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PAPE. O ETUDNITTED BY THE OFFICIAL COMMITTEE ON
INTERNAL BCONOMIC PROBLEMS

1. - Interim Repocrt of the Cdmmittee on:
"The Internal Economi¢ Problems of the Post-War
Transitional Period", ' '

.2+ " Memorandum prepared b& the Treasury on:

' "The Post~War Relation between Purchasing Power
" and Consumer Goods". '

COVERING NOTE

. The Interim Report of the -Committee is submitted in

fulfilment of'the’undertaking. given in its Progress Report of
16th May, 1942 (R.P.(42) 11), to prepare a survey on "the
major features of the general economic position in the years
immediately dfter’ the war'. It is, therefore, confined to
the post-war transitional period, only touching on the
ilmmediate pos*-armistice problems-and the longer-run problems
of reconstruction, in so far as these are relevant to the
consideration of the transitlonal perlod.

2. - In considsring this tréﬁsitional périod, the most

important quéstion is whether it will be a period of short
supplies and of high demand for civilian goods (such as we are
experiencing during the war), or whether we must be prepared
to face the probleins of deficient demand and of relatively
abundant supplies, such as have accompanied periods of general
trade depression in the past. The Memorandum by the Treasury
ls devoted to this guestion. After the last war, there was
an inflatlionary period of excess demand and of short supplies,
and many reasons are.given in the Treasury document for
believing that this war will be. followed by a similar period
of shortages and of threatened inflation, but of longer
duration. The return of men from the armed forces to civil
production will probably not. be so rapid as after the last wdr;
physical destruction (and the consequent need for replacement)
of capital assets wlll be much greater; the restriction on
the production and theé purchase of civilian goods during this
war ‘has been more severe; there will be a greater volume of
accumulated purchasing power ready for expenditure in civilian
markets; the process of correcting our balance of payments by
restricting imports or by increasing our exports wlll exercise
a greater influence in curtailing supplies on the home mgrket;
and as a result of war developments, shortages in other parts
of the world are llkely to be more marked than after the war
of 1914-18, :
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3 The Interim Report of the Official Committee has, there~
fore, been prepared upon the assumption that during the post-
war transitional period shortages of civilian supplies and an
excess of consumers' purchusing power will persist for a
considerable time. Part T of the Report analyses the
situation on this basis, and the conclusion is reached that
the ousstanding tasks of the transitional period will be

(1) to restore the balance of payments,
(11) to restrain inflation, and

(111) to promote the transfer of resources and, in
particular, of labour, from war to peace-time
employment.

k., In Part II the action necessary in various fields to
achieve each of these three objectives is discussed in turn,
while Part III deals very briefly with the bearing that such
action will have on some of the long-term problems of
reconstruction.

5. The conclusions of the Report are summarised as follows:-

:“k'f:-(1) that the rehabilitation of export must be regarded
o ~as one of the prime objectives of post-war policy;

- (2) that every effort must be made to continue the
* - stabllisation pollicy;

(3) that, for a time, consumer rationing must be
* - malntained; _

(4) that such commodity controls as may be necessary
: must be continued; .

(5) that in ordér to promote the transfer of resources,
recourse must be had to the mechanism of
allocation of materials;

(6) . that special attention must be given to arrangements
/7 -{whtch may have to be of a regulative character)
o _for prdmoting labour mobility;

(7) that sultable opportunities should be taken to
7 .prepare the public for restraints and sacrifices
that may be entalled during the transition
period, if :the more distant objectives of
- economic: welfare are to be attained..

6.. ' The Commi‘tes proposes to proceed wlth its work "on the
assumption, not only that the policy of stabilisation should
be continued as far as possible during the transitional
perlod, but also that the preservation .of a high and stable
level of economic dctivity and of employment in subsequent
years should be set in the forefront of our economic
objectives',

(vigned on behalf of the Official Commi ttee)
| | ~ A.W, HURST.
Chairman.

i, Richmond Terrace, ©,W.l.
olith June, 1942,



e b

'DRAFT INTERIM REPORT

T NTRODUQTION

4:- The cbject of this report s to present a broad
survey of ‘some of the salient economlc-problems with which thla
country will be confronted in -the vears ‘immediately following
the war, and of the deduc ions bearing on future policy to be
drawn therefrom which we proposeé to adopt as the basis of
future reports. The report is essentlally a preparatory note..
Separate memoranda of a mors detalled character will be
prepared on each of the main probiems dealt with, and as the
study thus proceeds, the Committee may introduce some
differences of emphasis or method of presentatlon. To that
exten’, therefore, the conclusions should be regarded &8
provisional. ‘

2. To get a clear psrspechiive of the nature of these
problems, & threefold classification is convenient:-

(a) There are the problems which will arise {mmediately
hostilities come %o an end.

b) There are the problems which will arise because of
the pe-~liar dirficulties of the transition from
war to peane:.

N
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There are more fundamental problems eoncirning the
objectives to be almed =y in the more distant
period when thesc lmmedliate difficulties are at an
end.

3 The first class of problem, the problems of the

morrow of the armisiice, are for the most part problems of &

highly technlcal neture, ©.g- demobilisation, liquidation of
war contracts, etc., and fall largely within the province of
the departments which will be most immediately concerned.

They are, therefore, most conveniently dealt with in a series

of separate memoranda, the preparation of which is already well

in hand.

b. Nevertheless, ‘he nature cf the measures which are to
be put into operation at this polnt must necessarily depend in
some degree upon the view which is taken of the conditions
likely %to prevall in the years immedlately following. If it
be thought, for example, that the years following the end of
the war are likely to be years of economic depression, the
demobilisation plan might differ widely from that which would
be thought appropriate if conditlons of actlve trade were to be
regardecd as more probable. Preliminary study seems to suggest
that the conditions prevailing during these years would be of a
nighly novel and intricate charazter, presenting difficulties
without precedent; and the prodilems which emerge are preblems
to which solutions must be found if we are to move forward
without grave dislocatlicn. It has, therefore, been thought
desirable to devote this interim report chiefly to a study of
the problems of the transitional perlod and the formulation of
broad outlines of possible solutlons,

5. Just as the sciution of the problems of the
armisiice depends partly on *the view taken of the problems of
the transivional period, so solution of the problems of the
transitional period will dspend parily upon the view taken of
more distant objectlives, This is a matter necessarily

is



1nvolving political issues upon which, at this stage, Ministers
may not wish to make final pronouncement. This report, v
therefore, makes no attempt to go deeply into these guestions.
But in a final section, it has been thought desirable to set
forth the way in which sbme“pf.the’transitionalAproblems are
related to the problems of the longer period, and to set

forth explicitly in paragraph 59 one of the main assumptions
concerning ultimate objectives upon which the work of the
Committee is being based. . - _ -
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PART I e
THE GENERAL NATURE OF THE PROBLEM

-

%, .The maln econcmic prob em during the war has been to
transfer rescurces from use for inessential civilian purposes
to use for the armed forces or for the productlon of munitions
and other essential goods and services: The extent to which
this mobilisation of resources has proceeded 1s lllustrated by
the following estimates of national expenditure (taken from
Cmd. 6347): _ :

1938 19414  Change
: between
1 an
L £ millions
Personal expenditure on ) , ‘ .
consumption at cost of o ' o
production - 4 3,58L - 3,863 279
Expenditure on goods and
services Ty public : o
authorities -~ - . - 833 4,182 +3,349
Private net Lnvestment
at home (including war: o
losses made good) L06 - © = L9y - - 899
R ' Lo : [
Net investment abroad -_55 - 798 =~ Th3
TOTAL NATIONAL INcOME(!) 1,768 6,754 +1,986

Between 1938 and 1941, Government demand for goods and services
rose by no less than £3,349 millions. In the same period
personal expendlture rose by consideréably less than the
increase in the costs of goods and services for consumption, so
that an appreclable decline (estlmated at some 15 to 20 per
cent.) in real consumption had in fact taken plade. At the
same time private Lmvestmant at home fell by £899 millions;

for private enterprise at present ls refraining from many
cépital extensions and is not fully replacing its fixed or
working capital. The rate of decline of overseas asgets also
increased by some £743 millions a year as the community was
enabled - by 1living on its forelgn assets or by borrowing from
abroad - to import considerably in excess of Llts exports.

' The outstanding problem of the post-war transition
will be to reverse all this = to transfer labour and other
economlc resources as smoothly as possible back to peace-time
uses - toerevive eXports snd the industrles meking for domestic
conswmrtion, . This' transition cannot, however, be smoothly
carried out unless any great inflation or deflation of national
" incdme 18 avolded; and this is a‘problem of great dellcacy.
Fot if it 1s to be solved si~fagtorily it is necessary that
the rate of incredse in oither €xpenditure, including the
overceas demand for our goods, should be properly related to
the rate of dedline in Government expenditure: = . at a time
when "there will be much puirchasing power accumulated during

)

(1) Includes war risks insurance premiums ‘and indirect taxes
and rates other than those specifically on consumption.

—l»
- @



the war and anxious to find an outlet, this will not be

easy to bring about. Furthermore, as & result of the using
up of capital assets abroad, we shall be faced with a severe
deficit of the balance of payments which will have to be
remedied {f there is: not to be & _Bevere exchange ocrisls.

' B The -ease with which this transition can be carried
- out will be affected by the way-in which the war ends. ir
hostilities should, for example, continue in tie Far Easet
after théy have been .ended in Europe, the transition itself
would be more gradual. -For in this case, certaln warlike =
activities would be diminished in intensity before the final -
conclusion of all hostilities, and the preliminary
stages of economic and financial demobilisation would
bé "earried out in a psychologlcal atmosphere in which it
would be easier to maintailn the essential Governmental
controls.

9. Indeed it goes without saying that many post-war
economic problems must remain uncertain until it is clearer
what will be the future course of events during the war and
when the war is likely to end. The post-war shipping
situation will constitute one of the most decisive factors
in our economic position: whether the war ends with the
present scarcity of importing capacity or whether, before
the end of the war, American shipbuilding will have greatly
eased the situation, is still a matter for Speculation._
Nevertheless, there are certain broad gencraltsatlons which
may already be madea r o B L, o :

LA

- 10, For some time after this war, as after the war of
1914-~18, ‘there is. likely to be & marked excess of demand
over supplies for the majority of peace-time goods and .
services: Indéed, as is shown in much greater detall in a
“document prepared by the Treasury and submitted with thia
. report, there is reason to believe that these inflationary
tendencies will be more potent and last longer than after the
last war.. This may be best seen if demand is analysed under
separate headtngs.

.- FbR 0DS IN THE_TRAN ITIONAL PERIOD.
(a) Expenditure by Publid Authorities.

11, If, ds ‘seems very probable, 1t should be necessary

" for this country after this war to retain for a time
substantlally larger armed Forces than after the last war,
Govaernment demands for mllltary goods and services will
eontinue at;a high level. - In addltion very heavy expendlture

A,from~publlc funds will . be necessary for physical reconstruction.

‘(b) Demand for GOOdB and Services for Personal Consggptlon.

: 12. - During this war consumers' demands have been

. restricted with greater severlty than during the last war.
. This has: had a double effect. - In the first place,
consumers, being unable to buy their normal supplies ,
of many commoditles, have saved large amounts of money; and
these sums, together with deferred credits under the income
- tax, will be available for post-war expenditure. 1In the
second place, people will wish to purchase new stocks of
clothing, furniture, household equipment, motor ears, and
.8imilar goods of which they have been starved during the
wars.

e
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(e) Home Investment:

13- Tn the period after the war there will be a high
demand for capital goods to re-equip and restock civilian
industry and commerce. To some extent the State, by a careful
-timing and adaptatlon of the disposal or use of government-
owned fdctories, machine tools and stocks, may be able to meet
the special transitional demands of business for capital
equipment-without involving a demand for new produ5£ion,~-
but théese government—owned resources Will not all be suitable ‘
for peace-time demands., Tke post-war demand for capital goods -
will be vory, greet: war demage to property will have to be -
madc good, civiiicen 'ndustry re-equipped and arrears of doemand
for houses and business premlses of agl‘kinds will have
accumulated:’  many of these demends wlll be urgent,

(@) The Balance of Forelgn Payments:

14,  There is a further factor which will add to the
pressure of monetary demand. As suggested above, at the close:
of the war there.will be a seri@édisequilibrium in our balance
of payments with dther countri@g,  Whatever financial methods
are adopted to rectify: this it will be necessary to expand the
volume of our‘export trade. - This will represent an additional.
demand for goods‘'and services in this-country. ‘ R

{Lia. All these considerations suggest that most of the -
elements of a sharp restocking boom will be latent in the =
situation. N S : Do

PR
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SCARGITIES OF SUPPLIES IN THE TRANSITIONAL PERIOD.

15,  On"'the other hand many civillan goods and services
will be in short supply. The stocks &én this country of most
imported mdterials and focdsguffs will by the end of the war.
have been pared down ‘to fine margins and unless the war lasts
leng enough for American shipbuilding to have replaced a great
deal of the tonndge that has beén sunk, replenishment. will be
slow. Of special -importance will be the scarclty of certain.
raw materials such as timber.and rubber, vital for - -
reconstruction;. -malterials. of whieh the post-war rate of
productlion overseas may for a time be below the pre-war level.
Shortages here will delay recoVery in other flelds.. AS
regards imported foodstuffs special difficulty may be expected
from the shortage of refrigerated tonnage which will affect the
supply of such foodstuffs as meat, butter, eggs and frult. -

16. The production in this country of some clvilian goods
and services will be restricted for want of adequate supplies
of special types of skilled labour. Much labour will need to
be retruined; much transferred geographically, before 1t is
gsuitable for employment in expanding peace~time industries.
Some factorics have been closed down, thelr machinery moved and
their premises used for storage or for housing other firms
engaged on war production. It will take time to clear them
and flt them out again with the proper machinery.

17. An outstanding example of an industry in which
abnormally high level of demsnd will be combined with continuling
scarcities of supply is aiforded by Buildlng. Reference hes
alrsncy been made %o the aosumalation . of demands that is
Piling ap duving ‘o war, Meanwhile the:latour force in the

J,



beat ding industry will have been sericusly contracted and will need
‘to be lNcreased very rapidly if the urgent needs of

reconstruction are to be met. Certaln types of skilled
-.labour and certain building meterials, in particular timber,

are likely to be in serlously short supply. '

BOTTLENECKS AND UNEMPLOYMENT IN THE TRANSITIONAL PERIOD.

18. These scarcities of many peace-time goods and
services will be combined with an excess of resources Iin a
number of war-time occupations. Certaln raw materials such

©o:88 &luminium, ‘cértain forms of capital equipment such as
;i méehihe -tools, &nd certain types of labour such as skilled
.. engineering labour, will be in excessive supply.

s 44, Even: If special measures are taken this lack of
bakanse will lead to some unemployment, Put if the
situation is rightly handled, -such unemployment need only be
teansitory, occurring in the first months following the ,
grmistice. It should, however, be clearly understood that
unless it is possible to break down the 'bottlenecks'; which
are found to be holding up the expansion of particular kinds
of civilian production, this uremployment may perslst:

20, - Such a situation will, however, differ.
fundanientally from ‘that whfch~vﬁ#majiy‘o£tain3‘at a _
time of genersl unemployment.  Then activity 1in the great
majority of trades ls slack and 1t'1s.appropriate‘toig1VQ
émployment :by expansionist finandial messures which
stimylete the demend for all goods and servicesi  Suech
méssurés will be quite inappropriate ln the post-war
treansitionel perlod, with an already exlstlng excess of
demand aver supply in a.large range of civilian occupations, -
In-éuch circumstances, only the rapid retraining and transfer

_of of those types 0f labour which are needed and careful
control of the use of 'bottleneck* raw materials (such as
timber in butlding or rubber in motor manufacture), coupled
with measures for the speedy re-tooling of industry for
peace-time purpcses, wWill s--ure the rapld absorption of the
labour displaced £ i war industries. _



PART II

21.“'~The precedth analysis suggeéts three'outsténdlnS;'
tasks: ‘- . . o S
'w  (1) - The réstoration of the balaneé'ot”payu@ntay ’

. (i;)_,Theiréstfaint of inflatiom,
AT G . . oo \

*(111) The transfer of resources. -

The problems involved in the fulfilment of these¢
tesks are discussed in the sections which follow.

(1) RESTORATION OF THE BALANCE OF PAYMENTS

22, "It L8 commonly agreed that one of our major taaks
in the perlod immediately following the war will be to wipe
‘out the heavy deficit in the balance of payments. - If we
cannot do this the whole fabric of reconstruction is in danger
and we run the risk of a fallure to maintain essential impertis
and of a major internal inflatlion. ) '

. 23. The maln methods for meeting this situation, on the
external side, have already been set forth in another doownent
(R.P.(L42) 2). But whatever international methods are adopted,
important effects on our internal arrangements are neesossarily
involved. , : ‘

24, It is improbable, that at least for some time ~ "~
after the:-war, . we shall be able to dispense with - ‘
limitations on importe., Even Lf the shortage of shipping
should have disappeared it will be neceasary to maintaln
restrictions on imports until other methods have been :
developed for the adjustment of the balance of paymenté.,.

25, . But restrictions on imports eannot be the major
instrument of equilibrations The chief lmporis of thig -
country are foodstuffe and raw materials; supplies of whieh are
essential for the standard of living; we must, therefore, fely
in thé main upon an expansion of exports. S

26. In the early stages, at least, of this transition
period the demand for our goods in overseas markete will be
greater than we can satlsfy., There will be no occasion to
force our exports on those markets. Rather we shall have to
decide which of the various markets it 18 most lmportent that
we should first serve. It will, of course, be of the utmost
importence that we shall re-establish our trade connections in
this period.: : - = A . o

27. The subsequent expansion of exportis, however, will
require extraordinary measures. Raw materials will atill be
short.. If all claimants on thelr use were to be allowed to
participate in a general scramble, the rehabilitation of the'
export industrles might be indefinitely delayed. If only - =
with » view to securlng adequate allocation for export, the ' -
retention of raw material control seems essentfals - SRR

28. But this has a further implication, = If export is to
have priority, it follows that, for.the time belng at least, =
other things must go short. Oertain forms of eivillamn -
supplies, especially textiles, will be short, and, if -
distribution 1s not to be disorderly, this means some
prolongation of rationing of consumption. : ;

Te



29. At the same time, it is a matter for consideration
how far the existing machlinery for labour control and any
speclal arrangementa which may be devised in connectlon wlth
denobilisdtion could be utilised to glve priority in

restoring labour supplies to the export industries. Some
help might also be giwven to exports: .during the period by
meebLlhg” part of the demand from the home market. by the
release of government-owned: surplus stocks of manufactured
goods (such as motdr vehicles), 1eav1ng the newly produced
supplies to be expcried. - .

qi:) 'pE RESTRAINT OF INFLATION:.

30. It has been suggested above that the perlod
immedlately after the wap is likely to. be.marked by an excess
of meney demand over supply and the persistence of shortages.
If the various, contrgls which have been lmposed during the

war"iabe imiedibtely. tQ be . relaxed, there would be danger of
grare inflation.ﬁ.'_; o S

ﬁwhe_Pollcy of Price stabilisation.

31. The first question Whiuh, therefore, arlses is
whether the policy of price stabilisation is to be continued.
It would doubtless be.premature to decide that any rigid . .
~¥evel' of prices was to be maintained for there will be all
g'serts of forces operating at that time which may well compel
‘Boife- ‘revision of our plans, but some decision is essential
on the general question whether to continue the policy of
stabilising the cost of 1iving and the prices of gooda of
common use. : 4

32 The policy of" atabillsation involves the
maintenance of maximm prises for a large range of raw
materialg and foodstuffs, at least as long as the period
of excefis of démand over supplies continues., This
policy of prioce .control will in turn necessitate the
sontinuance of the controls over raw materlals and béasic
foodstuffs into, the transitional pertod. The possibillity
gr ?aintainlng ‘this pclicy, however, rests prlmarily onn three
‘Tactors: «

(a). the continuation of a moderate wages poliey
e ‘Which will not lead to, such a rise in wage
. Tﬁ,A costs. as’ to -cause an ‘ever increasing
UL dlaeqnilibrium between costs and controlled

; prices, '

""(b)' 8 deelslon to contlnue, 1f"hecessary; the
policy of subsldising the cost cf ilvlng;

(e) external -econditions which do not’ cause. the ,
' 7 price of imported supplles of ‘raw materials
and foodstuffs tc rise excéasively againat

.11;3-

33,, It is Lm ossible to foretell how high a level of:
subsidies the ma'pkenance of the stabllisation policy
would entails ' In the transitional period costs are
likely to fall; war risks'insurance premiums on :
imported cargoes:and on-commodity stocks will presumably‘
disappear; for a number of reasons; such as the ;
absence of black-out .diffleulties and the replacement of lesa.;.

8,



efficient ‘temporary labour ‘“he efficiency of production is
likely to increase; without any decline in the level of wage-
rates, wage costs will be reduced if less overtime is worked,
finally the normal long-term improvement of technique 1is
likely to continue and may be speeded up as a result of war
developments. Indeed, these reductions in cost might be
sufficlent to enable the stabilisation policy to be continued
without any actual cost to the Exchequer. It would, however,
be too sanguine to rely upon any such early development. It
ls at present unknown what level of subsidies it will be
decided to pay to British agricultuee; but it is unlikely
that they will totally disappear. There is also a danger
that world prices of some materials and foodstuffs will rise,
though such a tendency might be checked by a continuance
during the transitional period of present arrangeménts for
co-ordinated buying and co-ordinated use of shipping as
between the United Nations,

34. * The continuation of the policy of stabilisation does
not necessarlly involve the 'stabilisation of every particular
price. At the end of the war the prices of manufactured
goods (e.g. of clothing) are 1likely to be abnormally high in
relation to the prices of other goods (such as certain ,
controlled foodstuffs). It wlll probably prove desirable to
maintain a stability of the general cost of 1living index by
allowing certain prices to rise as the prices and cost of
other goods are reduced. o ‘

35, It is alsc a ma*tter for'consideration whether the
productlion of Yutility" gocds, sush-as "utility" clothing,
8Bhould: noi be continved into the transitlonal period.. Sueh °
8 polley wenld helpie kesp prioces-from plsing and would enable
accumiinted sl criagés of goods.such as clothes and furniture
to be m=t as efficiéntly and as speedily as possible.

The Control " of* Demand.

36. If the policy of price stabilisation is to continue,
certain other measures are also necessary. It is not enough
to fix prices. It is necessary also to control demand.

This principle has various applications,

(a) The restriction of maney demand.

37. During the war the general level of demand has been
held in czhéck by high levels of direct and fndirect taxation
end also by ‘the influence exerted by the National Savings
campalgn. Direct taxation has greatly restrictéd the , ‘
8pendable Incomes of the rich, and has now been extended so as
to affect the-tncomes of a large number of wage-earnerss
Heavy indirez; taxes have not only held in check the demand
for the goods and servlices directly taxed, but have withdrawn
in taxation large sums of money which might otherwlee have
been available for expenditure on other objects. If prices
are to be kep* stable, some continued use of the filscal
instrument is necessary, During the period of inflated
demend and short supplies, taxation should be me intained at a
high level; and it will also be important to secure a .
contlnuance of large scale voluntary savings by the public.

38.  A'similsr principle might be observed in the = ..
repayment”of deferred income tax creditse. If these sums are
withheld during the period of general scarcity, and are

released 4s abundant supplies appear on the market, . they will

90



contribute to the stabilisation of the general conditions of
supply and demand. » : '

(5) Rationing.

39, = But the restrietion of money demand in general will
not be encugh, at any rate during.the opening stages of the -
transition. It will almost certainly be neecessary in -
certain cases to maintain more direct control of consumption. -
Both for the reasons mentioned above in connection with the
problem of the rehabilitation of, exports and in order to
maintain equitable distribution, it will be necessary that,
for. some time, certain rationing schemes should be continued.

40. This conclusion is reinforced by the consideratlion
that some prolongation of rationing will be necessary in
der to facilitate the provision of rellef to Continental

‘41, . Such a policy wculd nct involve an indefinite
commitment to this form of regulation. As supplles increase,
80 rations cculd be enlarged, and as the polnt at which supply
was once more equal to demand was approached, ratlcning could
be abolished altogether. -~ What is important is that 1if the
general principle of stabilisation is to be adopted, the. _
public should be educated to realise that some continuanoe of
exlsting contrcl is necessary.

A N
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() Thé allocatlion of‘materials.

L2, Direct control of consumption, however, is not in
all ecases the most appropriate instrument for restricting
demand. In many cases %e.g; that of timber) the most
effective lnstrument at present for the restriction of
é{vilian demand is through the appropriate Raw Material
Control and it will probably be impossible to maintain an
orderly development during the transitional periocd unless
the Controls are themselves continued. These Controls
will be needed to make allocations of the scarce materials
among the various civilian uses according to their relatlive
urgency.

- 3. Such peace-time allocation cf raw materials will,
however, raise certain difficult prcblems. In war—-time all
activities are 'directed as far as possible to one specific
aim - the development of the greatest possible war effort
but in peaceé-time.there are a multitude cof economic =
objectives; and it is difficult, Lf not impossible, to
reduce all these tc a common measure for the purpose of
priorities. In many cases Lt may prove necessary to
distinguish only between a few broad groups - such as the
export trade, "utility" gcods, and cther hcme market gcods -
though the prcblem of the later sub-division of supplies
within these broad groups would, however, require careful
‘attention. Then there will be the further difficulty of
providing for allccations not only to exlsting firms but also
*t0 new busineeses which may be establlished after the war.
Even though raw matertals are scarce, new firms must be at
liberty to start in order to be ready for the time when -
output must expénd. -~ Men and firms returning from war
service must not find every avenue to enterprise blocked.

10,
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(4) Limitation of Supplies.

Li. . .Finally, it must be noted that there are at present
in existénce a  series o6f controls which restrict consumption by
direct operation on thé output of manufaetured ~ . ...
products - in perticular, the direction of production operated -
by the Board of Prades: Clearly, the main object of poliey
after the war must be to remove limitation. of supply, = But in
so far as these regulations permit a oontrol of demand for.
secarce materials or manufacturing capacdéty, any measures for
thelir relaxation must be carefully co-ordinated with general
stabilisation policy. Reference has already been made in
paragraph 14 to the demand for capital goods which will arise
after the war. It ls presumed .that to the extent that our
fiscal resourcees allow such capital demand to be met, funds
will be made.available although there will be serious . -
technical problems to be solved if thls is to be done without -

lmpairment of the gilt edged market.

7 (Ltl) THE TRANSFER OF ECONOMIC RESOURGES,.

L45.° The foregoing discussion has: been concerned with -
measures which would be consequentidl on any: decision %o
continue the stabilisatlon policy. But stabilisasion is not
an end in itself, - The prime objective of policy, as alpeady
stated, must be to transfer resources from the service of war to
the service of peace; and indeed Lt must be recognised that to-
some extent the two aims are in conflict.. For there can be no
doubt that the release of pent-up money demand at the end of
the war will work in a way to promote transfer. The high
demand for the products of peace-time industry whioh . 4
occurred after the last war caused the boom, but it also eased
the absorption of demobilised men. If now we attempt to bring
about the transition without such a price boom and all that
followed in its train,we must be careful to provide mechanisms
which will take the piace of these drastlic influences.

L6, To do this, Lt will be necessary to take special
measures to break down bottlenecks. The limiting
. factors on the expansion of demand in peace, .as
tn war, will almost certainly prove to be the shortage of
certain plant, certain key products and certain types of labours
Some use of the method of priorities,both for materials and for
labour,will be essential Lf these obstructions are to be rapldly
overcome. For example in connection with the demobilisation’
plan, attention should be given to arrangements for the early
release of men whose special skill can provide the speedy
rehabilitatlon of branches of industry having this plvotal
positlon in relation to the whole economy.

47. The need for geographlecal and oceupational transfer of
labour will not be eonflned to the immediate post-war periode
Experience between the two wars has shown how structural
changes in demand, in productive technique or in the channels
of trade may leave perpistent pockets of "special" unemploymente
'No doubt simlilar structural changes will be found to result
from the present war and to occur in the more distant future.
And the need for definite Government action to bring about the
transfer of labour in order to absorb such unemployment will be
increased by eertain long—term trends in the population, As a
result of the serious decline in the birth-rate over the last
few decades our working population is coming to consist of a
higher and higher proportion of older workers ang after a few
more years, the total working population will begin to decline:
no actior chat can now be taken can have any appreciable bearing
on eltrur trend for, at any rate, the next fifteen years. olad

11.



-1 .
1

workers are naturally less mobile than the young &and, ‘
moreovelr,  the 1less rapidly a population expands the more -
difficult it betomes to adjust labour supplies between
declining and exbanding industries by concentrating the
entry of ‘juveniles into expanding industries. For this

reason 1t ie probatleé that the actual transfer of. older .
workers ifrom one.¢coupation.or region to another will become
more and‘ ,more necassary. ' o BT - P

u8. i1t is obviodsly desirable :that action taken “during
the transitional period to promote the mobility of labour
should be framed with reference to ‘thislong-term need.
Qensiderable experience has already been gained -in the
inder-war period of the geographical as well as the
ocogational difficulties involved. The prevalence of
unempl oyment during this period in certain heavy industries
Imrgeély concentrated -in particular areas in the North and
Weat, while the development of new - industries was taking
plase in thée South-eést, raised many acute problems and'1t
has been suggested that Government . action should be taken to
seoure a-better distpibution of:the”indusirial population in
future. - "'8Siich proposals raise wide and importsnt issues
going ‘béyond the acope. of .this report, but thelr bearing on
the problef of "the moblility of labour 1s obvious.

49. A better distribution of industry will-do much %o
ease the geographical dlfficulties, but it will in no way
reduce the need of extehsive provision for retralning of the
unemployed in new occupations, Great tmportance will no
doubt be&' ‘attached to this matter in the review of the

' schemes of ‘Social insurance and allied services now taking
place, - )] DR :
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PART III
LONG-RUN PROBLEMS

50. The earlier paragraphs of this paper have given
reason for belleving that a continuation of many of the
discomforts of the war economy will be tnevitable during the
transitional period. As long as serious shortages of :
consumgpé!;gopds,persist;wcertain war-time restrictions and
controls -mist,.be maintained, if an orde ly development of

N PO

economic 11fe’is to be achleved. o

.51 Buf the acute shortages of the transitional period
will not last for ever. As the channels of trade re-open ahd
resources are transferred, so gradually something more like
equilibrium should be established. Thereafter, there should be
hopeful possibilitles, not only of restoring, but also of - °

prpg&ésg“vely]ralsing our standards of living. For there-18.

no: reason 1o doubt. that technical progress'after:thewarIGQS“in
past-years, will enable real production to be steadily -vo-0T
increaséd. -. Indeed,:the war will in many ways have speeded up
theprocess of “technical invention and dlscovery, and ‘may ‘thus
indirectly make possible & mors repid development of technique
In‘¢ertain oivilien industries and océupétions. It will, of
course, take time to make good war damag€ to houses, to "'~ o
productive equipment and to other forms of capital; but thi
process should not take longer than a few years; “and there—.
after, 1f industrial activity can be maintained, it should be -
possible year by year to increass and to improve the- - -
community's capital equlpment and thereby progressively 'raisé
the natlondl inceme. If we-are to obtaln the food and raw -
materials that we need from overseas Wwe shall have to devote &:
larger proportion of our productive power to producing goods
for export. We must therefore ralse our total production
appreclably above the pre-war level before we can improve on
our pre-war standards of consumption. But there is no reason .
to doubt that our productive capaclity can be increased within a
comparatively short  time to the extent. that is;requisite’fof‘-j
this purpose,. The early prospect is arduous but the-distant
vistas offer great opportunities. ' ‘ SR ‘

52, Thése long-term possibilitles will, however, partly
depend on the policy which is adopted during the transitional
period and partly on. factors which do not lle wholly within our
control. ~ In the first place we must solve the difficult o
problem of our balance of payments so that we are able to - -
obtaln from abroad - on not Soo onerous terms - the food and: raw
materials upon which our prosperity must cont inue to depends -~
The solution of this problem depends meinly upon external ‘
conditions and international arrangements which have already
' been discussed at length Iln another document (R.P.(42) 2).

But this problem will not be satisfactorily solved unless -
‘during the transitional perlod internal megsurés aré also taken
to restore and to expand our export trade, evsn though these -
measures entail the continuation of .restrictions 1in the home
market. o o o _ Lo o

53, It has already been observed (paragraphs W5tobg9) -
that one of the main problems of-the‘tranaitfonal_periodiwtll-*ﬁ;
be to transfer e€conomic resources from the contracting =~ - -~
occupations of war-time to the expanding occupations‘of~peacegﬁ
Unless this transfer can ‘be smoothly carried out, it will be- it i
meossible_éff?ctlvely;to remove the shortages which will extst '
in the transitional perlod; and unless sufficient
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transferabllity of resources is malntained thereafter, it will
be fmpossible tc take full advantage of technical progress to
raise standards of living in subsequent years. o

54« . .In a similar menner, the successful continuation of =~ -
the policy of stabillisation during the transitional period '
‘would aid the maintenance of stability. and prosperity in
subsequent years. After the last war, an uncontrolled =
réstocking boom was followed by a severe economic depression;
and although the sharp burst of economic activity and of’
rising prices which occurred at that time may have somewhat
faailitated the process of demobilisation, 1t greatly B
complicated the problem of maintaining a stable level of
economic progress , in subsequent years. In the later years
~ ef reconstruction after this war,. it 1is essential to. prevent
economic depressions and the widespread wastes of economic
resources in idleness and unemployment, which are the normal
agoompanimerts of such depressions. - In fadt, all the solid -
improvements in standards of 1living which we may hope to -
achleve after the transitional perlod are dependént upon the -
successful aveldance of large-scale unemployment; "and the . - . .
restreint necessary for the malntenance of stahillsation during
the transitional perlod will be well worth whlle, if for no
other reason then-that: it e>~uvld facilitate the melntenace of

stabi;ity in subsequent years..

'~ " 55. During the trangftional. pertod of. ‘shortages, the
policy of stabillsatlon wiil’ require a continuation of price . -
controls and of resiraints on civilian purchases. But this -
period of shortages will pass; and the continuation of ‘the
palicy of stablilisation will -then, from time to time, reguire.
the adoption of measures to encourage and promote, rather
.. -than to restrain, civlilian consumption. .Various financlal’
““and economlic measures should ke considered, -the object of
which would‘be to maintain a high and stable level of demand
. for goods and services. in general, = It will be necessary at

""" the same tiiie -to ensure that this high and stable level of

demend 1is: translated effectively into & high and stable level
of trade activity and of employment, and that economic life is
8¢ orgenised as not to lmpede the necessary expansion of ’
production. . . - : o :

e

“ve . 'BE, ' One of the most lmportanf~0f our post-war economic

problems will be that of the physlcal reconstruction of
damaged property... . It will probably be agreed that S
rebuilding should be planned with a view to the preservation
of amenities, the promotion of publi: health and the k ’
reduction of costs of production. . There is, however, -
“‘another-importent csnect of this pr: dlem. . Physircal

reconstruction may be so timed and .so planned as to aid in

" the policy of stabilisation. ~ In the early post-war years,

when' out. building capacity will be insufficlent to meet the
demands ypon it, Lt will presumably be necessary to control
building activity so as to prevent a competitive scramble and
secure; due prlority for more lmportant and urgent = -
reconstruction work.  But 1t will also be essentlal to
enlargs ‘our bullding capaslty and for this purpose to secure

the eniry. into.the bullding industry of a large number of. °
additional workers.- . Both the rate and the gcale of the \
expension ta be aimed at should be carefully planped - -~
in the 1ight of the needs of physlcal reconstruction on the
c¢cne hand and of the requirshients of cconomic stability on the
other. i :
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57 In addition to the planning of physleal rebuilding
and the improvement of housing conditions, it would probably be
agreed that there are other ways in which the soclal serviees
.shovld be developed. The objectives of social and -economio

improvement would be difficul® in conditions of widespread
unemployment, of low produztion and of a reduced national
‘income;. but the malntenance of a -high and stable level of
economic activity would greatly ease thelr sttalnment and would
reduze the financial burden of %he necessary public expenditure.

58. For all these reasons the Commlttee propose to
proceed on the assumptior, not only that the polld{ of
stabilisation should be continued as far as possible during the
transitional period, but also that the preservation of a high
and stable level of economic activity and of employment in
gubsegment years should be. set in the forefront of our economio
objeciives. . o
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CONCLUSION

59. If the argument of the preceding sections 1s
corrgct, the following conclusions seem to suggest themselves:

(1) that the rehabllitation of export must be
‘ regarded as one of the prime objectives of
- post-war policy;

(2) that every effort must be made to continue the
stabilisation policy;

!, (3) that, for & time, consumer ratloning must be
maintained; '

A (4) that such commodlty controls as may be
necessary must be ccntinued;

(5) that in order to promote the transfer of
‘o resources, recourse must be had:to the
mechanism of allocation;

(6) *hat epecial attention must be glven to arrange~
ment3a (which may have to be of a regulative
character) for promoting labour mobility;

(7) - that suitable opportunities should be taken to
prepare the public for restraints and
sacrifices that may be entailed during the
transition perliod, if the more distent
objectives of economic welfare are to be
attained.

60. As was indlcated at the beginning, this report makes
no elalm to be an exhaustive treatment, even of the subjects
with which it deals, and there have beén deliberatelg
omitted from its range a number of problems which will be of ..
great importance, even in the transition period €.g. the problems
of deconcentration, disposal of stocks, control of thé
capital market, and the improvement of industrial efficlency.

On all these and other matters, further papers are in active
preparation. ,

23rd June, 1942,
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II.

THE POST-WAR RELATION BETWEEN PURCHASING
POWER AND CONSUMERS GOODS.

NOTE : This memorandum does not purport to deal with our long run
post-war economic position. It is concerned with the post-war
transitional position and offers reasons for expeciing that, whatever
may be the course of events afterwards, the transitional period of
shortage, involving a prevailing high demend for labour, will be
longer than it was after the last war.

It is hoped to present shortly, with the aid of tﬁe Ceéentral
Statistical Offico, some statistiocal data bearing on our long run

economic position on certain assumptions.

Introductory.

1. The experience of the last post-war period supplies the most
natural starting point for an examination of the probable economic
trend after the present war. It i8 true that in many important
respects the conditions on this occasion are likely to differ
materially from those which preveiled last time. These conditions
are liable moreover to be affected by a large variety of factors,
including the future course, the duration, and the manner of ter-
mination of the war, which cannot at present be foreseen. For

these reascns it 1s important to scrutiniee critically all
generallsations suggested by the analogy of 1919-1922. None the
Jess, this is the only experience which is at all relevant to our
future problem; and, in the absence of any other, it inevitably
determines the impressions that are instinctively formed. It seems
desirable, therafore, to begin with e brief review of the outstending
features of the last post-war experience, followed by an examination
of the main respects in which different conditions are to be expected
after the present war.

The Last gbst- ar period.

2. The Armistice of November 1918 was followed after a brief
period of hesitation, by boom conditions, both at home and in
export markets, which lasted from early in 1919 until the summer

of 1920. There was a widespread "re-stocking" movement; that 18
to say, traders and business men generally get themselves to rebulld
to normal levels stocks which had been depleted during the war.
similarly, there was a considerable expenditure on plant by
industrialists endeavouring to turn their works round from war-time
to peace-time purposes, or to overtake arrears of renewals that had
accumulated during the war. There was also a wave of active
buying by the consuming publie, both at home and abroad. Behind
this general asctivity of demand, there lay a superabundance of
purchasing power in the hands both of the business community and
of the general public. These boom conditions, coupled with the
rapid removal of wartime ocontrols, entailed a sharp increase of
prices. This caused serious unrest at the time, and helped to
aggravate the troubles that arose in the subsequent depression.
None the less the boom helped greatly while it lasted to smooth

the process of demobilisation. some four million men were dis-
charged from the armed forces in the eighteen months after the
armistice; yet at no time did the number of ex-service men in
receipt of "out-of-work" donation rise to 100,000, Trades and
industries catering for civilian needs had to absorb not only the
great bulk of the men demobilised from the forces, but slso large
numbers of work-people Who had been employed in making muni tions.
This colassal task which had given rise to serious apprehensions
beforehand, was accomplished witk & remarkable measure of suco:ss.
Until the summer of 1920, public opinion in Great Britain, &s in
the United States, and indeed generally throughout the world, was




meinly preoccupied not with unemployment, but with the rise
in the cost of living, profiteering, the "vicious spiral',
and other symptoms of a boom.

3. This tcocom broke in the swmmer of 1920, and by 1921 the
prevalling conditions were those of depression throughout
British industry. Prices and wages Tell heawily, and
unemployment reached jarge-scale dimencions. But though
the deprossion wes severe for a time, it was not very
prolonged. The perocess of recovery became ¢learly mwarked
during 1622, and continued steadily uwntil by “nz apring of
1924, a coudliticu 02 considerable activity had been reached.
The incoapletsnecs of this reccvery reflected in part a
fallure to regain the export markets which had been lost
during the wor; a failure which was to bpecome more alearly
marked in subsequent years. buring these psarticular years
(1922-21) the British coal-mining industry, which was later
to becomc the centre of depression, receilved advsniitiocus
aid frcm the dsceline of Coniinental ccal production resulting
from the occuvation cf the Ruhr. None tie less,; the
contrast between "sheltered" and "unsheltersd" industries had
been recognised as early as 1923 as constituving the crux
of the British post-war industrial problem. The extent of
the recovery during these years was perhaps obscured at the
time by the fact that the unemployment figures seemed more
serious than they really were to minds that were infliuenced
by staitistical standards derived from the very different
pre-1914 traode unicn percentages.

. The fluctuations of activity between 1919 and 1924

were not, c¢f course, uninfluenced by the pclicics, financial
monetary and econonic, that were pursuved dvring this period.
In the sphers of public Yirance, policy was dominated by the
objJective, which was unquesticningly accepted in all quarters
of restoring a valanced budget at the eariiest practicable
moment, ccocupicd witih the subsidiary objective oi maintaining
equilibrivm st a steadily falling level of revenue and
expenditare. Taxation was only gradually reduced from

the high war-time levels. Expenditure was quickly and
drastically curtailed; the subsidies which had been given,
e.g. Tor bread asnd coul, to check the rise in the cost of
living were soon withdrawn, as part of this policy, and

the process of retrenchment was carried further in 1922 by
the application cf the "Geddes Axe". :

5. Another branch of financial policy exerted an important
influence on the course of events. During 1919, the attempt
was made to "fund" the large volume of short--term debt which
had accumulated during the war, and the Victory and Funding
Loans were issued with this object in view. Credit policy
wag directed so as to facilitate these funding operations;
and conditions which it is fair to regard as "cheap money"
conditions were maintained for a considerable time despite
the inflationary movement thet was in progress.

6. This, however, was only a passing phase. By the end

of 1919 it had been decided to fellow the course proposed by
the Committee on Currency and Foreign Exchanges After the

War ("The Cunliffe Committee") which may be roughly summarised
as & policy of gradual monetary deflation with a view to

the re-estavlishment of an effective gold standard. - The

most precise recommendation of the Cunliffe Committee was that
the fidnciary note issue should be limited by law, and thers-
after gradually reduced by making the actual maximum reached
in any year the legal maximum for the year following. This
recomendation was adopted by Treasury Minute in December 1919;
and since the limitation of currency could not be effective
without a corresponding curtailment of bank credit, credit
policy had to be adjusted to this decision. Credit conditions
became asccordingly more stringent, the process culminating in
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an increase of the Bank Rate to 7% in April 1920. This was
quickly followed by the collapse of the boom; though how far
this result was due to the restriction of credit, how far

to a natural exhaustion of the “pe-stocking" process, and
how far to the contemporary slump in the prices of primary
products overseas, is a question which necessarily admits

of argument. It is to be noted that up to this point the
chief public eriticism passed upon the policy pursued was
that the application of the brake of dear monsy was unduly
slow and hesitating.

Te Although the inflationary trend was definitely reversed
within s few months, Bank rate was maintained at 7% for over

a8 year. Thie may have been & material factor in the

intensity of the degression in 1921. The prolonged maintenance
of dear money was attributable to a combination of three
influences (1) the adoption of the policy of the Cunliffe
Committee; (2) the fall in the exchange value of sterling;

(3) the course of events in other countries, particularly the
United States.

8. The pound which had been “pegged" during the war at an
exchange-rate with the U.S. dollar of gL.76% was ynpegged in
March 1919. It fell quiekly and heavily, reaching a level

of £3.,20 within a year, from whinh it made a recovery which
was for some time hesitating eand chequered, reaching gL

in May 1921, but falling back to #£3.60 in July 1921i. To

raise this exchange rate, with a view to the ultimate
restoration of the gold standard on the baeis of the traditional
gold value for the pound, was widely regarded as an important
objective of monetary policy; and the pursuit of this
objective, which was accomplished in 1925, exerted an influence
in the intervening years, vaerying in strength from time to

time on internal credit policy.

9. In the United States, the course of trade was very similar
to that in Great Britain. There was the seme early boom and
inflationary tendency, though the rise of prices, as was
natural in view of the fall of the pound, was less marked.
There was the same reversal of in the summer of 1920,

following on tighter credit conditions which culminated in

a rise of the New York rediscount rate to 7 per cent in June

of that year. Thers was the same sequel of a heavy fall of
prices and an intense depression; there is the same possibilitiy
that this depression may be largely attributable to the faet
that the rediscount rate was also maintained at 7 per cent.

for about a year; &nd there was & somewhat similar foreign
exchange complication, in that the maintenance of dear money
was largely due to the fact thet the United States had been
losing gold. Finally, in the United States, also, there was

a comparatively early recovery. This began sooner, being
evident early in 1922, and was more decided than the recovery
in Great Britain. There was no loss of pre~war export markets
by the Unlted States to impede and obscure the extent of the
internal recovery; and by March 1923, a condition of high
produetive activity had been reached, with renewed inflationary
symptomg which were the signal for 2 contraction of credit. .
It seems probable that the United States recovery in 1922-23,
was a major influence in causing the recovery in Great Britain.

10.  In the belligerent countries of the European Continent,
the inflationary trend was not reversed in- 1920, but continued
in the ensuring years with & gathering momentum, until 1%
culminated in some countries in a complete currency collapse,
end in others in a depreciation of the value of the currency te
a small fraction of its previous value. :

14, It is of some interest to consider briefly the course of
publicly financed capital expenditure, (commonly deseribed as
expenditure on "public work") during the period under
exsminatien in Great Britain, The total expenditure ef local
authorities financed by borrowing was as follows:~-
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i Housing 5242 i 81,7 : 29,6 ; 11.3 :
Roads : 3.6 6.2 9.0 8.3
: Other ; ; i ' i :
f rurposes : 3846 3 40.8 : 33,0 f 32.4 '
TOTAL e Ly 128.7 7.6 : 50,0

e

: In the phase of slump, road bulding programmes, for
which the development of motoring offered substantial scope,
were pushed forward, largely with the object of mitigating
unemployment. The above figures show, however, that house-
building was the dominating factor in the volume of public
works expenditure. The house-building activity was attributable
to the housing policy initiated in the boom phase in order to
make good the acute housing shortage left behind by the order.
It reached its peak in the slump years. In 1922 it underwent a
very sharp curtailment as the result of changes in policy prompted
by the increasing preoccupation with retrenchment. Thus whatever
public works expenditure may have contributed toward mitigating
unemployment during 1921, the ensuing recovery took place despite
a substantial net curtailment in the volume of this expenditure.

12. Commercial policy did not exert an importent influence on
the trend of activity during this period. A limited range of
industries was protected against overseas competition by the
Safeguarding and Key Industries Measures; and by the retention
until 1924 of the McKenna duties. But these represented
comparatively minor exceptions to the general rule of the
maintenance of a Free Trade policy.

13. For the present purpose it seems unnecessary to carry
the story in any detail beyond 1924. The prolonged malaise
that ensued in British economic life was largely attributable
to a cause associated with the war, namely, the loss of export
markets by industries such as coal and cotton, which were B0
high'ly locslised that it was not easy for their redundant
latour~Torce to obtain alternative employment. An important
infiuence may also have been exerted by the restoration of
sterling to its pre-war exchange parity in connection with the
return to the gold standard. But such influences differ in
kind from those, such as the movement to "re-stock"which
represent more or less normal reactions to war conditions, as
such; and there is no similar presumption that they are
likely to be repeated. It is pertinent to observe that the
rough similarity between the British and American trends which
hsed prevailed until 1924, was replaced for some years by a
broad contrast between unemployment in Great Britain and
abounding prosperity in the United States.

14. The foregoing enalysis may be summed up &s follows.
In the course of trade activity in Great Britain between
1919 and 1924, three phases can be distinguished:-

(1) a phase of inflationary boom conditions, marked

by rapidly rising prices, during which demobilized labour
was absorbed on a very large scale. The main impetus t¢
this inflationary trend was supplied by the need to ree--
stock both at home end abroad, and to overtake arrears of
plant renewals. An essential underlying condition was

a superabundance of purchasing-power. The movement was
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further stimilated by the mainterare of ecasy credit conditions
in the interest of funding operations, by the removal of
war-time controls, by the withdrawal of subsidies to the cost
of living, by the fact that none the less the budget was not
yet balanced, and by the heavy fall in the exchange value of
sterling;

(2)  a phase of general depression, beginning in the summer of
1920, which though severe and sccompanied by a heavy fall of
prices and wage-rates, was not very prolonged. This may have
represented in part a natural reaction, aftsr "re-stocking"
had been largely accomplished from the preceding boom. But
it was probably intensified by the fact that the stringent
credit conditions which had been employed to check that boom
were maintained for over a year, by the effeect on purchasing-
power o drastic budgetary retrenchment, and by the reper-
cussions of a similar depression in the United States;

(3) a phase of substantial recovery, especially in production
for the home market, which began in 1922. A major influence
in promoting this recovery was probably the more complete
recovery that set in in the United States; and the fact that
the recovery was slower and less decided here was probably
partly due to the recovery in the exchange velue of sterling
and to the credit policy pursued with that object in view.

It is evident from this review that the widespread impression
that the Armistice was gquickly followed by a prolonged period of
uninterrupted depression as far from being accurate ever as regards
Great Britain; while in most other belligerent countries, the
prevailing trend for many years was either towards inflstion (as on
the European Continent) or one of exceptional trade activity
(as in the United States).

III. Probable Differences in the Next Post-War Periqd.

15. Any attempt to forecast the respects in which the conditions
after the present war may be expected to differ from those after
the last war must be largely speculative in charecter, and open to
varieties of judgment. We cannot tell as yet when the war will
end, how it will end, what sort of a world it will leave behind, or
even whether it will end, as did the last war, at approximately

the same time throughout the world. . All these uncertainties, and
more especially the last, have an important bearing on the present
problem. It is possible, however, that these uncertainties affect
the degree rather than the character or the direction of the
differences which are to be expected; and that the latter can be
indicated with some degree of confidence. They may be considered
under two broad heads, internal and external respectively.

A. Internal.

16, (1) It seems probable that the process of demobilisation,
both from the armed forces and from war production will be
less sharp end sudden after this war than after the last.
The cutlook is complicated by the possibility that the war
may end at widely separated times in different parts of
the world; so that operations may continue, say, in the
Par East after peace has been re-established in Europe. In
that case, the demobilisation of some of those absorbed in
the war effort, those in particular concerned with defence
against air attack or invasion, might have been undertaken
before the final end of the war. But apart from this
possibility, it would seem prudent to assume that we may
find it necessary to maintain armed forces of considerable
strength for at least some years after the war is over.

It seems unlikely that we shall be in & hurry to reduce

the Air Force to small dimensions, and the production of
certain types of armements such as aeroplanes and tanks may
well be continued on an important scale. This probebility
will be increased if the international political outleok
remains clouded for whatever reason.
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2) A second difference arises from the physical
estruction which has been caused by gir bombardment
during the present war, the scale of which may possibly
become materially grester before the war is over.
Capital assets of & large varisety of kinds ~ houses, ,
factories, warehouses, shops, public utilities - will need
replacement, and we shall Dbe faced as a consequence with
a substantial task of physicael reconstruction and re-
building. In so far a8 an abnormally large volume of
work of this capital oharacter has tg be underteken, the
consequences are likely to be similar to those of war-tine
armament o ture; - i.e, purchasing power will be
generated without a commensurate incresse in consumers
goods., It is true that the magnitude of the task may
not prove 80 grest in practice &aa8 is often supposed, The
available data relating to War Damage claims suggests -
that the losses 50 far caused by air bembardment are on
a smaller scale then might heve been expected. It i8
important, moreover, to remember on the other side that one
of the factors which underlay the housing shortage of the
1920's, and the prolonged demand for additional houses, is
not likely to sxert the same influence in the next post-war
period. This was the sbnormally rapid growth in the number
of femily units, which was largely a reflection of the fact
that the annual number of births in the United Kingdom was
at its maximum early in the century. Despite the war-time
destruction, therefore, it is possible that new houses will
not be required on & larger scale than after the last war.
Phe importance of the factor of greater physical destruction
depends, therefore, mainly on what happens during the
remainder of the wanm

(3) Wwer production is absorbing a larger proportion of

our productive resources than was the ecase in 191L~-18,

and, apart from essentail foods, the supply of goods available

for meeting civilian demands is being more drastically

curtailed. There was no parallel in the last war to the

_ present Limitation of Supplies Orders, or to the s¢cheme for
concentrating industry. So far as consumers' goods ere

concerned, the depletion of stocks is likely, therefore, to

be more marked and more widespresd when the war ends than

it was in 1918; and it is also probable, especially in view

of the large number offactories which are now being used as

warehouses, that it will take longer to restore the

production of goods for civilian iurposea to normal dimensions,

to overtake arrears of capital maintenance and renewal.

(4) The exceas of accumulated purchasing-power which is
banked up under war conditions but which is likely to be
thrown upon the market when peace 18 restored, will probably
be mush larger upon this occasion, After 1918 there was no
very marked tendency to encash the savings certificates

which had been sccumulated during the war. It would be
unsafe to assume that this experience will be repeated, in
view of the greater extent to which the satisfaction of
pressing needs has been postioned owing to the unobtaina-
bility of goods. Further, the arrengement under which part
of the sums which the State is now taking from the taxpayer
are being credited to him, will serve to increase the volume
of purchasing-power liable to be directed to the purchase of
consumers' goods. This tendency is likely to de accentuated
by the strenuous efforts that are being made during the war to
keep down the prices of essential goods in order to prevent
the development of a prices-wages spiral; for this means
that a smaller part of the redundant purchaaing-fower that
isibeing created 18 absorbed in buying goods at nflated
prices.
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(5) This redundancy of purchasing-power is not likely to

be absorbed as gquickly as it was after the last war by
drastic measures of financial retrenchment. Some of the
war-time subsidies, notably those to cover inceases in
farming costs, will probably have to be retained in the
post-war period, in order to avert an increase in the

cost of living. On the other hand it will not be easy to
maintain the high war-time rates of taxation, having regard
to the extent to which they fall on the smaller income ranges
and the extreme severity of their epplication to the higher
ranges. It may well be that for such reasons, coupled with
the fact that budgetery equilibrium is no longer so
universally accepted as an imperative requirement of sound
finance, unbalanced budgets will persist. for considerably
longer than after the last war. Apart from this possibility
moreover, there is likely to be a considerable volume of
Government expenditure, e.g. the compensation payments under
the War Damage Acts, which, though not forming part of the
annual budgetary expenditure, will serve none the less to
increase the purchasing-power at the disposal of the community.

B. External.

(6) The balance of international payments with which we shall
emerge from the present wer 18 likely to be seriously adverse;
and we shall be faced with an imperative need to restore this
balance to equilibrium within a reasoneble period, either by
increasing our exporis or by ocurteiling our imports. The
pressure upon us in these diregiions will be made the more
urgent by our loss of exchange resources and by the large
Sterling balances which India, the Dominions, and foreign
countries will have accumulated. In 8o far as we succeed

in increasing exports, the productive capacity available

for procducing goods for the home market will be
correspondingly reduced. A reduction of imports would

alsc serve to reduce the supplies of goods with which the
needs of the home population could be satisfied. In either
case, thcrefore, the process of correcting the adverse balance
will exert an influence tending to maintein an excess of
demend over Bsupply. There was no tendency of this character
after the last war. We entered that war with a highly
favourable balance of payments, which represented, as it
were, fat that we could afford to lose. We emerged from
that war with the loss of something like one quarter of our
former export trade, and we never made this loes good; but
we were not as a consequence under any compelling need to
curtail our imports, the volume of which in fact tended to
increase.

(7) It is not only in this country that the intensity of the
war effort, as measured by the proportion of productive
resources absorbed by war purposes, 18 much greater in the
present war than in that of 1914-18, It is certain that
before the wear ends, this will be true as a general world
phenomenon, In the United States the production of variecus
types of goods for civilian purposes, notably for example,
autonobiles, is already being drastically curtailed. = There
was no parallel to this in the last war. Agein, though
Japan was technically s belliferent in the last war, her
economic life was not seriously involved in war production;
and she emerged in 1919 with & greatly increased capacity

to produce for export. Thus, s8¢ far as industrial products
at least are concerned, prevailing world conditions of
shortage seem likely to be more prolonged after the present

(8) Active military operations have already spread over a

far wider area than during the last war, and have entailed a
greater degree of destruction and economic dislocation.
Although there will be less pbysical damage to be made geood in
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France and Belgium, there will be much mere 1in Russia and 3
the Far East. Moreover, the possibility cennot be excluded

that the world output of several primary commodities,

notably tin, rubber, and oil, may be geriously reduced for

a considerable period by military developments before the end

of the war is reached. -

(9) There is also the possibility, which it is not easy at
present to assess, that the present war will leave behind it

a greater degree of political end socisl confusion than the
last. In 1918 the Central Powers and thelr Allies collapsed
suddenly and very nearly simultaneously, and the military
collapse was associated with olitical revolutions.  For the
most pert, however, these political revolutions took a form in
which an orderly Government was promptly pubstituted for the
previous regime, and it was only in a comparatively,limited aresa
in Eastern Europe that economic reconstruction. wes seriousaly
impeded by political chaos. Tt cannot confidently be assumed

that this experience will be repeated. It may be that unsettled
political conditions will interfere far more seriously after the
present war with the revivel of peace-time production over &
‘large part of the world.

17. It will be readily appreciated that all the foregoing differences
tell in the same dirsction, from the standpoint of the question
under examination. Each of them will tend %o prolong the period
during which the prevailing conditions mist be expected to be those
of an excess of purchasing-power over the supply of goods. The
process of demobilisation is likely to be more gradual and

less complete; there will be more physical damage io make good,

a greater exhaustion of stocks to be replenished, & greater
diversion of industrial plant to war production to undo, & larger
banking-up of purchasing power in the hands of consumers with
larger unsatisfied wantse, a more pressing need to devole more of
our productive capatity to export work, end a greater difficulty
in obtaining supplies from overseas, These tendencles will
probably be reinforced by budget deficits continuing for
considerably longer than after the last war, and by more severe
conditions of general world shortage.- It is impossivle at the
present stage to evaluate the strength of these various influences;
but the longer the war lests, end the more its future course i8
marked by unexpected developments, the greater is their importance
likely to become.

18, It remains, however, to consider possible influences of a
gsomewhat different character from those exemined, namely, those
which may arise from the gradual long-run trend of economic
development, and those connected with changes in ideasand policy.

' TV.The Long-Run Economic Trend.

19, The main influence to be ¢onsidered under this heeding is
that of the continued advance in industrial productivity arising
from technological improvement which, morecever, has probably
become more rapid, taking the economic system as a whole, than

it was formerly. The productive cepacity of the indusirisl
countries of the European end North American Continents was
certainly far larger at the outset of the war than was required
to sustain the standerd of 1living that actually prevailed.

In some countries an important fraction of this productive power
Wwas wasted in the form of the unemployment, or partial employment,
of plant and labour; and the services of a large and growing
number of persons were absorbed in functions such as advertising
and salespromotion, which were of doubtful social utility and
could certainly be largely curtailed without any material injury
to the standard of life. In other countries an impaortant

»
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fraction of the productive power was devoted to large-scale '
preparations for war; and the success of Nazl Germany in
particular in building up an overwhelming military sirength
without any very marked lowering of her living standard,
although she had not the advantage of the possession of
international capital assets, suggests that the margin of
productive power which a modern industrial country wastes in
one . way or asnother, is larger than has hitherto been realised.
inis wasted margin must have grown considerably in the inter-
war period. If, therefore, the shortages to be overtaken
after the present war will be, for the reasons previously
given, more serious and more widespread than they were in 1918,
it can be argued on the other hand, that modern societies will
be mors powerfully equipped for overtaking them. :

20. A special feature of the technological progress of the
lest generation was its marked extension to the production of
many agricultural commodities. During the last ten years
before the present war a pronounced condition of over-supply
became apparent for a large range of agricultural commodities,
leading to the accumulation of vast surpluses. War conditions
have led to the disappearance of meny of these surpluses, and
it is not unlikely that substantial inroads may be made into
those that still remain before the war is over. None the
less, the probability suggested by the available statistical
data is that abundant supplies of certain basic agricultural
commodities, notably wheat and cotton, will be avallable to
meet the world's post-war demends. After the last war there
was a prevailing scarcity of wheat for several years; and in
this respect at least it seems probable that the situation
after the present war will be more favourable to consumers.

21. Thus the influence of the long-run economic trend will be
in the opposite direction to that of the considerations
enumerated in the preceding section. It seema unlikely,
however, although the matter does not permit of a conclusive
judgment, that this will be strong enough to reverse the
conclusion, to which those considerations point, that a

longer period during which demand generally will tend to exceed
supply is to be expected. The larger available margin of
productive power that is normally wasted will not affect the
problem until it has been effectively directed to the production
of peace-time goods; and this is likely to take a considerable
time. The praospect of a more abundant supply of certain
agricultural sommodities is uncertain and limited in scope;

and its significance is rather that it may meke it easler to
check & serious inflationary development during the phase of
"boom! than that it is likely to bring that boom to an early

- end. on the whole, therefore, it seems reasona@ble to regard

the long-run trend as a factor tending to qualify rather than
to alter the prospect, suggested by the previous analysis, of

a longer period of a prevailing excess of furchasing*POWeri
though subsequently, of course, it may well become once agsin

a factor of dominating importance.
Ideas and Eoliéx.

22. The courss, of econcmic events after the war may be greatly
affected by policy. It would obviously exceed the proper
scope of this paper to attempt a systematic forecast of the
policy that is likely to be pursued, the more so because it

may be affected in turn by the diagnosis that is accepted as

to the probable course of events. None the less there are
some matters, so highly relevant to the problem, upon which
differences in the objective situation and differences in
prevailing ideas between the two post-war periods are SO likely
to result in difference of policy, that it seems desirable te
take account of them.
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23, In the first place, there has been an important change in

the general attitude towards the meintenance of economic o
controls. After the last war, there was a prevalent and strong
desire to sweep away the whole system of war-time controls as
rapidly as possible with a view to the restoration of normal

peace~time conditions. The indications are that this desire
will be at any rate less strong, less unquelified and less
Sweeping after the present war. There is, indeed, a more

widespread scepticism a8 to whether our pre-war arrangements
represented the natural and normal economic system, and as to
whether accordingly it is either desirable or practicable to
8imat re-establishing them with the fewest possible changes.
If, moreover, the conditions at the end of the war are marked
by an acute shortage of shipping and other key factors, there
is likely to be a fairly general recognition of the need to
maintain a considerable measure of control over our economic
life for such purposes as the prior satisfaction of more
urgent needs and the re-building of our capacity to produce
for export.

24. The wholesale removal of controls in 1919 served to
8timulate the inflationary developments which merked the

"poom" period, and it may thus have contributed something

by way of reaction to the severity of the slump that followed.
Although the forces tending in the inflationary direction are
likely, as the preceding analysis has suggested, to be stronger
after the present war than they were last time, the greater
readiness to accept the continuance of controls, may help to make
it easier to hold these forces in check.

25. In this connection, however, another aspect of the problem
should be mentioned. A condition of things in which the
supply of purchasing-power tends to exceed the supply of
available goods, does not imply that unemployment will be
negligible. The transfer of production from a war-time to
a peace~time basis will give rise, just as the reverse process
does, to unbalanced production, "bottle-necks" and hold~-ups;
end many workpeople may find themselves unemployed for a time,
not because the demand for the products of their industry is
insufficient, but because production is insufficient somewhere
else or because the supplies of imported materials are
insufficient.  Such obstacles to the speedy restarting of
industry may be more serious after the present war than
they were after the last.. It may take a considerable time,
for example, to restart many of the factories which have
been closed down under "concentration! schemes. Shortages
of certain materials, €. g« rubber, may also be severe.
Apart from such "bottle-neck" problems, the reabsorption in
peace-time economic life of large numbers of persons from the
fighting services and from war production enteils difficult
~ broblems of personal adjustment, and a small percentage may
remain unemployed as & consequence, despite a strong demand
for labour in general.

26.  The problems of post-war policy will be made more
complicated and more difficult by special unemployme nt OF
this latter character. The remarkable success with which
vast numbers of demobilised soldiers and workpeople were
absorbed in civilian economic life within the eighteen
months that followed the Armistice of 1918, may have been
greatly aided by the intensity of the re-~stocking boom
and by its inflationary accompaniments. The rise in
selling prices kept well ahead of the rise in costs of
production, and, though this carried other evils in ite
train, general business conditions were sc profitable, or
o) apparently profitable, that employers were anxious to
engage addlplonallabour, and could afford to pay less regard
than they might otherwise have felt bound to do, to its



efficiency for the work in guestion. If controls designed for
such purposes as preventing an undue rise of prices and restraining:
home consumption with a view to rebuilding an adegquate volume

of exports, are retained for a comsiderable period after the
present war, the result may be to slow down the rate of re-
abscrption. This will not necessarily he a disadvantage;

the prccess of demobilisation itsel? may, as has been indicated,
be less sharp and sudden, so thet a less repid rate of re-
akzorphicn may prove to be all that is required. But if

this peossiblility is not realised, and demobilisation is effected
with a rapldity comparsble to that of 1919, some conflict of
obizetives may possibly arise; and the task of gvoiding in-
flation wey be madge more difficult by illjudged pressure for
genersl removal of restricticns when in fact other measures
would be appropriate and adequate to meet the case.

27 In regard to monetary policy. there have also been

changes both in prevailing ideas and in the objective facts of
the cituation, wnich mey have an impsriant heariqgz on post-war
devetopments. As has been Seaen in Section II the severily of
the cowmgeratively shori-lived slump in 1921 in Great Britain

and in the Unised States may have beew paprstly due in vota
countries to uhe continuance, for a considerable period after

the inrlastionery trend had teen reversed, oI the high money-
rates whichvwere established in 1920. 7t seeme unlikely for
various reasons that an influence of thisg kind will operate

after the present war. The deiay in reducing money-rates until
the middle of 1921 ves largely attributable in botn countries to
exchange considerations. The United States had been losing gold
to Spain and Argentina, and appearsd to e threatencd with a

loss of gold to Japan. In view of the enharrassing msgnitude

of the gold reserves which the United States now posSSeSSes,

it is most uniikely that any difficulty would be caused by

a foture cutfiow, even if it should coccur. The continuance of
desr money in Great Britain was explained partly by its
continuance in the United States, and partfy by the desire to
raise the gold value of the pound; and, as will be suggested
later, there is no reason to suppose that the latter complication
will aftect policy after the present war. It must be remembered,
moyeover, that eccording to the traditional view, gold movements
or foreign exchange tendencies were regarded, as was natural
under 3014 standard conditions, as the proper determinant of
credit poliny. The idea that in the event of an industrial
dapression the chief alm of credit policy should be to promote
industrial recovery had hardly begun to win acceptance in 1920

or 1921,

a

0, Tn view of these various changes, it may be assumed that
£ after the present war, an initial post-war '"boom" should be
foilowaed by a sharp set-back, credit policy would be adapted
far more quickly so as to make its contridbution to ppeventing
this seit-hack from developing into a severe depression. How
important this contribution would prove in practice 1s perhaps
a somewhat speculative question, particularly if it were to be
supposed that the initial phase of boom had been accompanied by
a serious inflationary movement. None the less, there is at
least a possibility that, under altered monetary conditions,
any future analogue to the slump of 1521 might be much less severe.

2
-
1

29. The prevailing trend of activity over a longer period

may also be affected by the probable differcnces in monetary
conditions., As has been suggested in Section II, +he contrast
between British economic malaise and American prosperity between
1923 and 1929 was probably attributable partly to the loss of
export markets by old-established and highly localised
industries, and partly to the difficulties entailed by the
restoration of the pound to its time-honoured parity with gold,
and consequently with the dollar. Since we save now been of f
the gold standard for more than ten years, no particular parity

o

possesses the sanctity that formerly attached to $u.86.  The
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meintenance of exchange stability may, it is true, be regarded
as an important objective; and this may exert an influence

on internal poliey. But 1t is one thing to resisi a
depreciation of the exchange, and quite another to bring about
a large appreciation such as was effected between 1922 and
1925. There seems no reason to suppose that exchange
appreciation will be a serious factor in the problems of
British economic life in the next post-~war decagde.

30. It seems equally doubtful whether there will be any
parallel to the other main factor which played a part in

our ma%aise between 1923 and 1929, namely the los8s of export
marke vy highly localised industries. We must expect,

it is trye, that our export trede in meny lines will be
adversely affected by the stimulus that the war has given

to the development of menufactures in undeveloped countries.
On the other hand, mest of our principal industrial com-
petitors are engaged, or are likely to become engaged, in war

" production in a degree far more comparable with our own

proportion than was the case in the last war. Moreover,
the restoration of equilibrium to our balance of payments
will be a vital objective of our policy, in a sense in
which this was not true last time; so that we may expect

a greater concentration of effort on the promotion of export
trade, Finally, it seems unlikely that any loss of export
trade will be concentrated in the same degree as in the last

~ post-war decade on industries of the same highly-localised
charaoter. There is8 no reason, therefore, to suppose that

i1t would give rise to an equally difficult problem of large-
scale unemployment concentrated in particular areas.

Qonc;ugign.

31. The anslysis in Seotion III led 40 the conclusionm,
qualified but not overborne by the counter-balancing
gonsiderations examined in Section 1V, that the phase of
boom" after the present war is likely to be longer, and
might prave considerably longer, than after 1918. This
conclusion is subject, of course to the reserves that
must necessarily attach to any attempt to forecast post-war
conditions, Oon the other hand, its practical significance
is perhapa greater than may appear at first sight, and is
heightened by the considerations discussed in Section V.

32, Tt was observed in Section II that the popular
impre gsion that the last war was followed almosi immediately
by 2 prolonged depression is far from accurate. The

depr easion Which reached its nadir in 1921 was not in fact
more, prolonged than the boom which preceded 1it, The
recovery which began in 1922 was, it is true, in Great

Britain, hesitating end incomplete. But in the United States,

the stay was very different. There, the recovery of
1922 led within a year to conditions of full aotivity which
were meintaeined without serious interruption until the end
of 1929, Indeed, the trend of economic activity in the
United S8tates in the post-war decade may be farily sumned
up a8 ten years of exceptional trade activity, broken only by
a sharp but short-lived slump, lasting from the summer of
1920 until early in 1922. The severity of this short-lived
slump was partly due to circumstances that need not be

eated. = What is perhaps more important, the divergent

' experience of Great Britain after 1923 was also due to

circumstences that need not be repeated. 8o far as the
trend of industrial activity is concerned, though not
necessarily in other respects, there seems no reason why
our experience after the present war should not regemble the
last post-war experience of the United Btates more closely
than our own. : ,
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33. It is important, however, that this conclusion should
not be misinterpreted. The presumption that arises from the
analysis summarized in the greceding paragraph is that,
notwithstanding the possibility of a temporary setback to an
early post-war boom, the period between the cessation of
hostilities and the time when a persistent and general tendency
for supply to exceed effective demand reasserts itself as &
major source of economic diffieulty may be considerably longer
than two or three years. But this does not mean that no
serious economic dangers are to be apprehended. On the
contrary, problems of shortage may be no less formidable than
problems of over-supply. These problems will, of course, be
most serious in the immediate post-war period. During the
remainder of the war, shortages of essential goods may become
more acute and more widespread, so as to entail a more
substential degree of deprivation than exists at present.

It will take time to overcome these shortages, particularly

in view of the probable need to divert shipping and supplies
to meet the needs of liberated countries in Europe and elgewhere.
On the other hand, there is a danger that the present mood of
readiness to accept sacrifices may give way when the war is
over to an impatient demand for the restoration of pre-war
standards; and this might prove a source of friction which
would ia turn impede the restoration of our productive power.

3. It is possible, however, that problems of shortage may
persist for a more extended period; not because our productive
capacity is likely to be insufficient once it has been
restored, but because we may find ourselves unable to 861l
enough in world markets to purchase the large imports of food
and raw materials that are eassential to maintain our pre-war
standard of living. This raises the problem of external
eccnomic relations which lies outside the scope of the

present Memcrandum. The Continental inflations of the 1920's
serve, however, to indicate how seriocus and prolonged the
dangers might be, if that problem is not satisfactorily solved.
Inflationary conditions, as has been pointed out above,
persisted in several countries for many years after the last
war was over; and in most cases a major underlying cause was
lack of means to buy from abroad.

35. It is obvious, of course, that the reservations that must
be made for the unforeseeable and the unknown become greater as
the period is extended. For this reason the second of the
conclusions summarised below must be taken as subject to a
greater margin of uncertainty than the first. It is
inevitable, however, that post-war planning should be based in
some degree on certain hypotheses a8 to the probable economic
trend; and it is suggested that the working hypotheses
adopted for this purpose should be as follows:-

(1) that after the cessation of hostilities, an initial
phase of "boom", accompanied by the risk of an inflationary
movement is to be expected, and that this phase is likely to
last longer than it did in Great Britain, after 1918;

(2) that there may be a still longer period, before a
persistent tendency for supply to exceed effective demand
reasserts itself, as distinct from temporary trade set-
becks; and that during this period, if no satisfactory
solution is found for the external economic problem,
inflation may remain our most serious danger.

36. The moral would seem to be that while we must be
‘prepared from the outset with appropriate measures for such
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special unemployment as may arise from the maladjustments \\%b
of the transitional period, the main groblem of that period
Wwill not be that of stimulating the effective demend for
goods and services, but rather of controlling and directing
it, so as to ensure the orderly recovery of our economic life,
including adequate production for export. As however, the
length of this traensitional pericd must necessarily be a matter
of uncertainty, it is desirable thet the plans that are prepared
:lixould have a high degree of flexibility in particular as regards

ming. :
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THE FUTURE WORK OF THX® O7WICIAL COMMITTEE ON
POST-WAR INTERNAI. BECCONCOMIC PRCBLEMS.

(Note by the Economic Section of the War Csbinet Offices).

1. In the discussiors on the programme of work of the
Committee, reference has beecn made to studiss embracing a
wider view of economic rroblems than can be expected to
arise directly out of the dspartmental studies which are at
present being undertaken. The purpose of this note is to
discuss the objects which such wider studies might cover and
the way in which they may best be developed.

2. It is suggested that such general studiesserve two
main functionsg:-

(1) One of the main objects of the Committee is,
no doubt; to see that ecach department is
aware of the plans which other departments
are making for reconstruction, so that, as
far as possible, these different policies
may be appropriately adjusted into a well
knit whole. The procedure adopted by the
Comnittee has this purpose in mind, since
(a) each department has undertaken, in
preparing the paper for which it is respons-
ible, to consult the other departments
mest closely concerned, and (b) in certain
cases (e.g. the planning and timing of
pubiic works), special interdepartmental
sub-committecs have been constituted. But
there are certain interzonnections of a
ratiher general character between the
various policics that may be adopted by
various departments for various purposes;
and it is suggested that one or two separate
papers on such inter-relationships between
various problems would be useful to the
Committee as a background for the discussion
of particular departmental proposals. The
paper on Raw Material Controls recently
prepared by the Economic Section is an
example of this type of study.

(ii) It would no doubt be wrong for the Committee
to attempt to decide between long-term
economic issues of a highly controversial
nature; but certain broad economic object-
ives are now mo> ¢ or less universally
accepted, and the dattainment of these
objectives will affect the immediate post—
war transitional problems as well as the
longér period nroblems of economic policy.
On the external side, the erection of a
permanent apparatus for eliminating dis-
equilibria in baiances of paymentd and
providing expancion is generally regarded as
decirabl.. similarly, on the internal side,
while there is manifestly no agreement



concec - ning the gencral question of col-
lectivism versus private ownership, it may
be coricectured that such aims as the stabil-
lization of employment. the promotion of a
higher standard of 1lif¢ and the ce¢limination
of obstacleg to expansion are objectives

on whosz desirability 2311 men of goodwill
would be agrecd. It is suggested that
studies of thc implications of some of
these generally acceptcd economic object-
ives might help to brirng into perspective

a number of the departrnental enquiries

into specific issues. The paper on the
prevention of unemployment (I.E.P.(41)3)
prepared ‘by the Economic Section is an
example of this type of study.

3. There are a large number of possible studies of the
type mentioned in section (i) of paragraph 2 sbove (i.e. on
the interconnections between the different ecconomic problems
which will necd to be solved after the war). The following
is merely an illustrative list of some of the main topics

of this character on which it might be useful for the Com=-
mittee to have papers prepared: -

(i) The Economic Section is in the course of
preparing a document describing the forms
of, and interconnections betwecn, exiding
wartime controls over the economic system.
This paper should, by supplementing the
study which has already been made of the
Raw Material Controls, help the Committee
to obtain a broad perspective of the system
of controls with which we shall start the
reconstruction period.

(11) The intercohnection between price policy,
consumer rationing, raw material controls
and import policy is very close. - Part of
this subject has already been covered in
the paper prepared in the Bconomic Section
on the Raw Material Controls; but it might
be useful to prepare a further paper on the
more general issues involved.

(111) The work which is being done in another
Committee on external economic relations
must necessarily have great relevance to
the work of this Committee. Tor the
adoption. of a particular type of currency
or commercial policy may facilitate or may
make impossible the adoption of particular
forms of internal economic policy. A
paper on the main impliications for internal
policy of the adoption of different types
of external economic policy should help to
make the discussions of this Committee as
realistic as possible.
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4. There

are & numbep of further studies which might

usefully be prepared on those generally accepted economic
objectives to which reference has been made above (Section
(11) of paragraph 2):1- :

(1) T

he paper on the prevention of general

unemployment (I.E.P.{41)3) was confined
almost entirely to a discussion of .the
long-term problems involved, and had little
reference to the special difficultles of
preventing unemployment which are likely

%o arise in the first stages of post-war

~ transition. Tre Committee, in discussing

the paper on these long-tcrm problems,

suggested’ that a second paper on the
jmmediate problems of the transition might
be useful.

(11) It is generally agreed that after the war,

both in the immediate. post-war period and

in the longer run,; measures must be taken

to ensure social security and a minimun
standard of living to all classes of the
community. There is, however, & large
variety of types of measure which may affect
this problem - (e.g. wage policy, price
control, taxation, extension of social
services, ete.). Moreover, many of “the
methods which may be advoeated for the attain-
ment of a minimum standard of living (e.g.
wage policy) may have favourable or un-
favourable effects upon the solution of other
problems \e.g. the prevention of unemployment ).
It is suggested therefore that a papcer on

the various methods of raising standards of
living and of the gconomic implications of
these various methods should be useful to

the Committee.

(111) It is generally recognised that in the post-

war world, if demcbilised labour is to be
absorbed and the great scarcities of goods
are to be met without inflation, the utmost
must be done to obtain an expansion of
production of goods for export and for civil
internal consumption. The successful
solution of many post-war economic problems
depends upon. obtaining conditions which are
favourable to economic expansion rather than
restriction of production in the various
peace-time branches of economic activity.
Many of these conditions (which depend inter
alia upon financial policy, price policy,
wage policy, raw material control,
jpdustrial orgenisation) will no doubt be
covered incidentally in various departmental
papers now 1in preparation, such as the paper
at present being nrepared in the Treasury

on post-war financial policy; but it might
prove useful to tho Committee to have a
paper on the general issues involved.



5. The papers proposed above would in:no way suggest

fthe aectusl administrative action which should be undertaken
by the various departments concerned. Their purpose would

be to -discuss some of the broader econcmlc considerations
which the departments will wish to bear in mind in formu-
lating proposals for ‘administrative action. They might

also throw some indirect light on the question of the
.relative pdorities’ which should be placed upon the particular
enquiries now being undertaken by the different departments.

16TH APRIL, 1942
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OFFICIAL COMMITTEE ON POST-WAR EXTERNAL ECONOMIC PROBLEMS
AND ANGLO-AMERICAN CO-OPERATION.

DRAFT MINUTES of a Meeting held in the
Conference Room, Richmond Terrace, S.W.3%.,
on FRIDAY, 26TH JUNE, 1942, at 11.0 a.m.

PREGSENT:

Sir Alfred W. Hurst,
Reconstruction Secretariat.
(In the Chair).

Sir Richard Hopkins, S1ir Donald Fergusson,
Treasury. Ministry of Agriculture and
Fisheries. |
Mr. N. B. Ronald, Sir Quintin Hi1ll,
Foreign Office. Reconstruction Secretariat.
Mr. P. A. Clutterbuck, Mr. G. L. M. Clauson,
pominions Office. Colonial Office.
Mr. W. D. Croft, Mr. W. F. Crick,
India Office. Ministry of Food.
Mr. Clay, Miss Schufeldt, .
Board of Trade. Board of Trade, Relief Sectimn

Mr. E. M. Nicholson,
Ministry of War Transport.

THE FOLLOWING WERE ALSO PRESENT:

S8ir Frederick Phillips, Mr. J. M. Keynes,
Treasury. Treasury.
Professor L. Robbins, Mr. J. Mesade,
Economic Section, Economic Section,
Offices of the War Cabinet. Offices of the War Cabinet.

Mr. R. F. Harrod,
Prime Minister's Statistical Offiee.

Mr. A. Baster......................-.Secretary to the Committee,
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ViAR CABINET

OFFICIAL COMMITTEE ON POST-WAR EXTERNAL ECONOMIC
PROBLEMS AND ANGLO=-AMERIC.AN CO-OPERATION.

DRAFT MINUTES OF MEETING HELD ON 26TH JUNE, 19L42.

CORRIGENDUM.

Page 1, second paragraph.

"SIR DONALD FERGUSSON «sves B88LA coeso”
Delete - second sentence, lines 6 - 8.
substitute - "He preferred a system of regulation

of production amd marketing reviewed if
necessary every five years."

Subject to the above amendment, it is requested that
the Draft Minutes in your possession be regarded as FINAL.

Ly Richmond Terrace, S.W.1l. .
8th July, 1942.
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MR. CLUTTERBUCK asked if the scheme for the
International Regulation of Primary Produets (U,S.E.{4200)
could be cast in a form which would be suiteble for
transmission to Dominions representatives in London.

MR. CROFT said the proposal was of special interest to
India and the question might arise of sending a copy of
the document to the Government of India before the
conversations with the Americans had reached an advanced
stage. MR. KEYNES said he had had these considerations
in mind in drafting the document. THE CHAIRMAN said the
question of communicating documents of the Comittee to
other Governments would be one for Ministers.

SIR DONALD FERGUSSON, in elaborating his note on
the scheme for the International Regulation of Primary
Products, said that from his experience in the Ministry of
Agriculture and his knowledge of conditions in other

. countries he was convinced that the scheme would not

commend itself to the Americans and would not work. He
preferred a system of restrictions on production, reviewed
if necessary every five years. MR. KEYNES said that if
such a system were generalised .1t would be against the
interests of this country. MISS SCHUFELDT sald her
Department felt some practical objection to the scheme on
the ground that primary production would of necessity have
to be strictly regulated in the period just after the war,
MR. CLAUSON said his Department did not disagree . -
fundamentally with the scheme. After a general
discussion, IT WAS AGREED:- - ’

"(1) That Sir Donald Fergusson and Miss Schufelds
- should prepare a considered note of their
objections and present 1t t

who w 1d thenlﬁaige £ e E
accep 2 gggn gtse § B fﬁ iﬂo..'

(2) 1In default of agreement the note should
be presented to the Conmittee together
with the final version of U.S.E.%LZ)lO
for approval and eventual submission to
Ministers.

MR. KEYNES said that what was wanted was a
practical list of subjects for discussion with the
Americans. Mr. Pasvolsky had already suggested a list,
which was being studied in the Treasury and was quite a

"different document from U.S.E.(L42)13. SIR RICHARD

HOPKINS suggested that it was necessary to clear up the
matter of the agenda for the Anglo-American conversations,
first giving special attention to the directions in which
we wished the conversations to go,and to consider
U.S.E.(42)13, in which subjects were classified on genersl
principles, at a later stage. SIR FREDERICK PHILLIPS
said that discrimination in international trade and
international cartels would have first place in the

American list. MR. NICHOLSON said that in any classifice-
tion of s8ohemes for international collaboration it would

be essential to consider how far organs of war-time
collaboration could be used, after appropriate changes,
for peace~time purposes. After a general discussion, IT

WAS AGREED: -
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nm(u) That the question of the appropriate

Richmond Terpsaee, S.W.1l.

"}(3)' That the Treasury should expedite

"their preparation of an agenda for
the Anglo-~United States conversa=-
tions.

‘clagsification of subjects for the

"~a;‘ purpose of U.S.E.(42)13 should be

- taken up afterwards.

(5) That the gquestion of the programme
of further studiecs to be initiated
by the Committec should be taken.

-~ dp when the note mentioned in

» . 'Conelusion (1) of minutes of
" U.S«E.(42)2nd Meeting, had been
circulated.

(6) That the Board of Trade should

prepare material for the Committee
on the regulation of international-
eartels.

(7) That tho hext meeting of the '
-‘Commlttee should be called by the
Chairman ds. soon as sufficient -

- progress had -been made with any of
the above matters.

297th June, 1942.
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WAR CABINET
OFFICIAL COMMITTEE ON POST-WAR INTERNAL ECONOMIC PROBLEMS.

CORRIGENDA.

1.B.P.(42) 24: Post-War Wages Poliey.

Page 12, paragraph 19, sub~para, 4; lines 13 to 17.

Delete:-~ "On the other hand there is reason to fear
that those responsible for the National Savings
Campaign have been too ready to invite workers
to save their war-time earnings in order that
they may draw them out and have a good time
when the war is over."

I.E.P.(t2) 25: Demobilisation and Resehblement.

Lost puce
~7£i*;E.S&
The tuble shoving the pumbers of the employed eivil

nopulation, should follow the Supplementary Note on the
8478 of the Demobi1TE4tI6H Problem, and not the appendix,

Richmond Terrace, S.W, 1.

23RD JUNE, 1942,
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Tho " :AFT MINUTES are circulated for o+ - -
it s re.uested that any comments be fory i
by NOON, 3 0 JUN 1349 |

after when concurrence will be assumed.
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OFFICIAL COMMITTEE ON POST-WAR EXTERNAL
ECONOMIC PROBLEMS AND ANGLO~AMERICAN CO—OPERATION.

AN

DRAFT MINUTES of a Meeting held in the
‘ Conference Room; Richmond Terrace, S.W.1,
on Tuesday, 23rd June, 1942 at 11.0 a.m.

PRESENT:

Sir Alfred W. Hurst,
Reconstruction Seeretarisat.
(In the Chair),

Sir Richard Hopkins,

Sir Donald Fergusson,
Treasury.

Ministry of Agriculture and

Fisheries.

Sir Frederick Leith-Ross, .
Chief Economid Adviser. Mr. Hemry Clay,

- Board of Trade.

Mr. G.L.M. Clauson,

Mr. P. Liesching,
Colonial Office.

" Dominions Offics.

Mr. W. D. Croft,

MI‘- W. Fo CI‘iCk,
IndiaaOffice.

Ministry of Food.

Mr. E. M, Nicholson, Mr. E. Baring,

Ministry of war Treansport.

Mr. J. M, Keynes,
Treasury.

Sir Frederick Phillips,
Treasury.

Professor 1. Robbins,
Economic Section, Offices
of the War Cabinet. !

Foreign Office.

THE FOLLOWING WERE ALSO PRESENT:

8ir Hubert Henderson,

Treasury.

Mr. R. F. Harrod,

Prime Minister's Statistical
Office.

| Mr, J. Meade,

Economic Section, Offices
of the War Cabinet.

Miss Schufeldt,
" Board of Trade Relief Section.

Mr.AAO Baster LA LN BN BN N I

-l

sseeecseecsss Secretary to ﬁhe Committee.
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AGENDA;“item 1. During & general disdussion”of'the scheme in

National UJSIE;guzg'IO“Ih“the'1ight'of the” amendments proposed in
Regulation of U.S.E.(42)12 rurther amendments werpe suggested which
Primary Mr. Keynes undertook to consider. B

Productg . . CL L

U.S.E.(42)12. IT WAS AGREED: I RS

(1) That the, document after revision by
Mr. Keynes should be printed and
circulated to members of the
- Committee and that if any further
alterations or substance were
broposed the Chairman-should call
a further meeting.

SIR RICHARD HOPKINS suggested that if there
appeared to be a real difference of Opinion about the
broposals this should be made clear to Ministers.

SIR DLONALD FERGUSSON saig that he would set down any
objections he Tfelt to the scheme in o Daper for the

Committee. = The question whether this indicated such g

difference of oginion as should be brought to the notice
of Ministerg could’then be considered.

Next meeting. o IT WAS AGREED:

(2) . That the Committee should meet next on

v: . Friday, June 26th, at 11 d.m., "in the
;8ame place in order to consider .
Mr. Harrod's Daper on "Classification
Of ‘Measures of Interpational Economic
.CoXIlaboration™ (UJS.E:(42) 13 -
already circulated). .

ISR

L Riehmond Terrace, g.W,1...

D ne



Sy Mo Knsall
4 ( v

i
¢

3 | : '
(THIS DOCUMENT IS THE PROPERTY OF HIS BRITANNIC MAJESTY'S GOVERNMENT).

SECRET

U, S.E.(42) 3rd Meeting. | ‘ COPY NO.

WAR CABINET

OFFICIAL COMMITTEE ON POST-WAR EXTERNAL
ECONOMIC PROBLEMS AND ANGLO-AMERICAN CO-OPERATION.

AN

DRAFT MINUTES of a Meeting held in the
- Conference Room, Richmond Terrace, S.W.1,
on Tuesday, 23rd June, 1942 at 1l1.0 a.m.

PRESENT:

Sir Alfred W. Hurst,
Reconstruction Seeretariat.
(In the Chair).

Sir Richard Hopkins, Sir Donald Fergusson,
Treasury. Ministry of Agriculture and
Fisheries.

Sir Frederick Leith-Ross,
Chief Econamic Adviser. Mr. Henry Clay,
Board of Trade.

Mr. G.L.M. Clauson, Mr. P. Liesching,
Colonial Office. Dominions Office.

Mr. W. D. Croft, - Mr. W. P, Crick,
India Office. ‘ Ministry of Food.

Mr. E. M. Nicholson, Mr. E. Baring,
Ministry of War Transport. Foreign Office.

THE FOLLOWING WERE ALSO PRESENT:

Mr. J. M. Keynes, ’ 8ir Hubert Henderson,
Treasury. ' Treasury.
8ir Frederick Phillips, Mr. R. F. Harrod,
Treasury. Prime Minister's Statistical
Office.
Professor L. Robbins, o Mr. J. Meade,
Economic Section, Offices ‘Economic Section, Offices
of the War Cabinet. of the War Cabinet.

Miss Schufeldt, -
Board of Trade Relief Section.

Mr. A‘ Bastel‘ LA IR B I 2R I IR B Y B I B I N I S N Secretary tO the Comitteeo



AGENDA: Ttem 1.  _ During a_gener
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ieral discussion of the scheme in
National U.S.E.éuzg 10 in the light of the amendments "proposed “in
Regulation of U.S.E.(42)12 further amendments were suggested which
Primary Mr. Keynes undertook to consider. .
Products = = ... - ST N
U.S.B.{42)12. IT WAS AGREED: '

Next meeting.

(1) That the document after revision by
Mr. Keynes should be printed and
“circulated to members of the
Committee and that if any further
alterations of substance were
proposed the Chairman should call
a further meeting.

: -+ SIR RICHARD HOPKINS suggested that if there
appeared to be a.real difference of opinion about the
proposals this should be made clear to Ministers.
SIR DONALD FERGUSSON said that he would set down any
objections he felt to the scheme in a paper for the
Committee. The guéstion whether this indicated such a
difference of o inion as '‘should be brought to the notice
of Ministers could then be. considered. ‘

- IT WAS AGREED:

~+ - (2) That the Committee should meet next. on
L ~  Friday, June 26th, at 11 a.m., in the
same place in order to consider
Mr. Harrod's paper on "Classification
of Measures.of Interngtional Eceonomic
Collaboration" (U.S.E.(42) 13 -
already circulated).

L4 Richmond Terrace,. §,W.1.

24th June, -1942; -, .
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OFFICTAL COMMITTEE ON POST-WAR INTERNAL ECONOMIG PROBLEMS

DEPARTMENTAL STUDIES

Note by the Secretary

" By direotion of the Chalrman I circulate this memorandum
on'"Post-War Wages Policy" by the Ministry of Labour and Natiional
Servise, in fulfllment of Item VII(d) of the Programme of Work
appended to I.E.P. (42) 19, , B .

(Stgned) A. BASTER.

5/5, Richmond Terrace, S.W.1:
11th June, 1942,

POST-WAR WAGES POLITY

Note by the Ministry of Labour and National Service

PART I
INTRODUCTION

1a It 1s impracticable at the present time to attempt to

formulate a definlte Government policy for post-war wages
without a elearer view of possible developments in the post-war -
industrial system, For example, it is not yet possible to
foresee how soon or how far private industrial undertakings
will be free to control the nature and volume of their ‘
production. The extent of State dirvection and control of the
movement of labour and choice of employment and the changes to
be made in social services, particularly the provision for the
unemployed, will affect the settlement of the terms and ‘
conditions of employment. In the political field, too, there
will be potent forces at work which are likely to affect wages -
%olicy. It is impossible to foresee the nature and force of
he public reaction to a successful conclusion of the war, but
if the experlience of 1918 1ls any guide it can be assumed that
there will be insistent demands for large-cscale organisation by
the State of schemes of work and control of profits. These
demands will not be as easily dismissed on this ocecasion as was
the programme put forward by the Trade Union Movement in 1919
for the nationalisation of mines, transport, shipping and
electrlicity supply and for the elimination of private profits

T



from the shipbuilding and enginecring industries. Demands
have already been put on record as a basls for action in a
resolution of the Trade Union Annual Congress in 1941 which
include the improvcment of the status of ecgonomic security
of the workers, thc control of financial interests and the
speedy provision of continuous employuicnt for all workers.

2e In the fifth point of the Atlantic Charter ‘
expression is given to a Ydesire to bring about the-fullest
collaboration between all ngtions in the economic field, ' '
with the object of securing for all improved labour ‘
standards, economic advancement, and social security". In
the fourth point of the Charter it is stated that an -
endeavour will be made, "with due respect for their .
existing obligations, to further enjoyment by all States,
great or small, vi« tor or vanguished, of access on equal
terms to the trade and to the raw materials of the world
which are needed for their economic prosperity'. This
presumably means tha' the costs of our own cxport industries
will have to be adjusted to inmternational costs of
production, The possible reaction on our long term wages
policy is obvious, SR - ‘

S The home situation will undoubtedly be affected by
new international relationships and by the extent to which
co~operation, through the Intermational Labour Office
organisation, is c¢ffective in securing rccopnition of
minimum standards and the need for maiatuining in the post-
war period interaccional co-operation on cconomic and social
problens. An International Labour Conference was held in
the Autumn of 1941 in New York, followed by a meeting of the

~Emergency Commnlttce.of the Governing Body in London in April,
1942, and it is clcarly theé hope of the International Labour. .
Office to play an cffective part in securing:international
standards im relation to minimum wage levels and hours of
work.. - . . L

The Conference passed a nunber of resolutions which
have been printed in Cmd. 6331, It "emphasiced the -
necessity for the promulgation of laws wherc necessary fixing
minimum rates of wages in order to ensure %to the workers the
means of satisfying the essential requiremcnts of human beings
who undertake their work in the conditions and with the
exigencles of our present civilisation!. It further
expressed the view that "the International Labour Organisation
should be in a position to give authoritative expression to
the social objectives confided to it, in the rebuilding of a
peaceful world upon the basis of 'improved labour standards,
economic advancement and social security™.

L. Wages policy cannot, therefore, be considered in
Lsolation from the general trend of public affairs and any
attempt, at the prcsont stage, to lay down fixed lines of
policy would be fruitless and might prove, in the light of
events, a definiic hindrance to rapid adjustment of ideas to
-meet new conditions. Furthermore, close evonsultation with
industrial interests, which has been maintainmed during the
war on .all questions of industrial policymust b continued
into the posit-war period. The special importante of
effective collaboration between public ‘authoritics and | -
workers' and employers'. organisations during tiie transiticn .
from war economy to peace economy was specciilly, dmphasised
by the International Labour Conference at New York. ' -, .

LR T
AN

-~ 5. It is possible, however, to ihdicatc some 'GP thé
practical consid=v . lloms to be borne in mind ‘in the . T
transition from war ‘to pcace and to set out shortly some of

2
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the major problems in connection with wages policy which are
likely to arise in the immediate post-war period. It is
desirable to look at these problems in the light of past
history and Parts II, III and IV of this paper accordingly
record briefly the general outline, as follows:-

Part II ~ Wages Policy following the last war,
1918 to 1920.

Part III - ' Preg~War Conditions.
Part IV -~ War-Time Wages Policy.

In Part V an attempt is made to set out some of the
problems which may have to be considered after this war with

'PART II

WAGES POLICY FOLLOWING THE LAST WAR - 1918-1920

6. At the close of the war of 1914-1918 a period of
industrial dislocatiom and of severe unemployment. was
anticipated and to meet this possibility the first act of the
Government was to convene & national conference of represent-
atives of employers' organisations and trade unions before
which the Prime Minister placed a »roposal that, as a first
step towards the restoration of general conf'idence, the rates
of wages prevailing in each trade or industry in any district
at the date of the Armistice should be maintained for a.
limited period. As a result of the negotiations the Wages
(Temporary Regulation) Act, 1918, was passed on 21st November,
1918. The Act carried out two main objects:-

(a) It continued for six months, as statutory minimum
rates, the standard rates existing at the date of the
Armistice or such other rates as might be substituted
for the standard rate by an arbitration award or by a
voluntary collective agreement approved by the

- Minister of Labour; and :

(b) it repealed the provisions of the Munltions of Wap
Acts prohibiting strikes and lockouts and discontinued
compulsory arbitration except as regards differences
about what was thec standard rate or whether another
rate should be substituted for the standard rate.

: The arbitration tribunal set up under the Act (The
Interim Court of Arbitration) was, in effect, the war-time
Committee on Production with additional members. The Act was
twice extended, but terminated in September, 1920. Under 1t
claims for advances of wages were numerous and in some
Instanees serious stoppages of work resulted, but a very large
number of disputes, far in erecss of the number of stoppages,
were settled by arbitratioin. conciliation or voluntary
agreement,

A fuller description of the Wages Policy adopted
after the last war will be found in Part II of the Nuffield
Oollege Memorandum circulated as I.E.P. (42) 3,
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PRE~VAR CONDITIONS

Yoluntary Colleciive Largaining

7o The strongth of the system of collecetive bargalning
in this country is the result of a gradual development over
many years, As long ago as 1894 a Royal Commission expressed
approval of the development of voluntary conciliation boards
which had already proved suceessful on a small scale; The
rate of progresc depcnded upor adequite organisction and
mutual confidernce but by 191l most of the staple industries
In the country hud acopted a system of settling terms and
conditions of employmont by Joint agreements., In 1917 the
Whitley Comr, - cc was appointed and in a series of reports
proposed the formatior f Netional and D:strict Joint '
Industrial Counciis %o regulatbe wages and conditions. At
the same time the Commi%*ce reported against compulsory
arbitration and urged continuonce of a system whereby
lndustries secttle their owa differcnces with resort, where
necessary and by mutual dgrcement of both sides, to voluntary
arbitration. This poliey was enacted in the Industrial
Qourts Act, 1919,

8. In the pericd 1916 -~ 1939 volantary collcctive
bargaining wus c..onded over a wide field with the approval
of successive Governmcnis and of industrial organisations.
The Balfour Committec on Industry and Trade dealt with the
subject fully in their final report in 1929 and said:

~M"However imperfect they may be and however open to
eriticlism may be some of their results, we are
convinced that on tlhic whole the methods of collective
bargaining and settlemert of wages gquestions which have
grown up sSpoutaneously in accordance with the '
clreumstances of differens trades are vastly preferable
to any uniform cast-ircn system imposed by law. There
ls abundant cvidence that this.view is shared by the
representative organisationsboth of employers and employed
In the principa’ industries." .

The strength of the system lies in its adaptation to the needs
and cireumstances of porbhicular industries and to the
encouragement it uffords %o those with knowledge of practical
problems to rely on self govermment. o

Wages Legislation

9. In some industries .t has been necessary for the
State to intervene tc the extent of providing machinery for
~ the establishment of minimum terms and conditions of service.

(a) The Trade Boards &cts, 1909 and 1918 provide for the
establishment of irude Boards whose duty 1t 1s to fix minimum
rates of wages which are enforceable under penalty. The
Minister of Labour can apply the Acts to any trade in which he
is of opinion that 'no adequate machinery exists for the
regulation of wages throughout the trade and that having regard
to the rates of wages prevailing in the trade it is expedient

that the principal Act should apply to;ﬁhat:trade”.

The Acts at present apply to some 50 trades which
(before the war) emmloved some 1,500,000 permons. There is
nothing in the Acus to prevent individuol contracts or
collective agreements for the payment of wages at rates in
excess of the statutery minimun rates. : 2
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(b} The Coal flines Minimun Wage Act, 1912, (passed for
the purposc of terminating a national stoppage of work)
provided for the setting up of Joint District Boards for the
purposc of fixing minimum rates of wages for the various
eclasscs of workers in the industry. The Boards consist of
representatives of the owners and of the men with an
independent chairman. The machincry set up under the Act is
still in existence, but the minimum rates have been effective
only to a limited extent, owing to their having been fixed
generally at a lower level than the operative rates arranged
from time to time as the result of collective bargaining.

(c) Under the Agricultural Wages (Regulation) Act, 1924,
minimum rates of wages in agriculture in England and waies have
been fixed by Agricultural Wages Commitices for each county or
(in somc cases) part of a county, and statutory effect has been
given to these rates by orders made by a Central Agricultural
Wages Board. The Central Board was not cmpowered to alter any
rates fixed by a Committec, but In certain limited cases (eege,
default of a Committec) the Board could itself fix minimum
rates, The Agriculturnl~Wagesf(Regulatjpn) Act, 1940, amending
the Act of 1G%, provides that a national minimum wage may be
fixed for men by the Central Board after consultation with the
Committces, The minimum rates fixed by the Committees must be
such as to ensure that no man of full age employed whole time
shall rec..vc less than the national minimum wage; and the
Comm! *+tecs are required to have regard to the national minimun
wage when fixing minimum rates for other classes of workers.

The Agricultural Wages (Regulation) (Scotland) Act,
1937, estaplished machinery consisting o1 diserict commlittees
and a central Wages Board for minimum rate fixing in Scotland
generally similar to that of the Act of 1924 in England.
Under the Act of 1937 in Scotland the Department of Agriculture
had, howcver, powecr to direct a district comnittee to
reconsider a minimum rate. The Agricultural Wages (Regulation)
Sgotland) aAct, 1940, transferred this power to the Scottish
Agricultural Wages Roard. The Board is also empowered by the
Act of 1940 to vary the decision of a district commilttee after
taking into consideration any representativas made by the
Committee. : : :

(d) The Road Hauiage Wages Act, 1938, Part I, provides
machircr, similar in principle to the Trade Boards for fixing.
the minimunm remuneraticn of some 250,000 workers engaged in the
road motor transport industry (Goodss. Under Part II of the
Act certain classes of road haulage wcrkers may complnin- to the
Minister of Labour that remuneration ia unfair. Unless the
complaint is otherwise disposed of, it is refcrred for
settlement to the Industrial Court, which can make a binding
award. :

(e) 4n entirely novel form of State intervention in
industrial relations was made by the Cotton Manufacturing
Industry (Temporary Provisions) Act, 193L. Its purpose was: to
make temporery provision - for a pericd of three years - for .
enabling statutory erfcct to be given, in certain circumstances,
to rates of wages agrced upon betwecn representative
organisations of employers and workers in the weaving section of
the cotton industry. Serious deterioration of trade had led to
disregard of collective agreements which had formerly been
generally otserved and the industry was faced with the possible
gollarcg -~ the wholc syotem of collective bargaining. Briefly
she Act ennhlas Sho Miristor of Labour to extend to the whole of
the waaving section -7 the industry the results of collective
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bargaining betweex representative organisations but he is in
no way responsible for the terms of the agreement or
required to intervene in the negotiations between the
organisations.

The machinery of the Act was uscd and orders were
made in 1935 and 19=7. When war broke out there was under
oonsideration the question of extending the scope of the Aot
to other sections of the cotton industry. Although, in
these cilrcumstances, the Act has been continued year by year,
further oceasion for its use has not arisen because of the
provisions of Part III of the Conditions of Employment and
National Arbitration Order, 1940 (see paragraph 13 below)

10, As indicated above the policy in peace-time has
consistently been to encourage voluntary collective
bargaining and not to intervene in the settlement of wages
and working conditions except for that purposc or for the
purpose of preventing the payment of unfair or cxceptionally
low wages, This policy has, moreover, -been consistently
supported by the industrial organisntions of cnployers and
workers, _ :

: Under rressure of war there have been temporéry
modifications or this policy, as described in Part IV of
this Paper. ' v

PART IV

WAR TIME WAGES POLICY

Deyelopment under the first War Government.

‘ 14, The problems and difficulties of wagc regulation in
war-time were keenly recmembered from the last war by workers,
employers and the Government. In 1939 the Governmment took
the first steps towards minimising the risk of industrial
friction by adopting a policy of price control and consulting
the Natiocnal Joint Advisory Council (representing the Trades
Union Qongress and the British Employers' lUuafodorasion) on
the question of “slowing down the tempo" of wages increases,
The approach to the Advisory Council was made personally by
the Chancellor of the Exchequer in December, 1939, when he
explained the effects of the war on supplies, the danger of
inrlation and the policy of price control. (particularly of
ltems entering into the cost of living index), and suggested
that an increase in the cost of living ought not necessarily
to involve an increase of wages rates. The immediate
reaction of the tradc union side of the Council was that
before assenting to any form of wages control they would need
to be assured that there would be equality of sacrifice among
all sections of the community anad that morc attcention would
need to be given to the guestion of (i) mrofits, (ii) the
resources of taxation, (iii) the rclative levels of
remuneration in diffevcnt industries and (iv) the
practicabilit— even in war-time of transferring purchasing
power from the better to the less well remunecrated members of
the comunity. They undertook to consider the matter
carefully and subsequently entered into private conferences
with the employers with the object of reaching agreement on
the question raised by the Chanccllor. (At this time
(December, 193y) the cost of living had risen some 12% above
the September, 1939, level and the average level of rates of
wageg had risen by less than LRE). , '
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Development under the second War Government.

"42. - Before the Natioenal Joint Advisory Counclil were ready
to reply to the Chancellor, there cccurred the grave military
situation. of May, 1940, and the formation of a new Government,
whose first Act was to take power in the Emcrgency Powers
gDefence) Acty 1940, ‘to .require all persons without distinction
Wto place themselves, their services, and-their property" at
the disposal of His Majesty: = The new lilnister of Labour
tmmediately invited the advice ahd assistance of the Council as
- o0 the exercise of the. new powers taken by the Government.

The first use of this power was aftér consultation with the
Council to make Defence Regulation 58A, which provided inter
alla that, in determining the terms upon which services should
be performed, the Minister should have regard to collective
agreements between. organisations of employers and trade unions.

13, The National Joint Advisory Council reached agreement,
in June, 1940, on the question put to them by the Minister of
the best means of reamoving wages problems from the field of
controversy during the critical period following May, 1940,

Phe Gouncil's advice (which was unanimous) was to the effect
that wages regulation should remain with the voluntary joint
machinery in the various trades and industries, but should be
supplemented, in cases in which disputes arose, by compilsory
arbitration without stoppage of work. This advire was ‘
accepted and effect was given to it in July, 1910, by Parts I
and II of the Conditlons of Employment and National Arbitration
.order, 1940 (S.R.0. 1940} No.1305). The Ooder contains a
provision prohibiting a strike or a lockout unless the dispute
has been-reported to the Minister and has nct been referred for
compulsory arbitration within 21 days of the report being made.
The poliey’ of the Government has becn to continue to deal with
disputes on the basis of co-operation with the organisations in
industry, to refer disputes to compulsory arbiltration only -
after, other means of settlement have been exhausted, and to
take ‘legdl action only in cases in which it can rely on the
support of the constitutional elements among the. workpeople and
in which the objects of those concerned arc definitely .
mischievous. - Nevertheless, the anti-strike provision has ‘had -
a substantial deterrent effect and, whether owing to this or
other causes, the average of time_.lost owing to stoppages of
work is considerably less than in the last war. ~

-~ At the same time, in accordance with a recommendation
by the National Joint: Advisory Council, Part ITI of the o
@Gonditions of Employment and National Arbitration COrder
provided that all employers should observe terms and ,
conditions of aemployment not less favourable than the terms and
conditions which have been settled by machinery of negotiation
or arbitration "to which the parties are organisations of
employers and trade unions representative respectively of -
-substantial proportions of the employers and workers" in the.
trade or. industry in the dlstrict:concerred, Any guestion as
to nature, scope or effect of the recognised *teras or as to -
whether any employer is observing themrmdy be repcrted to the
Minister and dealt with as if it were a tradec dispute under
Part I of the Order.: Part III ‘of the Order is in effcéct an .
extension and generalisation of the provisions of the Cotton
Manufacturing . Industry (Temporary. Provisions) Act, 1934, which
is mentioned in paragraph 9(e) above. ~ Under this Part of the
Order only nine cases - each relating to a girgl=s employer -
have been referred to- the Nationel Arbitration Tribunal for -
settlement, but there is no doubt that the provision has had
considerable effect in inducing employers at large to conform
to the obligations voluntarily assuned by those employers who
participate. in collective bargaining, ' . '
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T4 By May, 1941, the officlal cost of living figure
had risen to 28 per cent. above the level of September, 1939,
- 8ince May, 1941, the figure has remained practically .
stationary., Meanwhile the average level of full-time weekly
rates of wages has risen slowly to about 28 per cent. above
pre-war (&s at end of March, 1942).  Owing to the longer
‘working hours and the more frequent working of night-shifts
and the extension of systemsof payment by results, total
earnings have of course risen more than rates of wages,
Periodical returns of earnings are not avallable, but special
enquiries by the Ministry of Labour and National Service have
shown that between October, 1938, and July, 1941, average
total earnings rose by 42.3% as compared with an increase of
18% in average rates of wages. Resort to compulsory :
.arbltration has been on a relatively small scale and the vast
-majority of wages adjustments have been effected by the |
machinery of voluntary collective bargaining;without any kind
of Government intervention. The policy of the Government in
rogard to the stabilisation of prices and regulation of wages
le eoncisely summarised in a White Paper (Cmd. 6294) issued in

d

July, 1941,

PART ¥
POST-WAR WAGES POLICY

Qenlg‘ sral Conslderations

15. As stated in paragraph 1 of this memorandum it is
not possible to formulate a Government wages policy to meet
post-war conditions without knowledge of the soclal and
industrial changes which may take place. On the one hand,
there may have to be considerable control of employment
accompanied by same restriction on the right of workers under
peace conditlons to refuse employment or to choose the terms
of employment. _ .

On the other hand, in so far as control of industry -
is relaxed so as to encourage and restore private enterprise
and to create favourable conditions for the employer to
compete In the available markets, the workers are entitled to
thelr pre-war freedom to sell their labour to the highest o
bidder and to refuse employment under certain terms., The
role of the State may then be confined to minimum wage S
leglslation, State unemployment insurance, and other payments
for the relief of distress. : - =

Industrial policy generally will have to be related
to the problem of creating increasing consumer demands abroad
and at home, and of securing over a period a rising standard -
of 1llving with increased leisure and inereased purchasing
power in wages and earnings. Such a policy is by no means .
inconsistent with the objective of rcduced costs per unit of@ .
production. Experience shows that with increased efficiency ...
of management production costs can be reduced while wages are
increased, and any additional margin in wages over the T
essential living expenses is available to create new demands,
The role of the State must therefore be. to promote stability
and to keep in check forces which would operate to the ‘
disadvantage of rising standards.s So far as wages movements
are concerned, the following are some of the problems which
are likely to arise, e
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Restoration of Pre-War Practices

16.  Under the Restoration of Pre-War Prade Practices Act,
the trade practices which have been or may yet be departed from
during the war are to be restored after the war, except where
agreements are made to the contrary. The Act 1s not directly
concerned with wages, since the trade practices with which it
ls concerned are defined as rules, practices or customs with
respect to "the classes of persons to be or not to be employedh
and "the conditions of employment, hours of work or working
conditions", The most frequent and most controversial changes
of practice with which the Act is concerned are undoubtedly
those connected with the many aspects of the dilution of
skilled labour and the dems.cation of work between different
classes of workpeople. The Act does nothing more than .-
re-establish temporarily - that is, for a period of 18 months
after the war - the practices which existed immediately before

- the warp, - No doubt large numbers of workpeople who have
benefited by a change of practice will find that, during the -
period of its operation the Act mnay operate to their
disadvantage; but the benefits they have hag during war-time
were only made possible by the sacrifices made in the national
interest by those classes of workers who had established and

. malntained practices before the waxr, '

S As- already stated, the Act does not deal directly
with wages but it is bound to have reactions on wages policy
and practice. - Other influcnces will also be at work, but the
effect of the Act taken alone would be to increase the wage . .-
costs per unit of production. ‘ -

:leléctive Béngﬁlning

~17..  Perhaps the major question of wages policy will be
whether there should be any State rcgulation of wages (other
than in industries to which minimum vage rcgulation may have
to be applied) or whether wages should be detcrmined by
collective bargaining, This iscue has been raised at frequent
Intervals during the war-and - is still a matter of discussion:
On. the one side it is argued that one of our greatest dangers
is from inflation due to wage increases and that in order to
keep control in the field of finance,.especially-at a time when
eémployers have little lmmediate financial Interest in -
stabilising wages, the Statc ought to have some additional
machinery to prevent excessive rises in wages while at the same
time stabilising prices.. On the other hand, it is pointed out
that the system of collective bargaining which isg deep-rooted -
in the industrial structurc of' the country has so fap proved
Successful under war conditions, that both sides in industry
~have shown a real sense of responsibility in handling the
matter, that dircet State control involves a danger of strikes
directed not against employers but against the State, and tha
the experience of State control in the last wap does not :
constitute a happy precedent, So far the increase in the
average level of full-time weekly rates of wages since the wapr
began has not exceeded the rise in the cost of living and in so
far as earnings have been increascd owing to longer worki
hours, over-time, night work ang payment by results, the State
has gained through increased broduction. :

L After the war the dangers of inflation may be just asg:

- great as, if not greatep than, during the war and there may be -
strong pressure to introduce State control of wagess, The

decision will ne doubt be taken largely on war-time experience

~ but if adequate steps can be taken o mointatin stabilisation o%

~prices, there seems to be no reason why the system of - ' '
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collective bargaining, supplemented in certain cases by
statutory machinery, should not be allowed to find a solution
for the adjustment of wages and conditions in the immediate
post-war period. T+ would be more difficull to justify State
control after the war than during the war, because of the
general desire for liberty of action, but if there should be a
tendency for wages to rocket upwards some system of State
control might have to be imposed.

Compulsory Arbliration

: 18, The advantages and disadvantages of a system of compul-
‘gory arbitruricn wore often ciscussed before the War. Such

a system was tried in some other countries, but was never put
into operation here except during the lagt war. During the
war the system has on the whole fulfilled its object, and the
Government will have to decide whether they will seek to
«continue it after the war. Tt is fairly clear that it could
only .be maintained with the general agrecment of the national
_employers' and workers' organisations, but the Government would
probably have to give a lead in the matter, and they may decide
that it would be in accordance with their post-war pollcy
generally at least to attempt for a time some system of
compulsory arbitration.

~ Compulsory arbitration has been introduced undsr war
conditions primarily as a short—-term policy to avoid loss of
production due to trade disputes. A long-term post-war policy
for the settlement of disputes must rest on some other “basis
than that of avoiding loss of production; for examplc, in the
export trades the competitive power of industry may be of at
least equal ilmportance. . :

After the war we may well have great difficulty in
recovertng our export markets. A series of lengthy
industrial disputes would have & neot detrimental effect.
Industrial disputes certainly retarded our progress after the
lagt-war. For instance, at the end of 1918 « prolonged
strike of iron moulders, and a consccuent shortage of castings,
reduced employment in the engineering and mctal industries;
in the Autumn of 1920 the declire in employment was accelerated
by a shortage of fuel resulting Prery a strike in the coalmining
industry between the 18th October and the Lth November. A
still more serious strike in the coalioining industry took
place in the Spring of 1924 when the stoppage was prolonged
for over 3 months and resulted in a scarcity of fuel which
greatly accentuated the effects of the depression in trade;
‘several important industries largely dependent on coal were
‘briought almost completely to a stoPpa There is therefore no
doubt about the need for avoiding lengthy stoppages of work
after this war, but it is another question whether any system
of compulsory arbitration is the best means of achievingfthat
object. : : ,

. It is hardly practicable either in war or in peace
to prosecute large numbers of men if they insist on withdrawing
their labour in order to force their demands. In war-time,
however, the loss of production resulting from stoppages of
work is regarded by public opinion as almost a criminal offence,
~_and nearly all the stoppages which have occurred have been
" contrary to the advice of the Trade Unionss Controls of all
sorts are commonly accepted as necesgsary in war-time, and there
is a limitation on employers’ orofits.  In ordinary peace—-time
conditiond the Government woplld % havwe the same backing from
public opinion, and the Trade Unious would naturally claim to
reassert thelr hard-won rights to Jithhold labour as a meansof
securing their objects. Moreover; *the aovernmert might well
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find itself in a much weaker position 1 11T were brought into
a direct relationship with workpcoplu on questions of terms
and conditions of service than if full rcliance werc placed
upon the influence of representative organisations of
employers,and-workpeople. : - ,

: . ThHe more immediate issue is whother the Government
should attempt during the immediasc post-war period to
continue the system of compulsory arbitration. This will
depend largely on the extent to which other war-time
restrictions (on employers as well as on workers) are
maintained and on the degrece of .cuccess the Government achieve
in the -effort they must make to arouse public opinion to the
conviction that the immediate poot-war years arc no less
eritical for the future well-being of tho country and demand
no less the re-adjustment of idecas and 1f nccessary, the
saepifice of individual freedem than the period of the war
1tselfl. If the need for the continuction of national unity
and sacrifice is properly appreciated by the natlomn, it
should be possible to secure the rccognition by both sides of
industry of the desirability of maintaining the principle of
compulsory arbitration for a transition period immediately
after the war. Even so, if therec is any serious challenge to
the continued prohibition of sirikes o1 lock-outs when
industry has ceased to be on a war fooing; 1t will soon be
made evident that the power to mw i ~o~t 77Tt Anale for an
offence under some Regulation or Ach of Pariiament is not an
effective instrument for denling with an organised movements

-7

Price Stanh’lisatlion
grice ol d. . LaE8nLlon

19. The guestion of prics stabilisasion 1s to be dealt
with primarily in the Treasury ncuoranda:, but the question is
of vital importance in relation to wages policy. Our general
object after the war should be to avold, so far as possible,
violent fluctuations in the cost of liring while maintaining a.
rising standard of consunption. Ve st seek to avold a
repetition of the 1919 -boom folliwed by the depression of. the
ensuing years, So far as wages npollcyT is concerned, therefars,
there would be great advantage in continuance of a pollicy of
price stabilisation for at least 13 mon*hs after the end of the

Tn the immediate post—wai period, earnings of _
individnal workers will fall as over-~3ime is. reduced, and the
weekly income of many households will be further reduced as
women leave industrial employment... &% the same time, heavy
income tax liabilities will continue Tor soue time. A
reduction. of income will call for:ra.izal re-adjustment of
working class expenditure and savings, aad the situation
should not be prejudiced further by ti. witadrawal at too early
a date of the control of prices of comirodities — especially
those which are included 1n the cost o2 Ti-*»a index figure.

, . Subsidisation of food prices hos, during this war,
been .on such a large scale that its indefirite continuance on
the pr. ".ut scale may not be posuible. Sreat difficulties
will, however, undoubtedly arise whcn the subgsidies are
withdrawn, especially in view o ¢h: incviteble reduction of
earnings mentioned in the preceding :  -owisagraph, and it may
well prove necessary to withdraw  “hem gradualiy. The price
structure must eventually find a cw cocrniomic level, and if
experience shows that we shall be un:h'c, alter this war, for a
considerable period to obtain coammnind ol 2 supply of goods
sufficient to attain the gencral siondard ol 1living whichh
prevail »d before the war, it 1o profopable from the point of
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view of wagcs policy that the cost of living should rise
gradually rather than that the cos® of living should be
stabilised but moncy income rcduccd.

In this connection it is pertincht to raise the
question of controlling the releasc of post-war credits which
have been accumulated under the income tax arrangements,
under E.P.T. and througa the National Savings campaign. In
the first place it may not be possible after the war to
maintain the present sdale of savings out of money income
even if houschold income werec maintained at the war-time
level, and the cost of living index and the prices of goods
not now controlied may be forced up in conscguence. If in
addition credits werc recleased too suddenly, they might create
a false impression of prosperity and CSpOClully if they were
released at a time when consumers' goods were in short supply
they would inevitably creatc an inflationary movement. On
the other hand, there is reason to fcar that those responsible
for the National Savings campaign have bcen too rcedy to invite
workers to save their war-time earnings in order that they may
draw them out and have a good timc when the war is overs It,
as appears almost inevitable, it will be nccecssary to "freeze"
these credlts for a considerable period after the end of the
war and only ellow releases on proved need, would it not be
wiser to explain this policy now in order to prevent the
disappointment and discontent which will Inevitably arise if
a "freezing" Order is made before public opinion has been
prepared? If public opinion is unprepared, such an Order
might ,well lead to industrial dispuies and donands for higher
wages In order to compensate for the fallure of the Government
to repay the income tax contributions which 1ad been promised
after the war. It is understood tha’t +the Germans have faced
this difficulty and have provided that thz "Iron Savings
Avcounb&f of wage and salary earners shall be subject to one
year'!s notlce of withdrawal. '

guarapieed Weok' s Tagor

T A

20. Under the Essential Works Orders, which will
probably cover between 6 and 7 million worhers by the end of
the war, all these workers arec guaranteed a week's wage at
time rates irrespective of whether they are fully employed or
not. The continuance of the Essential Works Orders
themselves has been examincd in the paper on Lobour Controls
(I.E.P. (42) 2) but the question of continuing a guaranteed
week might conceivabl;” be separnterd “fa? 2 ,

In the view of many, a guaranteed week is one of the
essential elements in social security and many workers who
have enjoyed this guarantce for the period of the war will be
unwilling to give it wp. It may be hoped that some
industries which have Lad experience of the system during the
war will adopt it by voluntary agrecment, but the Government
will have to decide whether to continuc the system in its own
industrial establishments or through CGevernment Controls
maintained after the war, and whether, in relation to private
enterprise, the adoption should be left to voluntary agreement
or should be imposed by Stotute.

Minimm Wage Zoewlleflon

Ui

21, An account has been given o Tort ID of this paper
of minimun wage regulation in 0per**‘3n potore thie ware

ring the war a few additional Tradc Boards have been
establiéhed. Should there be any extension of such legis-
lation,qfter the war or should reliance be placed on



collective bargaining? .

The most important clement in social security would
be the establishment for all workers of a minimum standard of
living, and if the need were proved it might be necessary to
extend minimum wage regulation to occupations not now covered.
Apart from coalmining and the cotering trades for which
proposals are now under considcration, there is, at present,
1ittle evidence of the need for such legislation. A more
immediate question in this country s the relation of the wage
levels in the different industries (sce para. 26) .

Family Allgwareos

22. This subject will have to be considered in connection
with Post-War Wages Pollcy. Phe Trecasury have recently issued
a White Paper on the subject, and no doubt its relation to the
Social Services is being examined by Sip William Beveridge's
Inter-departmental Committee on the future of those Services.
This is hardly the place to sct out the arguments for and
against family allowances, but the Committee will wish to
consider whether this is a featurc of post-war wages policy
whieh they should bring to the notice of the Ministerial
Comnittee. ’ C ~ , _

Gampr” sory Tinforscment of Voluntary Agreementa

23. Refore the war there was advocacy in certain quarters
of a widesprecad extension of the principle embodied in the
Cotton Manufacturing Tndustry (Temporary Provisions) Act, 193k,
referred to in paragraph 9 (e) above. The national employers'
and workérs' orgonisations were not in favour ‘of - such a
gencral extension and the principle was never adopted by any
‘Government beforc the war, except in relation to the cotton
industry. The principle has, however, as explained in para.13
above, becn cmbodicd in Part IIT of the Conditions of Employ- -
ment and National Arbitration Order of July, 1940, and is now
operative, though very few caseés have becn reported under this =
Part of the Order. The Government will.-havc to decide whether
thHis portion of the Order (1) should be terminated on the '
cessation of hostilities, (ii) should be allowed to lapse when
the Defence Regulations cease to be operative, or (111% should
be embodied .in permanent post-war legislation.

So far 'as.the workers are concerned, the principle
has the advantage of proteecting their agrced terms and condi-
tions of employment against attack by individual cmployers,
e.g. in the less well organised industries or under economic
pressure . during periods of slump.,. On the other hand, in so
far as legislative backing to agreed conditions induces a
reluctance to make adjustments to mect changed circumstances,
it may.lcad to more unemployment during periods of depression.
Further, it may substitute-reliance on macliincry provided by .
the State Tor action by Trade Unions on behalf of their members,
and, in the long run, weaken thc position of Trade Unions in
making cgrecments. So far as employers arc concerned, the
principle has the advantage of protccting good employers
against undcer-cutting by bad empléyefs, though as a counterpart
it tends to gilve large combincs the power. of forcing small
employers out of production by the adoption of a high wage
standard. . S L

Autonnile Afiements of Wages te Changes in the Cost of Living

24, It has been the practice in several industries to Iix
wages autdaatically according to a §liding scale based on the

13.



cost of living Lndex. At thc present time this system
applies to about 3 milllen workers. The question may well
aplee after the war as to whether this system should bc
extended more generally or should be reduced in extent, and
the Government may be expected to glve a lead in the matter.

The system has certain great advantages. It tends
to reduce disputes within industry since wage adjustments
take place automatically, and, moreover, it provides that
workers do not suffer financially from any changes in the
financial policy of the country or through international
economic and financial operations.

- On the other hand, thc system is open to certain
grave objections, especially if it were applied on too large

a secale, Under the normal systom of collcctlve bargaining
there is a “"lag" between the raising of wages following 2

rise in the cost of living, or reduction following a fall,

This "lag" tends to prevent cxcessive riscs and falls in wages
and thereby tends to even out trade oyeleo. Por instance 1f
there were no such lag, a rise in the cost c¢f living would
tmmedlately be followed by a rise in wages which, in
themselves, would lmmediately produce further rises In the

cost of living. Purther, in so far as the cost of living
figure represents taxation -(as it does at present in relation
to the teaxes on tea, sugar, etc., and the purchase tax) it is
unreasonable that workers who are remunerated on a sliding
seale should esoape what is intended fo be a unlversal indireot
tax; conversely, if an indirect tax ls remitted, it 1s
unreasonable that workers should not participate in the benefitse

A further argument against automatic adjustments of
wage rates to changes in the cost of living is that any such
system would handieap any efforts to produce an equilibrium in
the international economlc position after the War by adjust~-
ments of exohange rates, For instanee, if other countries
oome to compete with this country more severcly in foreign
markets, and the demand for Britlsh exports declines, Britain
must do without some of her former imports. Either British
wages must £all, and fewer imports be bought although thelr
price remains the same, or Britlsh currency must decline in
value, and the price of forelgn goods in tevms of British
money. rise, while wages remain constant. In cither case
the result 1s a rise in the cost of living relatively to
British wages, any attempt to offset which by a rise in wages
ocan only start the whole proceas over agali. There ls no
escape from one or other of these courses, and & blind seeking
after a sliding-scale polléy must not only jeopardise = °
international adjustment but land this ocountry in a frultless
and disastrous attempt to cateh its own tail.

Women' s Wages o | |

254 One question which 1t will not be posslible to burke
after the war is the relation of women's wages to men's wages,
both generally and in the same industry or on the same worka
This raised the fundamental gquestion of whether wage Lis
primarily a payment for the value of work down or & payment to
mect soclal responsibilities. ‘

; The Governmment policy in the past has been to rely
on the results of .collectiwe-bargalning and in relation to its
own ataff to follow those results. To attempt to alter this
policy would be a change of the first magnitude both for the
Government and for industry, but women will have taken a larger
part in this war than on any previous occasion in the country's

14,



history and théir demand for a better status in relation to men,
as reflected in a more comparable level of wages, will be cven
stronger than after the last war,

Effect of wages policy on policy for prevention of 'slumps'

26, In order to prevent a recurrence at intervals. after
the war of periods of depression it has already been suggested
to the Committee in I.E.P. Paper (L1) 3 that financlal measures
should bc taken to expand and to stablllise at a high level the
general demand for goods and servicess, But the favourable
offocts of such financial polley would be offset if (i) 1%
were accompanied by restriction and monopolistic devices in
industry and in distribution, which caused an- increased demand
for goods and services to be met by a rise in prices rather
than. by an ‘expansion of production, or (11) money wage-rates
began 2 rapid upward rise whencver the demand for labour was
really good; LIf such a rise took place, the Cinanclal ‘
policies of expansion would have to be abandoned in order %o

avoid the vicious spiral of inflation. K

The continuation of a policy of moderate changes in
wage levels even in tlmes of active employment or severe
depression in pecace-time, is therefore an essential element in
a sugcessful anti-dcpression policy, and it will be nccessary
to consider how this object should be achievcd. Under any
system of voluntary collective vargaining it would be meeessary
to rely very. largely on the moderation ‘and breadth of outlook
of . both cmployers and the Trade Unlon leadersy Employers and
Trade Union léaders would have to'be convinced that moderation
in pressing general demands for reductions in wdges ‘on the one
hand or for higher wages or the other was esscntlal to the
maintenance of employing capacity and social security. = Also
Tprade Union leadérs would hive to be convineed that =~ -

(L) the policy would riot rule out all increasecs in wagds, -
“especlally for the lower-paid workers, in -
individual industries, .

‘(1i) ‘the Government were takihg adequate steps to curtail
S employers' -excessive profits and to prevent
rmonopolistic devices 1ln industry, '

(111) =0 far as progressive rise in the standard of living
is made possible by technological advance,
_ increased demand, and other causes, the workers
will be entitled to a full share in the improvement
in the way of higher wages, shorter hours, better

social services, ectc,

It may be thought that it would be impossible for,
Trade Union leaders to @ccept- and act-upon-these.assurancos.
under any system of private enterprise and. free competitions
There might, however, be hope of success'.if  the principle were
put forward by the State as part of an orderly system of pos t~
war planning, designed to provide gocial security and to remove
the danger of industi-lal depressions, and agreed after full
consultation with the Trades Union Congress General Councll and
the British Employers' Confederation. It would also be
desirable, if possible, to get the principle agreed between the
leaders of all political parties as an essential feature of
po§§;¥ar reconstruction and so removed from the field of party
po o8, ,



Sheltcred and.UhéheifefedfTrﬁdés, and International Stundards

- 27. Before thé war there was disparity in wage lcvels

° between sheltered trades which were not open to world

- eompetition and unsheltercd tradcs, and though no trades are
_now unsheltered, the pre-war disparities in basic rates have
not entirely disappeared. The export trades in the immediate
postewar period will probably secure a ready market for their
goods and may be able to raisc their wage standards without
State assistance, No doubt steps will be taken to crcate
additional demands by raising standards ir backward countries.
1f, however, world condltions were to be.stabilised on the
former compctitive basis the old inequalities would tend to
recur. We cannot allow the export trades to become once
agaln the Cinderella of British. industry offering thc lowest
wages, and it may well be that an attempt must eventually be
made to adjust differcnces in wage levels with a view to
sceuring rccognition of the value to the community of the
gervices of various classes of workers..

: The exact naturec of the problcm and its sclution
will largely depend on new adjustments: in international ,
" econofty. ' No doubt the immediate post-war problem will be the
world supply and distribution of goods necded for the personal
needs of large masses of population who have suffered from
several years of deprivation.. Ivcry country will also have
huge demends for materials to make good the devastation of
war, This country must develop 1ts overscas markets,
particularly in view of the loss of our income from overscas
investment. Failure to do so must result In either a
reduction in the pre-war standard of living or a drastlc
transfer of population from this country %o countries which
can offeer opportunities of development. Steps must be taken
{n the directlon of greater equality between standards of
1iving and the burdens on industry in the competing countries.
The solution may perhaps. lie in the formation .of much larger
economie. units and the adoption of measures to ensure
approximatcly uniform standards of living within each large
unlts The wages aspect of these problems may appear to be
only incidental to world planning, but any plans for the post—
war world which do not provide cconomic security and a
reasonable standard of living for wage carners in all
tndustrialised countries will be doomed to failure.

Mlnistry~6i'ggbour and National Service.

" sth"'-June, 1942,
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DRAFT INTERIM REPORT.

INTRODUGTION.

1, The object of this report is to present a broad .
survey of some of the salient economic problems with. S
which we..shall be confronted in the years immediately
following the war, and to obtain instructions on certain. -
matters of policy which must be observed in drawing. up

further plans. The report is essentially a preparatory

note. Separate memoranda of a more detailed character ~-t;:ﬂﬂ;“

will be prepared on each of the main problems dealt with, . !~
and as the study “hus proceeds, the Committee may introduce
some differences of emphasis or method of presentation.

To that extent; therefore, the conclusions should be:
regarded as.provisional; i b :

2, To:get.a-clear perspective of the nature of these. .. -
problems, a threefold.classification is convenient:-~ .  ..xuco

(a) There are the problems which will arise
immediately hostilities come to an end.

- (b) There are the problems which will arise because
of the peculiar difficulties of the
transition from war to peace,

(¢) There are more fundamental problems concerning
the objectives to be aimed at in the more
distant period when these immediate
difficulties are at an end.

3 The first class of problem, the problems of the
morrow of the armistice, are for the most part problems

of a highly technical nature, e,g. demobilisation, liquidation
of war consracts, etc., and fall largely within the province
of the departments which will be most immediately concerned.
They are, therefore, most conveniently deelt with in a series
of separate memoranda, the preparation of which is already
well in hand.

L. Nevertheless, the nature of the measures which are
to be put into operation at this point must necessarily depend
in some degree upon the view which is taken of the conditions
likely to prevail in the years immediately following. If it
be thought, for example, that the years following the end

of the war are likely to be years of economic depression,

the demobilisation plan will differ widely from that which
would be thought appropriate if conditions of active trade
were to be regarded as more probable, Preliminary study
seems to suggest that the conditions prevailing during these
years will be of a highly novel and intricate character,
presenting difficulties hitherto without precedent; and

the problems which emerge are problems to which solutions
mast be found if we are to move without grave dislocation
towards the happier days which we 21l hope are ahead, It
has, therefore, been thought desirable to devote this

interim report chiefly to a study of the problems of the
transitional period and the formulation of broad outlines

of possible solutions.



Se Just as the solution of the problems of the
armistice depends partly on the view taken of the

problems of the transitional period, so solution of the
problems of the transitional period will depend partly
upon the view taken of more distant objectives. This

1s a matter nesessarily involving politiecal issues upon
which,at this stage,Ministers may not wish to make final
pronouncement, This report, therefore, makes no attempt
to go deeply into these questions., But in a final section,
it has been thought desirable to set forth the way in
which some of the transitional problems are related to

the problems of the longer period,and to set forth
explicitly one of the main assumptions concerning ultimate
objectives upon which the work of the Committee is being
based, : ~ L

6. - The report falls into three parts. In Part I
the problem is stated. In Part II the various measures
which seem to be necessary are discussed, In part III
an attempt is made to show the connection between these
measures and the problems of the more distant future,



THG GONIRAL NATURE OF THE PROBLEM.

7+ The main economic problem during the war has been to

transfer resources from use for inessential civilian. purposes

to us€ for the armed forces or for the production -of munitions
and other essential goods and services. The extent to which

this mobilisation of resources has proceeded is illustrated by
the following figures of national expenditures: -~

1938 | 941 Change

between
1938 and
1941
£ millions

Personal expenditure on
consumption at cost of
production 3,58L 3,863 . 279

" Expenditure on goods and B

services by public

authorities 833 ‘ L,182 +3, 349
Private net investment ' . o

at home (including war ~ S o

losses made good) Lot - - 1493 - 899
Net investment abroad - 55 . ~ 798 - 7L43
TOTAL NATIONAL INcoMz(l) 1,768 . 6,754 41,986

Between 1938 ang 1941, Government demand for goode and services
‘rose by no less than £3,349 . millions,. In the same period.
bersonal expenditure rosge by considerably less than the increase
in the costs of goods and services for consumption, go that an
appreciable decline (estimated at some 15 to 20 per cent.) in
real consumption had in fact taken place., At the same time
brivate investment at home fell by some £899 millions; for
private enterprise at present is refraining from many capital
extensions and is not fully replacing its fixed or working
eapital, Investment abroad also declined by some £743 millions
& year, as the community was enabled - by living on its foreign
assets or by borrowing from abroad - to import considerably in
excess of its exports.

8. The outstanding problem of the post-war transition will
be to reverse all this - to transfer labour and other econemic
resourqes‘as'smoothly as possible back to peace-time uses - to
revive exports and the industries making for domestic

- consumptiont© This transition cannot, however, be smoothly
carried out unless any great inflation or deflation of the
national income is avolded, and unless the disequilibrium of the
balance of payments is speedily remedied. And this is a problem
of great delicacy. For if it is to be solveq successfully, it

(1) Includes war risks insurance premiums and indirect taxes
and rates other than those specifically on consumption,
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is necesgary that the increase in other expendifture must
take place substantially at the same speed as the decline
in goverament éxpenditure; - and at:a time when '‘there will
be much purchasing power accumulated during the war and

. how anxious to find an outlet, this will not be easy to
‘bring about.  Furthérmore, as a result of the using up
of capital assets abroad, we shall be faced with a severe
defieit of the balance of payments which will have to be
remedied . if there is‘'not 'to be a severe exchange crigis. '

9. The ‘ease with which this transition can be -
carried out will be affected by the way in which the war
.ends. If hostilities should, for example, continue in
the Far East after they have been ended in Burope, the
~-transition itsclf would be more gradual. For in this
~case, certain warlike activities would be diminished in
intensity beforé the final conclusion of all hostilities,
Moreover, these preliminary stages of economic and
Tinancial demobilisation would in this case be carried -
out in a psychological atmosphere in which it would be
easier to maintain the essential Governmental controls.

10. It goes without saying therefore that many
‘post-war economic problems must remain uncertain until it
is clearer what will be thc future course of events during
the war and when the war is likecly to end. For example,
the post-war shipping situation will constitute one of the
most decisive factors in our economic position. Whether
the war ends with the present scarcity of importing
capacity or whether, before the end of the war, American
shipbuilding will have greatly eased the situation, is
'8till a matter for speculation. Nevertheless, there are
certain broad generalisations which may already be made,
although the march of events is yet uncertain.

DCMAND AND SUPPLY OF GOODS IN THS TRANSITIONAL PZIRIOD.

1. For some time after this war, as after the war
of 1914-18, there is likely to be a marked excess of
demand over available supplies for the majority of peace-
time goods and services. Indeed, as is shown in much
greater detail in a document prepared by the Treasury,/
and circulated independently of this report, there is
reason to believe that these inflationary tendencies will
be more potent than after the last war. This may be best '

seen if demand is analysed under separate headings.

]

{a) EZxpenditure by Public Authorities: '

12. If, as seems very probable, it should be
necessary to police Burope or other parts of the world,
Government demands for military goods and servieces will
fall less rapidly than after the last war. HMoreover,
expenditure of public funds for purposes of physicsl
reconstruction will necessarily be very heavy.,

(b) Demand for Goods and Services. for Personal Consumption:

13, During this war consumers' demands have been
restricted with greater severity than during the last war,
This has had a double effect. In the first place,

# Pootnote reference.



consuners, having been unable to buy their normal supplies of
many commoditiecs, have saved large amounts of money; and these
sums, together with deferred credits under the income tax, will
be available for post-war expenditure. In the second place,
people will wish to purchase new stocks of clothing, furniture,
household equipment, moior cars, and similar goods of which they
have. been starved during the war. -

(¢) Home¢ Investment:

4. In the period after the war -there will be a high
demand for capital goods to rc-equip and restock civilian
industry and commerce. To some extent the State, by a

careful timing and acdaptation of the disposal or use of
government-owned factories, machine tools and stocks, may be
able to meet the special transitional demands of business for
capital equipment without involving a demand for new production,
But these government--owned rcsources will not all be sultable
for peace-time demands; and the increase of the post-war demand
for capital goods will be very considerable. Ylar damage to -
property must he made good; c¢ivilian industry will need to be
re-equipped and to make good arrears of capital investment; the
demand for housing will have accumulated in a similar manner;
civilian industry and trade will require to be restocked.

15, At the same time it must be presumed that funds for
such capital ‘dergnds will be macde available, -although there will
be serious technical problems to be solved if this is - to bé done
without impairment of the giitedsed market. ‘

(d) The Balance of Foreign Payuents:

16. - There is a fupther factor which will add to the pressure
of monetary demand, As suggested :bove, at the close of the war
there will he sericus disequilibrium in the balance of our
payments with other countries, Whetever financial methods are
adopted to rectify this, it will be necessary to expand the

volume of our export trade, In so far-as-fthis policy is
successful, the increase in our exports will represent an
pAtitional demand for goods and services in this country,

: ' The totél effect of ali these Eonsiderations suggests
that most of the elements of a sharp recstocking boom are latent
in thec situation, .

SCARCITIES OF.SUPPLIES IN THD TRANSITIONAL PERIOD.

17, While demand is thus expanded, many civilian goods and
services will bc in short supply.

18, There will be scarcities of imported raw materials and
foodstuffs, At the end of the war shipping will be short, unless
American shipbuilding has had time greatly to change the present
situation. The overseas production of some raw materials, such
as rubber, will be low. Qur own stocks of certain raw materials,
vital for the reconstruction period, will also be low. Thus
scarcities of timber for building or of rubber for motor-car
manufacture, will delay the period wher civilian supplies will
meet post-war demands, Imported foodstuffs will, for similar
reasons, remain in short supply; and this will be particularly
true of those foodstuffs, such as meat, butter, eggs and fruit,
the import of which depends upon refrigerated tonnage.
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19. Furthermorc, the production of some civilian
goods and services will be restricted for want of
adequute supplies of special types of skilled labour.
Much labour will need to be retrained or to be trang-
ferred geographically before it is suitable for employ-
ment in expanding pcace-time inductries. Again, some
factories have been closed down, their machinery moved,
and their premises used for storage or for housing other
firms engaged on war production. The space will have to
be cleared and the machinery re-installed before peace-
time production can start again.

20. An outstanding example of an industry in which an

abnormally high level of demand will be combined with

continuing scarcities of supply is afforded by Building.

A% the conclusion of the wer, there will be

additional demands on the building industry for repair of

war damage and the making good of arrears. This demand

would be additional to normal peace-time demands on the

- building industry, Meanwhile, the labour force in the

building industry has been seriously contracted as a result

of the war, This may need to be increased very rapidly if

the urgent needs of reconstruction are to be met. Certain
~i1lding materials, and in particular timber, are likely to

be in seriously short supily.

BOTTLENECKS AND UNEMPLOYMENT IN THE “RANSITIONAL PERIOD.

21, These scarcities of many peace-time goods and

- .services will be combined with an excouss of economic
‘resources in a number of war-time occupations. Certain
raw materials such as aluminium, certain forms of capital
equipment such as machine tools, and certain types of
labour such as skilled engineering labour, will be in
excessive supply. v

22 Even if special measures are taken, this lack of
balance will lead to some unemployment,. If the situation
is rightly handled, such unemployment need only be
transitory. But in the first months following the
armistice, some unemployment is inevitable; and unless it
is possible to break down the 'bottlenecks', which are

* found to be holding up the expansion of particular kinds of
civilian production, this unemployment may persist.

23, Such a situation will, however, differ in a very
important particular from the conditions which normelly
obtain when unemployment is present. In a time of general
unemployment, when activity in the great majority of trades
is slack, it is appropriate to give employment by :
€xpansionist financial measures which stimulate the demand
for all goods and services.: Such measures will be in-
appropriate in the post-war transitional period, with an
already existing excess of demand over supply in a large
range. of civilian occupations. In such circumstances,
only the rapia retraining and transfer of those types of
labour whieh are holding up peace-time industry, and plans
for the economising of '"bottleneck' raw materials, (such

as timber in building or rubber in motor manufacture), and
mcasures for the speedy re-tooling of industry for peace-
time purposes, will serve to promote reabsorption.

6



PART TITI.

%h. The preceding analysis suggests three outstanding
asks:

(1) The restoration of the balance of payments,
(ii) The restraint of inflation, -
(iii) The transfer of resources,

The problems involved in the fulfilment of these

" tasks are discussed in the sections which follow,

(1) RESTORATION OF THE BAIANCE OF PAYMENTS.

25, It is comonly agreed that one of our major
difficulties in the period immediately following the war

will be the equilibration of the balance of payments, If we
cannot do this the whole fabric of reconstruction is en-
deangered. We run the risk of a fallure to maintain essential
imports and a major internal inflation.

26, The main methods for meeting this situation, on the
external side, have already been se® forth in another document
(R.P.(42) 2). But whatever international methods are adopted,
‘important effects on our internal arrangeménts~are‘necessarily
involvead, '

27, It is improbable, for some time after the war has ended,
that we shall be able to dispense with limitations on imports,
Even if the shortage orf shipping should have disappeared it
will be necessary to maintain restrictions on imports until
other methods have been developed for the adjustment of the
balance of payments. o '

28, - But restrictions on imports cannot be the major
instrument of equilibration. The chief imports of this country
are foodstuffs and raw materials, supplies of which are
essential for the standard of living. We must, ' therefore,

rely upon an expansion of exports rather than upon restriction
of imports as a means of restoring the balance of payments,

29, To do this, however, will require extraordinary
leasures, Raw materials will still be short, If all claimants
on their use were to be allowed to participate in a general
scramble, the rehabilitation of the export industries might be
indefinitely delayed. TIf only with a view to securing adeqQuate
allocation for .export, the retention of raw material control
seems essential,

30, But this has a further implication. If export is to
have priority, it follows that, for the time being at least,
other things must go short. Certain forms of civilian supplies,
especially textiles, will be short, and, if distribution ig

not to be disorderly, this means some prolongation of rationing
of consumption,



31, At the same time, it is a matter for consideration
how far the existing machinery for labour control and any
special arrangements which may be devised in conneetion
with demobilisation could be utilised to give priority in
restoring labour supplies to the export industries.

Certain demands on the home market during the transitional
period might also be met through the release of government-
owned surplus stocks of manufactured goods (such as motor
vehicles), while the newly produced supplies, as and when
they come forward, were reserved for the export markets,

(ii) THE RESTRAINT OF INFLATION,

32, It has been suggested above that the period immediately
after the war is likely to be marked by an excess of money
demand over supply and the persistence of shortages, If the
various controls which have been imposed during the war were
immediately to be relaxed, there would be danger of grave
inflation, '

The Policy of Price Stabilisation.

33. The first question which, therefore, arises is whether
the poliecy of price stabilisation is to be continued., It
would doubtless be premature to decide that any rigid level

o of prices was to be maintained for there will be all sorts

of forces operating at that time which may well compel some
revision of our plans. But some decision is essential on
the generasl question whether the attempt is to be continued
to maintain stable the cost of living and the prices of

- goods of common use, or whether the existing policy shall
be changead, '

34, To maintain the policy of stabilisation it would be
necessary, as at present, to maintain meximum prices for =a
large range of raw materials and foodstufrfs, at least as
long as the period of excess of demand over available supplies
continues, This policy of price control would be simplified
in so far as the controls over raw materials and basic food-
stuffs are continued into the transitional period. The
.possibility of maintaining this policy, however, rest
primarily on three factors:-

(&) the continuntion of a moderate wages policy
which will not lead to such a rise in wage costs
as to cause an ever increasing disequilibrium
between costs and controlled prices;

(b) a decision, if necessary, to continue the policy
of subsidising the cost of living;

. (c) external conditions which do not cause the price
' of imported supplies of raw materials and
foodstuffs to rise excessively against us.



35, It is impossible to foretell how high a2 level of
subsidies the maintenance of the stabilisation policy would
entail, 1In the, transitional period costs are likely to fall
for = variety of reasons: asg shipping scarcities diminish,
freight rates are likely to be reduced; war risks insurance
bremiums on imported cargoes and on commodity stocks will
presumably disappear; for a number of reasons, such as the
absence of black-out difficulties and the replacement of less
efficient temporary labour, the efficiency of production is
likely to increase; without any decline in the level of wage-
rates, wage costs will be reduced ir less overtime is worked
and the normal long-term improvement of technique is likely to
continue and may be speeded up as a result of wer developments,
Indeed, these reductions in cost might be sufficient to enable
the stabilisstion policy to be continued without any actual
cost to the Exchequer, It would, however, be too sanguine to
rely upon any such early development. Tt is at present unknown
what level, if eny, of gubpidies it will be decided to pay to
British agriculture; but it is unlikely that they will totrlly
disappear, There may be rises of the overseas prices of our
imports and of internal wage rates which will make it necessary
to continue price subsidies for n considerable period,

36, The continuation of the policy of stabilisation does not
necessarily involve the stabilisation of every particular price,
At the end of the war the prices of manufactured goods (e.g, of
clothing) are likely to be abnormally high in relation to the
Prices of other goods (such as certain controlled foodstufrs),
It will probvavly prove desirable to maintsin a stability of the
general c¢ost of living index b allowing certain prices (e.g.
those of subsidised foodstuffs? to rise as the prices and cost
of other goods (e.g. clething) are reduced.

37 "It is a matter for consideration whether the production
of "utility" goods, sueh as "utility" clothingz, should hot be

continued during the transitionsl beriod. Such o policy would
help to keep prices from rising, - and would enable atcumulated

shortages of goods such as clothes and furniture to be met as

efficiently and as speedily as possible, .

The Control of Demand,

38, . If the policy of price stabilisation is to continue,
certain other measures are glso necessary, It is not enough
to. fix prices. Tt is necessary also to control demand, This
brinciple has various applications. : '

(a) The restriction of money demand.

39. During the war the general level of demand has been

held in check by high levels of direect and indirect taxation.
Direct taxation has greatly restricted the spendable incomes of
the rich, and has now been extended so as to affect the incomes
~of & large number of wage-earners, Heavy indirect taxes have not
only held in check the demand for the goods and services directly
taxed, but have withdrawn in taxation large sums of money which
might otherwise have been available for expenditure on other
objects, If prices are to be kept stable,~some continued use of
the fiscal instrument 1s necessary, During the period of
inflated demand and short supplies, taxation should be
maintained at g high level.



40, A similar principle might be observed in the
repayment of deferrcd income tax credits, If these
sums are withheld during the period of general
- scarcity, and are released as abundant supplies
appear on the market, they will contribute to the
stabilisation of the general conditions of supply
and demand.

- (b) Rationing.

41, - But the restriction of money demand in
general will not be enough, at any rate during the
opening stages of the transition. It will almost
certeinly be necessary in certein cases to maintain
more direct control of consumption, Both for the
reasons mentioned above in connection with the problem
of the rehabilitation of exports and in order to
maintain equitable distribution, it will be necessary
that, for some time, certain rationing schemes will
have to be continued.

L2, Such a policy would not involve an indefinite
commitment to this objectionable form of regulation. As
supplies increase, so rations could be enlarged, and as the

- point at which supply was once more equal to demand was
approached, rationing could be abolished altogether. What
is important is that if the general principle of stabilisation
is to be adopted, the public should be educated to realise
thet some continuance of existing control is necessary.

(¢) The allocation of materials.,

L3. - Direct control of consw .ption, however, is not in
all cases the most appropriate instrument for restricting
demand. In many cases (e.g. that of timber) the most
effective instrument at present for the restriction of
civilian demand is through the appropriate Raw Material
Control, In these cases it will probably bs impossible to
-maintain an orderly development during the transitional
period unless the Raw Material Controls are themselves
continued., These Raw Material Controls will be required to
make allocations of the scarce materials among the various
civilian uses according to the urgency of various require-
_ments, and, thereby, to prevent an abrupt rise of price of
the material or a disorderly scramble among purchasers.

L, The peace-time allocation of raw materials will,
however, raise certain difficult problems. In war-time all
ac¥#lvities are directed as far as popsible to one specific

aim - the development of! the greatest possible war effort,

But in peace-time there are a multitude of economic ob-.
jeetives; and it is difficult, if not impossible, to reduce
all these to a common measure for the purpose of priorities.
In many cases it may prove necessary to distinguish only
between a few bro~4 ~r_ups - such as the export trade,
"utility" gocls, and other home market goods - in order to

meke allocations between these categories, The problem of

the later sub=-division of supplies within these broad groups
would, however, require careful attention. On top of this
there will be a further difficulty in that it will be desirable
to provide for allocations not only to existing firms but also
to0 new businesses which may be established after the war, Even
though raw materisls are scarce, new firms must be at liberty
to set up in order to be ready for the time when output must
expand and exservicemen and firms turning from munitions must
not find every avenue to enterprise blocked.

- 10 -



(d) Lirsitation of Supplies

L5, Finally, it must be noted that therc are at present in
existence a series of controls which restrict consumption by
dircct operation on the output of supply of manufactured
products = in particular, direction of productiocn operated by
the Board of Trade. Clearly, the main object of policy after
the war must be to remove limitation of sSuppPlye. But in so far
as these regulations permit a control of demand for scance
meterials or manufacturing capacity, any measures for their
relaxation must be carefully co-ordinated with general
stabilisation policy.

(iii) THE TRANSFER OF ICONOMIC RISOURCHS.

u6. The foregoing discussion has been concerned with
measures which would be consequential on any decision to
continue the stabilisation policy,

L7. But stabilisation is not an end in itsclf. As has
been argued above, the prime objective of policy must be to
transfer resources from the service of war to the serviece of
peace; and indeed it must be recognised that to some extent the
two aims are in conflict. For there can be no doubt that the
release of money demand would work in a way to promote transfer.
The high demand for the products of peace-time occupations which
occurred after the last war caused the boom. But it also cased
the absorption of decmobilised men. If we decide to attempt to
bring about the transition without a price boom, we must be
careful to provide mechanisms which will take the place of these
drastic influences.

Le. To do this, it will be necessary to take special
measures to break down bottlenecks. The limiting factor on the
expar:sion of demand for peace, as on the expansion of demand for
war, will almost certainly prove to be the shortage of certain
key products or certain key labourers or the required type of
plant. It would seem, therefore, as if some use of the method
of priorities both for materials and for labour would be
desirable if these congestions are to be rapidly relieved; and
it is a matter for consideration whether in connection with the
demobilisation plan attention should not be given to arrangemcnts
for the early rzlease of men whose special skill can provide the
speedy rehabilitation of branches of incustry having this special
position in relation to the whole eCoNnomy.

L9, The need for geographical and occupational transfer of
labour will not be confined to the immediate post-war period.
Lxperience between the two wars has shown how structural changes
in demand, in productive technique or in the channels of trade
may leave persistent pockets of "special' unemployment, and that
it is necessary positively to promote the transfer of labour in
order to absorb such unemployment. It would be over sanguine

to expect that no serious structural changes will occur after the
present war, There is, moreover, another reason why the problem
of labour mobility +is likely in the post-war world to be more
severe than before. Past changes in population have been such
that the working population will come to consist of a higher and
higher proportion of older workers, and that the total working
population will cease to grow, Old workers are naturally lcss
mobile than the young. Moreover, the less rapidly & population
expands, the more difficult it becomes to adjust labour supplies
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between declining ~nd expanding industries by
concentrating the entry oo juveniles into expanding
industries; and for this reason it is probable that the
actual transfer of older workers from one occupation or
region to another will become more and more necessary.

50. It is therefore a matter Tor consideration
wiaether more permanent measures for the promotion of
labour mobility might not be usefully initiated during

the transitional period. There has been considerdble
experience of training schemes and of schemes for the
geographical as well as the occupational transfer of
labour in the period between the two wars. In this
connection, any remodelling of the social services may
perhaps play an important part and the payment of benefits
or assistance to the unemployed might be combined with the
extension of machinery for the retraining and for the
geographical and occupational transfer of the unemployed.
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PART ITII.
LONG-RUN PROBLIMS.

51 The earlier baragraphs of this paper havg given reason
for believing that g continuation of many of the discomforts of

.the war economy will be inevitable during the transitional

reriod,. ‘So long as serious shortages of consumers' goods
persist, certain war-time restrictions and controls must be
maintained, if an orderly development of economic life is to be
achieved, :

524 But -the acute shortages of the transitional period
will not last for ever. As the channels of trade re-open and

‘resources  are transferred, so gradually something more like

€quilibrium should be established. Thereafter, there should be
be hopeful Possibilities, not only of restoring, but also of
progressively raising our standards of living. For there is no
reason to doubt that technical progress after the war, as in

" past years, will enablec real broduction to be steadily increased,

Indeed, the war will in many ways have speeded up the process of

- of technical invention and discovery, and may thus indirectly

make possible a more rapid development'of_teohnique in certain
civilian industries and occupations., It will take time to
restore war damage to houses, to productive equipment and to
other forms of capital. But this process should not take longer
than a few years; and thereafter, ir industrial,activity can
be maintained, it shoulg be possible, year by year, to increase
and to improve the cormunity's capital equipment.,  The
immediate prospect is still arduous, But the distant vistas
are brigsht, o : '

53, - These long-run pPossibilities will, however, in many
Ways be conditioned by the policy which is adopted during the
transitional period. In the first place, .we must achieve g

.

bermanent restoration of equilibrium to our balance of inter-

solution of thig problem depends upon many considerations, which
have.already been discussed at length in another document,

(RePo (42)2),  But this problem will not e satisfactorily
solved unless, during the transitional beriod, internal measures
are taken to restore and to expand our export trade, even though
these measures entail the continuation of restrictions in the
home. market.

54. It has already been observed (paragraphs L6 to 50) that
one of the main problems of the transitional period will be to
transfer economic resources from the contracting occupationsg of
war-time to the expanding occupations of peace. Unless this
transfer can be smonthly carried out, it will be impossible
effectively to remove the shortages which.will exist in the
transitional bPeriod; ang unless sufficient transferability of
resources is maintaineq théreafter,-it'will be impossible to take
full advantage of technical progress to raise standards of living

55, . In a similar manner, the successful continuation of the
policy of stabilisation during the transitional beriod would aig

the maintenance of stability ang brosperity in subsequent years.

After the last war, an uncontrolled restocking boom was followed

by a severe economic depression; ang although the sharp burst
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of economic activity and of rising prices which
occurred at that time may have somewhat facilitated

the process of demoRilisation, it greatly complicated

the problem of maintaining a stable level of economic
progress in subsequent years. In the later years of
reconstruction after the war, it is essential to

brevent economic depressions and the widespread wastes

of economic resources in idleness ang unemployment,

which are the normal accompaniments of such depressions.,

in fact, all the solic improvements in standards of

living which we may hope to achicve after the transitional
period are dependent upon the successful avoidance of
large-scale unemployment; and the restraint necessary for
the maintenance of stabilisation during the transitional
period will be well worth while, if for no other reason
than that it shoulg facilitate the maintenance of stability
in subsequent yvears,.

56, During the transitional period of shortages, the
policy of stabilisation will require a continuation of

price controls ana of restraints on civilian purchases.

But this period of shortages will Pass; and the
continuation of the policy of stabilisation will then, from
time to time, require the adoption of measures to encourage
and promote, rather than to restrain, civilian consumption.
Among the measures which will be appropriate for thig
purpose are the aporopriate planning and timing of publie -
expenditure on capital works, so that such expenditure may
be stimulated when private demand is slack; and various
other financial ang economic mcasures should be considered,
the object of which woulg be to maintain a high and stable
level of demand for goods and services in general. It will
be necessary at the same time to ensure that this high and -
stable level of demand is translatea effectively into a
high and stable level of trade activity and or enployment,
and that economic life ig so organised as not %o impede

the necessary expansion of broduction,

57 One of the most important of our post-war
€conomic problems will be that of the Physical reconstruct-
ion of damageqd Droperty. It will probably be agreed that
rebuilding should be Planned with a view o the preservation
of amenities, the promotion of public health and the
reduction of costs of broduction., There is, however,
another important aspect of this problem, Physical
reconstruction may be so timed ang S0 planned as to aia in
the policy of stabilisation, in the early post-war years
of acute shortages, it will bresumably be necessary to
restrain building activity, in order to prevent it from
exercising undue strain on our limited resources. But
when general shortages have Cisappeared ang labour and raw

8 useful part as g means of stimulating activity if a
general depression should threcaten to develop.

building and the improvement of housing conditions, it

would probably be agreed that there arc other ways in whioh
the social 8ervices should be developed. The objectives

of social ang €conomic improvement would be difficult in
conditions of widespread unemployment, of low broduction ang
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of a reduced national income; but the maintenance of a
high and stable level of economic aetivity would greatly
ease their attainment and would reduce the financial
burden of the necessary public expenditure,

59. . Por all these reasons .the Committee intends to pro-
ceed on the assumption, not only .that the policy of stabili-
sation should be continued as far as possible during the
transitional period, but also that the preservation

of a high and stable level of economic activity and

of employment in subsequent years should he set in the
forefront of our economic objectives,
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COMCLIISION,

60, If the argument of the preceding sections
is correct, the following conclusions seem to suggest
themselves:

(1) that the rehabilitation of export is
to be regarded as one of the prime
objectives of Dolicy?

(2) that an attempt should be wmade to
continue the stabilisation policy;

(3) that, for a time, consumer rationing
must be meintained:

(4) that the mechanism of com10dity controls
must be kept in being;

(5) that in order to promote the transfer
of resources recourse must he had to
the mechanism of priority, both in
regard to labour and materigl supply,
and that spezial attention must be given to
arrangements (which may have to be of a regu-
lative character) for promoting labour mobilityy

(6) that suitable orportunities should be
taken to prepae the public for any
restraints and sacrifices that may be
entailed during the transition period,
if the more distant objectives of
economic welfarc are to be attained,

61, As was indicated at the beginning, this

report makes no claim to be an exhaustive treatment,
even of the subjects with which it deals,and there have
been deliberately omitted from its range a number of
problems which will be of great importance even in the
transition period - the problems of deconcentration,
disposal of stocks, control of the capital market, and
the improvement of industrial efficiency. ©On all these
matters, further papers are in active preparation.

17th June, 1942.




