domestio demand kept 

exports below the pre· war volume . This demand promises to 

remain high for many years to dome be~ause of mOdern1~at1on 

and deve lopment needs 11'1 vhlch$tee,l is replacing tim/ber in 

many c;asee. Also many of the products be1ns exported :require 

steol :. The .1ttdustry reeogn1z:1ng the urgency of home market 

demand and. ,fJeelns &, vast! market abroad, instituted a. bl11ien 

dollar re"equlpment and development pla.n lm.'1ledlately a.fter 

aa ~Red1.etrlbutlon of Man,power in Gre, at Br1ta1tl , It In~'r'" 
!latlonSol Lal?9i' Hlvt!W, LVIII (November, 1948), p , 665 , 

2, 'l'ueker', P . 29., 

24 Ib.l d . , p . 31. 
~ 
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the wa.r. The British Iron and Steel F&deratlon formulat$d 

the plan a.t too request of the Government. The Iron and 

Steal :Boa.rd was created 1n AprIl, 1946 I ' to oversee a.nd. appre·ve 

t he various projects as they were f1nally dra.rt&d~ 'This 

boa.rd 'WaS oomposed of representatives of laoor,. ind.ustry, 

consumers and the TreaSury. 'l"he ~velopmant Plan is des1gned 

to incroase prOt'Luction to about 11 million metriC tons. by 

195~"'53 f1scal year . This wUl rulfUl t.he expect-ed horne 

demand a.nd allow 1.5 million tons tor export. This Is slight­

ly a.bove the 1,411 m1.l11on tona..arage for 1935-38 as given 

In 1jl'urOp!an Q.o"o:pfr&M1J}$t, and imports are expected to be 

substantially lower t.han they were At that tIme . Part of the 

devel.opment 1s a.n at tempttc prOV' 1 d.e more st.eelma.klng eapa­

c1ty in order tha.t the steel finishing equ.1pment, new not 

be1n~ completely u.tll1zed,. be tree from dependence on for,elgn 

SQUJ"CHHiI of se.m1'·flnlshed s1:lppl1ee ,. An integral feature of 

1ncreasing cn"ud~ steel output 1$ the expansion of blast fur ... 

nace capaCity. This mOVe 1s also expected to result lnmol'e 

efficient coal ·consumpt1<m due t.o naw.r t .ypes 01' equiptttent. 

The steel progt"o.m ls· a keystone of the whole reconstruotion 

progam and Is. progressing ra.ther smoothlY ·i It is also st.l1l 

owned and financed ;pr·1.vataly but prospe,ote for reme.ln1ngthat 

way d.epend on the stJ;'eagtl1, or laok thereof, of the Labor 

Government. Although costs tire not e. cruo1al issue here, 

motle.rnlzat1on and loca.t lng nayl pl ant.s wlth an oye to the 
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tra.nsportation of raw mat(:)r la.1D a.nd semi-fini shed e;ooda should 

1mprove t he 'average .25 

Desp i ta th~ plight of' t he t e xtile indus tl"Y t apP1"ox1:matoly 

one -fifth of total visible GJtports 111 1,941 ca.me from t his 

souree . 26 With. a grea.'t;ly expanded world det'lland, world pro'" 

duQ,t. 1on was only 85$ of t he pre"'War :tlgur$ a.nd exports only 
27 57% i n 1947 . Wit,h oompet1t1onst1l1 struggl i ng under peace 

treaty problems, Brita.in endea.vored to secure a. l ar ge portion 

of the export market by limi t1ng home consumption to 70% ot, 

19:18 and enoourag!ng production " The ratS.oning wa.s successful 

j\l~1ng from t h$ voltUllG of eJq.lortllS in light of th e produotion 

figure s in T~bl& 7. 
table 7 

m ... ....,.u · ,.....~ .. -ti 28 I~... e .r;i.-O\M.llo;QR 

($ at 19)7) -

,Cptton C()t_l~ 

1946 lih.8 ),3.6 
1941 · 44.8 1l,.6 
1948<Jan.~y) !>2,.2 .5 

Wool na.ypn .............. 

65.,0 133.2 
68.3 150.6 
80.2 171.4 

25 Many $.'specta of t he d.iScussion on steel al'e outlined 
in Omd. 7512.., Pl'. 21, .. 23 , a.nd in ~o'bel"t Shone . I!Iron a nd s teel, If l'i! . !'4put~1~1 F,tt;txoe .s!, G1"!at BtAtSill .• , . Shone ascrlba,smuch 
o t hO suOceBS o · the steel 1ndu.stry's prOduction plans to the 
fact that prlvateownersb1p 1a belng more 'sel ective t.han would 
t he ,government tn ohoosing the proJeots to be developed flrr8t. 
He favors c6ntra..l planning tor the good O'f t.he e oonorny but 
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teels t hat industry will not pro.sper u.nder bUf'eaucrat1eeontroJ,. . 
At the time he wrote the' article, he was Eoonomic Direotor of 
the Brit1ah. Iron and Steel Federation" 

26 Omd. 7572 , p ,. 26 ;, 1941 textile 6xPortswere equiva.lent 
to A¥lS million eomp&red. to $490 for 19}.8. 

"PrebleDls ef the Textile lnl!ustry , It ;r;nternattonal Labor 
R!v1iJ_ LVI I I (October, 1948). pp . 496tr. 

2S :U)ig, . 



The Cotton Board. of 1940 struggled ~~1.1antly· te bring 

'ordeI' andQ0:l1'l"'ect. de.ep"'se ated trOllbles~ In "oognition of' 

the la.bor d1:rri(rultles (61mllaxo to t hose i'QY' the coal .indus ... 

tl"Y.) a. Re;oru1t ment a.ndfFa1ning Dep@tment was organi ted . 

;Reorgan,iz.a.tlon pl ane "~e: It'lSltigat.ad . An ellram.pll3 ort~ 

b~:mafi t to badet'lvad tl'om oonstl'u:ot1v~ plann1ng 1n a flt:''m 

ie t he redeployment at ~h.tagra.v~ Mill. Bolton,, 29 ~/lth the 

oonsent of tbe union, industrial eoneul t.ants :j:'Eu1.rra.nged: 

op$r ators , alt.ered the layout of ma.chlf:1{'H~ , put more ffi$0h1nes 

under the control of each operatpr. chs.n.gad t.he psy sy.stem 

trom day .rate to 1nCEH1t,1ve al1d added a tew m1nOl" itl'f.'lovntions. 

As e. dlraotresult • . produet.iQn p@ :t" lIlan haul" incretitled. l v,-" . 

plant output 1nereased 15% with a 21.%~ee,r(lH'lM~e i n ' t he . tlVlllbel" 

of operators and 10% les$ labor p&r pound of p.!>oo&saed eott,o!l 

wa.s uM ei . 

APparently the aO~:d wa.s not moving 'toward t he 80al of 

202% of pre-war $xporta ;rapidly enough bee aUGEl the Ootton 

Industr y De"slopment Coune11 .i"E!pls,C!led it. on April 1, 1948.)0 

'!he C~uno11 isa.lso eompose.d of' l"ap1*eSantativ9a from 1ndua t1"1 , 

labor and of" Dome lndepend~nt members . I t is deSigned to 

l nVGstie;ata rl1~thod,s and p;:oomotte; e .f :t1e1enoy in operation, 

acoountlns, mar ke t1ng , r~ae, aroh and any other phase: of the 

'btUUnesethat can be l mprO:1J:ech Plans ere underway to install 

291tfl;$port on La.bor Ret3hpl oyment ln ~~'Ue#a.ve Mill Cardroom, 
Beltoil, (I . LabQJ'< ~p$rttlle n't of . t he Cott<!>J\ BOllWd~ is,el''!atlQnt:1 
LaboJ." R$vl,!,!w, LVIII (SEJptamber. 1948), I PP. ,77- ·. , ,0 

"Problem of the fEtxt11e IndtUJtl'Y;1l' Il'lt0rn!,!!/t,1ona1 t.a.blJi, 
ReV.l!"l' LVI II (QctO\)9l'", 1948) ,; p " 499. 
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sizea.blo, a..~ounts of ne'i/ equipment and to continue the 1mprove­

rl.umts and, tlr a t1ona11e&.t 1on tl that were begun by t ho Board '~ !tIll. 

Ootton Spinni ng Act of 1948 m.ade X'eequ1pmant subsidies avail. .. 

abl e to groupe controll t ng a.t least O .. OOOspindies ' and by 

August (l,t thllt Y6az', 1.5 groupe controlling 17 million spindles 

wOl'e ' Ol'ga.nized to ' take adva.ntage of them ~ 

Ra.yon and vlOol producers aI'S not as highly orga.nized 'but 

are also striving to ' 1ncrea~ efficiency, pr oduction and ex'" 

ports,. Bot h 'Ners in 'bett,er condition t.han wa.s the cot t on 

industry so suoh U ooneert ad e ffort. \las not neoe<ssaI'Y . 

The old indus~J"lee were belng expanded and modern1:t.ed 

under indus.tr1,..w1do pl ant) with t oo intention of making their 

produots close much o,rthe dol.lar defleit. The 1mmedi ate. 

OPPol;'tun1ty exlsted it AceorO.ing to the United Nations Depart ... 

W11'it Qf EooJlom.1c Affairs,ooa.l 'a.nd stee l shCl"t.a.ge s' were t.he 

chief' obstacles to e"CQnoIl11c reooveroy in BurOpe ,. 'l only 

textlles. of t hese staple product,s, needed price aid in world 

markets and thelr ()nly proble·m was the dollar area. where Only 

one- Sixth of the te%tiltl e·:xtporta WElt 1» 1947.. Any: hnef1tr 

t o 'be dar! ved from d:evaluat1<m would come i n t he future when 

the world shortage had bes't), dissolved , In t he meantime ra.w 

~terlal costs and ooata ot.' equipment for l'M>derniza.tion would 

r18e' by 44% if t bey c.ame from the dol lar araa. '1'h1s h l p 

deme.nd"'rl.e1ne; .-aW' material pr l oe eemb!natlo1'1 was e tremendous 

stlmulu8 t.o t ranafEu"r1ngsouI"ces GfsUpply wh$r~ pO$s1,b1Eh 

31 D~par-tm6nt of '!r,o'cnomle AttatrB~ "c>ngm10 n0~ort . United 
~lat1-on8 (Lake 9'Ucce-se , 194fH; PP t 21ft', 
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Btl, Other Ind:ust~1~s 

The establishment of a. d1oilotomy 8uch as \1m are us1na In 

t his obap t e r 1$ very apt to be a.rbl trary . Ad,ml ttedly .; no 

a.ttempt :\. e mad$' tc!) ¢ove r every i ndustry poss i ble a.nd. for vart. , . 
. \ , 

ous re-aSonssome may slip ove r the d1v l d1ni5 11M . '1'he &taple 

industries are eoneldet"ed to bo t hose- which have haEm 11111'01"­

tant. to tha f'cre1gnt·radQof the natlontor a long period an4 

whose, produot l'e(ma.1ns 9'ssent1all,y unchange,d . Most of the 

progress is i n method. . Other industries t o be oove-red are 

those new ones that ,seam l1kel1 'tie be importa.nt i n 'f"ttt ure 

internat ional trade., Not having a .speCial i"a.,Qulty tor prog­

nostication., I shall rel.1 on the- pres.ent 81 tuat1o~ and Goverl\­

me: nt, plans for my 1 nfQPtrlatien'.. The prinoipal. ~ategQl"les not 

covered in Sect.1on A are vehicle .. , machinery, ¢h~mlca.ls a.nd 

electrioal goods;. Luxury items like whiskey. potte·r,. and 

leather goods ~e 1mportant in d.ollar market dealings but 

cost ot P'f"oduotlon 1$ not .9. leading considera.t iOn and sinoe 

product.ion 113 1n. the ha.nds or oratt.l!ullen, tit.tle can be 410_ 

i mmed1ately to in.rea.. v01ume eVan in the faoe of hutS" back­

logs of orders. 

In oomparison to the mammot.h enterpriseS oftM United 

States, t he British automoblle industry is almost insign1fi­

cant.. However, it 1s the seoond la.r8est in the 'Wo!"ld. and 

with all 1 ts attemdant s9l:'vlees la pr ,obably the l argest 

el!l:ployer 111 Great Dri taln. The early 1ndustryconeentratea 

on 1 uxury mod.el.s and the- home market. After t.l'le First World 

War. mass produetlon came into promlnenoe and a. emall Oa.t" 
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featurlng (u:onofllionl o~rntion wa~ t\U'Md out .. ~rhlS 't.,tP- ot 
oat' snablcd tho !'llatmr$.ct~%'s to expaM t heir outpUt and 

e~p()rta durl1\.~ th~ 30 It' U w'hen tm b1~r Amorioan cal'S wer~ 

adv~l.'1"ly a.tfg (lt~d by hlf5h tu1tfa t.ma g~$oline twcos wh1~h 

-ne~t\e~tl operat.ing eOfiltl .. !eiltch of ihoir me.t'lle t 'tIaeclue to 

m1:r'$ pNr~l'lo nee o.nd h1eh t.A;l."1ft prot.l!ct1on at hOt'fI~f. 1'h1$ 

nurtur1ne; by Pl"'ot.Got.l.QU oomb1Md w1 ttl a. ayotet:l or ta:dng oa:r::s 

0.., th<:- 'b~G1a of" hOl"se;powe-t' Qt hom~ l oti t o e,n unlwal thy d.eve' ... 

OP!'l!~nt .. ~ti~1c1~n~1 ot pro('1;uOltiQ'tl was not stroGM-d. liurtleroUti 

1to~lCj WG" tleowlor,ed to nppeal t o tho prouct.e(! rn~ket .. In 

1931., too S1lK l&rg~mt pr1t1sh m3;,t'lutactuNJ"'f~ , tml)to t()t&lpro .... 

duction tIl1$ ~bout'~.OOO QfU'$ , p.t?'Qvldet't tOl;'tv c!1tf'E'lrent . 

englr.c tn>e s aM more "\m1Gr'OUS body~tl1oa II .4m~rl0an mutt-­

ta¢t~ra mald:ng tan t1!lHU! as m.ll~nr(4)'~iI10rt(lre4 tar fe\,Qfi· 

var!.nt lent.;! . ,2 

Post -WN" ~v~l(.')pments ~U56eGt that the mo.n.uf'aotl.lr'{ri'$ 

pl'OfU.edmm adv1c0. and Q~t'1enl)$''''.M''' from. .t,.bQ Shor't.m.ge 

of supply tor $0 ae.ny '.~.r$. 

Table 8· 
t-t 'If' "\>f ... \-.: . . ~ _A..4 .4.1.·· -' ."-..1~3J 
I)" :~.\\iUl,.t.Q:- ~<~~~,c.v;v"4< .• "'10 ;;.uv; 

~ctJ.m 
. " .- . -

1937 $01, 100 
1938 1,41,600 
1946 h,a, $24 
1.949· (a) 601.,410 
(4) First balt at ~ ~ate ----_ .......... -

.~ 

98, $00 
~~f?,,$OQ 

316,196 
3,8,224 

.!!l2.' '. r, if !\.~~. 0t:. ~ .. »a ' ' . . .... 04""'_ ' " , -' .. . . ',' .' - " 

19.4 
18.4 
65.4 
$9 .. 6 

b .. 

,2 :rllbnjl pp,. llOtf... ?biB dl~eu.G~d.on 1e btUlEn\ le.rsa1yon _ 
the o~aGnf.tQt1on An tl1C:H!~ P&SG,~. ' . 

." .. "!nd:u~1a.l Produetlon tnBJf1t.Il:"n. n 1:t!g&i 
n ~lt!t~!h \I'll ( ileptember. l.t49), p . 138. 

It 1s lntercstlng to no\o tbAt. o,q).ox-t. ot truoks tnoroased 



A fl ·aw in thi s beauU.ful piotur e d~vGlop~d i n 1949 ., 

~¢l:rtof automoblles t() the U. 5 . ill the second'lu~rf;\~ f' or 
that, '}lear 'faa only 107 against 8 ,.649 in the tourth. Quarter 

Q'f! 1948 ~.t~1G. total Etxp.o'rta· wel's1nore8..e1ng f rot.'t ss ,.:;cn car. 
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61 ';r ' ', 34 .' .' .' ,'. . . to . J ,;JOO.. 1.l'~ar or r e 'eesa1ofi t1.ghtel1ad. the Am@rica.n market; 

Amel:" ioan produotiGn was eati ng away th.e baol~10g l!l.nd t he 

fta.tt~ek on sterling" ba4 begun . I t. was s1 t uatlcns l Ute t h is 

t ha-t devaluatlon hO,ped to eorrect . It t he markgt tor the 

small car exists 1.1'1: th1.s co~rttr1 . the (i,evaluat i on su.pported 

by a. vigorous pt>omotlonal eampa.1..gn m1sh.t, provee·ffectlve .. 

Na.sh and Ka.1S$Jit ... F.r1Ji.~er ~e betting t ha.t such a market e~1$ts 

and the a.fteet their ent.ranee, may have on t he Brit1ah produ()t. 

1s d1 tritt'll t to e'va.luate. A general t\cceptan<!:e Qf' the light .; 

economic,al ear may brlng lnerea.sed sales ~oal1 or-the oom"" 

petition may end t he la.st hop& ()if deve lop ing a.ny-t h ine; but a. 

nO"9'elty and 'luxury muket . 

tJi"1ttsh englnee;t>lng is reput.edlY$ound. and should the 

price change lnduo·$ :1ne~eQ.eed de·mand; a mod.-el mQre suited t (l) 

American t.eAJte may be produc$d. Such a deve lopment maybe 

'tiltlderway in the tur'b1ne englTHIt,)if> l3rltatn 1$ years ahead of 

us in t hlefield and a perfeoted model may pay off In in­

creal;led dol lar market,.s ~ 

aeve1'ltol tl from 1938 to 1914-9 while pre:d:t1etlon (lollbled . This 
wa.$a.t. t he cost or p-r1;,.e.t,1one a.t hQme .. 

34 Lalil<0r an4 I nllw!tll a i r! ,s.1n. P. 141 . 

'5 ;rIm!, LV ( M~Ob 20 t 19411 . ll'he Rever 00. has tested 
a. medel wh1eh showed thatsmOQ't.'h Perte1"lna.nce and Spe!$d are 
posalbl& wit.h the turbine ertl'1ne . ~ema.1.n problem 1s 
heavy tuel eo.neumptlonat present . 



The Uengineeringlf industries 1nclude a.ll of thoeeprQ­

dueing equipment to b$ uSed in. lndustl"Y or agr1:¢ult.U;re •. 

,:xpana1on her e depends al most entir ely on steel bGcomll'lg 

available . Some typeD are .a. British f!lpeelal t y w1 ill a ' kn.own 

reputat1on;. Some nave alwa.ys be:en import·ed :hom the doll at' 

area . Government plane oall fora.n increase to 2]0% ot lS'S 

level 1'01" GXports and roughly to 170% in prOduction ) 

"urtilar effort.s are being ma.de to. {i,evolop ea.oh oat.esol"Y eo 

thrat its eontr'i but1on to the restoration of Goonomi<;t· stability 

ldll be maximized. Home requlramenta ~ reduction of hard 

c,urN no.y area lmpor1H3 ' or lnoree.Be of exports to too same are~e 

and: development, of bao.kward ~ea.,a are all cons idered befoI''6 

'undertakIng to allo.Q.ate materials or output ~ The . human mind 

16 a re markably eff1c1ent a.ppar atus but one m1ght ba l')ar" 

mltted t o qYestlon lts ability to aval.uatacorreet ly and 

c;lasGJ.fy such a maze of long run cQnsiderat10ns i'iL'I'1d altar­

natives when profit posBlbl11tles are bal d i n abeyance by 

taxes Uond control.s . 

The electl'iCal equlpment industry 1s a Qonglomeration 

of tl.rms manufacturing a. va.r1ety of produots and ae-rv1ng 

va.rious aarkets . The growthot tbls industry and particularly 

its position 111 the export market was determ ,loodorl~lnall, 'by 

the nature 'Of' tho electric power Illanufacturlpg and d1strl-

buting industry . or many years , tlhe cOluplacenoyof Br1t1sh 

industry held back the develepment of el€i/otrlo power . f h.e 

percenta.ge Qf !ndustr-y that w.e.e powered by al$ctr1c1ty WM 
~------,--~ .. -.-

) Cmd . 7572~ p . 24. ' 
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far smaller in the United Kingdom than in Germany or the 

United States throughout the 1920' s)7 ;Per cap1 tis. output 

also l agged 'because producing compa.nieS were small and un ... 

organized . Many dIfferent vol ta.ge s and. tre Qu~noles were 

supplied and inefficient plants oaused, prices to be excessive 

1,n some loce.ll'tles .. 

The Central Electr1ci t y Board wa.a instituted in 1926 to 

reor~a.n1ze the producers . Under ite auspices, the I'tGrid; 't 

a national network connect ,lng all publ1c suppliers , was eet 

up . This increased t he ava ilable suppl y, ellminat.ed ineffi­

cient pl ants and reduOed costs . Electrification spread as 

new industry deVelopa:td. and as the sta.ple tra.de s modern1zed . 

Indeed, demand has grown to such an extent t hat Shortage s of 

power during peak load periods have 'been one of' the ae:rlou.s 

bar :r1ers to attaining production goals . 1'he Eleotricity Act 

which went 1nto effect on August 13 . 1947; tranatezored the 

W'holeelect,rlclty supply industry to public ownership . l'he 

central authority created by t his act has t he responsibility 

for developing and maintaining an effIcient system cf supply 

for all pa.:rte of Great Britain. 'rhls authorUy a leo has 

power to co-ordinate d1etrlbutlon areas and exercise financial 

control over firms enga.ged, in distribution of electrIcity. 

The inability of the prior supervisory agency to control thiS 

sector of the 1ndustry ehs.pply limited its effectiveness e1nee 

37 Ka.hn, pp . 114ft. Much of the background. d1scuaslon 
on the sub je ct toll'owE.! this pl"esent a t1on .. 
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the $ame t ype .of dupllce.tlfm ~ disorganiza t1on and lnetflclency 

reigned here t hat plag:IJ.e d t he productive end. 

A program of building generating capaoity is we1,1 under ... 

'fila.y . ~he aim is to oon.stiruct ca.pacity sufficient to banEUe 

tile peak load by t.he winter .of 1950"'Sl..}8 Untn then , stag­

ger1ng of' hoW!'s,outoffs " and appe.3ls for 'vol untar y eoopera­

tiCll ue he1np; uslltd t o stretoh pr esent supplie s . 1'he ~ on'" 

t1nued use of thliJse devioes may 'be necessary if the coal 

supply is no t eu:f'fl~1ellt to allow full use .of avail able eapac-

1. ty . The est1mate ref.erro,d to :above is ad.ml tted to be .opt! ... 

mi.stlc i n t hat rull USe of El>ld and deteriorating equipment is 

incl uded 11'1 the. availa.ble Cap8.01ty. 39 EVen under idea.l 001'1- · 

d:1.tio'TlB. at laast one more year 'tfould. be ne cessary' to provide 

a !!lar~1n of sa.fety ~ rhis digress ion serves two pur poses . It 

expla.ins a. further obstaole t o industrial gro\tth and eff l e1ency 

and 111umina.~s the r4-asons t hat t he app11ance and c a pital 

sUPply 1nduatriea gr&w slowl y. 

The a'!)p11a:t'l~e ana flxtura suppl iers were pr evented from 

using e f fioient mass preduet10n ~~thod8 by t he l arge variety 

of vol tagea and frequenc i e s t hat t hey had to serve ~ ~anu'"' 

f'acttll'ere of cabl e I wire I , a.nd lilacb1 nery fars a. much ba tter and 

were mOPe i mportant t o' 1;he export marltet . Just pr i or to t he 

38 Ecpn<om1e Survey .t or 1948, Crud. 7)44, p . 25 . 

39 li'or'e i.l£P CommeH&'!: W. k,lX" XXXIX ( Apri l 10 , 1950), p , ,1-
A s~vey hor edeclal's s t hat the shortage w111 not beoveroome 
until 1956. Stations are t aki ng f oUl:" t o f ive year s t o build 
r ather t han t he e s t l ma.t ed. t hree. SnagEi. are t1me r equired to .. 
cleara.noe .of designs , Shortages of t ools. manpower and. parts 
( v a.lves and h1gh p~sau:re tlub1ng) and under .. s l 2:ed 'l:.m1 ts .. 
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waJ'the a.ppliance d1.vislon was gaining a foothold in the ex'" 

p01;"t market. . 1..:11 soc1:.101'1s of t he industry cQnke.ep. busy . 

suppl ying t he home ma.rket for some yaax's . A part oft-he 

output does go abrOQ.d,: however, and eons1derlng the prom1.s1ns 

domestic marke t; this i ndnstry seams to be 1n an e~C$ll.ent 

posl tlon to expand eff1,elantly a.nd become an importa.nt factor 

in t he world fna.i:"ket Ql!splte large dl.mar1can competitoI'$ . , 

One mot's faotor pl'o~a.bl. Y' 1 1m! ted (tlff1c1e nt gl'G\jth 1'rl the 

electrica l supply lna,ustrlos ~ That 1s monopoly . The .91'1 t.1sh 

Electrical and. Allied Manu.faoturers Associa.t i on united all 

branche s of the industry and sectlone of this pa.ternal 'body 

controlled e ach bra.n(~h . 1£he Eleetrio Lamp llanufao turers 
. , 

AS$ooiatl on af' Gl'f)at Brit.ain Ltd . c ame into ex1etonee i n 1919 

inheriting control from a patent pool trust.. Itcorr~rolled 

from 90% to 95% of the facilities· i n the l amp manufacturing 
, 40 
industry , rsstr10ted output and dic t.ated pr1eee . fha· 

Ca.ble !: ~a.kers Association tmd, 'the Electrioa l Eng ineering 

,Association perf orme d like funo tlcms in th.es~etor under tohe!r 

jurisdiction., 

Phis affinity for monopoly that 1s displ ayed by t hA 

younger industries in Brite,in is at tributed to l ack of eon-

fidenoe i n free compe t1 tion and a distaste f or 80vef'nm~'I'1t 

control . TM fear of competition was probably inspired by 

the example of.' t he .staple ind.ustries in t h@ period. between 

the wars When t ha new ind.u.stries were growi ng In mueh the same 

l~8 

40 , Arthur Fletchet' Luca.s, .!nd:uatr1a.l Recons:ttyotlon a.nd t.he 
Control.9!polll'pet1t1og ( London. 19;7)' P. i;l~ • . 



pattGrn t hat the older ones had fol lowed . That is. small 

inefflcient unit.a 1.re.l"'1 spr lt1g i ,ng up and few could fina.nce 

expana i on to a size neoe ssary t o t ake 9.dvant age of ma ss Pl"'O­

dUI!lt1on methods then heoc>ming so preval ent in other ' i ndus ... 

trial. eountrie.s . The protective tariff policy of t hO 20 1
• 

cel"t,ain1y nurtured t oo mOVEm}ent to'lolard monopoly . The ·j J'1dus+.­

trie o were almost guaranteed the h ome and empi re 'markets and 

r181 np; national i em i n t.he \';0%'10. combined '1'11 th t he ~r otffl .in­

OIff101anoy to deprive t he m of a 'broader marke t . Rat her than 

struggle f 'or ah~a of' the el~iU'ly demaroat ed mnrke t .; SOlll& 

indus tries chose to d1vld.tl and oontrol output anc'l eet p:t'lcea . 

It Mems that $uc:h a policv is a01ng to stifle progress and 

allow the more v i,l:l;.oroue count erparts in othe r l'lP..t1ons t o 1m .. 

pr ove method's and technologies nt 0. much f aster r a te t han the 

eomplaoent members of the m.enopoly . 

While the a.s sooia tion tYP0 of menopoly was the moat pr ev­

alent in '1!;np;land., t he combine was the I nstrument used in con­

trol1111P! the chemiG£l.l 1nClustn-- t he only i mpor t an t export 

trade t hat we have nGt touc'hed on . The f act that t h is 5f'OUP 

is by na ture and. age he t Broge nooU9 ca.USe S it to f al l QU.t s lde 

or Doth the old and new cates or16s . The domi nant f actor i s 

t he very 9xtensivs control exercised 'by t he Imperia.l Chemica.l 

I ndustr le a , Lt d .. (I. 0 .. 1. ). Th is 1ndustry deve~oped along 

So differe nt lioo t hen most of those pr eviousl y mentioned . 

lh$ther neoa.USQ of intensive f.orGign (lompe ti tlon front cartel s 

.or beoause of the na:t\1re of t he ,men involved , t he t endency 

t o oX"ll:a nize i n Clcllnblne a which ent &.i1ed ownershi p transfer W4S 
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fa. tea.turo of nearly all dl"litJions of thtf oho 1r: lca.l irldu8try . 

F..xplc.a1vea Trooe s, Lt.d . \taa tamed in 1918 by cot.::.b1n1ng all 

but thl"ae producers in t.hls :£'101d. Tber€ were IJW;n.v oombines 

formed lQr tQ th1s tim!:) and tb.oy ~. associated tightly 

before .tha,yart 'but tho need for 11 more 1"1g1 <1 organl21e.t ion to 

'Conduct the ~;ar 1nsp il"6d the final trle rser ~ 

'''''1;$'00106 of' war Blao caua~d the oontrali7.3t1Qn of' tho 

dYe industry 'Un(ler the 'Srl tieh Dyaetufts Corpo·ration. This 

JIIOV9 · was government- inspired to daal with the emergen.cy 

-x1&t1ng dua to tho faot that Gerrna.n.y ha.d boen t ll€' so\)%"ce of 

uPllly snd lIas ~Ut otf . ' The eo%,poration was semi .... pub11e in 

that it waG part 1ally government-ow'ned and dl:re ct~d ~ In 192, 

t he govern.'Usnt d.1VlSBted 1tGelf' of' the ahru .. eo and dropped till 

super-vinory autbority . 

In the other bra.nche s of the 1nrlustry ; two compa.nie s 

eKerc 1s~d almo.et complete contr'cl by the ond of the First 

World Wn~. Brunnor. ~on~ & Company and United Alk~ll we~ 

'botn bogun in tho n1net.{lHHlth oen.tury and, art,(JIr an ext4!nded 

X'lva.lry , ba.aeel largoly on epOtlsorsh1p of' ditter-ent alkali 

pl"<!)e~sseo , they m(;.!.ne pea4e Q.lld expanded to oontl"ol alka.l! ; 

ocla compo'Unda , olllor1ne . bleach1ng pm'fder , ammonia. (V 

pounds and aoids . In 1926 , 1' .> C. 1 . wo.sorsan1zed to uni t e 

a.tld control the indust.r:r . Thin paternal firm ,,,as not 8. 

pass ive holding eom:po,r1Y but by 1!!.1.rGet representation con· 

trolled the aubsld 1al'1i9s And o~rat~d toll"1Bure hru-mcny a.nd 

co~ord1natad direotion of t he .eight eoomical f i elds 
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Clontrolled .• 41 

Oentral itat1Qtl of·, PllrchaSillg of 1',80\"1 mat erials, ma.rk~1:':1ng . 

adV6r'tiain3, research and caplta.l e~pend1ture ere C OD'sidel"$d 

to 'be t he prinoipal methGds of effecti ng savings other than 

by avoiding duplica.tion and overlappi ng fa.·oillt 1e~3'. ' In oon­

traat to the trade !lesoolations l this combine had t he r epu­

ta.tIon of expanding widely and el iminating inef"flo.1ent plant • • 

Te.chnical research wa.s also pushed a.nd its pOS ition as the 

largest British industr1eJ. unit enabl~s it to establish 

f'brolgn max-keto easily " 'l:he fortuat i ·on of ag;t"eel11ent$ w1th DU 

Pont a.nd 1 ~ G. Farben1ndustx-1es limited its export. expans i on . 

Agreements dividi ng the world market, are generally be lieved 

to have · been conclu.ded between these gi ants . l;Ihether tre 

oompetl tion I n the 'Worl d. market would have bfHilln beneficial 

or detrimenta.l to Britain ' s e~pOl't pos.1tlon in this fie ld is 

an open question far' beyond <f;,he aeope of this paper to pl"obEl ~ 

This :f1:rm is thought to be among t ho most progress ive· and. ' 

wealthiest i n t he United K1.ngdom. A certain tlInterprise and 

e..ggresslveness must hAve been present to form th~g:roup 

'Originally . If t his same sp1rit can be turned t oward t he 

solution of t he balance of'paj"'menta problem , r . C. I . s hould 

'be able to make a siza.ble oont l'ibutlon to t he export dJ:>lva . 

The po t ential! t y of becomiI'l..g a fa.ctorin t he dollar mar lmt 

seems extremel y limited evan in t he event that, t he former 

-----
1-1-1 Al kallelll" explosives , :fer-tl11~r , synthe tics ( eh1etly 

nitrofSen) j genera.l ohemic¢J.la , lime , meta.l-e (16~gely non­
terrous) , leather c1 Qthi and .(lye-stuffs . I ~ O. I . al so (.tAS 
holdings in other i ndustries but domi nates only these . 
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agreetnent s no longer exlst . 42 The sta.rt a.ccorded. to D\l .Pont 

and other American firma ' .1s probably t oo gr eat to ov¢ roome 

but t he cond1tionor Germa.n industry should open many cth!:n', 
, 4 

t:larkets to competition. 

o . Sull"Jltary 

~;e have indicated t hat }3r1 tish induatry hus many proP'" 

lEims to overoome . Some are due to t he wa.:y in which t he indus­

try and the economy 'd~velope'L Laelo:: o ,f patural advanta.~es 

SUC rl as oil ~ non .. f'arrou,a metals, and hydroelectric pol'Jer can 

never be l"sm&d:ied directly but must be c'ompe nsated for by 

teOhnic a l proea'"ess . The aaherenos to old methods , products 

and equipmont must yield to the ~ame force , Improvement that 

houlo. have co:ns OVEU' tho years can not, be brouSht about 

cheapl y or 1mlll$diately .. Ca6~ studies i ndlea.t e ' thtlt l mp:r6ve,­

meant can be obt ained by applying known me t hode more et.';f;j-

cl~ntly . 4rcf'essor ore nee of the University of Bil"tUlngham 

summed up som~ Gtep$ suggested a.s means 'of o:rlng.i ng about 

adjustment i n t he f oregoing diSCUSSion • ....,.4 ey lU'e :not all 

applicabl e to one ease " but saat 'tared judicious l y they would 

42 11m • • LV (March 13 , 1950), p . 64 . Patent a,8l'6ement s 
a.rE} 'believed to have been term,lnateda.nd 1. C. r , purohased· 
Arnold Hoffman &00 .. t a.n ol d but minor Amerioan chemic a.l 
fir'Ith SOine of I . C. 1 . l a 12 , 000 products may bo maI1ltfaotured 
here In an ef'fort.to &*pa.nd t 

It3 !his whole disous sion is baaed on E-rv1n Rexner , In\!r .. 
nat !;Hlal aa;rt~l Ii, (Chapel lUll . 1.945 ) J PP,. 296ft .,. and Lucas'. 
£P. ct. , pp . 1~4~aoo . 

44 . P . arg.ant FlcH.""ence J 1lInduatrla.l Change . n rhe!nd'ustr$al 
Future of reat Britain, pp .. 203ff . ." , 

,t" ,? 
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Co much good . They ~e: -

e.) Shift wor k- ''''mo1''e shifts on effic ient e{').ulpl.'J'Wnt 
and di s ca r d i ng of most ine fficient machina l"~ 

b) Staggered hours ' t o best utilize availabl 
power 

c ) St, and.ardh,at1on of P:roduct .. - l 1m1ti21g variety 
avallable 

d) Incentives for management i n nat ional izod 1n ... 
dustX' 

.. ) Increaa~d mechanization . - He ahO'l'48 that t h 
inoreased U. S e. produotion ls closely tied 
to inere ased m~ cha.niza.tion . 

While anov~rnle;ht ohange from pr e sent s·qulpment . 1';0 t he 

most moder n 1.s obv1ouS'l y i mposs ible , a move in t.hat. d lr(l ¢tlon ,-

accompa.nied by t he ~evalued prioe and pos s ibly a narrowed. 

pr-ofl t ma1"£51n can make, ~ood ll'l9'rol:i;a.ndlae mark.stable . A point 

t ha t is f r equent l y mi ssed. ;in British t.rade disQUBSi ons b1,lt 

always present. i n American tar 1ff t al ka is t hat Amer ican 

labor, while mot'e produ~t1_v8 generally- t han any i n t he world, 

is also !'lore h i ghly paid., Produott vi t y can mOVe slowly 

towe.rsd the goal of equality and be competit i ve frOID t he point 

a.t whl ch the wage-produotivity ratios ara equal. That point 

shoul d have been pa.esed. i n BOnl@oi' the more progr'fHlls1ve plantllS 

and industri e s . In other w-ordS ; J!Ol'B British produc t s muat be 

brought -to such a. pO,lr.lt i n eornparat1ve eosta t hat oonsumer 

pre f erenoe- except ed , t b.$y fIIh~uld move- in i nt ernational trade. 

OVGl"ooming t he pr e f e ranae G,r t he consU'mer ls qu i t~ 

anotMr thing. Adv$l't1s1ng ha.s e s t ablished tast;~ s i n t he 
, 

Un! t ed States and 1n ma.ny ot her dollar m.ark~t$that ¢s.nnot 

be ciroumvent ed by a alight, pr loe dif ferential . I t. ha.s been 

5' 



suggested 'that early Britis h trade eminence was buUt on 

1,) entsll'pr.1Ss. ~ to:res1tJlt ~ and self .... rellanee , and, 2), cl'\ilalU,y 
41; eOo(1a of flr,st class appearanoe a.t the right priee ~ . oJ( , If' 

the ad!l'irable qualities werc&xerclaed i n p~oduc1ng . the ":! 

qually admira.ble type of mar~ha.ndi. se tM tra.de situa.tion: 

would be al l ev'iated . Eff'arts a.r~ oo1ng maMto c'f'$ate new 

products a.nd to ~dapt 01d ooos ' to the t llstea of the eon­

sumers . If devaluat i on eoo"ns t he , l"'Gqu1I"od roap1t(l , ,Perhaps 

items like the prev:1.ously menti oned gas turbine £ttitomobile 

and th~ jet- propelled commercial transport airplane, which a 

British manufacturer is porfecting. will give Englano, a. 

l~adlnB posit ion in ' uome fields o'f maSs manufa.cturing t ,o re ... 

place the old staple tradEls which seem unlikely to e ver 

r~ oover 0. semblanee of their old position . 

From the suppl y slde it appears that. recovery is possi­

bl e . Elans call for a net balance on current aocount of 

,~400 million by 1952:"'3 and a daf1e1 t of e291 mlllion to the 

dol lar GJ:"oa . '1lhe eff ort expected does not so em to 'be. super ... 

~~7 . . b -huma.n . The ~avest d.ange:rs S0EHll to . e t hat r estrictions 

on 111veatment r'Coupl~Hl \11th import PI"10~ 1ncreases due t o (},e"" 

valuation will. d1g,!'upt tlJ.e : industrial recovery program or 

that raw ma.t eria.l price increases will dlsoount increaSes 1n 

45 Leslle Gamage ,. !lTbe lC:ltport Drive', '" 1b.14.. j Pl' . 131ft. 
He adds a. third factor: a domi nant merobant neat a.nd aoaom­
panyl l'l$ invlsible service. ,. 

1.:.4-

1 
.!!J!!! . LV ( P'$bruary ($ , 1.950 ) ~ 

that the U. S •. plane 1n<11UJ'tr y fearl 
thi s field will oost the U. 5 . many 

p . 76 . The it.em declares -
t hat t ha 191"1 t1'sh lead 1n 
markets i n the future .. 

J.~7 . 
Omd .. 7572, p. 42 . 



pJ>oduetiv:1t,y .. The fil!'stmust ~, aaJ.usted by poliey shifts 

'but the second is subj~ct to the vagartes of world supply .. 

Nai the!' source i$ pred1c~t).ble ,to a s1gnif1oa1l'~ desree but. ' 

if' the value of ' cur;r,eney : deplNil-eiat:l.on were ,to 'be de t l'Jrmine:d. 

a t .riotly from a ,supply v'iawpo 1nt \ 1 t. \10uld most . pro'ba.~lY be 

rieglative . The. added supply ocste mast be more than ,offset 

bY'd~mand gain.s . 

'"i 



Oha.pter III 

Invisible I tams 

Though an lndustrial basia may be necessary for a 

IIfavcr-aole tl balan~ of payments) the margi n is certainly 

determined by the 11lnviaible" items . To say t hat i n Britain"s 

history the preseno.e of a large volume of' inviSible item s 

Obscured, the trend that nO'l'1 must be reversed .1s a.n admission 

of t he ir lmportano61o For our purposes a broad d ivision of 

these items into two groups, 1) serv1ees# includ i ng shipping; 

insuranoe, brokerage , and fee .s, and 2) investments wl1lserv6: 

be st. 1'he sex-vi ce inoom~l of' the Un1 ted Kingdom. followed the 

tide s of British trade as mi ght be expecte d since most of the 

:1 tems are v1 tal to roB. terlal tranBactlons. Such non .. ,trade 

1 tems a.s government expel'}.di ture S and tour1st receipts were 

considered defioit items when Brita.nnia ruled t he w&VeS but 

w111 be ment1oned. specifically l.at.er when prospe ctive income 

18 treated . Investment.s are also r e l a ted to export ot goods 

but .Savings or governmentspend1ng have an i mportant bearIng 

in th1s group . 

APpreciation of the gain to b~ derived from using thelr 

own shipe dates from at lea.st the 14th Oentury 1n England . l 

1 A law dat1ng from 1361 stat.es that "None of the King" s 
liege people do ti"om henceforth ship any merchandise in g01ng 
wi thout or coming wi thin the realm ot' S'ngland,. 1n any port, but­
only in the ships of the RIng's l1egance. Ii Similar l aws were 
passed under the Tudors in 1485, 1488, 1532 and. 1540 . The best 
known procl amat ions of this sort are t.he Navigation Aots ot 
1651 and 1660 Whioh appl ie d to oolonies as well 8.S the home 
,"slands . Ephr1am .Li pson, ]icQnomlp HistorY .2t. Epp;lano . (London, 
1931) . ' , 



The method was recommended by the Mercantilists for adding to 

the wealth of the nation and is one of the reasons for the 

naval strength. 2 It is logical that the development of in-

surance, banking , and similar services would stem from an 

appreciation of shipping revenue. As previously mentioned 

(Chapter II) the physical trade volume ran at a deficit from 

at least 1825 and invisibles filled the gap and enabled the 

British people to add something to holdings abroad. in all 

years between 1850 and 1913 except for t he bad crop years in 

the late 1870's.3 The amount added fluctuated with foreign 

trade and domestic prosperity but the total grew constantly. 

1'a"& .9 

~~d K~ , ~~t~miM911t-.tBnual . !Ye!!i"S 
. ~. ,' , . 

Per-.Loa. 14f:iQ:'chl:uld!se N.t Serri.oe Net lnTe$_nt Net Gap1ta1 
!!l!¥~ ,.~':" l In~ . Inoome . "~no. 

1870-74 612 11\.0 ' 48 .0 60.8 .. , 
187~O 120,.1 76.6 47.9 3.8 
1881...a5 103.5 ?t.lL $6.0. 29019 
188&"90 ~3 .. 3 82 .. 1 S~.l , 70.9 
1891--99 148.8 87.2 92.6 31,.0 
1900 ... 1904 l.66~9 103.5 lOb·,,? 2J. .. 3 
190$...09 ."., .126.8 )J8,2 109., 
1908 ... 13 156 .. 0 131.0 198.5 167 .. 5 
1914-20 ...... ..... - ~ . 

1921--29 , 60,,0 212.0 a40.0- ·92 .• 0 
19.3o-;n .336. 0 13.1 .0 ],;'/6 .. 0 -1, _0: 

Until the First World War the British Isles were the 

foremost source of capital in an expanding world. The decade 

2 Among others, Thomas Mun in his England's Treasure £I 
Forraign Trade .(1664) postulates the procedure. 

3 Kahn, p. 125. 

4 Combined from W. Arthur Lewis, Economic Survey 1919-
1 939 (London, 1949), Table XV, p. 202, and Kahn, ~. cit., 
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ending in 1913 'tfas i n abs olute terms t he penk of Bt"1t1.sh In- · 

ve stment just a s 1 t lV'Sl./a t he product. t on peak f or t he :ar1 t,1sh 

e XpQrt. i nd.ustry. As i nvent ion. ,dlsoovery, or Gome social . 

t orce ea:Ulll:E~d a. rtegl on t o deva'lGp , or more l nt ensl va explo1 tao. 

tlon due to transportatlen changes 01" productive i.mpr ovaments 

ri e.me ' a.bout , British indua.try woul d furni sh t h0 e quipment; 

Br i tlsh inves t ors t he money, Br lt i ahahl ps t he t ransport at ion 

a.nd i n many eaeas , British :personnel the supervi sion .. 

In t he ye ar s foll owi ng World 'iar I ~ a deoline 8Gt i n ., 

For the ye ars from 1924 t o 1.929 the 4e t erl orat l on of t he com ... , 

petlt1ve po's 1. tlon of British lrlaustr'Y was the kEt y :factor. 

Thi s was fea tured by . t he- dU'n eul ties i n t he s t aple trades , 
. 

d1sous13ed i n t he las t chapte r . The l norea se s 1n the v ar-1.ous 

oa t egorl.e s ot i mpQ l"'ts st'l?e'ss tb1s r e l ative de011ne . 13et\1e&n 

191' a.nd 19a9, f ood. drink ana toba,4CO import s 1nQreaeed 

31 . 2%, those of manuf'a.etured. gooda t.a . l $ an,d r a.w material 

11ll1}'lOl'ta cnlYl . 6~ . 5 Notlee also (Table 11) t hat Brit1sb ex ... 

ports 'by volume tn 1929 wer e only 86 . 6% ¢J,t the 1913 leveL 

World trade in t he s ame ye ar wa.s 1',% of 191,.6 The d9«11n$ 

then was absolute as well as r e l a tive.. The dependenee for 

e.xPQl:rts on the stagnating industrles was brought out in the 

last chapt e r but the fQllowl.ns table 111ustrate s the reason 

for t he r e l a tive deoline r ,ather well " 

Tabl e l ) , ' p •. 126, and Tabl~ 15, p . 128 " Both authors confess 
to 'l na'Oc~ao1e e and t he ad justment made to combine them ¢e·r ­
t a.lnly would not i mprove matters but I b$11eve t !;.a t the bl'"oad -
trends a.re indicative . 

5 

6 

Ka.hn. p . 1'5 • . 

Lewis, p . 19. 
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{ 

Gt"$a.t Brl Wn 
~ 
tl. S •.. 

feu lQ 

Less tJ1241 75;' 15%-1;0 

42.-1 
21.:3 
l7 ~·1 

33.5 
SS,'3 
3S.S 

MOl:"e then l~ Un~S1t-

4 .. 3 
4S 

28 •. 6 

20:.~ 
12.9 
15~:~ 

The f l aws in the lnduatr,lal me.k~-'UP of theUnlted King­

dom showed up moet clea.rly in this, deoade when the world, was 

enjoying a. post- war pr.osperlty which B~italn could not share 

equitably because of t he compountled lnefnolenoles . ))urine; 

the Bame period. however. lnv1alble 1tems rea.chad t heir peak 

in tar-me of mcmetary return~ Tlie pl)und.ste'rl1.ng Was s UII 

the OU1"rency of world. tr&d.e, the finanoial center in London 

and Enp;11ah lnsurance firms we:re still revered in their field . 

Gro ss investments made abroad were a·til l '·' sUbstantia.l and 

oapital outflow was good al t.hough .repayments malW theneto 

figure unimpressive . One factor l1miting l nvestment w8.e 

t.hat an aruOUDt of' money that was f'cu·tlloll'ly saved was nQW go. 

ine; into the' eort8umptton of t.he increased imports. Heavy 

taxes on bus 1ness prof1te~ ineome s and 1nheri t ance. followed 

t he war e. necessary a<3junet to t he increased soelal eer ... 

vices . This .started a redistribution of 1noome that decrea.ed 

savings • .. , 

An est1mated one- t1tth to one- fourth of English. 1nvestment 

~d been. lost durIng t he war from s.ales to _re;1se forelgn 

7 Ibid., p . 18. 
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exchange and from defaults in the be111gel"Gnt ¢c:mntrles . 6 

Beoause P!'·osper1tl 1f1u1 ted the l'a.w mat~rla.l pl"oduolng c c>un"" 

trIes andt.he industries whi ch were vehicles for Bl"lt1oh ' 

1nviutmant 1n foreign ootnltl'les~ income · did n~t fall pro'" 

portiona.t ely,. Increased worl d trade tJ.sed l3rlt1sh eh1pplnl!!!1 

a.nd ::rate s were hlv;h at this time thU ab11hg th rehtm' 

neat· to eontr1but.e substant1ally to the 'ba.lance of' paYments . 

1'4ble II 

T1ni:!eit~(1ne ~4 florae: ~. 'B.n.d lue';t"t~9 

Yea.r --
1913 
192h 
1927 
1929 
19;32 
1936 
19.37 

'J/. t~ . 'ol~~eS 

jl~~~! 

100.0 
60..0 
61.,8 
86.6 
~S 
651;;4 
71 •. 6 

Net ~W. 

100.0 
1,06.,4 

. ll8~) 
121 ~) 
lo6~ 9 
121&.6 
132 .. , 

U.,Jt. ~~ ... tage ot .or~ toW 

~ 

1J~1l. 
12.,1l 
U.lO 
u).7S 
9.?a 
~Q .. .30 
9. 87 

ImWtl, 

15.24 
17, •. 62 
1.~.9~ 
15 .. 19 
16.jo 
17.60 

. 17 .03 

T:b$ deprestf10n ot 1929 .... '0 b.rought an a:brupttuf'nabqut 

to tho ourrent oonnt balancG of payments . foe phle1~al 

items bals.nc~ wa.S Qtll y about lO% or { ,4 mil,lion 1es8 (avo!"'.., 

able i n 1931 while t he 1nvisible items t ell b or :t 157 

mIllion Qf tbelr 1929 total.,lO Br1t.a1n' s · shar s 0 ,( world 

t rade did notdecl lne ca.lamitously but the wopld total cUd 

1'3.11 , e epGcb..lly In. man'Utaotures ., As mentioned pilev10uely t 

~&hn, p . 137. 
5:1.000 mill.ion. 

9 Ib1~ ., ~ . 132 . 

~hla 1s an EOonO!~8~ U .ftte of i 850 .... 

10 Walte;r Ih Morton, Britt!S F.1nan,§}.2'9..;.194Q ( Mad,1s.on, 
1943), P. 73 . 



lndustr1~s eonti nu-ed tbe lt' deoline but th~ worl d 

e1tua.t1on ,pr oved rlJ,V'ora:bl~ l'w1th the hslp of $mplre 'preter ... 

nee to the au.tom.obile a.nd cbem1cal 1ndust"y . This ~na.bled 

Br1ta.1n to ro t ain the relative posit ion abe hold in the 20·8. 

,1 e a.te go!,,!, nV1e'1'bl$ Items, oontr1b\4te(i ' to tb 

pr eei Qua d t h arts!' e ffe cts t hat a.re t e l t 

to ~ t hi pPln _nd sh1pbull(l1n~ tho oft-repeat!ld r.elatlve 

and absolute t al11B again the- fe ature . 1'hle follows natu" 

the tt-ada voluDlG ~eell !U", . 19ht ~at~B tell 25~ 

from 1929 to 19" and 1d10 tonnage , 1norea.etlq , tllore th$.n fliT .. 

toldw Ifhe f'1lt'st su.bsidies, W'e:r9 g i'V,",'n to the lnduat-ry 1 

were a.lso bolstered by 

owner~ . lthough reeoverywtlscomplete i n 1937 and l!'atett 

were 32~ abov~ 1929 theBIl'.lt1sh eh!u!'(J of world ca"ao1ty ha~ 

b p • From '9~ Qf t he world total in 1913 anda~ 

in 1929, it had f'lUlen ~o 26% by 19". TMs , or eour.e~ was. 

a d1re ct t'esnlt or th~ $rf~ct that the dQpns~ed condlt1ons . 

ot 13r1 to.1n · s tra~el ha.d on s h1pbulld1tlP: . Part or the subs i dy 

1'rO'\'111, '1 the Br1tteh Shipping Aas1atanee- Aot of F~bruary , 

1935. f'urn1ahed tundll to build OM ton or Shipping tor every 

two scrapped or t o modernize one ton for every one tJerapped . 

An ad.d1t1onal part, of' the program involved d 
11 

r~z1.ng yards that were i neffic1ent . 

World War II wreaked havee on Sr1 tiSh ahlpp1ng 1a a 

11 Mor tofi, pp. 22'4tr. 
al'$ t s.ken f'rom t he $6 pagea, 

~1 Itatistlcs in th19 pa.~a65rl!1ph 
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~lIat:l.veway . ' Oms 2ouroe12 claims that almoat one "haH~ of 

t he nri"t.ioh MerCha.nt ;FleG,tj . aa it. ' exi0ted in 193!i. ,wfil,slost 

ur1ngthG nosti11 tillS . , Much or this was !l€placeci and · tho ,. 

port:1on Qf" world eapaci ty was est1roa'bed to bd ' a.oout ;~,2% ,at. 

tbe end of' 1949.13 AS Rune1man po1.nt.Q out in hiS artle19iJ~4 
t lctuI'O is not quite that black beoause t~ f • ~.' h~_, 

l aid up a lal"se portion of' its fleet and haa 'shown l1t.t1 

eager'oosa to compe te ·:tot" 11' . F. trades (fo~elgl'l foreign ) 

t~adl3e} . rit1sh yards are buUd..1ng about ha.l1" ,or ·t he ships 

under construotion 1.n the world at the pres t t,1 .e . 15 

Government seems sa't1a:f'led that s.hlPplng 16 ad,equate at Pl"O­

sant a.nd will 'be in the near future tor home COfj}m6ree ~ If 

aim is to add shipe that w111 operate in F. F. 

will require faster ships and spec.1al d.esigns ;, 

'This 

oritica.l 

hortnso 10 in tanke~B and only in th1~ Ol ass do th~1 intend 

t o. eurpa&o pre--wa.r eapaclty i mmedl a t &l y . The yard capac.1t 

i s de,emsd t ,Q be- suffioient to. bandle planned. ex:pang1on 'but 

eteel suppl y 1s or itioal . 1th the moderat i n 

t otmnse planned.; \'ll,\h t he ut1l1~at,ion, of gret\ter Sp&(t4an4 

taster t urn-ar,o-und : e.nd with th.e hoped for inorease 1n world 

t rade , thQ 1952-53 .1neom& fX-Pttl shipping 1$ expaeted t ,Q be 

. .1.2 . toell~ l{unclma.n , ItSh1pp1l'lg , It, l !J4l!st."la:l FM!lure ~ !lE!t!t 
Brl\aln., p ~ 148 .. I ' ; 

1' . "Shippi ng H ldl1s trY' I s at BOom" sEnd •. tI N&\f.'i'9Ek J;l see. 
XOIX (January 4, 1950)" p . 5'., 

14 
~. 01~~, p. 150~ 

15 ttSbl PP1:ng Indue,try Ie at Boom' 8 End," £i. s.U" . P. 5) . 
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m to , 1947' 8 $121 million. i6 Thr:l , 1,941 

1.$ gl"o.ater tha.n! the.' eorra.sponding 19,8 sum .beeaus 

of ice levels . ' , \ 

he .cont1'1but,~onof , t!hJ,ppi ng and a.h1pbu tl di ng, to <the ' 

'P~lAnCG of'pay~nt$ can, if we accept OV$rrll.OO~t'· s \ , 

opinion, ~ubste.ntia.l 1t wo:rld tradl d if ,stee+ . 

nough t o perml t oonstruct ion to keep pacA' , 

wit h d.emand . Th1s 1$ making seve~a.l impl 1ci 

l':i~1tl$h a.h1pp1rl.g ~s assumed to b,a a.bl e ~o cQ¥Ilpe t iP ooat ... wls.e 

with t or:eiJ.1:n mercha.nt floets . rh1s i s probably jus.tl-t1ed 

OW, i n that thfJ U, S. has always had oost t roublt'as and 1$ 

~be on11 othsr large f leet in gxlst~nO& . ~luCh of tar 1 t a il:l " 

aelVat'lt,!);ge 1 n the pa.st sted on her predoml na.nt pos 1.ttQn i n 

~()1'1d.. trade and t choap eoat a:val1able f or fuel ~ i nc 

l'leith<U' faotor i s a.s i mportant now. only t he be liof t.hat. 

'tra.de wil l requlreal1 a.va.nabl~ eapao1 t y tor t1me 'Woul' 

Just1fy t hQ confidence or the Gove rnment . A t h ird aS$umptlon 

'Would. Iuvolve the con~1n~d td.l.e~ sa of U. S. capaclty.1'bls 

ODe Seems eound t DS1l'aluatl on prObably made t he compe titlve 

position better but. 1n'Vol VEld lit tle< .saOr1f1ce 0 BinGe 

price inCrea$EH' Wiped out pr·lct 1"~auet1ons not 6:e~tned assen- . 

tla.lto 1not"ea.eed bual na se _ 'rhe ~_ re " of course the other 
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tactors , llr ltlsh Jlhlppl n.g expenses In tor,s1gn porta and Brit. 

lah .f'f'·e 1 ght and pa.,ssemger payment. to t'Or'$lS11 line. . The 

exohange 'l"llte n~w w111 prob!1b11 ma.ke: the Brl tish Inore c()~eclotl' 

lO :L!~J . _ 1572. The Government 'es"t1mates in t p.ls p~ft.e:ra.ph. 
are taken' f r om page 28 of' t h1s pa.per . 



or toe advantage of ualng ·the1rhome &h1ps and may l"esult 

-in a. alight saving 1:>,f ex.cha:nge ~ . 
, 

In tha shipyard.s,_ tl1G problems those ot finding 

oW'nars wllling to . bulld lnthe faCe ot high ooC!rte a.n15. ·taXes 

u,na; trying to moat th~ .l"epa.!.r co·st Qompot1tloI). ot &rM1'1: . 

and ·Ja.pa.n ya.rdS . • Thi s industry is on. theveny . few -in 

which t.ho,. pl"od.uet1vity 1s Gqual t o that. of Its U. S • . (founter'" 

part. 17 There 1e h¢t:)e th$;t the 'c()st dlrrarenee ;(Ul lure 

Orne r:1can trade ther~ . \?'aJ.ua.t1on \ahou1d i ha.v~ helpEJd 

the prObl~lI'Is ' by widening profit mar~1n$ .a.nd io_roo­

-at tv$" ccstn : and ~oul'd' makathotaellitielt mOl", 

attJ"6.etlvo to d.olle..l;' 'buy.rs. A , a.s . .in shipping, th 

v¢l tt""", 

city · 

of he 

And 11 ' 

Ollln Uta 

worl , 1:'8.- d tho . 1 • i" . raser'a ellL'" 

tbe r~ps,t t"equle~t~s to uc('e. stul tulf'll1Mnt 
(*~ 

N$xt is 'relative etfie-i.eney of' thEl -:aritisn firJrl 

here that indiVidua.l ~rf"Ol't a.1d~'" by de:v"a.l,t1a-t1011 

oontl".1but1on. 

Wb!le no breakdown1s available onincom& from othe~ 

:rvleee, a. reV'1i!flf Qf tb.@ poat-waroond1 t10ns in each field 

elves evidenoe that It is below the pre- war to't.a.l and .ver 

likely torom.~ln th$r& ~n moetoaseS . An exception 1s the­

lneome from tou~1 ·at'* (>r ~tQUt'lsmn ae It i.e ealled , Only 

vagu t1matos 

'but 

1st tra.a.e will 

avallable onexpen.dlturea by the vls1to~. 

GQUrdes, WhIle pro-cla1mlng thC.t the net. ,~ ..... 

how an lntar·naM.onal a,,:f1'c-1 t, have ~lgh hop •• 

11 Phil1p l3Polm, "ProS'peot!."e National Income and Gapltal 
For.mation in the Unlted Kingdom;" ,Nf!;!-!l"1gan Ecqnotil10 ,Review, 
XltXVI ( September" 1946), p , 551. ' 
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fo~ at'avorttbl.c dellaA-" balancu!l. In 0: 

reAU ty muol,\ onooura.a:cmnnt 1£10 glvsn to 

tCH .. wlum.. Exwm\1w MVertls.1n.fb wi th 

cPlng ctS' .... so.ason tt'avel" · €l:tfo-l·t~ to . 

,_r t.o i'.'l.~lte th1~ a. 

promotiQn ot 

pltmt1tul t,:·o.vel 

(5 

tM111tlea .. th9 ' I9xtend1ng of prlV.1legeD to p\.ll"'Ohl~e Sa.Bol!?». 

atl;(!-3'" sQap" rAt1oned. el.ath,lne; am?, an allOWtM'lCI':!' or ~.lOO ~rtb 

ot tllX tree Itlttu G.r(J &1.11 (!I~plcH.4 of e1'topteh-oj,~ e:X:~ndedIl'18 

resultUnlted :Uat(fo alt1zens 09X)nnt. tUl ('Illtimn.ted :E 15 ' 

million 1'1l 1949. l;I. oen!)!lMt'lfO!bl 

of' 1937.1 ,-, Two qUflstio!1n !U"1& ItH 

att'lts.in 

doll 

1norQ&JGd. 

1.dsr 

l'Ht'l.1r4te with \be: xs"a.l COOt.s inth:t'l ll.allt 'Or 

a) 13 ctoV'tliluat1on effeotive in e.no~g1 

6.V~lora to t~ ex"nt tJ.l:l.t, "01181' In('O'~ 'w111 

In 1?G$aJ:'d t.o the tlr'st quent10n WE; bt'1\fQ t.c oo,n­

tU'~d on 600~S it s.Qld t.o to\U'l$tfj as &e>J41nlt 

ancantlvi\J it they vel"Q 801<1 to' irlttm~. a.t)'~4 

the senl$ or tutru.l.'"$ QonuUtile~6 tot' $Xportfil" and: tb6 

~~tmdl 'tiur6 ·on OONlumer goode 1"atM>l' thlal1 on prOdU(Ulir.''' 'I!iQQ, 

tbrlt 1t.a.ted by prepQl"'8.U.on t 'OI" t.Otl:t':1Bts, are OPPQstlll 

i4fl1S 01' tb& q.u~.'tl'O'O. It auom, t.o 

t\l"act1on Qf t.ru. Brltla,bIulae 1. 

enA 1n the e.'bsencQ of $ a£.l'OUAJl;l 

that ~hs b1.\~1"1.&l 

"'f'Y Ba.14~la CQm':IQdttJ' 

,1;" oomm041t1 

and •• ~- ccmpulft,s"on or dQl.larnoeda, the Dl"G.O\lOo.l 

It' 0 p . ,0. 

:t'oJ:t"d Ii 
in thet ettl-



OOurDS J in 'tih~ ' abGsnaQ 0;1:' ()v~~whelui1'ng cQnW"al?Y tilv1¢ten'O$;' 

',tQ to Eixploi t the' £\valllable 'aaaets ~ 

; ; .. Th>s <aft'eet.iv0ne~s' of t.he eurrenc.y · d.epx,I>$Qia.tlQri hlrtg$s'> 

, in ' the l.ong run on the ,elasticity of demand .fQ'l~ 'jtl'av$l.t.o 

Britain • . ·In t;,'h$ tthort. t'\ln~ howev9r~ 'wlih. OQEU1U tr&nspol:~""" 

t.ation ~nd ,faQ11.11l1e.s In Brit.ain. 'snd not denl$ud. ~i:ng t he ' 

1~.m1 tins . fa.ot.o1', thee r t eHit was probab.ly unf l;l.vora.blo': t o; a ' 

-malld$gree' 'beQa.ut;ei COGtf4 tor lmpo.r·ts t;r~ the 'dol.lar " 

a.rea, some of wb.lohare ueoauaar.y fO'r tho V'lQ.ltors ' :com:f01"t, 

are highBr a11& 's$lllng pt' ,4.e~$ ' I;lannot 00 ra!$ed the tu.ll ,44% 

1t t.he pro<luct '1$: <\in ~.s~ntla,l' linl:t''Uof ' lil~ lt 1sb domast.le llf • .• 

In this o$.~ Qven una&+, toove'f'Y .U.be~.l, and not ve~1tla.ble 

a.ssutnptiola' 'tl:ua.t t.lls t our ist* limi t.si lila expendi'ture- not by 

;real ltsm$ 'bu.t by total 'budget .• 'WQ .find t he, Engl1 shpart1ne . 

w1tb. more gOQU 'to. .ge \ ~ 'given numbE)~' G.fQ..Ql.l~S~ !inoue' 
" ',_ " • _ , :1 

ltems , suohaa sh 1pp1ngf that. do no.t etlt eX'1nto d:olllestl~ 

life ha.d. their Pt>l~':(ts :ral!Jed the, full amount 'Of the Q..eva);,u­

tlon. . ~hs total e·f'feot.Q,if'deValuat1on ,as ~ta:t~J(1 ~eul.d let. 

t,G beama.ll but' unta.vQv.bl~. 

l ne.,Ul"ance s(]m.er~ly ';p$J!'sQ.nlf1'E'td 1:':11 the t'amoue Lloyu 

was. an import.ant par:'4of the Pl"$""WIW 1lI1eo.ellan,eou$. 1nv1s1bleAh 

The war by its very existenoe C8.t,ulJe4 Q8$$·a.t.l o,n of ac'tlvitl •• 

1n this t ielil.. fllggins 11,ets !"Qar dltt1·culi;.1&B ta~intl the 

lruiuatry ttl It._iS effort.' to .1"ega111 2. ts ttlrmer poa1 tton .. 80 Ii 

oompletely new sta1"t i.s., Qt :cour.se, alwa1Q dltt1cul.t .. 

20' Ben3a.ntj :n 11 ... H1$~1rle." t~ni~W::.a ~~etatl 12' }lS; tt}d ~flco9'" 
B tl'UQ,t1 on :( ~few York. 1949 >. p., ' §~ .. All but the 1'01""91\ 0:1) l' o!o .' b ·' .. re ~nsurance lsa.llle~. en ~bis.ouPc.", 

l5 
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a:~()on,ll:r , Atner1can firma hav~ grown and eagel'" to'compo.te . 

'?nls is 6GPedlally tru~in the ' A:n:tltIl.1c.an l"'elnauranda tna..rketl · 

where domestio compa.nies are: beoom~ngeteadil.;Y mON° impoX'ta.n.t. 
"' • ' . j I \ Alap; muon' of' the p:t'oport, . business' and shipping 1"ormerl~ . 

insur~d .was wiped out or taken ovax' .by 'govel"'nmenta~ 1 UWt.'ly~, 

na.tlonal1ze.~lon of the In'suranc6 bU(.11Ue n aom.e QQulltr1$o 

seems t.o be 1nd1oa1;.e'd o~ Qltolumg6 :reQulrement.s ana. ' 1nGl.li-an(ts ; 

regula.tiona o onerouS that cQInpet1t lon ~Quld be either 

:fU:tllo or unprcfl table-.. Mls'a.lona nave ~en sentotit I by tIl.! ' 

Companies 1;.0 countries t.hat were fQrQlarl.~ 

;tter~t the ~S4t.ora.t.J.Qn ot , bus1ne.lIt.B and &coed will . 

restorat ion se~me unlikely ' put growing ·wo~ldtr 

iQ 

.els.'lilv' 

,1ght. 

t111 hs.ve .use tel" t.be B:r1't.~·.h exp&J.-'t,a . SlnQQo(.h'llPQ,t,it.1Qll 

fot> re lnsurancs in t he United Statea le on aCQst baaia, in ' 

.many Oa.S~8 , .a, ~tl111nsnefi:\a to ror e,50 a. ,measurs or ·tine }/1:n4t-.u 

prof1 t oftered by dQ·valuation ' 

pa.t..rons .• 

help i n res.a.ining lost 

othe r r.naJol:' eomponento of the- 8 lee income were 

brokerage fllOIt tQv t'c)1;:'&lgh. se'QurltytlQts.tiona and income 

rom t'o~elgn b1.11s of QXchange. they have one thlng, at 

l&$.$t; in commont they are: both. 1Jlr,u~lly non"~x1s1ii~nti at.. 

present . oat loa.nslli&de t o fOr'-e.1gn nations 01" QODlPanle,s ve 

handled through gb'lernlllent,ahannel. ol"are inter",,,com.pany 

loa.nS' , In neltb:Gr case' do the 8eourl tlee hO\l$sS bacot!. neO" 

eS·'flrl ~ 'l"he disoount houses a,nd theao~ept&ne& houe.e~ so 

101lg d.istinctivG appurtenances .or the «lllooth wor' Londo.);} 

money market found 1.t neeefs.ry t o chanse thelr mea.ns (t·r 
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earning et. 11~11b(')od'beaauae of' , the dea:rth of bills ot ex... . 

"hain$Z!$. The trM~ that d.OOG · taka placa noW' :\a aub,jact ' to ao 

man rtistrlct:10I1n and 8oV'el"nm~nt l"66u1atlorls ·that ; 

dated lnatrur.le nts would b~ c, at an 1nd.erln~te thing ,, ' I A 

mal' ~ev1ve bot.h occupations t*eooverv of til.ltl' 

but in the ne1th to 'be 

i 

~' tt or t llvls1'bl t.oms is the 

inv 

1n t 

inco it was a1s·0· quantltat,iV"ely most '1mporte.n~ 

re .... war I n t h pre saed 30 ' a, the drop 

11'1 returns trom thi: etor thJ:99w t he balance of ~a.ymente to 

t.he d.~tlelt a1d:e . '1'he ,t(}tal (}r ~ 230 . 9 million in 1929 tell 

to .{ 1.t~9 . 7 in 193:J . ~1 !he grea.test ~e(q.J,ne was in dividend 

inootiu:'f be of til.! 

!hie type , of 1nduetr 

oa;p1ta1 1nvestm • 

in pri mary lndustr abroa. .... . 

t:h~ l a.rgest ehal"3 of risk 

na;ugurat1pn of the-Oheap 

appr vh l 'aav1n;l; t~, 

of bonds out the yield 

ount, of inv'Js tment 'int aot • . 

piN bonds, how-evs l' , ultn oO,us a. orop in \the " 

mount 1nve$t~c1 abro 

t()rel ~ un' 

or the dooade, th9 deeraase in 

to about 3% ot' £ 100 mUllon" 

l~avlng a ba1ane~ ot { ' , 692 tn,1111,on In., 1938~ The (lomin&nt 

1 tern: in tbe daollns waS tbe ~ 61 mil lion 8xce $0 of repayments. 

over new 1.nv*,stmente far tho period 1931 to 19,8. !h 

21 
19,8 ,. 
Robert Kindarsl&Y"19 
author also • 

8 



.oft- mentioned trade decline . 1s the la.rgest factor her..e 11.1 - . 

thoughgoV'Sl'nll1snt l"'estric tion 

with . 

WON cel:'t~lnly to bo reokoned. 

The VIa):' naturally hAd .8o d.isastrous effect .on the f .oreign 

investment portfolio from an; inool!l$ point ,of view. The , 

Gov~rrtrnent Btat~s that ~1,118 million were reoe1v"!d l'rom . the 

ale of rEI quist tioned ~ ourit is S to obtain for~ ign El xeha.ng~ 

for oa.rrying on the war during the S~ptember 1939- June 1945 

par10u. This flgure really tolls lie! v(Jr'Y little ·or what · 

'We want to ' know. In the first place the amou.nt 'of overs.eElS 

investment atill in existenoe is in doubt. i ndel"ale y ' s 

at1mate of the pre ... war total 1a. general~y conceded to b, 

very cen.set'va. ti ve~ ",3 Book value, or act-ua,l val u the ti1 ... 

v0.eted portion of the pO:r'tfol10 I s. not knovm ant the amount 

of investment deat:t"oY'fHi" confisoated by .tt1l"on oUl"ta in" coun ... 

trieS ~ or shrunk through obsolescence or dleuEl& l.e note1fe n 

subject. to methoc.ica:l est1mate . Saeed. on a.ggregate income 

compar1aons # one study pla.oe,a the total for Dace r 31 , 1948, 

at £3 , lOOml l11Qn. ', 'rh1s ia t ted to eo ~:a05 million 1~ccme ~n 

19,8 and. a ~l$2 return in 1947 . 24 
1'10 br ea.kdown, by t;ype of 

ae.our~ ty divested 18. avallabl e 'but we Oan af.HlUSle that ~he 
.. ~--~ ....... ~ 

2Q S.tat1~tafdl ~.ft9r1.~ Prel!!911lie d! 
¢g!t!.So~1a.t1o ps, m . 707 . 

DUring .:.Uu! . Wa~hlne;ton 

:3 
~ter1 1ns Slp~~. t he (loner i~111tv 01'1818 , Interna.t1onal 

FInanc ial Com>lllttee of' t he Nat i on · It'oreign trade 0 0111'1<:11 
(Uew York, 1949) . p . 54.. '1Jh18 publtoa.tl on cites some esti matee 
as high ~s £4.700 mill ion or a i b U . 1.1 on higher than t he Kin."" -
<Serslay total but sugg&at e that t his is pr obably hi gher t han 
the book value . 

4 Ib1t\.; p .. 55. 1'hey aSl$umea oonstant 5% 1 141d:. 



most carket:able ones would ha.ve been sold and also that 

prices 'ott orced aale In' c war- time ' illatl~et .lIould be ,tar 

'belOW book value . An article 1nl(yp' a ,Rfrvl"ew c1tee ·t.he ,caa 
c ••• e 

of Amerioan V1~coae Co~poratlon for oh £1,3 . 5 million wa 

ved a.t .s. time when the conservat1vIiJ boolt Value of , th~ 

c.ompany wee {32 million," 25 · It we ean assume that this 1 

not a.n lso1ated .1nsta.nce ~ 1 t seelliS that tic could also enter-

taln tb.e PO ~11tl that Brit~$b investme nts haVe fallen 

"011 below t 3. 000.mUl1on and. taat extra.ordinary proflt.s and 

dIvIdends springing from tb.e worldwide neller' e flJ ro.rlret con ... 

d1tipns haVe bolste,re(i 1naoma so that the Yield ' on the 1'a '" 

lIla~ning lnv6stltlent. is at a ' bigbe;r ;rate than that preva1l1ng 

111' the ;pre.-.war ' per'lQd.. Thls w.Quld be a forewarning or , a. fal l 

1n r eturn lIben the world reverts to ne~f' ... normalcy . 

of looldng at ' tJle ' sltuat10n :l.s obstl1"v 1ng th.a.t 

In. ),,938, inter est" prof'Ua and d,:1,\t1dQna s trom overlloa,a paid 

tor 21% or tot.al i mports while ' in 1 9} 8 the SOUl"oes paid 

tor only 3~,:2 ve in. Roy liarred ahove th.at lost 

n'Veatroenta formrly pal ,a,' f01! goOds valuod at ( 400 million 

now .. 27 lie Viewpoint 111mpnas1zee, not. so Quoll the l(i')~tln ... 

vestments but t'hs pries infla.tion.. Ev~m' ass.uming that most 

2S 
ok 

p . 18. 

'rea.t Bxper1 
lann1ng,'" ,~ 

ment 
1949), 

2b . ~Deva1uilt.!,an and the l'ollar DrlvB, tt LaJaor ~ ,~1jldH~ft£' 
An Britain, VII (Decem'be r . 1949L; p . l52 . 

Roy Harrod. tlTbe ~1nanc1a.1. P08:1t1oX} of ilreat l'lr1ta,ln 
and the 8a.lanee of ? ayillerits .. " Oyrrent Fhl9:ne1al.f'roblema art!ij, 
tp! pit!! .s!. t.gndon ( London_ 1949), ' p; 5, r . , . , .. . 
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of t he securities sold rf(~u"e ownershio oharee, it does not , . 
seem thut prot"1ts on , the. pre - l'lar, total would. hews l nOl"atl.sed 

sufficiently to 910.S€l this ~a.p .. The ' ex1stencaof thl 

attitude- incUcates a.n OVG1"9111phasls on th'il <teparted 1nves:t"" 
, 

rusnts and under-emphasis on increa.sed demanCi, price lnrla.tio~, 

and on the vol~e : of physioal exports on whlC i s i bl 

dspen or their , prosper~ty. 

he 'other avenue of net investment 1nco~e decrease, 1 

. he lnorse.ae of l1abl1i ties abroad . 

sbme problem than depleted ,aeaet'l> . 

hi s is! a m01"e trou'ble.­

r1np: the 1939.-'1 

Per1oct 1 externa1. ll8,bil1 tie s inereaa 
a8 to £3,355 mill10n or OJ 12,879 million . Th 

of this is ,in the :to~ of st91'11ng balances, 

deposit with London that in mQst cas re qul.r 

'rhe proe of paying those demands 

Itunrequ~ted expOr~Q ' o official aganoy pu 

mlliion 

t par 

",orto emand 
It lt~loclt1ng . 

a l1st 

of thane v~ry troublesome balane so We must r~ly entirely 

1ela.l .gue s ses .. On~ t he avt!nt't1T,~ amount 

red t a.bout 20 million a year or somewh '!twe· 
29 

~500 and. L600 million. ' ,bl!> 12 shows .sorne sBt1mated re ... 

lett a.nd t bala.nce at ~th l'1d oi' 1 

Before the war tha, etel,"'11ng area. oountries ha.d about 

£ mUl1.on .ae working ba:l.anc ana. ourrenoy re serve s • Wl ;th 
~-,~-~-~ '~~,,....---.----

2~ 

Britt 
P. 

29 4l8rl Usb Debts and Am€lr1can 
(APrH, 1950), p . 7;1. 

our 1 tv ,- Fortyn~~ XL! 
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the inc%"eaaed a:trculat1ng modia i n moo t cQuntxoias ,these 

balanoes probably would ha.ve e;rOWl1"00 it follows 'that part · 

Qf th('l' %"6·l e8,eadourreney may be used as'tforkil1g balano'e~ and 

not. requir e material. e~Qrta. NGVer thel ess , the debt J'Spre"" 

senta So b-onsldera.hle bur den on England economically and 

politi0al l y . 

'fhe blocking .arrangElm~nts er-e·ated e 19h~en t11rtalL"ent 

kinde of sterling which acoount for an uncertain but Pl"obably 

substantial volume of leakage and foster the i mpression that. 

t hQ poUnd 1s not .table: · at lte plreaent rate . A free market 

.terlln~ ra.te depends on t,he amount ot that t .l"PG of sterllng 

avai lable and the dltf1eul t1 of' uslns 1 t.. 31 It is. unreason .• 

able t o pNl'S,Ullle that ant but the· ·moat· complete controls will 

prevent financial speculatoJ" from find1ng methods Of 

'1 \luotati,Ol'l8 h".om t.he Mopthll !tf~t!r of the Nat10nal 
OU,y Sank or New York tQ~ liIoirelll:ber; ~4;'.dem()nstJrate· the 
I'ange. Quot.ation dAte: 11 04tober )1. 1949 .. 

OffiCial a.t.e",.H Amex-lcan Aoceunt it sterling G2,SO 
S(ltleoted Unotficial Ittree" Ratest 

"Dutoh .• ooount" .~r11n! 21.65 
"P'renoh aocount it Iterll~ 2.6). 
ftlndu.tJ!'lal 8ba".~ •. ter1.1ng 2.08 
I'tGOYtti'lUJa&nt securities" a,erllns 1.1() 
Bank of England pound notes 2. 5S, 

The eighteen kinds or ater11l'lS tall utlt1er t1Ytt group'. 
Grcap 1" the :aerl1ng area, 1, good tor tran •. le:'s wi thln the 
group and with goftrl'UMnt, &.pproYal between groups. G)'oup 2. 
the DOllar area, i8 the otf1clal rate ot 8xeh~nge and; treely 
usable, (hocup ,_ !ransterable aeeotmt eountri~St 18 u8ually 
held by banks an4 superviaion 1* exerol"ed to keep only 
amounts earn" ourrently "nu.,,,. 9-l"oup4, Bl1at..,ral aocClIunt. 
·ocuntr1es. 1.. moatl.y government bola~ng8 and whil~t~an.t8r .. · 
able .from one acoount'a anot.het> vi thin the eount,ry requirea 
Ba.nk: of England. approval. t.o goout.1de. Group 5. a P8s1dual 
group., perml ts 1"l'ee transfer lr1t.b1n the group and to Group 1 . 
Stqt:11!li3 fUTIlO! lll!. 9·0'1"tU·5!b~11\1 Qt!'l!l., PP. 74-5. 
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uM.lizing the (Urfetent.lo.1e to the:irown advantage and in the 

proooess. d(i)pr1V1ng Great B:r~t.a1n of dollar t'ea6Pves t.h.at ahe 

would othe,l'wise receive • 
• 

'rheae storllng 'balances toree Erlt.ain to release dollar 

reserves that ahe would othe1"w1se 1:1l!1e more profita.bly ~ \'~y 

absorb exports that could be .. uwn1ng dollar exchange or 61111'11" 

utlng the need tor it by brlnglng In raw mat.erials And In 

the proce8S t.hey mnke !3t'lt,1eh IndtUJt,~ 80tt by allowing it an 

unoolIlDetltlv& market,. they restrict converotlbl11 ty of ',ster" 

11n~ and as another faoet t.o thls they ~, t.he stumbling 

blook tor the European Payments Union. Hard feelings cau.sed 

by the inabUtty to work out an equitabl.e settlement prevent. 

c-empiete coope.'Pat,1onwH,h India and othercountrles on many 

matte:r8~ 'he re~11ng lJl80rne q'Ua.j'tte.ra tha.t the debtS 'Were 

war"born a.nd sbould haYe been out. or completely tt-ozen 1m-

dlstely after the war doee not seem to be Justified in the 

light orohaotic eC'Ol'lomic a.nd pol1tical oondltione ___ n many 

of the cred1tor countries.. Any form of re~3at16n on t-he 

part of Engla.nd most certainly would have cost dea.rl; 1.n cen ... , 

ti8cated. investments. Oommunistic propose.nds. gtdnB o;nd 10e8 

of li'ltl.uenc~. Suoh an act10n might also weaken 1nternational 

banking con~otlon8 and indeed even 1nte;rtl$1 l)anklng In some 

of the dependent countrlea. 

t. lealt .1x pneral methb4'8 tor cU88:1patlng the 'blocked 

balAno.s bavebeen brought up a t One time and" While not · 

pretendln~ to resolve the pre,dlcament. 'We' w111 list the'se 

w1th some: commentu, 
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1:. One Q'ould J?staJ.n the t"eStrlo.tlona . a.nd. coot1nue · trade 

wlthtbQSEl eObl,fltrleG. whl.ch ·depeud on Brita.lnae ' /i!. marketun~!l 

the> er'e<11tot'S, come \0 tertt!s Or forOe lnveat.ment of thebal '" 

anCe9 in U. K. govet'ntl'l$nf, secuvltles.. ,.,hle 1(1 tnt old. tlaz1 

etb,cQ. a.nd. Qunn()it. ~ ua$d w1th the existing worl~ tursmoU or 

with an eaay oonlolenc,Eh There 1e So temptation to USft. scme 

QmpU1810n in the case of' India. and Paklsta.n , These two 

cQuntr1$$ by tfta.dlng freely with eeoch oth$r coul.d elimina.te 

much o'f the .outside ,t!t"aCie that de.mands ' 4.o11~ hange-. ' lndla 

alao supports an ar1Dy twioe th.o stze (/Jf· tbe 1>%'e"")lo.1"" c.omb1.ned 

arm, J she 18" however,. a possible- baprlel" aga~nB1r OOllmn.1ni:& 

an' too important in Southeast Asia to allerutot4 .• 

~. ~, Re8t.r1at 'tone' Q0ul.d be- removed. 80 that t.he cut'~l'lo' 

could 3eek a. l fJve:l at whioh a bale.rt~ could b- ehe4. !h1a 

was the 1931 pollcy 1n EJ151an4f toll owing the abaudonlltent or 

the $\:014 standat'd; the currency was cut 1008-9 with the IX"" 

ohange Equi1.1aatl<m Fumd eventually being inst.1tuted to p:re­

VGnt unnatUl"al tl uct1;tat·lc>tl' • There 1., however" OM Ibig 

dlt't&renoe in th.re ·altuatloll'. Now 8r1ta1l'l 18 no longer .& 

creditor ne.tlon in the l ong run. 'l"ne' equilIbrium 1."81 o'ould 

be ~.r1 low ana, fluctua.tions could be violont enou$h to 

tbrottl, \padeewn more than the r •• 'tit'le'tlons do . qnd1:­

to¥"S whose a.ecount8 &re in sterling VGu14 6utfet' and tho • 

• hGse acoounta are i n gold or dollars 'Would benefit 'through 

increased purctha.,lngpower it the1 e()uld 0""t&1n pa11:1Mmt. 

Ha;rI'Gd suggest'" a modification of this me t bod. itt · 
, 

ad.vocate,B 8cbeClullng 'block$d balartC& releaaes and intere.t 
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ts 

ame t.~ 

· rat~ or about £120 mill10n il.'l" Vlll1f) at th, . 

. k,i rl"ng n-~ely (!onverti'ble eVel~'l place 

laG,*,a !rhe bio balanCge would ta.ke tlll ot ,d$f1n1te-

1', led loans and at the aam~ t1 

ater11n~ . The- f aat a , tha.t bala.noe of t:t'ade (} 

wOl"l- t 10 no lone9'l'" untaV'o:rable that. 

.... a .... uod Whioh makes tr,.e handling V~H3erves . mol'" 

would provent the 1941 cC>rlV$rt1b1B .. t y debe.ele froI1\ 

ng~ g 11eV$S that 'he souroe of much of tho 41tf'i -

culty 1s t he t act t.hat i 1 , 1'O mU.llon ha nt out ot 

unt1'"Y 4ur1ns the period from J~nue.ry 1947 to fda ... t 

1 Pl a.n pa.yment s nnd Oano.d1an ald for t he same period 

million . Not onl.y was fo;reign aid tls£ited but bl 

terl1riclt .so plent i ful I n oonsuming QC\.lntrles,. lt V'a8 

pl'G.ct1oa,11y lxepcse1blG tor . ltPo:rte to bt'1ng 1~ needed t01"'elgn 

urren • *l'ade detlc1ts dema.nded ha.rd oUrl"iney ps,lIl!$ntJ 

Wh11G t a..,orable t rade balanoes ylelde(ie'ller1.1ll$ rather t han 

dol l ar exchange . Si nce t h., e f f ect .ot this is ·to drain gold 

a.nywa.y, nothing i s to be ga.ined 'p, Nstrict1ng 

1'0111 ty beyond t he dichotomy euggested •. Qessary 

adJunot t ·e, ,tble 8.t)t.:lon would. be an atmoaphe-re favorabl e t.'o 

lnVG&tmant in the Brltl$h I alEuI a. meaM of curta.il ing tb 

if'undfh r-:re claims that uMer i ha Pt'eaent 'aet.'UP 
-_-." ........ ,0_'_ 

,2 . Ro, l'-r$l'l'()(l~ 8'ihe Dollar-s terling P.J"obl&llt, ~ Int,.m8.t.on~ 
,Al:Att'tU.E!. XXVI ~ Ap~ll., 19~), I?P ., l ;;l'tt,. !b.t. rep.-eeene • 
.. . ablt\ ln empha.l. (wld,eh he a'knowl.dg~.s;} from h.l ,. elal-~ 
that t oo Illu-ch lnt-errlal invest.ment was tak1ng goods from 1111* 
pot"t trades and Gvel'expandl~ Bl'1t18h l11t4uetry.. Thll .'t:t .. 
tude 1.8 e~la1ned 1n tbe art.lole prevtclAslyc1te4,., 

7, 



Brit ain lavet'y nca.r ,s. p:r~ "'WtU" t.rade level but that the ,x'est 

or tho sterling areA , 1s benefiting f;t" om tr·.olllendous)"y. ln~ : 

reased imports and that this faet prQ~entsa world balan~a . 

'The al t ernti1.M:?e to this pro is a. dra.stio tightening 

of QOl'ltr~lB that. will :evE7ntua.113 split th~ $terllng area 

nto, am", 

t1o;U~ 

wi til s ome 01' th~rn adheri ng to' t b 

a " Ha.'W'trey in a eomlMnt at t he end orth~ ' s,l"t1.cle 

.aS$erts that oonfidenoe ln st.arling wl~l be .eatabll~hed , a.n 

well .. being of the credi tor na.t1ons ~tter ~Grv-od hY' paying 

,pidly as 130813 1 bl e a nd making t.he gooQa 

$.vaUa:.bl$ for buildlng t he eeonoml eS of those oountries ~ Itt 

r ebuttal, Harr od saye that Britain w111 do morc for the 

oter11nm fl.:t"'oa. by making 11$rse1f atpong and f;lounc:t t l :rs 't . 

Tb.ese two conflictl ng at'iuments demonstra t,a t he '0011&1' that 

conf'ldenQe in s tarl ing must malnta.lne4 i f Dr! t a1n is to 

t ake a. pla.cc i n u:or l d ttadtt and alec show t tuJ.t the me:t hQc:l O.t 

.r~st()r1ng (or maintaining) t hat (letItid.noe· 11:1 not 6a&111 de­

t,erm1ne:u,. 

). DG,tlatlon ttl tlw bome&qonoJ.lY b'tiUebtabout by 

monetary con~J.ol 1s t he cld gol.d standard relIiedy 9.nd va.e 

e.mphn.t1ea.l 1y' r.eJe.~t.e d by tlie GOV6J'U1t¥mt .. ~he1 w11l nQ~ ac~ 

copt tlx'ternal balance at the Goat of int •• rna.l unstnpl.0YUIElnt., 

4. Aust.erity a.t home and. using lncreaaed (ucports to 

pay ot f t he ·del>t .1s of co'\.U's& part. of anY, solut i on. When we 
," 

r a9.11za that tbe ~xtorna.l d.~bt 1s about. Ql"t& .... t hlrd 0.1 t he 

n~tional prOduct can see t hat thi$ iolut1on t aken ttlon ... 
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~o bound to b& lons and ' arauouo." · pI"G~ent it . 18, t .n' 

onlypolut1()n that );las, ~<)A1v~d any suppar ma1 ,bl;l .th 

rkable anA. , 

o· moratorium i s part 01' .rr~rod. ·· Ql ution and 1s in 

til. 1..1mlted way what ' i t) 'being done . An a"boolutt moratori\lm. 

f the queaM,on t 'or dlsdttssed. 

in (1 ) 

6. 1"l:>om ¢red1tora~ or bluntly, 

1$ frequontl.y proI,losed. One S'ChOOl Qf t.110'~ 

makln$ Britain r~f)tr1ot expor\$ as en 

~ . • jl i. ~ 

lond".1&as9 .. we- are l'esp~>nsi'ble for the· size of to 

and that 1f hold ' to the 1946 l~an O"I"b~ment WheN}bv re-

l.e~ses lI\a.y not ·te.k~ plaQ$ at e. taster rata than toan r$pa""'" 

mEH't't~ we w.1l1 1'1ouely hampe r re¢QVary $chool ho,l 

that .ust t1G loans to the credltor o 

abolish ortund tbe eterl:1ng de'bto t 

fh , 

Another ~6wn&nt "$el3 the bloCked balanoes a eoat ot 

W.IU" and arr!.e1" to recovery that the U. S . alono 1_ 8.b1· 

to beli\~ and o'Y'et"come ., 'I'h 

to &SSUm8 a.nd pay otf t. 

alternative 'would prevent 

r'ae to:red, it 18 4ecl .aJ;"9d , 

pp~opr1ate cour$e her~ would be 
f lion & share Qt the bale.nce 8 ., "'I 

,\11 t11a:t,l.!!'ra:\,. t rade from _vet" -b$lnS 

ilbis re&Ulne of suagested solutions CS$rvea t() pre 

the many rami ticat1&na .. politioal, moral ,: and eo()nomlo8.1~ of 

JJ and 
. it rleaYl $eo~lt1. p" 71. . 
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'the blocked ·'balt;l.nces:_,4 'tt pol.nts to ;the fact., so ' common 
.". 

in :anJl ; 'spher$ 'or praeUosl Qcoflom1os , tha.t "tbera'" 1st n.0" ab'" . 
• . . ; . ·f 

'Y o Ol'l:"e<It, solution ava.11abl~ to man ' but. that 'Q. oom~ , 

·prolIli 

;'sho-ul 

: ~1';: 

tM Variou$ :pr~nEnn'?oe -must be .w~Jrke4 ' ou,t . ~ ,, ~ 
'l1 .. - ~ 

to point out tha.t tuo dominant ~~quii 
. .~:,-, 

guides ,to -all aotion ·in this El.l'ei. · ,: 1M..rst, 

taln 'wants tOi retain '. th< terl1ng arel). e.e abtilwark.e. .... 
" " <;;:1' 

' . • 
·gs.'!.hs..t bar domination 'by . anot~r .pOwer~ Seo~,pdly ) the ' . 

e 

{1J11edl tor oQuntries .ru:'iB determIned to . d~velotl t.he tr own eco.tl-, - '" 

' ,ml e , . ' The 1m" ar.8 ':oot 'blntantly proclaillWd -but 'Whll 

compromls.Efs naVe hean made with .Cowm..uniam." na.t1Qnali~tJ.t.lcm, 

sapir 1dtU"lty ;. tree tra.de and othor pa.t0nt dlogans. oJ" 

avowed fOeB:,l thefi?e a~em to be .. 
~l'l. ta1n sa.ye ti'.at st~;rllll$ muat be- ma.1nta1md &8 a.n 

'·int.ernat1onal OUI'l:'$ncy and that thls in l.t~(;llt 1s a. contri ... 

bution to lnternat10nal eeono101c st&O~11ty •. 3S rhe at'ta.1n ... 

nt of ~h1e ~b.1e¢M.ve lnvolvea ke.plng tbe.t group of' coun ... 

tr'iee loyal wbo ha.ve always cleaNd th&1r .external"·Qe1p\a 

and paYments througbtondon and. who keop part of their o.~.,. 

rency l"EH~erve in ster:U.ns or bound to LQ.ndtltl in BGm$ way. 

~ra is n<.l f,'Q'-rmal oli'sanlzatlon to bind 'tfb.ase St ,erllng 

oount~ lea toga, t he 1" a1 though tho CommQnwe~l tb. LiMon Comm1e ... 

. SiOD and the St,rline Area atat1at1o~l Comm1s&lon IU'S used 

,to handl,s lnfpl'mat1onand 1nterp~~t dec~s.l()ns ~ (}oJl\ttlOll 

'4 'rbs; dlee.u,s1on in O:eo.rge ~ . Haltll~!ii!:Ao.tlo~$l M2P-_ 
~ 090iid:ra~iO~ ( Ohape1. U111 , 1.94S} , f '~$~dmUCLof te 
~ll'oU f~p h1s section, pp . 144ft .. 

35 QUId .• 1572. P . 4· .. 
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:interest:: aon11an1enoe" and cfric1enoy hold ths , Sl'QU'P j together •. 

Pooling reS01"VeS, oe:ntl~alit1nG of 'banlt11'l8 fUi'let1olnlh t;,eed;~1Il ' 

or pasr1llante within ' the are'a, and th~ simtlarity of outs·1uo· ' 

at'ea. s:X:¢hange controls !I.~e · !lome ot the features . that , a.r~ , 1n 

the self .... tr1ter6st. of ' ea.Oh by ' tho 11" a.v'a11e.bl11 ty to, all., the 

da.t1P:sr to ; th19 ex:tetence of' th1~ 'bl.Od would: Seeln to be' nQt . 

in the le.ck of formal organ1za.tton but in tht;:t ~Gst:r1ot1ons ' 

on convertibility may oaueJa tho~e.m JOG h~v1ns ' dollal''' suP ... 

y and fo:vm thet):' own paY.4lcl1t $~r2ltem., .. pluaeo ·to break 

va.lue.t1on xnay pro trengtllen1ng tho tics ba~Qu(le 

doll pr1~ea he.ve l"ls~n tQr them and /lUGE} their -AX .. 

rts \111-11 'bring tbenl m.ore 

in nr1tatn. Fo.r instanoe ; South A 

for MOO ~Ul10ns of gold in 1948... lww th~ samo amount of' 

gold would ot'1.ne 1145 mll,llon.'v li'hosame would be \r~ ot · 

othclr eOQIllod1 tle~ suoh rubber, di.~unol1da. '""001 , and nOn"'l ' 

terrous ~ta.l~h ' fhE!' d1'lstmla ar-18$$ whan the exports . ~t'<. 

dollar market and the ste~11ng oountrl 

are left with sterling 11'1 ha.nd. aa is t 1 tuatlon a.t PJ'o,,,,, 

sent , One £Inn ses a r-eQ,d,y ~1Jb&t:1 tu te tor tl"ue row. t,1 

trad~ for a",,1taln Should. the n~ed ar1.oe' for a. Pormanemt 

lll"ransO{Aent .. ' 

While the ere.d1tor eountrl$& ·4e-ulre to raise t.hslX" 

t an4ard ·of 11v~1ng by QOJlle'lS.tlG economic PlI'ograma t hcGY 

l'lotaeen .llt to orea.te an atmoflphere tavora.ble to p~ivo.~. 

36 lJ·lmvaluo.t1on F&1.tBUtLlttle ·Xn U. 5. ," N!!J!irk 
l'llles , X.CIX (Janue.ry 1 .. 1950}, :r;h 'ti, 
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fOY.'~ ·ign .a.nveotw~nt ,in many Qa$Cf3 ·. FOi'e1gn "nv()at~nt 1$ ! . ' 

con~tta.1ne-d by th$ l:a.ek of ccnfld~l!1~a in the countr.le ~ J ~he:.t · 

t . South t\triCa. ,"'6,0 t'~Oo:i,ving so'tn~ fUMS I,lllt'11 ,the 

1 

1"1 

' ona11at governmon~ e 

ne tha opuntry . 

0. power . Funds then. 'boganl 

crieis. ,and .cont1tHJ&1. 

in !ndia ~na fak1s\an e~rta.lnl" ,.:totO-r,s in' 

tho n. $ ~ end. Gr&a:t;Er".ta1 n ~hvy. B~J1Ul eon •. 

"'l!l:rt ;hold.1n~e 'lman leaving the oollltl,onwetal th and. th~ ,govel,"'n",,, 

not b$(jome strong enough , to make 'S ,S43ttl,..'" 

ant . OttnG:t'ally threatening aOl'ldltionn P~V(H'lt rorelgn 1n'" 

·L'>t'.!-'I'.notdnt $tez!l1.d11sfrom private flour-oeD fronr oil'clilrat1n"" .• 

mine; u9ual. £eX" Rrltain,, ', e­

o. ,...apta<.;~ lt1 . This will 

over:ru.®nt, ' P~O{;:NJJll' :1 . 

touched on l,at'or,. put l«).' 

an ~e.y now that the outlook lor .$flQ.t'sase\'l tr1 t1sh ove'r$. 

nv~stra~nt is 11mtt&d by unse,t tled Qond,l tiona I hO(n~ X",equ1tta .... 

manta~ production derl0i&nc1es~ and exlst1n±'~ de'b:t . ' . 

vall.,lat:ton ma.y pxtove a hAllp t o too block.ed balanoe 

tu~t.1.on in that (as p1"evlotlsly etated) , '0%'1 

·no1.Aeh to restrain I!lpendins in dellar ,fll1U"kets, s.ndthu 

vont exchan~ tl'Q!l1 bettie; 41Bd.pated. ~ fhs <leb.t In tet'ma ot 

IttoJt ~o1fn .. f:,%'.om ·~lJ, , 5 .. ,b1llion +, 9.5 011110n 

by lUll\t1.QD and th1s would prCtve it t.h~ ti f Q 4 

U~ eo ' po"t1on or tbe purden.. Devaluation will, 

howEYV-er .• cause inves'timent income to OOYer evon a Q-ma.ller 
, . 

pb17tlon of phys1cal l mports an~ · 1ne!'\las$ the lnMt"etl\ p,*y_n'. 

1 



on dGlla.t" a oblt e:atio~s . 31 1'1?ls 01"1,1013.1 pro'bl em oanno t. , 

b .tOM bu 

relat!on toe~por lty . 

em produet,iop and: in 

ny problems of 

1teo ' 

or'gaff! sea IE) 

sett.l$m • 

37 

901utlonof'! thn g,nel'a.l problem \ an<:l 1t' 

to ben(lofi t 131'>1 t a1n could aid. ' th& fInal \, ' 

$ott) 8i$able, I ' haTe' no 
Q even It they -are pa1d" whld 
' men.t.e ha;v& no:t yet 'be8Ulh 

tho 
open 
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Oha,pt(;%", 1'V " 
, . 

Government .Polloy 

t .. d110U$S1onotgove~Jlt pol,ic, i.rl s. C()Untl'1 whiob 

ha's 6cne aa' tu to'¥HU'4 l1oo1a1.1stU aa Gre,at 'Srttt4\,1n; is lmhted 

a f'om14able' ta.sk, t'Oo forml<ia,bl$ to b. ~harf>ueh:lY handle,d 

s' 3 part of anotb.&i' tlu'bJelJt41 The reader 'lti.Q.y he.v:e notle~, 

that SQvfl't'1!'lme,nt Plann1ris or &4>v&r-nment a.geu()1~u. Witft 1n'ttrQ. ... 

t'hloed in every phtll". of _conCtmto Uf. that. we MV{j touched 

on thus tar. Deep1t. the r ,*'C.\ 'batt-he ibenCl1ty of' tM 

8ubJect re-nder8 a oDmplete. tl&ve.rage 1filP0881bl., .1'1 att.lIIPt, 

-must N mad. toCGVet' .o~o of tbe, alNlaa thtlt .tf'ect. 0,,"1" 

problem most dl'%"f:U.JUy . ,ami ttedly I , 1 nte'l"nat 1 (';Inal ,,,d. and 

\he,J;'etor. <1evaluatS,on baa Ii bear!na en &'"1"1 ~oonom1c aotlv1"" 

\J' in ' En8land a.nd tb. lntlWJnc6 ot aGV!u~Wften' has als()tnop. 

ougbly pe~lleate4 .v.l"y.,.,ctt-Jr ot 111'.,., t-ioclal!ll. 1$ taadt that, 

o.over8lg6 1. c()mpl~t~or, h, domestan(itu"4s,. adequate . fht 

tUrn 1, to lftd10at.e tbit trenaarul potnt out. SOil$ of t.he mGat 

41l"-$ct.ly' pertlnent. aetlvlt1.~e., 

the ,obleot ot' !lH)enqmlc planning ls to user tbe ~e.tS.Qnal 

",oU1-ees 1a the be8it thtel" •• taot tb!& nat. 1 on' as fa Whole j fl1 

"The govertlJ1ll!tnt ant thel"\!ttor& Ie " ki ng 'to create, throu8jb eel .... 

1&bQr~t.1en with the 1J.atl~na .. , eol'ldlt10ns et 1nternati~nal 

~~ wbleb wlll m~.lt possible tor all coount:r'iea t .. )'Ul"IU$ 

1 !jcolWm1 9 S1!£ft! for 12;7. Qmd. 7046 (1947) jP" 4. 



pol1ciss of tull -employment to their mutual ac!vanta.ge . n2 . 
"'h1a ' plal"lt1ing iubaa$(}I ontnrea ·Tunda.mental· f.e.'ots r .: I1thG' 

-"cnDomio fa.ct' that the' -Un1 ted Ki.J\gd ConQmy must ' ba 

heavily dePendent on tnternat1<;>m .. ltrade ~ the pol! tical ' fa<;\ 

tha.t 1 '" 

high 

and 1~tand:S to ra-mai'rt ' a democratl0 ,'! n~tion' ld tb ao 

ot lnd.1\ridua.1' l1borty'; o.nd t dm1n1l'Jtra~ive . 

act thGl.t no eeon9m1c pla:nninLS; body can be a~$ (oX'" indeed: 

Vel" could. 00 :. aWtu;'e) ot more ', than too ve~:f genet-a:!,. tr'~mds 0 

future eaono-mic dov~lopment ,.'" , 

.elec tl0 pat'a(:;t'apheums \1P tn,.$ t1eel.ared. ob ject and. 

pri'1ciP19S 9f governmental, planning in SDglanc . Flex1b11it 

in tb ncral ~et a11s 'is atreosed in e.l1 of the docunlenta . 

Tbo main P\U"POf.H11a to fn"'eCt a ft'.amElwo);"k within wb1<:h short 

term plane ean be W'or~te-d out . and .pot to dedicat.e the eountx-y 

t oe. ri~1d pl an that cii"cU!n$tance's will render impract.1cal . 

'the ch1e-:f' 61ements of the planrl1ngsyate~ at'e, 

) An ot'ga.h:Iae;tlon with enough knowled.ge and "11-
able tntormaU.on to' a.tJe •• the natlonal rtteourc8. 
and to formul~t~ the na.tional needs. 

b) A seto! eoonomic "budgets" which t'O'la.te theae ' 
MEtd.a, too'ur nttoupce. aond wh10b en,able the 

oval't\1llent to say wh.a.t 1s the Met U~e tor the 
reeoura-e& in the nat'l onal inter •• ' .. 

~) It.. n\1lDl:l$l' ,or methoc18. ' ha combined ·effector 
'Which $nable: ,tne. GoV'ernme.nt. to1ntl.ue'tlcetn. 
use ot reaeurO'e;$ ln th. 4.iJlred d!~eetlon; 4 
without interfering with democrat~c fr.~edoms . 

C'!: 0' 

p . 165. 
·~te P 

:3 . -. 

'motu' E. H~1'1e., .ono~!g PftnrfM ( New YOlrk .. 1.949), 
Irh(lJ eentenc:e ia taken origins y from the BrH,1.e.h 
r on ll!U b:Pl~lment (1944'., 

• 7572 , p . 1. 

4 Cmd ~ 7046. pp ,. S. 6. 
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Tho~aon()m.1c ftbudgets ft on a broad national leV'ol ,a,r 

written in terms Qt diatribution of man .. power'-, nationa.l in .... 

coms and expendi tura . Suppl eroontary budget,s ' al'$ oom.piled . 

f':Q%' 'tHlparate ' a:r'eaa and irtduatr1es . Perhaps ttbUdgetlJ t il'l l a.n ' 

1napproprifl.te term. tho So' pla.ns must of MC(1Hisl ty ' palano 

since no ll;U'ge.r or sma.ller number of men <:t::.\n ~ used ths.n 

are ' a.vaila.ble; all goods and aarv10es produoed ! t be d11'1 ... 

uM.-o~d of ~n some manner and :no gr ' 

11ZGd than' haa been, produced. It is furtb.$r ~sooa.n1 zed that 

the ' Governmont ca.n only declare what policy objeotives 

should oe , point out the economic t ~:fore. the nat'ion, 

ttiva informat Ion to guide the nation ' " actlvity and. use 1t~ 

COl1trols' ,to influence the oour~e of the econoJlY" in the dA
-

slred dlrectl.on, the O'omblnqd efforts of th$ whole people ' 

must tben fOllo\'f the ae t patterl1 U' the PDjeot1w 1$ ,to b_,. 

r-oached .5 Annu c~nom1e aur\l'eys 'are> UI~, ,and published 

under thla pro~am . A tQur year p:tan waB~la() mapped out 1n 

connoQtlon with the Qrganlzation for European Economic Co-

operat ion ( 0 . $ £1 # c, ) • 

It is not ths, purpoae of'this c'hapter to analyze t he 
. 

1noer1ty. wie4QJtn or sound-noaa of t.he deQla.rat.1onB1. or toh 

a1tbfull'iSsa with which thay have ~e:n oa.rrled out . as;tbsr, 

t he a.ct1v1 t1es 1n four gsnaral fields will be explo:roe,d and 

SQ ttempt w111 made to assess their effect ontb 

balarlce of int.erne:tlonal paymGnte ana tbe $tr$ot'$ of ileval u .... 

t10n on tb • fhe selected po11cy groups a.re export a1de, 

5 Ibid . ¥ p . 9 ... . -
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.;t)&I" d.istribution~ import replacement ; a.nd 1nflationf"incGn,­

tivo , conf~'fcts ;. ' 

Aid-to expopt(\'jrs In", the fOll'm of advlQIJ a.ncl counsel; has 

been ttado available for ma.ny years thro.ugh. th? F.:xport ;Pro­

IIIction Dep~rtm~nt of the 'aosI'd. ot !'re.d.e and. ?particular' I 

aasietano{) from th~ oonsuls in the var1ous · C!arkets has. 'been 

, -ve 

at lon 

Since the Cl~u.x., of the trade s~ tu­

not. the ove:r ... a.~l 'balancE! . but the sterling- della:!' or 

possibly the non-dollar-dolla.r balanoe, , !laW meana werG Qon­

to be neoessary for dealing with this probJ,em. In 

1947 ~ the , o.oV9r-nilWnt 'began 1 ts ca.mpaign to aaptUl\O a larger 

part or the d.ollar m..u"ket by send.ing a l'rade Advt.s&r to 

study tha poss1b111t~.es in thaunite-d Gtate s a.nt'l ganacla. 

"'eel1n~ that the task might be' too huge 10.1' one man I till 

th1Ued· Otn.tes was e'Vontually d1vld.ed into tour r:ag1<>ns wl.th 

ntendlng Trade Consul in each region, flnd the whol 

program coordlnateq under a Oommercial V18$r. 'l"ilere oon .. 

aula work with the diplomatic conaular servioe And at tempt 

to Gurvey the pQas1,b1:U ties in e.a.oh reg10n so that they may 

advloe 13r1 tlsh ma.nufa.cturers who d~eiN1 to pla'Ce their ,pro .... , 

ducts on the market . 'hey ac t as gooa. w1ll ambassadors and 

l1a.son between the producer a.nd the- diotr1'butor. They · 

atte~~t to put the product on the ma.rket by beia~ able to 

quer1es fro.mel ther source in re~rd to the oth,&r; 

either a. produot looking foX' a ma.rket oX' a. market looking 

for a. produot ma.y 1"aee1ve a.id h'om the consular hi$ s tatt .. 

the Board of Trade disseminates lnforma~ion on the dollar 
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market through its publications . and entleavora to 1m.:p:r~$a t 

Uri t1sh bueiness men w1th th.e urgenoy of the !1011ar :drlve t " 

On AP:t'11 29 , 19LI-9 ~ the Dol.lsr ExPorts Board was ' or 

l'zed by ropresentat.1vcs or induntr¥J f ina.nce " la.bor · &Jld trade. 

':11s boa.rd is not. a. gOVGt'DmentSJ. : unlt. but wag ·t3Qt ~. as a" 

raoul t of' tho str£lso pla.cod on dollar markets' and ·~ced · to 

'\for~ in c-1000 conjunction ' with ' t;oVernmollta.l bodlGil 'so . that • 

traQf) , to dollar a.l'\\H)'S lulQht bo encourased. and: f'ac1l1 tated. 

Th~ 'WQt'k of the Board 'Was 'oonoentrated on trying ·ttl provide ' 

s to e~port;efs l toope.r'Q.te 1n the dollar marketa . 

L'hOIJO Inon .believe w1th Sir Statford Cr1.ppe that devaluation 

ha.s provided th£!' 1no13tlt1vo ' and' ''that the m1 

now IitnettlQ~ent a.nd affective m~tllod for lnv.a.oin,B 'the ' m~-
It: 

ket o 

'the other ' ma.Jor' t1.eld of gove:rnroont a.id~o the exporter: 

is, financial . 'l'h1s is handled by the EXoport Credi ts GUWfAn .. 

'tE!>9 Dopa.rt me nt of th a.rd of 1'rad~. partme nt wa., 

organized. ' in 1926 to insure the $olvenc1 of' forelgn .custom"', 

t'~ for tl1fl Sri t.1.ahaxl?ortera . . From an or1ginal lr'io.k SUt.u' ... 

a.ntes 11ml t or ! 25 mil.lion tho ceil.,ing has be&ll ra.:.t sed to ' 

t 600 milllon by eubsequent. Acta of parliament .7 During t 

turbulent ,0'8. the gua,r~nteea were extended to long ~rm 

politioal loans an~ in many of ita activltleatb1s depart ... 

nt oontributed to the disintegration of the f'lne.nclal 

-' 

87 



lnst1tru.tlons 1n London byrepl.aclng t.he1r aeuvlt.les. 8 At 

pl'essnt about one;oohal:f' or the al1otte'd capacit.y 1s extend.¢~ 

'l'h$ prl·ceof t~e . e&J'Vlce is elKtJ'!&mely reasona.bl. b~H:ua..uBe tbe 

organ1eatlon l. aot e-xpeO'~d to makce more than enough Ppotlt 

to oo"el" eXPenSes andbu114 a. cent-lnganoy. l'e8eM\h Shortly 

atterdevaluat10n the scepe of' aot1v! ile. waa w14,enEJd Ufttll 

an ~u~por'ep a.slr1ne; to enter dollar markets v.a vlrtnally 

In'~d aaainst the' failure of his ;,et'lture.. No'wthe a.part ... 

tMnt 1'1111 g'UlU'antee eJq)o:r\ers a.ga:1nst; iOS8 arlsing t)'OIll MY 

mullet aurve.,., a.«vert.181ng a.nd promotion, and eXPense. 1n­

'Clurredln ea:rl"y1ng. an lnventoI."Y in . .. ~(')llat' count:,y . Ored1t. 

w111 be. e:xtenAe4 to QOver thee9 1'a.r10U8 1nlt.18,1 eX,pen.... and 

"payment ,,111 be.g1n <>n1y after an agreed. nu:m'ber of' 1eJ&J" 

a.nd will be e. pre'-dete~mlned per-o.ntage ot the neW' lI.Qket 

Pl',cO(Ml;ds., Shertof' out.rl$b:t eubald!.es the (io'V'&rmaent haa 

done eVerytb1llg tG make it easy tor the 5:r1tlSh Iller-Chant. to 

reach tbe Ic.r818n customer. It might be pert1M.nt to. point 

'out that all 00. at Ion and r.,t.lonlngot ~&W .&terlals. 11:oenslq 

~ontrola 0"1" !>*',oduot1o!'1., .n<l ~".n ex.te'l1s1Ve pr1ee ~ contr()1 

can all be Ileana or atding a.n4 enlounle;lng e.xpur-ft .• :., 111 \h_ 

complex lnduatrl8,l, eOonomy .~1st1ng today~ a t:r'el!ien4oua a ... 

mount 'Of knovleAge ahd · w1edom 1s ne ••• ,uu·y it one !lopes by 

thelle j ,pec1t1o controls to lncuHctl.y channel e;q>o~' .• where 

d. •• 1:red anA.tlll leave ,iliON t,han a 'h ,.tlp of ireeaeln tc) 

th$rJ,anuta.tUJieV. OM a180 needS 'cc:nla14eJOable l!tnowled.se ,anA 
\fiadom to.~naluate tb$ .tt.cta f!Jt theae oontrol, a ••• porta 

8 Morton, Pi 169 .. 
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14th Not claiming to POSSess a suftlclQnt qua.ntU .. y .. lot tb1e 

at~J'lbutei I 8'hal1 stop attlw sta.tement of the Br1t1Sh 

'ernment 'that, "(]entrel. oVer pro4uetlGn .. howeve~ $~er",,: 
, 

'1.a&d.. Wldoubta~U, restra,in initiative and enterprise. tt~ 

l~$.~~th& lells. t111 net'al pollcY' lnvol'teilJ e("r~:rnment ' a 115: .. , 

produ.t.lon a.nd matl3:r1e.l contrel, and oontinuous pu,bl1c1t1 

and eoort,atllon", 

:bor ti1atr1but1.0l1 1s a problem of lG1llg&tandin3 In 

131'1 t~u.n . 'th& 1n~ustrl.a.l shift that t ,ook plaoe in the 4&O$d, 

t~ll'$Ylng 1929caueed conCern &Y$~ 'the te.t.e Qf depNSS$d 

ar..... ,RegloftS bad. become depet-ulent ,on Ol1e £11"111 or. ,one 111l'" 

du.tM' andwh~ul the fortune s of the $,otU'ce or employment, 

wane¢$ the -area $ufte,t'e'd l!lMmployment and, Wi!ii-S t~l"llfHa "4 ... 

pr.ss-e<l. tt At the $a.me t1me !1fJW .1nttulStry was locating 1n the 

London area and in. the southern part of tb ne ~ . ... 
,domlna.nt OQnalderatton in S&1. ... ,t1ng a locat",~n 8EHUnEJ·d t,.¢ be 

p)tox.1m1t, of th.$· mal'k$f,·. ,4. ,.hitt 1n populatioll had to 'Q~c'\W 

it ttl!& ts-end va. to gr~ll and \hat. very Ith!ft, bYln~rea'1ng 

1ibe mat'ke't in t.he ar.s.. 'ha~ a ~lu~oW'b~llng" $rfect. BEltw •• n 

19'1 and 19'1 tM populatl on 1nctHalfe4 by 2 ~7:'" :DlU:'i11g the 

Oame 'O-er-lod that or L.ondon and t .he South Ealt tn¢l"eav.d by 

'. ~\j1$agaln.t a deo,rc6a.e of ab(>u1> a~ 1n th& NOMh a.n4 $,.4% ln 
. 10 

Wale •• ' 'the protrlem,. unsal. ved at the out!break of war was 

whether to 'bring the 1nduatt'y to the popula.tion 1n the 

9 Cmd., 1512; p . 11, 

10 Gil Har:r1.eon and F. O. Hi t ah • . l l . lei ~. UE!eIJ ree
• 

viaea and e-41t.ed b1 :M .. A. A'bra. .. (London. 19'9)., P. ~5 .. 
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d$PN89$d &1'$a.$ agains't the na.tural tY'ertd or t~ eUb'$ldlz. : 

the D'lOl'E,Uftent anti adju-&tman t. ottbl) population t~l'l&t'd the 1'~'" 

dtist.,. 

'1'1'1$ ftlt.~ Pa.per on J1ltJJ: :~~OcYf!l$gt p1"4POSa ¢ to a.tts.ck 

the problem by pt'omot i ng the pt"-ospe:rl t ,J ' of' tM baflle !ntlus­

trl$8 t ~G(t .. tll'lg new en te:rprf.ae so tbat no a.1"~a 1a 'dependent 

cnona lndt18tpy or a. I~GUP of' ln4ustl"i$s that tlu.:Qtuat$ t()o!oo 

aeth:e'f>~ 'by hm(\)vln~ o'tHataQlea tbat hlnd.6r tnobll1t1ot 1&'bo~" 

a.nd Pf'Otvldlngtra1blng te.QU1tt.e'. to promo" tha." moil11ty .• ll 

it c.ondem:ne4 $)tQ.,nU,Vtl area 4ep&ndenQ'oQl1loCGI Industl"1 Of' 

". pe,nl1ent)lt .on .1 adus'tpl'e, !ifwl t il (UCCUit:8S1::1 V~ lytl u<ttUt'l! tlng de. ' 

mand~e1 ther dome"!,, or ~xp<>-:rt* !bltt .solut ion t)tt &¢.ltu the 
. 

p1l'oble!ll ()rt al1h"ontaa.nd: a'lthou.gh proposed. 'uMar 'the OhUJ'Oh-

111 $overmraent.,. e~ta11anSt!lat.1()11: of the· now &na di.r.etlon 

at' investment and sQm.oontJi'Olo~J' lab,cXl. 

So t ·ait' the need hae not. ·arta.info%' puZ"su1ns tttoe.st1ree to 

attaln ~u~l elllPloYmfJtlt; ~nll:t..ad the proble1n lato turnlsh 

ls,lltOr to thou l lildustJ'les , .$sentla.l to t,hee~p(i):rt driVE\!. 

J.1any ot the pJ;Oe--wu tl'f*~dS. had to bo reVQ~E!ad in tn.G solu'" 

t10Th Me".'UJl'ea \0 lnope-a:,e' thD . • 'fa.l111J.)1e> l abor force ':"rere 

proposed. flrat ~ l .adu.'ry waf) enco~aged t-c m~ arrangem.en'. 

80 t'hat housen,!.ft •. oould work part ... tlme... Changes were ma4e 

1n the Nationa.l Itu''Urance ' .,"to. reward, wt),Plt&l"1J who Jta:1ed. 

on, atter ,they "ere Ie-sally entitled to Nt1r-e . ItIlftlpatlon 
waa ~coUl'a~.d "I'll partloul,tUf empha81s on Polls.h coal iDtn· 

...... The _iltt Itep was to dia\t"lbu.tethet labO'r to,rc.e 80 

11 u ' 1 . l' iI:!9tll>" narr ·&. PP. Q . 'II, 
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that. essent1~1 pt'oduot"on wouldb~ 1.nc:Uea.S4d.~ 

wart11Jlt d1re¢tion ' of' \'for'keU"s had. been drOPPed $0 .oll1y 

two legal tools tOl" doing. the Job rellla,lned . rhel.1e\'~·re ' tb 

"riM fence's. i!'t which proh1b1tedooal mtners or 4~1¢ultul'a.l 

worker s tt'.om s.ekl mployment in anyothtll" industry; '\ and 

tho OontPOl of Engag~ment O~d~~ . trndev this orderwo~ker 

tn Ceriia.1n oategol"'1(J$ bad to .report t ·Q a gOVtH!Omtl;.Hlt· .,mpl0.1 ... . 

lIlent ottice wb~n they wete out Qf work. They w'e~ the.n 

offeree. a {1~f;~renCe 11et't of jobS in essantinl 1ndtultt'les: 

and &noouraged t,o 'ht1ke a lit-st pi"ef'~renC$ Job. 1'Mf li$re 

~qulred tn any evant to work .in a.n essential i"ndu.stry .. 

&dbly be"" 

oaule thel1f) hac. b$:en no gr(fatcalltor tlnQ1;r 01(ev.u1se .¢t'e.a 

a GOP to labor ' lll the' tao. of ¢ontrolled Wa2;lU. Tll1S leaV&8 

The ,nont)'t'Qla Ye"'lt 4t.opped by Maroh ,1" 1- J 

ina po tl1t1o!l ot t:ry1ns t ·o ~noQut'a,.ge , larg~ 

ahU'ttl ·tll the labot" tor~6 from oOl".struction, distribut10n 

~nd eervtQe 1ndustr1 o ooal mining, textlles &ltd fl.1.'!:f'1 .... · 

eul 'ure w1 th only &ppaa.la to patrlotlstn ae a we&pon. · tna · 

10810$.1 mea.ure w~ulds&$m to bf) 1;,he ~:norea.Be ·of' eoonolllie , 

attri\of,len8 tn t he lnetust)l'leereqUir$.ng liorke1l's but this 

was foraone whbn the wage s,ta.bl1.1~at1on poliCY wasinaugu­

rated at the 'trime 0'1' de"aluatlon·. Evon if this ware n~t th 

case,. tUl10ile would p\"obably orte:&" 8t.r~nuoua obJeot1ont<:t 

any &ttemr>t t o dl$tort the sQal.e of wage (u':l'fe¥'entlals t 'hAt 

p.re'tal1.. Ma»)' j~b ."aluatlc)l11 m.n ttl.l~ bow.Ver. t:t'm.ttMf'e 

1. a vary real relattonehf,p betwtltin a worker t II tlattataotlot\, 
, 

w1 t h his wage '· r~te. on o.ne hl1nl.l and hie, ptoduct,lven .... anA 

aba.nteeism on the other, 
/ 
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" OM critic ,ot thO La.bor SOViu."nm~mt $.st1matea: 'tlhat t he 

ett1eSenoy 01 labor 1.a" nQW' 90% ot tM ' pre .... t4ar llttandar4 afid 

that de$.p.1.t e 'governnwnto.l , Q1a1ms the man ... ,ea..rs devot<zid t6' 

prod.uoi~ aOQda, tQr Oli.llllmer.C& 1& , •. 8 m1l11en 

total '"' l~ Motl»]' 0113.108 tha.t ao'V-el"nment ' e.f 

. low tM1939 

to locat.e 

industry lIruet 'bG more cloSQly i n te·gr..a.\.ed W'1t.h ' a'tlal1ablQ' , " 

bo,uB1ng t"111\1.$ i t resources a;re to be, oon~el"VEhi fol"ox'" 

port tr-a.des ~ l:!. 1his is. of eours~, ,$V'l.a.tlon 'fJ;tam ina 
pre.v1ously mant1Qned plan t.~ dlstr1b:u.te ·lnduatry, 1'1'u. feets 

that 470:,.000 houses 'lHre deatt-Oyed Olt' rend un1$abl tabl. 

during tbe wa:r and that tlle pcpul-atlon, ba..$. l noriUQd 'by \"0 

and one-Quart~r ml1.1icm a.ggl'av~te .t;i. the 'hOUSing -ditt1cult,~14 
<h>verrunsnt plann1ns ha.s tied t.b1S pba.. of l abor dlat:ributton 

<l1re'ctll to p&Ft,1.Qular 1ndust r:y d~vel~pment- in t hat ;hOualt'l6 

la ' part of tbe ?l 'ofola.tlQn plan.1rt :eacn lndus.-tr~~l 1'191:4. 
'\' 

-~1~-'-.-' ~' - , 

12 W$l>4, Pp . 18ft. , Hie ftt"l'l"ou$h eOlllP,,-lJ;'Uon t. .1 J:<ll ' '.'" ., , ,,'.' . '\ "', . '" p ' .. cwQ: "..' ". . " .' " ',i 

" ; , t.f1111cl)fl UlQ"e . employable PGrSODij. 
-.L1tt t •. ,..1:" un&lI1plc,..4 

than 19) 9 '.' \ 

~ In.Na»,.41abo~ rQ~.e I f " 

j , ~ I 
. ~. ~ Lolttpotientlal . 

. ... ' . ' Uati""1~at"s of 'laboF 41 f r $;o&nQ'e' 

thilt ·tost' p~tent,lal 11~ l ~a million' $Q~&lnQ;n ,em:pl'oyed ,l i) tM ! 
~d fOl'oes and IlUftlt.loJ:la lnduatn.l .,2 ml111GD l'!tOjM: an ..... 
years dovotedbf lndu1Jtr.y to Qomply1ng wi th sov~:rnment ; ~!" 
gulatlond J a mU,llon ma;n"'l.a.rs, lost 'by' tbe b.i.$ber rat. of 
~bsent~e1'$m a.rtc! ' re(luQed woZ"k WMlq l. m111i.on 1 GElS d:ue to 
e~11~l" , Rla.rcr1as~.( reduce. women avail.able); ·.8 mU,l:1:()u .an­
:r8a-a1{)8t 'by 1'a181115 sCh,¢ol";J.eav,lng aaei 1 ,. 2 lliUl1011 !ius \0 
l:no~a.edltulibe.~ ,or goverruwU!lt workele'sand l().~~r ho11daga t 
1 .. 1 m11U.ondue tQ1noreased , n'l.U'ilber of crlm.1nals and , blaO,k 
marketeer' , oantef.tn .tatf petson~l ' and hidden U1l.emploYUl$nt 
dUe to sbort,agJuh 

1, ll'l. ot'"~.n,C'e • P • 197,. 

14 Smel. 15"2, pp , '4.' .. 
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r distr ibution ~is disdUSslon ot the Bub.1eot of. 1 

:OUggt'H.t$ . tbat. the pt'Qblem 1$ ~ot · Min 

t(l.ctory m~rm9r ... !he labor shor\e-Pis i.e th 

ttl ~$at1s .... 

crucial. t a,e·to::, 1n 

coel~ textiles, end in conatli"llotlon tilltld i s C91"ta inl1 , :1moor­

ta;nt l never y effort tl/)e;~'pand an 1nduetry .. . ! 

to solutlon by compule~on.. fh.,. , 

attit'Udeof' resorting $010'11 to exb:or'tatl ofl to 1ncreatle ' lln4 

or labor whll~ granting 'Shortsr· work: 

'Weeks and tearing to disturb ' t.h~ seale of lndQ 

d1tt&rEmtlals woul,d. ,seem to bear out Ward's conM'ntl.on that 
. ' .' -. . 

now all tbe a-bl~ an.d lnfl.l1.nt!:.a.l . uniOl'lr m-6·n. ape 111 'the . ,G<tV'El,t"ll-. 

n t where they must prk for labor in$t tbo eommo 

,00<1 . 15 . 

. he replao1~ Qt In'H')orts by home p:r.odu'Ct1o~ thereby 

tendlnp: ~¢\'fard !$lt"'~lltt1(f len(Jy is an inclination &Xhl.bltea 

b:1 eV9t>y tlatlon lfhlob. ta~ls t he pr1,.a.tlons oa'.te~(l by n. d·l s· ... 

l'UPt.ton t o. & :tore,l en aOlU'Ce of' supplY tI OOlllParo.M:v-G cost'­

coneolou8&Qonomist8 h&T~ hal"'angued a.ge.in13t the t()n'd~ncy 

~om the time of Adam Smith but th.$ $rgum0<nt tha t lI'&sourC$ 

economy must .:n~ld ~o ael:r",pl"ese~yatt b~a alwaya prevail 

tn Br1tain thEtMotll'e.tlon Se~m ' 'n'"""""" l'atto 

, 

but t.he bel i ef t.hat .vel'Y opportunity 1'(\)'1'" e!l3 ... , 

on tb! 07t lnduatl",.-8.tl: 

the presStu"ft 

1n~ t b 

aus·t&rlty at home .... m\tst 'be t ried... In dlscussillt'!: other 

phas<,s ot ' the economy we have mentloned tlw efforta being 

put forth to 1ficr$aae ppoductlot1 in .8eo\or8 of industry 

is 146 .... a .• PP •. · 18tt .. 

9' 



whOSe ' output · fOl"it."3:rly oOllpeted wi1;h Ot' deblon~d. on imports .. . 

tlf"ude 

sta.ndi 

la.na lQ'fl.g1ne'9rlf'1~ equipment :are two of th~ ' out.":' 

xamples .. . ";fib . have a.lso tcuchfHlon f..he l.cPQrt ·. 'j 

X'entri'Cl t).ons wh1ohar", deM.gfi$d to aQhio"l9 tb~ ss.me Q,nd." . 

The now famil.iar 'argument (Jone!iilrning te.r1.tf:G i t!.l"pli&Ghe.xtf.!! . 

If l"~atriet1onB throw goods of tina that bo th ex­

iSt'tlQ;d ports and Im.p&;rte onto ' tt, world markot, . .little 

becrauee th/tty ehow u1) '1n ~ther plaees ompet1tlen' t o tb 

~ltiBh e8ports . I-taoPougall holds that ':a 

1 manUl'.i\\lottW n 'tina n :1"aw 

1 $ must be !mported. beoaune the ' val ue-ot . 

1s 1.es that) thtt.t of the> finished pr 

r$.w 
16 

11S 

iG only t.:ru. 1t' the t'eso\U"e~aU8E)a. in the m&nuta.~tUr1ns prq ... 

e not 'biS more p~of1 tabl.y appl i ed • is 

tru1i!\m ' 1s ·:a.pt \ to be c'V'el"l,Qo1ted if We fail to oons1a~~ t: 

hal 

the, nraosfJ81t;v rot' lone; ter:rn 

c.a:rta~n raw materials. ca.nnot be p;roduQ.$d in Brita.,ln and 

na~GBaa,t'y it t~ prtUent l1v1tl$ standard is to be ma1n ... 

ta.lned . W1th ~ndust~ veloPlns and with lQ.PQJ" nee.de4 on 

1 front., efforte ~o produce the few clal ... 

l.ikl!§1y to 'be m~·· l'h1 

e in i mport repl 

.$ that COllle from ab~()ad at<e not 

a.grl.cul ture as the area to b. 
nt plnns. Import-a of toods An 

ed1n~ ... , 'tutf'S $:oo.ounta<l f'QZ. 47% o-:r ~r1.tM.n · a 1m,!)o:rtl in ·t ' 

1.6 G., D. A. Itaol)oug.,,11,. ·~ltaln · 8 1"crcdgn t're.de PrQblear, tt 

.EosmomaO J(nar.na.~ j 1.111 (M._Qh. 1941), p .. 69 .. 
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media.te pre- W&1"yeara and a large part of that total · carae 

f'ro:n the ,dollar Q.%'eQ.~ l~ 'Aln!ost 40% of the t.mporte ,from the" 

dollar area1n 1948- 49 come under th.is J;atEl50ry .1.... Plan 

call :ror a.n 1nor4L n '8rlcultu~al 'output of 15% aboV'e ,t h$ 

wartime pee.k' h'l 194~ ... 44. ' Th1lJ will aXQesd lo'Us out .. 

put in Z3r1tlsh tural his t.ory }~ tf 'this' 1 "'52g0~ 

1 

pee 

abou 

POI' 

t . 

anI! othe:r aacontrlbut e · t o the sUPPLY a_ 

oultural 1mpo~ta ' from the dol lar area will fal l 

,nO, wil l be 3bout oM- thir d of the dolla.!' area. 1m ... 

~ ~:~ On~ yond-errs how th1~ · contr1butes t 

1"oa.sed worl d t ra.d.e so vltal to ' covary of Qth9r 

:r1 ta1n ; a trade eeonomy . 1 'f, ,~. , bene ... · 

t tctal s t r eet 1t .11&11 resou.~C$a we~e u t l11tl.Gd lllore t;ft, .. , 

ciently in this manner and eome were the~~bl t~e&d \0 parti­

oipate in et hel' aotiv ities requIr ing teW'(!lIr frruports tir 1"UI'''' 

n1l)h1ng o~tG eo pay tot:' lUOr Et l mpopts. 

Let us EUUI,l'.niM this pr cpoS1t1on. Fol" th~1,l p'Ui'lPQ.se, We 

can utilize a very dGtalled. otudy cover i ng produc t 1on""Qost 

1'e.t1osop Engl.hh farms i n 1.949 •. ",1 I t-Seellls polntleo$ t .o 

1 

o 
1. 

·Q-.1512, P it 15. 

rotpe'ct.iJ ot Bl'1'taln t e Oellar nal.-.nce~ tt Labor ~ 
1n Bl'~tp.ln, VIII (}!.l.areh j 1950) i p . 41 . 

,. p . :l.:;, . 

f Brlt s.ln ' e Pol la.r. Balanc(JI1 ~ p . 47. 
H,t Bla$bul"nj "l~rt ... Re!llaoe~nt by Bl"1 t 1sh 1" 

. !!S9no,m12.loFna,1. LX ( ~Dell" 1:950>, pp . 19ft. 
fbi s study wa.s i n prepar at l on dur1rtg doval uat1on and no al'" 
hrAtton was raade to compellsate tor the change in pz-lo$e. 
Wh1l& lmpor t ~oetc.haf:lse9 may .o.auSi! the- relat 1o;nGh1ps t o 
4hange s11eh.~1, ; thQ author bell.Yes that riO (.lcncl-us1on 1-
invalidated . 



r$pro(luce the details but the ooneluoions :ll"O pertinent to 

cur Quest1on. A~ ~arly 1949 p~iC&a, {123 of ind1~noua 

l."0oourceG and $l~ven acres of l~nd 'tf(;)l"tt X"e~ui,Ped to prociuc 

the import . equl vale nt of £'100 of agrlcul tural e;ooda. ~e 

ratio was approx1lDately thcsame tor t~ rour types of farm ... 

'1!Y , ollah-orop, livest'oak and mixed . Oosta 'Were a. 11ttl 

hlg)ler on the dairy tarm but wh11e no, et.at.1atlo~.1 attemot 

wan made to relate calor1$ Clont.,nt to value f the nuthor 

t.e.tod that the nutl"i tional value of th& da.iry pl'oduots . 

$QuaJ.lted the r $al values. Oftr.al supplies,. accord1ng to 

the survey" S90m l1kely to rea-db i')ornJal world. supply level 

livestock 1tel1lS, 80 saV1ns,s could be blt' 

I1v.stook. S1nce a price 4rop might Come- in srflln 

(it norItta! ' oupply-4oIlll!Uld torc.es wQl'oall.owed.. ,to operate) ~6a.ln. 

_ tacK p.roduot1c:>n 'Would be 1ncrC$.sed. It 1s 41ftl­

oul t to evaluate the effeot ~m the S'3neral ,labor- 61tue.tlon 

b9c!ttlse so m.uch of' t.he tam la.bor 1& tbe 1ntmoblle falnily 

ty t would not 'be tu.lly utilized in !#hl1. 

B.dmlttlns that. world pr1ces d~t~r!l11ne tl)s optimum point of' 

ion, there- seems little U.kellhood that. pN.oe ~OVIII .. 

n vith the adverse G'tf'ect or davaluation,. will fur-

1sh oconomio .1ust1f1ont1on for the expendituN in this f1eld . 

-ouHi be more productive and thG volume of' world 

trado would probably \)i:l gno..tl')l' 11' tbe &&m.$ runount ot . labor 

faatot'"s werG utl11zed where 13:r~ta1n 1$ c():mp&ra.tlv8." 

1y 01 .. 
"'~UA"". govfu"nmant tneaaursa include th.e provis ion of 



ta.rn%' bul1d1.n~8 i an ,inorease in, meoha.niZat.ion to about s1 

times the 'pre ... war ' ltrvel ,. , intensified. us,s of t~rt.l11ze.!' f and 

la.nd- dra1nage, a.nd wa.tet' supply improveuwnts i OoUtlol1s' have) 

been set up to pt.l!'9Ue 'resea.roh and disseminate the Nsults, 

and> a progra.m for enaouraglng entrance into too industry '1 
/ 

1n pro.,.,..,A t:lA Prlc$ controls an lnt,egral pa.rtot: the en ... 
ooura~ement and they gUB1;"antee a. defln1te m1nimum pr1ce 'to 

the farmer from eighteen months to tour years In advanoe. 

depond1ng on h18 produot . The AgrlQultural Aut of 1947 

&xa.cts So priee for thiS, helfever . It PJ1'ov1dee. to Count, 

rlcul tural Exeoutive Commltttl$ with powers to enforCe ' 

t.andal'ds Qf good huabe.nd~y that go as far as, d1aposse, .s~ng 
;'f* -

the 1n~rrlnlent farmaZ" . Control over uae to be malle .0': f arm ' 

produce 1 

covers the 

far~reachlng and involves a rat10n system that 
2 ntlre supply .. 

In t.his f1eld the g-ovEI'rnmant seeme very determined t o 

produce the planned re'$ults. Controls are C}o;mpi(ltte and strlct. 

and. ex:oend1ture is senerous , It one do.ee not care to aocept 

Blagb'ur-nfs results a.s a teattmony to too economic undes1ra .. 

billf;.y or the a.1ms , 1t WQuld aGem t hat t ne 

~nterpr did not develop ~he industry under a profIt 1n .. 

:eent1va would be even mo.X"G conclu$1v'G evidence . The sovern. 

nt"s determina.tlon to promote $uch e.xt.ens1ve 10ultural 

production, i n V1Q'W or manYlears of pastoral concentr at1on, 

to indicate III lack of confidenc$ l n. Br1.t,a1n t a: ability 

to develop Q !3utf1~ 1e.nt tl"ade in manufaotures t o snpport ita 

2' . ' Omd. 151.2, pl" " 16 .... 1'7. 
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populaoe.. It, d1oavovo 0011&f in eU .. .Q ut,\U"o 

'<;Ii or wor14 t~ or ;ar1ta1n-s,1't14UGtrle.l tutu)1e. 'fh$ 

only nltornll.tlvo~ In 118t;t.t ot tho act 

or tM tll.Oroug!mooa o.nd rational1ty of the plann~ .. 0 ;. 

• 
uo.t1on hac . AS =wnt,loned , ra.1sed. leaport. .Dr1e 

" part.,$,Q\.tlarly Qn OCllI19 of' tl3.G 

11:7 to 111 bA''''' 

twoon J:ovemboX' . 194e. tmd Oopt.ombor. 1949. rose to 122 'b. 

t 19/*9 . '." tbo atloot on oonoumars lG ~9rlente~ b, 

ubll1".lles but thiS rOJ.lB1" 10 about. fto 

Oripps announced t.hat food $ubel<1~$e wilt 

hiG 1.it!t1on w111 not. af f ect total. OCUJt s; tn taot. t.he Co._ 

not bonefit trom An~ &woGd1ato tax oute and w11 

lu 1n coats 

wlll eh sh1tt 1ng of reaouroeo 10 prof itable. 

bat t; 

,roduot.s wo 

.rrurl;\cture-G if 'devoted to lnduotr1Al pl"oduot1on. gs aela~ ... 

lng th.l0 t o tho pOD91b11·1t.1 of tn.~rkSt.lns t l1eoe cxport..ra, a.n 

( 

tiel. t,y 01.' aiUu\.nd. for e~p.orts ot' about 2 .. 5 1s Gbown to 

Bt-1 tatn to' Cu ' 
18. 1950) . 'D . :a li 

8 a Little , " m'A\!lU t1RlE~l\ 

••• 
... 



necessary b~fOi.'C it1s prot1ta'blet.o shift the -ma:r~inlll ' un1ta 

rom. home loulture to :export trados. l'l4 a.utbo~e· 40 ho~ 

indlca.te whether {t hey think sucha.n ela.I-'tlei ty e .xists. or notJ 

It ''seems pro'ba.ble :to me that. it does , but this must ~ wait ' un~ 

til t,heb~xt oha.pter' . In disoussing dlmlnlshi.ng returns as 

a.pplied. to producing' agrlcul tural output, they show that ·· th$ 

~laat101ty neee$ l'iUl:ry tor pro1"itabll 

.sources aJla devoted to 86rloul.tul"e . 

or 

The SaJlle articl e eup;gests that. ' if rOGQuJ::',cea wera d~ 

voted to hOIne manufa.ctures the mar,g1na.l r ate of auostitutloll 

111lAAt be lowor although 'foOd ooeteW'Quld at!ll be a fa.ot,o~. 

This seams to me to be an excallent PQs@,lbility e1nca agr1 ... 

CUI t~ in :8rl t.ain wa..a oonUd.ered of' "lat! ve 1y mlnol' 1~';' 

portanoe when l.t ha.d to 8-xllirt unde,~ comparat ively free ¥narket 

0000.1 t ion •• 

e 

he l~Qat" W$> oan $ay 18 t hat U· the world ,. 

recover in lnt8rnat~onal f~e trade, th$ agr1· 

cultural development tJxpendltut"e& 1n 13rlt.a.1n dea~rve .tudy 

with rega.rd to finding altarna Uvea for t hQ.t portion (L 

gove . nt 8,xpernd1 tUNl .' 

ftl.ce economy and ther~b 

lower taKes ~ 

is might even be a pla.~. to p~a.o"" 

rlvate en~rpr18& wlth 

he QontrovcOl"SY between 1ncent1ya and inflation 1n ve'"" 

gard to profit-a and wti\g.&s bAs ent,.ai:'l)d the disCUSEiioJt in 

aeVera,l plaoe .. ; therefore. it aeeme unnecessary to gO into 

great etstal1 hers . Wi'tbout a. doubt Gome l1mltatlo!'1a on oon" 

sumption aN! naedetl in a, defioit ~our,rtr1 that hopeBto expo.-t 

lto W'8.1 out. from under> t be d$t~o:1t .. It. a.lso .tile·me taperaf.I..,.. 

9 



t,11nt & eurroncy as widel 

aa th1l pound ator11ng mU$t 00 in'" 

lat1oi'l. n tb.'l othe'r ha.nd produ. ~. i 'll '" f.!ontrQlled 

OOn01ll1 ieo not obtslned b 'Y turn but Py tho 1rt~· 

1dual labora of th.<9 .11'anib~l"a. ., l!J t.. we lllust, 

n:alle to 1n$p11."~ the individuals t lftloul't 

to determine . Peacetime control 

paak Aftort au wartime Qontrol t 

leoo1eJ. \<Ie1r~ It in not 1at1ngul 'by oontrolJA« 

Qr centrollers, aa that of <'ne <t 'II' ~ I ... 11 om-

blnat10n ot freedom a~ :dst.s , that Bt,<lrt. l 

~J ues , 

'~ll. tho Great~at eXCQQB ot 30od$ produ Vel' %'0 

comts. 

~'h~ preo&nt. British eovermna:nt .$CiHnlOS to .t14V 

,hat YQ,~1H!' ana indufltr1e.l profit.s muat be r. 

~ lclG­

th$N 

1 

• will 8ubetltute !lQQtw1ty tQr tin 

c the \l#aee-D ,., th I ' 

nt Money for the prl"t\,t inion t.o the 

£1 f this polley ion as t 

t tho socialisti0 pr1nc1plee . pro'blQm lG h.ow muoh 

1no'r dl 

b~ll 1» allovod.. It to me on 

term.1nate point 1& 'passed the onl3 

t10n 1 aUQ.OIl ccmtro1.8. 1,· 

or the rllij,ny re~ulation 

alu$. of real income au oOIl:lpQ,f'ed t1 
is P9coar'1i'2ie/1 fl.'" Q. furthor c~mpllcQ.t1on~ It 18 
important in the cOI1$14e:ratlon of ,tJ1tl.at1on and 

1 



lO~ 

:d.ealre<1 '%'(H.mlt . tfuf.",t .he-r thl~ is VGt'1:eiable 'or wh~ tb~r ; , ' " 

':Srita1n n,as' pas,sa-d. that. IPo1nt ~ two int!)t'c-ut1ng ' que-at ;1cnr 

!,fa1" beJond the scope ot · this papQ.l:" . ment l ()ns" h<!>WQ'Ver;I'. 

tha.t ona ofths"obJeot1ons ,to exoha.nge Qont:rc>l 1s M".a'B "it; 

'mual;, ;be all 1nelue1ve top1;J 'erre.et1ve . 27 This 1s an ~llUlJ " ,' 

trat1Qn ef. a field where 'once , a point ha.a boon rOliohe d i: " 

regulat~onD ~eem t.o ,Dlul t 1:ply of ne Q&a6it.y . 'l'be 11ani' ki nds ', 

Qf sGcur.1 ty et !;u'l lngl and ,eoltllllQrcial r Uns \11 th al l t he 

r nts 1mpoeed , on the !usa.ge Qf each t n<'11v.1dual l lk:lnc1 ' 

'%lev-eal the anltud,ll6 oonfus ion t hat e an ~sultfl"()r;: e f f'Qrts to, 

bring about a. deSll"ed .reaul t t l'U'ough oontr .. Cl.U"i t v', 

sterllnc~ fOl' ,lnata.noe , could at one t,ll.iie be 'uSed-onl y f,ot' 

1nveat~nt i n I'll)o\tr l ties wU)h a mln1mmn t 1!:.s to' rnat.urlt.t o.t 
'tan y~arsJ could p& tra.ded only ·El.mon,e; nou-.. r e s1"ents; f r om thE)' 

fO},6t'i.cm country , and in t ,.a.m.ecia.se of s$ouri tl . 28 

Generalizing from nne ' case 1s1dall6eroue thi nking arid 1:r 

quently i nvalid. but 1 to 1Stemptlng. 

i t ",e w1t.h a f'ee11ngot g.t.lilt t hat I negloot many at'EU1$ 

where sov&:rnmant ragulat,lons and a:(fHvlt l~ 1!l a'l;iound ~ Suc'h 

peete of' poll0Y CUI 'col Qn1al deve l opraant an(.l ' no.tlonal:1 ~a.t 1on 

lOr domestic 1nduatry . of t he utmofl t. i mportanoo to ' Utlt-' 

n' oonom,y . uat l on effects i nter jeoted 1n ~Qes. 

endoavors a.t ma.ny polntE!; equipment must DO purohaa9Q. and 

output 1,8 ~tfeetad . 'he oont r ibuti ons or bat'!"ier a t o 

21 Ql2 . 01t. , p . 1,8. 

ft St&rl 1.n~ Sln Devaluation; ', -x~.:~ •• - :;::.,. 
19l~9) _ 



effe'Ctivencas! that may t'ljIsult , rroln the ~ PQlloy p;t"aeticed'he~ 

a.r,~ , ma.:ny , and "Va~1ad • . · Bowevel" # only 'a. completeHa"nd ' o.e t e,.l:ted ' 

sUt'VEl-Y ,of! the' :E'Jnp1I'I9' pol1Q'1.e scan o;oyel'''' €ilve~'ithlng .and, ho ' : ,I! 

vel".d:tc .t~n ' t.l1osU0¢EaSeI of' the:se prog!'ams is ··· ~1kElly to 'be.i J 
r;' 

available tor SOme t1.m~ to OOIDfh ' 

port a,1d.s a.%'$ necesaw. ... Y 'but . the bOax'd ,instituted. . by 
\ '( 

". 

lnduatl;l;1 Cor the 'p\lrpQse is (lons1d&ped to be ,tho mo,at help""' \ 

t'w. 1n this field. ,Agrioul tural devel¢pment. tzl,B ~ repla.ce .... 

ment tor iI!.u)orta $ee~s . to 'be ~n U!1sounCl. poll.QY Qtiorlom1eally . 

Lahor oontrols ha.ve 'b~en vU-tua.lly d,iscHil.rded. :31'\0 . incentives' 

~o increased produ.otlQn to't both , l abol" and ca.pi t.a.l h,av'G) : 

peen replaced largely : by exl1.ol"ta.t1ot\~ '. ·' '\11e shall th~r$rot"e.' 

t~a . a. y~1at1on of 'tth$f.a.1l. . othor fa.qto;r·g :rema.ln1:ng eon 

ste.nt tt' &.ao,tUJ\Pf.lon and' $9., that fl t'$sult$ ' Qf,'otl:un.l', 5Gvt9rrone,nt . 

policies notwithsto.nd1.ns,n, plana SS$!iL ,..0 pe, nuU1et'ous , d.~.'" 

tao',Hed:, t$cmpered iii tb poti tical. eonslderat l one and to ' 'all 

tar abort. of providing a. stlmu'lus r ,Of! ' opt1lm .. tmuse of 1'A ...... 

source-o . 

,to to t~ d1reetlon., the PQ11ai !a . t.$k1ng ~ th~u;~e ~e ' t o 

be' two point$' ot view' • . Om 1s be'at illuGt~at~d b1:, .. the, ~t~ll: 

;t"J'rt "" );'x"; " ~·;p,, .. t·':"=t ,.... (iomJl$ nt on JQh,n. StX'&()M 3' ' ,~ ola.im that, the , 

n:l.unb~r of nr1tons rE.JC)~ivlng a.tal~e ... ho'tllQ pay of at least 

$14,,000 hfla 4tol1n.~d trom a PNc ;.-wa.:r 11.000 to. lElse 't,htln 2.5G 

:1n 1949.29. ' The COn1U.l&ntl 9MI'" . a t,rAt:hEty· boasts that \he door ' 

1.8 <:luletly ~hutting on the tree economy 'an th$ cradle (1t 

~9 It!" LV (F$J;>ruuy a,Oj; 19!5C»;j p ., sa ., !he total 'a~e" 
not 1no U 0 tho$~ whose inCtHM$ include div1del'ld~ and t'oyal ... · 
tl"~ ' . 
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fr'Cedom . 'ina ethel' holds that even t-na Labo~ f arty "Gal 

lia9,a th~t ,soclal1:om1s dOCimea. a.nd: t hat a. roturn to tt'~ o.' 

' 'nta:tprl c<>nQmy .1s ,both necQsaarys,i.1d l nev it able' ~..,..O I 'lhe , 

a and, l'O laxed,labo:r* Icont~ol!1 may bel due; don ,part · 

·t ·o, thIs attitude;. It may be Just another pha4e of' p.l ann1ng 

but it i nvolves m'ore dependenoe o,n the deola1.ons of prlvat 

Induutri&s and '.can sQa.t'cal:y ,be constl'l!ed 

b:ea lt,hY ' iJlgn . $'he OilGOe$6 .o,f dov~lua.t1on 

other ·thnn 

.Ii ;on t.he: 

vlgal' ot pr1vate enterprise but~ . the durat:\.on ,of. :tho o.e·\", , 

tt1tuila oeTt.a1nly ee-'el.llS ,to dopend on the sucoese ot <lavaiu .. 

a.tlon , ) 

.. 

. -. 

" 

.. . J"~.~P' . ~BXi1taln t s· 'Road 13$.ok, nl Fortruna, XLI 
th1e ~tlo1e expounds t.b$ bellet' thG.t' sOOl~'l .. 
-uta el.tes th~ 'ta,at t hat 'Plans not as ,d.efinite 

. ~ as in the t'c:t!NlrunneJi>s U eV'1· 
alleeil U ... 
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, Ohaptel"" V 

Fi nal De t at'm1na.!)t s f Extrins1c FaQ't ol."s 

• Uncont t'ollabls Faotor s 

The factors OV0l"" "/b ich Eritain 'has no oontrol are ' pOl"'''' 

ha.pa tho ones 'Which wUl ultlol1tsly have thG grelltest 'part 

·' n determining the effica.cy of devaluatiQn.~No :control tt is 

an exaggera.tion when rorex-ring to forei p;n' demand :md world 

ices when , due to tb~ · contributlon of each nation to total 

world supply and demand. any change In one nation a.ffects 

t he total. 'rhe difference in degree between t he oompflTat1"J 

dor.ninat"on of domestic aat1vHy (l"9cot9l1zins all of , the I1m1 ... 

te.t1ons mentiQned in previous cha.pters) and the indireot In­

fluence 6;!Certed elseWhere is enough to justify the expre ssion . 

brae items domina. te this area.; , ela.~t1c1 ty of damand. for 

Sri tlsb export.a; the t l'end ot wor ld ptt1cee e.e t,hey a.i'fac t thCJ 

irltish impor ts a.nd S';!Cports , tha.t 1$ the t erms of trade ; t h 

w1l11ne;ne s s and t he a.bil ity Qf the other St erling a.rea ooun­

trieS to maximize dollar export s and mi nimize impol'te t rom 

the dollar c:ountr1ee . Br itai n must f1t the pieceS of tbe 

picture that she holds to the e conomic conto\U' tormed by 

these forces. . For this .reason they seem t c be thetlnal dG'" 

t e r minants of t.he QOUrse events wll1 :follow, and henoe ot 

th.$ final resting place . 

l:m.1'fled1a t ely prior t o devaluat i on there was a. substantial 

aunt of t allr t pa.t hel ,a that 1t would not be ert~ct lve . 



Initially .. it wa.s ba.sed. on three things: a) &11 pI'oduet1on 

was be1ng Qonsumed at Pl"oS(mt pricos so 1nQ:r'9aGGd. eff'ect1v, 

d&mand could not,i be s~PJ)1.1ed· . b) Dr1 taln would. not 'bo abl 

tio aont:rol domestic prices in the fa.ce of lncroe.sed import 

'eost$} export pt'icGfS would. the:;."'efot'·e 1"1s'3 a.nd. i na sho!' ... · 

time dissipate the s.dvanta.ge~ c) Pr1ce ela.sticities· for 

itU 

t1me-ted to be 0 

dollars rece ived 

on the dollar IllarltQt ,"ere sta.tisticall Y' es· 

uch a.n order that the total n~ber or 
oUld decrease.1 the urge ncy of 1nve.din 

the dollar market combinedwlth the slump in 

dollar area inva11dated the first obJeotion. 

cf 't'he seoondls stIll undecided. Th~ latest 

to the 

validity 

rs· ... 

tau .p~1oe 1ndex ' that .for mld.-Ja.nu~ry and up until that 

time it had r1sen t,o 113" 'only one point above pre -devalu-
2 atlon. A aevernment sourc its that UnlGB9 raw' mater1al 

prioes de.cline , .SQmet'ur~. rls& 18 tob 

to keep the indeX bel(nl 118 . The T. ,U. c. 
d but hopei 

nded that. 

unione forego wae;a increases untll it passo a t.hat point. 

,he whole sale price index 1a up l4%, Since devaluation ; raw 

materials ' from dollar aouroee: such as cotton., nickel, 2111'10, 

1 
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and copper ha.vs risan the tull amount of' devaluation,,' Th 

peroentag0 of tbese dollar materials &mbod1ed ;in apr6duct 

compared to tho peroentage of other faotor's whose pr1ce ' 

ha.vG risen only slightly dotermi ne-s , the amount of :pr1o~ ad ... 

<'20nt.a.gs ;t1?at remains'. S1nce la.bor and fixed cost$ s.re ~ seneI' .... 

ally speak~ng, the greatest ,PQrt1on of the total cost on 1man­

uts.ctul'ed goods; it eeem~ safe to aS$ume that posa1bi11t1es 

for "holding the 11nE~tt a.re atill :good co 

bere seems to. b,e ev1denoea.vallable forrefut1ng the 

third contention lop;1oa.lly ~ hlutorloll1ly a.nd from our~ent. 

information .. No a.ttempt will be made to. or1tloize a.ny PRl""_ 

tlcular e.et otoalcula.tlon$ . The obJe-ct 1s to est.abll'ah the . 
oontrary possibll1ty. Ela.&tloity CM not in a.ny pa.rt1~ul&r 

caSe or 'With any de~J"$~ o,t 8.ocurae] ~ 'be predJ,.cted. ~' , An 

tatls.t1eal oaloulation 1s 1n thef form of an analogy . It 

must b& assumed that the situation at the tlm~ the data va 

colleoted related t.o the pr$sent. situa.tion 'In:~)a manner 
" . 

that erlUit a, valid oomparison., or eome;;~ttempt must be 

made to 

likely t 

just the dial'a!."! ties . the first aJ. tarnatlva is un,. 

:)t'ist in raa,11 t the second introduces an ele· 

nt of judgm3nt than can and in m~ny ease hould alter the 

tat1stical rlva.t1oIl Gubstantially ,. For instance, ch.anges 

, ibl\\. 
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In the amountdsnUlmdea. resul 'Una f'rGin a prIce adjtlatment(lJ1') 
\ 

Imported (exported) pr-oduots whtoh .eo_pete w'1th domestic 

products must ta.k~ into aocount themealUli'I!Hl that the <lOllies ... 

'tile· produ();ef's will take ~n mee\1nsth1s PJ'lcecompet1tltlul. 

!fh$ee lIleasures may tal\e the fo·rm of prlce r>edut>t.1oll', ad"er ... 

M .• l~ eam:palgns.or forced boycett,. It. 1s Impossible to 

estimate statistIcally what C(1<11rSe thecompet!.tops 'Wl11 ta.ke 

11'1 tW() aeparat.e. lndust.~les meeting the aame ·Qltu8>tlon . 

Onemu.at al.80PEilcoe;nlze thaterl'ors tram many other 

IO\U'CtUl cre~p into elasticIty a&ltHllat.1Qns an4 casteerioua 

dQubts on their aC~\ll"acy,. a oma of the mos't, 1mportant aN: 

1. ) :P~lo. O'ba~es may be the catuJe, 'of a change 1n the 

qua.ntity a.etnandttdtbut the cbanglns demand may also ~au.e the 

priee ch.an~G'j 1n whlob ca.e anew demand CU!:'VtJ Is needed anet 

aneaU.mateot elastlclty using the old ene 1& tllial ••• ,. 

2) In theca •• of denluatlonJ only a. rela.t1VElll y tew 

p~1ce8 tall 1~ the dollar area (thol. of lmporte('i articlel) 

wherea, ln most price decline. tbat, talt4t 1'1aoe OV&JJ' a perlod 

of tlme the whole price leftl shitt.); 

,) Relatlveltl<iomel.eVels$t dltterent M.me-s are anoth ... 

o.t the l'ealbarr-1ers to a'bs~lt:tte .aecut'&cy.. i'hls ene has lotl$ 

been subJeot to QO'l'lcel'"kd.attaek: however 1 t is extrena/tty 

cutr1cult to· eepara.te the pr10e and Income 1ntluenC!e$ in any 

h1etor1ca.1. .1.tuatlo1h 

4 ) Distribution of income among IJ'ldlvlduals.and •• en, 

5, SOH clevice. f''Or taking this f-&oto1'" lnto cQl\81deratlon 
involVe> relating the price of the pr04\1ot tesome pl"'lee level 
ll\dex~ 
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in tlw Qale of th~ United Sta.tes, betwee n the .e~t1ons · of 

the oountry ,. can havo an eff:tJ(lt on deIlla.~ 1"01" llSlport~e ~ that 

oannot be QQseased aocurately on the basiS 'Of past 'sxpet'1-

enoo. 

5 rot's of observat ion ai'S almoatcerta,1.n tQ . enter 

lnte> anl! cal culatton based on measurements. Thes. may spX'1ng 

:f'\rom falsif1oatiQn. cla.eslf1catlon, or faulty lIlGt hod' of 

1MaX COl'lstruot l cn. Orcutt 1ndicate.a beli ot that these 

errore w111 be from 5% to 10% and may a6.11y be substant,1all, 

gt'eater than the range ot rele'Vant prioe variat1ons . 6 

lie holding the futility ot calcul ating elAst1c1tle' 

from observed data on the baa18 Of the pO{iJs1bl11t1es ot errol' 

or b1as 1ndioated, above and. otber,lt, ! laelleve t ha,t th& tol" 

lovine f our PJ'QPosltlons furnish logical ground t or ~8E.Jumlns 

6 Orcutt,. p . 12.. He admit. that l.nmoat oases 1t 18 im­
poaelble to a$l!lonatrate tne directiQn or the errol". U ' it 1& 
~.umed that t.heerrors are onl, In: the prlce y .... lable an<l 
that. the qtJantlt1,eell1pol"ted a1"fl known ellactly I (Whioh ...... 
• WlPt1on leeme 10gua1 with ~u:.toma t"$gulatlons ) the ' Wt",. II 
demand w111 be more elaetic than that 4.rt ... 4.. A$$ume that 
OJ), iathe 11ne along wh.lo.b the -trUe lt .po1J;1ta w111 lb . ·fbe 

,p~al1elQvam 1nd~c4teS tbe range ot, the errol'l that la, .aob 
obselLved point will. be ,.he sus dt"tanG. , ,0 t he J'i~t 01 tbe 
prioe ax1s aa t he "tl'l"Ue I' poi nt 81,.u.te the: 'quant-1t)' 1. a$8ume4 
to be oorrect but the observed price. '1111 vary !n the YePtl­
oal d1roo t 10n. r1ttlng the U,ne lIit tQ mlplmlze the aum or , 
the square. 1n the hO);'izontal dlrectlon Nsults lna. demand 
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that the e.{ltu~l p~t~e el,asti41tl~ S Q!' ueman<.l t or Engl1flh 

eacp0t-t,O ' to t.he doll.at' a.re a 1$ ~e:a.t~~ thliJ.D th~ae general,).y 

~aleulat~~", 

1.. Shwt JMm e last 1el tl~$ Bl"9 usually calcula.t.ed 

Wh$l:'fHtS. tb,o.e tGr' the l61'lg run al'"e su'])otantl8,lly hlShel"~ 

Moat. eomputat1cnSCOVEtl" yearly a.,verag;:Js . f;lQa' qu.ant1ty $.4'" 

l\ist1b$nt eprea(1 OV'$}' seVeral years, 1s f b.QPpad lnt,o '81I1al,l., 

p,l&oes" Oont1rao,ta O~ e'V'urt buying habits dQ not chanse in & 

Shc;;,t p."iod · and the public; m~$t be e'Qg~1Zia.nt- of tho' al.t~~.d 

,,3:tua·f.lon be'fo-re tn~1 ean , a'ot. Indus'trla.l outpu', ibcth 

foreign and Q.Qmeet1c al;US t ,hi ma.n,1 case I 'a~ t1m3 to a4a-1)\ 

Itlelf t ,Qthe chan@ild Qondltlonsln th$ market. 

2 • Demand ;f:or' British expo;rt$ 1s ll~,t u$~alll' a t,,:parat. 

ca.t~8Qr1 'but. 19$, pa:rt ottbe ~'$l1ult,nd f'Oxoa ppoduct that 1$ 

Q.18o domeetlcal.ly Pl"od't1ced,. slt.h0l.lshthe oonsumer p~.te".t'1ce 

ill., take a.,a*abn pr1C)eob~1 to ove~ome ~ the 'J,.1 t1eth 

8h&" of tbe market 14 extrt;mely sma.lliC' th9 positIon ot' the 

BiI"l'tt~ .~0,.ter , shoUl.¢ be anal.ogou'S ,",0 ti:u?ot Glf" it t:tmall pro. 
ducer in lin In(llilettf, a:nd tn. ,d.emand QQhe4ule t~t~ him 

Should be hlghl., elasti0.' 7be:irahal"e of the mat'l/teltshoul.d 

lnOt'ea.se "n .rea·poras.e \0 the price del;ll,M and th,a :re.sul\1ng 

produot ion cur\a.ll,ment b, dGme .st10 p:roh-.ere • 

.3. ~ Pll"10e ela.st1cl·,y ofd •• a.1ld for lmpott~s ebou14 

'be veate~ top large prIce cha~e. 'han tor emal.l one'... ':Cwo 

"l :raul (h Bottma.tl, E ',I 0.. A. Mmlnls\p&tor 1 ea,. \b-.:t 
BritA .. $!'! e.-pet-t.. tQtM tJnl ted Sftatea are leIS tllan oM-tentb 
or one p.erGent ot the U. e. nat.10na'1 P¥'od,ttct . fto.Y'aJ.us.tl,c'Il 
:and, the Dollar Dr1Ys,tt p ,. 16,. 
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~8a.ona are advanced to sUbstantiate this statement. OOft* 

aUl1ll81"1 Inour cOlts, both 1"$al and psyohologloal, in "!latins 

a. chang. and a priM induee.nt IIlWSt be apPHelable to motl­

vat. the .hitt. A Jolt la me.aaaPl to 41atUJ!'lb tn. pt,oho-

10618 .. 1 habit and in Oue. of' leas than perfect .ub.tltuta .... 

bll1t" .0_ ... tual expens. may be nec •• auy to aeoo_out. 

to tNt Import. fbe d1fferential in cOlts must be Burtielent 

to Justify t.he sh1tt economlcally. !hla would b. puttl.u-

1&1"1, true ot _ohinery or chealoal compounds ua.d industri'" 

ally_ Saoondly. ooneern1ng the ~5"8&te lmports, lome pro­

tu.ta ma, be oompetltlve ftCW whloh were net imported prevloue 

t.o 4 .... &lua\10n. e The Interwar perIod 18 uaed In moet .las­

'le1tl .otu.4lea and the pr1e. variation that vaa separate 

,... 1MOlIe variation .a .maller than tile devaluat10n cllt­

teren •• of our ..... 9 

4. the a~.g .. te 1. l1kely to be domlnatttd by •• aotU .... 

tl •• with low .1Aa\lo1t.le. of d __ a. 1ft tbe hi.tort.-al 

.tud1... ~ .. price oha.naee on th ••• t._ed1 tltut 1. 11kel, to 

be tM larpet and ther wl11, therefore. ".lght the aftrase. 

!hls 1s ".P801al1J true 1ft the eaM where the "01 De of the 

pl'04uo' lapert.e4 18 co.paratlftl,. large. It tellod that 

Whl1e the .tt •• t of 4 ...... 1u .. '101\ on the 0 ..... product mal not 

be 1.POrto\, the "at ot tbe l1a\ m&l be greatly benet1ted. 

8 Polu, p. 5. AlthoVSh ,he paper ,poMora tbe ..... of 
low el ... t181tl •• , he .on •• " •• tbat wh1.1e 81"8t101t,. Ita, be 
1-.l1 up ,. a· ... \alne.pet1t11"8 poel'lon. OMe the cr1tl. 
cal point 1. 1' ..... 4 1\ may be larse. 

9 
~.utt. p. 14. 
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In the eaSe of Q-reat Brita1n, whiskey vaa the bigg.,t 't'OlUM 

1te. )oth In 19'9 and post_war.10 It a180 hal a relatlyely 

low el&st101 t1, primarily 'because the Internal Heyenu. fax 

1n the U. S. lslO high that. a large Nduction 1ft the tor-e1sn 

pJ'1 •• per unit brings about a .uOh suller rebotton ··In tbe 

total retail price in th1e oountry,1l !he total elastielt, 

tor Dr! \lsh laporte would .eemto be biued. it whiskey 1" 

lnclu4ed. 

A:tJ1 hletorlea.l .tu4,1purportlR. to dlrJc10se algnlt1cant 

po.,lb1l1tl •• about the pre.ently con,ld.red d."aluation 1. 

subject to mOlt ot the abc>"a lrutnt,loned limItations. The 

tol.lov1ng 00l1p11 .. t10n 18 theretore subta1tted only to .how 

,bat «.valuation has been efteotive tor the lame country in 

tbe paet. 

f&bl.e lJ 
12 

i7&d$ in lfamltu~ P!!1Y 'Us! 19" 
Year: 1931 '32 'J3 flu t).5 '36 137 '38 

Value of sterling in 
terms competitors 
currency 100 76 76 7.5 73 76 83 8) 

Index of U.K. share of 
, total manufactures 

exports 100 131 134 131 135 128 121 113 

Index of volume of 
world nanufactures 
exports 100 78 79 87.5 91 99 1Jl~.5 108 

10 4. 'fIt1 •• , p. T. a. ".Brit.1n'. FO"l~. if,....., I\t h!lJI£ ' -'ll4LI4la'''' JJ1 Ifil't" VII (hPhaber. 1949). V- 14,. . 
lmI.· , eoft.tU. • . a 1Io.t oM-toup,a of art 'a1n .. export' \0 
the u. a. 1n A.pfol1· and Ha" 1949. 

11 de V.i •• , p. T. A 201' .. 4.uot1on In the tctJPelgn pl"1 •• 
produo •• 8Ill., a l~ .. duction 1. 'he,U. S. !om •• ,l. pp1 ••• 

13 G. ·"D.- A •• aaDouaall,ttJrtlta1n'. F ... elan ~""PI'Obl'.' It 
•• 01111 J2IEIIi, LVIII (Maroh, 194", P. 69. ftle OUl"l'etlO, 
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In add! tlon to the prev-lcusly d1.seUsu~8d OD 3ect ions tbls1n ... 

dex surrers trom t~ tact that it 00var8 the world ~ather 

than. the 1101131' market, oov!'!rs onlY' one wld.E/ but und.tlMd 

I$ctor of' the tot.al trade and leads one to suspect \ha.t 

Britain may have been sustaining a. volume or $mpire trade 1n 

the faee ot a declining world volume. !owevt*il"; in its fav • .-; 

OnE) can 8&y tha.t tha world inoome, industry and oommeroe we" 

tar below today's volume and that t.ar1tf' barri&:ra in semf) of 

the princ1pal markets were muoh hlgher at that time.. Also. 

Britain's economy was in a. sta.gnant period and hat! ret to 

m8.k~ mueh pro~ IS from the depths of' 1 ts decl tnt} ., Ha.c­

Dougall claims that the study disoloses trll'ee t,hlngss a) 

that the quantity of exports will dePGnd on )rlcl!t;" b) that 

export6 are responeive to sterling values; and e) that other 

depreciations offset the adyantage sained orl.g1nally. 

Informed business opinion. are another b1t or evidence 

that should not be overlooked when one is trying to deter­

mine the potential market lnorease tor Drltllh exports to the 

tT. '3. Buslne8e msn lIho &1'6 aotive 1n the fields 1nvaded by 

Brit1eh imports tmdoubte41, have a strong b1as that shows 

ltself 1n the form 01' exaggeration 1n their statements. 

Oth$rs. not directly affeoted ;nay sutf'er from lack of' atl­

lte intormat1on but 1n ea.ch ease recognit1on of their experi­

ence glv •• a V&11d1t1 to thelr opinion. When the pre.ldent, 

ot a leading woolen company says, -The Gards ar~ etacked 

comparison involves 26 countries wbleh tosethar wlth tbe 
U. K. a.eoouftted tor 96% ot tbta 1fOl"14 tra4e. June, 19,1, 1. 
the base. 
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a~ain.t UBj no amount of m~l'lagf:':nent l'ngentl1ty «Jan eOUlp$te 

against. la.bor rates in !f'l!land wh1eh are one-third ours .••• • 

and anot.hltr company head asserts that, "DevaluatIon will 

mean hud times. for t,ne American cf)ramicl lntluetry,'" 1 t cer­

taInly , •• ms to show a belief that price competition will bG 

etf'jI!J!ctive .1' or cour$~, they do not mainta1n thst, the .1a .... 

tlci t,ies at'f-! ueatttl" than un1 t1 but the,. show thst sllS.bl. 

1nroede a~ .xpect~d in their market. SUyers tel" retal1.r. 

ha.'f'e t"'tid that they were ttpreps:ring to inereaap, ~r1.tlsh pu,.. 

ehales .ubatantlallyM and some opinion surveYI give a .trona 

impreasion that sales or Imported f!oode are hn.~:tlv~ to 

pl'lce.l~ 

the toregoing propositions se •• to ln~leate not only 

tha.t the lew elaatleitiea oalculated are o:pen to aeriolll 

doubt but that there 1s an excellent po.e1bl11t,. that the 

long-run .tfect. of devaluation, In the absence of 80me terti 

of retaliation and •• Iumlng that Increaee4 dome8tlc coeta 

do not invalidate It, can provIde a subatant1ally 1ttrger 

dollar market for British goods. 

'!'he -terms O'r trade" are a l"atio ot the volt:rttte of ex­

ports that are exchanged for a glvenvolume of imports.. 'the, 

l' Oft YOOle.8, lullu Ch F.,.atll&M ot )"oratmann Woel.1'l 
OO't Ml1DfAR! iOp& (April 20, 1950), p. 1.\, andere ..... .1... • 1. n1m of lA_x, 11'10 •• .ItI lS:l l&11e. XOVIII 
(September 20, 1949). 

14 !he buyer, Leo MartlftUltll, fONlgn 'tmylng eanager ot 
R. R. MU1 & C •• , ~ ~ nH.I. XOVIII (Septe.ber 4110, 
1 ~49) • !he tune I II !lii"'1l..nit" tel" Un1 \84 Kingdom Good. 1n 
tm. united Stat.. by f1me Incorporated, with this COMlu81oft 
trOfll Crcutt, .2l'l. ill-, p. 4. 
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are uaual1l mea.sured by a. simple ratio' b~ t\\l'een an import 

prices 1ndex $.nd an export prices index. It is net a.' tunetlon 

ot this paper to enter the disoussion of the u1 tlmf"te deier­

mlM,nts of the termfJ of tt'ade or to trage Bri ta.ln f s cyole ~ 

though both areas are of interelilt. It $.$m~ rather obv10U2 

trolll the d.er1nit1on that devaluat1cm dellberat$ly brings a­

bout a wQrsening of the terms of trade w1 th the hop~ that 

volume ehanses will alter th$ blitlanOe on CUl"rellt aocount. 

FJecause of t.he naturE3 of arlta1.n· s trade, the ratio of teed. 

and raw aaterlal prices to the pries of manufactures bas 

traditionally determined the term. of trade. In faot, lahn 

predicted that theM terms WQuld be ta:vorable in the 1_41-

ate poat-war lear. because an Incr .... ed volume of raw maa.-1-

al and agricultural pro4uotlon would oome about more rap1411 

than pro4uctlon of aanutaotured art1.1 .... 15 somethIng el •• 

apparently entered the picture beeauae the British soyern­

mont sald. that the 1947 terms we;t'e 15~ wore. than thoe. ot 

19'8.1~ One possible explanation and an Important one 1n 

that 1. t mar prevent the terms trom lmprovlns in the future, 

1s the presence of gove¥'nment oontrol of exports or of far. 

priCe support. in agrlcul tural oountri... !ihoulCl tood and 

raw material pr1c •• be extensively oontrolled, Britain will 

have farther to go in 1noreased etriolenoy it the pre-war 

l'atl0 1s to be restwed. In the pr .... t .ituat1on, this Ill., 
not be essential slnoe so much of' the exports from the Net 

15 ltftJln, p. 282. 

16 0-'. 1512, p. ,. 
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or the .terllng area. are 1n this controlled. group. The 

sterl1n,::,'''do11ar balance may be ach1eved without a. ba.lance in 
17 the terms ot tra.de. 

Roughly spea.king, B~1ta1nts interwar balance or pay­

ments could b~ broken down into an emp1re trade 'ored1t and 

a non-emp1re trade neflc1 t. Ba1ance was a.ohieved in the em ... 

p1rl!l! 'by 1ny~stment outf'low or invisible income and the off­

set in the non-empire area was the cred1t balance earned 

tMr~ by the empire (exclud1ng U. K.~. Some of the balanoing 

transHl.ctiona weM b~tw.en empire countries, but la.rge amount. 

of rubber I tin. and other primary products went. to the Un1 ted 

States. AS mentioned in Ohapter III, one of the contributing 

Importa tv"u. s. 
Ikports _ u. s. 
u. s. Supl.u 

table U. 

tJ. S. Trade with S~~Vi" --2' tf. I. iii 
(I iaUJ., 

1936-8 Aft. 19.7 l.948 

362 
260 
-82 

- -
993 

1.671 
684 

1,l1.3 
1,JSS 

242 

19~ (; 110 ••• 
!MUt rate) 

1,056 
1,l$2 

296 

oau ••• to the .terling-4ollar 1mbalance 1. the 41sappeapanoe 

or the surplus dollar. tcrm.~11 earned by the aterl1ns area 

17 Indeed from 184, unt1l 1916, Br1ta.in'. prime economl­
eally, the term. or trade were untavorable. Kahn, p. 144. 
If' the terma were, as ataie4, 15~ worM than 19,8 and. it 
Kahn t

• figure 18 oorr.ot. the ratio In 1947 would have bee. 
a ravorable 113.3 on his Index. This 1e a prll-devaluatlon 
ti~. Data i8 not available tor a later oaloulation. 

18 "The Sterling Area," l:tal!a£ . .I.m\ In4u.'£1 III §£&'11n, 
VII (September, 1949), p. 125. 
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excluding the U. K.. !his Game about despite the ta.otthat 

U. S. 1mporte troll this sector trebl8'4. 

The Un1ted, K1nsdom agreed, ln t..rt1ol~ V of' the !conomlc 

Oooperatlon Agreement, to promote the prOduotion of many of 

the prlaar1 products, particularly chrome and man,gaM se so 

that the un1 ted state. m1ght renew deple ted Ito oks • 'rhe 

stockp1l1ng 1n this country 18 furnlshln~ an, a.rtificially 

larp t •• porary market and may give toi.e to later trouble. 

beoaus. or disloeation of :resouroes 1n th,e 8u~)01ylnl;; coun­

trles. Howeyer, that point 18 not yet reaehed if w are t~ 

Jtl4se 'by the pr1ce aotlon following deye,lust 1 on" irl1 th the, 

exoeption ot tin, the prices 01' th&se raw materials have 

rleen at le .. 8t enough to negate the price .rreets Of devalu­

&t10n.19 fbl. iaplle' that all productlon 1s b.,1ng mold at 

the pl"8-deyaluation tl!Ul"e antJ the Immedlate err(!ot. of d ..... 

valuation are Mutral. In Nlattcn to Britaln, however, the 

oon.equene.a are not neutral but poeitlyely harmful. It the 

doller .... fled bY' the sale. aPe spent in tM UnltedState8 

by the countr, earning them, the unfavorable effeots w1l1 be 

conf'ln«td to the .UPp11 alde. That 18, in order to obtain the 

pre-deyaluat1on dollar p:rlee, .terlin~ prices wer~ ra1sed anA 

the :!Pltlah con.UlMl" muat spend more for raw mater1als or 

torego tbelr u... It the dollar. are eonYArted to sterling, 

Br1ta1n wlll haye to provide mON! gO«",8 to the sterl1ng are. 

oountry or, !\Ot being ab15 to do 80, will add, to the sub ... 

etantlal sterling balano •• now ex1stlng. A tarltf reduotlon 

19 Br.t.en il2ngs1S RI19rt (Maroh 15, 1950), p. 2. 
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b1 the United states 'Would give the prl,tnary produc~rs more 

dolllil.i:'S, thereby aggrava.ting the short run problem. 

B. Summary and Conclusion 

Thus t&%", the pl.pIJr ha.s been an a't •• pt to dls ... t t_ 

Brittah •• enomic bcd" exs.mlM the part., ira.e tn. "4 .... 10))­

IMnt of the pathologies, describe the etteotl of" applied, 

rem.Alel, and auggest tbe way the devaluatlon treatment wIll 

a1 tel" eaoh p&t'"t. In tbe proc ••• , 1 t haa been ne •••• ary to 

di.tu •• the envtrcnaent and It. interaetion wlth tbe bod, 

and the treatment. Now .. aN r .... a with ,be t.tllI of' NU-

.abling t!'MJ struct.ure and "u4gi~ whether tru. tot,,1 .ttect 

of 'evaluation 18 neutral, .ttie •• lous, or harmful .. 

CbBervable results are not aisnltloant at this .~11 

date.. R ••• rva8 have riNn trom $1,,29 mll110n on aevaluatlon 

4&, to~1,984 on )".,...h '1 .. 1950; the Sterling area .arMd a 

140 mll1ion 8urplua in 801d and dollars in the tlrat quart.,. 

ot 1949, the tlrltt OM .1nee the war, and Britain·, prt ... 

whlle 1 nor •• a1ng someWhat have not harM4 morale or 1ndu ..... 

tr1. 20 the f1rlt conaequence ls bu1lt lersely on non-reour­

ring 1t •• , due to tbe raet that expeotation or devaluation 

di,torted trade, and on dollar ald. the 8800n4 1, at lea.' 

p .... tly oaused by the lnereased industrial aGtivi t1 1n the 

United6tates and the th1rd 11 artificial 1n that products 

embOdying m.terlala purchased at pre-4evaluatlon pric •• are 

20 .!!!!:A.. (APrl1 14, 1950). 
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restricted in priee. en th~ other hand, $E",l"nlngs frolr ex­

porta to the dollar area have not risen ahoy,,) thl? leval for 

the third quarter of 1949. but then we have pointed out that 

iupply and del'Jl!U10 4!tlaetlclties are not l1kc11y to be high 1n 

thEir $hort t.erm. 

Deva.luation is not a pan.acea., nor doea ita WH'Y fact 

hay'S long run con.sequences. It is, however ~ a vAry uaeful 

tool tha.t Gan 'be used in oonjunction wlth other rna.ter1ala 

and tools to bring about favorable results under certain 

circumstances. The exist1n6 situa.tion made the Hl~asure the 

only alternat1ve to the destruct.ion of the remaining vest1ge. 

of mult11a~r&1 trade, and the free world cannot afford to 

discard this, or any other aid to unIted action. Let us ra­

oap1tualat.e tbe detail •• 

1. The .teriina area reaerves were far below s. ".afet1 

lev.l ft a.nd trade trends Indicated that tbey would fall far­

ther. At 80me und8term1ned pOint, after fore Ian aid ceas.d, 

the sterling area would h~ve to cut. 1tMlf otr from the hard 

money area. exoept tor trade in the basic necessitiea and 

thIs would probably fall under bilateral agreements. 

2. Produot1on and eff1ciency were lncn:"taslng in the 

United Kingd.om t
• lndustr1al .oonoM1, bu.t neIther the pro­

ductIvity nor the reciprocal demand tor British products at 

pre-devaluation prlo8ajuatltled the ex1atlng rate of ex­

ohange" 

,. Despite over .7 billion 1n foreign aid the peak of 

progress po.alble at the old rate. had appa.rently been 
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rassad. and dra.stic aotion was necessary 1.n crder that some 

semblance of stability eo'}ld 'b~ attained befo:r'1"l th~ benefits 

fronl abroad ran out. 

Th~ deV'alu!a,tion d,oes not attaok all of the problems that 

hamper tbe British Commonwea.lth. Th.a prospects for an early 

settl~~Yflent of th~ blocked bala.noes will o;z del!lyl!'HIJ further 

beeal.\S~ the current earnings of t,h~ oreditc.T' nat',cns wl1l 

inorease a.nd these are ourr'9ntly spendable. lh" m~my pro­

bleme of rescuroe allocation that the goverrri'i~nt is try1ng 

to aclv~ were not directly affeoted. Tnduat11i~1 efficienoy 

recl!!!lvec no direct boost trom the new rate. r~11 of these 

problems must be attaoked with weapons deSigned for the 

specifio battle. Some very definite benetits followed from 

the devaluation either directly or indirectly. The major 

ones are: 

1. However temporary it may be, the improv~d reserve 

sItuation g1"s stability to the sterling area and. removes 

the need tor more drastic a.na harmful ut1c:n in the near 

future • 

2. The distance that industry must OOille In gaining 

oomparatin effic1enoy has been reduced. Xarket,s have been 

11 terally created in har". ourrency areas although effort suat 

b. exerted to exploit them. Incentive has been provided for 

tbe Indust~1 to export and the prospective elasticities indi­

oa.te that the tinal result will be more dollars tor United 

'Klng(!om. 

,. England made her outstanding ooncession to multi-
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lat~ral trade. !h~ dang~r of losinG tr~ foreign aid was not 

as great trom feJ.lure to d.ev!tlue as it is from the restrio­

tions tha.t ar~ i!;.c1d~nt to daTal uaticn and thi 9 should have 

'b~~T\ r<,),l"~seen. .~ny a.lt~:~nr.lti'!~ "would h'1v~ re'J,uir~d a more 

drastic curtailMent of international trade. 

4. The dev~lul1,tlon 118.d ~ psychological v~Jue:; in ths.t 

1 t brou1!.'ht tho fl,er1ousnee.s of th.c 91 tua tion t.,o '["lbl ic notioe 

.9;n~ e~need Ctll seoto1'l's of t.h~ economy to rc-survey th~ prob .... 

lem. This eff?! at may r~ suI t 1'1 a batter atri:.os~'h~rr' in the 

blo()1:'""'d balancee area s-.nd a renewed detol":'f'ln.,.11cr> en the 

part r;;,f the British people. 

f'n~ must acknowled.g(!! th~,t a sta.ble economy prd a will-

1ng~~9a to import in the United States ~ prob~bly great~r 

contributions. Eowever l 'Britain cannot control t.his area 

and in I!.ny event devaluation increases the ben~r1,t to be d .... 

rind from a stron_g U. 3. market and the likelihood of ob­

t.a1ning it. Aloc l the taet that price increases in the 13r1\­

iah market may offset the effect is not an ina letment of de'" 

val nation but a reeognl tlon of the lnabUi ty of the 13:ri tlsh 

economy to reach a oompetitlve level in the n~ar future. It 

1s hoped that the Labor government can provide the program 

that will lead Britain "out of the woods" but again the 

failure to devalue would add nc path to those Available now, 

but wonld in tact remove some. In comparison to the gains, 

the ~lalocatlons mentionec in th~ body of th~ pa~er are 

m1nor. 

!. r91t~rate, devaluation waa strongly ind1cated under 
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tho circumstances.. provided sev(J:.cal dlatincL 'oanef'i ts a.nd 

did nc :" 1;rev,~nt any rOC01H.ilended LUeaaure f'rc:it being tried. 

!",ny other ind.icated remedy would have called for immediate, 

relativ-ely permanent real1.gn:oont of WQl'ld trade w1t.h a.n ae .... 

co.m;anyina; seriQus decrease 1n volume. "\liven the present. 

politlcn;,..l divisions of the world, to reCC}nU;lf3X:H! autarchy as 

a general policy is to recommend war a.u an lnstrument for 
21 

making autm:'cby possible. <l 

21 Llo~l Robbins, EgoD2-.S r~aDntn5 ~nd International 
crd!t (London .. 19"), P. '21. EY.n i cugh the statement was 
compos~d thirteen years a,go, it afJemsapropos--poasibly even 
more 80 with the 1ntervening experieno ••• 
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