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ARTICLES 

G R E A T  B R I T A I N  

Incomes Policy after Devaluation 
by Dr George Abrahamson, London 

S ome m o n t h s  af ter  the  s ter l ing deva l ua t i on  the  
Bri t ish Gove rn m en t ,  employers  and  t rade  un ions  

were  still  wea r i l y  groping  towards  a new  incomes  
pol icy  or r a t h e r  to a r e - in te rp re ta t ion  of the  exis t ing  
policy, for it is of ten forgot ten  tha t  the  Prices and  
Incomes Act,  'first passed  in Ju ly  1966, is .still in force 
and  tha t  wage  inc reases  m a y  still  be  sanc t ioned  only  
if t hey  meet  specif ied cri teria.  To recap i tu la te  for the  
benef i t  of those  who are bewi lde red  b y  the  confus- 
ing u t t e r ances  of in t e res t ed  part ies ,  the  "s tandst iU" 
imposed on ,all incomes  from e m p l o y m e n t  for six 
months ,  from J u l y  1966 on, appl ied to all inc reases  
in  pay  and  reduc t ions  in work ing  hours  excep t  pay  
inc reases  d i r ec t ly  due  to inc reased  output ,  p romot ion  
or p r ede t e rmined  increments ,  or need  for h igher  t rav-  
el or  subs i s t ence  a l lowances .  In the  fol lowing six 
mon ths  of " seve re  r e s t r a i n t ' ,  up to Ju ly  1967, h ighe r  
pay  was  ,allowed for the  lowest -pa id  workers  or in  
r e tu rn  for p roduc t iv i t y  agreements ,  bu t  no t  o ther-  
wise. In the  cu r ren t  12 months  of " m o d e r a t i o n ' ,  which 
ex tend  to J u l y  1968, changes  in the  cost  of l iv ing 
and  compar i sons  wi th  incomes  in o ther  employmen t  
are  still  ruled out  as jus t i f ica t ion  for pay  rises. High- 
er  p roduc t iv i ty  and  excep t iona l ly  low wages  are  the  
on ly  admi t t ed  cr i ter ia  for pay  increases .  

Pragmatic Incomes Policy 

Unfor tuna te ly ,  in prac t ice  they  a re  not. Re luc tan t  to 
i n v o k e  the  Pr ices  and I n c o m e s  Acts,  the  G o v e r n m e n t  
has  t r ied  to w in  over  worke r s  and  employers  b y  a 
mix tu re  of exho r t a t i on  and  cajolery ,  usua l ly  s topping  
shor t  of coerc ion  and  t h e r e b y  g iv ing  the  impress ion  
tha t  it was  fo l lowing the  pa th  of leas t  res is tance.  The  
Trade  Union  Counci l  was  pe r suaded  to act  as  a rb i t e r  
be tween  ind iv idua l  un ions  and  to veto  excess ive  de- 
mands  by  the  s t ronger  unions;  employers '  associa-  
t ions were  backed in res is t ing  wage  demands ;  the  
Prices and  Incomes  Board was  used inc reas ing ly  to 
b r ing  na t iona l  cons idera t ions  to bea r  on specif ic  
e m p l o y m e n t  s i tuat ions.  The deva lua t ion  has  not  real-  
ly  made  any  fundamen ta l  d i f ference to the  Govern-  
ment ' s  th inking.  Its incomes  pol icy  remains  p ragmat -  
ic, its approach tact ical ;  hence  the  confus ion  ove r  of- 
fici'al s ta tements .  It acts  as  if engaged  in a r e a r g u a r d  
ac t ion  in which de lay  is as good as v ic tory .  W h a t  
mat te r s  mos t  to the  G o v e r n m e n t  at  p r e s en t  is to g ive  

the  economy  a b r ea th ing  space  d u r i n g  which the  cost  
a d v a n t a g e  s t emming  from deva lua t ion  can  be  t rans -  
la ted  into l a rger  expor t  sales. 

The Bri t ish pol icy of wage  re s t r a in t  pursues  two 
ma jo r  a i m s - - t h e  direct  one of cu rb ing  p roduc ing  
costs, and  the  ind i rec t  one  of ho ld ing  down  the  pres-  
sure  of home  consumpt ion.  As a means  of s t imula t ing  
expor ts  bo th  are  equa l ly  impor t an t  and  indeed  com- 
p l e m e n t a r y  because ,  g iven  the  l imi ta t ions  of produc-  
t ive  capaci ty ,  it is no less impor tan t  to re lease  re- 
sources  for expor t  (and inves tment )  t h a n  to gain  a 
cost a d v a n t a g e  over  foreign compet i tors .  This  was  
implied w~en  the  Chance l lo r  of the  Exchequer  said  
tha t  how h a r s h l y  the  next  budge t  will  h a v e  to bea r  
on  consumpt ion  "will depend  in cons iderab le  pa r t  on 
the  w a y  incomes pol icy  develops" .  He  would p re fe r  
keep ing  tax increases  to a minimum, for h ighe r  in- 
direct  taxes  d r ive  up pr ices  and  h igh  d i rec t  taxes ,  
unde r  the  Bri t ish pay-as -you-ea rn  system, encou rage  
absenteei.sm. The  whole  success  of a n y  G o v e r n m e n t  
must  indeed,  as the  Pr ime Min i s t e r  said, depend  on 
a sa t i s fac tory  pr ices  and incomes  policy. 

W h e t h e r  he  will get  it depends  l a rge ly  on the  sup- 
por t  of the  t rade  unions.  The Trade  Union  Counci l  
a t  first would  not  accept  ano the r  yea r ' s  wage  s tand-  
still and  sugges ted  ,a "cen t ra l ly  ba rga ined"  31/z-4 pe r  
cent  annua l  r ise  on the  assumpt ion  of 6 pe r  cen t  an- 
nual  economic  growth.  The figure of 3t/2 pe r  cen t  
has  s ince  b e e n  repea ted  wi thou t  r e fe rence  to expec ted  
economic  growth  and  appa ren t ly  accep ted  b y  the  
Governmen t ,  which seems to be  v e r y  r e luc tan t  to 
quan t i fy  the  l ike ly  effect  of devalua t ion ,  as the  "basis"  
of an  .agreed policy, p rov ided  it is no t  a m in imum 
but  an  average .  Ne i the r  side has  so far ind ica ted  how 
this  ra te  of inc rease  for the  y e a r  to J u l y  1969 would  
be  ~ffected by  a m a r k e d  r ise in the  cost  of l iv ing  
resu l t ing  from deva lua t i on  or tax  changes  in the  
March budget .  But e v e n  if pr ice  s t ab i l i ty  is the  over-  
r iding ob jec t ive  for the  G o v e r n m e n t  and  TUC, it  is 
not  necessa r i ly  for ind iv idual  un ions  and  the i r  branch  
officials some of whom h a v e  b e e n  able  to exploi t  the  
fluid pr ices  a~d wages  s i tua t ion  in the  past .  They  
resen t  G o v e r n m e n t  i n t e rven t i on  w h e n  t h e y  are  in  
a s t rong ba rga in ing  posi t ion and, no t  wi thou t  jus t ice ,  
poin t  to m a n y  anomal ies  in  the  Bri t ish wages  sys t em 
which need  pu t t ing  right.  The  employers  who  could 

7 0  INTERECONOMICS, No. 3, 1968 



norma l ly  b e  expec ted  to res is t  such p re s su re  a re  un-  
de r  a ,system of superv i sed  pr ices  less  i n t e re s t ed  in 
avofd ing  wage  increases ,  which t h e y  a re  usua l ly  al- 
lowed to pass  on in h igher  prices,  t h a n  in indus t r ia l  
peace ;  for e v e n  though  s t r ikes  in Bri t i sh  i ndus t ry  are  
usua l ly  loca l i sed  and  less cos t ly  in  te rms of man-  
hours  lost  t h a n  in o the r  coun t r i es  t h e y  t end  to h a v e  
wide-spread  adverse  repercuss ions  in such a h igh ly  
in t eg ra t ed  economy.  

Criteria for Wage Settlements 

The prob lem is a g g r a v a t e d  r a the r  t han  eased  b y  the  
deep ly  ingra ined  Bri t ish bel ief  in  fa i r  p l ay  and  re- 
gard  for t he  "underdog" who gets  the  wors t  of bo th  
wor lds  w h e n  pr ices  and  wages  for the  s t rong  rise. 
His diff icul t ies  h a v e  been  h igh l igh ted  b y  the  social  
wel fa re  sys tem which in ex t reme  cases m a y  give  the  
unemployed fa ther  of a la rge  family  a h ighe r  income 
t h a n  if he  we re  a t  work.  Trade  unions and  Govern-  
ment h a v e  the re fore  been  m o v i n g  inc reas ing ly  to the  
adopt ion  of se lec t iv i ty  as a p r inc ip le  in  assess ing  not  
on ly  social  n e e d  hut  w a g e  prior i t ies .  Even  the  s t rong  
and  co r r e spond ing ly  mi l i t an t  A m a l g a m a t e d  Union  of 
Engineering and Foundry  W o r k e r s  is r e a d y  to aban-  
don  b l anke t  pay  r ise  demands  for all, a lbe i t  on condi-  
t ion  t ha t  its p resen t  wage  claim is me t  first. So t he re  
exis ts  a common  p la t form on  which Gove rnmen t ,  
employers  a n d  t rade  un ions  can  meet .  

The  cr i ter ia  for special  cons idera t ion  unde r  w a g e  set- 
t l ements  are  gene ra l l y  accepted.  The  wage  lift  for 
the  lowest -pa id  worker s  may,  as was  d o n e  for London 
dockers, be  combined  wi th  a gua ran t eed  w e e k l y  min- 
imum. The  yards t ick  of p roduc t iv i ty  can  be  appl ied  
to wages  in o v e r m a n n e d  industr ies ,  mak ing  it eas ie r  
to deal  wi th  redundancy .  Similarly,  the  e l imina t ion  
of "anomal ies" ,  t hough  it can be  made  to cover  a 
mul t i tude  of sins, m a y  in the  p re sen t  chas tened  mood 
do much good. 

The Problem of Earnings Drift 

There  remains  h o w e v e r  the  p rob lem of "ea rn ings  
drift",  the  exp lo i ta t ion  b y  p r e s su re  groups  of any  
ag reed  norm w h e t h e r  for wage  inc reases  in genera l  
or  for inducements  unde r  p roduc t iv i ty  and  redun-  
d a n c y  schemes, which has  p layed  havoc  wi th  p rev ious  
wage  "freezes" and  "squeezes" .  There  are  pe rhaps  
g rounds  for hop ing  tha t  this  p rob lem will  be  less 
in t r ac tab le  than  it has  been.  A h ighe r  u n e m p l o y m e n t  
ra te  in the  p resen t  winter ,  the  p o s t p o n e m e n t  of the  
ra is ing  of the  school- leaving age and  the  cuts  in  the  
a rmed  forces and  ~their effect on indus t r ies  work ing  
for them should  help  to p rov ide  the  m a n p o w e r  re- 
se rves  which some economis ts  deem essent ia l  for a 
successful  incomes  policy. A n  u p t u r n  in p roduc t ive  
e m p l o y m e n t  in  spr ing  will  m a k e  it eas ie r  to cope 
wi th  r e d u n d a n c y  in t he  coll ieries,  on the  ra i lways  
and  in the  dock.s. The t rade  unions  are  as keen  as 
eve r  to re ta in  the  v o l u n t a r y  pr inc ip le  for wage  set t le-  
men t s  and 'as k e e n l y  aware  of the  loss of s y m p a t h y  
t hey  h a v e  suffered a m o n g  the  publ ic  t h r ough  unof-  
ficial s t r ikes  and  indisc ipl ine  in essen t ia l  services .  

The pas t  record  un fo r tuna t e ly  is no t  reassur ing .  In 
the  t h r ee  y e a r s  f r o m ~ N o v e m b e r  1964 on, w h e n  the  
Labour  G o v e r n m e n t  took  over,  to the  deva lua t i on  in 
N o v e m b e r  1967 w e e k l y  wage  ra tes  rose b y  ove r  15 
pe r  cent,  compared  wi th  ,a cost  of l iv ing  inc rease  of 
11 pe r  cen t  a minor  pa r t  of which was  caused  b y  
h ighe r  ind i rec t  taxes.  Ac tua l  ea rn ings ,  in f la ted  b y  
over t ime,  p iece  ra tes  and  fr inge benefi ts ,  h a v e  r isen 
more  sharply .  W h a t  is mos t  d i sconcer t ing  is tha t  e v e n  
the  "s tandst i l l"  of Ju ly  1966 made  on ly  a t e m p o r a r y  
den t  in  t he  s t e a d y  u p w a r d  curve.  The  pe r iod  of 
" severe  res t ra in t "  s a w a s  s teep r ises  'as in  p r ev ious  
years ,  and  the  beg inn ing  of "modera t ion"  in  Ju ly  
1967 took the  l ine  of wage  ra tes  to w h e r e  i t  wou ld  
h a v e  b e e n  had  the re  been  no s tands t i l l  a t  all. Even  
if p r e sen t  pol icy  con t inues  unchanged  for the  six 
months  ahead,  as the  P r i m e  Min is te r  s ta ted  in the  
House  of Commons,  the  Confedera t ion  of Bri t ish In- 
dus t ry  fears  t ha t  ea rn ings  dr i f t  s upe r imposed  on  per-  
mitred w a g e  rev is ions  will  m e a n  a lift in ac tua l  earn-  
ings b y  71/2, 8 or e v e n  9 pe r  cent  b y  J u l y  1969. To- 
ge ther  wi th  the  cance l l a t ion  of bo th  t he  expor t  re- 
ba tes  and  the  Se lec t ive  E m p l o y m e n t  Tax  re fund  and  
premium,  this  would  wipe  out  a lmos t  all  bene f i t  from 
the  lower  s ter l ing ra t e  to Bri t ish expor t  industr ies .  

Wages and Export Prices 

Subs tan t ia l  expor te r s  h o w e v e r  t ake  a less g loomy 
view. They  t ake  h e a r t  from the  fact  th,at in  the  th ree  
yea r s  before  d e v a l u a t i o n  Bri t ish expor t  pr ices  rose b y  
71/2 pe r  cen t  only, ha l f  the  ra te  of indus t r ia l  wages  
t hough  twice  the  r a t e  of a v e r a g e  impor t  prices.  It  is 
indeed  doubtful  w h e t h e r  the  wages,  and  basic  wage  
ra tes  in par t icular ,  of one  coun t ry  d e t e r m i n e  expor t  
pr ices  to ~any rea l ly  s igni f icant  extent .  Rising wages  
were  absorbed  fa i r ly  eas i ly  by  Bri t ish expor te r s  in 
the  las t  few years  w h e n  p a y  ra tes  in o ther  European  
count r ies  also advanced .  The expor t ing  indus t r ies  are, 
a lmost  b y  definit ion,  the  most  compet i t ive  Bri t ish in- 
dustr ies .  They  are  also gene ra l ly  cap i t a l - in t ens ive  
wi th  a low labour  cost:  p roduc t  p r ice  ratio. It is of ten 
a rgued  tha t  t hey  need  a f lour ish ing  domes t ic  m a r k e t  
which bears  the  o v e r h e a d s  and  carr ies  expor t s  as a 
kincL of supers t ruc ture .  In m a n y  Bri t ish indust r ies ,  
however ,  a v e r y  d i f ferent  s i tua t ion  has  p r eva i l ed  in 
r ecen t  years :  A p ro tec ted  h o m e  m a r k e t  offered an  
easy  out le t  for the  bu lk  of output,  mak ing  expor ts  a t  
wor ld  m a r k e t  pr ices  less a t t rac t ive .  Wages  as 'a cost  
fac tor  are  compara t i ve ly  un impor t an t  to the  individ-  
ual  expor te r  if a cap t ive  home  m a r k e t  p rov ides  ade-  
qua te  outlets.  Spurred  on by  an  insuff ic ient  domes t ic  
demand ,  he  may  be  forced to forage  fa r the r  a field 
for orders  and  pay  more  a t t en t ion  to compet i t ive  
costs. Hence  the  G o v e r n m e n t  exper t s '  ins i s tence  on  
curbs  on  domest ic  consumption,  publ ic  and pr iva te ,  
and  on  s tab le  pr ices  and  wages.  

Important Time Factor 

As deva lua t ion  is bound  to lead to h igher  pr ices  (the 
T rea su ry  es t imates  the  ex t ra  cost  of impor ts  at  3 per  
cent} and  as, in  the  l ight  of exper ience ,  "modera t ion"  
canno t  be  expec ted  to las t  v e r y  long, it is obv ious ly  
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impor t an t  to  m a k e  the  mos t  of a n y  t ime lag b e t w e e n  

pr ice  r ises  and  wage  advances .  The  G o v e r n m e n t  
seems  to t ake  a ph i losophica l  v i ew  of the  r epor ted  
spend ing  spree  of Bri t ish consumers  (and Continental 
visi tors) .  Its immedia te  effect  of softening the sea- 
sonal  dec l ine  in bus iness  ac t iv i ty  is indeed  welcome,  
and  insofar  as fu ture  consumer  d e m a n d  is sk immed 
off, i t  may,  e spec ia l ly  if the  pred ic ted  "hard"  b u d g e t  
reduces  p r iva t e  spend ing  power,  wel l  r esu l t  in a d ry-  
ing-up of home  d e m a n d  jus t  w h e n  manufac tu re r s  h a v e  
la id  the  foundat ions  for an  expor t  expans ion .  W a g e s  
a re  in  this  con tex t  less impor tan t  t h a n  middle  class  
earnings ,  a fact  which pa r t l y  exp la ins  w h y  the  Gov- 
e rnmen t  is wi l l ing  to see  low wages  go up b y  as 
much as 14 shi l l ings  a w e e k  in the  y e a r  end ing  in 
Ju ly  1969 but  has  se t  i ts  face aga ins t  s imi lar  per-  
cen tage  inc reases  on  the  g round  of d i f ferent ia l  for 
h igher -pa id  workers .  

Wi th  the  t ime factor  so important ,  the  nex t  few 
months  will  be  crucia l  for the  success  or  fa i lu re  of 
the  Bri t ish incomes  policy.  If p roduc t ion  can  b e  m a d e  
to r ise  before  the  cost  of d e v a l u a t i o n  is felt  a t  t he  
re ta i l  pr ice  level ,  t he re  will  be  the  less need  to insis t  
on re lease  of h o m e  m a r k e t  resources  for export .  If 
the  impor t  bil l  can  be  cut  as the  resu l t  of  a cont rac-  
t ion  in Bri t ish consumer  spending,  expor t  ga ins  will  
h a v e  a more  p r o n o u n c e d  effect  on the  b a l a n c e  of 
payments .  The G o v e r n m e n t  m a y  the re fo re  be  ex- 
pec ted  to take  a l en i en t  v i ew  of wage  inc reases  
y ie ld ing  gains in p roduc t ion  and  to be  r e luc t an t  to 

i n t e r v e n e  aga ins t  wage  inc reases  if such ac t ion  
t h r ea t ens  to d i s rup t  product ion .  The  v e r y  impor t ance  
of expor t s  m a y  thus  lead to h i g h e r  wages  in  f ields 
of p roduc t ion  and  t r anspor t  l inked  to t he  expor t  t rade,  
and  if expor t s  inc rease  .at t he  same time, the  Gov- 
e rnmen t  is l ike ly  to l eave  wel l  alone.  

Incomes Policy at the Price of Political Unpopularity 

W h e t h e r  the  Bri t ish inf la t ion  has  b e e n  of the  cost- 
push  or demand-pu l l  t ype  is a moot  point .  Success ive  
G o v e r n m e n t s  h a v e  t r ied  to f ight  i t  on  bo th  f ronts  
bu t  la id  more  s t ress  on con ta in ing  demand,  chiefly 
because  the  occas ional  and r a the r  h a p h a z a r d  at tacks 
on the  w a g e  spi ra l  were  pol i t ica l ly  injur ious.  Br i t i sh  
Minis te rs  now speak  of an  expor t - led  boom, p a r t l y  
in the  hope,  one  suspects ,  t ha t  success  in expor t s  wil l  
help them to .avoid h a v i n g  to tackle t h e m s e l v e s  im- 
modera t e  and  harmful  wage  demands  b y  those  in a 

s t rong ba rga in ing  posi t ion.  Not  on ly  the  Trade  Un ion  

Counci l  but  the  Prices arid Incomes  Board h a v e  b e e n  

b rough t  in to p ronounce  on w h a t  should  be  Gove rn -  

men t  decisions.  The  Gove rnmen t ,  and  espec ia l ly  the  

Min is te r  of Labour,  h a v e  still  to p r o v e  t ha t  t h e y  a re  

de te rmined  to enforce  the i r  own  incomes pol icy  at  

the  pr ice of pol i t ica l  unpopula r i ty .  They  h a v e  u n d e r  

ex is t ing  law the  power  to de lay  w a g e  inc reases  for 

s ix mon ths  e v e n  if ag reed  to b y  the  employers  bu t  

sti l l  hes i t a t e  to use, and  e v e n  more  to augment ,  th is  
legal  power.  

C A P I T A L  AID 

The Indebtedness of Developing Countries 
by Dr Ulrich Jeromin, Hamburg 

I n the discussion about development aid increasing 
attention is being paid to the problem of the grow- 

ing indebtedness of the developing countries and to 
the question of whether and if so, in what circum- 
stances, these countries will be able to fulfil the 
obligations they have undertaken regarding repay- 
ment. In this regard it is possible to hold widely dif- 
fering views and to be either optimistic or pessimistic 
about the possibility of solving the problem. Apart 
from these two alternatives there exists yet another 
variant--a point of view which makes light of the 
problem or even denies its very existence. I 

Those who incline to this third view, far from casting 
doubts on the correctness of the available statistics, 
make them the very basis of the argument. As long 
as capi ta l  aid t akes  for the  mos t  pa r t  the  form of 
credi ts  no one  need  be, or in  fact  is, surpr i sed  t ha t  

t C o m p a r e :  Hans - J ( i rgen  P e t e r s e n : V e r s d m l d u n g  de r  Ent- 
w ick lungs l ande r  ( Indeb tedness  of the  D e v e l o p i n g  Countr ies) ,  In: 
Konjunk tu rpo l i t ik ,  12th y e a r  (1966), No.  4, p a g e s  223 and  fol- 
lowing.  

deve lop ing  count r ies  accumula te  debts .  I t  is un-  
doub ted ly  not  the  accumula t ion  of deb t s  in  i tself  t ha t  
causes  d i squ ie t  in bo th  credi tor  and  deb to r  countr ies ,  
bu t  the  debt  se rv ice  t h a t  resu l t s  f rom it. T h e s e  

p a y m e n t s  cons t i tu t e  an  add i t iona l  b u r d e n  on  the  

a l r eady  p reca r ious  fore ign exchange  s i tua t ion  and  

in t u rn  inc rease  sti l l  fu r ther  the  c redi t  r e q u i r e m e n t s  

of the  cap i ta l - impor t ing  countr ies .  

A Development without Risk? 

Such a deve lopment ,  i t  is po in ted  out  b y  those  adher-  
ing to the  above -men t ioned  thi rd  view, i nvo lves  no  

r isk as long as the  indus t r ia l  count r ies  are  p r e p a r e d  to 

g ran t  ne t  capi ta l  a id  suff ic ient  to ensu re  a sa t i s fac tory  

growth.  This  assumes  tha t  i t  will  be  poss ib le  for the  
credi tor  count r ies  to go on expor t ing  capi ta l  on  a 

s tead i ly  r i s ing scale  so as to cove r  no t  on ly  the  
deb tor  count r ies '  f resh r equ i r emen t s  bu t  also the  
se rv ice  on p rev ious ly  incur red  debts .  
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