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l.

INTRODUCTION,

Since World War II a special interest has been generated in
incomes policies in .industrial cou.ﬁtries as a result of persistent
inflation..- Durihg the - War'nations were oblige»d to give close and
continual attention to the contrpl of wages and prices in view of the.
acute scarcity of manpower and obther resources and‘-the urgent need
to secure an .extr{emely rapid mobilisation of all available resources
forf.t,-he over-riding purpose of ?vinning the war. It rarely, if ever,
occurred to economists at the time, that inflation would still remain a
seriéus problem after couptries had adjusted their »economiés,to-peace-'
time conditions and after the immediate '"pent-up!" demand existing at |

the end of hostilities had been satisfied.

Even before the end of the War, economists were thinking of
ways in w‘hich the anticipated depression could be reduced, Most,
if not all, of them seemed to coﬁsider that full employment, as it has
now come to be accepted in industrialized countries, was unlikely.
Lord Beveridge himself was not optimistic that unemployment could
be brougilt beléw about 3 per cent of the labour forcél.)

As the war era receded and the world moved into the second
half of .the century, inflation remained a major problem in most Western
countries and the wide-spread economic stagnation which economists "had
} feared,_ failed to re-appear. Instead lrising prices and ‘wages, accom-
panied by a high level ofr employment, relative to 'pre—war;. conditidns

persisted, despite warnings by economists that the high level of economic

activity would not last. '
Accordingly/..ceceesn

(1) LORD BEVERIDGE: "Full employment in a Free Society". (1944)



Accordingly .it was to be expected that governments, anxious to
avoid the dangers stemming from contiﬁually rising prices - particularly
in view of balance payments crises - would look for some method for
controlling incomes so that inflation could be stopped or at least containéd
within an acceptable, although often not ciearly specified, limit. Incomes .
policies have thus been conceived and applied under ‘lvarious economic
and social conditions in an altempt to help preserve economic stability.
This .stabﬂity was intended to include fostering ecénomic growth, en-

suring an equitable or ''socially just'" distribution of income and a

healthy balance of payments,

By 1970, hqwever, a considerable measure of disenchantment

. towards incomes policies is discernable among many employefs, trade
unionists ahd politicians in western nations in view of the lack of succeés
of these policies, éspecially in the longer term, to contain inflation with
any ‘gx"eat degrele of succes(sg.) The purpose of this thesis is to attempt
to survey and ana13;se incdmes policies in Western countries which have
instituted them and to -try to explain the economic prdblems that céﬁ.front
economies which apply them with the prime object of checking inflation,
It is, rﬁoreover,- importaﬁt.to consider. whet her the disappointing re-
sults flowed from policies which were basically inappropriate -for the
economies for which they were designed, or whether they Were .due to
a lack of determination by the authorities to carry .them out, in view of
public ‘hostility towards this kind of goxerﬁn;'l;lent intervention.

Incomes/.ceoos

(2) The Editor in the Preface to the article by F.W. PAISH entitled
- ‘'"'Rise and Fall of Incomes Policy", remarks:that 'the economic
discussion of 'incomes policy! has now changed from its merits, -
which are seen to be few, and its demerits; which seem more
obvious, to the reasons for its failure (in Britian) and the extent
to which statistics record its unhappy history".
HOBART PAPER No. 47, June, 1969.

-



3.

Incomes policies can, of course, be taken to include -vm_any types
of direct and indirect government controls and methods of distributing
the ‘national product. It is intended, however, to limit the survey to
a consideration of their specific objective of controlling inflation, as
distinct from their objectives ;, such as reducing the disparity in incomes
within a gommunity or -the social welfare aspects of pensions and un-
employmeﬁt. We shall, therefore, be dealing in the main with incomes
policies in the narrower sense 'of the relationship between changes ‘in
ceesssreal incofne.and changes in the aggregate of money incomes

taking place in the economy at the same :tisr?e)-“.

The isolation of one specific goal of an. incomes policy. is_ a
difficult operation. Policies, even .if developed primarily to counter in-
flation, do include other issues as well and it is impossible to ignore
‘them as they inevitably. intrude. into the formulation and épplication of
any particular policy. lMoreover, they may serve to modify, retard
or assist the attel;npt to secure a greater degree of control over the

causes of inflation,

R.C. Tress is surely correct in pointing out that this connection
between the narrower and the wider meanings must not be foréotten.
Forv-example, he reminds us that the National Incomes Commision
established in 1962 was instructed to have regard to .....'the
.desirability of ke‘eping the rate of increase of the aggregate of moneta)ry

(L

incomes within the ‘long-term rate of increase of national production',

Tress observes that "clearly this undertaking is a pursuit distinet from

‘that/..-....

(3) R.C. TRESS "Incomes Policy in the United Kingdom!'"., A paper
from '"The Distribution of National Income! edited by J. MARCHAL
and B, DUCROS, -

(4) Cmnd, 1994 H.M.S.0. 1963, pp ii - iii



that of trying to formulate a policy for dividing up the national product.
"Yet it is important", he :continues '"to recognise 'the connections between
-the two, as an appreciation of some of the difficulties .in formulating

an incomes policy in the current (narrower) .,.... sense - and of some
of the obstacles to its application - stems from them(,"s.) It will be seen
when we study the British and Dutch incomes. policies how the wider

meaning of the term may influence :the application 6f_» the policy and may

make -its successful implementation much more difficult,

The political process is intended to give ‘the electorate in democratic
socleties the opportunity, at regular 'i.ntervals, for expressing its approval
of the economic and social policiés of the government, The attifudes and
conditions within a society and the decisiors of the governmgnt of the day -
will therefore, together determine .to what extent an i.ncom‘es policy as
.distinct from othe‘r> poiicies will be the instrument used to prorﬁote the
economic and soclal development of the country, Indeed, it will be
emphasised 'later that without the co-operation of the community as a
whole, an incomes policy préviding for direct government intervention
in the fixing of prices and wages is almost unworkable even for a
relatively short period, Some of the objectivés of the community will,
no .doubt, conflict and will need to be reconciled o "traded oft" against
one another, A more equal distribution of income between individuals

may, for example, entail a relatively slower rate of growth,

Incomes/....

(5) R.C. TRESS op cit. p. 682,



Incomes policies, irrgspecfive of the relativeimportance attached :to
.the various ends they pursue, have always been applied in conjunction
with other policy instruments.such as the conventional fiscal and monetary
méasures with which we are more familiar.. Even if an incomes policy
were to have' only the single specific job of controlling 'inflation, it Would
still requiré to be applied m association with other. instruments. such as .
taxation and credit controls. We must re'rnémber ‘that the relationships
.'between'those ‘variables significant in causing inflation may shiftover time,
Indeed the more sophisticated and complex econometric studies(é%ow being
attempted may well indicate thai the '"navigation instruments' government
departments have been using are not only. inaccurate but are funda-

mentally wrong,

(6) The article by DR, J. BRAY in "The Economist", 30th May 1970
is important for its challenge to what Dr. Bray refers to as the
Yconventional wisdom!, He suggests that the model by GODLEY
and SHEPHERD on which the British Treasury appears to place
.considerable reliance for its economic forecasts may be basically
unsound,

- - e =00 0. ===

Chapter 1 /....



CHAPTEER I.

It was .indicated . in the introduction that an.incomes policy could
~be . variously defined according'tol\what sense the term was to be used.
In the present context a useful definition may, perhaps, be !the effort
to acquire a degree of direct collective control over the ‘level and
'stfﬁcture of the remuneration of labour and capital and over the dis-

v \
tribution of..the national income to -hous’eholds, and enterprises_."f ) The‘
authors of this definiti;nmobserve that the use of the words "direct ...
control" distinguishes .incomes policies from other 'instruments of economic
management such as monetary and budgetary policies, prevention of
competition, foreign trade controls, growth policies and many other in-
struments which affect the 'level of national income and -its distribution.
They alsovaddvthatrthe term "collective!! rather than k”‘governi'ne‘n_t“
control has been adopted‘becau'se-in Western countries even where vt,hev
State has certain compulscry power, it must "influence primary incomes
mainly by guidance and persuasion of management, workers and thei'r
‘representative organisations .......... it is the policies adopted By
these collective organisatior;s which must ‘be the "i'nstrume»nts of i.n.c4ornes

policy". '

Although the defihition is wide it succeeds in eliminating many other
bolicies which would have to -be included .if the concept were defiﬁed in
A:its ‘broadest sense., Nevertheless it must be conceded that,.it‘ does leave
a measure :of ambiguity as to .the precise natu.ré of the government's role

in/.....

(1) This definition is taken from "INCOMES IN POST-WAR EUROPE.
A STUDY IN POLICIES, GROWTH AND DISTRIBUTION.
U.N.E.C.E (1967) Ch. 1, p.=2.
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in any s»ysvtem_, namely, whether the State both has, and,  in addition,

uses s;éecific legislative powers to prevent increases in particulavr ‘incomes

from -.ri_sing, above a certain defined :level. The Report by.the Organi-

sation for European Economic Co-operation, '"The Problem of R—isi’ng”
(2) | <

Prices'", when referring to wage -policies is unequivocal in .its assertion

.that "vague exhortation' by the governrﬁent, ' infofmal understanding un-

checked by'.‘s_pecial power..é, arbitratibﬁ m,échinerjr where there is no

‘instruction ,,"‘as to .the average wage increase approprtiate to the ecoﬁomy",

g‘overn;nent, interveption.in cases of disputes designed: to encourage or

Jfaci.litat;e éettlement and centralised wage negotiation by and o'fv‘i:tvébeﬁlf, are

‘not strictly wage :poliéies. They. insist. that the Government n;uSt have

a 'reasonably precise -viewlv e of the avefage -increase :in wages

that is appropriate to .the economié situation and cénsi‘stent with . stability

of.-the price level", “Although these condi.tipns would appeﬁr to rgl; ‘

out any. typeA of .fvoluntarya’incomes.'po'licy some attg_ntion 'W'iil be given

htb -voluntary policies :in. order to establish why._.‘legislative powers are

‘normally a prerequisite .for effective :incom_es:.polil’cies.

The means which a government has to make a 'p’articular-.policy
effective .is, indeed, an essential part of any policy designed to control
the rate of inflation. It is necessar& to bear-ir_x mind that no m_étter
how pre‘ci;e or detailed the policy may be, the rﬁetﬁods by which it is

to be applied will be of fundamental importance for ité success. -

Al.....

(2) "THE PROBLEM OF RISING PRICES". O.E.E.C. (1961)p.58
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A piously enunciated objective, no maiter how clearly spelled out, is not
worth consideration as a policy if the sectors of the community to whom
it. is addressed do not intend to observe it and know ‘the government has
no powér-to make .them do.so. Indeed, Jossleyn H,ennéii‘y has argued
forcefully that an inbcom'es policy. to.control. inflation can only be attempted

if the government sets up an authority to.decide periodically

"(a) by what total sum incomes can be allowed to .rise

without causing inflation:

(b) how it is to.be allocated among thousands. of categories

of skills.in the nation's working population; .....

(c) how employees can be.compelled to accept as .'fair!™

the shares allocated to:them,

It would seem clear, although -this does admittedl}; anticipate the
later discus;sion in Chapter III on -guidelines. and guideposts, that there
should be some element of compulsion within .the framework of the .policy
for it to be properly regarded as an incomes policy, although statutory
powers may be held in reserve, énd rarely, if ever, employed. |

It is,in addition, necessary to distinguish between a wage.po,_lic‘y_ -
including salaries - and an“income's policy. Sm’v‘tly? a wage policy
is .,c'oncerned::only. with certain types of incomes, namely, that share of
vi:he national product going either to-labour as a whole . or to = certain
categories .of labour such as unionised .labour, -the .IOW'eét paid. sections
-of labour or ﬁlébour in specific -industries -or ‘carrying out particular
types -of wofk-. Properly, an incomes policy is a wider concept
~including non-wage incomes such as:rents, interest and profits. The

- .economic aspects-of controlling non-wage :incomes, however, involve

problems/...

(3) "INCOMES POLICY IN EUROPE!". Part II of 'Policy for
' Incomes" Hobart paper No. 29. Institute of Economic Affairs.



problems not associated with wages such as the rewards for risk-

taking by entrepreneurs.

Having attemﬁted to describe what the concepts of "incomes policy"
and "wage policy" include and the difficulty of providing a really satis-
factory definition, it ié now necessary to approach a definition of in-
flatic?n. Definitions of inflation are, of course, legion. Some econo-
mists define inflation as the increase in money incomes '"out-stripping

(L) :
the sustainable growth of output'.’ This definition is, perhaps, in-
" sufficient as it does not clearly establish that all money iricomes need
not necessarily be spent or, indeed, even be received by the factérs
of production earning them. It may 5e preferable to add the.word
"disposable!" to indicate that the ''gross" money income may not be
available to satisfy demand, in so far as the State itself siphons off
-in . taxes, a. proportion of all incomes above a certain minimum level.
On the other hand, the distinction may be misleading as the government
can and often does, immediately pump back into the economy all the
income taken in taxes, therebyv merely re-distributing income from one
group to another either 1n the form of investment and government
spendiﬂg or simply through transfer payments., Nevertheless .until it
re-appears again as disposable income it does not increase or lead to
‘inflation except in so far as people anticipate its return and spend .in
anticipation,  Furthermore, ﬁot all disposable income is spent by those
earning it, and the portion saved may not be invested if "investment"
is used in the sense that it involves further real expenditure. It may
be more accurate to regard inflation as the excess of intended or
planned spending over the '"sustainable gr.owth of ocutput'. This would

emphasise/. ..

(4) F.W, PAISH, "Policy for Incomes?" Hobart Paper: No. 29 p. 13
(1964)
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emphgsise that the intention of the recipients of income is of particular
relevance .- namely the relationship between total planned spending and
‘total planned output. The more familiar ana somewhat more popAular
~description of inflation as the persistent general rise in prices may t;end
to obscure the aspect of excess mohetary demand that lies behind it.
Inflation maybe initiated andApverpetuated .in different ways. It is
of crucial importance for the authorities to appreciate the nature of the
relationship as the thstruments for dealing v\%ith inflation will depend upon
what are regarded_ as the principal reasons causing the excess monetary
demand leading to the rise in prices. Even the above definition of
inflation leaves sométhing to be desired because .it tends to .disregard
the inflation usually referred to as "cost-push' rather than "demand-pull",
and, moreover, it does not distinguish between money incomes and the
money supply, all of which will require examination.

, The :.'raison d'etre! of an incomes :policy in the narrower sense
in which we have defined it, is to ensure the full-employment of the
resources of a country %Nithout at the same time enduring an unaccept-
ably high rate of inflation. It is this conflict between a high rate :of
growth being sought with a high level of employment but at the cost of
a high rate of inflation that has beéen at the heart of many of the so-
called "stop~go' policies since World War II. The supporters ofy
incomes policies have generally argued, often cogently, that full éme
ployment and a high rate of econoﬁnic growth are possible without in-
flation only if the government is able and has the will to prevent the
rate of increase ‘in incomes from outstripping output, so that the -excess
demand for labour will not result in employers bidding up wages and
therefore raising prices in a continuing wage-price spiral. Wii:h_out
"such government intervention the exponents of this argument claim that
the only effective alternative to inflation .is to reduce demand by

monetary/........
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‘mone.tary and fiscal :rneans_and--t_o havé part of the country's -resources un-
utilised. They contend that in the real world a i'nargin of spare capacity
is necessary to avoid inflation but that an incomes policy can reduce -this
margin substantially. Similarly.-they argue that an incomes policy would
pfevent the monopoly power of both unions and employer;s;in key indus-
tries from raising prices and wages and causing rising uﬁemployment. in
other sectors of the economy, as well as underutilisation of labour
resources in their own sector. -

In the real world it isyrlgenerally’far from easy to _determine in any
given set of economic conditions to what extént the inflation is .of one «kilfld
‘or the other. A rise in prices may at ﬁrst‘ sight appear to.be purely
a v"cost—-push'; inﬂatic_m -sustained by me demands of uﬁionised »labour.
This .conclusion may be misieading as the demands may reflect the
unions! claim for wage increases lagging behind a general rise in the
price of commeodities,this rise being the result of excess demand created
by increased government spending, by an increased mdnéy supply or by
a reduction in ,taxes‘.

. (5) |

Indeed as H.A. Turner and H. Zoeteweij have pointed out, -
merely because wages appear‘tohave risen before prices,-d'oes.‘not.
qecessarily ‘iﬁdicate ‘that the -inflation -is -of the .".c;;ost-push_" variety, as
"t might also be.the case that the wage increase was a delayed adjust-
ment to a much earlier price increase'. The difficulty of deciding
whether -inflation is caused by union power or by excess demand at an
earlier stage, is.undoubtedly ever-present. "The difficulty". Turner
and Zoeteweij add,; "is.to distinguish between -the .two cases..in practice,
this.is all the greater ‘because -they are liable to be combined. in different

proportions in different situations!. F.W. Paish, however,

has/ooqu.*oe

(5) "Prices, Wages and Incomes Policies in Industrialised Market
Economics" H.A. TURNER AND H. ZOETEWEIJ. Internation-
al Labour Office, Studies and Reports., New Series, No,70 p.78s
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hgs conteﬁded .that although .inflation may be sﬁstained and perpetuated |
by labour pressing for increaéed wages whether becauSe,\’laf its morioply
power or because there .is e,xé:ess demand for labvour, a general rise
in prices in,unlikely to be .initiated by ,"cosg-push_f'_ inﬂétﬁion ‘because em-
ployers will know that if they r‘aise prices there will be a 'reducti;)n in
demand and if they were previously maximising profité_, thveir profits
will how decline. In these circumstances they will try to resist
union demands but if they cannot do so, their outpﬁt and sales will be
‘lower and .this in itself will lead to unemployment and so will tend to
discourage .inflationary' trends. Paish argues that firms will only
raise their prices and maintain their level of production if they are
satisfied that the higher prices can be passed én to the consumer with~-
out a loss of sales. Firms must be confiden,t' that there will be an .in-
crease in aggregate incomes in the economy to :justify the same level
of production at higher - prices. This would suggest. that firms antici-
pate :inflation ot;herwise they would behave in a different manner., Paish
.therefore claims -that; l"cost- inflation has become the way in which ,inv:-
o (6)
flations are »fperpetuated r»ather than .irnil:iated".' .

In .the ,.following chapter we éhall be studying in some detail the |
empirical work on .inflation which has been carried out in recent jears
‘in so .far ‘as it has a bearing on the possible advantages of incomes
policies. ov‘er other measures, for curbing inflation, It mfight, perhaps,
be appropriate before doil:lg so to point out the significance of l‘hé _monéy
supplyin an inflationary situation. Economists have often stressed that for
an .inflation to be prolonged it is necessary for the supply of money to

be increased. It-is not suificient merely for money incomeés themse€lves

(6) F.W. PAISE "Policy for Incomeg" op. cit. p. 15
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to increase, . I—Iowgy.er, if at an ea_rly stage ‘in thetinflaﬁonary_ spjral
there are large idler' Vcash balances suggésting low rates of interest, .it
may :bé,a lengthy period before the constant supply of money is able to
exert a significant influence on .l'he rate - of inflation. An increase 'in the
velocity of girculation of money can enable prices to continue :rising to
a level unacceptable ‘to ,lt,hev authorities long before rising rates..of interest
have succeeded in drawing out all idle baIarices. The whole question of
-the quantity of money and . its relatiop to the fiVse\~.<in .the .price level is a
complex one ‘i_n_a modern economy. Iﬁ_parﬁcular, many substitutes
for -mo\ney have been developed and these substitutes together with the
a-tctivities of banks, credit organiSaticéhs and - other :financial interme=-
diaries play an :importanﬁ,t part in sustaining the excess demand for goods
‘and services, despite a relatively constant volume of money. Where
the quantity of cash can be controlled directly by the rnoneta.ry authorities
the volume of money and the volume of money substitutes can .also bé
controlled as they are themselves dép_endan.t upoh a éash .bas;.
Nevertheless, the -m,ahnép ‘in which the supply of ir;oney affects the
expenditure patterns 'in the economy of a ‘m-odern sf.ate ‘is intricate and
often far from clear. It is worth noting, however, tﬁat H.A. Turner
and H. Zoeteweij have defined inflation not in terms .of an-increase ‘in
money incomes, but as "an .increase 'in the supply of money in .'r.ela.tion
(7)

to that of commodities". The relevance of the money supply to.the

British problems of inflation will be considered :later,

.

(7) Op cit. p. 28

- - --000.~ ==~
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CEHEAPTEER 1II.

We 6bserved in the .previous chapter that it was usually difficult
to .decide :fif's.tly what wés the relative strength and .importance .of all
'. the :factors causing an . inflation and secondly whether there was .enough ,
evidence to:justify the conclusion that a reduction.in the level of aggregéte
demand woﬁld.,only be sufficient. to reduce the rate of inflation .if un=~
accéptable levels of unemployment 'wereto occur, We also =ifnplied that
-the stronger the element of 'cost-push! inflation caused by the monoply
power of unions and assisted by the price .: fixing behaviour of parti-
cular ‘industries, the more appealing tl'lle institution of an. incomes policy
might become. These -issues require further examination and will be
discussed in more detail in this Chépt;er.

.The "demand-pull" énd "cost-push'" models that economists have
- constructed vary from relatively simple .illustrations representing extreme
.positions on either side to -,increasinéa complex and abstract models which
endeavour to l‘trace ‘the "interaction and :interdependance of both causes
of inflation. | The authors  0£ "'i‘he Problem of Rising Pric(:le)s" have
described, succinctly, the-p}.lre "demand~pull" version when .they sta.tev
.that "pressure is put on.prodpctive resources as more and more goods
are demanded, capacity is strained, a general labour shortage develops,
and prices and wages are bid up vlby' buyers and employers competing
for scarce supialiés,". "Cost=push!' inflation.on the other hand.is not
caused directiy by excess demand but it is result Qf the exercise of
monoply power within:industry either by unions alone or by unions
assisted by firms which because of their importance .in .the economy

and as a result of their: m_e'thodé. of price '-de‘te&rmin‘aﬁqni.i’én'éiblé unions

(1) Op cit. p. 33. They define excess demand as '"a volume:of
aggregate monetary demand which cannot be met at existing prices
without exerting undue pressure on productive resources.!
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to secure higher wages than would prevail under more competitive
‘conditions. If union.leaders are relatively more concerned with pushing
up wages that with ensuring a high level of employment either for their
members or for other sectors of the labour force, a "coét-push\_" spiral
of increased wages causing-increased prices, which .cause »furt}ler wage
claims ctan be sustained with increasing unemployment. The Government
must eventually either impose a .price and wage 'freeze' or increase
expendifure, reduce taxes, and loosen credit controls to enable other
areas of the economy to counter the rising -pfices and .increased level of
| ‘unemployment which such im‘onopolistic vbehz‘iviour in key sectors may
bring about. In addition, the government may be able to -legislate with
some success against certain types of monopolistic behaviour. This
action may be rather unlikely in some countries both because of the '
‘manner. in which highly capital-intensive industries have developed and
also -becagSe of the attitude of organised labour.
(2) |

F'. Machlup has pointed out that "opinion 'is divided on whether
consumer prices .in recent 'years have increased chiefly because industry
has. invested too much and government has spent .tao m}uchv (relative to
tl%e nation's thrift) or because big business has raised material prices
and/or labour has raised wage rates too high (relative to the nation's
: increaLse ‘in. productivity) ". Machlup considers the contention  of
economists such as F'.W. Paish, who argue -thét, "cost=push" inflation
.is, on the whole, unlikely. to initiate a general rise in.the price ‘level
unless.<ihi1;tion -is already anticipated by employér.s who expect an:in-

crease 'in the money supply to follow. He concedes that whether -the

.government/. ..

(2) F. MACHLUP,: "Review of Economics and Statistics".
Vol. 42: (1962 '
pp 185 - 139.
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government will permit an increase in the money supply to_ensure that
,the' -oufput at higher prices:is-taken up, is an>important question of fact.
The spiral of increasing wages and prices by employers and unions de-
pends.to no small extent. on the .expectations they have as to what w‘ili
happen -to the money supply. Machlup rightly observes that each set
of real world circumstances will have to be examined.in the light ofAthe.
—expectations on both sides of.iﬁdustrzy as-to what. the monetaf.y.policy of
the government will be, This "is of material significance.becauseif : -
industry is persuaded that. it will not be "bailed out" by the monetary
authorities agreeing to an expansion of the money supply so that aggregate
demand will not be reduced, - both employers.and unions will be much
.less confident about raising wages_a;.nd.prices_. The relevance of the
monetary policy of the .gbvernment, is stressed by Pa(a.i3s)h when he reminds
us that "each rise in money. incomes will reqﬁire -the -'holding of more
money to finance consumption, while each rise »in,prices of physical |
assets, and the titles.to their -ownership, will require additional money
“to ‘be held. for -financing investment. If the .total quantity of rﬁoney is not
rjsi.ng-", he concludes, '"or rising only as.fast as real outpﬁt, money will
h;ve ‘to-be withdfawn from idle.balances!,. As we saw.in .the previous
chapter when .touching .on .the money supply , this. will cause an»inérease
“.in the velocity of circulation and the rise in-interest rates.should éventu:v
ally "choke off" excess demand. R~.J.(hé,.all “would abpear ito, agreé
With -this 'view ‘and he-remarks .:f;hat a "self—p.erpetuating;,‘inf}ation requires
. a suitably expansionary monetary policy",

In/i.ooa

(3) . F.W. PAISH - op cit. pp. k=I5

() R.J. BALL. "Inflation and the Theory of Money".
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In order to establish -the soundness of any hypothesis it is
necessary. to look for ‘empirical evidence of how individuals and groups
react. We need to know how employers, unions, non-organised labour,
and the owners of capital will behave in particular economic circum~
stances. We also ﬁeed to -know how the governmént ,itsfglf will react
and whether its behaviour will be correctly” anticipated. In cases of
monopoly ''do :labour unions and monopolistic .firms.largely disregard the
state of the market in settling prices and wages!" asks C.L. Scl'1(115132.
"Are p'ric.es’-m.arked up .as costs rise with liitle regard for de.m-and
conditionAs? Does . a rise in the cost of living lead to an»equivaient
wage ‘increase 'in periods of unemployment?" Furthermore are unions
motivated to demand higher wages in firms making above average
-profits? Does ‘increased produ_ctivity in an :industry result drﬁy'in a
-higher rate of profit or does it reflect. itself in higher wages and ..loWer
pfices? Are highly capital intensive firms more susceptible -.to demands
for wage increases than other firms? These issues are extremely
cotnp_licated ’and Schultz suggests that there are ~féw .people who WOuld
take an. extreme position on these questions.  He thinks, rathe'r,. that
there is a Whol.e spectrum of opinion. If prices and wages over a
_ substantial portion of thev economy. in industrialised countries ar’e ,
-ihdeed, administered . in the sense that the commornly accepted triarket'.
forces of supply and .de”ﬁan_d are atleast partially ignored .in .the shofta
run and even.in the .longer-run where ~the~lat£er m.ay cover a,pei"icald"
“of .five years. or vmore, -then 'the argument that "demand-pull" must be
-the -initial céuse -of  inflation would seém to :lose a..good deal of its force.

This/....o0.

(5) C.L. SCHULTZ '"Recent Inflation.in the United States', 1959.
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This,of course, is an issue for empirical investigation and the resulis
so far obtained are often cénflicting.

Some economists such as Machlup.distinguish between different types
of "demand-pull" and "cost-push! inflation which does, no doubt, assist
in -illustrating that the more 'simpliste" explanations are inadequate .to
explain satisfactorily a persistent inflation in the real world. Machlup
uses the terms "autonomous'", "induced'" and "supportive!" demand
inflation to describe three separate expansions of dema;'ld. Autonomous
expansion would refer to those which are '"not linked to previous or
to expected cost increases! while induced expansions are the direct
consequences of a cost increase and might occur where firms borrow
from the banking sector in order to pay for an increase in wages.
Similarly people who receive higher wages may 'increase instalment
purchases and induce an expansion of consumer credit'. Supportive
«e:;pansi.ons of demand would include ‘instances where the authorities
permit an éxpansion of credit or the mone}; supply in 6rder to avoid
unemployment, This latter expansion would be the type mentioned
earlier and possibly anticipated by firms.

Just as Machlup distinguishes three forms of demand inflation so
also does he isolate three types of cost inflation, namely, "aggressive',
""defensive' and "résponéive" coSt inflation. The first type would occur
where unions decide to claim higher réal wages because profits are
rising or where wages are seen to be rising elsewhere in the economy.
Defensive cost inflation would include the reaction of unions to increases
in the cost of living index. Responsive cost inflation would refer to
increases gained by labour which they would have achieved even without
monopoiy power, namely,increases flowing from the demand for labour.
which would have been offered by employers even in a competitive

labour market.
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This breakdown of. inflation .into its more detailed forms helps to
single out the sort of relaﬁibnships ‘between groups or sectors. m an
.economy that economists a}d'v_'irsving{_a,g.o_v;.ernm-eht should be searching
for when building up the structure of the incomes.policy they hope -tob
-ihstitute.,. It. is the lack of claritsr in determining causal rélationships
that makes attempts to control inflati‘on -in a comple’x‘ economy so difficult.
Even when these relationships are clearly identifiable _‘there remains the
-problem nét only of creating the ~instrur;¢nts for ggiding and directing
them, -;but also .the problem of timing any action so :that  the instruments
used do not take effect on a changéd economic condition for which they
are no.:longer appropriate. Succéssive administrationsin the United
States, - for example, have been. inéreasingly criticised . for using weapons
which -take so,l‘ong_to .be effecl':ive, that. they act on an economy that
requires quite a different i:ype of treatment.

So far in this Chapter we have dealt in a rather cursory manner
with some of the complex issues ~1ying behind -inflations and therefore
with some of the factors whit;h rﬁay'inﬂuence governments -in making
their decisions as to whether or not to vinstitute a prices and incomes
.polidy. It would be appropriate at this :juncturev to refer fairly briefly
to some of the better known empirical. investigations on.inflation. As
indicated already, fhe results ai'eﬂince‘nclusive. I—}ow'e_véi‘, at the vefy
least, they will serve to highlight thé dilemma facing pelicy‘ makers in
government when contemplating direct. interventionain,;the wage and
pricef‘determination.procesé.:m mixed - industrialised states as ‘in Western

‘Europe and North America.
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- One of the earliest investigations and, perhaps, stilll one of the
most celebrated, wavs that by Professor A .W, Pl(u?lzips'. This :parti-
cular empirical study was condu'cted,_ inf »an'_at;»t_»efm‘pt. tg jid.entify a relation=
ship .in . the United Kingdom between .t.h_e. ra;te of change of money wage
Arates.an_d--the_,-‘level of unémplbyment,' The - results ;ppeared to -suggest
that.thevre was a non—_linear rélationship between these :tw.ov .variables;
It seemed to indicate that. ovér a.,psriod of approximately one hundred
_years.'the‘ changes in the institutional envi‘ronment'idid nol; significantly
affect this relation,ship.,' Thus the conclusion derived from the
statistiéal_tests was that the -increasein unionism, the evolut_ion : in the
social climate ‘and,: in sécial attitudes, the chkanging' behaviour of.indﬁstry
regarding pricé determination, the increases in p;oducﬁvity or t.hex'
changes in the rate of p'rofi\ﬁv,_ were not sufficiently material over a lon'g
‘period to affect the relative cl'oseness of the relationéhip v.b’etween‘.the
-»levél of unemployment and .the fate- of change of wége ratés, - If the -
institutional environment wa.js"not an. imporl:a‘ntﬂ"factpr."ir;.vthe faﬁe of
change of wageg rates, then this would seem -to sugge;t\-i.th“at the |
ggvernment could. determine fairly e;sily’ what. level offuner'nployment
was consistent with. price stability. Aftef taking “into accdﬁnt. the
increase in productivity in -industry thé G-ovérnmeiit in the United
Kingdom couid _calculate the iﬁcrease -Iin-the ratevof change of wage
rates that would not ca%use;'inflation.' ~ Accordingly, byi means of ﬁscal
and monetary ‘polic::ies, pf-ice stability cou_ld be se,cured ;w*i'tl'lout. direct
intervention _inwi;._the,_’ price and-wage de;e"rn':l'}natisr.l '.meclr}ar‘lisr-fns.

There/: . ..

(6) AW, PHILLIPS, "The relationship between unemployment
and the rate of change of money wage
rates in the United Kingdom, 1861 - 1957"
Economica Vol. 25 (1958). '
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There was, of course, the implied condition that the level of unemploy-
ment required for maintaining price stabilil;y would need  to -be politically"
acceptable. Subjéct to this condition the rate of inflation would be.
-determined ’by_ the level of unemployment that i:he country was prepared
to tolerate'.' From this _stﬁd_y he concluded that "ignoring years i1.'1
which -import prices rise rapidly enough to initiate a wage-price spiral,
which seems to occur very rarely except as a result of waf, And
assuming an .increase in productivity of 2 per ceht per year, it seems
from the relation fitted to the data that if aggregate demand were kept
at a value which would maintain a stable level of product prices the
aassociated .level of i;nemploymient would be a littlé under 21 per cent.
If as .is sometimes recommended, dem_and would be kept at a'value
which would maintain stable wage rates the associated level of unemploy-
ment would be about 5% per cent'". Phillips has been criticiéed,
however, on a number: of gfounds. | Firstly, his critics argue that as
his ‘investigation referred to wage rates and not to actual earnings it is
of little value because it is wage drift which ‘is .one of the principal
cau'sés of. inflation. Wage drift wQuld not be reflected in wage- J."a.L’ces°

' Secondly, they contend that there ié no necessarily clear-cut or
~logicbalv connection . between .,thé two variables chosen. It has been
.sugg.esterd.that::they may change - in the manner they do :beéauSe they
a;'e both“ affected by some third variable, which remains unidentified.
In addition it has been argued that. the 'curve's .des'cz;-i"bed by Phillipé’ .
may in recent years have been changing. These contentions merit
discussion because if they are corfect they weaken or refute the corllw
clusions drawn .fromv the curvés and wﬂl thereby influence government

policy decisions based upon these conclusions.

It/.......
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It will be recalled that the Phillips Curve is negatively sloped
and non-linear. It intersects the horizontal axis at a level of

unemployment greater than zero as depicted in the folloWing diagram.

-+
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The dependant variable ié, of course, the rate of change of wage raf.es.
Some economists following on Phillips!' work have preferred to substi-
tute the rate of change of prices for the rate of change of wages.
This is quite accept_able if there is some relativdly simple relationship
vpost.ulated‘between the rate of change in prices ;nd wages. Lipsey,
f?)i‘ .‘example, uses .this relationship.

Thé re;{son the curve intersects the horizontai axis at a positive
level of unemployment is that there is normally some '"frictional" and
';structural" unemployment in the economy. F'rictional unemployment
. may be .defined as unemployment caused by the lack of perfect mobility-
.o'f labour and implies a beriod -of unemployment 'petween term’inaﬁzihg
employment and éomméncing employment with another firm, Structufal

unemployment '"is that unemployment which .is thoughtto be associated
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(7)

with the structure of aggregate demand rather than with its level",
This structural unemployment may be expected to determine the precise
location of the curve but not. its shape and slope. If- structural

unemployment remains constant. then frictional unemployment determines

(8)

-the shape and slope of the curve.

Lipsey has argued .that ''given that people change. jobs for what-
ever reason, and that a finite time is taken to change, zero excess

demand must be accompanied by some -positive amount of frictional

unemployment. From this.it follows'", continues Lipsey, "that when

the wage rate is stable, there will be some quantity of unemployment
.... the exact quantity being determinea by the amount of movement
and the time taken to rﬂove ......... The larger is the excess
demand the easier it will be to.find jobs, and the .less will be the
time between-jobs. Thus, unless there is a completely offsetting

increase :in numbers of persons moving between jobs an .increase in

(9)

excess.demand will cause a .reduction in 'u' (unemployment)",

| (10)
Corry and I aidler have argued, however, that if the increase

.in the number of people moving to. better jobs (as a result. of in=-
creasing .tightness.in the labour market) completely offsets or more
than  offsets the decrease:in. the period of unemployment between: jobs,

the/...... "

(7) This definition.is by BERNARD CORRY AND DAVID LAIDLER
in their article "The Phillips Curve: A Theoretical Explanation'.
Economica, May, 1967, p. 193.

(8) This statement must be qualified in so.far as PHILLIPS did-in-
_ clude.in his model the -influence of changes in the consumer -price
-index. :

(9) R.G. LIPSE,Y: "The Relation between Unemployment and. the
Rate of Change of Money Wage Rates in the United Kingdom,
1862-1957. A Further Analysis'".

(10) Op cit. pp. 189-197. Economica Vol. XXVI (1960).
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the Phillips Curve above the horizontal axis would\ either be vert;ical

or positively sloped. .They conclude that only if the curve is

negatively sloped would it "lead to the all=-important implications of

the exiétence of a trade=off befween .the policy goals of high employment
and price stability'. Therefore the relationship between the rate of
change of wage rates and unemployment resulting in a negative _s?l“ovpe
depends upon 'very sbe_cial assumptions which do not seem to b;e“-
grounded upon any empirical analysis of this phenomenon'. Ne;e';-
theless Corry and Laidler concede that the relationship appears" to

.be statistically significant and accordingly requires explanation. .v{They
suggest that.‘there-'is no reason why 'the level of structural unemploy-
'meﬁt (assumed . to.be constant) should remain constant over time!',
Moreover, they add that there is no reason why ''the level of
frictionél- unemployment should deiaend solely on the excess demand for
labour; it could well depend upon ..... the quality of information
about job .vacancies or their geographical distribution, which might
vary over time'. Furthermoré, they suggest that '"probably our
ability to fit statistically negatively-éloped relaﬁonships to historical -
data shows no more than that there is no strong _reiationéhip-between
the.level of unemployment and .the rate of change of wages, and -that
a continuous negativély-sloped curve -is hence a good approximation -
of ‘the underlying economic process'',

If the above contentions by Corry and L.aidler ar§ sound the
policy dec‘isions of government. to reduce  inflation . by inc;rea.sing .the
level of unemployment may be rel.a!;i'vely unsuccessiul. %Thus fiscal
and monetary policies may succeed.in reducing aggregate demand and
-in .increasing unemployrﬁent without significantly reducin_é the rate of

inflation/.....
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inflation. Therefore different policies, such as an.incomes policy,
have sometimes. been suggested as mo‘re appropriate economic measures.

Lipsey has .replied to.the criticism that .l:he Phillips ¢_.urve refers
to wage rates and nol; to earnings. He assﬁer‘té that "although »'a
.priori! vreasoning can suggest many reasons why rates anél earnings
might not move together, they do .in .fact stay, over _an;); ‘leng period
of time, remarkably close together, so .that any theory .that. explains
one will go a.long way to explaining the othélrl")'.

(12)

Phelps , before developing a dynamic macro-economic model,
criticised . what he refers to as the 'statistical approach' of Phillips
and 1'I_,ip§ey. He contends that if the statistical optimum level of un-
employmfer-lt. Q. depicted-in the diagram below, results in .inflation,
"it. is reasonable to suppose that: the pai‘ticipants. in .the product and
‘labour markets will learn to expect inflation (and the concomitant
money wage trend) and that, as a conseqﬁ,ence of thér rational
anticipatory behaviour therPhiliipsCurve will gradually shift upward
(in a uniform displacement) by the full amoeunt lof the newly expected
and .previously actuai rate of inflAation”. Further displacements may
follow which may lead to .either hyperinﬂation or to a steady-state
'-inflation "where the ac‘tual rate of inflation :is .equal to.the expected
rat;e of inflation. The.latter situation might occur when the authori-

ties .take actibn to.increase the level of unemployment as well as

accepting an increase in .inflation,

-t

(1) R.G. LIPSEY. (l1962) "Can There be a Valid Theory of Wages"
Adv. Secl.

(I12) EDMUND S. PHELPS "Phillips Curves, Expectations of Infla-
tion and Optimal Unemployment Over
Time!". Economica. Vol 34, 1967.
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u in the diagram is the equilibrium unemployment ratio,
where the expected rate of inflation equals the actual rate
-of inflation so the .the expected rate of inflation remains
unchanged. Il, I2, I3 and IL4 represent indifference curves,
If a country has come to expect inflation after a period of rising
prices, it may be reasonable to conclude that the curve will move up-
wards. Indeed, as we shall see when we study the recent experience
-of the United Kingdom it is possible .that this is what has :occurredc
Allthough Phelps has developed a dynamic model which also
(13) : :
includes an 'exp ectations hypothesis! it has been asserted by
() - ,
F'. Brechling that this hypothesis implies that "wage increases
should be comparatively mild in upswings (because expected wage
increases are low) and comparatively high in downswings (but this)
important. implication of the expectations hypothesis . is not supported

by most of the available .empirical evidence". This hypothes'i_s suggests

clockwise/. ..

(13) Op cit. pp 254-28]1 and in "The New Microeconomics of Inflations
and Employment Theory!". The American Economic Review,
Papers and Proceedings. May 1969 pp 148-160.

(14) American Economic Review. Papers and Proceedings,
May 1969, pp 161-167.
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clockwise loops around the Phillips Curve whereas Rrechling contends
that most evidence in the United Kingsom and the Unitéd States points
to anti-clockwise’ loops. Nevertheless, the prediction of the upward
shift of the curve has received considerable support from Milton .
F'riedman and .the "Chicago School" of monetary economics on the
grounds that inflation willbe anticipated.

The debate about the significance of‘the Phillips Curve may,

. (15)

perhaps, be summed up in the words of Otto Eckstein who observed
that'the dispute over the existence of the Philliﬁs Curve .... is a
-limited one - a .disagreement about the variables that matter besides
employment, and a subsidiary question about the value of the coefficient
on consumer prices (included in Phillips' own . model), the time
profile of the effect, and the nature of the expectations process'".
In »fairnes.s to Phillips, 'moreovér, it must be stressed that he conceded
that his conclusions suggesting the stability of the curve, were
"tentative" and remarked that '"much more detailed research .into .the
reiation‘s between unemployment, wage rates, prices and producti_vijty”
was needed.
‘ (16) '

R.G. Lipsey using the same approach as Phillips but paying
rather more attention .to changes in the cost of living than .did Phillips
found onlyaweak relationship between wage rates and changes in cost

of living before the first World War but the relationship was significantly

stronger after the War. In addition his study indicated that unemployment

was/......

(15)  American Economic Review. Papers and Proceedings,
May 1969, pp 161-167.

(16) R.G. LISPEY. op. cit. Economica Vol XXVI (1960)
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was also a much stronger influence on wage rates in the nineteerlx.th
century than the twentieth century but the opposite tendency held in
respect of price changes.

It is important. to compare the studies by Phillips and by Lipsegr
with -those econ.omists who'.iﬁclude in ftheir investigations the .influence |

' . (17)

of trade unionism. The work of Dicks-Mireaux and Dow ,is of
. particular.interest in .this connection, Their gtudies showed .the
.importance of demand .for labour in the inflationary economy but they
also .considered the possible.influence of '"cost-push'factors such as
the change in retail prices and whatl. they termed 'trade union push,-
fulness'. They arrived at the convclusion that wage rates responded
by about 0.5% to a change in prices of about 1%, but that wages re-
si:)onded by ab(out 334 to va change 'in unemployment of around 1%.
T:he-inﬂuenc':e of ;'traﬁde ‘union pushfulnesé" was seen in the comparison
between rate of chépge of wages.in periods when unions tended ..to‘
excercise restraint as .in the period from 1948 to .1950 and:in. periods 3

where this restraint was not apparent. The study concluded that
o

'

the pushfulness of unions could affect the rate of change with a ra.rilgeb

éf al{nost 5%. A.ccordingl:y the average 'trade union . pushfulness"

could cause. wage rates to.increase by 2 ~ 23% a year, even where
R

there was no .excess dem_a\?ﬁjdf’:fbr ‘labour and where the general level :

of prices was stable. The significance of this study as compared
. ) : »

© with those of Lipsey and Phillips. is that it places emphasis on .the -

ihstitutional factor of trades unionism.

Subsequent/. ...

(17) L.A. DICKS-MIREAUX and J.C.R., DOW. "The Determinents
of Wage Inflation: United Kingdom 1946 - 1956".
Journal of Raral Statistical Society: Series A (General)
1959, part 2. '
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Subsequent, to the Dicks-Mireaux and Dow ‘investigation, Dicks-
18
Mirea(ux)in a further study for the United Kingdom from I946 to -'1_955
'conclu_ded that productivity did not appeéar to be a Significén't facfor" in |
explaining wage movements. :
(19) :

The work carried out by Klein and Rall bffers a somewhat more
subjective approach in its tréatment of the pushfulness of unions.
F'urthermore, productivity and profits were not a significant iﬁfluence
either on wage rates oron mark-up prices, subject, however, to certain
conditions .applying.‘in what. théy term ''pace-setting:industries''. They
suggest in their model '"the hypothesis .that changes in wage rates are
'inflﬁenced by changes.in the cost of living, by the demand for labour
and by the political climate", Work carried out by two Swedish

(20) : :
economists , in 1956 also suggests that th'e'-influence of "excess profits!"
and productivity. in Sweden wére not signlifi;:ant. factors.in determining
wage rjatés.

Kaldor, on the other hand, has claimed that Phillips isincorrect
»in attributing to the level of unemployment or to .the rate _of.chgnge of
unemployment, .the.principal cause of the rate of. change of ;x‘/‘vages‘.

I;I‘e has_ ;;.gued that "the rise in money wages depends on.the ba.rgatmng
strength of labour; and»-barg_aining,'strength,.v in turn,:is closely related
to .the prosperity of industry, which de£ermines both the eagerness of

' (21)

~unions and the willingness and ability of employers.to grant them'.

Although/....

(18) L.A. DICKS-MIREAUX '"The Inter-relationship between Cost
and Price Changes 1946-1959'": Oxford Economic Papers
October, 1961. '

(I9) L.R. KLEIN AND R.J. PALL: "Some econometrics of the
. .determination . of prices and wages' Economic Jsurnal Vo. 69 (1959)

(20) BRENT HANSEN AND G. REHEN: "On wage drift, a problem of
- money wage dynamics" in Economic Essays in Honour of Erik
Lindahl.
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Although the profitability of industries appears to be a significant
factor in wage increases in. the United States, an empirical study by

(22)
“RG ‘Lipsey and M.D. Steuer suggested .that the:influence of profits

on wage rates.in.the United Kingdom was small.
o (23)

. The study of A.G. Hines, however, draws the conclusion .that
. far -greater -importance should be attached to unionisation in the rate of
wage change than was giveh.in,previous eknpirical work we- -have con-
sidered. If his investigation accurately reflects real world conditions
it would seém clear '-that,the importance of. the: institutional environment
should not be ‘under-estimated .in Great Britian, It would,. in  addition,
suggest. that incomes policies may provide an appropriate answer when
rapid changes."in waée ‘rates.:lead . to inflation, Indeed Hines contends
.“that "cost-push" factors are -the -main determinants of wage increases.
He shows how a 1 per cent rise in retail prices\zis.iassociated with a
0.7 per cent increase in wages. Moreover he also produces evidepce
‘that over ithe:period which he examined, a .l per rise in.the :{degree of
unionisation appearérto result in- a 23 per cent rise in wage rates, His
study also indicates that over time wages rates show an increasingly
greater ‘respo.nse ‘to changes.in. unionisation, When corhparing_earnings
'-r;ather ‘than wage ‘rates ‘with .unionisation. there is a similar close -ré-
‘lationship. The considerable significance of the unionisation...factor was
revealed:in a recent study by Lii:)sey and Parkin appraising ‘the British
incomes -policy. This study will be discussed:in a.later chapter,
evaluating -‘the ‘British .experienée. |

Empirical/..oe.

(_1) N._‘QKALDDR.: "Economic Growth and:the Problems  of Inflation
Part.II" Economica, November, 1959.
(22) R.G. LIPSEY and M.D. STEUER: "The Relation between
Profits and Wage Rates'". Economica, May-196l. ‘

(23) A.G. HINES: "Trade Unions .and Wage Inflation in . .the United
Kingdom 1893«1961", Review of Economics and.Statistics.
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Empirical work carried out in the United States, however,
appears on the whole to show a closer relationship between profits
and wage rates or earnings than has been noticeable in the United

Kingdom. Two interesting studies were those by Eckstein and

L (2 2
Wllsénhgnd by Bhatt(ia§) The former found that there was "only

.weak evidence that unionisation affects the long run level of wages!'.
Nevertheless they also find that wages in "a group of heavy industries,
which we call the key group, move virtually identically because of the
economic, ‘political and interdependance among the companies and the
unions in these industries", ' Moreover they add that "wages in the
key group are explained by the profit rates and the unemployment
rates in the group. Wages in some other industries outside this
groups are largely determined by spill-over effects of the key group
wages and economic variable applicable to the industry"., Eckstein
and Wilson consider that both political as well as economic factors play
a part in wage determination and contend that the importance of
political factors "is implicit in the hypothesis of the key group and the
wage round ..... (as) .... political relationships among unions are...
close within this group". Specifically they found that a 1| per cent
change in the rate of profit and a similar percentage change in the
level of unemployment were associated with a change in earnings

of approximately 0.6 to 0.7 per cent a year. They did not find

any correlation between profité and unemployment, In the study by
Bhattia approximately 80 per cent of the .change in earnings was attri-
buted to the rate of profit. In an'earlier study he had shown tl'_lat

/unemployment. . ...

(24) OTTO ECKSTEIN and THOMAS A, WILSON: "The Deter-
mination of Money Wages in American Industry'". Quarterly Journal
of Economics. August. 1962.

(25) R.J.BRHATTIA: "Prfits and the Rate of Change in Money
Earnings in the United States, 1935-1959'" Economica Aug.l962.
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unempldyment did not explain more than aboutv a quarter of the change
in wages. As far as the United States was concerned he considered
the term !"profit-push'" more appropriate than "wage-push'. Other
studies by Perry, by Klein and Podkin and by Schultze and Tyron
have introduced a combination of different variables to explain wage -
changes. Although it is not poséible to draw any firrﬁ and precise
conclusions from _a-ll the empirical work carried out, it would seem -
that the rates of profit and rate of price :increases are relatively more
éignificant in the United States than in the United Kingdom. Finally B
it is worth observing that follc;wing in the wake of Phillips and Dicks- |
Mireaux and Dow in £11e United Kingdom , economists in the United
States have tried to establish what the level of unern_ploymenf would .be
in order to achieve.price stability. Indications are that it would be
higher than in the United Kingdom; possibly around 5 to 6 per cent.
as opposed to Phillips' estimate of 2% per cent, but as would .be ex-
pected the results are not conclusive although actual experience in the
United States in the first half of the 1960s would not seem to provide
strohg,evidence against such a conclusion. We have been reminded
(26)
recently however, by B.J. McCormick that "in one memorable in-
vestigation by Podkin it- was discovered that wage stability in the
U.-ﬁited States could .be obtained. .if 17 per cent of the .labour force was
unemployed. Such a finding", he adds, "suggests that e.coﬁom'ics‘
hﬁs returned .to its nineteenth c_entury role as .'the dismél science!,

Before/....

(26) BR.J. MCCORMICK: A"Wa.g.es": Penguin Modern Economics -
- 1969. p. 154. ,
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Before cohcluding this admittedly brief and somewhat sketchy
survey of sofn-e of the. empirical work that has been carried out
during the past fifteen years,ﬁ; would be appropriate to consider
the model developed by Godley and Shepherd which they first ex-
| (27) (28)
plained in- 196)? and which was slightly modified in 1968, We indi-
cated .in .the - introduction .that. the British Treasury appears to place
considerable -reliance on t.his model fcsr its economic forecasts, and
as we shall be dealing 'in some detail with ,the.-incofnes policy in that
country, the relationship bétween unemployment and output ag .des-
cribed-by the model merits examination, We shall see .that the model
appears to supportthe: conte%ztions by Professor F.W. Paish that a
" level of unemployment of about 23 per cent is. required to maintain
price stability .in. the United Kingdom., Moreover, the compuléory
incomes .policy initiated durih‘g,:t.he Labour Government's Administration
.does.hot aippear to-have reduced.this percentage. Paish therefore
concludes that the .policy failed. A ,morj'e.v detailed consideration of
Professor Paish's arguments will be attempted .in a later chapter
after -the development of the British:incomes. policy has.been described.

Shephéfg)assertsthat "essentially the model consists .of relation-
ships whereby the .level ofrem"ployment and unemploymént can.be pre-

dicted .if. certain _pre-determjid variabled are -known. The most important

—_—

Ceeecssn is .the volume of total output (gross. product). However, the

_availability of labour is also .,important and .the 'supply of labour!' and

the/....

——c—
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(R7) W.A.H. GODLEY and J.R. SHEPHERD: "Long-term Growth
and Short-term Policy". National Institute Economic Review
No. 29, August, 1964.

(28) J.R. SI—I‘E.PHERD: "Productive Potential and.the Demand for
Labour'" Economic Trends No. 178. August. 1968, :
pp XXV - XXVII,
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the level of normal working hours are essential pre-determined
vari'ables". Shépherd .defines .the 'supply of labour' as '"a. measure
of the number of individuals who are able and Wwilling to work!.

This is not the same as the statistical series for Wworking population
which consist of employed plu's registered unemgoyed because the
working population "is. kno;Wn to Be affected by the state. of demand -for -
labour as well as by the supply. The labour supply is therefore
defined as the.-level of employment. that would occur concurrently

with a -given level of unemployment", This "implies that when certain
émployees loose their ‘jobs they will not seek ,emplpyment., Some
housewives, - for example, may 6nly accept erﬁploym,ent when there

©is ‘a strong derr_landv-for their services in industry and will therefore

not. register as unemployed> if their services are terminated. Shepherd
concedes that the labour supply as defined cannot be 'directly measured,
but changes can be estimated by the use of the observed relationship
between employment and unemployment", He asserts that it can. be
shown statistically that 'cyclical fluctuations .in employment are sub-
stantially greater than the corresponding.fluctuation: in unemployment
ceseceese.. The (very approximate) estimates: .d;eri_ved from the
equations suggest that with a low .'l.evel of unemployment (saj 300
thousand) an-increase of one thousand in unemployment. is associated
with a redu_ction of about 2% thousand in employment in relation to the
labour supply.. With a higher level of unempioyment (séy 500 .thousand)
‘this figure i3 about. 13 thousand'. The employment - unemployment
relaitionship as described accordingly "poétu.lates,that with employment
growing at the same rate as. the :labour supply, unemploym_eﬁt will -

remain constant'.

The/....
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The model introduces the concept of productive potential which

..is defined as _"the output associated with .a given .intensity of labour
utilisation', Changes 'in the labour supply, however, affect the
_productive ‘potential Because they will affect output. "Given  the re;
zlaLtionship Betweeri employment and unemployment", Shepherd states

£hat "at. the margin, an-increase of 1 per cent in oﬁtput gives rise to

a fall of about 1/5 per cent in unemployment when unemploymenf is
already low (300 thousand), but to a larger fall of about 1/3 per cent
when unemployment is somewhat higher (500 thousand)"'.

(29) |
Paish uses this relationship between unemployment and output

. to.illustrate his contention that a margin of spare capacity is required
to avoid -inflation, He observes that "if we interpret an increase of

1 per cent in output as. the equivalent. to a»--fall’ of 1 per cent in‘.tht_e
-margin of unused potential and, assume a ratio of 1 to 1 at. intermediate
.ievels of unemployment we c,:?n;f;g:onstruct cees.. & rough scale ‘between
various  percentage -m_argir‘ls- of unused potential and the .equivalent
percentages .of unemployment' ., Paish then combines this scale with

a relationship. between levels of unemplo,yrhent and percentage increases
“in .income from employment and is thus able to show that with a~mérgin
of spare capacity of about 6 per cent the annual increase in incomes
frqm employment (after allowing for time ;lags) will be about 4 per cent,
If productive. potential is growing at .the rate of 4.per cent the equiva-
‘lent level of unemployment will be about 2% per cent. Paish therefore
concludes that '"so long as.the growth of productive potential is main=-
tained at its present rate, this seems.to.be .the lowest level of unemploy~
" ment which -is, -in the long run, compatable with an absence of inflation".

He/......

(29) F.W. PAISH: "The Rise and Fall of Incomes Policy'" Institute
of Economic Affairs. Hobart Paper. No. 47. pp 40-41.
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He remarks that. 1958 and 1967 were the only years in which .the .rate
-of increase in-incom-é from employment slowed .down ;to_lequality with
the rate of growth. of pfoductive potential and during these years
.unemﬂployment was about 21 per cent, The :e_xpe_rience -in the Unitéd
Kingciom from’1968 to .1970 .provides ex/r,idence, however, that. the re-
latively stable relationship between the .level of unemployment an;'l..the
rate of change. in waggg,pb_s_erv_ed.b_y Phillips and Paish as well as )
-other ‘economists, may be changing,fﬁ We -have touched on this aspect
alréady, but will need.‘.to retufn .to-it at a.later stage. Paish in
par;ticular, -has views upon .this change which regquire 'consideration,,‘

The discussion: in. this. chapter has, perhaps, ‘ﬁéen sufficient -
to highlight the wide range of. conzclusions drawn from the -investigations
canducted and the relative importance attaéhed to the various factoré
in the wage and,price.- mechanism., Frém the conflict of evidence
-that has been forthcoming it is surely clear that a government should
.be extremely Careful when it adopts poli’ciés which over;ridenthe
market mechanism by the imposition of direct controls on wages, profits
and prices.

In .the following chapter we propose:to éonsidér thé -type of
problems with which .the authoritites'havihg the respo‘nsibﬂity‘ of
formulating incomes policies w.ill' be confronted. In p:a‘r"‘f;i.c-_:;vl.J;lfars we
shall_- look at some  of the mechanisms which may be bu11t into an
incomgs policy model to control increases in incomes 'w-ithout at -the
same -time causing serious . distortions v\}hich' would greatly detract

from the advantages.than an. incomes policy might have to offer.

Although/. ...
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Although A_the-ec}onomic .conditions.in a country may seem to justify
direct. intervention by the State, the criteria used to _decide\-inc.reases
.. in. different. types .of incbmes as well as the admigistrative—-fn_echanism
for applying whatever criteria are agreed upon, must be worked out
with. great care. If they are.not,  the éountry may find that the cure
is- worse .than the disease. In subsequent chapters a survey of the
incomes .policies. in.the United Kingdom and the Netherlands will be
attempted with a view to assessing what success they have had.in

. controlling -the -rate . of inflation.

- == =000 = == -
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CHAPTETR TIII

"We asserted earlier when defining-incomes. policies that they should
Zinclude some mandatory provision.to ensure that their conditions are
.complied with. Notwithstanding .this assertion, with which we have

~no .reason -to find fault,: it is . intended -to .begin this chapter by looking

at policies, generally referred to as 'guide posts", 'guide=lines " or
"guiding lights"., Such policies may, but usually do .not,: include .
legislative power to make the  guide-lines effective Indeed, where

guides are stated only in. general terms it is, as we shall see, very
difficult to give them effective .legislati;re backing. A discussion on
guide-lines should -help/[to appreciate why compulsion:.is usually an
essential requisite of an: incomes policy.

It is also necessary to preface any discussion on the problems
of formulating and applying an.incomes policy by again emphasising
: thatLthe specific econofnic .conditions existing at a particular .time in
a ucobuntry are of fundamental importance-in deciding. the type of
economic Amechanism‘s to .be  built- into .the pélicy, _ -We cannot but
agree with R.J. Ball that "details of any particular policy .cannot
possibly be discussed without reference.to a set of specific institu-
;tionavl. conditions', We shall; of 4course_,‘1.ater be dealing specifically
with -the .experiences of Holland and.the United Kingdom. Moreover,
certain circumstances -existing in Scandanavian countries will be
studied. Before'analysing the application .of a specific policy in the
‘real world, some general considefatior; of the practical issues.likely
to be -encountered: is-not without relevance.

The /....

(1) R.J. BALL : "Inflation and .the .vTheo_r‘vi‘y of Money". p. 300,
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The '"guiding :light" policy for incomes is usually seen simply as
an ie,xhortation .Or -expression .be, the . gbvernrﬁent, to.‘inde'pendant decision-
making units, groups or sectors as to what increases.in wages, or in
other ‘incomes are considered by the administration.to.be cémpatable
w:ith»pvrice stability. In.:the United States, for example, government
.‘bodies and -the President himself, have from .time to time made ex-
hortations - both ‘to specific industries as well as to the general public
and .the business community to avoid inflationary wage and price.in-
créas,es. It is doubtful whether such "moral suasion!" has had any
verjr material effect, They appear to be regarded more. as pious
‘hopes .expressed to show official concern rather than requests intended
to 'influence decision-makers .in .industr.y.. In 1964, President Johnson
-in his "Economic Report of _the President" said -

"I shall keep a close watch on price and wage

-developments, with the aid of an early warning

s,ystem which .is being set. up in the appropriate

. agencies. I shall not hesitate to draw public

attention to major actions by either business or

‘labor that flout the public interest. in non- |

inflationary pricé and wage standards'".
Notably absent was any real threat to . impose compulsory restraint
except through anti-tru.st legislation or unlawful price-fixing methods,

or .threats to release stock-piles.

Earlier/...

(2) "ECONOMIC REPORT OF THE PRESIDENTH":
1964 p. 1t
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Earlier, in 1962, the Council of Economic Advisers in -the
United State;,-formﬁlated what was referréci to as a."guide-posth
for wage ;djustmer_l_t.- In its Report the Council stated that.the
."g;neral guide‘.. for ‘non-inflationary wage behaviour -is .that. the rate
.of increase in wagé rates (including fringe benefits). in each industry
be -equal to the trend rate of overall productivity increase'. The
Report contiﬁue.d by saying .that. the -"general acceptance of this. guide
would maintain stability of labor cost per unit of out-put for :the economy
as.a whole .- .though not, of course, for ’in‘dividual industries!., Iﬁ
April 1962 the steel industry negotiated a wage contract which
. J.K. Galbr(:izh observed was 'generally consistent with .these‘standards_".v
The steel companies then announced an.increase .in steel prices.
However, Galbraith states .that '"strong government pressure; strongly
adverse public and business .opinion and some historic Presidential
invective brough a recision of the increa.ées. Thereafter, for several
years', he asserts, 'the wage guide—posts, as they came to be called,'
.and the counterpart price behaviour were a reasonébiy accepted
.lfeature of government pélicy. Wage niéotiations ‘were clésely consis-
teht with the guidelines.  Prices of manufactured goods were stal:)le.“._‘_»
Not_:withstanding Galbraith's remarks it is ncst clear to what extent
the pressure by the government as distinct from‘. business and pub,lic
opinion was influencial in. the recision of the prices. Moreofrer;- 1t
does not necessarily follow that the stability of priceé and the terms.

.of subsequent wage agreements were a result of the guide-lines set

out/....

(3) J.K. GALBRAITH: "The New Industrial State". p. 257.
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out by the Kennedy Administration, There may be no strong causal
relationship. However, "jawboning" as this type of government
pressure came to be called was thought to have had. some effect on
pfr'ice and wage increases. It is difficult to establish the extent of
its influence on industry. The Republican Administration which
succeeded President Johnson, did not continue "jawboning! but
President Nixon's '"inflation alerts__" may, in practice, prove .to be

.' of.a somewhat similar character.

The establishment of some form of '"guide!" is, accordingly,
intended normally to provide a target figure for '"the.increase in
aggregate -money income to be permitted in a given yéir)\”. This
increase would naturally depend on the increase.-in aggregate
p'roducti.vity of the economy so that there would be no rise in the
general price level. The authorities may hope.-that industry will
pay some atténtion to the guide-lines. if they are accompanied by
| thr_eats. of increased taxation or the more severe use of monetary
Weapons. The government may endeavour to set an example in its
reaction to wage claims.in the public sector as it is a large employer
of labour. Such an example was provided by. the -“pa:} pause'l in
the United Kingdom which ‘was enunciated in July ‘1961 and which pre-
: éedéd -the "G.—ﬁiding Light" of the -following »-year. when a maximum
increase 'in wages of 2'to_2% per cent was set as a target. This
percentage was ‘the official forecast of what the -increase in producti-
vity would be-in-1962. It was remarked by one‘econong?s% t;.hat,t,he

actual/...

() R.J. BALL: op cit. p. 293

(5) JOHN B. WOOD: "Labour Management and Economic Growth",
19670 ’
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actual increase in productivity turned out to be zero but wages and
salaries had by then risen by L.2 per cent!, Déspite official
Prime Ministerial co.ndemnationﬂof certain large wage.increases at
the time, the Treasury itself granted an increase for administrative
civil servants substantially above .the target ﬁgure and .the same
-economist adds dryly that the Guiding Light "was thereby firmly put
out",

-Probably the most. damaging criticism of policies included under
the "Guiding Light" ‘va'riety is that they do not answer the crucial
question of how wages and other incomes are.to be adjusted in various
‘industries, or even diﬁerent plants, which have different productivities.
It has been pointed out by the critics of government attempts to control
aggregate incomes .in .this manner, that no solution: is provided for the
unavoidable problem.'that if all incomes are.to rise by the same per-
centage, those .in efficient firms will grow at a slower rate .than
productivity while those i.n‘inefficient:fir;m_s will grow at a faster rate
than productivity. Quite apart from the dissatisfaction this is likely
to cause . in efficient firms, .there also needs to -be some effective
-m:eﬁhod of dispersing the gains in fast growing industries over the
whole of the -economy. This might be .done through lowering_ prices
-or ‘even by the taxation of "excessive!" profits .if some profit norm can
be determined. But. this whole issue is often ignored by the supporters
of guide-posts that are concerned only with aggregates. This
criticism would seem to . highlight a major defect and requires a satis-
factory answer before general guidelines, as we have described them,
are likely to have any significant effect in restraining increases in m—
. comes., At the-most, -they may provide some gui:dance.,to.official

arbitrators/...
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arbitrators considering disputes over claims for higher wages. In short,
a clearly- definea policy is needed for relative incomes, not merely for
‘total incomes. As we shall see when examining the Dutch experience a
. policy for relative incomes requires a vast wealth of detailed .information
to .calculate how each wage should be fixed and,; moreover, how such a

policy, if mandatory, can be adequately "policed", so..that it will not

be undermined by wage drift, '"black wages" or other inducements.

As government exhortations combined with voluntary targets. did not
seem to have a mode.rating‘effect on wage and priceincreases ‘they had
-to be transformed, . in the United Kingdom,: into policies permitting direct
government. intervention. "This -voccurred .in 1966 as . an.immediate re-
sult of the economic :crisis in.that. year. At a:later period:they were,
as we shall see, largely relaxed.

_Whén a government has decided .that direct. intervention in wage and
~ price determination is necessary, whether as a short-term or long-term
policy it is immediately faced with a host of issues which need an answer.
»We-propose, therefore, to look at the most important of these ‘issues in
the femaining part of this chapter. Firstly, we shall consider wages
“as distinct from non-wage incomes.,

Initially, the State must dec{de whether . the existing wage structure,
'és. it stands at a particular time, should, by and large be preserved.
It must endeavour to determine whether the rates and the diﬁerentiﬁls
as they have been established in .the ‘labour market, no ma£ter.-how
imperfect, are ‘beneficial n'ot. detrimental to -the -economic .goals :thé
:government has set itself. For -example ,' ~if a unien. has :through its
monopoly power, - however K exercised, sﬁcceeded:in,vauiring wage

increases/.....
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.increases far in excess of those that would prevail if conditions in the
labouf market were more competitive, should such-;increaées ‘be allowed
to ‘stand? Moreover, is it a practical pfoposition to try and establish
what rates would be:in a competitive market for iabour? How.indeed
would this be done -except by legisléting against all restriétive .practices
-on both sides of industry and.prohibitingf "closed shop" coﬁditions, Is .
such a drastic legislative éhange really feasible ‘even if 1t wen;e -economi-
cally desirable? The social vcli‘m.ate éﬁd attitudes bf.-labour leaders_‘ and
vunion members would be crucial. Unions would not willingly see a
diminution of their "bargaining power unless employers were. similarly
.treated and non-wage.incomes also came v-witl?in.:..the amBit of direct.
éontrol by the State. Thus. it. is .,har’dly.f "f.-f;as,irble political policy

to attempt to-make competitive condi.t':ion.s-'prevail‘, in. respect of .the supply
of labour ‘if -the employers, in key industries in particular, are per-
'mitted to -retain.:their MONoOpSONny powers, ‘

If -the veﬁciéting wage -. structure is not inherently undesirable ecc‘:no-

mically and .if the ~differentia1§ in part%.cular skills are considered to be
justiﬁable in ‘terms -of joB .evaluation techniques, . then an-incomes policy
starts from a .firmer vplatfor'm politically. In Holland, the wage diffen'eix*
v; »:tialsv:established between . skilled, semi-skilled and unskilled labour weiné '
'-roughly what existed ‘before the i_ncomes.policy was . introduced after the .. ..
"S:eco‘nd World AWar. If the State appfoves -of the .existing differentials,
is it.-then to atterﬁpt..to..ignore subsequent pressure‘for(ffurtimer) increases
in the differentials resulting from me market demand for the services .of
labour? If certain.:induétries are .expanding faster than others and
wish to. attract labour should .they be .deﬁied'. th_eﬂ right to pay higher wages

“fOP "/ e 000
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for similar work? if they are denied .this right how..is ‘labour to.be
allocated .to. where labour is- most needed .in.the national interest and
nmost./in-/dem_and? Furtherm‘ore; unless .the State undertakes :the
direction of labour by some form of compulsion, as .in wartime, how
'much longer can inefficient. industries or firms survive simply because
they dc;‘ not have .to.face competition from efficient. firms - offering relatively
‘higher wages? ~ Thus the notion of "social justice'" or 'social equity"
inherent,in:’thé concept of "solidarity", namely, the .rate for the: job
which is. unaffected by market conditions, may not easily be maintained
in-the face-of a growing demand for ’labouf ‘of a particular kind in
‘specific industries which are prepared . .to pay higher rates. | If the
cpncept of ‘"solidarity" is not retained what criteria, . then, is.to be
substituted? Is the "'status«quo‘" to remain? It has been suggested
often enough by economists .that wages ‘should be .increased proportionally
to.increases in productivity. If this is so then either ‘this.is :done on

an aggregate -basis for the .econemy as.a whole, and we have.seen how
‘unsuitable this policy is when considering the guiding :light approach,

or it. is to.be carried out on the basiS- of prqductivi_ty in_ specific indus~
tries .or ‘even in specific plants. @ Whichever approach.:is adopted .itl- is
'necessary to formulate an accurate measure of vproductivity and .of labour
productivity, namely, output per worker, in particular Turner and |
Z.oetew‘eéij) ~note ''that.there are many concepts of labour productivity for

- the -economy as a whole. On the output side one may consider gross
or net physic_al output per man-hour, one may include or -exclude pro-
duction for -i)urely military purposes. On-the input side!, :.they continue,
Mabour ‘may be =lm;e.as1;.red' in terms .of unweighted -man-hours (which ‘ta‘kigl

no/....

(6) H.A. TURNER and H, ZOETEWEIJ: op cit. p. 15
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no account. of differences.in quality or skill),. or in terms.of weighted
~man-hours (that is, allowing for differences .in individual earnings
taken as,an indicator of differences.in .slfci].l).,”° They rightly point out
that the .two .methods. give quite different results and cite examples from
the United States. and France to. illustrate .this. point. Moreovér they
contend that ”Ait-‘_is because a weighted labour input index .....tends to
rise .faster :than an u.ﬁw.eighted one .that a productivity index using weights
rises.less than an unweighted one. But this", they claim, :"is appropriate
_for an index used-for a productivity criterion of wage policy because
while.structural shifts..in manpower will normally result. in a rise.in the
~total output..index, -there .is no corresponding scope:.for wage increases,.
.the shift of labour to better paying industries. or ‘oc’éupations itself. having
already resulted in a ris‘e in the wage level. So I_;f:aising. wage rates
- in the same proportion as a national productivity incfgx calculated with
_ unweighted labour :input would -tend.to .lead -to: mcreaées:in: labour costs!.
If aggregate,lébour productivity is forecast. to I:_;i.se .by say 33 per
cent and wages and salaries are also permitted to riée by a similar
percentage the .next question; aé..touched. on earlier,..is .to__deci:ie«how,:the,
_total -incréase-in_ wages: is to -be spread over Various‘:zsectors and -in=
dustries growing at differing rates of productivity. Ev-.e:n assutning that
productivity can be accurately measured and -this.,is..pa#ticularly difficult
-in certain categories of work such as teaching, the m,e?dical profession
and sections of the civil service such as.the police ancjlithe-armed
forces, reliance would have -to.be placed, at least.to some extent,
on job .evaluafiqp. studies_, In order to encourage innovation,. by the
-removal of fest;ictive practices and - other obstaclestb g]i’iowth, workers

(and/...
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(and indeed the owners of capital as well) should surely be..permitted
to enjoy some of the fruits of their-increased productivity and not
merely to share equally with other sectors which have shown less
‘gro'wth,zin productivity or no growth at all. ‘Many economists, however,
would claim. that it would be wrong for -each sector or 'i;ldustry, to.re-
tain for itself the whole fruits of productivity increase, especially as
the. imperfection in the market for labour services and:in .the markét
for the  -commoditites.they produce woéuld .distor*t,‘the wage structure
unjﬁsti.fiably. if aggregate wage increases were .,determinAed,by the State.
Théy argue .that such a practice would be more -inequitable .than any
.:sitlviation prev_ailing under free  collective bargaininé despite the fact. that
organised labour in free. collective bargaining may exercise its ménopoly
power ét the expense of unorganised labour. It would seem thaitI
some .corhprom,ise would need to-be achieved both to encourage the
‘increase of productivity, to attract labourto where .it is needed, and. at
‘the same -time to ensure .that not all the advantages were 'rgtained by
theseétor-achieving productivity gains. Accordingl&, as - intimated
earlier when discussing guide-posts, a measure of price control might
-be an appropriate. answer "if combined with some acceptable formula
for.sharing out productivity increases.to 'other groups: not so.for_‘tiznately
placed to .enjoy productivity gains. Thus .the concept of social justice
“inevitably intrudes .into the policy criteria in the form of an equitable

- minimum wage based on minimum living standards .or a wage . that is
regarded as.social}y acceptable for aircertain' “type -of jobs But just

as ‘the economy may wish to attract lébouv to .certain sectors so .too

it may wish to attract private capital. Therefore the determination

of the returns to the owners of capital must be vtaken’ into account if
growth is to.be prométed by the direct interyention of the state. The

“institution/. ...
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ih_stii:ution of a non-wage incomes policy. to prevent inflation must not be
allowed to .inhibit. ecoﬁomic growth (particularly.in the crucial export
sectors) .by discouraging private capital investment and .entrepréneur—
ship.

It has :been pointed out by P.. Stree(tgllx and -other economists in
the United Kingdom, that if increases-in incomes are related only to
productivity inc;reases.;in industries achieving them (so that if a.sector
“achieves no growth of productivity no increase is:justified) this in itself
; does:riot mean price stability in the »econoni_yo Workers getting wage
ninc.rea‘-ses will spend some of their wage increases on products from
industries wheré there have been no productivity gains. - There will
.thérefore ‘t‘aefa riserin demand for labour in the latter sectors, if wage
‘increases are not permitted in A.-_these sectors they may fail to vattract
- labour, and unless there.is price control, prices of their goods will
rise as there will be a shortage. | If wages and prices.in the static
:in.dustries.rise, the aggregate price level will also rise. Thus  once
again: it .is probably necessary to determine the ag;gregate: permissible
,increése -in- incomes and then determine how .this:is. to:be shared out
- between various claimants. As prices. are often sticky downwards
~in the »éhor,tnterm at least, price reductions w‘hile.desirable in an
- efficient industry may be *\difficult to achieve in practice. A further
complication is .that productivity besides being difficult. to measure may
Ee subject to substantial fluctuations. Indeed, there may be an absolute
‘decline ‘in productivity in some . sectors, but it is:highly unlikely that
unions -in. such a sector would countenance. any reduction-in money wages

asa /ovoa-oé

(7)P. STREETEN: "Wages, Prices and Productivity". Kyklos
Vol 15 (1962) .pp 723 - 731 '
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as.a result, even 'if the measure of productivity were output per head.
The designers of an incomes policy for wages will be confronted
immediately with the practical issues of determining whether wage changes
are really instrumental in attracting labour from one.sector to' 'another.
If they are instrumental how much weight should be attached to them®?
In the last fifteen years work carried out on .labou'r‘ mobility has suggested
.that wage differentials -to. attract workers.from one-industry to. ancther
or from one:firm to. ancther are much less significant than was
previously thought to.be .the case. The so-called :"?jobﬁvacancf'" hypo-
thesis ‘has ‘received a good deal of atteption in-»recent.years,;in_ -this
.connection. Professor P. de Wolff stated in the O.E.C,D. 'R:epor{tj"."
“on wages and labour:- mobil(itBy), that "the .most: important . finding of‘ the
Expert Group's .:repoft is .that. in -the .—labéur -markets and periods  studied,
-large short-term changes.'in felati\fe—earnings do. not seem to ah-av.e .been
necessary. to:bring about substant{al changes :in ‘the patte;'n lof employment!
Although the findings showed .that "in a number -of_countries,.:thef-e. has
;beeﬁ a tendency, when: i-ndustries are. .studied..‘in:vfairly aggregative
groupings, - for wages .to rise faster in branches which were m.c-reasi.ng'
theii- share of:the labour force ......this should not generally be.in-"
terpreted as a causal relationship'. The - study 'clarifies the Wa,sr in
which .expanding industries. have .in fact. generally been a‘ble .to.increase
numbers . as nrequireduthroug_h the attractive.force of new job vacancies
-opening up. within the framework of the .existing wage. structgre.".

The/onoe‘o

(8) "WAGES AND LABOUR MOBILITY". O.E.C.D. 1965 p. 9
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The Report, however, does not suggest that changes in wages. are
%ne'ver necessary. 'to‘bring,.about a re-allocation of labour, and iﬁdeed,
suggests some specific instances where. such changes may be required,
such as. attracting labour to remote areas where .the existing supplies |
of lab'oﬁr are insufficient. A.nother example cited is the case of teachers
and nurses and similar occubations which require relatively long training‘
periods .80 -that, -in .the. short. term, at any rate, supply is ncat respon-
sive to .changes.in demand. The Repoft furthermore :admits that. the
| Meveryday knowledge of employers. sometimes raising wages to. attract
or retain labour!, suggests that labour is sensitive to wage chanées and
could even be saild to be so sensitive '.that' a very small change in wages
leads to a large movement of -labour. On the whole,»however, they
havé been .led. to. believe that. "wifh some -important exceptions, it is
the wage-insensitive explanation that applies .c..(a8) coevvece
(i) the observed changes in the allocation of labour
are often br‘ought about by ,meéhanism,s ,ot'her;than
changes in‘the wage structure, and
(ii)“ . the observed changes in the wage structure are often
brought about by forces other than those that allocate
-labour!.
(9)

Earlier W.B. Reddaway also produced empirical studies suggesting that
_the "job va'ca;;cy" hypothesis was a more satisfactory explanation of
labour movements -than wage changes. His view. is, he adrﬁits, "tentative
and he adds that "the most one can conclude is that it is probébly_vnofg . .
Worth while»i:o undertake a difficult campaign,to induce wage negotiétérs'

to /eeee

(9) W.B. REDDAWAY: "Wage Flexibility and the Distribution of
Labour", LILoyds Bank Review. (1959).
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to .change .their -practices,; when the redistribution seems to be . obtain-
able . without such a campaign, largely via.the (socially more acceptable)
.route of varying job opportunities!,

If these studies are. basically correct in their conclusions. they do
certainly make: the imposition and. administration of a.government wage

| (10) |
. policy a lot easier,because as McCormick .remarks it means !that an
g‘inc;omesﬁ.poli.cy need not. concern .itself mn;h ~the . allocative aspect of
wagesh, In addition, . it might. be more worth 'whﬂe for a- government
_to concentrate on encouraging labour mobility 'tﬁrough providing -efficient
information services about jobs, .through better educational and re-
training schemes where necessary, and. furthermore by helping to
counteractuthe'v»-ignor.ance, inertia and .the unnecessary restrictions on
entry. into: jobs.,

It is appropriate. at this juncture.to concern ourselves with non-
wage ‘incomes., Quite. apart from whether-a striqt. control over non~-wage
incomes is .economically desirable, it is ‘unlikely that a statutory’ incomes
policy would ever -gain acceptance.by labour unless the policy included
non-wage incomes., Non-wage incomes .can, apart from higher ‘rates
of tax, be subject., to control in the.form of interest rate ceilings, dividend
Jlimitations; rent control, or price .control, | Although the "freezing!
of dividend payments and rents, for example, may be.regarded politically
as a "quid pro quo' to .fme-unions.,,tirl return for restrictions on.their
‘bargaining power, controls .over non-wage.incomes present a number
of serious :economic problems as -distinct from social aspects.

Firstly/...

(10) B.J. McCORMICK: "Wages!. Penguin Modern Economics p. 36-
He also points out; however, that the:joh vacancy hypothesis. is
-inconclusive  as .it failed. to specify whether employers-in an industry
would wish to retain-the .labqur which was offered- new jobs in
other industries,
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Firstly, there is the difficulty of deciding upon economically sound
: (11)
' criteria for limiting increases.in profits, prices and rents. Paish
.discards any proposal for the diregt limitation . of profits. "To try to
peg profit margins" he contends "would mean that every firm would be
working on a cost-plus basis and would. lose all iné:entive to keép .down
. (12)

costs", But what after all, are profits? R.C. Tress has .pointed
out. that. the National Incomes Commission established by the Conservative
Administration on 1962 addressed itself to.this problem and.defined profits
as.-being !the contingenﬁ reward for the capital invested in a business,
for -the risks.that have been accepted.in -earning_the .profits and-for the
skill and .enterprise with which :the affairs of the. business have been
conducted". | Moreover, the Commission explained.that 'profits are a
contingent receipt not a contractual one!, and that"l':’hey arise ‘from a
.collection of causes. fqr Which a unit of refererice is difficult to.find"
and furthermore, that "profits vary between one.firm and another to a
- notably greater extent than do .the .other 'categor’ies .of earnings in
industry, The criteria for ‘-decidin.gon rates of profit are .therefore
far less 'easily established than sal_aries_and wages. If innovation and
enterprise are .to be encouraged then the opportunity to earn .high
rates of profit if greater risks are undertaken must be accepted. Tress
suggésts,;-that there are three components making up '"the notion of
profits as. an incentive to. enterprise. and innovation'. The first com-
ponent is.the abnormally high rate per unit of output obtainable for-a
relatively short period through seizing an opportunity. Secondly there
.is.the '"rate of profit per unit of output that comes -to:-be .established as

normal/...

(1) F.W. PAISH: "Policy for Incomes'? op cit. p. 20

(1) R.C. TRESS: op cit. p. 69L4.
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normal within a particular line of production'. Finally there is the
Mvolume of sales:in any period which .in the ;a.et;ermination of aggregate
net receipts, is.the multiple of the rate of profit, whether in the first or
‘the - second of the above two deﬁnitions;,".

Although -the first definition of profits should not be disregarded,
Tress suggests that the second .definition probably. ''provides . .the main
source -of profit earning and that therein the origin of the rate of profit

per unit of output (though not of sales and therefore of aggregate profit)
;ibs ‘much more :'the product of convention", If this is .so anditis by no
means conclusive, the norm, whatever it may be for a particular industry
or-line of production, could be m_aintaﬁned by the State 'intervening not
- to control profits, b‘ut rather by controlling prices. However.:it must
surely be :conceded that, except as a-relatively short—term exéedien_t,
such action may cause distortions:in.the :economy where capital is privat-
ely owned and.is used where it can obtain the ‘best available return. The
problem of rent contrql in countries where it has been imposed hgs’ re-
sulted, not. infrequently," in private capital no lenger ‘being supplied for
residential housing in the quantity which: is needed to.satisfy the -demand
for hoﬁsing. Entrepreneurs coencern .themselves with future expectations.
They will not.lightly commit capital to, say, new residential buildings
which, while not presently rent-controlled may find them subject. to
.control before long. There is.indeed no.easy answer ‘to aﬁhe problems
arising from the control of -non-wage incomes. The establishment of
profit norms. in .the real world would see'm ‘to 'be a hazardous task as
: it.v'involves .the 'valuing of capita'l,uitse]f an .exceedingly difficult lundertaking
as .peoples! expectations of the future are\ -forever changing. While direct
control of prices and prdfits may be a short-term necessity,’ it  is ,d_oub.tm
ful if it is a desirable ‘-longmtefm objective -except..through the more

indirect methods of fiscal policy in. its taxation of profits or some portion

) of/......
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(13)

-of profits -such as _distributed profits or ‘”e_,xc;ess'ive," profits., Paish has,
however, provided some cogent reasons against. téxing "extra! profits
at a higher rate or of distinguishing between distrbutable profits and
-retained:'proﬁts.::in:ffiscal policy. In the first ir;lstan‘cev- he -points out
that é--high rate . of profits -tax d'oes- not ‘atfect "the .inefficient fi;'m which - is
:oniy just managing to.stay in' business, while.it increases the difficulty

. of efficient. firms in obtaining the.finance they need for expansion',
Moreover ‘it also reduces-the:incentive to.keep .down costs. as indicated
earlier. On the other hand ,tgxmg distributed. profits at a higher rate
-than retained profits means.-that the fast growing efficient firm will be
unable or will find.increased difficulty inobtair;ing finance: in.the -open
_market -to. augment its. own. rbtained profits. | Slow-growing firms. Who.,;
do:not really need most of the profits .they make will 'be' l.ess.v inclined
to .distribute .dividends.  Thus . the net result may well be to.discourage
initiative , efficiency and innovation and preserve a relatively undynamic
economy. Price rc.ontro,l is probably a preferable way.to. control non-
wage irnlcomes;tha_t_\the direct. intervention ‘in the .fixing of pfofit rates.
| Indeed, price supervision or pfice controls -of some kind,;  have .existed
in .mixed economies -for relatively léng perio-df_s"‘:,x;..n_peacetim-e conditions.

The discussion of the control of r;ofx-‘»wége incomes .:ei,theé\r directly

. or :through -the ~contr$1 of prices .has.so far tended .to,impl& .that although
pricve< control is .politically feasible -it is .economically both unnecessary and
un,dersiréble. Are there no _sound economic grounds for -c.onfroll_ing

- prices as. a means of.controlling inflation? By itself'price control
-may merely "suppress'" inflation or ‘encourage black markets, but if

used in conjunction with other economic measures has it some economic

Jjustification?/. ..

(13)FE . W. PAISH _»"P‘olicy for Incomes'", op cit. p. 20.
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justification?. -~ In 'pefwr_‘i..oa-s 4_ojlfjnatiqnal.,_Cris'is"»"'}s"}lc_h as during a war,
o RS ()

1thas .been pointed out by Phelp_ys Browr; .that "Governments .commonly
fmd ,tl-'lv'atlfhe process of the m,arket place w.ill‘ not gnaided_:achieve

;:t.he_ sudden and massive transfers of resourcfes.tig néw uses that -the

| sWwitch from .a peace .to.a war economy demands _othef.{fh‘eans n;rust
also:; be ﬁSed esese o e Higher rents. .couid not };ave the ,s”aLme.:_».‘effect
on .Jong-run. supply as.in a-free market,{ since .the Go{vernm\ep?x w111
not allovégthe -necessény movement of factors.into.the buildin_g m;lustry
They WSMdi_"- asserts Phelps Brown, .'"simply increase ,,.me--incd.aés.of
landlords, and reduce the real incomes of those .peop;é .whovhavé:":.m.oved
--into :the. area because directed to.do so'. This argument, - howéveir* 5
-is notv applicable .to. normal vpeacetime .conditions.

The O,E.C.D. Report entitled !"Policies. for Prices, Profii';s' and
other Non-Wage Inc(:losrr)les" :suggests -that a .case -for controlling*non—viréée
-incomes may be made .if the behaviour of profits and other non-wage |
- incomes is Man important céuse of rising prices, . either in isolatién or
‘in supporting and reinforcing a rise in wages ces The authoritites’
‘in many countries feel that the most appropriate compleme.‘nt to a wage‘s
policy is an active price policy". The Report refers to.the.aﬁtho'rs of
"The Problem of Rising ng;s"_ who held that non-wage .incomes can
be an-independant cause of cost. inflation. The_;v consider that this may
éccur, even though producers may tend to. use -their market power

primarily at times when demand.is .rising or costs are.increasing.

However/.... _

(ly) E.H. PHELPS _BROWN: "up VC‘-o_ur:seA in Applied Economics!.
pP. 227

(15) O.E.C.D. (1964) pp 15-22

(16) - Op -cit.
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.Howéver, they qualify their statement by adding that, .!in ourva judgm-ent,
the problerﬁ of inflation from administered prices would be .;m_inor if a
éituatioﬁ were ‘reached in which average wage .increases ‘vv,\z‘ere confined...
to ,.the limit allowed by the average .increase.in‘product.ivity and excess
demand pressure were avoided!, |

: Theﬂc,oh.c'iitioné existing .in important areas of the private sector in
Western economies.tend to make effective price,competitio‘nA &ifficult_.'to
achie%re . ' 'i"his tendency may be -increasing: rIv'.he tentative ‘conclusi:ons
reached By the O,E.C.D. Réport. in.1964 éeem to represent a fair
assessment of the .situatioﬁ_. While admitting that a degree of compe-
tition 'is a. common feature of suclh,econorhies.the,,y observe that "there
are mahy_sectofs where prices are.in some sense ;"adminisﬂte.red" .
The 'ge,xistencel—of administered prices! they continue, '"is at least a.
pot;ential cauée -of cost inflation. It wou.]d seem more particularly in
shelter'-ed.v.‘industries that whereas cost increases :tend to.be passed on
immedi ately and fully in higher prices‘, cost reductions _arewofi;ep only passed
on in’completely or after some delay. This may W‘eil be a significant

: _ , 'Q;\(L prices - : . .
part of the process by which costs, are.levered up under conditions

of cost :,inﬂation'.\c. However, as we pointed.outu in .Chapter II, even
“if prices are adminis.t.ered and a wage-price spiral develops, it still
red_uires‘an expansionary nionetary policy to sustain gt |

rI.‘he reé’sons..W‘h.y ja government may pfefer an active price policy
to other ﬂindiréct measures . such as.fiscal andni.dne"tary‘ instru_meni:;_,s, are
.paftly political, parf:ly administrative and partly economic.. ':E.-‘-irstly, it
- is .pfobably easier -for- the general public to und_érstand a p*ovliicy airectly
related fo_prices. Secondly, it is easier for the authorities _to'- ascertain
what ,i's.lr‘lap'pening to prices than it is for them to discern rapidly the

trend/ . @ & o
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trend of profits :in specific "industries  or sectors. Thirdly, as the
O.E.C.D. Report asserts, "framing policy in terms of prices rather
‘than' profits seems to get round many of the difficulties that} arise .from
the fact that profits are a residual, and hence fluctuate quite sharply
with vthé level of activity and sales!. N;eirerﬂt.l'leless9 policing a compre-
hensive price .policy may raise major ‘difficulties. In addition, a large
measure -of market intervention by the authorities may, as already
suggested, prove to.be economically harmful by causing.undesirable
distortions 'in the -economy.

In view of the nature of modern mixed economies some degree
-of price control may be -justified on economic grounds._.to . help reduce
-inflation, but as intimated earlier, it is a weapon to.be used with great
. caution, Preferably it- should be accepted only as a short-terrﬁ measure,
If price control is held to be unavoidable, it must, of course, be
sensitively a.nd imaginatively handled. There is always a considerable
.risk that the controls will be clumsily applied if the controllers have
little - sympathy. for or understanding of business policy and entrepre-
neurial ', motivation., Where possible, alternative measures should: be
adopted. For example, subsidising particular members of the commu-~
nity seriously affected by'-the -removal of price contr'qlu‘_:ﬂrr_}_.gy‘ offer a
sounder economic solution to the problem,éspecially in the case of rentsvforf
residential housing.

(17) .

It is worth noting that Paish has contended if prices were fixed
at levels which would provide. normal profits atvan agreed level of
wages .for a reascnably efficient firm, .this would frustrate the.whole

‘purpose -of the -operation of an incomes policy which is. to maintain a

high/....

(17)  F.W. PAISH: "Policy for Incomes?" op cit. p. 20
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‘high level of employment with price stability. #Unemployment ;. he
otvasverves_, "can be kept abnormally low, only by keeping the demand
for labour abnormally high, and,t.,he .demand for labour can be -kept
‘abnormally high only bly: keepiﬁg the v-emplo‘yment of labour-?pnorm,_ally
profitable, If pfoﬁts ‘are held down to,;thé same level as would prevail
in .;':1 competitive market, the demand for -labour "v\i’ill be co-rr’espondingly
restrained and unemployment will not fall",

We have -consid_e.red so far in this chapter the various possible
criteria to be built into the framework of the incomes policy and thgyh
have provided a number of intractable problems. Something must now
-be said of the sort of administrative mechanisms that are needed in
. order to make -the -criteria.,effectiveo How are.demands.for wage
increases to be processed? What will be the machinery for wage ne-
gotiation? If prices are to.be controlled; what machinery is necessary
for considering price -increases? Will the ‘organisatiens. .;tet up ‘by '£he
- State be tripartite .--in‘that the State will act in co-operation with both
sides of industry? Will some‘ type ofv'A'early==Warnin_g system! for price
and wage .increases be -instituted? If SO, will it apply to all prices
and all wages, and if only to certain prices and wagjes__rtoﬁwhi,chv,, will
_the v“ear_ly warning system" apply?

.fI.fh.‘? institutional fram';—:-wor*k for -collective ::ban‘gaininrg.lmvay ‘be an
integral part of an-:incomes :policy in so.far as:it may serve to centra-
lize wage negotiation between both sides of industry and to-ensure not
- only . that the. agreements are :fac.ilitated, -but also that.-they are -more
‘likely to:be enforced.  This 1s not inevitable . as wage drift may be
more likely to develop at plant level as a result of central negc;:vt;i_ad;i,cn»o

Where/...
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Where there is glready in -existence a relatively centralised..system of
wage negotiation it may be much easier for the State to.intervene in
the:bargaining process -or to:form -a.third party to .the discussions..
Even -if the State does . not take part.in .the actual negotiations, either

. asw;—an ..irvltére,sted party or as. a mediator or an arbitrator; central

v nego,tiatiOn:m-vay.'pfoceed,.subject. to_the proviso that any agreement
‘may,‘be -subject to review and approval by a State- instit,ution' which
may. or may not include at least. some re_presentativesfrom “industry.
In the Scandinavian countries there is.a high }_degre»e/ of central nego-
tiation as-compared with the United Kingdom, However, the Scandi-
'n-avian c-ount‘ries.do;\r;c_:t, unlike .the l\,'T:et;herhlar_lds,~ and -until recently,  the
United Kingdom., have a..comprehensive . system of price.and wage

. controls, although Norway still retains a greater control over prices
than does. Sweden and Denmark. Price and wage !freezes" have
-been imposed.in Denmark and F'rance.but a properly worked out
-incomes policy as-defined:in an -earlier chapter ‘has not formed .‘parti of
this . control in:either country. The '"freeze!" was looked ui:on‘ as only
a short term measure to deal with a crisis.situation created largely as
a result. of a deteriorating balance.of payments.

In the N"etherlahds', partly by. reason of its own social and political
development and .institutional structure, ."it has in general been possible
‘to. achieve a high degree -of éoncerted action among .‘b@th__;t:.he ~eniplqyers

- (18)
and the trade union .federations!.

.Where/.....

A

(18)  TURNER AND ZOETEWEIJ: op cit p. 104.
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Where collective bargaining is unsuccessful in arriving at an agree-
ment there may be legislative provisions for mediation or arbitration.
' Arbitration may be -employed -to decide how much of the p.roposed in-
crease in wages-is -justified; - if there is a dispute -as to the extent of the
increase’i.n_‘vproducxtiviyty.., This may apply where, for example, leg'is].auw-=
;tion .provides; specifically for éfbitration.in.cases where permissible
-norms . are exceeded. Alternatively, legislation may simply offer a
useful means of ending industrial disputes without making 'any attempt
to .relate increases to any government incomes policy. Arbitration
has been used extensively in Australia and New Zealand for a .long

(19) :

time, Turner and Zoeteweij point out however, that although .me
formal purpose-of the system of arbitration in Australia is '"to avoid
industrial unrest and to ;dispense‘just;ice, the awards are made w;vith
explicit reference to.the country's.economic and.social conditions® .
Théy obSe.rve —f;hat "the indicators used for assessing these conditions
-include, for -example, data.relating to employment, investment, produc=-
tion and foreign tr.ade.," . In New Zealand the Court of Arbitration
"may make general wage .ord.ers by which :the rate of remuneration
fixed-in all awards  and industrial agr*eemenfs in .voper'a_Ltio'n, may be
changed ....... These orders affect wages throughout the economy
and must be base-_d, on a number of national economic and»s\oc-ial indi-
cators .that are. speciﬁed in the (relevant) act".

It is-therefore, essential ito pay attention not only. to .the criteria
for changes in prices and incomes but also to.the mechanisms required -
to. administer the criteria selected. If the govérnm'ent;_of the id.a»}“”;is

.accepted  as genuinely having the interest of the community at heart

I'ather/ Ve e G

r?A -
(19) TURNER AND ZOETEWEIJ: op cit pp.108-109
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rather than of being biased .in favour of a particular sector ‘or -group,

the community are much more.likely not to resen.t the government,giving it-
self powers.of direct int,erven_tiono The c:_lirnate of political sentiment

and of trust is.of the greatest importance-if a ‘c,or.n:.i_)ulsor_y incomes

-policy ’is_'to_be—establigﬂed either as a long-term or even és.’a short-

term policy for conirolling inflation.

= = o= = 000 = e = =
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CHAPTER IV,

Direct intervention by the state'ih.ﬁ'yvecontrol of prices and wages is
‘not peculiar :to the Twentieth Century. 1In Roman Times, for-example,
Diocleti.an endeavoured, seemingly without a gr‘eat'f deal of success,  to
restrict the increase .in the prices of certain goods. So_.did Charle-
magne. In a- much:later period,.:viri England, as.a result of the Black
Death and the shortage.of labour, an._'.'_,Ordinance:in 1349 and the
' Statute -of Labourers:in 1351 attempted,.to reimpose .:'-'pre-plague.wage
rates! throughbut the country. Between 1351 and 1377 "about 9000
.cases. of breac-h of .the prices andvmco.m’es.polic;y were heard ... and
discontentment was Wides;‘::?)ead”. _This attempt at an-incomes:policy
.in Medieval times was undoutedly one of the causes of the Peasant
Revolt in 1381, and did not survive this .insurrection.

Wage and price cqntrols,were,invoked in Spain-in .the Sixteenth
Century to.curb:inflation but if they succeeded »-Ain.achievin.g anything,
it was:probably oniylafeinforce.. the other economic factors:in -the
Iberian Peninsula which started the -econémic decline lasting until the
_middle of the Twentieth Century, - However, it is, perhaps, rather
‘more . appropriate :»thafx'l:'. an -examination of the "evolution" ofb an- incomes
~policy 'in-the United Kingdom should start from 1939 with -the .outbreak
~of the VS;econd World War,

The British Government. in 1939 was fully aware :that a major war
would create-very serious inflationary. trends ‘in the country. " The
Government had been -giving a lot- of attention iatuthe .time as:to what

controls.sould be imposed. on wages and prices:if and. when War broke

“outoln o’e

(1) JOHN, B, WOOD. op cit. p.. 159,
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out. In _particular,b it was also highly cglancerned as _;'to,how;_'labour
could bé directed to those ‘industries and jobs that were of prime
impor-.taﬁice to the war effort.

At the outbreak. of war in September, there was a Conservative
administration in power, which did not have .the support of the labour
union.s_. They were deeply suspicious of it, This :lack of trust and
confidence -did not provide a helpful background against which the ‘ex-
tre;pely urgent and important issues _had to.be decided, Although late
in »19“39: and at,«t,he b.eg;mning of 1940 the Government urged both sides
“of- industry’ not to press for higher wages or to.raise prices, it did
. not, initially, have very specific proposals to. fnake -d‘_e‘spite:the setting
up of a- National Joint Advisory Council compdsed .of ‘/emplqy'ers and
unions aé well as members of the Goverp‘ment.

(2)

In November 1939, Keynes published his -vproposalsv?n how. the
.problem of inflation might be dealt with. The Government as well as
Keynes appreciated that,,“the very rapid and extensive increase .in
Government expenditure wc.bu.l‘d greatly increase-:incomes:in -many sec-
tors of the .economy. If there were insufficient consumer good's
_available -to satisfy the increased demand flowing from the rise in wages,
prices would rise-at a .fast rate. As the War proceeded in the -early
months of 1940 and the military situation grew..:more critical .it was
realised that drastic steps would have to.be taken without further
procrastination. Initially the Government, as. a temporary measure,
decided to _forestall price increases by providing food subsidies .in order
to: keep :the cost of living down, . but this-in itself was.-not a solution as

it /‘o-n, . @ 6;_

(2) J.M. KEYNES: "The Times'", l4th and 15th November,: 1939, He
-observed, that "...those whose first thoughts run to rationing and
anti-profiteering ‘have not begun to discern the real nature of the

problem -- namely that the aggregate purchasing power is. increasing
_faster than -the available supply of goods''. ’
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it. did .not provide any ans‘w:ér to -the rapid. rise of incomes. By itself
it ;/v:o.uld,serve only -to aggravate the problem,

Keynes's famous. pamphlet "How to Pay for the War! was an
acute anaiysis of »the—'inflati.on'ar_y probl'em and .contained a profound
-understanding of the -economic ‘issues at stake. His.solutions although
‘in some respects, pérhapsf, .too . sophisticated to.expect to win acceptance
-inAfu.ll-. by either the private sector or by the Government, was never-
theless a basis on which the system -of controls, subsidies, savings
and taxation could be ...b.ui.lt;o While approving of the provision of 'sub,w_
sidies, he suggested that incomes could be:held in checkby the .insti-
tution of a system mot only of encouraging voluntary saving but also of
compulsory saving by what was, in. fact, a deferred ‘income  scheme,
~not unlike a loan levy which  post-war budéetar;ir polici.es_in: some
countries -have incorporated.: At the same time, Keynes sought to
promote ‘the acceptance.of his.scheme by the unions, 'v\}ho,were
-unequivocally hoétile :$o any government. intervention in the collective
bargaining system, by ensur’ing«"that,there would be a-highef;n‘iational
minimum wage and that price controls and rationing would ensure .that
there were. suificient essential consumer goods for all income 1e‘v'e_is_.

: This,would,m‘ea,_n :that -the standard of living would not be unfairly dis-
torted in. favour of 'higher income groups -in the economy.

The unions, however, were still unenthusiastic about these pro-
‘posals and the ~mofe conservative members -of ‘thel civil 'ser;vi,ce‘9 especi-
ally the Treasury, were not pre;’)’"“ared to accept some of K-.eyn;es ‘more
ipadical” suggestions such as a ''post-war! capital levy. However, the

.deferred income scheme wés Mconverted into,é system of post-:war.
: (3)

credits ‘based -on the amount of income tax paid'.
. ' The /é_,q e

(3) B.C. ROBERTS: '"National Wages Policy in. War and Peace''.
p." 29- *
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The resignation of’Mr'f. Chamberlain and the appointment of
Mr. Churchill as Prime Minister in 1940, - the .deteriorating .military
‘position, and.the-inclusion.in the Cabinet of prominent members. of the
Labour Party, such as Mr. Ernest Bevin, a former union leader, re-
sulted in- further vactibn being taken. A National Arbitration Tribunal
was.set up .to _-decicie -disputes .between labour and-.emplolyérs which were
not settled by negotiation. 1Its decisions were-legally binding-. In
: addi_ti‘on 3 an Order in .Council gave the Government power to prohibit
strikes énd lockouts. It is, however, essential to. bear in mind that
direct State intervention in the determination of wages was. applicable
-only where there was a dispute not susceptable to.settlement by the
_parties ;them-selves_.v This.;‘intervention was required to prevent possible
-serious industrial unrest and disturbance causing dam\agfng delays in
production,:.; - The Government appears, at .first,.to.}qave‘m_ade some
indirect attempt to. steer the decisions  of the National Arbitration ’I'ribu;
nal along the road it wanted but the Trédes Union Congress soon made
it clear that .it would not tolerate -or s.ubr.niit,'ﬁcl) any suchgovernment‘. in;
fluence -or 'directio‘n. of the Tribunal. Indeed, .the'G.c.:Nevrn;nervlt.‘did} not
try to: follow_«,through with any other direct. inter-venti'on:ih.thevcontrol
of wages:in view of the attitude.taken by organised(.labourv.. As ;a.vr'e-
sult of labour's stance and.the decision by ‘the .G'oyernm'ént not to.pur-
sue -direct intervention .furthe.f , it:is, perhaps, somewhat surpri'sing
that inflation, though serious, was not as.great asmight,_»in-.thesg
circumstances, have been expectéd. B.C. Robé:.:t)s : ob,se-rVed‘:i;hat
"the policy of stablisation based on subsidies and.price.controls _-Was
continued-. and, in.conjunction with rationing; high .levels of taiatiqn and
' vthje 'Willin_ghess -of employers, unions _aﬁd -general ,,pﬁblié :to-behave 'wlith

restraint/, ... .

(4) B.C.ROBERTS: op. cit. p. 32.
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restraint and responsibility, the Government managed to keep the:
economy ' remarkably steady". The public realisation of the national
‘emergency and the -very real feeling of patriotism and need for ‘*self-‘-
vsacr.i.fice were without doubtvisignificant contributory reasons w‘h_y‘ the
somewhat unscientific and -makeshiit policies were as successful as.they
proved f;q' be. Indeed, w‘hen -the .-immediate post-war period in the
Netherlands ::is -examined later,: it will be seen .that public acceptance
of the need for restraint and -co-operation was partly instrumental. in
~ making ‘the .Dutch incomes policy a workable and valuable .instrument: in
promoting economic :recovery in-the -latter half of the 19)+O_".s, and the
-early years of the -follow;ving.decade.,

Despite -the economic weapons used.to prevent price and wage

(5)

“increases these did, nevertheless, occur as .the table below -illustrates.

Wage Ratgs v Farnings  Retail Prices.
1938  Oct 100 100 .100
1950 July 10 130 B | - T
1942 July 12} 13 130
1945 July 3 180 148

Besides -high rates of taxation, . there was at the same time a
-very considerable amount of voluntary saving. In 1938 and: 1939 the
annual sum of small personal savings was £57 million and £103 rr_,lilli,on
respéctively,. while -in 1944 and 1945 the anmual sum had Pisenntov £716
rnillion" and £676 million.

As far as the .vdi_rection of labour into .the most important industries
was .concerned, War industries. did tend:to offer relatively higher wages

and-.earnings were naturally higher in view of the overtime worked.

The/.oue.

(5) Source: "LONDON AND CAMBRIDGE ECONOMIC BULLETIN!
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The Government. did .have power. to compel people to go -to.specific
-industries but p'ro"bably, this aspect in .itself was not a -majér factor in .the
allocation of labour, although .these powers for .the directién of labour
were very wide., vPatr:iotism, as .already indicated, was an added
-factor -encouraging labour :to move :to where it was. -most ‘neevded. Signi-
ficantly, there was also a narrowing of wage :differeriti.als as craftsmen's
Wages did - not risé at. .the same rate as other wages. The ‘reasons
:for. this narrowing of differentials during the - War may- be attributed .to a
 variety of factors:such as:the change:in thetype of goods made, the
met hods of production and :.the:strength of the -"general'" unions as
distinct. from the craft unions.

By. the ‘time the war -ended, although prices and wages had risen
very steeply, the battery of economic  instruments used to control them
had not been .inet‘éective and the average annual increase. in the retail
- price 'index of about 7 per cent was, in the circumstances and.in view
-of  the relatively.limited intervention by the State .in the :determination of
wages, suprisingly low, -

‘In. 1945, at the end of the hostilities, a quite .aiﬁerent, set of problems
_arose, There was now.the need .to adjust.the economy. to peacetime
conditions. Relations between the new .L.abour Gevernment and:the
‘unions were 'relétively amicable. Allan Fla;zflg;rs- notes.that "the Govern-
ment, for its part, anxioﬁsiy sought their collaboration at.every.turn both
in,déveloping'.its new economic and welfare policies and .in trying to mas~
“ter .:thé country's acute -difficulties bf transition and readjustment. Apart
from union representation on.innumerable committees and councils, . trade
.'union,leaderSihad access to Labour Ministers with whom they could .talk
bn terms of easy’ familiar?ity'.‘ Realising ‘the - continuing ,déﬁger of

inflation .the Trades Union
Congress/.....

(6) ALLAN FLANDERS: "Trade Uniong" 7th {revised) Ed. 1968 p.166
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Congress accepted a continuation of the war~time regulations which
provided for price controls, rationing, arbitration and the prohibition
of strikes and lockouts. | Nevertheless the element of self»-sacr'ifice?
as the country was no longer at war, and the willingness to accept
severe al;tsterity measures, were much less compelling, Some steps
were taken in 1947 by the Government, whereby the Control of Engage-
ments Order in that year provided that people must seek employment
through the labour exchanges and could be directed to essential jobs
but this measure, accompanied by Government exhortation, discussion
within industry and between government and industry was not success~
ful in securing any really effective control of wage rises.

In February 1948, as a result of a steadily deteriorating economic
position the Government issued the famous White Paper on "Personal

(7)

Incomes, Costs and Prices'", - This was a major statement of policy
wh{ch was described in 195] by one econom(izt) as '"the one outstanding
example of an attempt by the State to influence wages policy'" in the
United Kingdom. The statement enunciated the principle that '"there
should be no further increase in the level of personal incomes without

(9)

at least a corresponding increase in the volume of production',

Despite this statement the Government in the White Paper agreed.
not to control directly.the incomes of individuals except through fiscal
measures. In an effort, however, to persuade indusiry to adopt
greater restraint, the Government warned emplo&ers that it would not
necessarily take into account wage increaées in permitting increases in
the prices of those goods still subject to price control. In addit;ionv

the/.....

(7) Cmnd 7321 H.M.S.O. 1948
(8) C.W. GUILLEBAND: "Wage Determination and Wage Policy" p. 20
(9) Cmnd 7321 op cit.
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the White Paper accepted that "increases in wages -and'salaries. would
be -justified from a national point of view ..... where ‘it is: essential in
-the-national. interest to man up a paﬂ;icular» under=-manned industry and
it is Qlear that only an increase in wages will attractythe‘ necessary
labour!, |

Notwithstanding the control of prices Wkaiczh had been carried over
from the war-time regulations, the unions objected that there was no
direct control of profits . or of dividends and that those who received

: (10)

incomes in this form were favoured at the expense of the wage-earner,
I—I.,owe.ve;.ﬂ9 the Trades Union Congress finally accepted the. basic principles
set out in the White Paper. The critical state-of the economy was
‘probably a major reasorn for ‘its acceptance of this statement of Govern-
ment policy. During the ensuing period of nearly two _yeafs and .des-
pite the iack of compulsory controls over wage -determination a remark-
able degree of restraint was observed. To a limited extent the rate
of inflation was checked but wages rates and earning continued to rise
and consumer demandvnatur-allyv increased, although the high ilevel of
taxation did help to modify this demand‘., Unfortunately the monetary
policy of the Labour Government did not assist in encouraging a reduc-
tion .ipﬂthe-r'ate-of incréase in money incomes as.-the money supply was
not sufficiently restricted,  interest rates remained relatively low and |
furthermore .the G—ovefnment did not reduce its -own borrowing "and
expenditure, The devaluation of the pound sterling in ‘1949 and the
rise in import prices resulting from this action fogether with ‘the rise
in import prices of some primary commeodities caused by t;he Kozfean War,
made. substantial price riges .in Great Britain unavoidabieg ‘The 'Eui'%ions |

were/ .. ...

(10) This: objection could be-met, in part, by taxing 'unearned income"
at a higher rate than "earned income'.
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were becoming more and more hostile towards wage restraint and it

- became clear »that the wage policy enunciated in .the White Paper in: 1948
was ‘collapsing. In 1951 wages per unit of oﬁtput ‘as well as dividends
increased considerably. The type of voluntary wage policy pursued by
the post-war Government was capabler “of success only in so far as-'it
could pursuade both sides of industry to accept the restraint Which‘:the
Government maintained was essential fér -economic recovery. As the
cost of living rose, partly through circumstances which were beyond
.the control of the Government, such as the Korean War, and partly
through the relatively unskillful management of the monetary policy,

it was not difficult for economists to predict that the voluntary policy
would fail, as indeed .it did, by 1950. The Government was not pre--
pared to adopt a-really deflationary policy through ‘the .exercise éf
combined fiscal and monetary policies, sufficiently harsh to ensure

that there was an appreciable reduction in the rate of inflation. 1;\I-or
was .the Government prepared to impose wage controls, consequently
.serious -inflation continued .in the absense of the vitally needed voluntary
co-operation by both employers.and employees. IL.ooking back at. this
period from a distance of twenty years, it is, p'erhaias, hardly suprising
‘that British "industry was unable ‘to.recover the lead .it had once.held
-among.the European economies and.that the British rate.of economic
growth has -‘been so .disappointing in comparison with many bf_,its )
European cqmpetitors.

Despiﬁe the'v change of Government. in ‘the . eledions -'in 1951, the Con-
servativeﬂ Party, which gained power and held it until October 1964
proved to.be no more able to control inflation or -the rate- of increase
in wages..than the Labour administration it- had.succeeded. Although

the price and wage - stabilisation policies of the L.abour Government had,

in the/....
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" in the .end, failed, it had -enjoyed during most bf its_.periodrbf office a
degree of trust from the unions that v:ras ,dénied .thve .C‘-ons_‘ervatives for
much oF'bhefqllowing period.

The new administration intended to rely ‘on fiscal and monetary
policies to secure stabilisation raf.her tilan on the war-time price controls
- which were already being disma.ntled - or on wage ~controls or even
compulsory arbitration. Notwithstanding the good intentions . of the
Government and despite a clear u.ndersténding of the implications of
secular inflation, especially its adverse --éffects.on the balance -of payments,
‘the Administration did not follow through its .policies with éufficient per-
sistence and energy. The result was that there followed a: long,périod
during which -the economy experienc.ed the "stop-go!" policy of boom,
disinflation, mild recession. and subsequent re-inflation. It was punctuas-
ted by the increasingly familiar balance of payments problems which made
the disinflationary measures necessary but without achieving any long-term
stabilisation. Rather there were a few fairly- short-lived periods when
the rate of inflation declined. 'I.‘hev Government made a serious . attempt
to Bfeak out of the .:“stop-‘g;c::_""' cycle-in 1963 and 1964 with a policy that
. became. known as the 'Maudling Experiment!", but the General Election
in October 1964 and the measures taken soon after by the new Adminis-—
tration -made 1t impossible to decide whether the "experiment! wou.ldvhave
‘been successtul.

In the later years of the Conservative Administration, from about
1956 the Government did try to evolve .some coherent and acceptable
policy in regard to wage incréase.s. The attempts were .to:have.:little
or no -effect, except possibly in the véry:,shoft-term. Meanwhile -or-
ganised labour became increasingly hostile .towards the Conservatives
which méde an effective wage poliqy much more difficult. to apply even

?

Aif it had b i y stated. '
if it had been unequivocally state Mr. Selwyn Liloyd/..
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Mr, Selwyn Lloyd, while Chéncellor ‘of the Exchequer, in 196l
" enunciated a ''pay pagse" in the public sector where the Government
had some control over ‘wages..in its capacity as an employer of labour.
It urged the p1;'ivate sector to follow its example but, as indicated earlier,
this attempt was a failure as :the private sector Wéuld not accept the
Covernment's .exhortations to observe greater restraint.

In the previous _»de,cade,' in March 1956, to which period we must
briefl:} retﬁrn, a White.Paper- entitled, "Economic Impliéations of Full
Employ(rillint” was published , but notwithstanding the spelling out of what
these implications were it had no.effect whatever on :the behaviour of
industry. A Council of Prices, Productivity and Incomes was set
up-in ~1957‘and was composed of "three wise ~(r112,e)n_". The It,tﬂerm-s of
reference were: "to keep under review changes in prices, productivity
ceesess and the level of incomes ..... and to report thereon from time
to time‘: It was intended to be. an authorative and impartial body but
was boycotted by ‘the Trades Union Congress which refused to give
evidence beforé it. The Council issued four Reports and .then dis-
appeared}from the-._scene; The Government had antagonisedthe ‘unions
by the appointment of the C‘;q.u‘m.il.: - It was now.less likely than ever
that voluntary restraint would. be aclcepted By organ_isedl.labour!. . The
next move by the Government was .to‘ftry and establish a ."G-uid‘i.ng _Light"

- with the publication of a White Eé?e)r in 1962.' This .policy set out a |
norm of 2 to 24 per cent as é maximum for wage  increases and, as

indicated earlier by the observation of Wood, was a conspicuous.failure.

The/....

(1) Cmnd 9725, 1956

(12) The.first were LORD COHEN, SIR HAROLD HEWETT and
SIR DENNIS ROBERTSON.

- (13) "INCOMES POLICY: TEE NEXT STEP!", (Cmnd 1622)
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The Government did, howevei", succeed in getting the .co-operation
of organisea labour, subject 1:,0 rese;-vations, for the establishment of
fhe Néxtional Economic Development Coﬁncil. Employer o;‘ganisations
also agreed to representation on this body so that both sides of industry
as well as the Government were represented. It first met in March,
1962 and .its intention was, bi"oadly speakmg, to examine economic as-
‘pects of the private and public sector in order '"to increase the .rate of
sound growth", However, it had no power to compel anyone to
carry out its .recommendations. Although it was And, no doubt, still

(1)
- is, a useful forum for the .discussion of economic .issues and problems
by the three interested parties it has ''no teeth!, In addition, what
have éome to be called>"1'_,ittle Neddies!", have been established for
specific 'industries_;iri order to encourage discussion and examination
of problems in particular sectors of the .economy.

The Conservative Government's final attempt at fostering some:

"~ kind of effective policy for incomes or, at least wages, was the estab-
lis'hment. of the National Incomes Commf.ssion in November 1962. This
body, however, was largely, if not entirely, ineffective as organised
.1abour' refused adamantly to have anything to do with:it. In February
1963 the Commission announced that it int-endéd to revive the norms con-=
tained .in the "Guiding L.ight" policy. However, the announcement waé
soon superceded by the -Government because as AchIOSd)'points out "only
_.s'ix’ weeks .later -the Chancellor of the Exchequer uﬁhelpfully put forward

a.different target of 3 to 31% on.the assumption. that the .economy would

grow/.....

(1) "The Economist" in its issue dated May 23, .1970 (p.64) thought
that "the Ned organisation .... is not much more than a talking
shop, but it is still a place where government and both sides of
industry can meet for discussion, without necessarily taking sides
and there are all too few of these!,

(15) JOHN B. WOOD: op. cit. p.160.
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' grow by L4L%. Once again'", adds Wood, "salaries and wages rose
-more and -6utput less than ‘expected!'. Indeed, when the General
Electioﬁiri ’O_ctober 196k returned the ILabour Party to power the
indoming administration was no. better equipped to .institute an eifective
- incomes policy than its predecessor had been more.than twelve years
earlier. The same problems remained unsolved, namely, how to
achieve a more rapid rate .of economic growth, a high _lével of emplay-
fnent, a  satisfactory state in-its balance of payments together with a
less ‘'economically damaging .rate of inflation.
In the next Chapter we shall consider the .events that led ﬁp to

- .the first.direct - and for a short period, effective - intervention -by

the Government in the -determination of incomes -in peacetime conditions

-in order to secure some control over the rate -of inflation.

- = = = 000 = = = =
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CHAPTER 'V,

Although the National Incomes Commission had no authority to take.
-effective action'in the determination of any types of incomes, and al-
-though ‘the Government had taken no.such: power,. the Commissionfs
.repOrts were, nevertheless, of some value .in .so far as.-they examined
wage bargains ‘in retrospect and commented upon wage policy. Such
bcomment_ was . often sound. Significantly,: the Commission expressed
the view.that an exceptional increase in wages was not justified solely on
-the éromds ‘that it was difficult to obtain sufficient labour for a particular
‘job; '"the manpower needs of an-industry had themselves .to:be ‘'excep-
tional' to.justify exceptional treatment!. The Commission's  attitude
appeared.to. show 'some sympathy for the views :expressed by
W.B. Reddaway and other ‘economists, already mentioned, whose .in-
vestigations had led them to doubt whéther ‘direct attempts to change
relativeiy long-standing wage .differentials to encourage the ‘movement
‘of labour had been particularly successful in achieving .their purpose.

' The m;fitutional background in any country and particularly thée United
'Kingdom, seemed to ,indi_cate -that. it was very difficult to. achieve, 'let
alone .»m_aintain, significant changes 'in differentials .except in exceptional
_circurﬁ-_stancesunlessv.-;thes‘e changes were already in process, in which
| éaséthe acﬁon by the State might be able.to:retard them or hasten them
v ‘»to a very limited extent. B.C. Rob(elz'ts:is.surely right when he ob-
'..serves:that "the narrowing -of: differentials ‘between the wages -of skilled
" and unskilled Qorkers, between. manual and’ clerical workers, z;nd.--be-.-
| ‘tween men and. women wofkers, as well as the levelling ﬁp of wages -of
| .on.e’-indus_tr‘y compared with another, is not a course of development. that

is confined .to .countries that have pursued national wage policies, It is

a ..feature/ ees

(1) B.C. ROBERTS, op cit 85-87
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a feature of industrial and social progress almost? everywhere!,
:Nevertheless..the narrowing of differentials may proceed at different
rates .in different sectors or industries or categories of jobs, . depending
on a variety of factors. = Roberts, however, remarks.that "there
would -:seem to be -limits, which are set by economic and social circum-
s,ta_ﬁces,.to the -'extent. to which it is possible to_force wagé structures
-into a particular mould ...... It is admitted by trade union supporters
that the.slowing down of the narrowing trend, and in certain cases :its
-reversal, -is .due fo_economic factors,and'in some degree, to a change in
~trade union and employer policy,»brought about by a growing resistance
--on:th? part of the-higher paid wage and salary workers :to further
leve.ll‘ing-»' Y.

."'I!he- National Incomes Commission disappeared. with the.advent
of the L.abour Government to power in 196, Nevermeleés.ithe estab-
.liShm’(ent of .the Commission, its Reports. and especially the attitudes
adopted towards -it- both by the Government instituting it, and by both
sides of ihdustr.y are important and enlightening in tracing, however
briefly, the develo;g)ment of incomes policies.in Britain.in relation .to
i --their . éttempt, to .control inflation.

In dctober, 1964, when the Labour Party was .returned . to-power,
it was :immediately confronted with a major -‘ec_onom-icv crisis .caused by
'the' critical situation ofAthe,country's.bala.ncel of payments. However,

. the Parliamentary m,a,jority. of the Government was wvery sfn.all, and -this
rﬁ.ay W'ell have been, at. least partly, the reason for -its failure to_ take
more effective -economic action at an earlier stage. The Goviernm‘ent

. did consider :the possibility of devaluation but decided vagalinst,this -measure,
Moreover it is clear -that the Government was:fully aware, not only of

the/..c.o
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‘the -economic situation but also-of the .lack ‘of confidence felt by authorities

m other countries of the new ‘Government's ability to.cope :sucg:essfully

with -the crisis. As the Government relied to a great extent on ‘the

support of-the unions, it was naturally most reluctant to:interfere

_directly in the wage determination process. Meanwhile money incomes

I‘continued,,to rise at a fast rate and unemployment. remained at a:low

- level of about 1.5 per cent. Moreover unfilled vacancies .rose :from

313,200 in 196k to 354,000 .in 1965 indicating as.C.W. Guillebaud ob-

served "indisputable symptoms of an over-loaded economy with over-

(2)

| “full employment!, In addition the large deficit persisted:in the ‘balance

of payments.
Shortly after taking over the administration of the country, the

Labour Government. did succeed, however; in Decemmber.:1964, in

- obtaining the . signatures -of both. sides of industry to a ""Declaration of

Inteﬁt" “in which -the Government and both the employers' organisations

~and the TradesUnion Congress .declared.thét..the_y "must. take urgent

and- vigorous action to.increase productivity,keep money incomes in line

with ‘real output and maintain a stable price level otherwise . .the level of

employment would. be -lower and the rate.of growth - slower!, The

D_eclar-vation was unexceptionable but it seemed to optimists at the time

to.herald some new, but unspecified, era of co-operation. The Decla-

'rqtion, indeed, did not appear to have any material effect in slowing up

't;he—‘rate ‘of .increase "in prices.and wages or uponv.tl"xe actual behaviour
or attitudeé.*' of industry in. general, despite agfeement with -the Government

-to -the - setting up - of. suitable-machinery. to review the price: movements and

ingreases in. money wages. It was hardly surprising. The Declaration

-did - not legally commit anybody to. anything.

The/...

(2) C.W. GUILLLEBAUD: op.cit.; p. 3k.
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The "machinery! mentioned.in the pr;evioué paragraph included
| .‘the establishment.'of the National anrc.i,for Prices and Incomes in April
"1965.‘ This was ccgnstituted by Royal Warrant.‘ Its scope: and manner
-of o_p_erétion were set out in two White Pal(azz'-s, in Febfuary and April
- of that year. The influence of the -Board on prices and incomes in};he
first. year of its operation was probably minimal as it had no power to
compel anyone to act in accordance with its views or recommendations.
Industry could and did ignore it , Indeed its relatively rapid establish-
ment in 1965 was probably made possible only because it had been
given "no teeth'', There was, therefore, no really coge;_;lt; reason
why industry should be opposed to its ‘fo.r'm_ation which flowed from the
somewhat pious hopes behind the "Declaration of Intent" signed at the
end of the previous vyé‘ar..

As prices and wages moved inexorably upwards during the latter
half of 1965 and no restraint was observable in industrial negotiations,:
the Gover.nment decided to introduce what was term.ed an "Early Warhing

(k&) .

System" requiring notification of wage and price increases. :But once
again there was no provision compelling the deferment of proposed in-
creases until aftef the Prices and Incomes Board had considered the
o issues. mvolvea, so -this type of "early warning! did not rﬁ_ake ‘the .
goVe.rnmg'ant's voluntary inéomes' poiicy any more et_fective. ..’I‘he ‘policy
-;Nasv still to ble voluntary and industry in general di;i not appear to be
B any more willing in practice to.rtake heed of it although the White Paper
 stated -th_af Mthe parties will» be expected to suspend further action until

the Board has reported!, Even while the provisions of the White Paper

were still before Parliament the economic crisis which occurred in July

1966 made/...

(3) "Machinery of Prices and Incomes Policy" - Cmnd 2577
"Prices and Incomes Policy!" Cmnd 2639

(4) "Prices and Incomes Policy: An 'Early Warning System!'"
Cmnd 2808



79.
1966 made drastic action by the Government unavoidable. Voluntary
policies were now recognised to be quite inedequate to cope with .the
_siﬁuation and crisis of confidence in the British economy which came to
a head in the middle of the year.

The central problem of the type of incomes policy which had been
evolved ﬁp to the middle of 1966 was not that it failed to recognise the
ifnportance of the relationships between prices, wages and output in . the
-existing 'inﬂationary situation. The trouble was that -there. was no
readiness on either side of industry to take the type of voluntary action
through co-operation which woulq'_render the policy atleast to some extent
effective. The White Paper in April, 1965, referred, seﬁsibly enough
totrends in national productivity and remarked that "the figure for'the
growth of the economy between 1964 and 1970 which is being assumed
in the ‘preparation ofi the Government plan for economic development is
25 per cent] giv.ing "an annual average rate of growth of rather ‘less
thal; 4 pef cent“_. After making various assumptions the White Paper
' spoke of "an average annual rate of growth per head in the nineteen
fifties (which) averaged about 2 per cent a year". In addition, the
-White 'P'aper set out the criteria, in admittedly fairly general terms,
which would, it felt, justify price and income increases and which would
contro'l‘inﬂation and encourage growth. But it was unsuccessful in its
attempvt to obtaiﬁ an effective response from independant> c_iecisionf-making
bodies, The voluntary system of restraint in the first half of the decede
beginning in. 1960 had been proved beyond a .doubt to have been a failure
in the United Kingdom in peacetime conditions prevailing at that time

irrespective of the seriousness of the economic situation. The

exhortations/. ...
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The exhortations that appeared to have had some beneficial effect in the
immediate post-war period between 1945 and 1950 and especially in 1948
and 1949, did not seem to have any significant success in the succeeding
decades. vIn the circu'mstances,»the economic crisis of 1966 was,
perhaps, - inevitable, and the mandatory powers that the Government was
then obliged to take over prices and incomes, probably unavoidable.

The abandonment of the policy of voluntary restraint was followed
by a "standstill" period of six months, which was itself to be succeeded
by a similar period of '"severe restraint!, The policy of the Govern-
ment was set out in a White Paper in Ju(l? The '"standstill" meant what
it implied. Prices and incomes would not be increased: for six months,
Legislation was introduced immediately to give -effect to this decision
and .the Prices and Incomes Act became law .in the following month,
The Government made no secret of the urgency of the policy and .the
need for immediate action. The Act was :in four Parts. The first
part established the Prices and Incomes Board ‘as a permanent statu- |
tory body - no longer deriving its existence from the Royal Warrant -
and the Minister of Economic Affairs, then Mr, George Brown, was
empowered to refer to it proposed increases in prices, wages and
»dividends. Part 11 was intended to .give legal effect to ‘the NEarly
Warning System'" which had been before Parlia'ment when the crisis
came. . Any wage agreement or any proposed claim was to be referred
-to the Minister within seven days to decide whether or not to refer-it to
.the Prices and Incomes Board. If he decided to do so the award was
not to be implemented until after the Board had considered the claim and
had reported on it. Any implementation of an agreement prior to the
decision of the Board would render the parties concerned .liable to

prosecution. This section of the Act,  however,dd not prevent increases
either/..

(5) Cmﬁd 3073 (July 1966).
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_either in prices or-in awards after the Board had réported‘even if the
Board did nof cénSider the :increase *justified., Accordingly, Part II
Qas a -delaying 'procedurev and not an indefinite prohibition on.increases
in.prices, wages and dividendéo Moreovér9 Part II required an
~ Order in Council to bring it into operation and this Order would have
a duration of twelve months only. It could, however, be renewed.
.Part IIT of the‘Act. is not really materia to-tlm'le-pres;ent discussion of
the development of the United Kingdom's incomes policy. Part IV,
-however, empowered .the Minister to make Orders which prohibited
«incr,,eases in prices and wages and in the :distribution of company
- profits. An infringement of an Order rendered .th‘e‘party'liable ‘to
prosecution.
The Government.in.trying to make the Act less unpalatable to the
:public ‘in general and orga.nised.labour.'in,par':ticular atterﬁpted -to obtain
~the co-~operation of industry so .that the -'"standstill" would‘at_least-be; made
‘to appear as if it were voluntarily observed. .  ‘This so=-called
Myoluntary"co-operation would then.n'i?ke the Govefnment“s direct in-:
cursion into wage and price deterrﬁin.ation léppear to be less man;datolrvy
that, -in fact, it was. However, oﬁ a few occasions :the'powers‘?-faro; :
vided for in the fourth part of the A,ct. had .,t;vo :bé .invoked, in. panticulaf
_ in November 1966, It is, th;i;éfore9~maccurate to claim that the 'incqﬁﬂes
_ policy was voluntary because the Go'v‘ernment did not in practice often
have to use its powers, These pov-v‘*ersv did exist and were seen.to
be used when necessa{ry. Such a .policy is no.-longer - "voluntary".
Durm'g'ztheu"standstill”'periqd.prices/did., of course, rise, This
was both.A_permissible and - indged‘.-unavoidable where :the ceost of imported
raw rﬁaterialé .and components. iriéreased or where increased .-vtaxatio.n

(6) "

or-'"changes in supply due to seasonal or other reasons made price

increases/....

;'(6) Cmnd. 3150 (Novermber 1966) and Cmnd, 3@73 op cit.
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. increases virtually uncontrollable. For example, elecfricity.chaf.r'ges
were raised during :the "standstill" perio.d. Nevertheless .the six month

_ eompulsory “.standetill” did, undoubtedly, significantly affect prices

~and wages. in Wn was virtually brought to a halt. 7];"he

' Government had been at pains to emphasise that it's intenfion. was that
both the "standstill“ and the ensuing period of ''severe restraint!" were
to be essentially short-term measures.

In November 1966, the Government published a further White Paper
aealing with the period of lsevere restraint"!, There was to be a norm
which was stated to be zero. Thisv norm however, was subject to
exceptions 'in .the case of certain workerS»inl the lowest paid categories
of jobs. Exceptions were also to be permitted in the sphere of agree-
ments where there was improved productivity., This exception in the
case of an improvement in productivity was intended to promote in-
creased industrial efficiency so that there was to-be an incentive for
management and workers to w_ork out agreements which would fesult
in. a more efficient use of the resources of the country. The famous

" remarks of the celebrated American management consultant vM:r: 'W.We
Allen in 1964 had received great publicity at the time and had not been |
forgotten, |

In March 1964, Mr. Allen had published an article in the British
neWspaper;"The Sunday Tifn'?e)s”, and had asked the question '"Is
Britaiﬁ a half-time country, getting half-pay for half-work under half-
hearted management?" Mr. Allen claimed that 'for every person

required to produce a ton of steel in America, three were required in

Britain. By a similar method of comparison, the ratio in aluminium
is one to two point five, In the maintenance engineering activities of
t}le / e & e & o

(7) "The Sunday Times“ - lst March, 1964
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the two chemical industries, the ratio is about one to four'", Mr Allen
claimed that in eaci'l of these examples the technologies employed by the
industries of each country were at approximately the same levels,
Mr'_. Allen, moreover, clairﬁed that " in shipbuilding .... ships could
be constructed with about 4O per cent fewer men.if labour ‘were employed
efficiently, This }could be achieved ..... simply by removing the more
[irrational and non-logical forms of demarcation practised by labour and
management alike',

Mr, Allen had earlier pioneered the famous Fawley productivity

agreements in Esso's British plants. His reputation accordingly gave
his remarks very considerable weight. The Government, rightly,
did not want'productiirity and its relationship to increased wages to be
lightly disregarded. A genuine increase in productivity should, in the
opinion of the Government, not go entirely unrewarded.

' As the period of '"severe restraint'" drew a close a great .deal
of debate took place as to what policy should succeed .it. Both the
Trades Union Congress and the Confederation of British Industries
wanted to see an end to direct government intervention but realised
' .fhatv;this. was unlikely to be forthcoming unless t:her provided :their own
effective allt.ernative to Government intervention.

The White Paper in March 19(68’7) prefaced its proposals with the
hope that an effective voluntary incomes policy could be 'institutedo The
criteria .for wage increases:included:-

(a) increased productivity - with the proviso that the public
should also receive a benefit in lower prices:

(b) the need‘.to .ensure a distfibution of manpower where
pay chaﬁges weré required to obtain such a distribution:

(c) the/....

(8) "Prices and Incomes Policy after 30th June 1967" (Cmnd 3235)
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(c) the maintenance of '"a reasonable standard of living"
énd applied to the lowest paid workers :

(d) instances where »"péy of a certain group of workers
‘had fallen seriously out of line with thelevel of remune-
‘ration for similar work and needs in.the national interest
to be improved!",

These criteria were, in fact, those that had been laid down .in the
‘White Paper two year-'s earlier, in April, 1965, when the system was
= intended to bé a purely voluntary one. The criteria for price :increases
and reductions were also -those vcontained in the same. White Paper.

The Government noted that its '"call fof a standstill on company distri-
butions during the twelve months of standstill and severe restraint has
been given full support by industry' and commerce', The Government
added that although the restraint would end in July 1967 "companies
should exercise moderation in distribution during :the‘vfollow.ing Yyear con-
sistently with the principles of this White Paper ...... The Government
will stand ready also to refer to the -National Boeard for Prices and
Incomes ..,... cases where the growth of profits and dividends is
.bavsed on excessive market power!',

The White paper also .expressed the ‘hope :that wage negotiators
"would not seek to make 'good incréases forgone as a result of the
standstill and severe restraint!, This hdpe was not to be realised.

Alfhough Part IV of the Act of 1966 lapsed 'the Government de=
cided to retain  its delaying powers proyided for in Part II so as to .be
able ‘to refer, when it thought necessary, price and wage increases to
the Board. This period of delay would not exceed seven months -
including one month in order to decide whether to refer the increase to
the Prices and Incomes Board aﬁd a period of three months for the

Roard/....
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Board to .investigate -the‘ matter .and make its recommendations. Its
recommendations .did not, however, have the force of the law bui the
Government could delay the increase for a further three months if it wished.

Despite ‘the goods intentions of the Confederation of éritish Industri-
‘es and.the TradesUnion Congress and their »awaréness that if the volun-
‘tary system'.againrfailed.to i&rork9 direct Government controls might Ee
rein%p,osed, -the ‘period following the . "severe restraint' saw a resumption
of rapidly rising prices and wages which to a large -extent proceeded to
undo the success of the previous year'!s policy to reduce the ‘vrate of
inflation . | In .the 'tw»elx}e months from July. 1967 and July 1968 aggregate
‘incomes rose by approximately 7 per cent as compare_d with about 2
per cent in .the previous year making an average of 43 per cent over
the two years. The mandatory control over wage increasesin .1966_
~and -the first. half. of 1967 did -not succeed in having a-lasting effect.

What. then was the principal difference between .the .phase after July
1967 as compared with .the period up to July 19667 The Prices and
Incomes Board in its :Second General Rep(ogr)t stated.f;haLt "the outstand-
ing difference between .the older criteria and the-n-ewer Ais that under the
newer -criteria:.the norm is nil whereas u,nder;:ﬁhe older criteria
-ex¢eptions'-from a. standard wage ‘increase or '‘norm' of 3-3% per cent
could be allowedJ

We indicated.:that the 'hopers of the Government were not realised by
the new policy but its predecessor did, nevertheless, have certain short-
‘term effects which were not insignificant., In ,.the previous year from July
1'96.6 to July 1967 the Board calculated that although "total industrial
production fell ........ by about .l . per cent ...... industrial
. preoduction expressed.in terms of output per person -rose about 2%
~per -cent't, The Board added .that ;"thel.diﬁer“ence between .the fall

in total industrial production and the increase ‘in output per man was
due/....

(9) "Secord General Report': July 1966 :tf) August 1967 Report No. 4O
.P.2. Cmnd. 3394, '
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due to an increasé in unemployment from under 300,000 .in June, 1966,
to roughly 500,000-in June 1967 .... The increase of about 2 per
cent in average earnings as against the increase in output per head of.
2% per cent meant, 'continued the Boardt Report, 'stability in unit
- labour. costé through the -entire twelve months, and in fact, a fall up to
the fitst quarter of 1967, This stability compares witﬁ the - increase .in
unit- labour costs -in manufacturing .industries of 6 per cent between 1964
and: 1965 .... and with an average annual rise of 23 per cent in such
costs in the paSt» 10 years", Lastly, and perhaps, to a-large extent
the central objective of the whole incomes policy was that from July
1966  to May 1967 export prices :in ‘the United Kingdom "rose by less

(10)
that | per cent”,

The economy of the'counvtr“y was, however, a long way frorﬁ
being -free from very serious difficulties, As a result of escalating
" wages and .prices -in the latter half of 19679-p¢rsistent widespread lack
of confidence in the :economic situation, a .deterioration of.the balance of
paymentA and yet another sterling crisis, the Government finally devalued
the pound by lﬁ.,B, %per‘ cent in November ‘1967, It was a ‘step -that
many British and overéeasvecon@mists .thought. long oveﬂ:lue. The
pound, many claimed, had been unmistakably over-valued.

The Government did not take any immediate drastic  steps to. curb
demand in the home market concluding that there was a measure of
slack - in .the -economy which could absorb any immediate switch from
foreign to domestic goods. The budget in March 1968, was, as might
have been expected extremely severe. There was, however, no re-
turn to .direct. intervention in the determiﬁation of wages and prices

except/. ...

(10) "Second General Report!" op cit, pp L4=5
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except that the Government extended in August 1968, its .delaying powers
from 7 months to .12 months and decided that these powers would be
-effective until the rend of the following .year.

Prior to the period of the "freeze' the unions.has tried to deal
with wage claims themselves, The Trades Union Congress attempted
towards the end of 1965 to exercise greater control over organised
‘labour by vetting cla‘i‘msr for increases through its Incomes Policy
Committee., It continued this policy after the period of "severe restraint"
terminated in July 1966. These effort;é were to have little effect on the
behaviour of the unions. This was mainly because when a claim was
rejected by the Committee the union could ignore the decision, Although
between May 1967 and May 1968 of the 44l claims considered only. 126
were approved as .they stood :this was not in.itself very meaningful,

The Committee was dealing with claims and .the settlement eventually
reached by the Union and the -employers might merely have established
what the union had thought acceptable initially but had raised its.sights
for purely. tactial reasons when bargaining commenced. If the
Committee rejected a claim as being excessive its rejection would
probably providé no more than an argument for the employers'! repre-

- sentative at. the negotiating table.

Of rather‘mbr;e significance Were'vthe criteria on which claims were
to .be approved. ' The Trades Union Congress considered that output
could increase by 6 per cent productivity by 5 per cent and .emrployment
by | per cent so.that wages could .increase by 5 . per cent without
causing inflation. | This was certainly a far more optimistic forecast
and assessment than the Government thought. feasible at the time and the
Qoxfernment's view was borne out by subsequent events, Thus not

onljr did the Trades Union Congress not h.ave‘mandatory control over

its/oaoe
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its members but even if it had, its criteria were inappropriate for the
-prevailing economic conditions. It was therefore not surprising that a

‘much stronger policy for control over wage claims was necessary.

(1)

The White Paper issued in April, 1968 shortly after the Bgdget
was announced re-=introduced the criteria for iﬁcreases in earnings of
up to .33 per cemt whic;h ‘had prevailed .in.1965 and the first half of 1966,
The criteria were subject. .this .time to two exception.swhere thé ceiling
might be ‘raised about this figure, namely "where :there is a marked
contribution to-increased output per man hour,; or a major revision .in
the pay structure!. The Prices and Incomes Board later remarked ‘that

.

"this second /eiéeption would seem to -bé an outcome .of some -of our
(12) a

individual reports". It was not unfair or immodest of the Board to
suggest that its reports had influenced Government policy. 'The_y had.
- They also had some 'inﬂuence on .the behaviour andthe deéisior;s _within
industry.

_ The.delayingvpowers .of.the Government. in respect of wages and
prices could also be applied to dividend distributions. Rents were :then
and for a long time previously subjectto widespread control through
separéte -leg_islation, Increases 'in .the incomes of :.self-'xemployed .people
‘could not, of course, really be effectively restrained by the incomes
policies of the Government except through .indirect méghods -of price
control or through .ﬁscal. measures, This had always been a problem
- but not sufficient to defeat the effectiveness of a.thoroughgoing 'freeze!
and -"squeeze! as had opératé'd in‘Great Britain in.1966 ahd.1967.

The White Paper in April, 1968, as distinct from the one:issued a
.year ealier, accordingly permitted a maximum of 3% per cent increase in

earnings. Unfortunately it soon emerged in negotiations ithat the unions

§

regarded/. ..

(1) "Productivity, Prices and Incomes Policy in 1968 and 1969'Cmnd 3590

(12) "Third General Report" August. 1967 to July. 1968 Report Nao., 77
(Cmnd.. 3715)
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regarded .this pe’rcentage as a minimum rather than as a maximum and
bargaining was generally conducted under this unwarranted assumption.
The Government apparently had not anticipated that there would be strong
pressure for increases above the enunciated amount and found it very
difficult in practise to take a strongline against organised labour despite
the _deléying powers which it had retained_, The unpopularity of the
Government at this time, the growing number of strikes and industrial
stoppages which threatened to undo the short-term benefits of the de-
valuation of sterling in respect of exports, made the Labour. Government
less resolute in ensuring -that the:.level of wages .did not rise above

those criteria-laid down in the prevailing White Paper, Thé hostile
political climate 'in .the country, especially from among-its own supporiers
within .the union movement, was not conducive ‘to the Government adhering
strictly to .its own incomes policy. Perhaps the moét significant event
which _made-theunion_s, employers, and indeed.the public in general,
regarded the Government's lack of determination to implement .its own
policy, as.a signal for them to disregard it too, was.the Government's
Mcgpitulation! in July 1968 to the unions in one of the nationalised

industries ~ British Rail. Despite the reasons-given.by the -Government
. for agreeing to-the Railway Board's offer of 3 per cent "on account"
which was "o be absorbed in payments.linked with working changes still
to be settled by the target date of 2nd September set by the pa(rlfiis,”, it
was, .in effect a '"capitulation" to .the unions. following a .."go==-slow','Astrike
in June and July of .that year. The all-important issue at stake was
-that..the 3 per cent was not seen to be given for immdiate and .definite
increased productivity. When. the private sector saw. that.the Govern-
ment. had. itself failed to adhere .to its own . policy, there was  littie further
inceﬁti\;‘e for -the private sector to observe restraint. And- iﬁdeed- this, in

effect,  is what happened. If any one action.can be singled out as-the
main/. ...

(13) National Board for Prices and Incomes "Third General Report"
Part II p. 23.
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main cause of the succeeding disintegration and. collapsé of .the :incomes
policy as -envisaged by the Government early in 1968, it was its own be-
haviour when threatened by serious disruption by labour-in a nationalised
industry. Had the Government held firm -and declined an_y.'inc;mease
not patently justi.ﬁablle ‘in terms of its .own criteria for increases, there
would have been a much g,;reatermliklﬂ.lood of the incomes policy having -
‘been materially helpful to.the economy during the following year and.- a
half., It might in any event have .failed for other reasens, but its fate
was. probably decided in July in Penzance where the -railway negotiations
" took place. The -C—}overnm_ent did not provide..the ‘-e_:campl"e ‘essential
for the success of the ﬁoli’cy- in a political and social climate extfemely :
hostile to wage -restrain,t..

It was stated in the Introduction that. it was. important. to consider
-whether the lack of success of an.incomes policy was a result of a lack
of determination by a government in implementing ‘the criteria.for -increases
in wages and other -incomes, Thenegotiatiensjat Penzance énd.:t;he
Mcapitulation! must surely provide a.forceful argument. for»tvhose who |
claim -that the policy failed, at.least in part, because of lack of resolution
by the Government, "The 'Ec.onoxg'll?s)t” at the :time remarked .that
"British Rail's familiar- surrender;’~to the ‘railway uniens  last weekend
came after two Wéeks’ during which .this nationalised industry in .large
deficit had:intoned fthat,..it :wogld.in no circumstances give an across=the-
board wage increase :‘to:its. workers until it_ got<a-,c.opper»-=bott;omed (a
Wilsonian adjective) productivity agreement; and: during which ministerial
spokesman had said that the Government wou;d enforce :the :incomes
policy; but otherwise would not interfere. It is now apparent"” continued

"The Economist’ , "that both. British Rail and ministers were making
‘promises/....

(4) "The Economist". 13th July, 1968 pp 14 -15. The words in
parenthesis appear in the article,
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promises that they had not got the resolution to keep'". The journal
'add.ed in the same article that '""last weekend .thus spread the impression
to the world that the Government does not believe .its own incomes

| (15)
policy (or, as far as Mrs, Castle and Mr, Marsh are concerned,
apparently even understand what it is}), That was the wreck of .
-Penzance?

~Negdtiations were continued during August at Windsor and an agree-=
ment. between British Rail and the unions was reached providing for in-
‘creased productivity in return for-increased wages. The comments of

(16)
“'The:Economist" are a.gain;g. worth noting, "The bad half of the egg"
conten.ded the journal '"is that it is once. again proposed that this increased
produc'tivity should be paid for before it is achieved". The cost of the
wage concessions was éstimated at £13 million a.year and British Rail
considered that the improvements in productivity should -':bring an ultimate
saving at an annual rate of £1l3.,3 million. "The trouble is", observea
Mthe \Ecoannist“., "tﬁat..the'mcreases are due to start on Séptember 2nd,
"The “targ;.t date! for achieving the full annual r'é,t;e of savings. is said to
be early in 1970 .... - Even on British Rail's own accounting the full
saving after 1970 will be -only £0.3 million a. year méfe -.than.,the -present
pay=-out; 'ivt could take the railway up to 40 years to recoup the pre-pro-
ductivity £13 million or so .that may have been paid out in the meanwhile ./

It is not without interest to study the summaries of the Reports by
the Prices and Incomes Board. after July. 1967 in respect of prices and
wages 'in particular industries? Their report in November 1968 on "Pay
and . conditions ‘in the Construction Industry other than Building and

(17)

Engineering!" observed that "in Government departments, -however,

(15 MRS CASTLE and MR. MARSH were, respectively, .the Minister
. of Employment and Productivity and the Minister of Transport.

.. (16) "THE ECONOMIST", 17th August, 1968 p. 52.
. _"_(17) Report No. 93 (Cmnd 3838 - November, 1968.)
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there had recently been an across-the-board pay increase of 3% per

cent for all industrial employee:as-including the building workers, This
. settlement did'.not seem to us to:be related either toproductivity or to
the specific needs and requirements of individual groups of workers'".

In Februéry,-' 1969 .the Board report:éd on .the pay in the L.ondon

(18) ’
Clearing Banks . It later remarked .that the -decision of :the Federation
of Bank Employers to.pay in full with re?éspective eﬁe\ct‘, from lIst July >\
1968, the increases contained -in.the agreement which had been referred
‘to.the Board, did :"not meet the requirements of the Government;”s‘Av
‘incomes policy". - It will be recalled .that the powers which the Stéte
‘had retained since July 1967 were of a delaying nature only so:that
agr;eements could be given effect after the -expiry of the period of delay.

In March 1969 :the Boa'rd.found- itself unable to approve the increase
permitted by the Department of Employment and Productivity in September

- of the previous -year in . respect of pay and conditions:in the elec;tr'ical |
. contracting industry in chc(ailga?nd., .However, it accepted .that the .33
per cent average increase should be allowed to stand although a sub-
sequent agreement in December which the Board had been asked:to
-examine and whose decf:ision was. unfavourable was not implemented,

It is not, perhaps, unfair to suggest that the Government. tor- ]
pedoed its own policy. through .iﬁs lack of resolution, but it rﬁust be
pointed ouf at »‘the same time 'that some of the Board;”s -recommendations
which. did not approve increases agreed upon were, indeed, supported
by the Government and. '"standstill! orders were made in.terms of the

~delaying powers.: In .some cases, such as that of the Clearing Banks,

already/. ..

.(18) Report No. 106 (Cmnd.3943 =~ February 1969)

(19) Report No. 108 (Cmnd 3966 - March 1969)
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already mentioned,: industry indicated that the agreed rates would be
paid upon the termination of the period of deferment notwithstanding the
view .of the Board.

As 1969 drew to a close the esealation in wages andto afar lesser
extent in prices began .to coﬁcern both the Government and, not least,
i-th'e officials of the International Monetary Fund whose huge ‘loans to
the United Kingdom would still require a very substantial improvement
. in the country’s balance of payments and. in particular in !'visible! and
Minvisible! earnings. The big-improvement, in. the British balance of
. payments - especially in its increase -in ‘exports over imports "Jirl.the
closing months of 1969 had made 'the '"wage explosion" appear ‘less harm-
ful to the feconomy than would have been the case .if there were still a

(20)
‘large deficit. . As economists were pointing out the rise:in prices
which had not yet been felt in the home or export market to any great
extent was bound:to. start eroding the advantages .that still remained
:from ‘the ‘devaluation of two .years earlier and the monetary and fiscal
policies pursued by the Government since then. Prices were merely
lagging behind .the rise.in wages and as wage costs rose, so, in time,
would prices, In the:.early months of 19’70.,.there was a .decline'in the
monthly "visible! trade .figures‘fror’n Eebruary. Various reasons. were
given fof this trend which in May resulted.-in a visible trade deficit of
£3]1 million, .the laréest, deficit since the preceding July. This was
followed by an even:larger -deficit of £51 million in June. The slowing
up of international trade generally and.the decline in the United States
.economic position which showed absolute decreases.in gross national

product for the last guarter of 1969 and .the :first quarter of 1970 were
probably/.....

(20) In 1968 and 1969 there were respectively deficits.on visible trade of
£643 million and RI4l million. The surplus on invisibles rose from
£324 million to £557 million. The current balance .for the two years
showed a deficit of £319 million in 1968 and a surplus of £416 million
in 1969, .
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were probably the principal reasons. The increased imports necessary
to re-build.the unduly. low level of stocks and .the higher prices of some
primary commodities also had adverse effects on the coﬁntr?y”s trade
‘balance’,

The .\"wage explosion! soon began to assume very serious propor-
tions. It was realised even more strongly that the achievements of the
past year‘s.m whether or not due :in part. to.the:incomes policy - would
soon disappear as a result of rising prices if effective action were not
taken, »'I‘he Government was well aware of the potential seriousness
of the position but WasA equally aware 'thaﬁ- its unpopularity in the period
from 1966 to 1969 was in no. small measure a.-,reéult of its harsh defla-
tionary policies and its restraint on incomes. It had lost much of its
traditional support from organised labour not only as a -result of its
direct..interference.in wage negotiatioﬁs,, but also because of its attempt
in .1969 -to .introduce .legisla,.tion to:delay unofficial strikes and work stopp-
ages:in -contravention of negotiated agreements., In Januvary of that |
year the Government had outlined its relatively mild proposals for in-
dustrial reform. These proposals, howevers:had been received with

(@1)
‘hostility by the unions. "The Economist" claimed that the proposals
‘never grasped the nettles" but added that 'once a L.abour government
had written into .the statute book the principle that certain.legal action
be taken .to delay breach of contract strikes, the way would probably
be easier for the next government to start enforcing the ordinéry law
of contract on trade unions - in what nearly every industrial country
would regard as a normal democratic way'. In .the middie ’of.. 1969 -
~the ‘C—}overnrﬁent abandoned ,it's attempt. to 'place .such .legislation .on the

statute book -in the face of great opposition from the unions and lack of

agreement/.....

(21) "THE ECONOMIST", 2lst June, 1969,
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agreement within the C abinet itself, Accordingly, despite the remarks
of the Chancellor of the Exchequer, in the Budget Speech in April 1970
.that "wages cannot for long increase at the presen}; rate! nothing was
suggested or done to prevent .this happening, It Was generally realised
‘and accepted that nothing would be done until. after .the General Election.
In local elections in 1970\vi.",here’ha(;1 been ‘a surprisingly and, perhaps,
inexplicably, large swing to the Labour Party and:.the opinion polls
;predictgd a-Labour Party .victory if a General Election were to :be
‘held., The Govérnment deqided,in May. to hold. a General Election
-the :following month a1£hough there was no necessity to ,dissol.ve Parliafnent
until 1971 when its five year term of office would expire.  Whichever
-party was returned to power, would clearly be faced with the difficult |
problem of restraining-.the rise - in wages and also .in prices, ,,the-lattel;v
now n.rlaking-'thremselves felt in .the economy. But as in all .real world
situations, - the 'issues v\.r:ere ‘complex and the relatively high level of un-
employment, although partly region;al and structural, did: to. some -extent
suggest '"cost-push! inflation as being, at. ieast,, a major cause of the -
rise ‘in .the price ~1eve1..

The General Election on the 18th June returned:the C.onservative
Pérty, to .power. In their Election Manifesto .the Conservatives had
stated -that the ‘incomes. policy of the L abour Government would nét 4be
continued, Statements by ministers after the election indicated that. this
undertaking would be honoured. In August, Mr. Robert Carr, the
Minister of Employment and Productivity. told le‘adersvofv the Trades
Union Congress that there wouldbe "no freezeno norms, no White’ Paper
and no cr%itebria_”. . He remarked that detailed statutory efforts to control

wages, as attempted by the previous Administration "fell flat on their

faces ./.....
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faces in practice', He said.that the Government. intended to .leave -the
responsibility. for -the -determination of wages where .the Government con-
sidered it belonged, namely with employers and unions, It is not yet
. clear what measures the new Administration proposes to take ‘to reduce
‘the 'rate of inflation.

In the next chapter we propose to consider monetary- policy in
general, and money supply in particular, in relation to incomes policy.
Thereafter, in Chaptér VI1I, we shall try. vto. .evaluate :‘the development
of the British incomes policy and to make some assessment as to
whether direct intervention by the State in.the mechanisms for deter-
‘mining incomes and prices was materially successful in curtailing ‘the

‘rate of inflation in Great Britain.

== == 000 = = = .=
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CHAPTER VI,

It was stated in the Introduction .that incomes policies have always
been applied in conjunction with other policy instruments. It is, there-~
fore, necessary.to examine the complementary policies .in .the United
Kingdom to assess whether .they were appropriate in the prevailing
economic conditions or whether they served to impede or negate the
objectives of .the incomes policy. In particular, .the relative Aimportance
attached to the supply of money.in the formulation of monetary vpolic;y :
‘may be of considerable significance in fostering the éuccess of an in-
comes policy designed to reduce :the ‘rate of inflation. It is intended
in this Chapter to trace very briefly the monet;ary policies pursued by
éuccessive governments during the post-war years culminating in .the
‘enunciation of the 'concept of Domestic Credit Expansion in May. 1969
by Mr. Roy Jenkins, -the 'Chance!lor of the ‘Exchequer..

After the -termination of the Second World War, the Labour Govern-
-ment under ‘the Prime Minister, Mr, Attlee followed a. policy of cheap |
‘money. Bank rate remained unchanged at 2 per cent until November,
-1951, There- was relatively little control over the supply of money.

‘The Government endeavoured to .control aggregate demand and inflation,
m.ainlywthrough .severe fiscal measures and a continuation of the battery

of war=time controls,. including rationing and price control. E.V.Morgan
commenting on monetary policy. during this period obse-rved_,that,“.it was
.decided - .+o that borrowing should be cheap and easy for ‘the Govern-
‘ment and for -those whose ‘projects had government approval, while the
-expenditure of others was restricted by direct c(cir)ltrﬂols“.

Sir/onoo

(1) E. VICTOR MORGAN. "Monetary Policy for Stable Growth!
Hobart Paper no., 27 Third Edition p. 15.
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Sir Stafford Cripps, the Chancellor of the Exchequer in 1947,
continued the cheap money. p.olicy’ of his predecessor, Mr., Hugh Dalton.
In 1947, for example, the ratio of money stock to Gross National
Product was 0.76 as compared with 0.40.in 1961 and 0.34 by 1969.

The economy was at. the :tirrie, almost “saturai;éd“ with money, but it
appears -that peoplel'hadbnot‘yet come to .expect iﬁ.flation to .the extent
.that. they ‘anti'cipated increases.in the price level during the:following two
décades. However, in view of the controls. already mentioned, inflation
was probably only "suppressed'" during the.immediate post-war period.
The increase -in.,.the ‘money supply could not; ‘as modern quantity theor-
ists predict, cause a significant increase in output in view of the govern-
ment restrictions on-industrial production . In 1951 when the General
Election .retL.lr'nedlthe Conservatives .to power, relatively more attention
was concentrated upon monetary policy. The wartime controls were
being dismantled with the result that the new Government had to search
A.'for ‘other -instruments to replace .them in-the management of the .economy.
Bank rate was raised to 23 per cent in November 1951 and to .4 per
cént. in March 1952. Although .in. the -early, years of the A’dlvfni’.n,i',slﬁration9
Bank rate was used as an.instrument of monetary policy it was only
after ‘1955 that this instrument was administered with considérable vigour.
Open market operations by the authorities were also adopted, to .influence
~the capacit;y of the banking sector tb lend to the private sector.

In 1957 the Government decided to appoint a Committee to .examine
-the working of the monetary system, =~ This Committee, corhmonly known
as the Radcliffe Committee, reported in:.1959. The Committee listed
‘the objectives of monetary policy as a high and stable level of de;n_and,
reasonable -stability in .the purchasing power of money, steady economic

growth/. ..
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growth and improvement of the standard of living, a margin. in.the
balance of payments which. would be sufficient to make some contribution

to-the -economic development of the outside world, and finally, to provide

for a Mstrengthening of London's international reserves'. These objec~

tives, indeed, were similar to.those of-the Government itself, although

economic growfh.had not been specifically included by the latter,
The Committee, although .it. did not deny. that the supply of money

was Jimportant, considered that.'the authorit;ies cs0000. have to regard

the structure of interest rates rather than.the supply of money as the

centrepiece of the monetary mechanism, This .does not mean," the

Committee added, '"that the supply of money: is unimportant, but that

. its .control is incidental to-interest rate policy!, It is therefore unfair

to suggest that the Radcliffe Committee asserted that "money. did not

. .. 1] .
matter" but rather that it considered that money did not matter ‘very much!.

Throughout the Conservative Government’s period of office and,

~indeed, during most of the succeeding L.abour Government's years  in

power, the basic monetary policies were not radically changed. Indeed

the policies adopted by the authorities from 1964 to complement both

.the fiscal and .incomes polcies were not basically different from those

of the Conservative Government, FPrimarily, they consisted of more

' severe restrictions on:bank lending, the imposition of special deposits

by the banks with the Bank of England and the maintenance of relatively
higheri r"ates of interest. Control of the supply of money itself and .the
‘si.gnificance attached to this control by economists of the so=called
M"Chicago School" su;:h as Milton Friedman, and .the development of the
Mnew! Quéntity Theory, received relatively.little support from ‘-thAe

Government/....
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In so far as this policy of supporting gilt-edged securities is
pursued it is well nigh.impos'sible .to achieve a .tighf control over ‘the
supply of fnoney. Morgan would appear -to have explained succinctly
the result of this policy when he stated .that '.'t;he times when monetary
control is most needed - when prices are rising fast and the balance of
payments is weak - are just the times when the gilt~edged market is
likely to be depresse.d. If, in these circumstances'', he continues,

"the authorities feel obliged, not only to refrain from selling stock, but
also to make  substantial re-purchases .in order to support the market,
it is virtually impossible to avoid additional recoulrse ‘to the banking
system (to meet the Government's current financial requirements)
and control over the money stock must be reli,nqi.(ii:,as)l'led''°

At.lthi:s juncture it is appropriate to ask what are the main conten-
tions of economists favouring the -"'new! quantity theory approach.and
whether ‘they have any empirical basis for their conclusions. Broadly,
the empirical work and views of Friedman on money suﬁply may be
sumimarised in the words of MOI‘Sg);l?l who- states‘«that- in the short-run
"there is a very strong correlation between changes .in the quantity of
money and changes in the demand for goods and the rate of growth of
real output'. Howerver, this correlation  disappears over longer periods
énd Nis replaced»by one between the quantity of money and ,tl:le-price
‘level. When the money stock grows -fastér than real output, prices .risre;
when the money stock grows more slowly than real output prices fall;
but there is no significant difference 'in the average rate of growth of
real output between long periods of rising prices and long periods of

' 'y '
falling prices"., The Chicago School'" contend that the supply of money
' should/...

(3) E.V. MORGAN  op cit. p 35
(4) E.V. MORGAN op cit. p 5l
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should be allowed to grow at a fairly constant rate and that fluctuations
.in .the quantity of money should be avoided. If the 'lag between a change
‘in the stock éf money and .its effect on the economy is relatively long,

the effect may influence real output in economic conditions which are
quite different from those-upon which the authorities wished .their actions
to take effect. Friedman and Siizvartz concluded from their empirical
study that the troughs and peaks in thé cycles of economic activity

lagged by 12 to 18 months r_espectively behind previous troughs and

peaks in the rate of growth of the money supply. However, it hés
been argued that the average lags concealed very considerable instability.
Furthermore, the debate on.the influence of the money supply upon real
output has revealed :that even .if there is a strong causal relationship in -
this direction rather thén a causal relationship from ‘real output to the
money supply, the precise "transmission mechanism! is by no means
clear. Notwithstanding ‘the apparent lag identified by Friedman and
Schwartz, - recent work in the United States has suggested ‘that the
time=-lags associated with fiscal measures imply that fiscal measures are
not necessarily faster-acting than monetary measures. The work of
Andersen and Joigin.is particularly interesting in this respect. In an
articlev prepared by M.J. Artis and A.R.. Nobay in the National
Institute Economic Review’i an attempt wasg made to ''replicate with
United Kingdom data .the kinds of test'" employed by Andersen and Jordan,
'fhe .results suggested that fiscal measures were relatively quicker-acting

than monetary measures but the authors admit that the results are very

- far from conclusive,
A A, Walters/..

(5) M. FRIEDMAN and A.J. SCHWARTZ: "Money and Business
Cycles'", Review of Economics and Statistics., 196L.

(6) L..C. ANDERSEN and J.L. JORDAN: "Federal Reserve Bank of
St. Louis Review' November 1968and April 1969.

(7) NATIONAL INSTITUTE ECONOMIC REVIEW, August 1969
pp 33=51
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(8)

AA Walters has examined the éﬁect of chaﬁges in the money
supply upon output from -1955 to 1968. He suggests that "there is Some
evidence ‘that the vdownturr'l of real 'mcome at the end of 1955 was brought
about primarily by the sfriking reduction in the qp..antit;y of ‘rr10ney that
occurred in .the first quarter of the year ........ Prices, however,
continued  rising as rapidly as before until they levelled out during 1958",
During the period from 195"7-to 1965, however,: i. is difficult to show .the
relative importance of the effects of monetary and budgetary policies.
Sometimes they were in harmoi‘ly and at othertimes they appeared to be
following diverging paths. Perhaps the most interesting period for study
was the -period in 1967 and 1968 when the money supply was being ex-
'pénded but .there wagrasevere fiscal policy in operstion. Wa(lt?e)rﬂs ob-
serves that from the second quarter of 1967 there was a rapid increase in
the quantity of money. "The increase over -the year was of the order
of 10 per cent ...... even in the second and third quarters of 1968 the
money supply was still expanding at the rate of about 6 per cent per
annum'F; Yet despite the "devaluation budget" in November 1967 and the
extremely harsh budget the following March, -.there was a consumer boom,
Walters points ouf. that '"the consumer boom proceeded apace from the
~auwtumn of 1967 on. Retail prices-increased from August, 1967 to August
1968 at the rate of 5.7 per cent and .indusytr*ial production increased by
about 6 per cent, Retail sales soared', Walters suggeéts‘ that. the
evidence "is ....... consistent with the hypothesis that there is about
a six-month lag in the reaction of the economy to changes in .the stock_ of
money!., However, he concedes that the rise in prices from 1955 to

1958 .despite the reduction in the stock of money remains the most

puzzling/....

(8) A.A. WALTERS: '"Money in Boom and Slump!" Hobart Paper No.L4L
Second Edition 1970 pp 45.

(9) A.A. WALTERS. op. cit. pp 48-49
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puzzling feature of the period from 1950. This situation appears on the
face of it. to be inconsistent with the predictions of the qﬁantity theorists.

Walters -regards the most important. lesson to be drawn from -the
1954-56 and .1967-68 periods is .that "in the apparent ;ggﬁi:t between
monetary contraction (expansion) and budgetary stimulation (damping)
-the resulting events were more consistent with a monetary theory. than
with a budgetary model. It would be silly to conclude! he adds, Mihat
~the ~only thing that does matter is money. The evidence is neither
-sufficiently - robust nor éufficiently extensive to suggest such a dogma.
More subtle anvd. sensitive  interpretation may give more delicately-
balanced conclusions',

In May, 1969, the Chancellor -of the Exchequer enunciated the
concept of Domestic Credit Expansion (DCE) in his letter of intent
to the International Monetary Fund. The !letter of intent! stated that
"it is the Government'ls pdicy to ensure that the course quarter by
- quarter of domestic cfedit expansion as a whole ; and of the Central
Government borrowing requirement within it, is consistent with the
‘intended result for 'the year as a whole and to take action as appro-
priate ‘to this end". The Chancellor, Mr. Jenkins, -promised :to try
to limit DCE to £400 million for the financial year ending March, 1970,
What is DCE? "The .Eé(iflc)amist" déscrib_edvif: as '"broadly ..... the
increase 'in .the money supply excluding the effect of the balance of
payments!,. Walters prefers to define it as the !'change in the money
supply + _defi.cit on balance of payments. Fvor this vpur‘pos_e.“é -he says,
"the balance of payments! deficit consists of the current account deficit
plus net private capital inflow plus official lending overseas!.

In considering/..

(10) "THE ECONOMIST" 28th June, 1969 .- pp 13<l
(1) A.A. WALTERS. Op. cit. p. 56.
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In considering the statement by Mr. Jenkins to limit DCE to £400
million "The Economist" calculated that !"if Britain's overseas accounts
were in exact balance ....(that) financial year, then the new formula
would allow money supply to.increase by £400 million (i.e. by about
2% per cent); if we really. dé .get a ibalance of payments .t;h.at leads to
an inflow of £300 million of foreign exchange, then .the money supply
should be allowed to increase by some £700 million (or ﬁearly 43 per
cent) but if we again run a balance of payment deficit of £400 million;
then the permitted increase ~in'the money supply will be nought', ’i’he
jvour-nal admitted that '"there are complications :in this rough arithmetic
'be_cau‘se ‘the concept of DCE includes some illogical items ..... but
(12)
that is the broad effect." In August "The Economist" observed
that. the permitted increase of 43 per cent (assuming an inflow of £300
million) "fits in well with the Milton Friedman formula . .for keeping in-
‘flation under control (“allow the increase in money supply to .be only
about 1 per cent above the potential for real annual growth of output
in the economy')”.'

Walters, howey‘er, considers ,that,ftll'le operation of DCE,; while
having the attractions of the type of discipline-,imposed .by the automatic
gold .standard system also .entails ma,ﬁy of‘its ..disadva.ntages,. He con-
cludes that ."a stable DCE may be worse and perhaps much worse than
a stable expansion of the money stock. But, by the same
token. some - sort of stability in -DCE,‘i.'f extremes are é&roided, will

. provide a useful basic .discipline on government behaviour; we vmustg"‘

(13)
he adds, "make do with the second best".

It is/....

(I2) "THE ECONOMIST!. 2nd August, 1969 pp 13-l

(13) A.A. WALTERS, op cit. p. 59.
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It is interesting and, perhaps, significant, that the ‘incomes policy
was in a state of almost complete collapse when '"for practically the
first time since the war, a real squeeze is being laid at the base of

(1) .
thevmoney. supply'. Although the Government did not intimate -that it
had lost confidence 'in its incomes policy as an economic weapon to
control inflation and had decided to replace it (rather than reinforce it)
W-ith a stricter control of the money supply, the rapid.decline of the
incomes policy and. the subsequent emergence of the new policy provides
a ready ground for - speculation as to what the Cabinet were really
. thinking.

We have .described in the previous Chapter the rapid risé of wages
in relation to productivity and prices in 1969 and -the first half of 19’70.
We have also noted .the éomewhat unexpected improvement in ‘the visible
trade bavlance ‘in the closing months of 1969. To what extént the ‘lag
in the 1increase in prices and:the: improvément, in the -export performance
were a result of the stricter control of the money supply during 1969 is
impossible to determine at this stage. The '"new model‘ monetary policy"

' " (15)
- this term is used by The Economist'"- has not been in operation for a
sufficient length of time to provide any accurate or meaningful assess-
‘ment of its effect. However, it is. important to remember that the néw
policy was »riot a complement to the ~incom-¢s ‘policy which as already
stressed, was in ruins by the middle of 1969, if not before, although the
Government's delaying powers of up to twelve months on price and
wage increases did not. legally expire until the end of the year.

The fears of some members of the Treasury ‘and the Bank of
England that the gilt-~edged market would collapse if the support hitherto

given/ o000

(14) (15) "THE ECONOMIST": 2nd August 1969 pp 13-lk.
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(16)

given it was reduced proved to be unjustified. Indeed, "The Economist"
remarked that the Friedman view '"that a:stop to support buying of gilt-
edged could soon lead to a firming up of the gilt-edged market was re-
garded as crazilly academic. But of course" continued - the Jjournal,
. "this "is what has a‘ctu,ally héppened"'o

It is he.’cessar!yr to point out that a redu,cstion in .the money supply
méy'be offset, at least in part, by an increase in .,the‘;reloc;ity of circula=
tion, An examination of the relationship in :the United Kingd,om between
gross national product and .the money supply for the period 1963 to 1968
shows that a relatively émall change 'in- velocity of circulation can reflect
a substantial monetary equivalent. The figures below 'are interesting

(17)

because, as Artis.and Nobay point out, 'the monetary equivalent of
velocity varlatlons is often substantial in relation to the money vsu,pply -
sometimes :laLI**g;gr.'7 énd frequently of the opposite sign ..... The figures
could  hardly be :described as reassuring, since "they suggest. that a given
change in .the money supply might be offset or - effectively- incr*eased by as
much as a quarter or a third, by changes in velocity'. However,
changes .in velocity. do not necessarily conflict with the -'view-s of the
MChicago School". The quantity theorists admit that the ‘velocity of
circulation will 'ci'lau'"l?ge but they contend.that these changes may be pre-=
dictable. If accurate predictibn of the changes in velocity is ‘poss.ible;,
monetary policy, through control of the money supply, may enjoy a
greater degree of success.in the future.

Variations/. ..

,'(16) MThe Economist”: 2nd August 1969 -~ pp. 13-4

(17) "National__ Institute- Economic Review" op_cit. pp L4,8-49,

e —— e e =

‘(17' ) This fact emerges clearly from the detailed quarterly tables which
are not. mcluded ‘with .the annual figures overleaf.
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Variations in the income velocity of circulation, 1963 - 1968,

Year

1963
1964
1965
1966
1967
‘1968

(1)
GNP at
market prices
£m

30,678
33,296
35,734
37,942
39,710

L2, 42l

(R)

Money

Supply
£m

10,745
11,426
12,165
12,974
13,759
15,001

Anfual figure

(3)
Income
Velocity
3=(1)= (R)

R.85 -
2.9l
R.9L
.92
2.87
z.8l

Ul

(4)
% change
in velocity

2+ / -

+ 2,07
~+ 0.80
= 0.hk
- L.31
- 2.60

(5)
Monetary
Equivalent

of change

‘in velocity |

£m, +/ -
-+ 222
-+ 9l

- 170
357

(6)
Change
in money
supply.

.+ 68l
+ 739
+ 809
+ 785

41,332

(18)

In May 1970, however, the National Institute Economic Review

came to -the conclusion that '"there is not much evidence for the United

Kingdom whether a .tight control of money supply (associated ceteris

paribus, with rising. interest rates) leads to a deceleration in the rate of

price inflation rather than in 7real output grov;yth9 -but so far as it goes ,

it -seems that. the irripact is first. felt on real output and employment and

only later on prices!.

Significantly, by the middle of 1970 .the level of

unemployment was the highest siﬁce the -end of the Second World War.

This level of unemployment may have been the result of other economic

factors such as changes .in union behaviour,rather :than ‘monetary policy.

Perhaps it is not unfair to say that the extent of the:influence of

changes in money supply upon the rate of inflation :is still very uncertain.

Although there is a growing support for the Chicago quantity theorists

both in.the United Kingdom, and especially in the United States, . the

greatest weakness of their ‘theori es appears, so far; to be -their inability

to demonstrate with clarity and precision how the !'transmission mechanism

actually/....

(18)

L

"N ational Institute Economic Review! May 1970 p. 19



109.

actually works, Indeed Scits(l)?r)sky has rightly pointed out that "in
.tod.ay°s complex economy, the causal chain through which a chaﬁge in
the supply of money influences the price ‘le'vel is long and tenuous'". The
expansion of the money supply in the United Kingdom during,‘t;he period
of the incomes policy probably made the implementation of the policy
relatively more difficult. It is impossible to say with any assurance,
-however, to what extent #t impeded the policy or-hastened its collapse.

Before concluding the discussion on monetary policy it is relevant
. to ask if the Friedman School, would.in practice, deal with inflation
in a fundamentally different manner from the supporters of incomes
policies. The question is, perhaps, not as surprising as might at

| (20)
first appear. It has been raised by Weintraub.in an article referred
to by the "National Instifute Economic Review!",

The--"R(ezvlgew”, in August. 1970, noted that 'the question is again
being raised today .... whether after all the rate of increase in..prices
might not be controlied by an appropriately severe fiscal and monetary
policy (rather .than incomes policy). "A special version of this kind of
approach" the Review .says, .'is enshrinedin the idea of operating mone-
‘tary policy according to a rule by which the money supply is predeter-
mined to grow at a fixed rate (so that) ..... ultimately ...... the
nominal naﬁional income (will) grow also at a fixed rate", They point
out that the problem is that it is not known "how a restrained rise in
nominal inéome will be divided between changes . in prices, on the one
hand, ‘énd real changes.in output on the other!. Therefore, it is not

known how long it would take for price increases to fall to the desired level

Nor/.....

(19) T. SCITOVSKY. "Money and the Balance of Payments!" p. 66

(20) S. WEINTRAURB. "Incomes Policy in the Monetarist's Programme"
The Bankers'! Magazine August 1970 pp.71.-76

(21) No. 53. p. 12.
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"Nor is there any assurance'", remarks the Review, 'once such stability
was realised, that it could be maintained once a mofe acceptable rate of
real économic advance and untilisation of resources was restored"., The
Review then Te\ferred to a recent article by S. Weintraub. It had been
suggested by Weintraub _tha.t; the F'riedman argumeh.t fa.vouring a constant
rate of growth of the money supply, assumes that labour will acquiese

in _allowing unit labout cost to remain stable, !"The big i ssue! observes
Weintraub, "thus concerns the trend of wages under Friedman's monetéry
rule; the penalty is to be unemployment if labour does not bend to the
monetary clamp .... Yet Friedman himself .is the authority :Eof the view
that while a change in rﬁoney supplies bears a good relationshf.p to the
change in money income, the split bgtween price and output is vague

and unpredictable!". Weintraub argues that "entéiled in the Monetarist
programmé is either a voluntary or a legislated Incomes Policy!", because
the programme will only succeed ifit gains the cé=oper~ation of labour
"through a new agreemént or through the imposed discipline of new laws',
He suggests on past experience that "any expectation of enthusiastic
‘labour acquiescence is oﬁt of harmony with the facts". If Friedman's

view requires labour compliance '""we see the convergence in the

v

Monetarist and wage theories of inflation: both premise an apprbpriate
(22) '
wage trend to control the price level'", If labour is unco-=operative what

is the monetarist's solution to unruly wage movements? asks Weintraub,
He concludes by observing that "a country can never embark on a
policy in the conviction of complete success., As with the military, it

‘must have some programme in reserve, for tactical or strategic support.

Is it /ouow

(22) WEINTRAUR has written the underlined words in italics for
emphasis, ,
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Is it an Incomes Policy, in the case of the Monetarists"? Thus, the

- manner in which the "Chicago School!" seeks to control inflation may not

be so different, in practice, from the supporters of incomes policies,

== = 000 = == =
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CHAPTER VII

"An attempt to assess the value of an incomes policy to a country's
economy must be made in terms of what it is designed to achieve. The
‘initiators of the policy itself. and the administrators concerned with .its day
to. day implementation must eva.luat'e the results 'in. thev‘light of the objec-
‘tives, - This statement is, no doubt, obvious but it is, not infrequently ,
'los-t sight of. An incomes policy may be roundly condemned. for
" failing to halt. inflation or to re-distribute incomes within the country,
or for not encouraging investment and saving'9 or -for. its inability to
improve ‘the balance of payments and ensure full employment with a
high rate of economic growth. The validity of any criticism rests,
therefore, on the success or failure of tb.e policy to achieve the aims
for which it was .established and on whether it was the most appropriate
economic instrument for carrying out the . job. Admittedly the evaluation
is made more difficult when the relative importance attached:to various
objectives is equivocal and also where these objectives have -themselves
changed in emphasis .over time,

~In trying to judge ‘the succesé of the British ,p'olicy we shall look
at its achievements'..in.the lighf of its intention to l‘ass_ist in reducing the
‘rate of inflation without excessive unemployment., This was certainly
its vpr*incipal' aim. If inflation. had not been so acute a problem it is
most unlikely that the policy would ever have been.embarked upon. At
most, the incomes poliqy would have been very diﬂereﬁt. to .the one Ves:‘-v
tablished had inflation not been.its central ob jective. However, it must
be »re-cognised that. the British .incomes policy :did -have other "object~ -
tives bésides maintaining a high level of emplo,ymentv’_ without incv_"ufring
inﬂatibn at the same ‘time. There were social as well as econc;f.nic'

aspects/ ... ..
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aspects,. such as the maintenance of a reasonable standard of living.
Indeed :the White Paper in November 1966 s.tated -that "improvement. in
the standard of:living of the worst-off members of the community _is>a
-primary social objective', The White Paper addéd that "as ‘in practice
:the needs of individuai workers are ‘largely determined by the extent

of their family commitments, the Government will continue to give a high
priority to measures specifically designed to meet family needs',

It will be recalled that the ”Declafation of Intent!” signed in
December 1964 accepted.the need to keep increases in income 'in line
with the increase 'in real output. In addition, both sides of industry
accepted:the Government's proposals set out in the White Paper in
1(;2)5 .that the National Economic Development Council should Nkeep under
review. the general movement of prices and of money incomes of all
kinds", Furthermore,; they accepted that the National Board for
Pfices and Incomesshould be set u,p..,”to,examine particular cases
-in order to advise whether or not the ‘behaﬁiour of prices or of wages,
salaries or other 'incofnes (was) .in .thenatiénal interest as .defined by
‘the Government after consultation with Management and Unions'",

We ‘have already, indicated that the attempt.-to. .impose a voluntary
‘incomes .policy wasl a failure in so-far as:it did not ach.ieve -tﬁe restraint
necessary for preventing i.nflati.»ono The retail pr‘i,c:exi,n.dex9 the capital
goods index and the index for total final prices are set oﬁt below . .The
base year ‘is .‘1958 and the increase :in the .indices vfrém 1956-.is not with-
out considerable interest in so:far as the.index for -total final prices rose

(2)
from 113.1 in 1964 -to 122.3 in.1966.

Retail/ coee

(1 Cmnd.2639. April, 1965. Op cit,

(R) "WATIONAL INSTITUTE ECONOMIC REVIEW!", No. 46
November 1968 p. 7l.
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Retail Prices ‘ Total Final Prices.
1958 = 100

1966 I 123, . | 19.4
II 125.8 C121. 4

III 126.2 ' 123,7

Iv. - 127.2 . 124.3

1967 I 127.9 123.9
II 129.0 124.5

III 128.3 125.8

IV 129.9 | 12 6.5

1968 I 131.7 127.5
IT 134.8 , -130.7

III 135.5 | 132.7

IV 137..2 | 132.8

From the third quarter of 1966to the end of 1967 retail prices rose
‘from 126.2 to 129.9. This amounted to approximately 3 per cent over
the eighteen months, During the whole of 1967 they rose 'byvoﬁlsr'
2 per cent, In order to try to -,find some indication as tb whether;-it
was -the !"ireeze!, rather than the '"squeeze! imposed by severe fiscal
and monetary policies, which caused the check-in the rise in prices,
1t is not very helpful to look at the:indices for the.level of unemployment,
unfilled v’éca'uﬁcies and "excess .demand!, The foilowing tables reflect

~the .demand -for labour from. 1957 as depicted by these :three indices.

DEMAND/...
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DEMAND FOR TABOUR.

Percentage of Labour Force.

: (Thousands)
Unemploythent Unfilled Excess Demand,
Vacancies

1957 137 1.26 -13
1958 1,86 0.9l -208
1959 1.97 - 1.02 ~209
11960 1.50 ©1.40 . =22
1961 1.35 1.42 15
1962 1.8 0.93 -208
1963 R.17 0.85 =304
1964 1.56 1.37 =Ll
1965 -1.32 1,64 75
1966 1.38 : 1.57 _ L6
1967 . 2,2l 1,07 =265
11968 2.35 1417 -R72
1966 I 1.18 1.73 129
II 1,20 1.79 140

III 137 1.58 51

v 1.77 1,19 =136

1967 I 1.97 1,17 ~186
11 ©2.18 1,07 =259

IIT - 2.38 0.99 ~-325

v 2.31 1,07 : =289
1968 I R.21 1,17 =1
11 2:38 . 1.17 -279
111 2.51 1.12 =320
v 2.30 1.23 -24.8

Although at first glance it might appear that the '"freeze! ‘rather ~thm.me
"squeeze!' in 1966 and: 1967 was t';he major caﬁse of the decrease iﬁ the
demand fér ‘labour as there was an immediate change in the :demand for
labour in the third quarter of 1966, this in.fact prov.es little or néthing

as the whole deflationary''"package! in that yéar must be seen as a

comprehensive/. . .
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comprehensive "economic assault'o§n the "inflationary spiral. It is not
stsible to establish any accurate a;'Jportionment of the change 'in the de-
mand for -labour to any one rinstrumér;t of policy, though this was the
first peace-time occasion in which an incomes."fpeez_e-" Was--instituted. ,

The Board for Prices and Incém-es in its Secorlld Generéf Report, .
in August 1967, concluded that "it cannot be said with any exactitude what
would have been the effect of the “Squeézé\" without. the !"freeze!! ,‘."',. .

It is ireasonable to assume, however, that the "freeze!" played a m_ajor
role in slowing down the momentum .of inflation, and that w_‘ithou’c-;‘it the
disinflationary effects of an even more severe 'squeeze'" would have

‘taken longer to show .themselves!, This is probably about as .far as
one can go in assessing :the relative significance of the -différent economic
policy measures,and; indeed,' it may be questioned whether :the effects
of a statutory 'standstill! on incomes can ever be aécurately calculéted
until there are a number of case studiebs which may provide guidance
and . suggest trends,

The deflationary measure in 1966 and 1967 'di(livnot result in the
~hoped for improvements in the balance of payments on the trading account
However, there was an absolute .decline in the gross domestic -product
over one quarter - April to June, '1966 - and\,the‘ figures showed that

.there was né .growth whatever -from the - fourth quarter -of 1965 to @he
‘fourth quarter of 1966, while for the following eighteén months untvi~iv-the
midd_lemc‘)‘f.'1968 gross national product rose fr"om 129.8 to 135.0, an in-

- crease of about 4 per cent or at an annual rate of about 2.7 per -cent.
Pefhaps, more ‘importantly, the industrial production index for the first
q_uar'ter in 1966 was 134 and in the final quarter declined to 131, In 1967 -
this-index was 132 for ‘the first quarter and 136 for the fourth quarter.

The/....
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The ~index -for - ”distributioﬁ and other services! remained at 125 for -the
whole of 1966 and rose from 126-in the first.three moil'lths of 1967 to 1130.
.»by',i;he last quarter of that year.

What do ;these statistics suggest? Bearing in mind the 'lags. in-
herent. in the -effect of policy measures,  the '"standstill" and "severe re-
straint "', together with .greater control over the creation of credit,re-~
sulted in a-decrease‘in the rate of inflation, a stagnation in aggregate
-production, a higher level of unemployment and from the figures below
no -significant. improvement. in the c‘ountry"s,:trading position. Does éne
therefore conclude.that they were the Wr‘ong economic: measure's,aif..the
‘country's performance -in international trade did not il;nprove or may it be
justifiably claimed that the balance of international trade would have been
much worse if they had not been imposed? 4For the eight quarters ' in
1966 and 1967 ‘the adjusted balance of visible trade was as follows:-

£ million.

1966 I —v69

11 -:98

I1I - 57

v +129

1967 1 - 19
II -1l

11T - 77 ) _ .
v - 332

It is-hardly surprising that devaluation seemed to be the only alternative
by November '1967. Other measures including the incomes policy had
proved to be insufficient to remedy the situation. - Although prices were

rising at a relatively slower rate, exports were still not competitive on

the/...
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the international market. The fioss of confidence in sterling and the
.deterioration in the United Kingdom's export performance were too
great for :the incomes policy té put matters right by directing its attack
on .the rising- price ‘level. |

It may be asked at this :juncture what happened to productivity.
Did .the :economy: become relatively more productive as a result of
managing -the country. on a much .tighter fegn? ‘Even if devaluation
was -the only solution to an over-==valuedvpounc.1,,‘ it might be -e_x,pected
-that. there would still have been soﬁe favour'able ‘results flowing from
the severe policies adopted.

There was a decrease:in overall demand:for consumer and capital;?.
gqods; accordingly, there was a greater margin of spare capacity
~in the -economy. At tklé same time, the decline in profits provided.a
strong ‘incentive ‘to management to .decrease costs wherever possible.
This would result in a substanti.al "shake=-out" in.industry which should
help to increase, in the-longer-term, output per person employed. In

the following table output per man-hour worked in manufacturing industry

does show that output started .to .decline in the second period in 1966,

. but this. cannot be attributed to .the "freeze" which was “instituted only in
the .t.hir“d quarter of that year. It is therefore difficult. to establish to
what extent the -'"freeze!" did affect output per person ‘both. dl;l,.rnln.gj~ ‘the
-period of its operatior_l, and in view of time=-lags, after -its termination.
The index for manufacturing output per: m,an=hour. worked is compared
with .the indices for hourly earl;lings and for average weekly hours since
1957. In the ten quarter from January 1966 to July 1968 hourly earnings
rose from 159.3 to 179.1, whereas weekly hours worked rose not at all. -

More/......
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More significantly, productivity declined slightly and.then rose rapidly in
‘the ‘last quarter of 1967 suggesting that. the effects of the 'freeze!" and

"squeeze! were at last having a beneficial effect upon productivity.

Output per manhour Hourly Earnm Average:Week—
worked  in manufac- ings - ‘ly Hours
‘turing industry. In ~Manufacturing.
1958 =100
1957 99 95.9 1010
1958 100 100 - 100
1959 105 104, 2 100.8
1960 10 2.0 99.9
1961 110 | 9.6 98.5
1962 13 124.0 97.6
1963 un9 128.8 97.5
1961 126 | 137.7 98.2
1965 130 o -149.0 -97.0
1966 133 . 160.5 95.5
11967 137 67 4.8
1966 I 135 159.3 95.6
II 132 | 161.5. | 96,2
III 133 ' - 160.3 95.8
v o 134 N ' 161.5 94,3
1967 1 137 163.2 ol
II 136 166.3 - 94.9
I 136 w75 95.2
IV 140 171.0 95.1
1968 I 1l | 178.2 9L.5
II gvon 179.1 , 95.5
III 45 - 179.2 96.1
IV 147 183.1 96.0

The discussion/....
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- The discussion of the effects of monetary policy in Chapter VI
revealed that we possess no accurate guide to determine how long-
changes in monetary policy in the United Kingdom take to cause changes
in .the economic situation, We ‘therefore do not know how  much of the
change in .the reéonomic ‘position was due to the incomes: policy: itself.
The relatively sharp change: soon after the 1966 "freeze!" is, as we have
pointed out, no.sure guide :to. its success as it was not the only instrument

(3)
used. E.V.Morgan:.in considering British monetary policy stressed . the
‘importance -that "stabilising measures should be quick acting;, and here
monetary policy does not score very high marks. Fliscal changes such
as .»t.;he Yregulator'" changes in. indirect taxes, a variable social insurance
-contribution or changes..in hire-purchase controls all exert a -muqh .more
‘immediate impact!". He adds. that '"the real power of monetary policy
~is.in influencing economic conditions over rather longer periods!, This.
suggests that. the fairly sudden change in 1966 in employment: levels,  out-
put and productivity were mainly due to measures other than changes in
Bank ‘rate or -in controls over. bank -lending., However, it is difﬁcﬁlt
to ‘be more precise on thvis issue.

It is worth tracing :the views of the Prices and Incomes Board
-during -the ‘first four years of its existence :from 1965. It issued .four
‘General Reéortsvat annual - intervals. We have, of course,- re‘ferr:ed to
some of'-these Reportsvalr.ead,y.

I?l its First Report it emphasised that its recommendations had no
‘binding effect and.as such '"the Board operatéd within the framework of
a'voluntary policy'". We have discussed this voluntary aspect at some
~length earlier. In.its Second Report the Board remarked that. it "was

" no longer/...

(3) E.V.. MORGAN : ‘"Monetary Policy for Stable Growth'.
op cit. pp. 30=31
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no. longer operating to rules which were the result of tripartite agreement;
it could reach .its judgment only in the light of the exceptions to the stand-
still. laid down by the Goveiir)rlént", The Government had.:the -powér to
-enforce ‘the Board-,“siﬁndir_lgs but in fact it did not have occasion to .do so.
When the Government. did intervene on a few occasions during the
period from July 1966 to August. 1967 to prevent increases'in prices and
wages being put into effect the specific .issues had not been referred to
‘the Board. The Government was acting in terms of Part IV of the
Act passed:in August, 1966,

The B.oard‘claimed that.the Jjoint '"'squeeze!" and-'freeze!" could be

. (5)

Yexpressed-in _short—run economic terms: and .long-run institutional terms'',
.We have already dealt with .the Board"s view on the effect the measures
"had on industrial production, output per head and eyar-ni’.ngs,° It remains
for us to consider the Board's view of the question of price 'stability.
The Board pointed out that over -the ‘twelve mor;,th .period -the retail price
‘index rose by’l.4 per cent in each.éziiodo Overall this. index showed
~a rise only of'about 0.8 per cent moré :than the rise in average earn-
‘ings. As a large section of.-tihe »pu}:;lic had no .increase in wages, it is
clear that for them there:had been a fall in their standard of.living
-during the short period.

‘What was, no .doubt, even more important was that over :the period
export prices rose by less-that one .per cent. Although to some extent
~this was due ‘to pr-ic_é reductions in. imported raw materials, -the combined

. stringent economic measures obviously helped. The Board concluded_#:‘

that/....

(k) "Second General Report'" op cit. pl. July 1966 - August 1967
(5) "Second General Report! op cit. pp L4=5

(6) This statistic -is supported by the table set out above on page 15,
which is taken.from the Quarterly Journal, '"National Institute Econo-
‘mic Review! whose statistics are obtained from various official

~sources such as the Department of Employment and Productivity
Gazette/.cveeoone
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that '"this cdmparative 'stabilit;r in export prices - combined with similar
stability in . the prices: in home manufactures generally, is probably the

. (7)
main economic gain derived from the period of 'squeeze'and 'freeze! ",
This was, perhaps, . an ironic comment in view of the devaluation of
sterling less than six months later in November, 1967,

The BEoard also.addressed itself to the contention by some econo-
‘mists = notably FOWA., Paish, - whose views we shall examine shortly,
~that a.2 to 2% per cent level of unemployment giving a roughly 5 to 6 per
cent. level of surplus capaéity should result in a negligible change in
.prices. The Board observed that the specific references on pay and
prices to .it over -the period did not support. that contention, although it
admitted that these references were clearly.limited in number and pre-
sumably, by implication, ‘insufficient to disprove :the thesis .that a reduction
of demand, sufficient. to raise ‘the:level of unemployment.-tQ .2% per cent
or so, would result.in price stability in .the United Kingdom, Paish and
-others have suggested that the Government's mandatory incomes policy
- was .unnecessary and inappropriate. Paish has, moreover, argued his
. case both before and after its imposition.

Iri the Board's Third General Report issued a year later-in July
1968, the incomes policy was .seen in .the 'light of the -effect of the devalu-~
ation and probably the harshest BRudget since -the end of World War 11,
in March, 1968, The harsh Budget was not mexpected. The iﬁcrease +in,
.earnings ‘frofn April, 1967 to April, 1968 was more ‘than 8 per 'cént and
prices rose by about 42 per cent.leaving as .the Board pointed out."an
.increase -i_n-rgal'purchasing power of 3% per cent in a period which

started /.oeo.

(6) cont,: Gazette, - Economic Trends (HMSO) Monthly Digest of Statis-
tics and .the Board of Trade Journal (EMSO).

(7) "Second General Report". op cit, p. 5.
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(8)

started with an appreciable ‘balance of paymen'ts deficit". However, desp,
ﬁ)ite ‘the ‘risein earnings, unemployment, seasonally adjusted, irose ‘from
1.9 .per cent.to 2.3 per cent during 1967 and was still at 2,_3 per -cent -_
in April 1968 whereas the ‘retail price index from-»wAp_r_ilﬁ 1»967-‘ to--;»Apr.il |

. 1968, rose by 3.7 per cent. The ‘Board remarked oril" the surprising
“nature of these changes in.view .of their different relationship as compared
-with . previous :levels -of unerﬁployment aqd.-.mcreases ‘in -wage rjate:é.

This appears to .indicate as, -indeed, -the Board suggests "a. loosenmg

of the relationship_ ‘between variations in. earnings and variatiors botﬁ iin the
demand for ‘labour and in prices". From a study méde ‘by the Board
over :the previous. twenty years this relationship .appeared fcl.gser.-in the
first decade ‘than .in the second. and the -experience:in 1967 and 1968
appeared to :highlightwthis’ trend, The Board offered possible explana=-
tions. Indﬁ.stry mvay'havel simply regarded the Wagé ‘increases as. being
'deferred' during the -earlier period. although :the Government had.sought
-to counter ‘any -such .' supposition. Moreover, .the militancy of:vth.e‘union-s
may have reflected a marked increase. These explanantions appear
-similar to those offered by Professor Paish, The Board remarked -that
LMt is just péssible, -indeed, that. the more frequently a .'freeze' is im-
posed -the greater “-is ‘-.the»subseciuent militancy of cla(irgn)s".~-A-.model con-
structed by Lipsey and Parkin would appear ‘to .,lend.support.:to this
suggestion. The model will be described . shortly. -~Ancther possible
explanation suggested by the anrd was ‘the combination of two things,
namely, the increase-in.the rate of change in- output- per head.and the
impact of rising output directly on such pay as.is related to output and
-indirectly. on .all workplace, enterprise or company wage settlements,

Inits/......

(8) M"Third General Report'": p. 5

(9) _?'_Third General Report": op cit. p. 12.



"125.

In its Fourth General Report.in July, 1969, thel Board returned
to the question of money. earnings rising at a greater rate than during
the previous periods since the War when unemployment was at a.com-
parable level, 'The relatively high level of unemployment continued to
exercise a less moderating effect on the rate of growth"rof money 'Cearnings
-than in .the past. Between April 1968 and April 1969 '"unem,ployrr;ent
(seasonally adjusted) remained at between R.2 and 2.6 per cent as

| | (10)
against an average of 1.7 per cent in the degade from 1958 to :1967."
~ The Board also pointed out to underline the new trend that "the index
~of weekly wage rates rose by 5 per cent and of aver;age weekly ear-
nings by 8.8 per cent as compared with averages of 3.7 and 5.5
respectively in .the previous decade. Moreover, the average increase
in productivity during 1968 and 1969, as measured by output per head,
was significantly higher than ,inv‘,the previous decade - 3.7.per cent as
compared with 2.7 per cent,

Professor Paish :is among those economists who have remained
very critical of the Governrﬁent“s incomes policy. His views ére worth
.consideration since his papér'9 M"Policy for Incomes!, published in . 1964
is not rﬁaterially different in.the views- it expresses, from his paper pub-

1
lished in l(calé)g, the "interval having included the compulsory incomes - policy
- instituted . in 1966 and its subsequent relaxation and . final 'f¢olla1'3_ses",
Paish states that 'the r*etu,rp. to voluntary methods (of wage and price
determinatior) in the second half of 1967 showed that the increases had
-been merely postponed!". = The policy, if viewed .in a:leng-term light,
must -therefore surely be regarded as largely a failure., FPaish compares -

this period of two years from mid=1966 to mid-1968 with two other periods

.in .1957-59 and 1961-63 when there were also disinflationary fiscal and

monetary/.....

(10) MFourth General Report! Julyv-"l968 to .July 1969 (Cmnd L130) = p.k. "

(1) F.W. PAISH: "The Rise and Fall of Incomes Policy'", Hobart Paper
No. 47. June, 1969.

]
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r.nonetar*y policies pursued,  including -the 'unsuccessfﬁlf "pay pause' intro-
duced by Mr, SelWyn Lloyd on 196]l. Paish concludes that.the !produc- |
tive potential" and output were roughly similar in all three pefiods and
‘the "incomes policy in the -third period did not result in any significant
reduction. in .the rate of increase in.incomes as the comparable rate of
wage increase in .the two earlier disinflationafy periods was also . between
L,6 per cent and 4.9 per cent per annum respectively.

| (12)

Professor Paish asserts that "on .the face of it, these resulis
suggest that the much more vigorous enforcement of an incomes policy
in 1-966--1968 ‘than .lin .either '1957-59 or 1961-63 has on balahce ‘had no
effect at all", He admits, however, that "such assessment would,
however ,probably be unjust!,for two reasons in particular, . The first is
~that .in the two earlier periods there was not the urgent nee-d to shift
resources from home consumption to manufacturing for export so that
domestic consumption did not h-avé to .be so severely restricted and
there was therefore not as great an . incentive to !'catch up" later when
restraint was relaxed. In 1966=67 there was an "almost. complete
check ‘to -the rise- in consumption! which, observes Paish, was achieved
partly by a rapid rise:in prices of consumption goods and partly (con-
trary. to :-thé general impression) by an. increase‘in 'personal safr%ii?g”,
Paish also .suggests that another reason for -the _-“fastef rise 'in. incomes
than was in the past consistent with similar levels of unemployment may- have
been the introduction of redundancy payments and more generous unem-
‘ployment. benefits which peduced‘ th.e. urgenc;fyi of finding work and so .rew
“duced the supply of labour on the labour market at any given .,lével of

- (14)

1
u.l’lemployment ° Anoth.er/¢ ¢ o

(12)F.W., PAISH: op cit. p 52. _

(13) F.W. PAISH: op cit. p.- 52. It will be recalied that the "Second
General Report!" of the Prices and Incomes Board noted .that from
July 1966 to .July 1967, although price rises were relatively restrained,
they,in fact,rose more .than wages. The'rapid rise in prices of con-
sumption goods' should presumably be interpreted in ' the/. ..
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Another explanation for the changed relationship is suggested by the
Government. itself as well as other economists., The change in structural
unemployment may have made itself felt in so far as those who became
unemployed were unable to supply the type of skills required by those
industries demanding ‘labour, so that wages would tend to rise relatively
more despite the actual increase in. the level of unemployment as compared
with previous periodgo

It is important to .point out that FPaish has not argued that there is
any necessary permanence inherent in the relationship between the rate
of increase in wages and .the ‘level of unemployment, nor that the change
“in fhe ‘relationship in .the period from 1966 to 1968 was a -"flfeak" result,
Although he has provided evidence to suggest. that whenevér :the margin
of unused capacity has fallen below about 6 per cent price inflation has
resulted and trade deficits have appeared, he does not contend that there
is nothing -that can. be done :to reduce this margin Withoﬁt causing inflation,
He states that one ofthe most important factors which determine the
necessary margin of unused capacity 'is certainly the rate of growth.of
capacit.y.itself. The higher :the rate of growth of capacity, the higher the
rate of income growth that is compatable with long-term price stability,
and since -the rate of. incorﬁe growth is assumed ‘to vary inversely with
the margin of unused capacity . .the sm,aller is 'the- margin of unused re-
sources needed to prevent. inﬂét;ion., So far from creating unemployment!
he adds, "a high rate of technical progress makes a:low level of unem-
ployment compatable with stable pric(‘:less)“, Paish also agrees'that 'the
mobility and adaptability both of employers and employees cesoctand) .o

~

the strength and policies of the -trade unions!'" will influence -the size of the

necessary/....

(13). Cont. :the light of their relationship to the rise in wages over the
same period, '

(14) F.W, PAISH: op cit. p. 53 \

(15) F.W. PAISH: "Studies in an Inflationary Economy" p. 3%.



128,
necessary margin., Accordingly,  if the economic conditions that. have
prevailed in the United Kingdom since :the War can.be changed the level
of unemployment and the margin of unused capacity may be reduced with=-
out causing “inflation., Paish has pointed out that '"a country with a 2 per
cent per annum rate of growth and a 2 per cent per annum r?/is_e 'in . in-
comes will remain fully competitive with a country with a 5 per cent per
-annum rate of growth and a 5 per cent per annum risein .incomes ...,
The margins of unused resources and unemployed labour required to
prevent. inéomes from rising by more than 5 per cent per year are
éonsiderably smaller :than tl"lose needed .to ,pre{rent them rising by more
‘than 2 per cent a year, and.the social and political di.tficulties' of main-
taining them consequently less. An .increase-in the rate of growth of
. capacity', he adds, "will therefore not only increase .the rate of growth
in - the standard of living, but will also facilitate the maintenance of étable
prices and an adequate balancé of payments!,

It follows that the observed historical relationship between inflation
and .the level of unemplojrm'ent, in . the post-war years. is not a situation
that must be accepted as unalterable. - Changes in the economy could
produce a faster rate of growth without a higher rate of inflation, It is
the practical difficulties of promoting these changes in the United Kingdom
-that have made ‘the relétionship -identified by Paish appear to be almost
impossible of improvement. Indeed, the changes in the past four years
-have suggested that /the situation .is-indeed, deteriorating, because a
particular level of unemployment. is now ‘associated with a relatively higher
rate of inflation .than before. The recent investigation described below is
relevant to ‘the discussion of this change in relationship. in view of the

‘increased significance attributed to the factor of trade union aggressiveness

An/.....
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(16)
An empirical study by Lipsey and-Parkin ,. in 1970, of the British

incomes policy, concludes that "incomes policy tends to reduce ‘the rate
of wage 'inﬂatidn at:levels of unemployment. Below 1.8 per cent, but to
increase ‘the rated-inflation above what it would otherwise have been
when unemployment is above 1.8 ber cent", Their model is especially
- interesting as. .it suggé-st;s that "a policy that combiﬁés .an.incomes re-
straint ‘W‘ith, the depression of agglre-gate demand suffic?ent to -remove all
- inflation will require a much higher 'level of unemployment than will a
policy ‘that relies‘solely on depressing aggregate .demand without wage
restraint ..... On the other hand, a policy that accepts a moderate-to-
lérge ‘rate of inflation and.seeks to reduce unemployment to-the lowest
possible *le\}el may be more .successful with an.incomes policy.than with-
out it",

The model includes four period(stNhen an. incomes policy of some
kind was in operation as well as periods when .there was no . incomes
policy and where 'the. .‘-"cénditions were as free from policy-on -influences
as we-could make them!", Two r-jeducedmform Phillips curves were
described from the data selected. The steeper of .the-two curves, in
the diagram below, represents the policy-off éituation whereas the flatter
curve shows the policy-on effect. The curves. intersect at a level of
dnemployment of 1.8 per cent and a rate of change of wages of ).p% per
‘cent.

Lipsey and. Parkin assert.that '"the moral of the story: is that to
‘break the existing f;elation ,betWeen éxces.s demand and wage rises and

to replace it by a constant (plus a much weakened association with

excess/....

(16) R.G., LIPSEY and J.R. PARKIN !Incomes Policy: A Re-appr-
aisel", Economica May '1970. |
(17) (1) 3rd Quarter 1947 to .3rd guarter ‘1950,
(ii) Ist n 1956 to 4th " 1956.
(iii) 3rd n 1961 to 3rd n 1964 .
(iv) L4th " . 1964 to -1970.
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excess demand) is not an unmixed blessing!. They contend that such
~a policy ."has most to recommend it if the economy is to be run at a very
- high level of demand and some inflationary price rises accepted. If an

attempt is to be made to reduce demand sufficiently to keep increases

down to the level of increases in productivity (so .that an approximately
stable price ‘level is achieved), then a reasonably 'successfui incomes
policy (with a wage norm) would seem to make ‘the achievement of the

goal very much more difficult than if no such policy were operated'",

“Policy OFR”

W

e

"

The model reveals that the factor of union aggressiveness is insignificant
when .there is no .incomes policy but that .it.is very noticeable in thé
M'policy~on" situation. Such a conclusion may be soundly based. in view
of the increased militancy of -the unions, gsp‘ecially during the past three
years‘in the United Kingdom. "Thus incomes policy", suggest Lipsey
and Parkin, ''seems to create a relation between wage rises and union
aggressiveness where none -existed before', This factor of union aggre-
-ssiveness finds support from the earlier study by A.G. Hines, whom it
will be recalled, contended that aggressiveness was a significant cause
of the rate of increase in wagés.

Harry G. Johnson/......



131.

Harry G&G. Johnson has considered the work of Lipsey and Parkin
Which ‘he says'.ar;gues '-'that the pufposé -of. incomes policy is to change
‘the sloﬁe of the Phﬂlips .curve (specifically to flatten . it) rather -than to
change the const‘ant.term that determines its locét(ilﬁ'l)“. He observes
that their “empiricalt Woric sos0s. Shows.that incomes policy, interpreted
-this 'way, has in fact been sucqessful, but that. because the policy-makers
hév_e reduced the lc?vel‘ of employment. sir_nultaneousiy with .the introduction
of incomes policy, they have in fact achieved the pessimum result of
increasing both the level vof une;nployment and the rate of _mﬂ(;tiln",

Turning to the longer-ferm implications  of -the British incomes
policy, can we discern any,signﬁic_aﬁce m the changed relationship
between productivity, unémployment and earnings? .. At this stagevno
léng-term trend can, of course, be established with any assurance,
although in the second half of 1969 ,and'the’ﬁrst half of 1970 there was av
continuation of the rapid rise in wages despite a level of unemployment
not experienced in Great Britain in peacetime since the Second
World War. Prices, while vlaimgging béhind the rise in wages, were
by the middle of 1970, showi:ilg marked increases as would be expected.
if labour costs rose, On - the 'fa;:e of it the situation would . suggest
.largely a -”coétmpush" inflation in this‘ period, caused rﬁainly by the 'in-
cr'éased .militancy of the unions and the unwillingness of the Labour G‘rovél’*nu==
meﬁt,-vto apply any effective controls on their monopoly power, It is
too soon to conclude that the present change Will be permanent or to
pfedict -'th_ve' directign of 'the ‘long~term .trend.

The Board/....

(18) (19) HARRY G. JOENSON: " Recent Developments-in Monetary
Theory - A Commentary' "Money in Britain 1959-1969"
Edited by David R. Croome and Harry G. Johnson, p. li3.
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The Board for Prices and Incomes suggested earlier when con-
sidering the somewhat inexplicable increase in productivity, that this in-
crease, despite the excess capacity and .the level of unemployment, may
have been due in part to the new and greater emphasis placed on the
importance of productivity agreements and industrial efficiepcy which these
agreements could create. The Board itself has issued two Reports
on Productivity Agreements, in June 1967 and August 1969, setting out

(20)
- guidelines for such agreements. Indeed the Board claims that "it is ...
eess Clear that ,the evidence_upholds the belief we expressed in Report
No.. 36 that 'a prices and incomes policy can provide the most favourable

o - (21)
encour‘agement for successful productivity agreements' ",

‘The result of the trend towards increasing productivity has been
that labour costs per uhit of output have increased at a slower rate
from 1967 to 1969 than in previous years., The following table,
pubiished by the éoard in ifs Fourth General Report is of interest in

this regard. The figures are taken from the Government Central

Statistical Office, Department of Employment and Productivity.

Annual percentage increases.

, in
- Year or Years Qutput per Hourly wage . Wage and
covered at con- head. earnings Salary cost
stant prices., ) ' per unit of
' ' output .
1957 ~.1966 (average) 2.2 6.1 3.1
1967 ' 2.9 4.0 2.3
' 4.0 7.7 Roly

1968

Nevertheless, as ‘the Board points out | this encouraging trend from
whatever cause, whether due to the incomes policy or not, is less
' pleasing when compared with other Western European countries. The

percentage change. over previous years of wage and salary costs per
. S unit/.....

(20) "Productivity Agreements": Report No. 36. Cmnd 33l
"Productivity Agreements': Report No.l23 Cmnd L4136

(.21‘) .C‘mnd L136. op cit. p 3l.
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unit of output.in manufacturing in.certain European countries as compared
' (=)
with the United Kingdom is as follows:-

Country 1961 1965 1966 1967 1968
France - 3.6 2.6 -0.7 3.9 -
Western Germany 1.6 3.9 L.l <1.4 -2.7
Italy 1.3 -3.2 -2.7 5.7 -
Netheriands 6.4 7.0 6.0 2.0 ~1,0
‘Sweden - . . R.E 2.9 3.4 3.1 -

United Kingdom 1.4 5.6 L.8 R. b 1.5

It is worth noting that without any voluntary, let alone mandatory,
-incomes policy,  the experience of West Germany must be not alittle
chastening :to British industry and to the British Government,

¥4

Even if we were,concede that the. "freeze" and the incomes .policy
pursued after ‘the 'freeze!" was terminated, may have had rapid and
significant beneficial effects in .the short-term before its disiritegration
through 'lack of Government resolution or other reasons, the longer-term
results may be more importén_t, although they are much more difficult to
identify with certainty. For in the longer-term some of the economic
rissues are of a rather different kind. Here the p.roblem of ,changing
attitudes. in. industry is of great significance, Ingrained and firmly es-
fablished' attitudes by uni.ons-to -long=-standing differentials for different
jobs are not quickly susceptible to change. The problem of wage
"comp’arability'” touched on earlier is also nét easy. té change, Disputes
over thé demarcation of jobs sustained for many_Years need very care-
ful handli.ng if they are to be solved. - The problems raised by the in-
stitutio_nél framewor-k»inv.the Uﬁited Kingdom maf also provide many obh-
stacleé to .efficiency and economic growth, and may impede a more

.economically sound wage and income structure. The longer-term

issues therefore raise considerations of changing the whole pattern of

industry/....

(22) Source: "The European Economy in 1968" U.N.E.C.E.
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industry and-the social and political climate in which industrial production
_is cafried on. An incomes- po!icjr if designed purely. to combat inflation
mas; pdssibly achieve this by short-term measures sﬁch as stringent con-
trols over prices énd wages but it may in the longer-term assist in
directing or at. least. guiding the behaviour and attitudes of both sides of
industry. It may do.so but there 'is no certainty that it will, because
if the trust and confidence essential to .change long—st'anding habits cannot
be fostered because of the hostility and suspicion existing within the
society, there islittle likelihood .that any incomes polic;y will lbe success-
ful except in the short-term. Even then-it may be that ot;her"‘economic
measures would have achieved as much with less.ill-will.

It has frequently been claimed, probably with a good deal of
justification, that the highly decentralised form of collective bargaining
in the United Kingdom has militated strongly against a successful incomes
policy. The 'tradit;ional system has been evolved as sectional collective
- bargaining. This form of bargainijng has been accompanied by no
ceht];‘ail co-ordination with the result that the agreements made have
“been ‘arr-ived at independently of what may have been agreed between
unions and employers elsewhere in the economy, The Trades Union
Congress has no .effective control over its members., It does. not;
forvexample, cohtrol strike funds. This sort of central union control can
undoubtedly be an effective weapon. On ._the other side of industry, the
central employers! organisation, now known as the Confederation of
British Industries (the reéﬁlt of the merger of three former organisations)
‘ is in a. rather similar Vposition.in regard to its members. It has no
conti;’ol' over -their aecisions.

it must also be remembered that collective bargains  in ‘the} United
Kingdom are voluntary in thaf they are not legally binding contfacts.

This means that they cannot be enforced .in a court of law. Thus
"unofficial'/. ..
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"unofficial" strikes for any grievance, whether sound or not, are pre-
valent, partiéularly where ‘there is miltancy among union officials on -the
shop floor. They cannot be effectively controiled by the union .leaders,

An added complication in Great Britain is that there is a great
~deal of inter-union rivalry, a.ndA competition for members., This, in it-
sélf, may provoke excessive pay claims and may. create more work
stoppages through strikes as unions attempt to retain and expand member-
ship on .the basis of obtaining 'r-elatively better pay or other wor-king-Acon-
ditions from employers. This makes acceptance of an incomes policy
wvhich‘institute's some central direction and control much more driffi.cull:°
The traditional barriers to acceptance built into the ‘institutional structure
are therefore much stronger in the United Kingdom than.in some other
European countries, The debate as to what should be done ‘to 'improve
industrial relations has ranged far and wide from éuppor_ters of highly
centralised negotiations to those who would prefer to rely almost: eXxe=
clusively on work-place bargaining, Possibly what is most needed if
an incomes poliéy is to be workable is some structure along the ‘lines

(23)
suggested by A. Flanders, that is, "a fully developed three=tier system
of industrial relatidné eos.. a top tier of central or truly nlational negotia~
tions above industry level and another bottom tier for supplementary and
.compatablé workplace negotiations”. <But...t.:he problems of getting such
a system permnnently off the ground will be immense.

It would not be inapposite here to .consider, veny briefly, the
Scandanavian machinery for wage negotiation. Economists,: in despairing:
of the British system, haV"e sometirnes ‘held up the nordic countries as
examples of how a wage determination. process should operate.

It must/...

(R3IALLAN FLANDERS : "Industrial Relations : What is wrong with
the system? .An essay on its Theory and Future! (1965) p. L9
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3 It must be said at once that in Sweden, NorWay, .Denmark and
Finland there is no .compulsory incomes policy as there has been:in the
~ Netherlands. Furthermore, the machinelr'y.:in each country is different
,thbugh_l.there are significant similarities. In addition, there have been and
-still ére severe stresses and strains in the wage bargaining system.
'Restraint has not always been evident in negotiations. The systems. in
.these countries are far from ideal and inflation has been just as pre-
valent and worrying as it has been inthe United Kingdom, Price con=-
trols are not unknown but only Denmark has experienced a ,'_'fr.'eeze” on
incomes.

It is necessary to understand.that the central negotiations between
the employers  organisations and the representatives of organised’labour
W'results.eésentially in a 'frane' agreement setting certain limits to sub-
sequent. bargaining within the individual branches', observes .the United
| (24)

Nations' Report "Incomes-in Postwar Eurocpe'". It adds that '"central-
bargaining éets the strategy and pattern.fof industry bargaining, or for

- bargaining at. the :local or enterprise level. It.‘ is not a substitute for
‘sectional bargaining', °~ There is no government determined ceiling to
Wage increases.

Nevertheles.s the central. 'frame' does help to provide co-ordination
that is econonﬁiéally. valuable, It offers a way to achieve an overall
appreciation ’of how wage changes are ‘likely to affect the economy yas a
whole, Forecasts of price increases vand wage costs per unit of out-
put can be made more '.readily.. It obviously helps in the management of
lvtv:he -economy to have a more accurate guide to changes in wages, and

their /onoon

(24) op -cit. Chapter 4, p. 5.
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their . likely effect on the -economy, s'o "thaﬁ,-the use of other economic
"instruments may b.e appliéd when nééessary. In so far as the central
bargaining of wages effects inéomes ‘policy, the United Nations Repdrt
lists the main characteristics as being :'!f,he inevitable involvement of
government,in‘.-the decisions and an inevitable concern on.the part of .the
| (25)
negotiators with general considerations of economic policy.."::{jﬁ__‘ 'i.,fiihe
siénificance of these characteristics . 1s that negotiators are, in pr-actice,'
obliged .to concern themselves with the economy as a whole. They
cannot escape into.independant sectional bargaining and disregard
national considerations. Thus, despite :the fact.that individual unions
are naturally pre-eminently concerned with their own members! welfare
and pay, the central "rame!'' prevents them straying too .far from national
economic ‘issues. They cannot simply ignore factors which affect the
country generally, as can a shop steward at plant level, when ther-/e is
‘no central control.

Alf.hough the Governments in the Nordic couﬁtries do not intervene,
as-in Holland, in wage determination, their views are not disregarded
by.':the. central bargairers on. both sides of industry. The Government,
particularly ;n Norway, does make its influence felt but this is not. the
same‘ as a mandatory incomes policy of direct intervention.~by -the State
by the imposition of;z:eiling on Wages; Wher-e':,t.he State has instituted
pervasive price controls, they have been, essentially; -temporary mea-
‘sures arid-not,.except, in Norway, a relatively permanent part of the
‘economic system.

Finally, the ‘central organisations on both sides of indﬁstry have a-
much greater moral and -legal -control over -their members., It is prob-

ably an accurate assessment to conclude A,tha‘t Malthough the final agree .~

ment reached in central negotiations 'is subject to approval and application

by/. ..

(25) Op cit, Chapter L. p. 7.
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by .their constituent members, yet.the central organisations themselves
must be able to exercise considerable authority. It is for them to
(26)
~ attempt to reconcile -the competing claims of their constituents!., This
.vreconciliation has not always proved successful or acceptable to :various
interests. But such a reconciliation must alw‘a‘ys-involve a .compromise
which leaves some discontent. The political and social climate 'in the
Scandanavian countries has been oné factor making a compromise
““economically effective,

The attempt by the British Government in 1969 to introduce legisla_;-
tion to .delay strikes in breach of negotiated agreements was, as  we -have
seen, a failure because the attitude of the unions was sufficiently hostile
to induce the Government to retreat. Should.-Athe attempt be made again?
Is it worth the trouble andthe friction it engenders? Would such. legis-
‘lation make a material difference to Britain's economic performance by
reduci;'lg strikes which increase average costs through lower -outp.u.t.
These are some of.the long-term aspects of an incomes policy, but these
aspeéts .directly and-indirectly affect the rate of in:flation‘in an economy.,
They are therefore rightly part of any policy. designed to control in-
flation, Eut,,it,,is exceedingly. difficult to change attitudes through legis-

' 'iation, so perhaps an-incomes policy incorporating somel compulsion .to
ensure -its compliance, is not at present a suitable economic instrument. .
for :the United'K'ing.dom, -except as a short-term !"crisis!" measure. The

(27)

National Board for Prices and Incomes has contended .that ' .the pur-
‘pose of -the (incomes) policy is long-term as well as short-term in two
senses:  first, it is designed, by helping to contain costs and prices,
to overcome the short-term constraint imposed by balance of payments

considerations/..... ..

(26) '"Incomes in Postwar Europe!": Op cit. Chapter 4, p. 6.

(27) "Third General Report'': op cit. p. 4. The Board was replying to
the contention of the Donovan Commission's Report on Trade Unions
and Employers Associations, which stated that "incomes policy is/
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considerations and.so restoreb the objectives of steady growth and: high
employment; secondly it is designed to act as an essential complement
over time to the other weapons of economic policy". No .doubt - this

‘may be the objective but here there is no mention of compulsioh and
in'deed the Board itself can only operate in terms of the powers. given

it from -time. to time by the Government. In fairness to -the Board,
how_ever;r_it' has more than once emphasised .vt.he essentially complementary
: nature of an incomes policy. But,-thé central proﬁlem remain unanswered,
What powers of intervention will theb Government need to make an incomes
poiicy effective in-thev United Kingdom and will the end result not be better
achieved by some other means? If the Board for Prices and Incomes |
disappears -into:obscurity as did .its predecessor the Nation.a.l .Incomes
,Commission; what measuresw‘ill be required to replace whatever vin‘fluer‘lce
‘it may have had? Possibly -.there may be a case for retaining :the Board
or setting up . some -o_rganisatién or body whose objective would be to
attempt to-influence, over the longer-term, the attitudes within industry and
‘the behaviour of both organised labour and employers and so .encourage

a. better -utilisation .of the resources of the nation. But if this is really all
that é.ny United Kingdom incomes policy is to be,-in so .far as:it is
-concerned with 'mﬂatiop, such a policy would'be purely. voluntary. - Its
'vélﬁe will depend on-the degree of influence that. it c-an.effective_ly- impose
on industry and upon the Government in adopting other economic measures
such as fiscal and monetary policies to achieve the same ends. The

history of similar bodies in .the United Kingdom is most discouraging.

-

(R7) cont. is concerned with the short-run improvement in the country's
- economic position and has been revised at fairly frequent
intervals'.
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It is of interest to refer to two views expressed at different
(28) :

perieds by C.W. Guillebaud. 1In 1951 he ended his “lectur-ev'f with -the
following words which are'nét very dissimilar to those of FF.W. Paish
in more recent yearé - "So long as inflation continﬁes", he asserted,
M"a central policy for wage stabilisation is impossible; as soon'v as inflation
ceases, .it will be unnecessary'. In 1967, Guillebaud coﬁceded that
his statement '"needs a good deal of qualification'". He consider-sv:thvat
the first main clause is HMonly valid in.th_e sense that any incomes policy
. directed to keeping the growth of money incomesninliné with the growth
of aggregate productivity must breék down if .the degree of inflation is
sufficiently great'. He contends that.,the' degree was .present,in,~1960v—61
and in 1964-65, It is, nevertheless, not clear whether he means that
~the inflation will be anticipated and wages 'forced up in advance of price
increases with the result that wage increases will more :than compensate
for -the "increase in-the pricé level, Possibly he is. implying that in-
flation will result from --"'c.:-ostwpu,sh"' factors in sectors of the economy
where there has been no improvement.in productivity. Guillebaud
qﬁa}ifies his second main clause with .the view that it requires anl-m\'justifia\:-—
ly great,-degree of unemployment and excess capacity to keep wages and
salaries at the desired limit. He now considers - contrary to ,l;,h'e
Paishian view - that such a level would be politically unacceptable but
does not offer any evidence asto what the level would most likely be,

Those countries such as Holland which have had a more centra-
‘lised system of collective bargaining for many years and have experienced
di;'ect Government interventioq ‘or countries such as the Scandanavian

nations which -have no .direct intervention - except for certain price controls

—but/.o.....

'(28) C.W. GUILLEBAUD. op cit. p. 74.
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- but possess a more appropriate institutional framework,do not over -the
‘long-term appear to have coped any better with secular inﬂatioﬁ-than
West Germany and Italy which have no such incomes policy and whose
climate of opinion and . institutional framework -is in many fespects differ-
ent. We shall examine .in the next chapter the experience of Holland,

ab smaller and relatively more closely~knit nation than Great

Britain = to.see what lessons she can teach such countries as the

United Kingdom whose growth rate has for many years been,éo disappoin-~-
ting. But.it must be stressed again that a policy which is suitable for
one country may be both inappropriate and unacceptable in another,

The relatively successful mana.gem‘ent of the Dutch incomes policy in the
‘immediate post-war years was almost certainly due to .factors which were
not present when .the United Kingdom attempted to introduce hers.

If the British experience can be summed up at all, perhaps all that
we rhay claim é-“é«:that,,it/ had some short;ter'm ‘beneficial effects which
cannot be measured Wii?h any precision. In ‘the long-term the answer
is even more -uncertain;o If the incomes 'poliéy as a whole and the
influence of the Board for Prices and Incomes in particular, have
-succeeded in changing sttitudes, dismantling restrictive pract{cés and
allaying long-standing fears of .redundancy and unemployment and effectively
promote :the mofe -efficient utilisétion of all resources.in the country, a
great deal will have been achieved. But.the words of the Boar;i in
1969 sounded a sombre note which subsequent events have not contra-
~dicted. "From the long-term point of view'", observed the Board, ".....
expectations with respect tothe growth of .incomes had increased and were
'.incrfeasing' independantly of any poiicies eeceos Whatever :the cause, they

‘may make .the successful implementation .of the (incomes) policy, ingte_i"ms
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of modifying :the rate of growth in money earnings in relation to the =‘rate
of gfowth Ain productivity that much more difficult, though -that much more
'necess(azr'gsr)". If the Government had been seen to have taken -these
corﬁments more s,eriou_s'ly theri, the ensuing wage and price spiral
which gathered force later in 1969 and in the following year, might to

some extent have been avoided, if not by another "“reeze', then by

alternative measures.

- == 000 = ===

(29) "Fourth General Report'": p. L.
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CHAPTER _MIII:

The experience of the Netherlands in-the imposition 'of a .compre-
‘hensive prices and incomes policy immediately after the Second World
War servés as a valuable illustration of what such a policy can achieve

‘both in-the short-term and in the long-term .in a particular - institutional

 _environment and under a climate of co=-operation .from all sides. A

national pélicy such as Holland's, as we haveindicated before, cannot .
- necessarily be transplanted successfully in other countries, in any of the
particular variations :that it has assumed since its inception. Nor may
some portions of it be the best, or, even, appropriate substitutesv'for
other -economic instruments -such as fiscal and monetary policies Whiéh
might have served the country better in some circumstances. Indeed,
Professor J.-'Pen.\has remarked that "in many respects Dutch wage

(1)

policy is an improbable affair!,

At the end of the War, the very severe damage which had been
.inflicted on ...the Netherlands made drastic éctidn by the State essential to
‘achieve a rapid economic recovery. The ‘Dutch' had,: indeed, -to ‘re=build |
a very substantial part 6f ttheir capital stock. The Government, unfortu-
nately, did not rherely have to supervise .a .change over from war-time

to .peac’e-tim._e production., Inflation was a very real vthreéiit, particularly as
v-exports »compriséd a very. large portion of total output. The Dutch
authorities considered . that only an extensive direct intervention:into the
pr.ice and wage determination ‘_proce‘ss., would be sufficiently effective in
.these circﬁm-sta.nces to -ensure recovery., The pre-war system of
collective bargaining was not considered suitable in .the prevailing condi~

tions.

In . 1945/...

(1) J. PEN: "The Strange Adventures of Dutch Wage Policy"
British Journal of Industrial Relations., 1963. p. 3l8.
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In 1945 .the Foundation of Laboun was. formed. and consisted of
representatives from -trade ‘unions and from employers! organisations.

(2)

"The interesﬁ; of the Foundation' noted B.C. Rober"ts; , 'embrace wages,
social insurance, “health and safety, productivity, technical training and
- employment, It does not include under. its Jurisdiction  the 'broad-.issues
-of ‘economic ~polic‘y,‘ though it cannot ignore factors ‘that will inevitably
effect. the ‘levels of employment, wagee and prices", |
The Foundation did not have ",legal powers and so it was,:in
-effect, no more-than a-voluntary organisation. It was under ‘the  super-
-~vision of the F-oﬁndation nevefthelessv,that‘;”the major pay negotiations
Avtake-place‘between the ~:trade'union_,fedenations and central enployers:!
organisations .....(and) those central negotiations :lead to. a>-fra¥ne
agreemen_t or -guidelines -to :be followed in subsequent. branch. andlocal
(3)

. bargaining.,"
The ‘direct. intervention in-.the wage fixing process was through the
‘vcre.ation of a B'oarc'.l of State Mediators, which although .composed -of
independent expe.rts wasresponsible ‘to the Minister of Social Affairs. -
Although ‘the Foundation of Labour was a »voluntar& body,.t'},le ‘Board
" had .the . statutory. duty imposed'-on-;.it.. to .consult,fthe -.T!FOunda/t/ion, before .
making a .dec;lsion'..in-respect of matters normally W'ithin,,-_.the- sphere -of
interest of 1:he' Foundation itself. Accordingly, the Board .of State «
| the power after consultation with -the Foundation to prevent

‘Mediators had

greements from being implemented .if -they appeared to ‘be in contra-

wage a

vention of the -existing criteria for wage increases prevailing from -time 'to
O

-time. Pen has/....

(2) B.C. ROBERTS: "N ational Wages Policy in War and Peace'.
pp 118-119.
(3) NITNCOMES IN POST-WAR EUROPE"Y,

Chapter 4, P. <.

-1967. U.N.. Publication
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Pen. has s_tated that it is too crude to say that wages were simply fixed
by thel GoVernment; vthé interpiay between .the two agencies (the Board
and the Foundation)was much more subtle, "

It is,nevertheless, important. to view the Foundation as well as the
Board as pért of the whole national planning mechanism in.the Nether-
‘lands and not as operating separately or -independently of the -economic
planning structire and econometric models developed and applied by .the
-Government,

In 1950 a-further body was established, This was the Social and
- Economic Council, This organisation was composed of representatives
-of the unions and employers and, in addition, céntained persons nominated
by the State with a view to ensuring that the general interests of the
public. were not neglected. The Council was to some extent under :the
guidance of the Central Planning Bureau, and in practice it has proved
‘to be of value in.assisting both sides of industryin coming to an agreement
which ‘satisfies‘.the ecénomic .criteria laid down to deal with specific econo-
mic situations, The Council, however, does not. take any direct part
in - the negotiations between -'unions and management, Its activities to
some -extent. overlap with other bodies but in the earlier years -of its ’éxistence
there- was n§ ;undue friction because of this, .

Before exa.m.ininé the development and effects of the Dutch incomes
policy it is necessary.to say something of -the institutional and social
conditions within which' it- had to operate :in the more successful period
_imrnediately after the War, The background against which the policy was
administered was almost certainly one of the principal reasons for -its

success.
It/...

(E) J. PEN: "Income Policy in the Netherlands 1959-1963".
Scottish Journal of Political Economy, November 196L. p. 183.
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It has been suggested that Holland provided a ."laboratory. ‘test;
- launched in as ideal political and social conditions as are likely to be
found anywliZJ)?e”. This statemevnt implies that if a comprehensive incomes
policy is likely. to be effective in securing control over the r’até -of" in'ilation;
- no better case-study could be found than .the experience of the Netherlands
because of the political and social climate .in which it was. instituted, -
Hennessy remarks that "during the war employers and union leaders,
patriotically an#ious to sabotage the -enemy occupa.tion,, had become
accustomed to work together.-in secret conferences which created goodwill
to .continue ,to_ ,co-e-operafe ‘in-the tasks of peace''. We have already seen
that in - the United Kingdom -theilongwstanding ‘suspicion and .deep .distrust
between employers and work=-people and between large sections of the
-Labour Party and.the Conservatives made the:institution of an incomes
policy such a daunting undertaking. This, together with the inability of
the Trades Union Congress in Byitain.to acquire effective aﬁthority over
-its constituent ‘members -made -the irriplementation of a voluntary incomes
policy virtually impossible and a compu}sony incomes policy exceedingly
difficult. to achieve except during.the 'freeze'! in 1966 and 1967, Hennessy
adds :that., "the "devastation which ,<Holland,' héd suffered (during -the War)
+had made .eve.ryone-'believe -that a- common and national effort was ‘needed
for ‘recovery and .that extensive regulation of the -economy was indispen-
‘sible, The election of a Socialist Govérnrr;-ent was hailed . as ;ushermgcin
a.new ,era.qf. planning ‘and. social justice'', |

As..the'inc;Dmes policy formed a part of .the whole national pll.anning
-model. in -the Netherlands economy it was.an -obvious means for achieving

not merely control over :the rate of inflation, - but also .to .ensure .that

social /.. ...

(5) JOSSELYN HENNESSY. "Incomes Policies in Europe'.,
Part II, 1964, p. L48. - .
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social justice-was,seén to be a fundamental element of the incomes policy.
In so:.far as the various organisations and the State were directly and
-indirectly associated with .the determination of wages and prices this.

was viewed by many as the bestmethod of attaining social justice. This
attitude was 'veﬁy strongly held as it was widely felt that social justice
---even.if such a concept cannot be defined with precision was not
always achieved when wége negotiatiqn was left entirely to the relative

. power ‘of each side of industry as determined by market forces, -the

size of strike funds, the labour supply in particular industries and other
purely_ Meconomic! forces at any moment intime.

The "legislation . introduced .after the War to provide for wage :control
and the necessity for -official approv.al of collective agreements was -.,the.
-N"Besluit Ar"beidsverhoudingen,” of October 1945, This Extraordinary
Decree did not include all groups of employees., The system of wage
regulation: introduced by ‘the -Decree did not extend to..the civil service,
-teachers, domestic.servants nor .the salaries -of executives and staff
employees, | _Groups which were not covered. by this iégislation were not
necessarily free of central control as their wages could be fixed by the
-central agency, name_ly.‘.the-B'oar"d of State Mediators. This applied . in
particular where ‘therewere no collective agreements 'in existence.

The Dutch planning mechanism and .the - criteria for wage increases,
have'beeh:‘based’largely on exceedingly complicated econometric models,
which are almost. incomprehensibie‘to the general publiq, Nevertheless,
as -the public :did -trust..the vGoAvernm-en’t, at. least in-the »eariy;years of
its iimplémentation and Ihad .confidence ‘in .the .independent. e#pérts ~and
moreover, recognised the need.for considerable direct.intervention by
the State, there was much less ‘likelihood of friction and '.instra.néigenlc.e.

Until/. ...
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Until -the 1960s strikes were an unusual occurrence, Some unions had. for
long advocated that jobs should be paid according to certain social criteria
rather 'than.purely according to market derﬁand or decided by monopolistic
‘power, This appealing concept lay behind. the -vefy extensive  job -evalua-
tion investigations carried out in Holland .in order to .dete‘r-mme an accept~
able rate . for -the job,: irrespective of whether a particular industry could
pay morée-“because of its .greater productivity o,/;profitability, As
R.J. E(3a1)1 +has remarked, job evaluation with -the underlying principal
of equal pay for equal work and implying in.effect that the value of work
is intrinsic 'to the work -done gives effect to -the concePt that pay 'should
not be governed by the level of demand: derived from the value  of -the
-product .in the -open market,  Social justice rather .than market forces .
determine ‘the rate for the-job!, |

In‘thé years.immediately following ‘the :end of the War .and. in the
early years of -the next decade wage .increases were related to:the in-
‘crease l-_in:the cost of living, so that in the period real incomes did not

(7 (8)
show af:r{ise.‘ The United Nations survey.''Incomes. in Postwar Europe!
claimed-vthat"'fof nearly ten years after liberation, -the central pay

. settlement took .the form of uniform and modest percentage ‘increases for

all branches and occupations, justified .only by increases in the cost of

living/.......

(6) R.J. BALL - "Inflation and the Theory of Money" p. 297.

(7) It has been argued by some economists that in certain countries in-
flation has been accentuated by tying wage agreements or.wage in-
. creases -to:the cost of living .index, This is because the index may,
© for -.example, show 'a rise due to a temporary increase in imported
commodity. prices. - If this increase then becomes added to.wage rates
“it. will tend to perpetuate ‘the ‘increase . in prices because of higher wage
costs, This is, probably, only true where increases 'in wages are ad-
justed monthly or at very frequent. intervals., Italy has ‘been cited as
an -example, In Holland the cost of.living index was not specifically
~included in wage agreements.

(8)Op cit. Chapter 4. p. 3.
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living (themselves due mainly to import prices and other -independant
fofc_:,es)”. This survey considers that by 1954 Holland was about the
only Western'European countr.y.'s-”in whi.clr; the;:-e -4~h(a‘ah~‘been n.o:-increase
-in real hourly wage earnings since 1948". Such a-concl.usion may be
a somewhat bleak assessment. Other_economists-lhave suggested: that
- in.the 'late :1940s the relaxation of physical controls and.the disappearance
of conéumer .go'ods shortages had given a wider choice and so an.in-
crease r'in real income, However.:this real increase wés Iﬁrobably re. -
.ducedin. the first few years of the following decade as a result of the
greatly increased price of imports caused by the Koreal"l_War so sthat
prices rose above the increases. in wages, thereby reducing real income.
The Dutch aﬁthorities in calculating pay scalesfor the establishment
of the complen;l/.inco;me -determination system decided.to retain, by and
‘large, pre-existing pay--differentials., Having set wage rates:for un-
skilled workers, a differential of 10 per cent was . established between
these workers and slemi-skill_ed employees and a.further 10 .per cent
-between semi-skilled and skilled. .There was a series of adjustments
dufing -the period from -1945 .to 1947. As a result, although _sl;lled
© workers still received 20% above  unskilled workers, semi-skilled
.received. about 7% to 8% more ‘than . unskilled. The differentials remained
relatively constant during-the ensuing twelve years. The methods used
vfor job evaluation were carried out exhaustively and: both maximum and
rvninimum. :v:rage -rates were :fixed. Infringements. of these prescribed
rates made -the offenders subject to pré:secuti_on. . Wage differentials are,
as we know,gfte_n of relativelylong—standing existence and even Where
‘technological changes and market and zsocial forces tend to alter them,
‘they. can often be perpetuated by the attitudes held by union membefs.

The/......
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The -Dutch incomes policy tended to .perﬁetuate -the existing differentials
although Whether..'tirle.~."social justice'v' element. in the :fixing of wages w‘and
prices . and the retention of differentials was economically soun‘d‘-is a
matter of controversy. It seems clear :that unless the rates appeared
-to the majority of the population to be egquitable their implementation
would probably have been impossible in peacetime conditions, even.in the
relatively_ helpful social climate of the Netherlands immediately after -the
-War,

The Dutch economy showe_d. a -very substantial recovery. by 1955.
The problems and disagreements which, however, had not been
sufficiently strong to. intrude damagingly into the economy, now began
to .emerge with considerable strength. Perhaps .the most important was
the growth of the feeling that.the direct intervention by the State:into
the  fixing of wages was no. longer essential in view of the ‘relatively
‘healthy étate of the economy. This view was shared -both by employers
and by some, though .certainly not all, unions. The Socialist unions
vstill favoured Government control. However, there arose during this
period a general discontent Wi@h and - opposition to Ath'e principle ‘of equal
pay for equal work. Emplo,.yees, in the more »pfoductive ‘industries felp
that they should receive some additional benefit in view of the increased
productivity for Whi'ch ‘they regarded themselves as having been, in part,
vr.‘espdnsible. - Accordingly, the qgestion of economic criteria for Wag-e"

rises ‘began to make itself felt much more strongly and .the concept of

i

"solidarity" was n-at'ur'ally. less appealing to .‘employeesf.in growth-oriented
and pfoductiv,ity—minded enterprises. |
Initia’llvy the Government. tried to resist this demand for greater
weight to bé attached to .the forces of the open market in deciding upon
wage increases. As the economy expanded and:the demand.for -labour

increased, there was the strongincentive for employers to pay “‘'black

wages/.....
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wages énd, ‘indeed, wage drift was very difficult to contrel, The Govern-
ment realised that it was no .longer: feasible :to :retain the strict criteria
-over wages that it- had maintained up until then, The period of growing
unrest, dissatisfaction and resentment among both employers' and labour
rpade it seem possible that the whole pay structure was in danger of

collapsing. In _particular, some workers demanded greater differential

increases -and although this . was opposed by the Socialist unions one.
economist has since remarked that. their efforts to enforce '"solidarity"
were ''as effective as Canute's. to the rising .:tid(e?“). Thus, as.-the
‘economic position made for a build up of excess demand  the policy of
Mwage Ganraination”,‘ started to disintegrate under. .the economic and
political pressures against which it tried wvainly to fight.

The Dutch Government had, however, been,rﬁoving very slowly
towards .the :recognition of wage increases in terms of productivity. gains
-in pérti-cular industries from 1956 .. In that year pressure for wa’vge
‘increases - had mounted as there had been two years of rapid economic
-expansion, - The Govérnment, like many Governments in. a similar pre-
dicamerit, was fearful of the onset of inflation as unemployment. had. declined
from 3.5% in 1952 to an avefage of 1.3% in 1955, It was, moreover, to
.»de.c,li’ne further to 0.9% in 1956. The unions argued that.their share:of
wages .in ‘the national income had .declined. . The Social and Economic
Council, which, it will be recalled, was set up in 1950, issued a report

after it had instituted an enquiry. It conceded that wage rates had:lagged
but. that earnings had not. The Government _at l_éngth .cons:ented.:»to an
across-the—boﬁrd .increase of 3% .in basic wage rates. They also agreed
v'-'thét an additional increase of up to 6% could be made by individual indus-
tries, This additional maximum of 6% was subject to.the condition that

-not/....

(9) JOSSLEYN HENNESSY: op cit. p. 49.
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- not more'_than 3% of .it should be pasSed on in increased. prices,
Furthermore, -the initial overall basic increase of 3% was not to be passed
on.in. pricﬁes,.. profits- having to bear the burden. of the inéreased .cost.
- The real significance of the 6% allowance for individual industries was,
of course, .its ‘relationship to .profits and. in particular to productivity.
Thus there was a tacit admission by the Government, that.the concept of
job .ew.raluation which was not influenced by m,arkef. forces was to be
modified in-sofar as increased productivity permitted larger increases:-in
some industries .than in others. As B.C. Ro(‘tigzﬂts .has observed 'the
abstract conception.of social justice which had been at.the heart of the
attempt. to .co-ordinate wages scientificélly had e%ridently not provided
workers or remployer-s with’vthe satisfaction -anticipated!. :A;Ithough..the
6% was intended to be .the maximum at. the .time,it is clear that most
.industries agreed to .the full percentage,  irrespective of relative producti-
vity, mainly because -the demand .for labour was very high. - The only
- major -exception was.in agriculture. Unions, in fact, tended to .preés
for -the m_aximum increase as a matter of course.’ This approach was
similar to that adopted by the unions .in Great Britain.in 1968,who had
‘regarded .the 33% maximum laid -down by the -British Government as a
minifium. In 1957 and 1958 there was a recession. in .the Netherlands
which alleviated the vlaboul;t_ shortage. 1In.1959 as the economy expanded
the Government started to .look more closely at the problem of wage
‘rates and differentials.,

In 1959 a.new  Government was retur;nedAto power composed of. the
‘clerical and:liberal partie‘s-and-without socialist members, With .the de-
parture of thé Sécialists from .the Government -the parties in power laid

down new criteria for increases in pay which were directly related to

productivity/. . .

(10) B.C. ROBERTS: op cit p. 17,
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prodﬁctivityr increases. There was now explicit, and ‘not merely implicit,
récognition by the State of the need to allow market forces.a more
-effective, but by no means an exclusive, say in. the determination of wage
‘rates., Unfortunately, the Gox}ernmentv s .criteria for determining produc-
tivity increases was very far from clear. There remained therefore a
‘1ot of dissatisfaction and not alittle uncertainty .and confusion in.the various
sectors of the economy as well as between _em_plo-yers énd organised
‘labour., This 'lackr»'of.cl.a}rity was, to.a limited extent, rectified bj the
Government. in-1960,w.ith".a.L revised series of instructiqns,but.-there »was
still great difﬁculty. in deciding not only on an adequate -arid,acceptable'
measure of industrial productivity but also . on an acceptable base date on
which future producf:ivity would: be céiculated.

In 1963 .the new -system was eventually implemented, not, however,

without a good deal of animosity being engendered:because of the frustra-

(11) '

prevailing. Although‘som'e'industri'es and-firms were apprehensive of

tion felt within industry at. the extent of Government intervention still

what greater economic freedom might mean in.-the way of added§ unien
'preséure for sustaining higher pay claims, some of the:largest firms,
appear to -have welcomed .the '-.lessening- of State-intervention andj .much
.preferred -to:negotiate with .greater freedom with .organised-laboun at |
‘industry a_nd‘mev-en.plant, level. | |

The moét significant change in .the new .system introduced in 1963 was
that. the F'oundation. of Labour and not .the Board . of Mediators should
-thenceforth approve branch agreements., . This meant.that "the:internal
co--ordinaf.ion, andu_the_' Government's authéreity..;to appi_‘ov—e or disapprove

agreements would normally be exercised -_jointly by the central union and
.employers/....

(1) J., PEN remarked . that by 1962 '"faith in.the Government had dis-
appeared .....employers and workers wished to be free of Govern-
ment. intervention". "The Strange Adventures of Dutch Wage Policy"
Op cit. p. 326. '
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i

| emplqyers organisations-in the Foundation: of Labour: instead .. of by -the
| (12)
official board ..... which had previously performed ‘this function,"

Despite -the vchangell;in authority, reserve.powers were - retained
| by th-e'Board so-thigt agreements which were thought not to be 'in;_the
public :in,terves‘tv could be prevented:from 'bemg--iﬁplemented. The State
- could also. authorise a:temporary ‘''freeze'" on wages should it. regard
the economic situation . sufficiently serious ‘to ‘gjus,tify, thié direct. intervention,
- This type of "freeze' was also adopted.in other cou.nt‘fies suc;h as
.t)enmark and - France'in 1963 and 1964 .(not to mention the United King-
vdom: iri'.1966 and 1967) but inthese two .Continéntal. couﬁtries there was and
~is no formal. "incomes policy! of either a.voluntar.y or -compulsory natufeo
The acceptance.by;ithe Foundation of Labour of the responsibility
for approving agreements was rot without. its disadvantages. From then
on union leaders could not escape criticism by union. members, by
absolving themselves from responsibility for unpopular waée decisions.,
Until the ‘transfer ‘of authority the Board of Mediators couldl always be
‘blamed if: uﬁion.m,embers did .not receive what they thought was their due.
The Bﬁoard:had accepﬁed this requnsibility and.sd .the Foundation of
Lab'_.o:ur -coﬁld always passvthe-bl}a"m'e,vif..it so wished, to the Board.
It could do ‘s‘,o no ;loﬁger. The Foundation had now to:face -the: strong
_criticism and pressures-that built up Qimm't industry and _it. hadv«,itse]i |
to .find acceptab_le solutions to ‘these »ﬁroblém;sa The Fou.ndationcou.l.d
»ndt, -in practice, act With -the detachment and.independance notable 'in
vthe decisions of the Boall"d. Life for thé Foundation. became  much more

difficult and-the tensions within it more evident,

It was/....

~(12) "Incomes in Postwar Europe!", op cit. Chapter 4 p. 4.
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It was unfortunate for :thev Dutch economy that. the new éys,tem of
wage determingtion. should have taken place prior to an. increasingly
-serious .shortage of labour, - The result was -that.the anticipated.in-
‘creases proved. to. be far less than those:that occurred. | The pressure
’ of.dfemand made it impossible ‘for .the G—ovevr-nment or Ehe Foundation to
prevent increases well above those they had thought acceptable.

What has- been: described as a "wage -explosion! ‘took -place in .1964 and
1965. Employers were. again prepared-to pay. ''black' wages as ;'théy

- had on previous occasions when there had been a serious:labour
shortage. Accordingly both wage rates. and earnings rose substantially
and price: stability could not. be maintained. In-1966, the -Government,'
-éxtr-emely concerned about-the .escalation of prices and wages, for a
short while took- over irom the Foundation.the power.to.approve or
disapprove agreements: by transferring t hese powers to the Board.

The Social and Economic Council which was at.this juncture
‘called upon :to :report on .the need for revision of the “Wage ‘determination
process thought that the State should still retain authority for approving
collectively bargained agreements, Nevertheless, it was clear 'ﬁhat
there was a substantial minority within-the Council that was of: tﬁe_opi—
‘nion :that despite the ultimate authority of the Government for the .deter-
mination of wage policy, direct. inte‘rvention should be resorted to only in
exfreme situatioﬁsvin‘««tim-es of rﬁajor economic crisis,

We have already quoted the views of B.C.. Roberts in respect of
the experience of the Netherlands but it is again worth referring to him

(12 =)
as he .expressed cogently and succinctly in 1957 views which would
appear to :have been largely justified by events. ini:he subsequent ten
years. He had wisely observed that 'the essential lesson to:be :learned

from/. ...

(122) B.C. ROBERTS. op cit p. 131,
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from.the -experience of the Netherlands is not that inflation cannot be

prevented by wage-controls .....{(it can) ..... but in a democratic
-society. it is. irripbssible to :isolate ‘the ainétrumenté of wage d.eter‘mi.nationh
from .the pressures generated by the interplay of economic forces, In
.these circumstances! claims Roberts, .'stability can. only be achieved
-by .the ‘resolute and persistent. éontrbl of the factors .which lead -so
easilvy to an overmrapid expansion of efféctive ‘demand ... ,If_.the
chevck (to :inﬂation) .is to :bé conver.feci into. a stable -trend permanent
. reliance cannot be placed. on wage -conﬁrqls, ._it' must. be placed on-fiscal
and monetary policies-that will maintain a .level of effective dem»aﬁd.mat
. does not constantly 'induce, wages. to rise above the ‘level that would pefmit
price .stability".’., |

(13) :

The O.E.C.D.  considered-the.-"wage explosion" in a survey of
the Netherlands in 1966. It pointed out that various. explanations had
i.been suggested for the ‘rapid .rise:in wages in:1963 and:196L4. . ’.I‘.hese‘

. were, lintegration within.the European Economic Community

where (at. least in France :andAGermanuy) real -wag.es were higher;
the poésible under-=va1uation of the florin (and) the conditions .of over-
full employment', The survey suggested that the evidence favouring
“the 'integration within the E.E .C. and .the possible under-valuation of
_the florin was not persuasive, It asserts .that-'"the:large differences
‘in: real wages as between countries ( and even as between regioné of
the sarh-é .country) do not. lead to automatic !'catching-up' p’rocesses.

- They are important only if they. result in large-scale Vmovements of

. labour towards ithe country where real earningsare higher .... The
-creation .of.the E.E.C.,. however,  has ..altéred the .legal but not the

effective conditions of labour movements!". Indeed, there has been a

N ‘"net/o e o

e

(13) O.E.C.D. "Economic Surveys. Netherlands!" July 1966 -pp -8=16.
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net imm;’.gration of about 10,000 from -1960 -onwards' as compared to a
net emigration .of between 10,000 and 20,000 previously. Accordingly,
‘the increase 'in the supply of labour would be expected to -résult, in a
moderation: in the 'rate of wage increase. The Survey agrees that the
wage explosion of 1963 and 1964 '"took place in conditions of over-full
employment!" but ;dded...mat "over-full employment was not a novel
phenomenon!" in-the Netherlands and: had existed .in. the period from
1960 .to 1963. Why, .then, did the wage explosion lag by about four
.years? The Survéy,,does not deny that there was a connection ;_"between
.over~full employment and wage development" but suggests that. 'the
timing and:the dimensions of the '1963-6) increases probably depended on
.factors which lie beyond .the scope of economic analysis properly
speaking!. All the same .these :factors are most important because
they may point to fundamental feasons why an incomes policy may work
reasonably successfully in a .country during particular periods and why
it may be sodifﬁc_:ult to .institute such policies in other countries.

Apart from -the factor that employers wantéd to !'eliminate -or limit"

'black wages' by paying higher wage ‘rates, employers "may also have
.atiredivof_detailed discussion and‘intervent_ion involved in previous policies,
It may also,Ee”, continues .the Survey, "that in'the ,empioyersr' organi-
sétions, -the dominant. ro}e-ié played. by the largest firms,who .could more
easily bear large 'increases. The change in attitude of the unions,
from relative moderation and acceptance of the centrally established
‘'norms' or !guidelines! up to 1962 to massive demands in 1963 and 1964,
may have reflected tensions between rank and file and union leadership,
mﬂﬂch,evenhlaﬂy'forcedwthe'leaders to change their attitudes!. In short,

‘the /.......
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the social climate may have changed so much as to make ‘the incomes
policy much more -difficult to -purvsue. The new system instituted in 1963
was itself primarily a result of the change in -the attitudes and béhaviour
‘of industry. The O.E.C.D. Survey. in 19(61$)noted.that the wage ex-
plosion resulted in average pay increases per worker of 15 per cent in
1964 and another 1l per cent in 1965. "The Government had accepted
.the freer wage policy to.ease the growing :tenéions on .the labour market!,
We have already mentioned that in 1966, the Government reverted
to its former policy whereby the Board of Mediators hadfull authority
Mo approve, delay, suspend and freeze wage agreements', because a
moderation in the rate of wage increase was not evident., Control of
| ™~ wages continued ‘inrl96’7b. Howevér, at. the end of 1967 a formal agree-
ment was reached whereby the system of prior approval of wage agree-
ments would be abolished as from the beginning of_fthe following year.
The Minister -of Labour retained .the power -"to..invalidate :freely negotiated
collective agreements. if they were threatening the equilibrium of the
-econofnl?r')'. A new: body 'of five 'independant experts was. appointed to
advise the Minister, The system of prior approval of collective agree-
ments by the Fou.ndation of ILabour 'came practically to an end in Decem-
ber ~196’7‘!'.‘ It will be recalled that the system .instituted in 1963 replaced
the Board of Mediators with Foundation of Labour as the body respon-
sible for -approving agree;.‘h-ents. The O.E.C.D.. Sur(\i)j)r said :thaig "it
. is also .hoped that the regéined.freedom in wage negotiation will avoid the
bickering and bad feelings that beset the -central wage discu}ssion inside

‘the Foundation of L.abour'.

The freer system of wage negotiation which operated during 1968 and
1969/, ....

(l4) O.E.C.D. "Economic Surveys. The Netherlands" April 1967 p. 39

(15) O.E.C.D. "Economic Surveys. The Netherlands" May 1968 pp31&33
(16) O.E.C.D. May 1968 op cit. p. 33. '
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1969, however, was seen as a transitional periof pending agreement
between  the G'o%re'rz_'lvfn,.ent and b§th sides' of industry on.fllture Wage
policy. = A bill w.as introduced jn Parliament in September 1968 providing
for Government. intervention, but it was met with "heavy parliamehtary
and public oppél:it)ion". The Government had sought the power, if it
considered :that wage contracts were contrary to .the national interest to:-
"‘(i) . invalic}ate wage agreements
(ii) to,décree a general wage freeze, and
(iii) as a last reéort to introduce for a maximum period
of one year the earlier system of prior government
approval of wage agreements", (18)

There was provision for priorA consultation with various bodies before
certain powers were .exercised and in the case of (iii) parliamentary
ratification of action taken by the Minister of Social Affairs was required
within three months,. |

In view of the épposition .to,the Bill part (iii) was dropped,and part
(i) was amended to.include circumstances when.it could not. be invoked,
The ameﬁded Bill was . finally approved by Parliament in February 1970,
Nevertheless -the O.E.C.D. stated out that '"in protest.the two largest
unioris have withdrawn from all further negotiations at national . level
with employers associations and:the Government, in so .far as the latter
might- derive -from such discussions any norms for further wage érfzglds",
These ‘unions were not prepared to. accept the ;mended Bill which still
gave ‘the Government the power to interfere with the terms and. conditions

‘of individual agreements.

The /.....

(17) (18) O.E.C.D. "Economic Surveys. The Netherlands'" April 1970
. pp 28-3l

(19) Op cit. April,. 1970,
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The question may now. be asked whether the Government's.incomes
policy was a success. - This is as difficult a Question to answer as was
~that of evaluating the British experience because,; as we have-repeate.dly
stressed,  the :success of any m_andétory incomes policy will deperid:to
.the -extent on which-it. is complem,ented by fiscal and monetary policies
and on .the relative -importance attached to:the various objectives., . Holland,
which exports appro_xim_ately half of .its hational product has alwﬁys been
acutevlyv conscious of.the urgency of the need to take action When .there
appears .to :be avfhreat to hercompetitiveness in =.intefnational.. 'trade;

The ‘incomes policy may well have been a more appropriate ecénomic
measure -ﬁo ‘help control inflatien .in. the longer-~term than:it- has been:in
the United .Kingdcsm., I—Iolland-_'s-politicalv climate,-i_its,:ihstitutioris a.nd
ve'speciallvsﬁr the -fact ,that.r,it. is a-relatively small country certainly helpéd.
So »toé did the fact. t;hat it was a rﬁuch more closely-knit cornm.unity..
A Would .gr.‘e"ate.r ‘reliance on monetary policyvrhave been preferable? No

unequivocal answer 'is available, . The economic .effects of monetary

’ N
R PR

policy are:today often.far from clear and much:'less was known about

[

~them twenty-five years age. The crucial problem of leads and:lags and

~timing bedevils the mostisophisticated "monetary managers" in.1:1ighiy. ih-
austrialiéed .countries, We..do not know wh.at« level of u.nemﬁloym;ent; in
..‘,the. Nethérlands, .in“comparis-on x;szith -othef ‘countries, wouid beneeded
: .fgr ‘maintaining price sta‘bility. Therefore, the direct intefvention may
havé 'VIbeenx.the most suitable means of controlling waée and pr{ce changes.
" T‘l:le OE ELC. R(eioo)rt .in 1961 t;ikeé a _somewhat. moré ‘f;lvourable

view 6f thé Dutch Zpo-licy/ than economists who .find this type of direct

State intervention econoemically harmful or ‘i rrelevant. The O.E.E.C.
Report/. ..

-(20) ."The Problem of Rising Prices". Op. cit.
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Report remarks ‘that if the political climate ‘is congenial, co-operation

between labour and employers has been shown-to be possbile to prevent

+

inflation, subject. to the proviso -that.!'"conditions of extreme excess demand

-

are not allowed to emerge!. Moreover, the Report was right to point

out that .there was at that time - and .the same would appear -to apply

k-
bon e e e

~today, nearly ten yearslater .- the much more difficult calculation of how
Ah LT LT c - S ' i
deviations from average increases permitted "were to be divided within the

[

sphere of co-operation'. In other words, how were :the increases

to be shared out? This difficulty is highlighted in so far as the Govern-

ment orthe Foundation of Labour has to consider prevailing market con-

o=

ditions, political pressures, concepts of social justice, short-term and

4

long-term -effects on the supply of different.types of labour,  .the supply of .

t

capital, the encouragement of innovation and enterprise and many other

factors. before -deciding .whether to permit the implementation of a parti-

4

cular agreement. In short can a really pervasive mandatory incomes

T — -

policy ever '‘be-successfully administered except.in critical economic con-

L

ditions when people may be willing to forget .their particular interests. for

the common good? Ass yet there is little assurance -that it can. The

S adt R . - - ?'l.";l ',_'
“extensive -human resources, although admittedly. difficult toquantify, which
are needed to .institute and’ apply a .comprehensive 'incomes .policy may be

- LR -

-far more 'usefully employed . in more productive activities.

It is necessary to.consider the Dutch approach to profits and prices:
VR s Y : . S
as these are essential elements-in an incomes policy and -their -inclusion in

.i .

the Dutch incomes policy contributed to :its success.in.the immediate post -
war period.

It had been resalised by the political leaders in .the Netherlands that

despite the relatively high degree of goodwiill existing between organised

labour and employers, an incomes policy was not a feasible political

proposition/. ..
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proposition unless profits and prices were brought within its ambit,
~irrespective of their economic significance. It was important, if the
goodwill of labour were to be retained, that an . incomes. policy include
non-wage incomes, Econémists realised .the vproblem_s. ir‘lherent‘ in trying
to . .control profits ‘by.other ‘than :fiscal kmethoc‘is. Some -of these problems
we have considered elsewhere, such as the effect on eh"trepreneurfial

‘ °mcenvtive and -on costs .if' profits were to.be pegged. We have pointed

out already. that where profits are pegged the .-competition essential in a'
basically free 'enterprisg reconomy would be eroded and.it.is quite possible
to envisage circumstances where ‘inefficient firms would:be able to Ij:em&m
in business., In . conditions of excess :demaéd and pegged profit margins
-there ‘is naturally much.less incentive for 'éither an efficient or an inefficient
firm to .reduce .its costs_. In the case of an economy such as that of
Holland which ..has to .face internationar_;: Aco;n'p‘e‘titi‘ori..,in,:or‘den,.to',.-éur‘vive,
this ‘in - itself would undoubtedly provide not only the need for industrial
efficiency but alfsg .the incentive ‘to :remain competitive in order .to 'remain

in business at all.

Profits: in the Netherlands were, of course, subject to tax, but,
- other .than by fiscal means, .,the‘only- really effectix/;e -control of profits was
through price controls. 1In practice, the control of prices has been
operated,- in.the main "by negetiation and voluntary agreement between
the Government and producers, although ..-..._(,the) Government (has)

2

the Statutory power ‘to fix m_aximurﬁ prices if negotiations should .(fagl)”.

In the Netherlands these powers are comprehensive, As the .Dutch
spend appro:;imately half their national income on.imports, it is very

difficult for the State to .prevent price . increases where .they are caused

‘by/....

(21) -"Incomes in Postwar Europe'. Chapter 4. p. 10.
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by -the rise:in price of imported raw materials or capital goods.
.Especially during the Korean war period when prices of primary
commodities rose steeply it was impossible in many. instances to prevent
domestic prices rising as a-result., There was, nevertheless, co-opera-
tion between.the lC—:-ov_ernme.nt' and producers-in fixing prices. Producers
were ‘required -to :in.for"m .the Minister of Economic Affairs of all price
increases of both _goods‘ and. services., This notification Wa'.S"tO ‘be
accompanied 'bvy. the reasom for .the increase. 1In .the case of some basic
.commodities, such a milk, bread and margarine, a price increase had
to:be notified .to the Department. in advance, This list became much
~smaller .than .in.the -critical perioed following the Watr and .is part of the
attémpt by industry. to .free-:itself from. .dii"ect state “intervention in price
fixing as well as.iin wage determination. There is still considerable
control over rural and.ﬁrban rents, but much . of this stems ffr‘omvpi"e—
war -legislation.

It is important to .remember -that. the Government has reserve powers'
and has on occasions used:them when excess demand generally or ‘the
pressure -of wage costs arising from wage increases, in particular, have
made themselves :félt,.in the "level of prices. In 1963 and 1964 these
'reservé»powers were used with effect to stop price-increases. In .1966
.the Government, again.concerned about the balance ~.of payments, authb-
rised . a blanket price !freeze! unless the price increases could be shown
not to stem from risesin wage costs, but were caused through the
higher prices -of imported goods.

At the end of 1966.-,thef.producérs, wholesalers and retailers agreed
to continue to co-operate with',-lthe Government. in: the following year with
regafd to price policy. The Government retained the right. to. control

price/....
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price irlc':reases,.iif‘ it r.ega-r'deduthe'm as being mjustiﬁeq,, . In 1968 and
during the early months of 1969 the Government pursued a more active
price policy é.s prices were showing significant increé.ses. This policy
did not achieve 'the desired results so a price »“freez-e;" was 'instituted: in
April, Relative price  stability ensued and there was a relaxation. of
the z"freeze" in S-eptém:bér.l .I—io‘wéver, these -emergency "freezes"
are ‘not themselves _cufes_;for énf:i.inila;tionary spiral. The O_.(Ez?)c D.
remarked -vth‘at Mt would indeed .be‘ desirable that (emplbyers and employees)
draw up some- stabi“lisation ‘plan' ....... and that this shbuld ndt be fe—
garded as an _emergerjlcy, 'step to ‘be taken only after an. inflationafy spiral
has begun.' .

How has Holland fared .in con:ipa.rison with other\j.countries as Vrega-rds
consumer prices? Using an.-.,in_dex‘w_ith a-1958 base :the .\ﬁgures ‘below re-

flect. the change \in consumer prices from -1951 t0:.1966.in West Germany,

-Sweden, .the United Kingdom and -the United States as well as Holland.

'CONSUMER PRICE INDEX 1958 = 100
. . H l

i

Holland .W..Germény_ Sweden  United Kingdom = United State.s.\

1951 86 .92 | .76 79 .89
-1966.129 =22 13k 124 ‘ 13

West Germany without an.incomes :policyv, -has done:better than Holland.
So-has .the United étateg.., "-‘,:i-s‘?x'/:reaenvan v;.t:he other hand has done somewhat‘
worse with a relatively centrélised system of collective bargaining and a |
.c;ns,iderablve measure of control by central industrial organisations over
‘their members, The price increase:in .the United Kingdom has been

greater since-1958 .than  before that year, 'despi_te ‘the attempts at a

voluntary incomes policy by .the Conservative administration,

The/. L]

(22) Op cit. April, 1970 p. Ll.
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The table below 'sets out in mae detail the rise in damstic output prices
~in nine Western European Countries. from 1953 to 1964 together with the
percentage of this rise attributed to.incomes from employment, The figures
‘should be viewed .in"the -light of -the weight of the component,income from
X -emplo‘ymer&i.n'tetal domestic output:-

Country

Domestic
Output

Price Rise,

% Contribution to

Price Rise,

Income from

The we

ights

of the camponent
of income from
-employment. in

- Employment eorip?jizis-" total domestic
contribution output. in 1953
.o "social a.ng 19652""100
security. 8.G.P =
of which
employers'
contribu- -
tion t¢
social
security.
Total, "Total
] Period o
1953-58 _l.7 1.2 2.9 [1953:43.,3 5.8
Nether-
Tands
Period
1958"61*’ 2803 j)'i‘og ,13°8 196)'!': 5302 -793
Norway 19.9 59,1 2.5 47.0 0.8
19, 0 56,3 13.2 50.0 2.7
Sweden 18.1 62.9 - 59.0 -
25.)‘" 7709 - 62.8 -
Denmark A5 52. 0.3 L6.1 0.3
3.7 52.1 - 48.2 -
United 21,1 69.3 7.3 58,0 3.5
Kingdom 16.9 59.5 6,5 59.9| k.5
West 12.0 67.0 13.0 bl .8 N
Germanyl o5 ), 59.9 4.0 49.3] 5.1
France 28.1 53,5 8.5 We.2| 8.4
| 38.0 '59.6 16.0 48.3| 10.0
12-:;3 5)+a3 = 3992-!- : =
Italy 29.8 71.3 - L7.3 -
17.8 L7.9 12.1 4L6.8 5.3
Austria 26,6 b5.4 10.6 L8,81 7.1




166,

What conclusions may be drawn firom these statistics? Firstly, although
Hollénd-had xt.he most comprehesive incomes policy of any mixed . industrial
economy, domestic output px_-icesuin.,the “first period vfro‘m_- 1953 to :1958
rose more -rapidly,v-’thanfin Sweden, Norway, De‘nrnvark‘, West Germany,
Austria and Italy and ,eiren .the United Kingdom. In.the second period
from 1958 :to 1964 pr‘icesrrose more . steeply than j.in».Norw-ay,; Sweden,
the United Kingdom and West. Germany, but less so:than.in France, Italy
and Denmark.

Frolm -these figures is it fair to say Itk;at' the Dutch wage policy
achieved more 'than.the ‘relatively greater reliance placed on fiscal and
.ménetary policies by other countries? The -facts do not seem to :be
‘conclusive or -even particularly persuasive when viewed.from .the -longer-
'.te'rrn >_aspect., in evaluating ‘the success Aof -the 'inc omes policy. - The
figures, however, rﬁust be viewed with some caution as the authority
quotﬁg):them admits . that the r’neasures:'for ‘computing -them are not. the
-same. in each .country. I-_Iowev»vér :t:hey are not likely to-be sufficiently
- inaccurate ‘to z.juétﬁy; disregarding them,

What.. of labour productivity? Here again:the table on:the following
‘page, taken from .the same -sourceis by no means conclusive and'it ié
-necessary to . stress ‘too.:that.the computation -.:of the productivity of labour

-and .capital is sub_ject. to a good:deal of controversy.

(23) - "Incomes in Postwar Europe'. op cit, Chapter 2.



Changes in output and unit costs. for various cost-components in sele_cted Western, European .

countries, 1953 to 1964,

Domestic output :a | Cost per unit. of output— Income - -per uhit of input Inputs _Productivity
Country Voluthe  Prices | Labour Capital fadizeet | 1 opour irac;if’al | Labour Capital | Labour  Capital
(net) .Earnings return,

Austria 184.7  luk.h |} I3LLR2 192.2 172.2 235.5 - - | 103.9 -= |177.8 oo
~Betguim .‘151‘.8 122. 4 128.1 107.2  152.1 . 180.5 5.3+ 106.6 -139 2., 109.2

rance -170.8  166.Y4 ;16—4..3- 165.,7 .176.7 _272.,1 188.7 -103.2 - 150 .165.6 13,9
éstern Ge;m_any 209.6 1344 | 139.0 _131.2 12.%.9 R20.9 1157.9 12”.6;.1 194 166.3 108.1 |
frtaly A 183.8  1)+2.1 149.8 128.2 .156.6 26).0 159.0 10L.1 139 181, 8 132.2
‘Netherlands 168,14 150.0 | 1711 120.4 . 124.5 243.9 L1214 | 8.1 167 _ 142.6 .100.8
Norway ~155.7  .138.9 133.5  147.1  -.15',?'.6 203.9 -140.3 | -’193;6 157 150.3 99.2
‘Bweden ..15930 143.5 14,9  123.1 2.9 R06.7 - - 109.1 -- 145.6 -
"Urllited. Kingdom 139.5 -138.0 _144.‘7 12L.1 41,1 188.2 k. 5 1074 _. w7 | 129.9 | 94 .9

a: At market prices -Index for 1964, 1953 = 100

* L9l
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In concluding the-discussion of the development of the incomes:policy

in .the Netherlands it is necessary to .stress that wage and price stability
rﬁust be seenin the; éontex‘t of Dutch economic policy és a whole.
_ N . (2h) _ |
"Murray Edelman and"R.W. Flemining go as far as.claiming-that 'it
- cannot be roverempﬁésised, .that Qage and ‘price. stability as such:hav_e-’not
. been a.-major »objecﬁve of;Dutl_ch -.veconofnic:: 'polibcy. AS a mvétter <§f. fa'ct,n“
.they assert, "leading .economists.in ,.'th_e. :N_%‘eth'verlland‘s ‘argue ‘that. their
system has 'littie- to .do with Wage ‘inflation ‘or cost~push :.theor-y. The
wage policy évolvedvnot from :theor_'i_sing,,But,..frofn,;the desparate  postwar
| -economic situation . énd~.t1(;e sheer 'neCessity, for -co;operation on-.the part
. of the “interest. ErouPS -eoese Thgs Aw,-‘-age -policy was conceived and:
~developed '%Mithinz,the. t:frar'ﬁe:w.'ork; of multiple objectives, .including not only
Wage-price-stabilityv, bﬁt also and much more important, rapid .economic
growth, . full ?emplqy_rhent, ‘balance of payments quilibrium, .equitable
-distribution o;f' i/ncorr"r_"es, -industrial peace:in. aL,_Afram,e'_w.ork‘ -of .indust.;ri-al

~democracy, and .economic :planning .to .ensure’ an .orderly, co-ordinated

-develepment. of all féqtors contributing ‘to:natiozv'lal economic policy‘v".
Edelman and Flemming- observe, however , -that: "t is ,extrem,elly.vdifﬁcult
.to .measure :the -degree:to which these :.va;fious ,ébje_ctive.s ‘have been

~ achieved",

The - devélqpment of:the -incomes .policy of the Netherlands from 1970
.is difficult to .predict. -The stresses -,énd:str'ains af:fecting‘ :.the--ﬂp,olic;y 'aré_
-significant and may become mofe :inte.;'ﬂlse. Much_..gfeater freedom .in %M-age
’negotiati.on;is -now accepted by the .Gove’z;'nment. It. is _.po.ssible ‘that the
aincv:o_mes-:policy will move further-towards.the policies  of the Scandinavian
.countries - and, in parrticﬁlar , Sweden, but it is:;l.ikely.«‘th‘at, the - Dutch
.Government will want to retain v..kits;n.:zesevr-ve powers for a considerable

.time -to .come. . The Dutch policy had,
' of course/....

(24) MURRAY EDELMAN and R.W. FLEMING: "The Politics -of
Wage Price Decisions. A Four-Country Analysis". p. 273.
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CHAPTER IX

~

It would be satisfying to conclude a survey of income policies with
some -persuasive arguments that they were worth .the' xtﬂx"ouble they involved

-instituting and, ai)ﬁlﬁng-::them . Unfortunately, no. suchi;evéluation.;.seems :to
~bé - justified,  except in- so.>fér as ..the pv‘oll,icie}§ .are .-designéd, : ;)uréijr as rvélae-
“tively short-run m-easures.for managing an economy .in:times -of_cr»isis and
.emergeﬁcy. | H:owéver,~it is surely right to qﬁ_{éstic)n. whether a.‘shhorft-aterm
-Mredze'" or  similar ‘restraint on prices and ‘inc.om'es may properly. be called
an - ';'iﬁéomes.pelicy"._ If'a,..;'!f_reieze_"v is-incgluded.., within .the concept of an
.incomes poelicy, .,there' : rfl,_a_y* Be seound economic "reas'éhs : fér Jits. 'im:pos.i._tioi'n‘.,»
_if it is essential to,secure an im.mediate arid .eﬁecii%re contrel over ~price/s
and incomes. ]j;espite a,the‘ aisadvantages'l of exfensive gov‘ernm-eni;. interven-
“tion, a.a:"fre,e"ze-.""‘is ,quic%_k;-ac,ting‘.: ’_Durinhg .;phe_ beriocli"-of.j;.its ~imposition : it may
,'be-possiblé ‘to.set. in metien vother ‘economic me,asurés W.l'zli-ch,' ! although . act-
.ing far more- slov\z'l}'r,ﬂ, sérve~>in _z,phe alonger-tterm'.-to ,-éhange ‘the - struﬁ_tcturalAand
institutional conditions which .v'encou_rag-e ‘and .p.erpetﬁate -infllation‘. The
“f;eeze.“, acc__brd‘i-ngly, may assist; in providing an _apf,-ropriate :..tefn-perary
r;e;pite , during. i)szilich other.“fact'or;s' rn-ayv‘bie ,.allov:v,ed‘;t.c:,in;ﬂﬁevnce,::t?he ~ecénom_ry,
by changing. sociél ’attituciies',_ alleviatiﬁg \—sho.r‘tages, . and promoting a more |

.efficient use :of the resources of the country, ' _ s

. Where. an-inflation 'is diagnosed as primarily of a -,-_"cost-'—push-"'
nature, su;stained -b,y':_ "“vadm:i.r-l_istered” prices.in key.f'industries _and._v.the
menepoly: p_oﬁer "vof'v organised.:.lébeur, an :incomes. policy rﬁay.' be -of

A gre.atef ‘ asi'sistance -in -the short—-run, -in .controlling the rate -@ff:‘. inflatién,
-than other «ﬁbliciés, such ;s .af-,tighter -control of the meney supply or
severe fiscal measures. ' An;‘-.inc.olrﬁ_es.polic‘y may be able to avoid :the
‘level .'of une_rnpld_yment andthe :rﬁ,,arg'girl of spare éapacityl.that,,{:h_e a,ppli;
cati_or.l.:ofv alternative - policies m-_éy. require. Miss Anne -R:on}»anis ‘has ob-
- served that "in. practicé the -inducement. to ‘ado'pt' anff'__i_n.comes ,i)olicy

is stronger 'in .some economiesithan in others. The ‘inducement is

(1) MISS ANNE -ROMANIS: N"Cost Inflation, Incomes Poﬁcyfin Industrial
Countries!', International Monetary Fund.. Staff Papers March 1967 p 20k,
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greatest“, - she considers, '“where relative price stability is needed:to
facilitate expansion of employmeni: «o.e.. Or to. improve a .critical

- balance ‘of payments',

H'ow-ever‘,’.if‘ the direct. intervention :by'the' State 'in. the determination

.of prices and .incomes ‘encourage.s attitudes .that make institutional and
other changes even harder to achieve, there islittle or nothing to:justily
it 'fhe members of a community must, as a Whole, freely co-operate,
- if the policy is to have any success. We cannot but agree with Profeésor
J.. Péiz who remarks that an ”incomes policy .must be  accepted Whole-
‘heértedly. by all parties concerned. If not,.you can't have it". Holland
enjoyedthis co-operation for a relatively long spell in peacetim.é. This
IWas probéably due to a combination of factors which would_be'inappllicable
in most other industrialised countries. Therefore, -the Dutch .exéerienée
may be an unreliable guide -to natiors contemplating _similar policies, In
the United Kingdom the necessary spirit of co-operation was not present,
The‘laék of resolution shown by the Labour Government in 1968, was
itself an acknowledgement of .the trade unions'suspicion and hostility

to the incomes policy. - Indeed, it remains uncertain whether the
policy in Great Britain will have any enduring beneficial results, . Perhaps,
it may have even donie more harmthan good.if it has made valuable changes

' within  industry more difficult to ,carryv.through. Although exhortation may
prove normally to be an.ineffective method of controlling inflation, it may,
on the other hand, be relatively harmless. Samuel Brit(t:a?l has asserted
that “while'few advanced Western countries operate statutory price and

wage controls, hardly any have:felt able to dispense with exhortations,

statements/. ...

() J.PEN: "Harmony - and Conflict in Modern Society" p. 72

(3) SAMUEL BRITTAN: MSteering .the Economy" p. 324, It would
perhaps, have been more accurate to-have qualified the words
"statutory..controls! with the word "extensive! oi» "pervasive!, Minimum
wage legislation for example, is not unusual. Nor is rent control,
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statements of norms' and occasional arm-twisting. Incomes policies",
+he continues, ."are thus a never ending series of tactical engagements
with no -victory or conclﬁsion ever. in sight!, Mo‘r-'eover-,- he adds-that
“"no one can say how much faster prices would h;ve:risen - or how
much higher unemployment would have been required to contain.inflation
at a given rate - if governments had:not- bothered about the question
at all”..

We cannot confidently suggest a more precise conclusion. té the
study of .incorhes policies. We do not know. the formula wﬁich will
make an .incotflijlesupolicy both economically efficient and pelitically

.acceptable in:industrialised Western countries.

- e cam OO0 .= = -
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