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British economic policy since the war

Michael Barrett-Brown

DEFLATE or inflatel—that is now the question. What

are we worrying about—keeping the balloon up or
stopping it from blowing away? We can bring it down with
ropes of all sorts but what sort of gas is needed to keep it
up? "We cannot be an island of inflation in a deflationary
world,” says Mr. Macmillan begging al the questions. Is
there in fact no way of maintaining a degree of inflation
against a background of world deflation which looks uncom-
monly like developing into a depression? Can Britain not
offset the recession elsawhere by her own expansion? If we
expand, must this mean a Balance of Payments crisis because
the import bill gets out of hand? Can Britain in any case
aford to deflate if this means stagnation? Is British com-
petitiveness not reduced more by running industry well below
capacity than by granting wage increases?

Everybody is having a go at giving answers. Professor
E. A. G. Robinson® approves of the Prime Minister but says
we must be ready to act promptly, and in the meantime
expand public investment a little and call for concerted inter-
national action to stem the recession. He has the rather
confused support of The Times”. Roy Harrod thinks that "It
is doubtful if inflation is still the danger. With a gathering
world recession we shall shortly have other and more serious
problems to be concerned with."®> Alan Day thinks that
everything depends on what happens next in America*
Certainly, Britain has so far not fet the full impact of the
U.S. recession nor of the genera deflationary mood in
Western Europe. Most of the repercussions in reduced
earnings of primary producers and reduced trade throughout
the world are still to come, although the first signs are already
apparent. It is an excellent moment to review the scene and
take a good look at the economic policies which have been
pursued since the war.

Andrew Shonfield has just taken a very good look at them
in his new Penguin,® which should start a radical discussion
among al those who are seeking for an alternative to the
present Government policy. The aim of this extended review
is twofold: first, to summarize at some length Mr. Shonfied's
facts and arguments, because they draw attention so clearly
to most of the main problems and because they suggest many
of the critical decisions that have to be made; and secondly,
to put forward certain basic criticisms of fact and analysis,
which it is hoped will provoke further discussion and thought.
Much of the thinking of this review arises from materia
which has been prepared for the V.F.S. Working Party on
Planning and Controls and for an U.L.R. Pamphlet on
Controls in a Mixed Economy, which will be published in
the summer. But for the opinions here expressed the writer
aone can be blamed.

It is the great merit of Mr. Shonfield's book that he starts
from one of the contradictions that lie at the heart of con-
temporary British capitalism. Expansion at home in produc-
tion and investment, so necessary to raising the real wealth
of the people and maintaining Britain's competitive position
in the world, has regularly led since the war to deficits in
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foreign payments, as extra imports are drawn in to feed the
expansion. The Balance of Payments crises have then been
remedied by cutting back home investment—as in 1949 and
1951 and in 1955, 1956 and 1957—and by overal deflation
and stagnation of the economy since 1955. As a result total
net fixed investment in Britain since the war has been a a
lower level than in any other European country—b5 to 7% of
national product compared with 20 to 22% in Norway,
Finland6md Eastern Europe, 15% in West Germany, 12%
in ltaly.

A low level of investment means a low rate of expansion.
Production in Britain after 1948 rose on average by about
3% per year up to 1955. (Infact in al years except 1951 and
1952 the rise was between 4 and 5%.") Meanwhile average
annual production increases elsewhere in Europe were at
around 6% or double the British rate, and Western German
production after 1951 was growing a nearly three times
Britain's rate.? It is not perhaps surprising that British manu-
factured goods have been winning a steadily declining share
of the world's markets—25% in 1948; 18% in 1957.9

In production of petrol, chemicals, aircraft, motor cars and
atomic energy the rate of investment has been much above
the average and the results in the expansion of Britain's
exports in these fields are clear. By contrast the outstanding
case of an industry with a low rate of investment is the
shipbuilding industry which produces no more than in 1913
and has been recently overtaken by Japan in volume of
output and by Germany and Sweden in speed of output.®®

The U.K. investment boom after 1954, which raised the
overal rate of net investment from 5 % to 7 % of the national
product, advanced the rate of purely industrial investment
from about 3% to 4% of national product.* This was still
much below most continental rates but the effect on the
British Balance of Payments in 1955 was catastrophic:
imports leapt up far ahead of exports; there was a current
account deficit of £80 millions and a flight of capital from
Britain; and ever since Government policy has been to deflate
the whole economy in order to keep the import bill down.
Is this necessary? Mr. Shonfield believes it is not.

Who takestoo much out ?

He examines the oft-repeated cry of Government spokes-
men that "we are trying to take more out than we put in."
He concludes that neither Consumption (the Dockers and
the Hoggers), the Sociad Services (the Wefare State) nor
Administration (the Bureaucracy) have been running at a
higher level than esewhere in Europe. What Britain has
spent far more money on than others have been defence,
overseas military expenditure in particular, and foreign
investment. These two have taken nearly 10% and nearly
2% respectively of the national product every year. The
overseas investment figure is unique in Europe and the
defence figure compares with an average of around 6% for
the other European N.A.T.O. countries.*?

In Mr. Shonfield's Chapter Five on the Source of the
Strain, he describes the extraordinary lack of consultation
with Parliament or the nation, the apparent absence of any



appreciation of the costs involved, in short, what he aptly
cdls, the "insouciance" of British Governments in taking
decisons on military expenditure. He cites the £1,500
million reermament budget after the Korean war broke out,
the manufacture of the H-bomb, the development of V-
bombers to carry it, the building of a huge new Middle East
bese in Cyprus (hincillaelacrimae!), the commitment under
Wedern European Union to maintain four British divisons
in Germany with supporting air power for 50 years, the
attack on Suez without U.S. support, the recent decision to
rebuild the air base on the Mddive Idands. All these are
examined with ruthless logic and much amusing insde
informetion. And the decison is reached that the whole
vad network of oversees bases and the overseas military
expenditure, which amounted in 1957 to £178 millions, must
be pruned to a figure more in keeping with Britain's present
resources.

The one or two per cent of the national product devoted
to oversess invesment Mr. Shonfield regards as even more
desarving of a cut. The pattern of Britain's Baance of Pay-
ments has changed completely since before the war. Today
exports cover a good 90% of the import bill instead of a
litle more than hdf, as before the war. Net income from
oversees investment rarely amounts to more than five per
cent™ of the value of imports and yet a Balance Payments
aurplus available for new overseas investment has been
achieved each year since 1949 except in 1951 and 1955 of
the same order as in the best years after the First World War.
Then a the same time investment income regularly covered
afifth of the import bill.**

Strengthening the £—to what end?

Mr. Shonfield proceeds to enquire quite shameedy into
the grounds for worship by al Conservative chancellors of
the sacred cow of the £ dterling, that is of maintaining the
gerling area and a Bdance of Payments surg)l us for overseas
invesment. "There is no doubt,” he says™ "that the Gov-
ernment has alowed its domestic policy since 1955 to be
determined largdly by the movement of international con-
fidence in the £ sterling. It is the thesis of this book," he
goes on, "that such a situation is both tragic and absurd
and that a means of escape from it must be devised." For,
srengthening the £in every crisishas meant cutting investment
and snce 1955 deflating the whole economy as well.

Something needs to be said here of the sterling area today,
athough the writer has described its operation in some detail
in another place®® The Sterling Area is not merdy an
economic soubriquet for the Empire, in which Britain gives
certain, now much reduced, preferences to the products of
her primary producing partners and obtains in exchange
some, gill important, privileges for her goods in their markets.
The Sterling Area of today is primarily an economic club,
mainly of Commonwedlth countries (without Canada), in
which capitd can move fredy, trade is carried on in sterling,
and gold and dollar earnings are mainly pooled and usudly
spent according to certain rather ill-defined rules of the game.
Britain is the Area's banker as wdl as chief trader and, while
holding and paying interest on short term deposts (the
gerling baances) of some £3,500 millions, lends long term
up to a figure of £150 millions a year as wdl as providing
Szesble grants for colonia development. Mr. Shonfidd
chalenges the usefulness of the whole system and particularly
the high levd of oversess investment.

The main argument for keeping the Sterling Area together
is that, through the common pool of gold and dollars, Britain
obtains the hard currency necessary to balance her dollar
account which would otherwise be in heavy deficit. Mr.

Shonfield answers this one by showing that Britain's dollar
gap is today of the order of £100 millions, which could essly,
he avers, be covered by sdes for gold in South Africa and
elsewhere without recourse to the dollar pool. There is some
truth in this but the whole argument needs examining more
closdly and this we shall do later. It is certainly true, as Mr.
Shonfied says, that the dollar pool has worked to pass the
dollars earned by the Colonies and the gold mines in South
Africa to the other Dominions as much as to Britain. It is
even truer, as he also makes clear, that the future availability
of these dollar earnings is most uncertain. South Africa in
fact dready controls its own gold sdes and does not leave
them to be managed by London. Maaya and Ghana, the
main dollar earners, are now independent Dominions and
will undoubtedly henceforth assert their desire for spending
more of their dollar earnings on their new development
programmes.*’

Mr. Shonfied goes further—to question the basic assump-
tion of Marxists and capitdists aike, that overseas invest-
ment is more profitable than home investment.”® The average
return, for example, on loans to overseas governments and
municipalities held by U.K. residents is around 3% only.
And he makes a good point in another place that the sde
of such stock during the war to pay for supplies before Lend
Lease began was not the grest loss it is often said to be®

Does overseas investment pay?

But most oversees investment is of course company invest-
ment and there the rate of return is higher. Mr. Shonfidd
quotes the Bank of England survey for 1955 as showing an
average return of 14% on nomina capita,® which he
estimates must be less than 10% on actual capital vaue.
This can be little more than the 8% which he calculates as
the average rate of net profits on home industrial investment.
The oil companies investment he considers as an exception
but the investments in tin, copper and other overseas mining
companies (excluding gold mines) should surdy form a
further exception? In these mining companies net profit
(after deducting taxation and depreciation) as a percentage of
capital assets and reserves was recorded as 28% in 1956-7
and 44% in 1955-6 compared with 13 % for homeindustrials.**
Other overseas raw material producing companies, according
to the same survey, generdly show earnings no higher than
those of home industrials, but oil and mining together account
for three-quarters of the capital in overseas raw materid
production—itself a large part of total U.K. capital oversess.
Mr. Shonfield's magor point is, however, correct, that from
the point of view of the nation the value of this oversess
investment to Britain is much less than if it were invested at
home in improving plant, machinery and essentid services.

The second argument in favour of overseass investment
and the maintenance of the sterling area concerns the earnings
that accrue to Britain not merdly directly in net investment
income—this we have seen to be no greater today than the
vaue of each year's new investment®>—but indirectly through
the city's earnings as part of the whole sterling sysem. These
earnings Mr. Shonfiedd examines in some detail setting them
a around £125 millions (E30 millions merchanting, £25
millions banking, £40 millions insurance and £30 millions
shipping brokerage).”® That is somewhat beow the estimate
given in a broadcast talk in November 1957 by Mr. John
Wood #* but well above Mr. A. C. L. Day's estimate of
£20£30 millions in an earlier talk® which had provoked
Mr. Wood's reply.

It is not hard for Mr. Shonfield to show that the cost of
these earnings is far in excess of the earnings themsdves—
that is the cost of the overseas lending necessary to the whole
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serling operation, the huge sums that have to be paid to
holders of sterling (an extra £100 millions when bank rate
is raised from 3% to 7 %) and the constant threat of with-
drawals and delays in payment (the difference between "leads
and lags" which may easlly amount to a run of £100 millions
on the gold reserve as we saw in 1957) whenever confidence
in serling fals. For, to make serling attractive to hold it
has not only to be virtually convertible into hard currency,
that is for non-U.K. residents; it has adso to earn a high rate
of interest. It is this which has been determining domestic
policy. Yet, as Shonfidd points out, many of the City's
sarvices—brokerage, insurance and some of the merchanting
—would ill presumably be required by foreign traders even
if overseas investment were cut and sterling ceased to be
maintained as an international currency able to look the
dollar in the face.

Mr. Shonfiedd concludes that the whole attempt to re-
establish sterling as the mgjor if not the only world currency
is part of the grandiose attempt to re-create a past that is
goneforever. The attempt to do thisin the 1920's by returning
to the gold standard at pre-war parities was ruinous dike to
Britain's domestic recovery and to her foreign trade.®
Fortunately, after the catastrophic experiment in converti-
bility (i.e. convertibility of sterling into all other currencies
including the dollar) in 1949 by the Labour Government
conscientioudly, if quixotich)L(?, carrying out the promises of
the Keynes loan agreement,” the City's attempts to restore
full lega convertibility have so far been thwarted. Some
smal vediges of control over the currency ill remain in
Government hands. The last fatal dose of Tory freedom has
not been administered.

Labour Controls and Tory Freedom

A large part of Mr. Shonfield's book takes the form of a
historical study of Labour and Tory economic and financial
policies with a special chapter on the crisis of 1955 which he
cals the "climacteric." He shows how the Labour Govern-
ment abandoned earlier conceptions and much of the war-
time practice of overdl central planning of the country's
resources but retained many of the more irksome forms of
rationing and control often without any clear raison d'etre
therefor. He suggests that with fewer controls and more
confidence in the power of Government persuasion a greater
influence could have been exerted over the decisons of
private businessmen. His main conclusion is that clear know-
ledge of what it wants to do is what a Government needs
most. He therefore gives much praise to the Labour Govern-
ment firgt for its orderly carrying through of the transition
from war to peace, second for its success in forcing the sted
industry to expand its capacity and production in face of the
threat of nationalization, and third for committing the motor
industry to expand expoarts by allocating sheet sted according
to export performance.®

Mr. Shonfidd is, rightly, extremely critica of the raw
material quota and rationing schemes for industry that were
based on nothing more than pre-war consumption levels and
therefore put a premium on sze and long standing in what
became "a new economic feudalism” and thus discriminated
against youth and innovation.* More controversid is his
suggestion that the continuation of food rationing and sub-
ddiesin theinterests of atheoretical economic equality among
citizens was pogtively harmful to the economy because it
encouraged inefficiency among producers by guaranteeing
prices (what happens to farmers today?) and also because by
releasing incomes for spending on luxuries, it encouraged
luxury imports and dlstortlon of investment from essentia to
inessential products.®
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Mr. Shonfield's main criticism of Labour is of the falure
positively to encourage investment in manufacturing industry.
In extenuation, he makes an interesting, suggestion that the
Labour Government was grosdy mided by the statisticians
into believing that investment in the U.K. had been raised
to alevel 50 % above pre-war and that it was about the same
as in the U.SSR—at arate, that is, of about afifth of the
national product per year. In fact the British figures being
quoted were inflated gross investment figuresincluding repairs
and maintenance as wdl as depreciation, while Soviet figures
were net.  Therefore, when Sir Stafford Cripps in 1949 and
Mr. Gaitskel in 1951 cut back investment, they thought they
were cutting a high figure rather than afigure that was already
low compared with investment rates being attained € sawhere
in Europe.®

Sacrificing homeinvestment

Mr. Shonfidd's main ondaught is against the Tories for
sacrificing home investment to the sacred cow of overseaes
investment and the re-establishment of the international role
of sterling. In the historical chapters he goes on to make a
whole number of interesting and provocative points. Starting
in 1951 and 1952 by imposing stricter controls and restrictions
on imports, on hire purchase, on new building licences, on
engagement of workers and on bank credit, the Conser-
vatives then used their long run of luck, in the shape
of the fdling world prices of Britain's imports, to carry
through their counter-revolution to a laissez-faire economy.
In so doing they went far further than they had perhaps
intended, led on by the pressure of the bankers and the
Liberal economists and above al, Mr. Shonfidd suggests, by
the Treasury, which thought to find doctrina judtification
for the new Government policies® Even the traditional
Conservative conception of paternalistic Government inter-
vention to moderate the free-working of market forces gave
way to the dogans of "Tory freedom" and of the "neutral
state" arbitrating between the employers Confederations
and the Trade Unions. As Mr. Shonfidd adds, this has
meant that in the find analyss it is left to organized labour
to decide on the leve of economic activity that is appropriate
for the nation at any time.*®

As we have seen, however, the Tories have held back from
the find step of freeing the £ and undermining the whole
bas's of the Wdfare State and full employment by full-blooded
deflation in a find "dash for freedom." Part of the trouble
has been, as Mr. Shonfield shows, that the monetary mech-
anism just does not work. Raising the bank rate did not in
fact check the investment boom of 1954-56 nor noticeably
reduce the stocks held by businesses® In the end the Govern-
ment's deflationary policy only succeeded when direct
instructions were issued to the banks to reduce credit—much
againgt their will. And it was then that they began to demand
7% as their price. Another example is that imports of stedl
were only checked when discriminatory hire purchase terms
were imposed on cars and other metal products. Only
againgt strong Treasury ogposition was the pure doctrine of
|laissez-faire thus sullied.?

Mr. Shonfield makes an excellent point that, since deflation
began at length to work and the stagnation of production
has increased unemployment, price stability at whatever cost
in national wealth has become an end in itsdf. The intringi-
cdly contradictory policy of deflation by raising prices®
(including rents) has reached its own nemesis in the deadlock
of the Government with London's busmen, the railwaymen
and the dockers. For no one can expect workers not to clam
wage increases if prices continue to rise (another two points
in April 1958) and no one believes that the cause of inflation



is an excess of demand when industry is working very much
bdow capacity. Nor can Britain hope to compete in a
European Free Trade Area, with large sectors of her industry
dill in a hopdesdy backward condition and her transport
sysgem once more deprived of the necessary capital to bring
it even nearly up to date.

Mr Shonfield's five-year plan

On the basis of this analysis Mr. Shonfidd makes certain
important proposals. His am is to expand domestic invest-
ment and production. He therefore advocates a five-year
plan for investment with targets laid down by Parliament
and the strongest Government pressure exerted, combined
with large scde tax incentives, to make private businesses
fufill the targets. Mr. Shonfidd gives first priority to in-
creased and improved production of sted and machine tools
and to the modernization of road and rail transport. To
meg the ineviteble Badance of Payments difficulties that
would follow he proposes a five-year stop on oversess invest-
ment efected through capital export controls and through
discriminating intervention against British companies operat-
ing oversess instead of making concessions in their favour
as in the 197 Budget. In addition, he would make heroic
cuts in military spending; he would obtain loans from the
U.SA. and the E.P.U. and would give liberal encouragement
to forel%n investors and particularly to U.S. investors in
Britain.

To improve the apparent strength of the British economy
in internationa eyes and check the fdl of confidence in
serling, which this policy would produce, he proposes
revauing Britain's sterling debt of £3,500 millions at market
ingead of nomina prices and including Government and
private investments in the dollar area (at their market vaues)
in the published figures of Britain's gold and dollar holdings.
Support for the £ in international markets would stop, foreign
exchange controls would be introduced and sterling balances
would once more be blocked. At the same time, short term
sterling credit provided to foreign traders would be tightened
up and credits obtained from them for our exporters. "In
the last resort," says Mr. Shonfidd, "there are worse things
than devaluanon stagnation is one of them."®

A large investment programme at home would inevitably
leed to some degree of inflation. There is nothing to fear in
this, Mr. Shonfidd believes; but to prevent inflation getting
out of hand, a wage freeze with a scheme for deferred credits
should be introduced. To carry the proposal through he
would like to see the T.U.C.'s power strengthened by re-
moddling on the pattern of the more centralized Swedish
movement. And to deal with the inevitable and desirable
growth of private capital wealth resulting from such an
investment programme, while wages are frozen, Mr. Shon-
fied proposes a capitad gains tax when the investments
mature.

Here, where Mr. Shonfidd's book ends, is where the
problem surely begins? Capitalists can only be encouraged
to inves by the expectation of increased profits from their
invesments.  Will they invest if they are going to have a
cgpitd gains tax imposed at the end of the period of invest-
ment? Those who argue in favour of such a tax suggest that
investment decisions are largely made today by the directors
of the great corporations with huge reserves ready to devote
to investment when they think the time is appropriate. A
cgpitd gains or weadlth tax, being a tax on personal, and not
on corporate, incomes, it is argued, would only afect the
incentive to invest through the smal firm that invests the
private wedth of its owners. It is, however, ill true that

even the largest corporations raise capitad on the capital
market and many financia commentators—Mr. Harold
Wincott for one—never cease complaining that it is high
taxation that keeps down investment.

But there is a further point. Capital gains take place in
a boom before rather than after the investment has come to
fruition. Here the other side of the problem is reveded.
Wages are to be frozen, according to Mr. Shonfield, and
some system of forced saving introduced while the investment
boom pushes up prices and share values. This is surely to
ask the impossible of the wage and sdary earners—to defer
their benefits from the new investment while investors enjoy
theirs immediately. The whole problem reveds the contra
dictions inherent in capitalist expansion which Mr. Shonfield
throughout his book has tended to skate around.

His five-year plan for increased investment rests upon the
expectation that tax concessons plus a wage freeze will be
adequate to encourage capitalists to invest. One is bound
to ask whether this is redligtic, particularly in a recesson
such as the present, after what has been a period of some
farly substantial reinvestment abeit held back by Govern-
ment policies. Many industries are already running well
below capacity and if the current boom in motor car produc-
tion were to be checked just as the new capacity of the motor
industry and its suppliers is coming into full production it is
likey that something much more than tax concessions would
be needed to stimulate another round of investment.

A wage freeze, apart from its overwhelming politica
implications, carries with it serious economic problems. For,
while keeping costs down, it is bound aso in a period even
of controlled inflation to reduce demand for the goods which
the new investment will produce. And any reduction in
demand in the shops, unless it be offst by a great expansion
in export markets, is bound to hold industriaists back from
launching new programmes of expansion. This is the essen-
tia contradiction for which Mr. Shonfidd's proposals just
do not provide a solution. Capitalists only expand when
they can see good expectations of increased sdes. A wage
freeze while ensuring the means for expansion in the form
of increased profit expectations removes the judtification for
expansion by reduced demand expectations.

How much Government action?

Much of the expansion in the British economy since the
war has been the result of Government action, through
defence orders and through the nationaized sector—atomic
energy, cod and road, rail and air transport. Tn 1956 when
private investment was a its highet post-war leve, the
public sector till accounted for 44 % of gross capital forma-
tion at home. Between 1951 and 1954 the flgurewas between
50 and 60%, compared with 30% before the war.*" Indeed it
is this high level of Government "below the line" spending
which has been criticized for its inflationary efects and
which has been severdly cut back in the Government's latest
measures of deflation. With these figures in mind we can
see that to create the expansionary atmosphere that Mr.
Shonfield wants would require a very high level of Govern-
ment spending. And of course this could be very inflationary
indeed and create demands for imports that would soon
repeat the 1955 crisis, Mr. Shonfidld sees the danger of this
and is quite prepared to reimpose an alocation system for
raw materials together with exchange controls but not
apparently import controls, though it is hard to see how
these could be avoided;

What al this amounts to is the abandonment of Tory
freedom and the growth of Government intervention in
industry on a major scale, Mr. Shonfidd seems prepared for
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this but is somewhat shy of tackling the implications. Raw
materials alocation alone, unless tied to some specific plans
in teems of output or exports like Sr Safford Crippss
dlocation of stedl for motor cars according to export perfor-
mance, would be merely negative and restrictive. But specific
plans, let done Mr. Shonfield's five-year plan, mean planners
and something more than the present remains of Sir Edwin
Plowden's planning unit in the Treasury now under the
surveillance of an ex-diplomat, Sr Roger Makins.” And
such planning and operation of necessary controls, particu-
larly in pursuit of a policy that will be opposed by the merchant
bankers, implies a much stronger Government hand in the
Bank of England. This was an important lesson of the
Parker Tribuna as Dr. Thomas Badogh has forcibly
pointed out.*

Does such an investment plan not also mean direct control,
over the ded mdustry at leadt if not over other private sectors
of the economy?* These things Mr. Shonfield leaves a the
end of his book to be worked out according to whether a
Labour Government carried through the investment pro-
gramme with "more active State intervention” or the Tory
Government 'using the profit motive in active and flexible
fashion."® The phrases have an air of disingenuousness.
We have dready suggested reasons for believing the second
aternative to be impossible from rather theoretical economic
considerations. The sted industry gives us a practical case
which has been most thoroughly examined by Mr. John
Hughes Mr. Shonfield accepts the necessity of very much
Iarger |mports of basic materials—"stedl being the outstandl ng
case.’

There is certainly no margin of stee producing capacity
for a programme of expansion. Only the last two years of
stagnation of industrial production have alowed sted output
just to catch up with home demand. Moreover it is not
planned to have such a margin. If, and it is a big if, the two
mgor ded firms, United Sted and Stewart and Lloyd, go
ahead with the plan for a new plant to use home ores, this
is not intended to be operating until "some year" after 1962,
And this is the plan that was originadly projected in 1945!
Yet the sted companies have been permitted to raise prices
by nearly 30% between July 1955 and August 1957 and have
incressed profits by 53% per ton between 1945 and 1957.%
That is two or three times the generd increase in trading
profits in British industry during the period. Yet the rate of
investment has remained low. The sted experience does not
uggest that use of the profit motive even in "an active and
flexible fashion" will get the results Mr. Shonfied wants if
private industry is left to make its own estimates of future
demand.

Who wants overseas investment?

The greater part of Mr. Shonfield's book is concerned with
foreign economic policy and this attention to the effects of
of oversess investment and of the defence of sterling upon
home investment and production is of the grestest value.
But the contradiction between home and oversess investment
is itdf a symptom of deeper contradictions. Why does
British capitd seek investment opportunities overseas? Why
do British Governments support the international strength of
derling a the cost of stagnation at home? Mr. Shonfidd
bdieves that it is not in the main a search for higher returns
on capital, but that it is rather a hangover from a grander
pest with little thought given to the cost of being a great
power in the modern world. If only, he argues, British
capitalists would see what is best for the nation (and therefore
it would seem to follow for themselves too) and abandon
these ridiculous illusions of grandeur, al would be well. Mr.
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Shonfied is clearly aware that national and private interest
may conflict. In spesking of oversess investment he writes:
"The first point to notice is that this is not just a matter of
comparing the dividends paid out a home and in overseas
investment. That is of course the investor's personal crlterlon
But the national interest does not always correspond to it."
This clue is not however followed up.

We have dready suggested earlier that much oversess
investment—in oil and mining—is undoubtedly more profit-
able than home investment. So aso the interests of the City
in the sterling system are very red interests and not merdy
Quixotic. From the national point of view the balance of
profit and loss may seem to weigh against the whole sterling
operation. It cannot be expected, however, that, if those who
benefit from the profits do not aso pay for dl the costs, they
will do the arithmetic in the same way as the great mgority
of taxpayers who pay for the costs but see little of the profits.

There is ared contradiction here aso for Britain between
the role of international banker and trader, which Mr.
Shorfield touches on in a brief historical survey at the end
of the book™ but does not bring into the centre of his argu-
ment. It is not merely, as he suggests quoting Prof. Arthur
Lewis, because we concentrated on selling sted and cotton in
overseas markets at the turn of the century with the ad of
overseas investments, while Germany concentrated on
developing chemicds and engineering sdes in European
markets that Britain fdl behind in the industrial race. It was,
surely, even more because the returns on British investments
oversess began to exceed by far the levd of new investments
and so impoverished the overseas markets that they could no
longer efford to buy Britain's exports. Our imports were
paid for increasingly by income from past investments to the
permanent  detri ment of Britain's export industries and
investment at home.™

The point becomes clearest if we look at the 1930's. Then
the collapse of the prices of primary products from overseas
combined with the steady flow of investment income from
overseas made possible a steady if dow rise in the nationd
income a home and even in rea wages of the employed.
But this was achieved a the expense not only of overseas
producers but aso of unemployment a home, epecidly in
the export industries, both of manpower and of equipment,
and o led to the running down of the nation's whole technical
development. In the end, even the dow rise in national
income and in the real wages of the employed was checked
and only recovered in the rearmament drive immediatdy
preceding the outbreak of war.

The role of the Merchant Bankers

There are, neverthdess, very red interests involved in the
maintenance of overseas investment and in al the banking
and other services connected therewith and with a strong £.
First, there is the merchant bankers' interest. They are the
people most concerned in the earnings of the City of London
which Mr. Shonfied proposes to cut by reducing support for
sterling as an international currency. Their interest in
oversess investment and in financing international trade in
sterling does not now necessarily mean that they are primarily
concerned whether British trade expands or even whether
the genera levd of world trade expands, as long as their
share of trade financed by sterling expands. When sterling
was the world currency there was no such conflict of aims.
It may be suspected that Mr. Shonfidd rather underestimates
the cut in their earnings that would be involved by reducing
the area of operation of the £ sterling and spoils his case by
so doing. The tremendous pressure on the Government to
protect sterling at al costs suggests that the Josses from not



so doing are regarded by the bankers as likely to be serious.

It is a surprising omission in a book which takes the post-
war sory up to the end of 1957 and indeed into 1958 that
there is no mention of the revelations at the Parker Tribunal
in December 1957. For what was, in part, revealed was the
key role in the British economy played by the merchant
bankers whose reprmtanon on the Court of the Bank of
England is o strong.>® It is clear that it was the Bank which
presed the Government (“stampeded” is how the Satist
described it) to raise the bank rate to 7%, partly no doubt
because a credit squeeze without a"swingeing” bank rate gave
the bankers the worst of both worlds and partly because of
the determlnatlon a al costs to make sterling more attrac-
tive® The bankers cannot however have been aone in
pressing this policy on the Government. Some industrialists,
paticularly those with an dement of monopoly who are
engaged in processing imported raw materials (and they also
st on the Court of the Bank of England), may gain from
deflation and subsequently lower raw material prices even if
the corollary is reduced markets. For they may reckon to
pick up a larger share of a reduced market as well as making
higher profits on turnover.

Raw materials monopolies

The 1930s are indeed marked by the emergence of such
near monopolies in Britain—Unilever, 1.C.I., Imperia
Tobacco, British Distillers, Tate and Lyle, and the giant ail
combines—dl of whom have mgor imperiad and overseas
interests. By contrast the industrialists, who produce capital
equipment and for whom the price of raw materials is a
minor ement in costs, will think differently. For them
working to capacity is essential, with the corollary of expand-
ing markets, including export markets, to which a third of
Britain's engineering output now goes. There are not many
sectors of engineering where monopoly is important and even
where there is an dement of it, as in eectrica equipment
and motor cars, the conditions of production favour trade
expanson rather than restriction. It is not at dl surprising
that the two voices among the giants of British industry
which have sounded most restive under the recent Government
polices of deflations have been those of Lord Chandos of
A.E.l, and Mr. Stedeford of Tube Investments.®

Of course arguments may wel occur inside individua
companies between advocates of the two points of view.
One cannot divide up industry neetly into those who support
the bankers and those who want to expand. It is a nice
exerdse in armchair imagination to construct an argument
between the directors of United Africa pushing their sdes
in Nigeria and their colleagues in the Purchasing Departments
of Unilever who have succeeded in cutting the prices paid to
the Nigerian vegetable ail producers! It is indeed here that
the specid role of the merchant bankers on the boards of
dl the greatest industrial corporations in Britain becomes so
important. For it is just in the sort of argument we have

ed above that the banker's voice may be decisve on
the board of directors. It is not enough here to say that the
bankers are a hangover from the past with their overseas
interests and al. The contradictions they are trying to solve
are red ones and cannot be solved smply by reducing the
power and influence of the bankers. The very heart of this
contradiction lies in the nature and terms of oversess invest-
ment and in the relations of Britain with her colonies and
ex-colonies.

Mr. Shonfiddd mentions that more than half of U.K. post-
war invesment has been in South Africa and Australia.*®
He does not mention that a high proportion of this has been
in red estate and has contributed little either to increasing

sterling area production of dollar saving raw materials or to
expanding industridization and so raising the demand for
U.K. exports. " He spesks in severd places very scathingly
of the "extravagant" development programmes of the
sterling area members which are making such demands on
British capital that domestic investment is neglected. This
whole pattern of relationships needs, however, to be sorted
out much more clearly. He dismisses as "luxurious national
sdf-mortification” the conception of Britain exploiting her
colonies. "On ordinary commercial account,” he says,
"Britain has an dmost embarrassingly large current surplus
with al the colonies taken together,” amounting in 1956
when Mdaya and Ghana were still colonies to £180 millions.
Thisis only reduced, he points out, by annual British military
spending in the colonies of rather more than £100 million
and by direct grants of £30 millions.

If this picture of a large British payments surplus with the
colonies had been true in genera since the war, British
colonia relations would indeed have been different. The
colonies could not possibly have increased their holdings of
sterling balances in the U.K. between 1945 and 1955 threefold
to a figure of over £1,300 millions, reflecting an average
annual surplus in favour of the colonies of over £80 millions.
This meant that in fact the colonies were lending to Britain
on short term sterling that was then available for long term
investment by Britain dsewhere® This process was only
ended with the raising of short term interest rates to punitive
levels after 1955. Mr. Shonfield regards the sterling balances
as a valuable nest-egg for the colonies' future development.
This indeed they are, but the problem of the colonies has
been that the ultra-conservative banking policy of the cur-
rency boards has required that Lurrency issues in the colonies
be covered £ for £ in sterling. This is the sterling exchange
standard which has undoubtedly held back economic develop-
ment by the normal modern means of central credit expan-
sion. Independence in Ghana and Mdaya has now led to
the pursuit of a more flexible policy by the currency boards
in their case.

The commercial account

Moreover, what Mr. Shonfidd calls the commercid account
with the colonies on which the U.K. achieved a £180 million
surplus in 1956 includes items which are not in fact goods
and services but are net incomes flowing into the U.K. from
investments and oil operations. These totalled in 1956 some
£70 millions and it is ironica indeed that this figure, which
is precisgly the sum of what might be caled "the exploitation,"
should be included in the balance to prove that there is an
"embarrassing surplus® and no exploitation. It is true that
even excluding dl non-trading items Britain had a surplus
with the colonies of over £100 millions in 1956 and an average
surplus of over £60 million between 1953 and 1957.% But on
their other accounts—E.P.U. and dollar—the colonies main-
E;i\l ned a large surplus, which was al booked into the sterling

ances.

The point is of course well made that the £70 million
investment income from the colonies now fdls below the
£100 million of military expenditure in the colonies and this
suggests that the whole operation was not worth the cost.
But, as we have aready commented, this would only be the
caxe if U.K. taxpayers received the benefits in proportion to
their tax payment. Furthermore, Mr. Shonfidd's andysis
of Britain's oil operations, while reveaing the military cost
of the successon of Middle East and African bases and of
the Suez war, does not show the very large trade deficit that
the U.K. runs every year with the ail states to the extent of
some £150 millions.®*
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In this whole calculation of profit and loss on colonid
trade the point that tends to be logt sight of is that the ability
of the colonies and ex-colonies to import from Britain
provides powerful support for Britain's export trade. Indeed
in 1956 the colonies were taking 13% of U.K. exports com-
pared with 8% pre-war® and were providing in 1958 some
protection againgt the world recession.™ In conclusion, it
must therefore be said that what is wrong with Britain's
overseas economic relations is not the high leve of invest-
ment. Indeed it could well be argued that an annua rate of
oversess investment of £150-£200 millions, even compared
with home investment of about £1,500 million, is a small
price to pay for annual exports of £3500 millions. What is
wrong is the nature and direction of the investment, in resl
estate |n South Africa and Australia and in portfollos in the
U.SA.* instead of in underdeveloped lands where the
investment could expand production and incomes and so
guarantee markets for Britain's exports.

Britain's need for Expansion of Trade

This is the part of the foreign economic problem which
Mr. Shonfidd never redly gets to grips with. Britain's livei-
hood depends in substantial measure on machining and
processing imported raw materials for sde dl over the world.
It is not Smply that we have to import more than haf of the
food we eat and two-thirds of the raw materials our industries
use and are therefore forced to export to pay for these imports.
It would be possible grestly to increase home food production
and reduce the whole level of industry and so of raw materia
as wdl as food imports. Nor is it true, as Socidists have
sometimes maintained, that capitalists make higher profits in
the export market than at home. The point is that there are
vey red advantages to be gained from the world divison of
l[abour by utilizing British engineering kills and accumulated
capital equipment to produce advanced technologica manu-
factures for the foreign as wel as for the home market. This
may indeed be the reason for the leading role of the merchant
bankers—that they do by their knowledge and their discounting
and other credit services open up a wider market than the
U.K. for British manufacturers who do not have the con-
tinental market of their U.S. and German competitors. At
al events modern production methods demand for their full
exploitation wider and wider markets. And for this reason
Mr. Shorrfleld is clearly a supporter of the European Free
Trade Area®

Here Mr. Shonfidd seems to dip into another error—of
thinking that dl that is needed is increased investment in
home industry to improve Britain's compstitive strength. But
our competitors, with a higher level of investment than we
have achieved, and notably Germany and the U.SA., are
aso finding at the present moment that export markets are
declining. Trade expansion requires not only new investment
a home but a genera raising of world living standards.
Mr. Shonfidd, like many others, has been so dazzled by the
recent expansion of markets in Western Europe and in North
America that he has missed a most important aspect of the
world trade picture since the war. In fact the growth of
world trade between 1946 and 1951 when overseas markets
were growing wes a a faster rate than that between 1952 and
1957 when European markets were growing. By 1946 world
trade had probably re-established pre-war levels and by 1951
had risen 43 % above them. For trade in manufactures alone the
rise was 76%. In thefive years, after 1952 the increases were
respectively only 37 % and 35%.% Over the same period West
European trade expanded by more than 50%. But this was
largely a reflection of the return of West Germany to world
markets; the West German foreign trade expansion in the
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same period being of the order of 200 %.%’

We cannot count on such a free-for-all expansion repesting
itsdf. What is needed now is an overal expansion in world
trade, and this cannot come about without a high rate of
investment in the under-developed areas. This is essential,
not only for the long term increase in Britain's standard of
living, but aso if we are to have a hedthy and reasonably
stable bdance of payments, and in particular if we are to
olve the perennial problem of the dollar gap.

The dollar gap

With regard to relatlons with North America Mr. Shonfied
is splendidly optimistic.®® While the boom in sdes of small
cars by U.K. manufacturers to the U.S. lasts there may seem
to be some judtification for this optimism, but he would be
a bold man who rdlied on a steady expansion of U.S. imports
in the future. In the first place, they have been growing very
dowly—a mere 15% since 1952 and 50% since before the
war. U.S. exports, on the other hand, while they have grown
only a little faster than |mports dgnce 1952, are three times
their levd before the war.®® Although the world's dollar gap
has been closing again in 1958 as a result of loans and other
extraordinary measures, it grew seedily in 1957 as gold and
dollars flowed back once more™—for the first time for many
years—across the Atlantic from Europe, 7cyvmg full support
to Sr Donad MacDougal's warnings. Mr. Shonfidd
consders a gap of some £100 millions for Britain, which
was roughly the figure in the years up to 1956, with the
exception of the crigs year of 1955, to be perfectly manage
able. Unfortunately, as we saw earlier, the gap in 1957
would have been £150 millions if the interest payable on the
U.S. and Canadian loans had not been waved. Is this
manageable?

The dollar gap was widened of course in 1957 by the flow
of funds through Kuwait into U.S. investments but even after
this wes stopped the gap remains a formidable one. In the
past it has been closed with South African gold and colonid
dollar earnings, U.S. aid and U.S. military expenditures and
with offshore purchases for N.A.T.O. in Britain. But with
the decline of colonia dollar earnings and the ending of
U.S. aid, emergency measures had to be taken in 1957 for
obtaining extra loans of dollars: £100 millions worth of
dollars was borrowed from the U.S. Import Export Bank,
£200 millions from the I.M.F. and £50 millions from E.P.U.
These as well as the origind U.S. and Canadian loans will
have to be paid back with interest over the years to come.
South Africa will presumably continue to pay for her imports
in gold but shal we dways have U.S. bases in Britain and
earn dollars by sdes to N.A.T.O.?

On top of dl this Mr. Shonfield proposes sill more bor-
rowing from the U.S. and further encouragement of U.S.
investment in the U.K. Quite apart from the problem of
retaining some degree of national economic independence,
the consequent burden of annual interest and dividend pay-
ments to the U.S. is horrible to contemplate. Already by
1956 the net interest and dividend figure plus the net figure
for other invisibles (ail, films, etc.) on the U.K. dollar account
showed a deficit of £26 millions even without the U.S. and
Canadlan loan charges of nearly £40 millions which were
waived.”? Yet the prospect of increasing sdes in the dollar
market even if the present recession has now resched its
lowest levd must surely be highly dubious. All previous
experience has shown that the U.SA. is highly resstant to
lowering its barriers to imports or reducing its hold on the
Canadian and other dollar area markets.”

Of course the dollar problem could be solved by reducing
the dollar share in our imports, especidly of food and raw



maerids—a share which has been growing in recent years
as a result of trade liberalization measures.” This would
involve a complete realignment of Britain's foreign trade and
a concerted plan for expansion outside North America—
which is not envisaged in Mr. Shonfidd's proposals. He is
manly concerned, it appears, to withdraw from sterling
markets and expand trade in the even more competitive
industrid markets of Western Europe. In criticizing the
concentration of U.K. trade in the sterling area and the
other less industrialized countries of the world he does not
san to have completdly absorbed the figures he himsdf
quotes from the Board of Trade to the effect that Britain
hes been losing trade to her competitors as much in the
Seling Area as esewhere.”

Nor does he see, which is more important, that it was to
a grest extent the expanson of the trade of the under-
developed lands that maintained the export boom at such a
high levd up to 1952. Even in 1955 more than a hdf of the
world's trade took place between advanced manufacturing
countries and primary producers.”® Mr. Shonfidd, more-
over, omits entirely to mention the advance of Soviet, Chinese
and Eagt European trade—from 7% of world trade pre-war
to 11% in 1956"—which has done much to keep up leves
of world trade and of primary producers earnings and in
which Britain has therefore a prima facie interest. Unhappily,
dnce deflationary policies were adopted in Europe after 1956
the development plans of many overseas countries have been
cut back as surpluses of food and raw materials, particularly
in the U.SAA., have once more begun to depress the prices of

primary products.
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Mr. Shonfidd generaly refers to these plans as "extrava
gant." Yet a high levd of investment is essentia for the
under-developed lands also, if the firs stages of industrializa-
tion are to be carried through and the present terribly low
levels of national income raised.

The basic contradications of British economic policy will,
therefore, not be solved by changing the minds of the bankers,
or by shedding our fetishigtic concern for the £ We cannot
just drop the usdless and wagteful overseas investment of the
last decade. It must be replaced by a positive policy of
credits and loans at low interest rates to under-developed
countries, for their development is not only necessary in
order to save world peace, but aso of vita importance to
nourish long term markets for the products of Britain's more
advanced industries. This is where U.K. overseas investment
should be directed, both through specificdly British schemes,
and jointly with other advanced industrial powers through
S.U.N.F.E.D.”® Such investment together with long term
Government-guaranteed trade agreements, would underpin
the growth of world trade on which Britain's future pros-
perity so largely depends. But this involves, not only deciding
the issue between bankers and industrialists in favour of the
latter, but, even more fundamental, a change in the relations
with under-developed countries. This would mean, as we
saw when we were considering home economic policy, amuch
larger measure of Government intervention than Mr.
Shonfidd is prepared to envisage: and this is the basic
weskness of an otherwise most discerning and stimulating
book.
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