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cuaPTER T b

INTRODUCTION - ]
' ‘The Korean War which began in the summer of 1950 was

to reimpose upon the world economy, only s¢ recently
;
I

"recovered from the devastation of World War II,'many new

and’ prassing econemic problems. The war teucheg off a

worldiide rearmament race which addéd'naw’burdéﬁs to

already strained ecoromies. It was té inoreage greatly

the complexities of economic decision an thé part of gov~
ernment authorities, Thia gituation providea the back«

graund for this thesis. &:' ' o .' ‘ ~.a

The Bbjectives of the ;tudﬁ

- This study iS eesentially an inquiry intafthe role
j'3.:11 impOSed

upon a fully employed economy. In an armed ecenomy, the

of government paliey when. a rearmament programn

a110catien of available resourees is largely dependant

- on the deeisions ef a central authority. Such decisions

sheuld of eourse be direeted towards maximum defense po=

cent1a1 with a m;nimum everall strain on the economy.

»The economic consequences of ‘a defense pregram are to a

‘large meaaure mitigated by these deciaions or 50 some extent

aggravated by a lack of er improper decisiens‘ The obaec~

Vtives ef this sbudy are to analyze the national expenditurea

r: |

e



E :
{ of Great Britain in the period follcwing the outbreak ef
' war in RKorea and to aztempt to relate the significgnce
; . and effectiveneas of gaverament poliey to these expendinures‘ /
| _
‘. Great Britain has been selecved as the c’-m:int‘tg‘y for this
f case study:because as a fully empleyed ecanomy she presents
? 5an 1nterestj?f and timely madel of the impact of rearmament
land its associated prcblems. The: perioé Ea be cansidered
,is the four year span between 1950 and 1953, h@wever nhia
| :periad will not be rigidly adhered to if discussien 6f either
| ‘prior'or subsequent years 18 rel&vant to the prablem at hands
:The principal reason for ﬁ;_ﬁgg,; the aurvey ta this relative;
1y short. tima is to attempt to. bring inbo £ocus the actual
4mpact of the. rearmament programy. . o ﬂ
; The e¢ancmic preblem pregented by increased’defense
| »,outlays has many ramificatiens but the basic 1ssue is coms
1 paratively simple~*where are the real resources required by
i_ \this a&ditional increment of defense productien‘té cone
; ffrcm? From uhe resaurces embodiad An the gress aational
{ pro&uct lreat Britain must meet claims for (1) experts
(2) private go,z;zsumpt;im (3) investment (i) égi»er;gﬂea and
(5) other government: expenditures.t The rearmament progran
, T _ | | , , e
A lw. M. ocammell WEeonomic Policy and Rearmament"
| WorldiAftairs, ¥XI (Apml 1951}, 163. L
i~ |
‘
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" has made it necessary to expand (h), bUt ﬁhe'QuesﬁiQﬂ

%1s~whow? In the words of The Economist' ;V

o, -

*ﬁEThere are only tWo ways in which a larger slxce of
the cake of national output can be provided for
" defense; " The first is by producing a larger ;cake:
The sécond is by reducing the other slices.,..l
. P
_ The decasion as to how the burden may be distributed

 among the remaining four 1s ‘the haart of the econemic

prablem af tearmament. ‘What has happened to. the- cake and

:the role of pllicy 1n this reallocation is the heart of
- this thesisi The effeetiveness and limitations o% the
jmetheds available to- bring about a shift in resources will
-nge analyzed 1n greater detail within the: context of the
"sector accounﬁs they affecta At ‘this poznt, a general

xoutline ef the nature of these methods 15 undertaken.

a:s The resaurces necessary for defense might ‘bé
i‘withdrawn whelly or in part from Britiah exports.
ﬂThat is; the ‘men; machinery, and materials that go

inte prodﬁction for export ‘be converted inté pfoducv
"tien for rearmament. | '

‘b¢ The transfer—might take place thhin bhe Govern-
ment sector of the econonmy, by redueing non~defense
 State expenditures and allowing these real reseurces

b

to go into rearmament.

- 1
1“The Mbaaure of the Burden" The Economisé,
CLXII (Feb. 2u, 1951), 412
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¢« Private consumpticn may bc reduced by two"methcds,"
either gingly or tegether, Pirse, consumpbicn may be
redﬁcedgby physical controls and ra&ieningg-@This
meeho&5w111 of course prcduce-an unSpendableﬁaccnmuﬁ

!
_laticn cf cash which may or may net ‘be taxed Laways
I|

-Secondly, by an ingrease in direct or indirect taxes

ji
to reduce the consumer's diSpesable inconme and ‘thus,

,(assuming ne diswsaving) reduce personal censumpticne
d@‘ Capital formation or investment mlght be ‘reduced
~and the resources thus released transferred into |

defense production.r - , E

Two additicnal methods are available te bring about
I

a transfer which preclude che necess;ty of makingfcenscious
reductions in the four major sector acccunts. |
e&; The new expendioures needed for defense might be
covered by rising preduction; due te an 1norease in
produetivity. ' ‘ S i
by The government might Slmply bid for chelgecessary
resources 1n the open markeét; which would result in
' inflation, continuing until consumption, eiecrts, or
capital fermation had been adequately lessened. :
A final method of meeting this problem is external

(i.e., United States) aid, Although this factoriwas Aot in=
|I

‘ signiflcant in the British defense effort, its main value
was in helping to relieve the Special dellar problem ime




Aposed by the defenge programs As an external item somes
" what oatside the scope of rearmament economics ﬁhe ins
;ment in the chapter on the British balance of paymeﬁts.

; Which. of these preceding measures will be utilized ag
;an instrument ef policy in an armed ecenomyz is 1argely
:fdependent upon the decision of a central authority. With
?gevernment pelicy as a determzning element the faet that

- 8ome measures are mere tractable . than others in aahieving;

:a reallacatian of resources shﬁjfd not be discounted. Put

another way, ;?timata deeiaiens are more often than not
"based upon political as well ag economic eonsidaraﬁions.
This study preposes-te attain its obdectives~by anas
&. | v”lyzing the pattern of expenditurea in the four major sector
, ‘,accounts cf the British econemy¢ The analysis ofithese
NSGUUNS'Will net be exhausnive ar undertaken as an; end in
| its 18"
‘limlted”to the relationship of these expenditures to the

Rather, the emphasis. threughent the study will be

f,increased j{{ﬁtary cutlayss. After a brief sketch of the
fextent of the rearmament pregram, the first analytical
Lchapter will examine what is perhaps Bricaln's mest imper~

vtant and complex account«~the balance of" payments. The next

three chapterS:QLEQ analyze in ‘turn the patnern and signifi«
|
- eanbe of bavernment expenditures, 9ersenal censumption' and

‘fixed investment. All of these chapters will present in

fbrief the magor pelicies which were adopted,by tha gentral




,1pr®f§aﬁw. The next bhaptartﬁill examine the two £
3ﬁwhich have the cemmon denjff?

that a modern de

ﬂfé?‘af’affEGting ai;,sector

aceountss These are: the problem of inflation and the
iiimpertance of preductivity to thé defense effort.. "The final
-chapter will attempt te synthesize the material of the

\'_?,jgsers irito what were considered to be the. ma jor

Sy, and polieies 0f the British rearmament.
,aof course,iin this type ef svudy ia

.,n$e'program affecnsuafﬁ segtors of‘a

nation’s economvg For this veason; it is difficult if not

| ” ﬁ9ssibla te\aacertain causal relatianshipa in & pattern

- of national expenditures that 18 both complex and 1nter~

H
L

,furthér and given shape a8 a three year pr@grama Eﬁggh.a’

o earmament pragram was made; necessary heeauae the five
ijears fellewing wOrld War 11 had baen: deveted largaly to

.;ecenamie reaevery 1n Britaia, Thus, defense pﬁ,fging.beﬁ" 3

' cama relegated t@ a l@W’prierity 1n the pest war peried,

With heavy reliance be4: 

_ placed on the aquipment left ever
from the 3666ﬁd World Wars At its peak in 19hh bhe;ﬂnited

u '
o
E.
i

e




American Relations, 1952, Pe Rbs

7
Kingdom*s defanae axpenditures exceeded L 5 000 million and

accounted fer well over half the national inc@ma;“in 1948

and 19A9 it had been reduced to abeut L 750 million or about

6 per cent ef ‘the national income.1

PN

This sharp-reduetion.in defensevexpehdituresi@as dug-

vmainly to*the'economic crisis.ef 19h6éh7‘when it ﬁeeame

;evident that the resources of Britain were not adequate to

meet all of the competing claims upon them. The‘claims off

, the civilian were therefore given priority over those of

defenae and, coincident with the withdrawal of aid from
Greece and Turkey, ‘the rate of reductlon of the armed
forces was aacelerated.a - ﬁ

The official attitude toward defense expenditures
during this post-war period may be summarized by a State—

mentﬂRelat1 ?th

KDefense'submitted to the Parliment in
February 19&7 by Minister of Defense: '

_Development:in recent months have stressed the
urgent need of restoring a balanced peacetime eco« :
" nomy at the earliest possible moment, and by all pos-
sible measures, Defense policy must be compatible
fith, this because of the

lI
1

1,tionéi need,

.y not only

1Ee@nemic Survey for 1 ,l, Cmd. 8195 (London:nH.M. :
Stationery OIfice, April 195. » Pebe | ] '

2The Brookings. Institution,

Rearmamenﬁ_and_Au“loa




nd v’.l’; by the Armed Fo” o8 :“ﬁﬁ
al ¢ e‘aﬂsuecessfu defense policy must ‘ 1
ita reebs’in healchy sooial and ecenemic cen«_tiens...:

The outbreak of the Korean war brought about a ehange

u i
- in public and o ial cpinien, from reluctant acquiescenea

An dsfense expenditures ta an active deman& thatpmare effecw
sive defense sheuld be pravi&ed.‘ Cantrasting the'above
2efficial poli

,fductien aver demestic pr

on the question af priority of defensé pro~

7tion, 13 -a. statementnmade in

,'April 1951 by Mr; Herbert Mbrrisen, Secretary efvState for
”Fereign Affa }%'f_ - o o ﬁ |

‘dv,ce te natienal Security, The defense




>spent in gradually anreaaing amounts overeathree year
_period beginning in April 1951 l\ The proposed amaunts of
'expenditures were to be as follows: fiscal 1951'L L 300
-"minion, fiscal 1952 1 1,600 mnnon, and fiseall1953.

\\

' L-lﬁ3ﬁQlf liien.z These expendituras represent aﬂ esti-

' hert ef che proposed eutlays.‘ A cembination of

BBritish Information Services,'"ﬁefense and Britain's
”“‘f’_Labor“a d Industr; | Bri@ain, e (June 1953); 634




'EXPENDITURES ON DEFENSE PROCRAMY

TABLE I

f

i
1
I

- 195@~
__hssL

1951=

| '1952

1952+
1953~

l953~
1954

10

A',dof defense

| (Est Y”-
285 ¢ 287|

1. Pay and RN
38|

RRN /1 O

Giv*
-are. arrived

.Q»AF c@unterpart

ed . he United Statesj the
P T d in the ast,mates for 1953-5L

n compared with 'L 85 milli

expenditure in,l_52~53 are . provisienal.

o amcunt‘ef ¢

'
h
"
'l
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Therefare, the official decigion was to forege the large
increase in defense expenditures in fiseal 1953, and 1nstead'

te keep it ab the current high rate L o 5

AR this was. apparently the result of delibera}fa.
palicy, er,the EGVﬁrnmenﬁ "decided that for the time being,

. e Her ebgeetives ware to maintaln a’ ear&ful balande
s . l]
bebwean the demands of defenae and those ef bhe ahher sectorsy

“of the eeonemy. ?he—White PaperﬂStatemelbweu Defense 1953

publiahed 1n rebruary 1953 wade it elear that che means ef
achieving these abjectives had to be kept flexible-

L8 esp ially 1mpertant o

alue. for our money; we must

'*AEagly n equipmeént
eavy castuwith a

.ll}

_which will h .'fﬁm be‘réplaceé at

lThe centrals@ffiee of Information, Britain's Defense
Effert, 195k, palle : , ) .

2gcononic Survey for 1953
Stationery Uffice, March L9353 , p»kS




relauively short

the need for graa
risk that by over, rai. f;.;;.gl
.the CQmmunists a. b,eed;uwﬂ &B;Fﬁﬁz

lBritish;Infermabten Serviaes, “Defense and Britain's
Eeonomy",'¢ ;, ¥ y
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This chapter examines the nanure af the British evernﬁ

{;seas agcount tegether with the relati@nships of the Kerean

Fvearmament pragramlta this sectar. It will attampt te
1,indicaﬁe the preblems that arosa as well as same“ef the
'effieial attltudes and pelicies deaigned to alleviate theae

preblems4 Te this end, the chapher~will amalyze the pattern

: of the cempene“-items of the balance of payments for the

*;three yearf:}ellawing the 1mpesition of the defense program.

| | The Overall Balgpce B ﬁ
The executien @f a greatly enlarged and accelerated

- rearmament_program beeame in mid 1956 the rirst ebjectiva

of government poliey. But Britain was' unwilling ﬁe consider
,fthat the prablems imp@Sed by the rearmament pr@gram c¢ould be

' - solved by giving everwriding priority to arms preduetion.

Britdsh experience during werld War II had "preven that this
”iis an ineffeative and dangerous 1nstrumsnt 1n times when alil
'_reseurces ara greatly strained" 1 The preblem was'how te

rearm as fast as paasible, while maintaining a strong and

s

healthy ef"”” The efficial positien on the impactugﬁ




‘rearmament on the British balance of payments was as

f@llcws:

iads is an inﬁiapena,h‘
«a'-largely dependont. on 1mports.
rey a8 far as pi 1e be main~

f as & result of stockpiling could be talerated
. ' ”‘*f;iag asset far asset.g Her fundamen~
;tal ebjective was to keep "aa mach 88 pessible & balance

rxjﬁaf currentf*cceunt by i ., to pay: for with exparts the im-

fpcrtsAshe*geeded fer use or c@nsumptian.3 _ 'T

This positien was easenuially a short run pe“icy adop~
_‘ted 0 abserb the immediate impacb ef the detensexautlays.

416;?@& % Bpi&a,,;n must zc;;@- m@xz_,e, than maintain a eurrent balance

i




o 15
stantial aurplus in her overseas account. ‘Ehe‘d§edf£6#'su¢h
& surplus arises out of herﬂextansive-extefnél‘éﬁiigat&on@s
o :These ebligatiaas include such things as her traditienal role
*in the. develapment ef eversaas colonies' long term invast~

'ment in productive enterprise averseas, particularly in the

g and provisiens f@r the repayment of long-term
"f&}?red ag a- reSu1t~of World War‘II.l The

-’"was impoSsible inzview ef raw materzal shortages and the

,concentration af‘new defense preductien ‘on the metal using

.industries which hava been previding S0 large a shap




4 16
,British exparts" L Second, even if a surplus had been main-
Atained it would have in all likelihood been ab;erbed by the
above mentioned obligations. I i ,

| Table 1T reveals that the actual resulbs were somewhab
_bettex' th&n the i'onmer gtatenent would indic;ate‘, ’I‘hat isy
”alnhough 1951 was an extramely preearious year for'the Brit»
ish balance cf payments, a.remarkable recevery was made in |
1952 and 1953, beth of these years shewing a substantial

| tatal curre c%aurplus. |

i

fsult af‘the United Kingdom'a balan;e?ef payments

”fer l95®;as ahewn on Table II Was a surplus of L‘Zhh million--

SHS 2 16U _ rey yeara.2 The Karean war was to
vquickly change this favorable shog}¢'

'the non~st“ ling (mainly dellar) areas She was 1;v1ng be~

L 31+3 mi;ll |

In 1951 Great Britain\

.
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TABLE II I

UKITED KINGDOM BALANCEfGF" "H
PAYMENTS ON. CURRENT ACCOUNTA- |
(L milli@n) \

1950 | l951 | igs2 | 193]
. S (nrng

1,465
1,558

| %gg

456f'
}103

With nanfsterf"

‘¢ountriess

A-_\....——.-_ﬁm~

Govarnment ,5)end:tﬁr“1netigv'.f ,
Other Invisibles (net)' oy
| Cuprent Bal -
- defense, a
Defense'A1d {ne
Gurrent Balanes
defense

iﬁkél

vl 21.
1 31h:

{ ‘ *l"'
#392 |

?fl??ﬁ

2 6755
| 24 872

<154,
47!

31._

fonse aLd)eqss 412
{102

| Defense aid (net)

Current Balance (including  b e o

- lﬁdapted’;”.
fdonz H;fM, Statd

ndon. H; M.ra*

T LT .
ZSovarnnent expenditures, etés S




CHART T
GOLD AND DOLLAR REsmRvESt |
{ L millien )

1,000/ 41,000

5001 500

1Ecenemi¢ Survef’ .f@rt;l"ﬁ’,'f";-j'., Gmd. 9108. (Lendonz *Hﬁ M
Stationery @??fce, -March 195 'y pq'?. S




In an effort to alleviate this crisxs in the balance of

"payments, it wag agreed at the Cemmonmealth Finanéégignistersz

- meeting held in January 1952 that Great Britain ?euld attempt

¢ on -Gurrént acéount with thebnen~sterling*'.
area in the second half of 1952 (including defanse aid) and

to achieve a balane

' t@ be at leaat in currenn b*]j?ee with the whele world {oxs
: cluding defense aid)s These objectives were partially A
reached as Table 1T indicates; Britain had achieved a surs
AAplus with the whole world (exeluaing defense aid) of L 134

?p;l;iqn,.however she ¢ontinlied t@ run a def&cit with the

 pf?iti0n ef s%erling was greatly strengthened by this favor~ m_
.abge:1952 balance, :It hag been estimated that the improve=

‘\

menc in the balance of payments in 1952 was' due'in equal

']measure to better terms of trade and to decreasednvolume of

imP¢Ft8~- These items will

be éiscussed in greater detail

,{

later in this- chapter. T g

As indicated in Tahle II, pracﬁically'the whole of the
¢4 laric of payments in 1952 was due to &

“the non~sterling countries. 1t

l‘:
i
‘l .
ki
i

A
|
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was in this part af the total balanee which hadiﬁhe most: -
directﬂzmpact on thﬁ gold and dollar reaervesﬁ,uThia ¢an{....‘
| rifd d ;"t*fer rge to Chart I which showﬁ a leveling
'toff and gradua iiﬁcrease 1n the geld and dellar‘positien for.

1952 whzle T&ble I shows a'kL h99 millien imprevement in the
_non«sterl]ng"halance (excluding defense aid), E

The 1953 results show Pelative scability i, bhe overall.

q'hewever there were divergent mevements in‘the

sterling and non-sterlf;f

transactions as reveale& in Table

.That is, there was aonsiderab&e improvement!in the non=
 $63 ling balance which | was largely sffget by a decerioration

changea in ‘the preeedii; seetien will be

ified in & ”“?“Lysis @f the specific effeeta of rearma~ '
‘ment bn the component itams ef hhe ovarall balanceé'

,isemi; gshed metal g@eds” i !ke main impact ef the defﬁnse
f;pnmgram on:’ exporta was that tha demands weuld be heavily 7
wiincreased in the enginesring predueta group. This\faet ba~
comes more significant with ﬁhe recegnition (TableuIII)

l
il
!
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 EXPORTS AND REZEXPORTS: o
VALUE AND VOLUME BY cLassest |

1950 | 1951 | 1552 1953‘

156 | 159 | 192 197
Tl 70 | 82
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318 |- 363 | azz 405

: Valne‘(L?million)
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'that the engineering greup censtitutes appreximately 50 per
}cent of total British export receiptsy ‘§1

- offset this drdin on a wajor seetor of British oxs
fparts, che government adapted a poliey of expanding the
 valume of tetal exports with emphasis on ehemicalsi tex=
tiles, anﬂ clething.l Immediate difficulty was encountered
_with this. pelmcy. There was a rapid rise in expart prices
in 1951 as illuatraeed by the L 2,7&6 mitlien receipbs cam~
pared with L 25247 million in 1950 (‘Table III), however this

'1in¢reas”

"Qers an actual decline iR textile and*clﬁthing
683 | llagkening~a£~dﬁmand?rar-cen§umar g@adﬁg
notably textiles, was one of the outstanding fsa%ure s of

thefé#pqﬁﬁ ade in 19515 It placed an even greatar laad

oh thé engineering products to maintain expert receipts.k

’The cenditions of world domand in 1951, after the initial

"ﬁjﬁ censumer sPeadil

4 fellawing the Kerean War bad
-;died dewng was such that expanaien of the total VOIuma of
;;depand almeat entirely on increasing engie

1§
I

neering exports.3
To cennteraet the cempeting slaims an the metals ang

»engineering greup, “the gevernment took steps to divert rgs
; Ii

1 :b,id,ol, po28. . . o ;
zcmd' 85'9iéig?ifi?&f ‘ L
dIbtds, pid?e ::




:te the home market te preduetian for the export' market.l Thié
Ipolicy relieved some of the pressure ef the rearmament pro=

gram on the export seotor whlle at the game time sacrificing
aeme of the. equipment naaded for home industry effmciency and

expansid'«.;i

Table III reveals the tetal value of exporca in 1952 to
olume of 6 per eent.' This decline in volume was effseb by

a 5 per cenﬁ rise 1n export prices, however ‘the priee rise

*ineering eXports remained at their relaﬁively high level in

fﬂl952 becausewof continued heavy werld demand for these goodsa |

fln fact, Great Brieain had no. particfl{; prablem in meeting

~world. cempetitien in. terms of price and quality of her capis
fgcal goods. The najor preblem affecting British_eXperters

am%had slewed

“-l

fef capital geoda was. that the rearmament prag%f
] down the delivery dates of exports.3 To, allievate nhis

fsituation, the government in 1952 exbended the defense pro~

.»)ygram ever a greater sPan of time. In addition, as in the

l_:gggg pl8s | B
';?EQ&Q%; pally ;[5‘“ B T
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_previeus year the government took various measures to res

vﬁstr&in heme eivil demand for plant and maehiner%.l Textiles
’ﬁrices, hoWever, continued to decline in 1952e uAa a matterv
of faet, ene British economist writes that ”there was
1ittle- evidence or consumer geeds eXports being hamperea by
',,excessive home demand, and 1arger quantities gf hese goods

fceuld have been produced for export if markets could have

||
1
-, et

,been f@und for them" 2
. The 1953 level of exports shows total value %o be about

gcen*tant with a 3 per cent 1ncraase in, volume (Table 111).

.rease 1n velume was matohed by a 3 per cent deerease

2 pricés¢3 Experts ef machinery dipped slightly 1n

_ e[censumer goods exp@rts, 1.We‘, motor vehicles,
pettery, foe&, drink and uabaﬁco suffered a mere»sarious

deelineéi Beth of these deereases were due to increasing

‘world f

mpetition plus a restrictive import. pelicy imposed

by the Bt_ ’ing area, The reasens undenlying this regtrics-

'mye a@tion will be discussed in the sectien on British i

-

=pw¢& v‘¥?= . o - L
A study of Table III for the eatire perled under cons

sideranion reveals that the main reagon for the increase in
' ' h

'l
||

3Cmd. 9108i_ol,icita; p.l2 : _f; [- o
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;earnings from experts was due to higher prices.‘ The volume

;ﬁof exports, except for a slight riseé in 1951 aetually dew

t;clined 2 per ceént while receipts for 1953 exports were
'_ﬁbringing in L 428 million more than "An. 1950, Further study

'ffshows uhan while consumer geeds exports acceunted for the

ﬁrapidx"nc ease in earnings in 1951, there was some difficulty
ning experbs An theSe 1cems in 1952 and 1953- The
{wfeverseas buying of eonsumer goads and raw materials
' mainly the resulb of’ anticipated shortages and highér
'Fér the three year period ag a ‘whole fﬁllewing the

XKer anuwar, it was nhe strong shewing of the: maﬁals and engi=
‘;nee ng/preducts which largely aaceunted for: British experts “
inzs maj '“AQ*; the level that they did

3 ».’1

I§ wauld appear

X ik A ]
' that to a large meaaure, credit fcr this achievement be given

?ﬁe the government paliﬁy of restriccing hame demand of @ngi*

wqand metal products for the prwtection of export

I

k
Wi
o

orp e
-'1I

;ggerts and the Raw Matgrial Preb;em ‘

. The m@sn 1mmediate and serieus affect of the Keorean Var
?on the British external account Was to tremendously increase

the eost of Her- imports. Great Britain is exceptionally

o lnerable to any dislocation in werld trade because half the -

‘food supply of the pepulab ’niand a greater part of “the mateéris

,fals needed fcr the Brltish manufaeturing inﬂustry must be im
g o : - :{'
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fpartad from abread‘l ;
i

The details of the pattern of imports in térms of value

,and voluma are shown in Table IV. The m@sb s;;}fff};v _
_eritical year was of course 19515 which reflectna L ;121
.~millien increase in the payments of imperts aver the previous

ryear. The main cause of this eenditien wag ‘the raw materials
,;pnoblem with its cancemitanﬁ affects on the Brieish terms
v;ef trade; The raW’materials prablem of 1951 waﬁ\te directly
impede praductien and«was a majer consideration»in deternining
the scale of the rearmamenn progran and: its impaCt on the' eco=
"ﬁinemyo o D

\ In the first half of 1956, the supply of most raw materi=
jals seemed to. be adequate but immediately after the outbreak
cof hestilisiea 1n Korea, large seale purchages. (beth in Bris«
‘tain and the rést ef the w@rld) for atockpilzng'caused a
VVsharp inflatianary rise 1n cemmodity prices. The resulting

i ' 'd1ffieu1ties, eSpecially far Graan Britain, were increased

; because she had reduced her purchaaes of dollar raw materis

‘als in 1950 on greunds of dollar e¢anemy.3 Thus% she wag in
|

“the-p@sitien of havj;; to replaee her éepleted stocka in

'times of great scarcity and rising prices.“

- i . P : |‘
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l(

Wmthout geing inta detail on the overall shortages in=
volved it might be well as an illustration of the preblem
‘to cite one example which the: Economic Survey af 1951 cennsi--r

dered one of ‘the most seriouss Says ths?s*“ve?@f

The scarcity of sulphur is withéut déubt the”most .

threatening of alli Sulphur and sulphurie acid are

- ¢onsumed either directl ar indirectly in almost every

Y : : [ingdom.: The United: States pro=

e world's natural sulphur -

of the. United, Kingdem's
unnry congumed Some 470,000

+s4 The shortage of natural suls

,duces ‘about 95 per cent
and provides almost the
impe_m ;‘;I }1950 th%s

hur . stems &k position by thé United; States of

‘ rt YONtrols. designed t0 . safe%uard itsldiminlshing

wesy 1n the first quarter of 1951, the!United
cedved - a§ allaeation of48 aeéiw,

: agaznst
{ rationing:has ce?sequently

«es A Severe system 6
had tewba intreducedﬁ...e

the sterling areaa' The great mncreaée i‘:world demand for

zThis program was no_”witho{ nefit I > Bri
tainy The ragid ‘inerease in earn ports - in
1951%1952 (Table II1I) was due to-abnormal shipments of tin.

and rubber finished goods to th_fUnited States.-ﬁﬂ‘*
= b

B A ) S w0 o
('{;‘ ,’_* y T '1‘ R B L P §
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als preblem, Great Britain, France, and the United States
ﬁannouneed in January of 1951 the formaticn ef‘the Inters

‘natianal_Materials*Genfe“ence.l The basic purp@se of this

"cenference wa s to study the aupply of cr;tical raw materin
als and te malke appropriate recemmendations as do alleca-
tions among the aonaumers of the free werlds In effect,

‘“;the gonference waa a reoegnition thab while domestic action

may mivigate the worst effects of iadividual shortages, satis~'f§#

factory remedies ean 1n many cases enly be £aun& in inter=
natianal aceion‘ The record of the Internatienal Materials

..Gonference shows that considerable pragress waa»made 1n

_arriving at alloeatians of the principal raw materiala in
short supplys . ' i

- In the meanwhlle, Great Britain, 1n an effert t@ ims
prove its proeuremenb and allacation of basic co&modities

‘,seu up a Defartmentyafﬁﬁaw Mﬂbetials.- This depa;tment, as
ifa single seurce of govérnmental policy determinatien, ate
v“tempted to held down 1nflationary priee rises in raw materi-
éals by means of price gontrol and by a. system of allecation
desgigned t6 resnriet civilian consumptien. It waé in the
ffarea of raw materiala uhat perhaps the greatest degree of

: ﬁc@ntrols existed as a. direct resulc of British rearmamentq

-While the raw matarial price inflati@n of 1951 was

Loy ‘Bsookﬂngs Instltutlon, OE.Clt., p 33 :

Lo A
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-advanbageeus to the Sterling Area as primary preﬂucers ané
}detrimental to Britain as majer censumers, these;condiblens
did net last. Te eome extent they cenbained the séeds of
their ewn deseruction becauee the large ealee ef raw materis
dls generated increaeed incemes in the everseas sterling
-éarea, and these,when they eame to be. spent were beund to
Eresalt in 1ncreased expendltures enlimporbs‘ Such an in~ e
.erease did in fact take place centinueusly during\l95l

'fer in the secend half ef the year bhe overseas eterlingf

i_ frem Nerth America at’ deuble the 195@
-frate.l Meanwhile 1n the third quarter of 1951 ehe raw materis

~ area was impertj

'j*al preblem te a large measure selved itself becauee of a
sharp break in commodity prices. This was due beth to a cut

.‘in stockpiling and perhaps more to a slackening ef demandzae
a natural reactiew frem excessive buylng; Thus, cemmedity
prices which reached their peak in mid 1951, ceneinued to

decline inte 1951 as & reeult ef thie natural reaetien. The

exhaustien of the beom in eemmediﬁy markete was accempanied
by & fairly widespread recessien in demand fer ceneumer
gaods, eepecially in textiles, and this reeessien deepened
ag the fell in commedlty priees redueed the demand of primary

preducing ceuntriee for manufaetured and censumer goeds,z As
1
indicated abOVe, many. ef the sterlins area countries were im=
, | |

ICmd o 8509 " QQCitd ’ p,ll i i i
Ibid., p,36 . o
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'mounting balance of payments deficits they were. forced to

'impese restrietlans on imperts. Thesge. restricbi@nsxaﬁ

e
1

course worked & hardship on the British exberﬁ}*%acchﬂbéw

Aside from the lijgtatiens 1mposed on” defense produe~

tinn because of the scarcity of ray materials, there was the

‘»*conecmibant effect of wnrsening terms of trade in the British

balancge of payments‘z ‘Chart II, which shewa the relationship
of im?@rt pricea to export prices, graphically illustrates
the serieusneaa @f che terms of trade in 19514. The chart
 indieates the terms Qf tradé were most adverse in mid 1951.
Fron that p@imt, they gradually impraved unhil mid 1952 -
where bhe-rabio again~beeamevfavorable to the. averall bale

anges We have already censidared the reaaens ror thié?im¥>"

VGQmm@dity_p£i¢aam,gﬁngzBrit;ab~g@gnqm;snAggpéid@?éduth@

i e 3 S S A S P DN ST F
adverse. terms-of ‘trade in 1951 the most Serious and pres=

sing problem canfr@nting ﬁhe rearmament efforta %x
_ |
ible items other than dividenﬂs and interest
A ag had been expected; an Vi
plus to préwar in réal terms, 86 the
, invisible aceount the bnly large ¢hi
" pected loss of ;veatmena inc i
the fal f";af of ' po

iakiﬂg;the'whole
wa het heredthat

‘the terms of trade.,a,«

 “rosland, Britatnts Beononie Problom, ops eit.; pebds
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An illustraﬁien of the magnitude of the prablem faeing

Great Bribain can be drawnlfrem the followingz g

the amaunt ef _“ade Brithin haa 11beralized fromaever 90
per dent ef the 19b8 level te about 60 per cent.? | _
Table Iv reflects a l@ pe"ﬁaent drop in 1mpart volume

tegether with Bome - L.553 million 1333 ‘spent on imparts

during l952;:*These gains were largely ﬁlffte more faverable

terms ef'trada and the 1mpert rastrictlons. ‘The merms of

trade centinued %6 i rmve in 1953, hawever the advantages

of lower impert prieaﬂ,were almost offset by a 9 per cent .




- emme=

3
v'inarease in 1mpert volume (Table V) e Nevertheless, the

:situation had so improved in 1953 that che United Kingdom

“were Beb up in‘;he previous_yearg '

 Invisible Esrnings snd External Atd

Greatﬁﬁritainqh33~1aﬁg'reliéd.on iﬁ&»néﬁ:inebme from

invisible transactians to cover part of its import bills
Table v indicates the nature of Bricmsh invisible transacs

tions as well as the results of this item for the four year

Span of consideration. The yaara 1951 and 1952 refiect a

serimus eetback 0 the stsady imprevement which had vaken

‘place in the Biﬂtish net invislble earnings since the end

of World War-:l; 4s shown in Table,V, natfinpgm@'iell‘by

L 86 million betwsen 1950 and 1951 and declined another

”1_$9*millianj$n‘I952¢g=mhe:mainwreaﬁané,fag~this,deﬁeriag

'ratienwwéré‘ﬁhé»ééiéure'ef'ﬁﬁé-éil'?efineries at Abadan
‘and the interest pa;ments on the United Stabes and Canaw

.’dian l@ans which began in 1951. The b1l crisxs, incidentals

: ly;»aggmavatggz&he Eniﬁ$ﬁh~%dQ$lqr ggp! bec%uae‘gf the necess
. sity to. increase puréhases éf‘oiliin the United States, Other
';cennributing reasans fer this adverae shmwing were a degline

in receipta from interesb, pr@fits and éivideads, largely




 UNITED KINGDOM
INVISIBLE TRANSACTION

TABLE ¥

st

1950

1951

1952

19532

EXPENDITURE.

Shipping yER Y 6‘&00 o
Inpeges_ prefit divi»

- Migrants' fund 7:“g“

cies, private’gifts,
etc.znet)

Goverament Expenditure

‘Téﬁaiiyﬁsﬂéw@

200

B

166

119

213' |
82

248

223
- 86

2lL

e

768

BARNINGS:

rGavernment Receiptss

Ship})iﬂg-...».,..;.. '
Interest,profits,divis

.ther (net))Qp»ahnwhtt

.......

370
272

268
60

é .TO tal... e ur- :

1,088

INVISIBLE TRANSAGTIONS

lAdapted from Ee@n@mic
and Economic Survey 195

21953 figures are provisienal.
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:from Malaya, increased interest payments on sterling balancas,
.finally addi%ienal milztary expenditures everseaSwl The govern~
'msnt attempted te relieve the situatien by restriebing the

_-,travel allowanee to L 25 per persen, but this was nec smf?:t:l.-i

-  1952 this allowance was raised to I 5@ per parson.z

The yﬂar 1953 showed considerable imprevament in invisi—
bles, increasing by soms L 69 millien (Table V)« An improves
‘mgnt‘in_the ;ranzag Qilisituau;@n-tegepher with a government
decision to'p@él‘snppiies te. the @omm@nﬁealth.férces7in Korea
o largely accounted far bhis 1ncreaee.3 |
A matter semewhaﬁ autside the scope of defense mobilis
‘n.zation but nevertheless.of signifieanaanin the overall Bri=

tish defense effort was external aid, Reference to Table II
. reveala uhat the United Ssates furnished defense aid to ‘
.CEGreat Britain fbr ﬁhe thrae year perﬂod frem l951~53 in the
'Vamann;~g£.;»#,m;;;i@nf.h.l§l~m&;li@n,_aqd‘L»l02~millian-re~

spectively, While thaae:amauﬁté‘weregnat large in terms of

. total British defense expenditures, they were important in
- providing Britain with the dellars to purchase ‘dollar ims

1Cmd, 88@0’ ﬁit’».; P¢15¢
“omd, 9108, gpe ety pels
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ports' related to the defense program. The official British

publication, Labor and Industry An Britaznj concludes:

Had defense aid not been granted Britain wculd certainly
have had to consider whether she should curb defenss

production in. erder to avoid an inecreased dollar deficit‘}

Another factor whrthy of brief mentien was the United

_ States 'of£ shore. procurement' program, Under this program,

the United States used some of the Mutual Se¢urity funds not

: only to supply defense goods, but for havxng them produced

in‘the allied countries as well, The United States placed

|
c@ntracts in Britain up te June 1953, worth some 450 mils
lion dellars.2 While ecenemically this program consists of
purchases rather than aid it constitutes a form of dollar

exports to the praducing countryy and thus helps to close
the dollar gap widened by defense. ¥

1.

BrltiBh Infermation Services, Lab@r and Industry in
Britain, @,g1¢i;‘, p.éh,‘ ‘.

2British Iannmation Services, Britain's Defense Effort,
o:.'eitt, p.23a




'(3) transfer paymenta.

services are appreximately equal to transfer payments ;
- from 1951 1) 1953.

B . oot o e e s

CHAPTER III
 THE GOVERNMENT SECTOR

Government ecénomy iévperhapé~ahé éf’uhe‘fiféé panéééas

theught of in times @t economic orisis. Hewever, the 1n~

screasing role played by the State in the national ecenomy,

‘makes thia remedy difficult to aehieve and at times even un<

_wiseu The purpase of this chapter is te inveetigate the

‘nature of govarnmenc aumlaya in Great Britain and to appraise‘-

_the impact af the defense program on theae expenditures.

The Naggpe of Gavernment Expenditurea

The cempenent items of expendicure of the central gev~

ernment are shown in Table VI For pnrpases ef analysis,

A-g@vﬁnnment~expendiﬁgreﬁ:may'be‘plaeed into three broad

categoriea. Thésé arey (1} defense claims on goods and

servi¢es, (2) nan~defense elains on goods and services and

It s evidant from Table VI that

.

As ‘the primary objectlve ef this paper
is an,inquipy 1ntg,nheameans of transfer og,xesaureeaxfrom

thevnbh*defénéefééCtéf'fhto the défénsé-seété?; an exami+
natian of the nenﬂaefense gr@ups (2 and “3) is undertaken
to determine their adaptability for this purpose.

L




TABLE VI

GOVERNMENT EXPENDITURE

L Million

1950

1951

1952

1953

.EXPENBITQRE.» .
Current expenditure on
goods and services;
Military Deféensesvs s
Health SSI‘V!.OQS. DY
»@thera‘.uoﬁquHGcho

grants to | persens..
NatiQRAL,debt SR

eapital accounw...Q
TbtalrExpenditure

Bala ‘6. over cur~
rent revenue...

Total

w.

739

337

l ;078
b15
324

1435
h22
358

136

ik »‘468

267
498
135

e

126

13817 
s

328

2,215
4,00

602
366
108

393

336

521

410
50
119

BiQ37

481

b ;054

671

b ;607

3@915‘

| 5,017

- Federal Reseyve Bank of
.1953), Bhy

i,

Adapted frem hc@nomic Survey far 1 G?b‘w“

don: Hu My Stationery Off

the British Budget®,

M@nthly Rev

York

i&T

8, March 1954)y D

9 ps32
he Ghanging Impact of
Val 35, No.6

‘5i951

200 |

(June
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At the outset, howsver, we shéula consider the nature

| of the first category, iae., government defense expenditures,

" In approaching a problem of zhis type, iu appears there must
be an;igso

:faeta, agsumption that defense ,expenditures are
changaable (at least in the current pr@jected program) and

) that any raduction in State outlays: must take place in non~

: defense or transfer paymencs, Put anather'way, one cannet

selve 5 per eent ef the pr@blems imposad by a rearmament

Ny pregram by the simple éxpedient of cuﬁting 5 per cent of the

defenseé expendituresa The United Kingdem entered into its

defense pragranl in the fa¢e of a threatening third world

- war and with egnsiderable world'wide cemmitments. To gues=

tien the Wisdom ef the magnitude ef a given defense pro#

 gramina gi?enleeonomic env;:enmentuwbuld b@_pa-enter»inﬂ

to problems outside the scope of this papers. The basic
t’-@undaﬁien- éf this' éééumpti-én is'in -cfhé-~e-wérmnws t;'e'eog‘-

lA,

v base. o o | , ~=.=,24_:u_

eeanemically valid and omnipetent for it may well be that

they are teo great a strain fer the eegnamy to bear. Indeed,

a8 hag been_pgipﬁed,pub eazlier in_nhiﬁ<§§udy; the British

defense ‘program was twice adjusted for this reason.

Lomas 8195, 0By Gite, pyhSe

R e




GQVernment economy in non~defense expenditures tradi=

tiénally‘has had a strong emotional appeal in time of re=~

armament ¢

tain, the reformer whe desires to cut civil expenditures

is easilyvfrustrahgd@ 1he.entira range'ef problems with

 which hé might be ¢eﬁ£ten€ed is well summed up by the Chan=

cellor of the Exchequer in eiting the main roadblocks to
government sconemy s He sayst

First, I should like te make two general ebsarvacions.
id costs are rising,

We are in a period where incomes a;
and this is bound to affect ‘the go
fects’ private institutions:

ducing or even stabilizing expenditures all the more
difficultsd ,

nment as it afs

HiS»secend'peinn is perhaps even cleser to the‘pfbblemz

secondly, there is no use’ supposing that gevernment
expenditures are something remote  and separate from

peoples lives; which can easily be cut without afs
fecting them in any ways«There are quite substans

tial sums spent on certain sections of the community
whose satandard of living is directly dependent upon

" them, Large cuts in expenditure hurt just as taxas
tion hurts, though it

%s not always the same people
o Who are af‘fected.u..- .

Reference te Table VI indicates that government non=

defense claims en goeds and aervices consists of two

t groups, viz., natianal health services and Yother' (main=-

on, h@using, police, reads, general administra-

!

lBritish Infermatien Services, "Britain's Economy,
1951" Labor and Industry in Britain, Vol. IX, No.2 (June
gibidg

It makas the task of re«

Mo

‘But in a'mndern'welfare”seaﬁe such as Great Bﬁ%%m




- tion)s As for national health servides, the major non+

'\defenSQ:cléimant of goeds and services, we have an. item
- that once established, is virtually incapébléf6£7ﬁe&u¢~
tions Any cut in héalth Sekvicesfceul&,ceneeivabQY'bé

interpreted @s a sacrifice of human lives. Furthermore,

it ceuld-be‘érgued that the health system is an integral
. part ef defense because of the large potential hespital
raquirements needed in wartimeg

The mager csmpenenh of 'ether* expenditures=on goods

and serviees 13 ‘the cest of educatien» In view of the fact

_ that the number ef children in British schsels ia expected
to rise by 15 per cent in the peried of 1950%55, expendis

% tures on edneation~will probably have to increase rather
shan be reduced.l |

‘The third and final greup to censider is gevernment

transfer paymenta.- Transfar payments, with the exaeption

. of subsidies and transfers to private capital dccount; are

" and have’ been virtually 1rreducible. ‘The itém in this

-~ group is interest payments on the national debt which is

Coa reSponsibiliby ne governmant ¢an ignere. Furthermere,_

‘having ; set up a system af social security, pensiens, and

allowances, it becomes practically a contractual obligation

of the. State to mainta&n chem. Because these payments meet

10 F. Carter f"Rearmament and Public Finance in Bris
tain" Public Finance, V, No¥3 (195@), 2064
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~ only bare needs and are constantly diminishing in real.
. value through inflation; there is likely if anything, to
. bo @ pregsure to increase them. o
Transfer payments represent few claims on real rasw

sourcesa Eyen those” raaaurcesithat aretraleased because

of government eoconomy are of such a nature that they would.

not flow easily into defense wsesy One British economist

hasg this to say on the mattersy

‘But preoccupation with general aggregates must not

be allowed %o obscure the faet that the defense de+.
mands.are for the most part demands on the engineering
and vehicles industriesy There is no immediate virs
tue in-reducing the demand for hair dressers, circus
elownsy or grave diggers for they will ‘in general nib
be available to increase the producbion of tankssss

K :4‘T@ sum up, the prespects fer transfering real re=

sources frem the evernmenb nonﬂdefense sector into rearma~

ment, are not: enceuraging. The reasens for this are either

the ngnésuigabiliby;ef'reseurces or-simply»an inability to
effect-cuﬁéa

Although many gavernment departments ¢ould -

-aperate just as efficiently with 5 to 10 per cent less

a funds, such inefficiency seems to be inherent in the size
of modern government.

British eXperience has shown that

| attempts to lop off bits ef & large number 0f services
i fail and the "enly effective means of econ@my is to close

_down whele sections ef governmenb aépivity" 2 That this

lCarter,

o:; cit., ppsZOB-ZOh.
2Ibid- 3 p.207t |
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. could be carried eut, in view of the limited nature of the
B m@bilizatien, is doubtful.

Government Expentitures and the Rearmament
Tablé VI ghows the»changes that have oc¢eurred in the
pattern of gevernment expenditures durlng the pest Korean

T@ﬁal_expendinu;as,increased,by L.lhlk-milli@n in

' the three years following 1950%#6f this sum about L 900 mils

lion represented increased claims on goods and services while

. ‘the remaining L.§9®’millidn was'governmsnt-ﬁransfér~payments.

The principal factor which accounted fer increased gov-
ernment claims on geeds and services was of course the des

fense program which rase by L 806 millian. .A‘discuasion af

- thisg defense program ang. the nature of its claims on the ecc~

. nomy was presenbed in Chapter I while Table I gives a rough
. breakdown of what canstitutea this L. 806 million 1ncrease

(defense figures in Table I are fzscal while those in Table VI

. are calendar whieh acceunts fer the slight diserepancy).

It is inheresbing h@ nebe that gevernmenb nenwdefense
claims on go@ds and serviaes showed limnle evidence of res

trenchment durlng ‘the post Kerean period (Table V). Says the

.Econemic Survqy for, 1953 in discussing this item:

1t price changes are eliminated, health and other Surs=

rent expenditures on goods and: serviees by the central
government was the  same in 1

] 252 as in 1951 and not
greably chanﬁad from 1950... |




g re¢t result af ‘the rearmament.

L5
' The’ significant increases in- government transfer pay+
ments were in insurance benefits and interest payments as
: shown in Table VI Explanation for the former lies in the
;.Lab0r govgrnment's;decigﬁgn-in-l?5l‘tg enlarge~bne benefits
1*undéﬁ;théfﬂatienélgiasa?§n¢e Pngram/yhiie‘ﬁhe’lattef was
: dﬁé;ﬁéiﬁha,@c&ﬁmné&’afféctsréfVServiﬁe'Qn.the United States
-:ané‘caﬁaaianfzéans~énarinareased interest ratesi® Because
of British sacial'aervices are administered.

' and £inanced on the local level, current grants to local

o authoritiss alao expanded censiderably dnring this peried

as shewn in Tabla VI.

‘The tranefer payment that diminished markedly wasg:

' government subsidies (mainly fbr foed) which was reduced
3 both in 1952 and 1953.

These subsidies wera for thewbenefic

of a sizable reduetion in gevernmépt expenditures as a di~

Garuain.other grants to:

persons were'increased‘tg-gffset this loB8s of position,therse=
- fore there rémaiﬁSvscmé doubt whethef*tﬁisfgroup?aéﬁualiy
 suffered any real lass (see Table VI)‘

‘Transfers to private

" ¥ capital accennt*~chiefl¥ World War II war damage" compensas
"f-cionx gratuities, and vefunds of WW 11 excess profits~= was

" a considerable item in the immediate post war period:but of

ﬁf@Eederal Reserve Bank of New Yerk "The Changing Ims

. . pact of the 'British Budget“ M@nthly Review, Vols35, N6ab
. (June- 1953), p.85. . | | } |
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CHAPTER IV
'THE PRIVATE SECTOR

The reduction of personal consumption 88 a means of

' gaining additional reécurcas for an iﬁgﬁeaged defense ef«

. fors is We basis of ‘this chapters As the major item of
total national 'Q?ﬁ?éndiiﬁur'é'ﬁi??*PErSGna; consumption accounted
for 7049 per cent of total expenditures in 1950 (TableXIV )
~~this chapter will examine the behavior of private con=
:Sumpﬁiéﬁ‘dﬁring thé ?é§rmﬂmQﬂt!éff6ft@‘ The nature of per=
senal‘aonsumptioé;_its relationship te>£ﬁefaverall needs of
the dgfensé-prgram;faﬁd the means available for curbing

. consumption are the prineipal factors to be considered.

 Bersonal Conswnption and the Rearmsment

. The impact of a rearmament program on a fully employed
” econemy:ineviﬁéb1YTPPbsﬂa séyare-strain-onfpnivapé consump=:
*tion. This 1s of ceurse asit should bes The otbnomic ime
plicition of thes195@P§e?§hééfpregramlwerersﬁéh.however that
' the British government appeared umwilling to severely cut

4 back CiVil»an;uﬁpﬁiQng Thé»gOVérnmeng_égtituﬂe as related
%o private consumption and the defense effort was as follows:

The ih¢reased claims. of defensé are not distributed
evenlyléver”»he'eéan@my,,bun_axeal%ng@ly_cbneentraiéﬁ-
upon particular sectors=~most of all upen the metal
using industries, The great bulk of the output of these
. industries goes to home inveéstment and experts and only

;
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-a very small part consists of consumption goodse This
makeés it much more. difficult to shift the main burden _
of rearmament on to censumption...

Notwithstanding thisjdifficulty, government policy felt it

- necéssary bhat:

...we must try to meet some of the c¢ost of rearmament

by sacrificing for the time being the improvements we
- had hoped to enjoy in the standard of living and inw
.dee% cuttin° it back somewhat below. the present level

AN

The ;;mgbifl,ens that are imPO:&Qd on an ecenomy under %m@bi*“/

lization are to a large mé#‘:éuré"pr:@pamiqn@l to the degree

. and extent of the defende efforty The extent of the defense

effort is of course dependent, upon the strategic military

“situations In this connection; thers are two basie assump

_ tions that may be made in the course of a4 rearmament pros

" gramy Fifst, there %41l be & full scale war in the near
future with all out economic mobilization and all consider=

ations secondiry 'to the suétessful prosscution 6f the war.

This would presént problems 1n war economics, hewéver in

:f many*réepeéﬁs:the~p?6bleﬁs-Wbuld'be~éiééfiy=&e£ineaww In

~_ an all out’ war’ a nation devotes its whele energles, mili-

tary and. ecenmmie, to the purauit of a single aim, fie:,

 the successful prosedunxon of the war effort. It éurtails

- private consumption and aceepts thesesmsrifices on the
assumptien that the peried @f war wﬁll be limited, and that
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when pea¢é~réturns-theiﬁéﬁtyaintsrimpaéeé upon the economy
Tha seeond assumptien is that therﬁ wWill be a pr¢*

g longed peried of distant and 1imited war or pevhaps an

uneagy peace. Rearmament imposed upon a situation of this
f'type, becomes not: an effcrt of single purpose as for total

zl'war, but rather an-effert involving i ehoice in allocation
ffcf reseurees in terms of 1mportance and priority. - It is
“1imere difficult 6 restrict cmvilian consumption under

- these conditions without the risk of seriously jeopardizing
1imerale and incentives. The secend situatlen ig far move

“’.complex in’ terms ef econemic pelicy and ia essentially the.

'”'Qlffv cénsidered in thig

.'“*1? the effects of a rearmament program on

"personal consumptien, C. F‘ Carter, a Brmtish ecenomist,

) makes certain observatians ag to. the nature of persenal

 ‘%fconsumption1 In the first place, he. fae]s that such items

| as foodm rent, ruel and allied items are largely incapable

‘:i of reductien in peaoetime or in a period of limited mobj=

'};lization.l As fer drink and tobacco, major items of per<
fsenal censumption, he states thac thesa articles ¢arry such

'a.large.Perdﬁngeﬁiind%rect taxeﬁ:wthaﬁ:any-rgductionvin‘

Qe ety o202y
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'"ifltheir cenSumpéien~weu1d sha?pi?'curtail government revenues,
“35He concludes that perhape household geods and clething‘eut*
_ laye could be postponed however “aay large change weuld be-
- difficult to achieve without bearing hardly upon the margi-
nal 1tems" 2 ' o
Reference to the infermation in Table VII roughly veri-
. fies the pesitien-caken by Mr. Garter. It is evident from
this table that the Kerean rearmament has had little overw
' all effect on the cemponent 1Eems of perSonal consumption.
| The iteme represented on the first three lines of Table VII
which are substantially these mentioned ebeve, dzd in fact
show a slight increase ever the four year peried, Theee
iteme 1nc1dently acceunt fer approxxmately 6@ per cent of
) tetal»pereenal eensumpnien, ?he enly,majgr factors which
- suffered a eetbaek'dufihg this period ‘were»cleiihing and
}feotwear which decreased by seme 1 2 per cene (Table ViI).
Household geeds declined slighuly in 19)1n52 but then mede
a substantial recovery xn 1953. Baged . upen the staeistice
 ~shown in Teble VII and comparing tetal censumptien changes
with 1950* 1951 represents a 9 8 per cent ‘decrease; 1952
a 2.@ per ‘eent. decrease, end 1953 a 1.8 per cent 1ncrease.
| | Of course L1} appraise the significance ef this rela-
tive stability in persenal censumption it is neceesary te

2Ibid., p,zez.




PERSONAL CONSUMPTION®

TABLE VII

(L mllli@n at 1948
- market prices 1

1951

| 1952

1953 |

‘ Glothing and £foc
‘WeAT .+ & xRN e

| Private mot@rihg & ..; :

. 'bl‘av e’l »: W

575ﬁ
837
osek |
1,584

1".5

2,48% |
1,062 | R
65lf o
858

8&53@=.

8,871 |




activity,

.ment 4

’,“J‘ o ‘.‘i .

l@ak inte the pattern af perseaal inceme in the poat Kerean

period ag weﬁ? as the government attitude towards thig item,

In early- 1951, the gmvernment took thsi;ﬁfi'i'ﬁgﬁ

The P"ucy °f ’“’mm‘m sense! geened unable to curb &
Sharp rise in wages immediately after the Korean defense

cen‘éq

Tatal peraefﬁ*.ﬁiij

2

;.?n531gagﬂf@enuifﬁﬁf

ths 1mpasitmen of the defensa pr@gramg 1t is true that in

iom md, 8195,




TABLE VIIT

T . L Millien
_ T [ 1950 | 1951 | 1952 | 1953 |
wages and Salaries... f§@35,~'7@§5@',-311557 8,630

1 0thér 1nc@ma ef em*
pl@Xees and‘Foreaa

; 1ncome af,Sei me o

I 1,503 | 1,553 | 1,606 |

Ce 1,290 | 1,406 | 1,489

~'iﬁﬁﬁmﬁfﬁi@‘m@@;@;933e'11@92@5.12,7y2‘«13@537..

lEconﬁmie Surve ferhljﬁﬂ Omd. 9108 ,oft.clt., p‘ZO
and. Ecenamic Survey er_ln{;;*cmd &509, Op;:ctt;, psh2e

2” loyers' contributions t¢ national insurance; super=
jannuat;on and, pension funds; ete,

31950 data not broken down. 3, 898 includes income of
sel£~employed rent, dlvidends, etc.
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. the first tws years following Korea, Great Britain sues
f ¢eeded 1n shifting Bome resourdes’ away frem private gons

: sumption (see Table VII). These decreases were hewever

. 80 slighb there was little marked detériaratlon of living

1,standards. What oecf;;ed instead waa largely a curbing of

 the 1mprovemeut 4n these living standards in order te di~

. vert increased produetiv&ty‘inﬁeamara preaﬁing néeds, spes

; cifiaally rearmament. Tﬁ‘Séme~dégrée; it*wvﬁid appear‘ﬁhat

the st.e:ps» &aken- by ta:ah.e g_.ove::mnent tgo re:s;tzmin private con=

o sumptions

... . Ferhape ﬁhe mest 1mparﬁant premise with ;;g;;:};‘
’4a program 1“791V1n& s reduction in consumption 18 that 1t

'if be spraadequitably aver the oemmunity¢ The two majer metheds
~"3 :a\;’a:’:.l.ah:l.e; fbr ﬁhe achievement of this aim arez congumer ra=«
:‘.tiening, by which eonsuxnption goods are distributed accerding
te the exigencies of supply and the aggregate eonsumptien
TH al1ewed ia the general ecenemic plan, and taxatian, by which

‘/:persanal inc@mss are curtailedgl‘

These two metheds constitute the basic issuea in present

11» féatevsky, . Shaw,and Ly Tarshis,,ﬁbbilizinf:Rewk‘

‘scufces for @gg (New Yerk ;cGraw Hill 00., *-w;;, pp‘xgw-é‘
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A day mebilizatien ecenomics viz.,the extent of rellance on
f the price eystem er direct physical controls to reallocate

l resourcee between civilian and mllitary uses These two
v;eyetems are of ceurse not solely applicable in the area of

A private consumption a6 their imposition will infhence invests
l ment, gevernment expenditure, -and. the external accountsy but

C it ie in the field of personal censumption that their impact
: is perhaps most strongly felt. l , |

In addxtion to physical controls and taxatmon, the pre-

- dess of 1nf1ation can effect a redzstribution of resources:

- Te eimply have the government bid for the necessary defense

f reseuroea in the open market will inevitably result in a
: rise in;prices and ‘thus affect ‘private eonsumption. This is .
nothing more than rationing by means of the price system ' |
which has many undesirable social effeets. The problem of
 inflation which influences all aspects of uhe economy is of
j majer signlficance to tne rearmamont program and will be
: dealt with separately in a subsequent chapter. |

| In. formulatlng its tax policy, the Brztieh gevernment
has attempted to do- more than raise adequate revenue merely
. to cover its current dlsbursementa The overall ebjective _
. of fiseal pelicy during the post WOrld War II period was to
maxntain total effective demand at a rate sufficient to pre-7
vide a high level ef empleyment without at the same time pro=
deelng;anfinflatienary riee in_gr%ees, By 1956 lritain’s pro=
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. gress toward internal stability held the prémiaé that the
; burden assumed by the budget in ccmbatting 1nflation might
sogn ‘be reduced and that incentive tax ceneessiens might

therefore beceme possiblew Thia pcint was breught out in

| f'the Egonomic Survez,ferﬁl}fl‘which stated*

The evidence Beemg to show that by the middle of
1950 steady adherance to the policy of disinflation
had brought about a fairly satisfactory balance be+
tween total demand and total supply. Demand cons
tinued to run at a high level, but not at so high
;aile fl as to. eause any marked symptems ef inflas
R an .

" This sﬁnﬁggigﬁfwas mar&édiy“éhéﬁged-by the~eutbreak
 of war in'Korea, The rearmament program decessitated a
- sharp incréage in government éﬁpenditures,'ﬁhiéh-%he~chénév

"cellor of the Excheqper aecided to:. cover oaly to a moderate

”,~extenb by an inarease in taxatien.z There were two reasons

' Ngﬁfor this attitude-« first, as noted abcve, Britain*s im*

3 proved internal positien tegether with the faverable results

o in ﬁhe external balance in 1950 seemed te permit some relaw

3sion of the g@vernment's disinflanionary effortts

end 4nd perh%ps most. important reason for not greatly relying¥,
: an increased tﬂxatlen was that Britain "seemedxat oFr near

" the 1imits of effeetive taxation®, 3

it;, P@ﬁbg :

 lod, 8195, P8

2Federal Beserve Bank of New York }Mbnbhlz Review,
Q.. 3 Cito, p' 7Q : :

3Ibid.; 2




57
o With'reape@t to the seacnd»cgnSideratiQn, the burden
- of taxation in Great Britain is among“ﬁhe'higheéﬁ 1ﬁ'thé

: wwrldg’ Gombined ¢entral- and local government revenua aw

q; meunned t6 an equivalent of appreximately Lo per cent ef

; the natienal income cempared with about 30 per cent in the
f United States.;_ In 1938 a single man in Great Britain bore

the tax rate was 36 per cent starting ata po;nt 25 per
© gent 1ewer.2. o s

. Neverthelass the tax did rise slightly as a result of
‘bhe Koraan rearmament as is indicated in Table IX. Revenue
d frem income taxes inereased by L 288 millian frem 1950 to

| 1953 while revenue from indirect taxes increased by L 190
' millzen in the same period, Qf course these increases re~
| flect greater total persenal 1ncemes (Table VIII) as well
a8 increagsed tax. rates. Personal income taxes weee«raised

© 6d on the pound in early 1951 te ‘meet. the immediate in~

~3‘f1atxonary effesta of 9he rearmament pragram.3 The tax

- ‘changes- ef 1952 1eft the censumer with about the same real

. purchasing power as the previous yeax@.lihe~9verall budget

- 3British Infermatiou Services, Labor and Industry 1n
Britrain, @ ,,o'-i‘_.”c too ) p 5@¢ :
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‘TABLE-lK

REVENUE ACCOUNT OF CENTRAL GOVERNMENTl
L Million

1950 | 1951 | 1952 | 1953

Taxes on INComesssvsspes (1,808 11,907 2,154 | 2,096
Taxes on Eﬁpéndiﬁﬁré%ai% 1763 | 1,907 | 1,893 | 1,933

Natienal Insarance=cenv o = ) ,

T&ESS*Qﬂnﬂ&@iﬁaliébii@?i' 188 | 19k | 159 166
Profits and other inmceme! = | ! -
from propertyssvsesess| 138 247 197 225

Current grants from overs
geas governments‘.‘...' *

18 | 138 | 105

Total Revenue,. so .. 3,918 Ay 725 5;017 5,051

N 1E¢éﬁa_{é*3wf*él”féw‘”““”
Stattoseonents Suvoy 2




" policy for 1952 was "designed to readjust the tax structure
~ in order to giv”e’ greater incentives to increased ’Guit;puvt and
' export, and to economy 1n the use of 1mport" 1 An example
| ef the latter was the increased taxes on petroleum producﬁs

in order to reduce the heme censumpuien of these imported |

”'cemmodities.' Thus, increased indirect taxes were used less

as a sourde ef revenue than as a restxaint on import con4

. sumytion. . e ‘ J'

 m Britain in its tax poliey for 1952 had been able to

turn somewat froh 15 previgus preoccupation with the probs
lem of combatting iatéernal inflation to the proviston,

thréugﬁ tékfbéiief; éf”a-hélpfui Bﬁimﬁlué'ﬁoﬁprodu¢tiéne

This stategy continued on inta the 1953 budget with further

tax remisslons designed te maintain censumer purchasing

B power. sa that ‘the “great masa ef the pepulabion can look

i forward to purchases of a kind that effer some incentive

fcr hard wark" 2 .' B | - | |

“ To sum up, bhe d@minant rale ofnﬁiscal pelicy (as rela¢

',fted to ceasumer expenditures) in the post Kerean rearmament

- periad seemed te be teo stimnlate consumer demand rabher

. than to attempt to restrict persenal cOnsumptian, There

'gSeemed to be no predllection on the part of the,nentral aus

lCmd. 8509,,57§fc1t;, p,aé.

zBritishfv*formation Servicee, Laber and Industh in
Britain, op "it., p»52. _
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l‘thﬁ?iﬁiéﬁ tq‘financefyha”incfeasaarréaﬁmaméntrexpenditurea.
 on a "pay-assyousge’ tax basiss One explanation for this .

' lies in the already mentioned high level of direct and

 indirect taxes; With tax rates as high as they were in
»'Gréat'sriﬁain;-aﬁy'sﬁﬁﬂtantiai‘ihcieaﬁé-migﬁt*ﬁaéé éaﬁséé
.'the marginal rates to rise so that the monetary inducement
- for additional wnrk would disappear. Furthermore, convenﬁ
| tianal tax increases, without additional centrels, would

. not prevent the use of 1iquid assets from malntainlng a

‘m'

.,giVGn level ef censumption, i3 ﬂ, through diseaving.
- But. perhaps a more. signlficant réason in-not attempt~ 

3 ing a ¥pa{$as~yeurgef fiscal.pelicy was due to ‘the limited

mature mf Ehe mob L4 ;ticni Gne BiﬁtlSh eeonomist, in dise

-cussing thls issue, has this to saY""

”‘ant,possibility
() in all eut
iis last Weap-

the last war

The second msans whereby personal censumption may bev
reatrained is bhrough the use ef direct phyeical controlss
fiied autharity takes the place of market incentives under

éi@@@”ﬁpiéilﬁizﬁ




- the market ecenomye This method sometimes called the
3$'diseqnilibrium‘syetem" l‘was largely the system.empleyed
) by Gredt Briﬁain during Werld War II. The cemplete utilis

‘f:savings on the part @f the puhlie are te be aonve?ted at a
“Alatar‘date into gabés‘and-services, Alth@ugh ghia fn;upg

| pramise iy the:maln,incentive of the system, £ﬁ ie;aléé its
B greatest liability. The ex¢ess acqumulati@ns of savings
”lmake 1t difficult te.tarminatendireet eontrels T?theut pre~

'» 1959 but there were no marked symptems ef ins
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d¢ging early 1950 was oné of ralaxation. At this time dons

”?“Ffwf5ng and allaca&ian c@ntrols were limited ta a
' ~wg number of geeds and eemmaditiea, however-
f price cantrals remained generally 1n farce’&“

"*E in Kerea» Eritﬁfn did not re=

=gjtsert te any radi*”l expansion of demestic phys;eal centrmls




.‘erto

;3mach more flexible with the abandonment or modification of.
'j_the cVerall pattern of eentrols. Ways were found to 'libers
&l

' that rémained and to a large measure the cansumer was free

# the ecen@mic processes even within~the’restricti®ns

- of phyaical eentrels.

The question arises 4§ to the relatively small part

‘_played by'physical cmnvrols in the British rearmament e~

¥

A8 ih the ‘gase of taxabion, perhaps the best axs:

planati@n 1ies 1n the limiued nature of the defenaa effort

‘whieh madetit unfeasible to- reimpose a whale frame werk of

:"physical centrols. In analyzing same af the prerequisites

*  necevsary for the successful use of physical cantrols,

A'C‘ F@ Carter says: gf

riction 4 By experi-

‘iion,will; {teu be Succesw
controls is .complete and

e part~o£ the
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_ controls rather than fiscal poldey ars the only means of

| f@ﬁéingxa fﬁilyxémplﬁyed}ecénam&;such'a§=6reaﬁ Britain's

into ways thatwill bring only negative benefits: For

- example, as has been pointed aut, an extra tax on & new |

: _;é-"ar*migh% be wiiiﬂlly met by dis=saving without any appreéi<

able fall in the demand fer new carss Hewever, the outs
‘:righ'fs' p‘rahibiﬁiéﬁ of new 'é‘ar-'v”fde:liv“a"ry in the 'horﬁé market

e would free resourcas which could be diverted inte the on#
- port market or into defense production. '

| Thas appeared te be Brltain*a major gaal in the uae

}v‘af dire¢t centrela in the post Korean periods Rather than,

& completely integratad gystem of restriction ne effact a

transfer ef Yesourdes,; controls were used in those areas

where fiscal or: menatary pelicy might be less suitable for

obtaining these results; L




 CHAPTER V

 The investment sector contains perhépé the most im®
portant activity within a dynanic economys Unfortunately

the claims 6f a rearmament program are largely drawn from

' the same resources that sustain fixed ihvestmént: Add to

this the conditions of fully empleyed resources and we have

the makings-of an~ecenomic-dilemma. The censequenoes of a

‘” defense program on the level ef investment together with the

magor: deciaiens of the British authorities are the ba31s of

-this chapters

In the short run, it s inevitable that a rearmament
program will diminish the level of capital 1nvestment' The

hard fact is that thefresources required for rearmament

are to be found primarily in the enginaering and building
‘industries while these 1ndustries nust also provide the
ﬂtmaJor share of a nation's new investment. This is clearly

i'berne eut by analyzing the enQineering and bu1lding claims o

in Table I (the British Defense Effort) and Table X (The

Pattarn ef Fixed Investment).




: fenses.

”f_requirements.‘
, oﬁﬁersy the: fulfilment ef which nnevitably curtailed output

A5 18 evident fr@m Table I, production in the metal

{using and englneering industries inéreaged fram L 176 mile
tlion in 1950»51 to an estimated £ 51@ mzllien in 1953%54.
13These‘1nereases refleet-mainly . 1arge=expansien in ehe
f"output of cambat airﬁraft, tanks, weapons ammunibion, radio"

_”shown in Table I 1nvelved &n increaae 1n buzlding and civil
‘:'enganeering frem L hS millzon in.l959~5l ta an estimated
L1 million in 195 ~54,‘ This extra work included the cres

.ation of mere factory space for arms preductian, extensien

“‘and improvement ef azrfields, development ef the contrel

j’and warning system and the imprevement @f anti-aircraft deﬁ

2

This in. brief wasg the ma jer iaitzal impact of the ros

”,;armament effort on: the British econemy 1n terms of specific

afcr other purposes and it was precisely on th;s point that

'~’.the majer problems ef the defense efforc aresea For in

: these industries where the defense pregram was cancentrated.

,m,the metal using 1ndustries, waalalsa hhe source in
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|
.1950 ef almost one—half of British eXports and about ong«
g third ef hoime investment.; e o
| The defense” pregram imposed a. tremendous new demand
upon an’ important seetor of the econemy which was beund to
"adversely affect the level of experbs ‘or home investment.,‘f
' The effects ef increased demand in the metal using induss
;-tries on the British expert pasitlon has already been con%
j sidered in some detail in Chapter II._ From this discussien,
17there appears to be little evidence of &’ deterioratien in
'; the . exPort position,'therefore the’ question arises as to
.»v.the extent home inves£ment was. sacrificed to the military
- needs.g-}_ﬁ»' |

The level of capital investment in Great Britain is

.. toa large extent & mabter which regts in the hands of pub~

lie authorlties. There are twe principal reasens fer this'
| :.first, the British pelhcy'af nationalizing basic industries,
,f t@gether thh the contrel of- heusing, breught over half of
:L~grass investment beneath the State's dlrecting hands; HSec~
‘} ond; the government has viewed public savings via the budg~=
et as necessary to cempensate for an inadequate vo;ume of

ﬁf,business and;personal savings.2 For examf;e; the combined

armament and Publi¢ Finance in Britain®,
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 gurrent surplus of the govérnment accounted for some 30

- per cent of Britain's gross national savings for the perioed

; l?hé’tﬁrough71952¢méhile'sav&hgs-éf’pﬁblie and pri#aﬁé‘eafﬁ

" the totals

lﬁTe this and, therefara, the gevernment's budget

- palicy was directed newards whatever surplus oy deficit

f‘weulﬂ serve te equate expected ZTross natienal savxnga with

" the expected gross national investment; Furthep c@nsid r- :

; ation will be given fna. subsequent chapter to this budget

Q~surplus and how Great Britain has adapted it to restraining

"; 1n£latienary pressure within the econemY¢

The fact thae a larga prOportien ef fixed invegtment

f was under state directien was net hewevar the determining

E facter in the program of capital reductien¢ The: problem of

" releasing reaau;

armament needs, as in the case of

=*-‘i;gevGrnmeat expendibur,s'and persenal c@nsumptions had to be

- c@ngidered 1n/relaﬁien 6’ theEre,

- tion&l cemplicating fac"ﬁ

*;ees required. An addi~

in uhe investmant seea@r was a .

- realization on the part efithe gevsrnment of the: meoessity

'*zfor'qontinzﬁng ‘the’ re*equipment of. Bfi“iSh ind“Stry' The
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f carrying threugh ef axisting pregrams for urgent industrial
? re*equipment had to. be maintained fcr despite.the derands
o of defense, the authorlties recegniﬁed that sustained Tew -

K equipmant of produeer goods industrles wa& vital to increased

- produetivity, A rising level of 1ndustrial producbivity wasg

”one of the majer goals of publie peliey during the rearmamene

. period. Thus, ph_,decisien in 1951 was to have investment

k in conaumer goods industries mark time while investment in

7.predueer ge@ds induatries,i}m

,1maqh1gs tools, gveel, wag
- to expand aaxmﬁ%*ﬂ'” ] L . B |
| The Britieh g@vernment had as a leftever frem World

© War 11 ggrga?;_gonzvel§ qn=;nyespmemt¢ lic&nging,ayanemg
~on new building, and capital iseus centrels,? However, with

" the onset of the 'defense program the authorities attempted

ne all sut frontal attack on nonressential investments In»

. stead‘chere waé'seme'tighﬁenihg'ﬁp af‘éne*éxisting controls

~and same home investment pro eats were pestponed delayed

;:'or simﬁly,frustrated by a ahortage of materials, especially

;3” According te ﬁhe;E“en@mist, the government poliey

“on investment at the beginninu ef the defense pregram was
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ag fallews..

PR ‘There is no intention to make any lar 6 deliber+
ate cuts in the program of capital. ot for civil
Pt * a;‘Apart fron the 41

- ““‘:ﬁé ogeur. elther 'invaluntarily' threugh,sheer ine
abif ty to get. supplies, or through a ‘specific holding
back ofaindivi&ua- building projects that are in di=

-rect cemnetitlen with defense works...

An example of the latter was an order by the g@vern~ :

Ament in N@vember 1951 that “na hew buildin& will be allowed

to start in the hext thrés months"v-vz There were also con=

M
B

}siderablawre§tm;gaions~dargif-195l>@n»§hé delivery of ¢ars;

trucks, and other metal consumer goods to the home market
in order ﬁ‘é- freeresources for export and defensss In une
'.'latter part of 1951, the autherities withdrew a gpecial
tax concession (in the form of accelerated writesoffs) on -
new invesbment in an effert e diacaurave nen*defense capis

;3 The sacond braﬁe te new invsatment :

tal expenditurea.

came in April 1952 when thé interest rate was raised from
23 per cent to 4 per cent,b This menetary measure plus
other curbs on credib was d681gned Q.hold;baﬁk.all but the

hal for Befense“ The Ecanomist CLY

zBritxoh’Informatien Services, "Britaxn's Beonomic
ion! Indusbry in Bratazn, V@l, IX, Nos A

V3B?i”ish Information oervices "An Incentive Bu& etﬁ

}*Iblda“j p¢62¢ .




| j‘f‘mcst essential capital investment at home:™

| " Bank of New York

,?1
1

. The eased pressure en. internal demand in mid 1952 al=

B lowed Great Brltain te reappraise her pelicy on investments
'V'Lagainst the background of a severe balance of payments cris

-f sis in 1951, ﬁhe pelicies for 1951 and 1952 were: inevitably
goncerned with the shart run objectives ef attaining an exw
f\ternal balance wish a maximum of internal scability. SpperﬁAf
‘;impaggq upon phganggrg the pr@blﬁmﬁﬁgfiegpedit&ng.d@f@nﬁ?
'yﬁoduéyianjaf@ﬁg\énﬁ¢é§sﬂﬁl‘prégrées-ﬁowaﬁds.ﬁhesé‘ehds by

1aﬁe‘19§2 aliéwédiBﬁi }Jn;ta give morée attention t6. the fundas.

3.mental problem of ineentives, particulﬁ}ly as they bear on
‘:'inveatment and prcductivity, S
~ The budget for 1953 was therefere presented as an 'in~
. centive budget' intended to stzmulate productive effort.

) The Budget was characterized by'51gn1ficant reductians in

j taxation, but surveyed more comprehensively, it refleeted

. the c]}¢;eé.pr35§urea~afﬁpp§;ng the British economy. To

: limited to one s

bhly Review, June 1953, p. 9, says the :
8t rate to 4 per cent and several ancil*;'
dq.a signifiqantwc@nuributiep to inter**

aps: the m@sﬁ notable aspect
t.-reflects the British
.'s‘tc maintain in»_




.;;st;mulaté internal demand, the Chancellor proposed the.
* reduction of income taxes as well as a lessening of the
'.PuPQhaaéf(éalgé).ﬁéx;%¢,yﬁté”gt;ess was placed én the in=

”f-eentive.té;investain;iﬁduétry than in previous budgetss .

-;4Far'QXamp1é; ﬁhe spééiai initial depreciatioﬁ'aiibwahées

. whieh had been curtailed the previeus year were restored

' 'f‘in 1953 and excess profits taxes were to be eliminated as

January l, 195be" The Ghaneeller of the Exchequer, 1n ex=
} pressing the primary ais: of the Budget, said‘_,ﬁ
All reliefs are aarefully designed for the prime

‘purposes of” §iving the incentive fer greater pro=
duotion. b u . ) _ St . '

Fixed ;nvestment and the Defense Effert

Table X shows the pactern of gross fixed investment
in Great Britain during the post Korean period:s In real
terms, téﬁal gr@ss fixed investment declined by L 23 mils
| 1ion 1n 1951 (Table X), hewever in money terms, due to
the rise 1n prices Bhere was an increase of L 188 million

between 1950 and 1951443PThe significant in&rease in. invests

' ment during this peried was in planb and machinery while
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TABLE X

a&ass FIXED INVESTMENT BY TYPE OF ssmfl

73

(L Miilion at l?iz”éarket pﬁiﬁéS}

1950 | 1951 | 1952 | 1953,

o8,5hips &

546 | 519 | 518 | 540

aircrai‘t. b i & c 'y ) | 3107 ] ‘ 30[4 . _ . 267 :V 315
Flanu & machinery.g-- 782 - 8331:,, 790 |. ; QQ@'

4r@naig;a@@@r“z$973 2,050 | 2,060 | 2,275

zﬁxcluding building f@r the service Departments.




Th

| i‘bﬁil&ing output contracted mainly due to the diVQréiGn_of'
‘ building resources into defense work.

_eq invastment-lnﬂreal terms remained

Total gross fixe
reiaﬁ;vely ,eaqstqnugbgtweQn 1951 and 1952 &8.Shewﬁ‘in
Table X; but again due to the effects of inflation capls
 &31:expéndituras iﬁereaSéd by:seme'n.197»millian:bethen
the two years,® The relative stability of investment in
. 1952 was due to the influenge of sevéral fagtors, g~§.,
" the restrictions impased on newv 1nvestment in erder to
"free-resources for: export and the aceuranee of certain
'shortages within the economy, notably in steela In addi*
f tion, 1952 represented a reduetien in overall demand for

i new 1nvestment, which no deubt reflected the effects of

,,,,,,,,,,,

,,,,,,,,,,,,

- ous aactien-
Real expenditures on fixed investment appears te have
‘ been about L 215 million greater 1n 1953 than in 1952 (Ta~

t ble X), In money ‘terms the increase was L 252 millien,

-----------

change in 1953 was 1n the very large.

, 1953- The outstandjﬁ

' increase in new house building. In faet, the trend in in~

Yoma 9108, ,e;’-calt-s P-”"

szid., ps 31.




feature in gréss- fixed investment for the entire post Korean
war period¢ Naarly 319,000 heuses were cempleted during
under 2&@ @C@ in 1952,% In view of
,fthe serzeus strain impesed on the Britash ecen@my by ehe

1953 cempared with just

‘.defnnse effart, perhaps a brief explanatian of this grcwth ‘wf

in new heusing is. warrunted.ﬁ-. Rt - ',_ 
As early as 19505 with almost. half a million married .

aeuplea 1iving with parenbs and slum clearance virtually

unt@uched since 1939, uhere appeared 11ttle like?flaed

that the dafense j”"rt wauld cause a raduatlen in new

defemse material_@¥ )

. ;A;]jt frem.housing, the main inoreases in 1953 were

.ﬁincrease in ahipping invastment due to a. fall in sales as

bread af seeond hand ahips.s Invesbment in. plant and mas

chinery remained almost constant, w1th 19520 Considering

: ;the reseurce requirements of a rearmament program and the
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pattorn of fiked investment in-Table~x;”tne impact of the
g aéfenSevéffévt7an fixed investment appears €9 héva,gea§héd
.‘aits peak in 1951. | ‘
|  ' A final iuem te be briefly considered apart frem fixed
- investment is. the changes in inventory investment, As84y
 'physical stocka and wvrk in progressi AS the “estimate of
K;,total atock changes involve much uncertainty because adew
‘quate infermatien is nct available abeut all categaries
 Iof stocks“ l this material reflects only the ma;or changes
f‘that have oecurred. The pereenﬁage of total expenditures
. and werk in progress is showﬁ'iﬁAthe expenditure side of

" Table XIV4 There was a censzderable net reductian in raw
. materiéi inventeries in-1950‘due to the cambined effects

~ of deliberate ec@nomies on dellar 1mports and grcwing dif=
ficulties in ebtaining raw materials fram don-dellar aources

;‘in the face of 1ncreasing\wer1d demand in the latter half

“"f indus fial activity brought abeut by the defense prégram,
; strategic stockpiling and cemmercial etecks greatly axpands
ed during 1951 as shown in. Table»XiV.y This was the Pesult

f;of a 13 per eant 1ncrease in the volume of - imporﬁs betvween
- 195@ and 1951 (gee Table IV) and Qeeurred despite its ad~

verse affects on phe-ﬁritish balance of payments.

llbld», p;Zly. o ' .
i, 8195, suselss, p30s
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In the p.revié,us; chaa_i»te.r,‘,? the changes which took place '
in h°me and overseas demand were condidered in some detail.
| The altered ¢onditions of demand_in,l95? ?ef19¢ﬁ a marked
decrease in stocks as manufacturers and traders adjusted
the level of thelr inventories to this new situation: One
_ of the main features of the increase in demand in 1953 was

the resumption of investment in stocks which had been checked

_ 4n the previous years Thug, the pattern of invertory invests

ment in Great Britain during the post Korean period, with
théfe&aepéiéaJérilgﬁmaﬁﬁiéh‘paftly represented & restoration
- of depleted stocks, was largely deterinined by the circums

$tances of demand,




'CHAPTER VI

SOME ALTERATIVES

In the absenee of explicit gevernmental pelicy to bring

abaut a re-allecabien of reS@urces, it is pesSible for an

inerease in gross domestic preduct to offset the 1mpacb of

expanded defense outlays. On the ebher hand, a new and un-

- planned distributicn of reseurces might @ccur threugh an
1nflationary rise in prices by having the other claimants

: 1n the.mgrket outbid by.the de£ense-prgramy Both of thesé

factors play-a~kéy role in an e¢onomy under mobilization,
£he former tending to eage the burden of rearmament and the

latter tending to complicate 1t.,”

The Preblem ef Inflatien -
. Thus far in this study, it was not felt necessary to
' define the terms which have been used in analyzing British
. 3xpenditures. An exeeptien will be made in the case of
| inflation. ThlS is becausé of the crltical role played by
f period@ But even mqrg ;mpqrgantﬁ-begauge.inflatien.aﬁfects
all sectors of an eaénemy; thexébncepﬁ'has particuiarwsigﬁ‘
nificance bo the obgectives ef this abudy. F@r the ins
flatioggry process, as wellvas the  fiat from.cgntral govern=

ment, can effect a redistribution of reSaﬁrﬂaé'wiﬁhin.a




[ n&ﬁiﬁnal.aéﬁnémy; For purposes of this gtudy therefore,
the follewing interpretation of inflatian is deemed ap~
prepriate: ' '

Inflation and rising priees are not- synenymous for
each other,  Inflation is a state in which the flow
of moriey trying to spend itself on goods and services
48 larger than the flow of goods and services availaw
ble (at. the prevailing price level). Inflation inca
state of nature causes rising prices, just as a fever
gauses ﬁgrspiration. But the rising prices, so far
from being identical with inflation, are {like the
persPiration) nature's attempt to restore the bal*

ancey 4 A

“As noted previously in the study, 1956 was a year of
general stability W1th a fairly satisfactery balance be«
tweea total demand and tetal supply and Ao marked symptoms
of in£lat1qn, Ta a large measure, credit far this faverable
~ showing must be givgn aaaanitaiu*ssbndgat policy which wag
‘used as a &eflationary*deviée-in'thé‘pcsa*WéﬁlduWar II peﬁi&
od Budget/pelicy dur;ng this period aimed: |

h our reseurces against our needsy This
al an \substantial surplus, whic¢h more:
for all government expenditures; capi~
: ‘and le a balance; to be used to
P»infi%;u;ﬁ my pressure.2

Such current surpluses had a dzsinflationary impact in the

- sense that the financin

3 ef the government’s capital outs

. 1ay3‘ﬁhrﬁughiﬁaxatiénvaverted the\inﬁLgtiengry expansion

5791”Inflation" The Economist Vol. ch (March 1951),
P+ L

o zFedera% Reserve Bank of How York, Mbnthly Review, ops
‘.Z.O.'t., pq ¥ , ‘ A
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- of bank 6§éﬁiﬁe Furthermere, the disinflationary effecta
~ of these budgets facilitaced the ‘relaxzation of . physical
:.centrels, which as has been indicated, oocurred up to

" the outbreak of war in’ Karea. B

THe " 1mm£diate impaet t@ tha defefle:program was t@

: upset the dalicate balf ge by ereating exaessive demand

& conditi@ns in terms ofhinﬁﬁfased meney expenditures whila

f the supply aituatien was for all practical purposes f}fed.
. The rearmament ﬁaused a werld wide huying spree 1n the
5 latter half af 195@ and first half of 1951, which greatly

| inareased the priaes af British imports. Because ef ‘the
: importance ef 1mperts to the British econemy, these price

o increases were inevitably reflected in the internal price

’ structure. Aa the internal price level increasea the

S pressures fer add1tional meney iacomes increased aleng

f w1th it-*and the raee was eny The degree of inflation

'f}isalargely a measure of the inﬁeractiou between the wage |

. and price levels, mhich is shown’ fer—the p@st Kerean peri-

od in Table x:c.lﬂ | |
'Pgligyh%arge;y;deggﬁminag‘whgt;£9rg,iﬁi&,ta~tﬁ§ﬁ;,§;§$igl

L suppressed or opens: It ﬁ}'ahld appeas that g@%ﬁnménﬁ-é@lﬁ

cy in Great Britain was semewhat tardy for by March,lQSl.

,in tha words of The Eoenomiat, "inflation was galloping“ 1

“arters Peace" The Econemiat, Vol. GLX




TABLE %I
WAGE PRICE INDICESY

Whalesal@ pri*“sx'

*Wages (weekly raceex‘lggf 13| 122

gall 80048} vesses| 120 ILé ;{;iag |

1s0

85 |
3 |-

Gost of Mvingi..s| 106 | 116 126 |

1es, Vel, VII,

wﬁinancial StaLW

Ad&?“@d frem Internaci@nal anetary kagf
. | &
*rxcea June léSA), 1&8
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 The centralaubherities recogniced that a policy of SontFel
_ called for restraint on wage 1ncrease$* We have observed
3<in chapter IVT;Q

 gtraint and eencluded that shis pelicy was net successfuly

:} This 1$:¥;ighar verified by refersnde o the vage indeéx in
~ Table X¥s

Public policy alse called tor a drawing eff of
8 | , axation and thus
f serve to eantraat the inflationary eonditiﬂns of demands

Vﬁichasing power

by neans af t

i _;!y and. | ﬁasgal DRASUPSS Were mmp;ly &naslaquaﬁe

tie inflationary pressures,
The ovarall peliey, which was tar
pramise between apen and guppressed inflatien, appeared to

to restrain

tamount o a ocome

be premadiﬁatedyhéweverg for the government recognized the.

tions

| danger te iaeentivas in a higher 1evel ef taxa Fu
‘. thermare, thay wanted o keep the geoneny a8 flexible al

. possible, sa they rajeeted the cemplate framework of con« f
| trols that migh@ have leasened the affecta of inflations ”
Britain wishe& also 50 preserve he £

£ Lonsl system of
wage a%abilizabion in Whieh the unions kepe their demands

44 tf&s:resuraznt was tﬂ be a»vo}j%?***iﬂ*’
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eftective redistribution, especially for these on, fixed

5 ingomes, which in quantxtative terms is diificult if rot

**Tmasible to measures

M@re than any specific meaaures, it waa,perhaps &

combination of GVents whiah roversed the inflasianary

' trend An the sarly part of 1952: These events have 414
 ready been discussed in the preceding chaptérs and need
only to be mentioned at this points Such thisgs as the
'fall in world éommodity prices, better terms of trade, and
the ceasation ofUnit:ed Stated aﬁc’sék;aﬂing indirectly slacks
"‘ened the inbernal demand in Britain and thus helpi; to gurl
'inflatien, e 5

"o buyer resﬁ

increasea, runn&ag far ahead wf wages, restrazned ecnsumer

-expenéituras and o helped o check 1nflation g#thgun the

iAnecessity of" in reaaing t&xes and eonbrols“ 1

*~~nv5 the productiva system and could be solved onw |

?j; %he burdea or by 1nereasxng the preductzvi~~u71




 flav "enary
- The faeb ?@ﬁk'”f
,‘wages eontinued ta

essurea haagreatly subsided in 1952 and 1953

o increaa@d yrmduet"”

Ia chapter I it waa $uggested that oﬁe cf the maasures

f mhereby'resources might<be m&ée available f@r innreased de*

~ fense r,eq;;iram;e.ms would be to raise ﬁha natienal outputs
- The burden of rearmament ox the British economy would obvie

susly be greatly softened if a large inevease could be

. achieved i total productions

If the existing labor force

- and pattern of industry could provide the extra production,
. there would be:littls noed for & reduction in conswmption,

| imfastmma mm or govesnment expenditures, Tho sacrix

':sf @heuﬁﬁre&n~§aarmam@aﬁ.had,baeaueuﬁsygnging@w;@yv;aﬁghggegug@z,“

‘“?;'fbr“ali\inausﬁfiéa'had~1neﬁéa@ed by anﬂéverage‘@f’

oF cent. & year for the preceding three years; while for

.;manufacturing industries along, (en which the direcb burden

:fiﬁmﬁfﬂgiﬁéﬁf%j??i§@éxﬁﬁ39¥.
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irsf dafense pr@duatien £alls) the increase was even greater.l

The pr@blem canfrenﬁﬁ*¢ the g@varnment at the outbreak

?'of the Karean war wag to maintain and if pes&ible gurpass
 these achievenents in preduativity. The prospeous'fﬁr-inw
Af éreasing output depend upen the complex inber-relatianships
of many vagiablggaaapcputhings'asvm&ap@wer@.£u§l¢ power;
steel, and other rew materials. It will not be tho purpose

of this aeetian ae discuss in detail the full range of probs
lems for each 6f ‘thege itemﬁ. Rather, emphasia will be on
those faators which were special bottlenecks or made particu*

lap contributzens to preﬂuetnvity«

A general charactariatie of the British ecenamy in
"195i which mada attaining & higher letel of preductiviny
- difficult was the virtual full employment of manpowers With
; increasing numbera ef warkara geing intg the Armed Forces
.L»and with Givil empl@yment cenatant, the number of woxkers
'? available fmr pr@ductien di& in fact decrease at the begin*
g af the ﬁefenSG pregram.ﬁ In those cases-where the

';,government te@k pt&duets farmerly sold ta civilian conaumera
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© worker traihing prograns an“"
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ig industry from

| @aexpantern;aﬁgpr@ﬂacuXQQ)@a,anathera'_;ﬁimaégin these
© industries that had to expand output, particularly the

aﬂgxnaeﬁinﬁiin&ustﬁias@VWhéne the.maﬁpoweraﬁrablem:became

acute; .In fact, as the dofense program advanced, one of
 the wost sertous problems was the shortage of skilled work=
. araal | : 0 .

 The governmént attempted to alleviate the manpower

| aiﬁuaﬁianfb?*pﬁ?éia& eaﬁeracts‘in areas where labor was

?1e, but a haavy l@ad inevitably £e1l In some diss

o tricts where skilled labor was. acarce. Specific measures

¢ taken by the autharities incladed governmenn spansered

2?9,Betting up of a system

. ef laber preferences by the Exployment Exchaages in order

to place wvrkars in Jobs ?épecial 1mpernanee and where

| their skills might be fully ‘urilizedE

gﬁ:iu frum.ﬁhe manpei’r problem, certain naterial

7.shsrtages plague& the Briniah,preductive erfmrt. While

there was g :7:3 simple quantative relationship betwaen materiw

L als and eutputmdscarcieies in steel, eeppar, sulphur and -

. non*ferrous metals undaub&ly hampered 1ndu5tria1 product;viwf

mﬁ Bécange of its imperuance %, the defsnse effart and

QCmd. 3195,2j;
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' fﬁ]orﬁs, the sbeel shertage was/most vital anﬁ warrants
~ further fnquirye In 1951, steel production fell 65@ ,000
. tons short of the record 1950 level (the highest aiage

World War II) and would havé. fallen more if produders had

ﬁ:ﬂét drawn heavily on tﬁejfpstocks of gerap (by 361,000 tons)

Aren (hy'a&y,aoc tens), The prineipal reasons for

- and pig

,f“this decline were eensiderably 1ess serap impoirts {560, G@@

~ tens in- 1951 compared ﬂith 1,93@,'0@ tons in 1950} and'a
“-; shortage of cake for the preductian af pig 1ren.2 The prob+
':Vlem wag mitigated a@mswhaﬁ-by the allocation plans set up
by the goverriment. as discussed in Chapter Il. |
~ Steel production gradually impreved in 1952 and was
some 5;;@@@- tons greater than the previous. ye.ar3 cen-
© tributing to thisaﬁhievemntwere the vastly inéreased
- imports ofpig iron (739»9 tons of doubls | the 1951 level)s
 fmprovements 1n’ the supply of cokej and six new blast furw

naces which came into ¢peration during the year.* Because
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- tonms over 1952¢1 “The steel supply prwblem mas.largely ever-
. gome by 1953 and made pmssible the expangion of exparts, res

M"and the ending of distribution coutrols.

"plenishing of stec

. Thersituatiens ce sidered-above were mainly-abstacles

fuebivity at the onaet of the defense prcgramw

to increased pre

Agide fram the favarable results af praductivity during the

. post’ Warld War iI pe *e',fwhieh were mainly the result of
: re~equipment and medernizabien of British industry, the quess
- tion arises as to additional £actors whieh would 1sad to

greater preduCtivity§~ The Ecenomxe dc Survey for lfllJSums up.

~ the prespects 1n a. paragraph whick migbt be prafitably quotedi

{ceacontinues unflagginﬁ, NgveruhaVe

+ + Hever have. emp"

| begn more alﬁve t &hegneeds and opp

,a -their knowlé&&e and éxparience.
the o,1full employment and abgence of selling
nprablsms hav mad_. ‘possible farpmaaufaehurers - 2
E;ahﬂeer Yong tuns 3 thev and their .,

At

1 the reat ! .;s of thought
_ ‘ 8r years. : rate of investment

’d machinery ‘gpaing. high. The! : £
g n. believe thah th; re e

Against this brief baekgrannd the results of inaustriw

{ }-ai.produ@tivitxJanigmglayment for_@he»pqgn.KQ;aa perdod




SELECTED IHEUSTRIAL PR@ﬂﬁBTI?X 'Y

(1948 & 100)

UFACTURING EMPLOYMENTS

1950

1951

Agiz

Cotton yarnes | 108
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al production 1l
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108
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f éustf1ai~pr¢duetiv1ﬁy incfeasea“hy 5*pérfcent %ﬁ:mési, e
1953, It ig to be neted that the tWo: key industries in the
E Britiah ecanemy and the defense effort, zy, ceal and ateel,

- flell considerably behind the rat@vﬁf‘tﬂﬁa&-iaﬁuaﬁrial'pmeduﬁﬁ

U tivity,

| Accar&ing te the Ecopomic Surve h£br11{f2, the inerease.
in produ¢tivity during 1951 was due to the ability of the |

enginsering, ahipbuil&ing and electrical goeéa industries
0 expand @uuput dt the presgoreéan level despite ghortages
. in steel an& nan*ferreua mecala¢l For exzample, the gross
*'va$ue\a£ the @utpat-aﬁ &h@umaﬁalﬁnﬁing1%nﬁuﬁ§nieﬁ increased
by L 500 million between 195051 While ﬁhe output for texs
tiles and agriééltﬁre~réﬁaiﬂé& vir%uaii#*&nﬁhaﬁged§2~€fe&in
: for Great B?itain beimg gble to maineain producti?ity in

1951 4n spite of the preblemﬁ braught on by the defense proe
. gram must be given- to her decision to give first priority
Lt defanse prcducbion. This precedence to defensa preduc*

~ vion was given regardlees of . the advarse effects 1t had on

- export and home productien, '

i Although the effecns of the stael sharbage were still

. being felt by EArch ef 1952 the most imoertant caugse of

SRBP.

1Cmd. 35095?}”’”it§;t§§%2§"“




 the fall in preductien in 1952 was ﬁhe change 1n demand

conditiong which book place during the yedr, This can be
| geeri in Table XIII which shows that damesuic expenﬁitu?és
. 4n all secnora except govarnmanb declined in 1952: - The

f£all in demand waa accenﬁuaﬁed by a declina in steeks and

"werk in pragressw-in:centrast with 1951 when a large inw

; crease oceurred (Table KI?¥)~‘

| Aided by*the tax ceacessions granted by the Budget
_ home demand recoverad in 1953 and wag credited with raising

: gross domestie preduct by abeub h per aent,l Of the changes

N in expendibures which praduced this expansien of grass do=

- mestic praducﬁo fff‘n ’zﬁf:feels the most .

important were. a resumptien of 1nvestmant in stecks and

| wark ia pregress, a rise in personal aensumption, and in-
~ crease in’ ‘home building, and mere defense eutlays.z

| The imp&ct ef these ¢hanges in preductiviby on the

f grbssf@ﬁmegtig Qr@@u@t<£qr ‘the th;ﬁe.peﬁt-ﬁeneau,ye@ra is
- ahawn én %&é‘auppiyisi&é-af Taﬁle-ﬁiti;’ This t&bié*éum“

’ﬁ‘mar&zes the tenal ﬁutpuﬁ and tctal demand condiciona for

; the period fo wing the defenae programy It.is perhaps

7 Uj this stud?: for 1t re<
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~of denand as well as the Hﬁbluancé‘sﬁvpreéﬁﬁﬁiviﬁywin\ﬁéﬁmg
© of sutputs | . | .
Bemand cendlti@ns seemed 0 have played 8 majer role

" din the determinatiﬂa of natienal eutpuu during our phase

 of constderation; although netn‘”# of the

f;;fas in produés
tion in diffarene induat“ies can be atnributad T @hanges




© GHAPTER VII
~ suw%m ma‘ fc:ac:mcwszéns;

The preceding chapters have attempted to unravel gome
threads iﬁléhé'éééﬁéﬁié'histary of Great Britain fer the
three. yeara follawing the eucbraak ef'war ia Keraa¢ This
' analysis was presented in terms of the impact of the e
;.armament pregram cn the pattern of British expenditures

.and its resi”ﬁe'may be s@nyx

ﬂiged inte three majer eons
clusionsy o | | _'
The flrsﬁ conclusien, which alse serve& to re¢apluu-

- late analysxs of natienal expendibures, is thatbcreat Brite

ain achieved a subahantial measure of succass in diverting
ies availahle resOurcss into the defense effort. This ¢on*

‘ clusian is aupperted by chaE?.q%ﬁ which shbws the changes
that. have accurre& in final expanditures since 1959.} |
. danaene in 195g.pr;§g§;_h@wever, sznce there was little
- changé in the price le#al between 1952 and 1953, the chart
largely reflects the dﬁsbribution withia the ecanomy of the |
ﬁ@éﬁi

~the maaer share of . new s

increasa 1a produetion 1959*53~ It is apparent that
‘cput (appraximately 55 per cent)

went inte the rearmament!pregram‘ As pars. of the inarease

in real praducb aarmally arisas in the fbrm of consumption

~geeds and because no fareeful measures were taken to reduce
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f' ga@dé and se ;
nen-defense e 'irem expens
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2950 |

1951 | 1952 1053

'Government expegdituge
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formitiony
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given te the defense pregram undeubcedly contributéd to

~ this accamplishment. To offset the inevitable decline

- dn exports, every effort was made o eXpand experts uging

"‘nonnessentzal materials. The wideSpread use of allscaﬁ '
 f %i@ng-and eaatx@lslin.ﬁheaaraaagﬁ gritiegl;defensa‘materi%
" als certainly expedited the defense offort: As a single

f‘s@urca @f pelicy determznatian, the setting up ef a new

ﬁﬁajaﬁfﬁggﬁijf;Raw_materfalsbhelpeé to mitigate what was

“jpreblem of the defanse effarﬁ~~the short

~ age of strategic e materials. Gavernmental pelicy with

ﬁfng and placement was. vital to

 the' in reased pr@ﬂuctivity whieh Great Briﬁain managed £6

.achieve during this periozg- }fe deciaion made early in

i'1952’ﬁo spread th@ defense-pﬁegram over a greauer span of

time eased the econamie pressures and problams of resaurce

”“i ecenemie pelicy

'i<which despiﬁe certain,deficiencies be be shartly conside

- ered, aided in the sueeessful 1ntegration of mobilization

into the British ecenomy.‘ :

The secend eenclusion is that while it was inevitable

- &hagAthetd@ﬁanse:prngram»wgu;@;adﬁarﬁsly afféct the balance

oration which actually occurréd is qusstionsble; Britain

began her de nse program,in the face of numerous conditions

whmch mada the achie“fmant ef an abti: jbalance ef payments

in. 1951 virtually impossible. Fer example, hep cemparativaly
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low level of imports during 195© madé 1t-ne¢essary to rew
Pléﬁ13h~deﬁleted stocks in 1951+ This restocking ocecurred
at a time-When-Wﬁnld.éémmodity“prices-wé:e-rising and hence
the terms of trade were turned against Great Britain, Pinsls
1y there were'the'déiibegate~prieriﬁies givén to the claims

of rearmamént over exports which made the maintenance of an

external balance unlikely, The unfortunate but wrirelated
loss of the Abadan 61l refineries at about the sams time was
targempii¢atéyfurthe§ the balance of payments probleme
 We have seen that ome of the Liniting factors of the

defense program during 1951 wag the searcity of raw materialss
Théﬁefbfe; it 1§ redsonable to assume tha%‘the-ll pér cent
inarease in the volume of raw materials (Table IV) was wars
‘ ranted as necessary for the defense effert and the stockw
piling programy The same assumption can be made in the case’
- of the increased volume Qi'mannfagturgd.anbiales; although
_ i’n”v‘v‘iew of 'c.he failure of t-h'e defense prég‘t‘éiﬁ**ts'o‘ iﬁeét’-or-‘igié
ta_indicate thaq stogkvrepleaishmgnt_might have heen carried
too far in 1951, It was in the imports of food items that
S¢§i6u37Q§€$§§QnS[§ri§e;&Sftéjﬁhe economi¢ propriety of als
1§Winggtﬁ§“?¢lum¢-af food imp@rts\teerSE'bf‘IO per cent in
1@51; at a cost of about L 300 milli@nitqivhefbalanee of
payments. (Table IV).

When we recall that the government impssed import quotas
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_-‘early in 1952, which bore especially hard on foed items, it
. riight logically be inferred ‘that the increase in food ims

ports was largély unplanned=<or if nat-unplanned: at least

? 1mprudent. Had these quotas been aet up in 1951 the gérious
| external.deficit might have been lessened a8 well as the
 xoverall adverse effects oa trade liberalization which ogcurs

- ved when restrictions finally were @_;fﬂfV*

“ Finally this stuay reveals that the internal instability
‘ which eharacterigzed 1951 and 1952 was intensified by inap+

: propriate-internal ecanemie pelicy. It-mill be‘recalled

that the - cembined eﬁfects af higher camm@dity prices and
| excassive consumer buyinb in anticipation of price increases,
led te severe inflatienary c@nditiens during 1951. In 1952

' there was a marked fall in heme and external demand, attni*
butable mainly to. the sharp break in cemmedity priees and.
. a general slowing up of consumer expenditures* Thusf 1952
‘was a year of mederaﬂe disxnflation. .”“A '

The very dlfficult situation 4n 1951 clearly salled %
:\fer immedlate and simultaneous use<ef all means of econamic

centrol at the government*s cOmmand~-fiscal measures, physi-

; eal ecntrols, and changes in monetary ifn cradit policy.

: ‘,internal policies were aufficient ta restrain

%hese inflatienary presaur sw There were seme efforts to

ralse peraenal incoma taxes in 1951 t@ check inflatimnary




- 1951 a’ poiicy which undaubtedly aggravated the wage»price

- gondivionss Whether this was enough or whether the results
would have been negative had taxes been raised gven higher

is axmatﬁer @?*dﬁnjeéﬁur@i @é?ﬁéﬁ;?Y‘ﬁhé‘gﬁVGrnmeﬁﬁfaﬁ“

"'and.heaae grpgngﬁﬁvity by ﬁumthar~inevea§ea in naxatipn@‘we
‘haéé?ééeh»tﬁat?péﬁéﬁﬁai taxes vemained virtually cénstant
 during 1952 wihieh un&eubtedly insenaified the aisinflatian

- of that year;-”The ;ﬂﬁ

'wara w&thdrawn in april 1952 (fmrithe diaeeuragemenb of
Anon*esaential new investment) might have been mare effective
had they been resciadad in the l951 Budpets Bagausezegena~
mic events have a hablt of doing the u ad,

jﬂxpectéig'dné of the
"dangers in the rel&ance en the Budget a8 an. instrument of
interna.l stabinty is that ii’ canditians c.hange " fideal

peligy might well be: aub af’tune with ecanl“ﬁe reality.

The government was: apparenzly uHWiﬁfxng to yeimpose a
ls.with the onget of

cemplete framewark af phyaical eon

the defense‘prﬁgram. Sueh centrols would,have curbed the

.cancinued relianee ’n ,eluntary* wage1atabilimation 4n

i




h'i mebi1izatian.f.$%

7towards the uae of the fiseal inscgif

' ,reflected the greatest par:
”ifThis study'gg"
o tary policy for
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'vspiralﬁ All evidence seems to indicabe that Britain wanted

56 retainAthe market price system of allocation during the

; period.@£vm9bilizatian; There appeared to be a predilactien

ent (altheugh not on

1b”ium.basia), rather than an exnensive use

f,of physieal cantrols.-_*

It was the area Qf monetary and credit gontrols. that

“Jsis of British internal palicy,

ates that 1951 was a yosr of'passive mones

i% was néet un il early‘195a that~the interest

'-Jrate was signiiﬂcantly raised and’ serzeus efforts to carb

- more exmensive credit restric,gen;weuld have 1nserted\a nete

fi”af restraint that was, notably lacking in the first year af

fs lack ef’ref“lnte aetion cembined wibh

"ﬁ the above partial remediea certainly resulted 1n an. undue

: loss An the valne of the peund in 1951 which amounted to

%fanlcally, when

“d"the necessarYnSteps Wwere flnally taken, ﬁhe,b°°t°m wag begin=

© . ning to fal

o Speculatian But it is- wi

ranaer than prompts

1 @ut of demand, -As a result

- ing ecanamie stabillﬁy these acnmans served to intenSfyy the
>disinflabian wh_ch charaeterized l952~ Thereeongmic prOpri~

'eﬁy ef British decisions w1th respeet t@ fiscal pegiey and

g@ygi“g%gg@gtrol“*QJFing 1951~52 is aven. ncw ‘& matter of

ith & reasonable degres of certainﬁy




-' that ofe Ban assess monetary and credit polxcy as being
'too little and t,ew late'

Cog e
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