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STATE ECONOMIC PLANNING IN A CAPITALIST SOCIETY:

The Political Sociology of Economic Policy in Britain, 1940-79

- Frank Hoover Longstreth

This thesis investigates the relationship between businesc and the
state in modern Britain by focussing in particular on the develop-

ment and attempted institution of forms of economic planning and

more generally on the formulation and implementation of economic
policies. In this effort it looks at changes in forms of representa-
tion, modes of procedure and patterns of state intervention in the
economy. It then attempts to characterise various shifts along all
three axes in terms of an oscillation between pluralism/liberalism

and corporatism/interventionism. A central theme is that the latter
programme has been relatively weak and poorly instituted in post-war
Britain, and most of the empirical detail is constructed around an
explanation of this phenomenon. The core of the argument here is that,
while relations between dominant and subordinate interests can be seen
as primary in the explanation of the politics of economic policy, rela-
tions between business sectors are also an important and necessary part
of that explanation. More specifically, the thesis attempts to document
the argument that relations between the industrial and financial sec-
tors have been marked by various lines of conflict, both actual and
potential, and that the latter have been structured by a particular
pattern of national economic development which has placed financial
interests in a position of economic and political dominance. As such
the introductory chapters trace out the historic roots of that dom-
inance and instances of intra-business conflict in the late 19th and
early 20th centuries. The main bulk of the thesis attempts to sub-
stantiate a case for their continued relevance in the period since
World War Two, focussing in greatest detail on the attempts at economic
planning and other forms of state intervention under labour and Con-
servative governments in the 1960s and 1970s. The weakness of the
corporatist/interventionist programme is then attributed to various
institutional, structural and political-economic features of the
relations between the state, finance, industry and organized labour.
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CHAPTER ONE

Introduction - Theoretical Framework

This dissertation addresses two principal issues. Firstly,
it offers a political-sociological account for specifically the rise
and subsequent career of interest in and attempts at some form of
national economic planning and more generally the formation and imple-
mentation of economic and industrial policy in postwar Britain. Sec-
ondly, much of this account concerns the relationship between dominant
socio-economic interests and the modern state in a capitalist society.
Neither of these problems could be adequately treated without also
considering the role of subordinate interests, most obviously organized
labour. However, in_part in order to focus the limited attention and
resources of the author and in part because recent work has already
dealt with the role of labour in considerable depth (see among others
Panitch, 1976, and Crouch, 1977), the latter will constitute only a
secondary theme in the present work.

Originally the project of this dissertation was inspired by a
reading of what is now commonly accepted as a minor modern classic,

Andrew Shonfield's Modern Capitalism (1969). Shonfield's work, first

published in 1965 at the height of the long postwar boom, was in essence
an explanation of what had gone right for the main capitalist political
economies, especially the European powers, in the Years since the Sec-
ond World War. His account of this success and future pProspects was
fundamentally optimistic, depicting the underlying conditions as "more
favourable than at any time in the history of capitalism (p. 63)" and

conceiving no necessary reason why the boom-slump "patterns of the past”



should reassert themselves. As an explanation he stressed three main
economic factors: steadier growth, rapid gains in productivity and a
more equal distribution of income. However, it was particularly
the acceleration in technological innovation and the commitment to
full employment that struck him as distinctive features of the new
order. Moreover, his appreciation of the development of means of
conscious regulation and innovation of new kinds of political insti-
tutions and practices more than anything was responsible for his
whiggish prognosis. Among these he included the increase of govern-
ment influence and expenditure, the growth of public welfare, the
taming of the "violence" of the market through government-business
collaboration, the expectation of and political commitment to steady
growth in real incomes and finally the "pursuit of intellectual co-
herence" most obviously manifested in the emergence of long-scale
national planning of the economy (esp. ch. &4). In fact it was really
the political institution of the latter as a means of "controlling
the boom" that as a British author constituted his primary concern.
My own research began a year after the postwar system finally
came tumbling down, that is if one dates the oil crisis of 1973-74
as the final blow to an already teetering edifice. As such the pres-
ent work ismuch more an explanation of what has gone wrong, although
unlike Shonfield I will be exclusively concerned with one of the
weaker of the major capitalist nations. It is no less than a terrible
irony that all of the political institutions and practices identified
by Shonfield above as the basis for his favourable view of the pros-
pects for democratic capitalism have been brought into question if
not disrepute in the last decade or so. Although I too am primarily
interested in political institutions and practices, the following

account will again unlike Shonfield be essentially pessimistic in



tone both as regards the past and, although I will refrain from
predictions, the future. It is not my intention in this introductory
chapter tc rehearse the recent debates on the nature and role of the
state in modern capitalism, the representation and influence of the
major socio-economic interests and similar issues usually associated
with the topic of corporatism. This has been done well and often
enough elsewhere, although I will return to these issues in the con-
clusion at least as regards the implications of the analysis presented
here. For the moment I will simply introduce some of the concepts
that will be employed in later chapters as well as the analytic
framework that has served as a heuristic guidé to selecting and organ-
izing the rather large bulk of material contained in subsequent chapters.
The concept of organized capt aiism, although first employed
by Hilferding as early as 1915, has hardly been developed since that
time. This is in part because of its association with Hilferding's
evolutionary and deterministic model of capitalist development but
more particularly because of his polemical use of the concept as a
justification for social democratic practice in Germany during the
period of the Weimar Republic. What is immediately notable is the
similarity between the analyses of Hilferding and Shonfield, despite
the gap of half a century between the publication of the two works,

Finanzkapital and Modern Capitalism. Both authors depicted a stabil-

ization of capitalist production, i.e. the taming of financial and
economic crises, and linked this to specific organizational features
of a "modern" political economy. However, the sense in which I will
attempt to develop a model of organized capitalism (or its absence)
follows the usage of the term in a recent collection of articles
edited by H.A. Winkler (1974).in that it eschews any claim that the

tendencies towards crisis have been finally eliminated. Here it refers



to a number of processes appearing most explicitly in Germany but

also with considerable variation in other major capitalist nations

in the period 1870-1914, which mark out a break from the liberal or
competitive capitalism of the 19th century. Following Kocka (in ibid.)
T will designate the main aspects of this period as follows: 1. on

the basis of rapid but unbalanced economic growth and the development
of new productive forces, the emergence of the modern corporation,
syndicates, trusts, cartels and other forms of suppressing "free
competition” and the interlacing of industrial and banking capital

in a form which Hilferding temmed "finance capital;" 2. the emerging
separation of ownership and control functions, including here the
development of "scientific management," new forms of specialization

and increased bureaucratization; 3. related changes in social structure,
including the growth of new managerial and white collar strata, especi-
ally in the sectors of commerce, finance and services; 4. the devel-
opment of organized class conflict through both extensive unionization
and the largely responsive growth of employers' associations; 5. the
elaboration of new and more active forms of state intervention in

the economy; 6. imperialistic expansion and the intensification of
international rivalries; 7. developments in the political sphere,
including new styles of administration and the growth of the mass
party and 8. an associated ideological shift with a new emphasis on
science, organization, efficiency and planning.

The utility of this approach lies in a particular and in some
senses negative or counter-factual application to different national
and historical contexts. For, as I will explain more fully in the
next chapter, it is precisely the absence of the characteristics
of organized capitalism outlined above (at least as regards this in-

itial period and in some cases for much longer) that helps to explain
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the particular pattern of British economic and political development.
When this model of organized capitalism is married to notions of the
features of early and late development, derived mainly from the brief
but influential work of Gerschenkron (1962), one has the beginnings

of a heuristic for the comparative historical study of the political
economy of modern capitalism. However, it should be re-emphasized
that this is not an evolutimary or deterministic account of political
events and processes. The relationships, institutions and structures
established in the late Victorian and Edwardian periods did not fix the
contours of the British political landscape for all time. It is only
in so far as one can establish the conditions for their reproduction
that a case can be made for their persistent influence, and, conversely,
any transformation in those conditions should point to significant
changes in political relations and the opportunity for pursuing differ-
ent political-economic strategies.

The above considerations relate primarily to the background and
point of departure for the present study. As such these issues will
enter into the argument specifically in the next chapter where I will
consider the relations between industry and finance, the institutional
development of both and their relation to the state and the pattern of
economic policy. More explicitly the appreach adopted here has been
informed by a critical appreciation of recent debates in political
sociology in reference to democratic capitalist societies on the form
and significance of interest representation (especially concerning the
rise of neo-corporatism), Marxist explanations of the nature of bourgeois
dominance, the pattern of state-economy relations and more specifically
the characteristics of state intervention and finally on various features
of the modern state itself, in particular its institutional structure,

modes of access and influence including but not limited to patterns of
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interest representation and the various rules or modes o1 procedure
that guide decision-making with speciiic reference to economic and
industrial policy. Wnile this dissertation is primarily descriptive,
one issue that is pertinent to these debates will feature throughout
the foliowing pages, namely the relation between the industrial and
financial sectors in Britain. The view that the "separation" of industry
and finance retains a lasting significance, as well as that tnhe pattern
of relations between the two within the "dominant bloc'" has remained
one in which financial capital is the pre-eminent partner, obviously
derives from Poulantzas's arguments concerning the two aspects of
capitalist hegemony, i.e. first,the constitution of a dominant power
block and, second, the presentation of tue interests of that bloc as
those of the nation as a whole (Poulantzas, 1973, esp. pp. 77-98).
However, these dual tasks should not be taken in any sense as auto-
matically or spontaneously fulfilled. Both the constitution of a
dominant bloc and the presentation of its policies as the national
interest occur on the contested terrain of the state, and as such both
are problematic. Even a fair degree of success in this area, the
construction of a "hegemonic project} by no means guarantees that the
policies pursued are the "right" ones in terms of the reproduction of

a capitalist social and economic order, a point to which I will return
below. Thus, the use of this terminology does not mean that I have
taken on the entire baggage of Poulantzas's epistemological and theoret-
ical position. If I use the term "fractions" rather than the more con-
ventional elites, it is because this evokes the sectoral conflicts

and alliances which I see as essential to understanding tne political
practices of the dominant class and the formation of economic and in-
dustrial policy.

The issues delineated above, namely the cleavages and alliances

within the dominant class and tneir relationship to both the demands
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and pressures from subordinate groups and the economic and industrial
policies actually implemented through the political process, will con-
stitute the main substantive tnemes of subsequent chapters. Although

this dissertation is an overwhelmingly empirical work, I will draw here
certain other distinctions which, while remaining mainly in tne background
of the discussion, have guided the presentation of much of the material
and which will be referred to explicitly in later chapters as regards

the development ot particular policy areas. On this basis I will briefly
distinguish three dimensions ot the analysis which, while generally
treated as part ot the same historical process, can be seen as analytically
distinct, namely representational inputs, modes of procedure for policy-
formation and types of state intervention or economic policy outputs, and
through this presentation introduce some of the subsidiary themes ot this

thesis.

As regards the first dimension of this framework, namely the

political representation of socio-economic interests, this issue is
inevitably tied up with the revival of corporatist or moré exactly
neo-corporatist approaches of the 1970s. Since the publication of
articles by Schmitter (1974) and Pahl and Winkler (1974) the literature
on this subject has mushroomed, and the concept of corporatism has
becomé increasingly diffuse. Although Schmitter offered a relatively
contained operational definition of corporatism as a system of function-

al interst representation and regulation, Pahl and Winkler and later

e o e —

Wwinkler (1976) introduced a different meaning into a politically

receptive British audience, namely corporatism as a system of state
control over the private sector. Subsequently, the term has also
veern applisd to patron-client relationships hetween state agencies
and the recipients of their services, especially in the fields of
social policy and public welfare (Cawson, 1978, and Offe, 1981).

In the following chapters I will use the term corporatism and
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related concepts in the narrower sense discﬁssed above, théf ié,
referring to functional forms of interest representation and regu-
lation of major socio-economic groups. In the British case I would
agree with Jessop (1979) that corporatist forms of representation
nave always been subordinated to the parliamentary system, that the
typical articulation has been one of "tripartism” where the latter
has had a rather narrow issue focus, mainly within the realm of

what is known in German as Oxdnungspolitik and Kon junkturpolitik,

that is policies of economic stabilization. Thus, the impetus for
the institution of functional forms of interest representation has
typically been such concerns as economic restructuring, planning,
labour training and industrial conciliation and incomes policy. Even
in the 1930s radical advocates of corporatist representation_saw it

as subordinate to parliamentary rule. In terms of this thesis I

will be concerned primarily with sub-species of corporatism as they
apply to relations between business and govermment. In a descriptive
sense I will attempt to substantiate a specific periodization of func-
tional interest representation for the British case in which the main
differentiating factors include the degree and mode of formalization
or institutionalization, the use and extent of sanctions, whether the
latter have a statutory basis or rely on some form of "moral suasion,”
and the degree of compulsory as against voluntary membership.

The second axis of différentiation in this work is the mode and
oxtent of state intervention. Of course, even the use of the term
state intervention presumes an initial separation between the state
and the economy. The logical derivation of this separation has been

a focus of the German Staatsableitung approach (see Holloway and Picc-

iotto, 1978). For my own purposes I will simply assume that the
state in advanced capitalism is fundamentally divorced from the
accumulation process. Alternatively, in the terms employed by Lind-

blom (1977), there exists an area of market controls separate from
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and impinging upon polyaréhal.controls. Thus, thié recoéﬁié;gé fﬁaﬁ |
even laissez-faire implies a specific relationship between the state
and the economy of an initially active sort (Polanyi, 1957), I will
use the term state intervention to apply to any attempt to modify or
subvert the "free play" of market forces. Quite obviously many such

efforts, as in the area of Ordungspolitik mentioned above, are asso-

ciated with the development of forms of functional interest represen-
tation, especially since such interests are typically obliged to admin-
ister those policies at least in part. The role of incomes policy is
usually seen as central in this relationship, and, although this will
constitute one theme of the present work, much of my concern will be
with economic and industrial policy in the sense of industrial restruc-
turing and other forms of limiting or modifying competitive market
relations. The different factors included in the periodization of
state intervention are whether it is ad hoc and responsive to specific
crises or generalized and initiatory, the extent of compulsion and

the use of sanctions/statutory controls as against fiscal incentives,
subsidies or other informal instruments and the degree to which such

policies are co-ordinated by a central political authority or concerted

through corporative agencies, autonomous associations, non-public
institutions or private firms. However, my focus will be somewhat
wider in that I will treat these specific policy areas in the context
of and in terms of their articulation with the macro-economic frame-
work that various governments have employed. The relation and

tension between such Ordungspolitische issues and macro-economic

policies as well as the implications and effects of both of the above
on the forms of interest articulation and the converse consequences of

the latter thus constitute other significant aspects of this dimension.
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As this dissertation is primarily about attempts (however restricted)
at economic planning, I will refer to the shift away from liberal con-
ceptions of .the role of the state in the economy, or in Winkler's terms
the move from facilitative to supportive or directive activity.
However, contra Winkler (1976) a central theme will be the limits,

both political and economic, on the state as a directive or planning

agency.

The final dimension informing the present analysis is based on
Offe's (1975) distinction between different sets of decision-making
rules or modes of procedure within+the state administration itself as
applied to its economic activities and related policies. He proposes
three "logics" of policy-making: bureaucracy, purposive action and
consensus, which correspond to different modes of action. The bur-
eaucratic mode of operation follows from Weber ‘s ideal type and cor-
responds to the formal activities of facilitation and support outlined
above in the sense that these involve the application of the typical
resources of the state, law, money and administration, within a
formal and universal framework. Bureaucracy in this sense is pri-
marily oriented towards inputs, legal and political directives from
above, that is the application of general rules and specific political
commands, which is both its main advantage and greatest limitation.

The institution of a purposive-rational or technocratic mode of

procedure involves a shift towards output, that is, "an activity

is ‘'adequate' not if it conforms to certain established rules and pro-
cedures, but mainly if it leads to certain results (0ffe, 1975, p. 14)."
In effect this amounts to the state administration adopting the practices
of modern corporate planning but with a major drawback. For a bus-

iness firm the central goals, e.g. the price or quantity of a certain

commodity, can in a formal sense be derived from the market relations
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in which the firm is imbedded. No such automatic mechanism exists
to inform the eccnomic operations of the state. Purposive ration-
ality must presume its ends in order to be effective; it is a purely
instrumental strategy. In a political system those ends are inevit-
ably determined politically whatever recourse is made to technocratic
problem-definition. Having said that the adoption of supportive and
directive activities would seem to at least encourage the attempt at
developing technocratic modes of procedure, since relying on input-
oriented bureaucratic administration is bound to have negative con-
sequences or inconsistent results from the point of view of actively
sustaining conditions of accumulation.

The third mode of operating is to establish forums for consen-
sus-building or the concertation of immediately affected interests.
In the context of the present discussion this involves the use of
corporatist or similar agencies as a mode of procedure as well as a
form of interest representation. The problem here is similar to that
mentioned above; there is no necessary relationship between decisions
made by reference to consensus and the wider rationality of the econ-
omic activities undertaken by the state. As with technocratic forms
of procedure consensus-based decision-making would apparently corres-
pond with the development of supportive and directiwe roles, especi~
ally in so far as substantive activities affect particular socio-
economic interests. However, none of these different approaches should
be seen as in any sense functional to a particular stage of develop-
ment of capitalism or a particular type of state activity. Neither
is the adoption of a specific procedure or mix of several likely to
be adequate. Indeed, a point to which I will return is the degree to
which the institutionalization of different procedures in separate

departments contributes to the fractionalizing of the state adminis-
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tration itself, i.e. the way in which the adoption of different terms
of reference as well as the representation of divergent socio-econ-
smic interests introduces strain and conflict within the state.

As a final point to this section one should note that these
three dimensions, while analytically distinct, tend to overlap con-
siderably in any concrete historical conjuncture. As such this typol-
>gy (as with much of the previous discussion) should be seen as
a set of considerations which have informed what is by and large
a historical analysis and not as a set of propositims to be tested
or an analytical shema which will be rigidly adhered to throughout
this dissertation. The reason for elaborating it at this point is
to introduce some concepts that will be employed in subsequent chapters
and to indicate the points where a primarily discursive account inter-
sects with theoretical issues of current debates. In a broader if
looser sense another theme of the present work is related to these
considerations, namely the occilation in modern British political
economy between forms of liberalism and forms of corporatism/inter-
ventionism in the relations between the state and the economy/economic
interests. By the former term I mean the attempted restriction of
state activity to facilitative modes, the
reliance on parliamentary forms of representation and the pre-eminence
of bureaucratic decsion-making, especially where the latter takes as
its reference point the subordination of the state to commodity rela-
tions, i.e. doctrines of "fiscal prudence," financial responsibility,”
and "monetary control." By the latter term I am referring to the
development of supportive and/or directive modes of state intervention,
corporatist or tripartite systems of interest representation and their
articulation with technocratic and/or consensual modes of procecdure,

where the latter is typically allied with a "productivist" orientation,
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i.e. a concern with productivity, growth and unemp"loy'ment as

specific aims of economic and industrial policy. As I will clarify

in later chapters the relative weights of different economic interests
and social and political forces will constitute a central focus

in the explanation of the political condidtions of existence for

these shifts between corporatist and neo-liberal programmes.

The varioué thémes outlined above are raised within an argument
that is essentially historical and thus presented chronologically. As
such Chapters Two and Three introduce the case for the significance
of the particular path of British economic and political development
and the long-term importance of the sectoral conflicts and alliances
referred to above. Chapter Two outlines the relationships that defined
the classic liberal system of the late Victorian period and the challenge
to that system posed by economic and political developments of the early
twentieth century. As described by the term "free trade imperialism"
this system invovled the institution of an "arm's length" relationship
between the industrial and financial sectors, the persistence of the
family firm, the de facto alliance between staple exporters and a financial
sector oriented towards internmational trade and the political predominance
of the latter through the explicit commitment to free trade and the
operatims of an international monetary system based on the gold standard
and centred in London. The Tariff Reform campaign within the Conservative
Party is then described as the first hint of the breakdown of this system,
and the ensuing conflict is analysed in terms of both its sectoral compo-
sition and its political limitations. Chapter Three picks up the same
themes in a discussion of the inter-war period. After charting the
attmpted revival ot the pre-war monetary system, I look at its implications
in terms of secotal conflict and the emergence of alternative programmes
within industry and the lubour movement. In contrast to other inter-
pretations, especially Middlemas (1979), I emrhasise the limited
nature of the coporatist challenge and the restructuring of economic

and political relationships that occurred in the 1930s.
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Chapter Four investigates the rise and fall of the system of
war-time planning or "supervised sel.-government" of industry. Labour's

attempts to synthesise this experience in a Programme of "democratic

planning" are then examined along with the reasons for the failure of

the latter. Chapter Five charts the revival of neo-iiberalism in

the 1950s in terms of the resurgence of the City as a major political
force, the renewal of Bank and Treasury control, the restrictions

placed on demand-management Keynesianism and the decline of direct

links petween industry and the state. Having outlined the emergining
conflicts and problems that acompanied "Conservative liberalism" I

look in Chapter Six at the origins of the shift towards ®*indicative
planning" and "neo-coporatism” in the 1960s, focussing on the key role

of major industrialists. Chapter Seven discusses Labour's attempt

to imstitutionalise this alternative programme of tripartism, growth,
sectoral intervention and incomes policies. The failure of this pro-
gramme is attributed to the dominant position of the financial sector

and the increasingly unstable basis for policies of industrial consensus
given the exposed position of the British economy and the growing importance
of a distributional conflict between industry and labour. In Chapter
Eight I return to some of the structural and institutional themes raised
at the beginning and look at the predominant post-war trends in the in-
dustrial and financial sectors as well as their inter-relations, highlight-
ing the economic basis for increasing severity of the political conflicts
of the 1970s. Chapter Nine reviews the attempts on the part of the Heath
government to break out or the post-war stalemate in the direction of
liberalism. In Chapter Ten I investigate the revival of the neo-corporatist
programme under lLabour and the rapid undermining of the same through

the combination of the monetarist conversion of financial markets and

the inability of the government to overcome the distributional conflict

that now dominates industrial relations. This analysis sets the stage

for the final break with the post-war system represented by the Thatcher
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government by emphasising the extent to which Labour had already retreated

in a similar direction. In the conclusion I attempt to bring togther the

main themes of the narrative in explaining the nature of the present

impasse in British politics.

To summarize briefly these are the main themes that will

be pursued in the course of this dissertation: 1. the relations

within the dominant socio-economic class, in particular between what

I will designate as the two main "fractions,"” banking and industrial
capital; 2. related to the above, the structural and institutional
features of these two main interest groups, especially as regards

their relationship with and mode of access to the state and as prem-
ised upon economic relations carried over from early Bfitish devel-
opment; 3. changes in the patterns of interest representation and

modes of procedure within the state system and 4. the relationship
between state economic intervention and the process of capital accu-
mulation, where the latter concerns not merely profitability but the
broader issues of productivity, competitiveness and ecoromic growth

as well as features specific to the position of financial markets

and institutions, in particular the roles of sterling, financial

crises and government borrowing. These various, if not too disparate,
themes will, I hope, be woven together in a reasonably coherent account
of the rise of and limitations on state economic planning in partic-
ular and more broadly the patternm of government economic and industrial
policies in relationto the role and influence of dominant and subordinate

classes in the modern British context.
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SHAFTER TWO

The: Decadence of British Capitalism, 1870-1914

what is remarkable in this vast movement [ihe British railway
boom of the 1840g) is that the great leaders of the financial
world took no part in it. The mighty loan mongers, on whose

fiat the fate of kings and empires sometimes depended, seemed

like men who, witnessing some eccentricity of nature, watch it
with mixed feelings of animosity and alarm.

Disraeli, zndymiop, Ch. 58.

3ritain was cf course the first industrial nation, and by the mid-
i%th century British industrial development was admired, feared and
¢-nlated by all countries aspiring to maintain their position in a
r:pidly changing world. However, Britain's position as the first
country to undergo capitalist industrialization imposed a distinct and
largely unique path of development; one which was not so widely imitated
and which had lasting and in many respects detrimental consequences.

The chief "peculiarity of the English" was that noted by Disraeli in

the above passage: industrialization was a piecemeal, unplanned process
based largely on the reinvestment of accumulated family fortunes into
small and highly competitive private businesses. The capital require-
ments of the early period of industrialization were small, the technical
innovations fairly simple and the process itself spread over a relative-
ly long time-span (Landes, 1970, ch.2). In consequence there was no

need for the development of centralized credit institutions for the
funding of industrial investment, and the financial and industrial

Sectors prospered on the basis of a distinct, somewhat distant rela-
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ionship which continued well into the 20th century. As expounded in
one influential article:

The industrialization of England had proceeded without any sub-

stantial utilization of banking for long-term investment pur-

poses. The more gradual character of the industrialization
process and the more considerable accumulation of capital, first
from the earnings of trade and modernized agriculture and later
from industry itself, obviated the pressure for developing any
special institutional devices for the provision of long-term
capital to industry (Gerschenkron, p.l4).

This is not to say that the financial sector of Britain was in
any sense backward or underdeveloped. In fact the "financial revolution”
of the 19th century took hold first and most completely in the British
Isles. The rise of the great discount houses and joint-stock com-
mercial banks established a firm base for the provision of credit by
concentrating the various savings of the growing middle class. But,
the banks avoided the "unorthodox™ policy of borrowing short and lending
long at least in the domestic market; as their deposits were short-
term so were their loans, and industry in this period was quite content
to rely on retained earnings as the chief source of investment funds with
the stock market playing a secondary role. The merchant banks and dis-
count houses were in the business of longer -term finance, but, as they
had grown and prospered initially on the finance of foreign trade, their
sights remained firmly fixed on the possibilities abroad, avoiding
entanglement with domestic industry, which was in any case unnecessary
and undesired. Thus arose the particular pattern of British development
which proved so crueial in later decades, the country banks available
for the finance of short-term commercial credit but avoiding any long-
term investment and the fimancial houses of the City with an almost
exclusive overseas orientation (landes, 1970, pp.74-5 & 205-6).

On the Continent by way of contrast the very backwardness of the

credit structure, the late entry into the development process, the lack
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of gradually-accumulated family capital and the need to play catch up
ball in a period when the initial investment demands of industry were
steadily rising, all conspired to create the need for a more highly
organized and adventurous financial sector. The particular institu-
tion developed to cope with the pressing need for industrial credit was
the joint-stock investment bank. While the first successful example of

this type of financial institution was the Société Générale founded in

Belgium in 1822, it was only in Second Empire France that investment
banking found its most fertile soil. The prototype of the new generation

of banks was the Crfdit Mobilier founded by the fréres Pereire in 1852.

fmile and Isaac Pereire had been active adherents of the Saint-Simonian
brotherhood, although more interested in its economic as opposed to
political or religious doctrines. In particular they were influenced
by the SaintsSimonian critique of French finance and attempted to put
into practice the society's notions concerning the "mobilization of
credit” and the "marriage of industry and finance." Louis Bonaparte

chartered the Crédit Mobilier as part of his "industrial coup d‘état”

against the conservative financiers of the hautes maisons, the most

notable of which was the house of Rothschild. The latter institutions
had been the banking elite of France, the bulwark of petit-bourgeois
capitalism, tied politically to the July Monarchy and unfavourably diss
posed towards industrial investment. James de Rothschild had previously
acted as the chief supporter of the Pereire brothers, but whether for
political or personal differences the latter had fallen out with him
during the republican interlude and with their new-found patronage

began one of the great rivalries of the epoch of capitalist industrial-
ization, one which virtually transformed the economic landscape of

Europe (Cameron; Landes, 1956 and 1970, pp. 205-210).

The Cr€dit Mobilier and other new corporate banks which merged
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commercial and investment activities engaged in the finance of large-
scale industrial projects of the Second Empire, railroads, canals,
factories, ports, etc., filling the gap in the credit network which
remained unnoticed and unchallenged across the Channel for the next
three-quarters of a century. However, they also, perhaps more signif-
icantly, engaged in similar projects in other Continental countries,

fostering numerous offspring in their own image. The Crédit Mobilier

participated in the founding of the Darmstidter Bank in 1853 which in
turn played a key role in German industrial developement. Following
this success the Pereires moved into Austria to help finance the state
railway system but were quickly followed by the Rothschilds, who set up

the Kreditanstalt largely it seems to exclude the rival firm. The

princes of haute finance thus adopted the form of the new instituions

in order to maintain their privileged position in French banking, and
thereafter the two groups competed in setting up rival companies or
projects in Spain, Switzerland, Italy, Russia and Turkey. As a result
the total export of French capital in the period of 1850 to 1870 con-
stituted something between 4 and 4 of net realized savings, a proportion
unequaled even by Britain during the heyday of the Empire. Whether or
not this was detrimental to French economic development, it created a
pattern of industrial finance distinctly different from the British
model (ibid.).

After the failure of the Crédit Mobilier in 1870 and the fall of

the Second Empire investment finance gave way to the more conservative
joint-stock deposit banks in the British mold, as exemplified in the

Crédit Lyonnais. A legal distinction was now drawn between banques de

de2§ts and banques d‘'affaires with the former involved in the collection

of personal savings and the latter in commercial finance. The Bank of

France now played the crucial role of organiging the credit system,
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mainly by offering generous rediscounting facilities to the private

banks. French industry developed increasingly along British lines

with a preponderance of small, family-owned and self-financing firms

and a similarly slow rate of industrial growth. The tinancial secto:
turned increasingly towards foreign finance, although by then it was geared
primarily towards government loans rather than private industrial pro-
jects and with § of the total going to Russia by 1914 (Clapham, p.388

and Feis, ch.2).
Meanwhile, the seeds sown by the Crédit Mobilier across the Rhine

brought forth fruit thirty-fold. The universal banks whih emerged in
Germany especially after 1870 combined the functions of an investment
bank with the more traditional activities of the commercial banks,

They thus rested on a more secure basis than the Crédit Mobilier "with

its enormously swollen industrial portfolio, which greatly exceeded its
capital, and its dependence on favourable developments on the stock
exchange for continuation of its activities (Gerschenkron, p.13)."

They developed close relations with industry , financing heavy capital,
promoting joint-stock enterprises and buying up shares during a crisis
to maintain their price and prevent bankruptcy. Pre-financing became
the normal mode of offering credit, i.e., the banks provided investment
funds through initially short-term loans which were renewed indefinately
until accumulation allowed for a new capital issue. These securities
were then placed in the banks' branches consolidating or replacing the
debt. The banks collected savings and organized finance thus "mobili-
zing credit” 1in a country chronically short of this resource. The
concentration and centralization of benking capital in the last decades
of the 19th century facillitated a parallel process in German industry
resulting in the intimate relations between the two sectors noted by
Rudolf Hilferding in his classic work, Das FinanzKapital (1968). Often

even new firms were constructed as joint-stock corporations at the



-26-

iritiative and with the heavy participation of the major banks. The
Grossbanken were thus not merely the agents of finance but often
controlling owners, and,while they competed actively for deposits,
combination and market carve-up were the rule in their field of opera-
tions, hence the term “organized capitalism.” Given the subordination
to Zomestic industry, the lack of a rentier class, the protectionist
attitudes of the politically dominant Junkers and the chronic lack of
capital, foreign investment in the period up to 1914 was minimal.

what carital export that did take place was closely vetted by the state
which, increasingly nervous about the lack of a German empire to match
that of the French or English, ensured that all foreign investments had
a direct political pay-off and did not finance the possessions or allies
of its national rivals (Gerschenkron, pp.l13 and 43, Hu ', eh.2., Feis,
chs. 3 & 6, & Winkler, H., pp.9-57).

The British pattern of financial development was thus quite
distinct from that of the Continent (with the partial exception of
France after 1870). In particular, the dominant institutions of the
City had emerged out of the web of international trade and were oriented
primarily towards that market. The joint-stock banks, while not directly
involved in overseas finance, none the less never developed an investment
function with regard to domestic producers (not that the latter wanted
such services) and were moreover indirectly subordinated to the financial
houses through the complex network of the flow of money between insti-
tutions. The new issue market, invthe words of one historian of the
period,

was strongly oriented towards foreign lending, largely because

of the evolution of the issuing houses from merchant banks con-

nected with foreign trade. The British lenders, living in that

age of secure value of money (after nearly a century of predom-
inantly falling price levels)and lacking the floods of British

government bonds which decended upon them subsequently in two

world wars, seem to have had an apetite mainly for bonds, and
to have demanded a rentier's ratg of return rather than that of
an entrepreneur (A.J.Brown, p.56).
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The international direction of British finance was illustrated in
the fact that by 1913 "nearly half of the international investments of
the world were British owned (ibid., p.47). Of the British total
of overseas' investment in that year the Empire absorbed around 47%,
a proportion which was still increasing up to the eve of the First
World War (Pollard, 1970, p.21). In consequence, one may say that
City institutions were primarily interested in the promotion of world
trade and long-term foreign investment. This was primarily portfolio
investment, although much of it was tied up in industrial construction
associated with the cheaper movement of primary goods, especially rail-
road construction which accounted for as much as 40% of the total even
as late as 1914 (Kemp, 1969, p. 193 and Strange, p.140).

The growth of foreign holdings in the period from 1875 to 1914
did not, however, necessitate an increase in the actual transfer of
resources through capital export as the latter was more or less
balanced by the inflow of income from those investments. In net terms
there was no overall growth of capital export, so in effect foreign
investment could be viewed as a self-expanding block of capital,
Nevertheless, as Barratt Brown points out there was no necessity in
reinvesting foreign income back overseas. This seems more surprising
given that the rate of return on home investment was apparently higher
than on that for overseas ventures (Barratt Brown, 1974, ch.8). Two
explanations have been offered for this paradox. Strange argues that
on the basis of the high proportion of industrial investment in the
overseas total one should see the City as playing an essentially
managerial role at least on an international level. A managerial
ideology would presumably explain the remarkably patient attitude as
regards the return on capital export, i.e., financiers had a preference

for capital growth over current yield. Strange associates this
ideology with the "top currency” position that sterling exercised in



-28-

this period over world trade, as the holders of that currency had a
basic interest in consolidating their world-wide position, regardless
of the cost of certain lost opportunities in the home market. Thus,
the City in this view acted as an investment banker with regard to
its formal and informal empire overseas, while it avoided precisely
those same sorts of commitments in the domestic industrial sector
(Strange, p.l41 and Feis ch.l.).

Barratt Brown argues on the other hand that this investment
should be viewed as that of a rentier fraction of the capitalist class.
He emphasizes that "about half of the capital investment consisted of
loans to governments or to mixed public and private enterprises.” He
catagorizes railroad investment along with public utilities as social
overhead capital, which together constituted some 70% of the total and
often was backed by state guarantees, whether or not these were broken
in practice. British foreign investment was somewhat different from
that of Germany or France, as the latter was typically in the form of
loans from one government authority to another, but all had a similar
object, namely security of income (Barratt Brown, 1974, p.173). His
argument is more convincing in that state-backed portfolio investments
can hardly be compared to the sort of risk-taking entrepreneurial
activities that characterized the German Grosstiinken, for example.
British capital was, rather, dominated by a rentier fraction of the
dominant class, and the economy consequently began to develop in a
direction that suited the ideology of that prevailing fraction.

Strange does make a convincing case for the importance of the
world role of sterling during this period as a force influencing the
structure of British development. She uses a model of currencies
which emphasizes political and financial interrelations, in particualr

the political preconditions for the world use of a currency and the

consequent restrictions on the issuing state. She distinguishes four



types of currencyj first,a master currency, which applies to the
situation when an imperial state imposes its monetary system on a sub-
crdinate country severely limiting the latter's monetary autonomy.

Second, a diplomatic or negotiated currency, existing when the issuing

state has lost its position of outright political dominance and must
bargain over the terms of its use. Such declining currencies, like sterling
or the dollar in the recent past, must offer inducements to prevent
reductions in the holdings of former colonial or semi-colonial poss-
essions. The issuing country, moreover, has a limited array of
coercive weaponry, mainly devaluation or the sequestering of funds,
which can in any case only be used in moments of crisis and even then
only at the cost of further decline in currency's use. A top currency
is simply one favoured for international monetary transactions, but

its main consequence is that "it induces a peculiarly developed sense
of responsibility towards the intermational economy (Strange, p.5)"

A top currency thus circulates outside the area of the issuing country's
immediate political control, a role performed by sterling in the 19th
century and by the dollar in the twenty or twenty-five years of mon-
etary stability that followed World War Two. lLastly, a neutral
currency originates in the strong economic as opposed to political
conditions of the issuing country. It none the less does have specific
political effects in that its use forces the home country to submit to
monetary movements outside its own control thus giving it a strong
interest in international monetary stability. The Deutschmark,

Swiss franc and the Eurodollar exemplify this type of currency in the
modern period, especially the latter as it is outside the control of
any one state and subject to quite violent international movements

(Strange, ch.l).
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As Strange constructs the model, these various functions
are not mutually exclusive; the same currency could have different
roles concurrently. Thus, sterling was the top currency during
virtually the whole of the 19th century and the 20th in the period
up to the First World War, its use being virtually coterminous with
the extension of commodity relations around the world. At the same
time the pound had a master currency function in the countries of the
Smpire, that is, its use was imposed on the subordinate colonies and
semi-independent Dominions. Significantly, this process of establishing
sterling as the master currency took a surprisingly long time. 1In
British West Africa and India a British-managed currency was not
installed until the 1890s, in Hong Kong not until World War I and in
Tast Africa not until 1920. The period of the extension of both the
master-and-top-currency status was thus coincident, indicating the
interrelatedness of the two processes. As Strange summarizes,

the political process of acquiring an empire and the financial

process of acquiring an international currency were highly inter-

active. So large an empire could not have been so quickly and
cheaply acquired without the incomparable asset of a strong,
internationally-used top currency. But, at the same time the inter-
national use of sterling as top currency was greatly extended,

and invisibly and unobstrusively supported, by the political

power and influence exercised by Britain over so large a part of

the globe (ibid., p.47).

The key interconnection between the international financial
system and the British domestic economy was the gold standard which
governed a superficially stable but essentially contradictory and
contingent system. In the first place, the system managed to function
on the basis of gold reserves in London not much higher than 1.5% of
GNP. After the Boer War the supply of gold allowed only a marginal
increase in the size of the reserves, from £30 - 35m to £40m by 1914,
as against an annual import bill of £635m. Secondly, the Bank of Eng-

land's position in the financial structure was highly ambiguous, if not
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schizophrenic. It was both a private banker and the central bank

of the home economy, called upon as lender of last resort, although

it refused to publically recognize that role. At the same time,

as a consequence of the position of London in the world economy,

the Bank regarded the maintenance of the gold standard as its primary
duty, with the result that the Bank rate, the central means of defending
the reserves, was highly sensitive to internmational flows of gold and
the state of the reserves. Since the main source of strain on the
reserves was internal, the Bank rate was typically raised during

booms and lowered during slumps, but not directly in relation to
internal demand but only indirectly through the position of the Bank's
gold and currency reserves. At the same time higher rates successfully
attracted short-term capital, effectively controlling gold flows in

and out of the country. However, the rate was only lowered when the
market rates dropped sufficiently and the gold reserves were not endangered,
so there was no automatic impulse to push rates down even when reserves
were sufficient (Sayers, vol.I, ch.3).

The internal instability was due to the growth of the joint-stock
banks, which were not only outside the "political" apparatus of control,
the so-called "inner circle" of established accepting houses and
merchant banks, but were under no form of monetary discipline, having
no obligation to hold their deposits in the Bank of England. In periods
of crisis when overextension led to a rush for liquidity and panic,
the Bank simply lost control of the money market, as demonstrated in
the Baring crisis of 1890. While the Bank and the "inner circle" man-
aged to preserve their authority despite this rather severe crisis,
the anarchic structure of the credit system and the contradictory posi-

tion of the Bank of England remained hidden but ever-present sources

of instability right up to the eve of World War I. The underlying
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conflicts then burst into the open even before the declaration of war,
as stock brokers, who had lent short-term abroad were caught by the
closures of the foreign exchanges. The joint-stock banks, at this

time net creditors to the "inner circle" institutions, had no confidence
in the capacity of the Bank of England to act as lender of last resort
and began to call in their loans. The suspicions of the bankers at
this point were so great that they even considered setting up their

own alternative gold standard and formed a Gold Committee for that
purpose. While nothing came of these efforts and the crisis was re-
solved through the frantic efforts of Lloyd George, Keynes and others,
the instability and tenuousness of the gold standard system even in its
moment of greatest glory foreshadowed events of later decades when the
contingent factors that allowed it to operate virtually evaporated

(De Cecco, chs. 5 & 7).

The gold standard worked during this period because the massive
increase in capital export and foreign lending was matched by increases
in British exports. Similarly, the Bank rate was equal to its appointed
task of drawing in gold or foreign currency in moments of strain on the
reserves, although this led to some discontent among industrialists at
the frequent rises in interest rates by comparison to the steady cheap
money available on the Continent (Sayers, ch.3). Increases in Bank
rate did not implant the fear of devaluation in the minds of foreign
holders of sterling, as in later years, so, despite the periodic ex-
pressions of underlying structural contradictions, the Bank's ability
to cope with crisis inculcated in all sectors of British capital an
identification of prosperity and industrial and financial supremacy
with the existence of a london-based gold standard. As long as the
preconditions for its effective operation remained present, this

ideology corresponded with the real position of sterling as the world's
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top currency as well as with Britain's role as the pre-eminent trading
power. Of course after World War 1 the global situation changed rather
dramatically, however,

the ideas about Britain's role in world affairs and British

foreign and economic policies which this heyday of sterling
propogated so effectively...long outlasted the peculiar and

largely fortuitous circumstances that gave them birth (Strange, p.47).

While the export position apparently allowed for the increase in
foreign investment, this superficially healthy balance concealed a
gradual erosion of British industrial strength especially in the mar-
kets of the advanced capitalist world. The British share of world
manufacturing production dropped from 31.8% in 1870 to 14.0% in 1913,
while the share of world manufactured exports over the same period
declined at a slightly lower rate from 40% to 27%. The industrial
position was steadily deteriorating in the face of German and American
competition, but,

Britain could go on investing abroad mainly because she had

found a 'preserve’ for her exports in the Empire. The Empire

exported to the rest of the world and imported from Britain
(De Cecco, p.ix).

India was the linchpin in this system, as the earnings from her high
trade surplus were deposited in London and held as part of the official
reserves defending the gold standard (De Cecco, ch.4, A.J.Brown, p.47,
and Gilpin, ch.3).

The extent of foreign investment was truely massive. Increasing
roughly 250% between 1870 and 1913 it totalled £4# billion by the latter
date, absorbing fully one-half of national savings. About half of
British assets were abroad on the eve of World War I, and the income
from these investments constituted 10% of national income. Thie in-
vestment went increasingly to the countries of the Empire, 43.5% in
1890-1914 as opposed to 35.5% in 1870-89, and grew in step with and

in response to domestic industrial decline. In the simplest terms



the City was responding to the lack of a guaranteed income in the
domestic market by funnelling its resources abroad, and the consequence
for Britain was the progressive decadence of the industrial sector,

the emergence of a truely rentier economy (Gilpin, ch.3 and De Cecco.
ch.2).

It is important to recognize that British industrial decline was
by no means inevitable, although some loss of markets to the emerging
industrial powers was, of course, on the cards. It was the result,
rather, of a political-economic strategy under the hegemony of the City
to which British industry acquiesced rather than face the more difficult
task of meeting foreign competition in the advanced sectors head on.

The growth of portfolio investment overseas not only resulted from
industrial deterioration but contributed directly to that very process,
the first of the "vicious cycles" that plagued the British economy in
later years. From 1870 when foreign investment first exceeded domestic
fixed capital formation, the former rose just as consistently as the
latter fell, from 39% of GNP in 1865-75 to 7% in 1895-1905, indicating
the extent to which the two were practical alternatives. In comparative
terms the percentage of national product devoted to domestic capital
formation was about one third the American figure and 60% of that

common in the major European countries (A.J.Brown, p.55 and Gilpin, p.93).
Indeed, the amount of real investiment in this period may not have been
enough to maintain the existing stock of capital (Hobsbawm, p.192).

The extent of industrial decadence is indicated not only by such
quantitative measures enumerated above but by the equally significant
qualitative aspects, the failure to develop new products and processes
and the structure of the industrial sector. With respect to these
aspects as well the existence of the Empire had serious deleterious

consequences. While of course the officlal policy of the British

government and ruling class was adoctrinaire commitment to free trade,
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various informal relationships ensured that British exports received
favourable treatment in the dependent countries of the Empire. Only
British-owned enterprises were allowed to operate in India, and in
other countries an unofficial policy of "buying British" was the
rule (De Cecco, p.29). The fear of foreign penetration of these markets
led to an increasing clamour on the part of British industrialists for
a more formalized system of protection, a point to which I shall return
shortly. However, as a result of the "informal" captive market and
the low rate of investment, industrial capital ehose to exploit its
favoured position by selling more of the old products rather than move
into the advanced sectors where foreign advantages could not be avoided.
The core of British industry continued to be the traditional sectors of
the "first industrial revolution," coal,textiles, iron and shipbuilding,
while in the newer areas of chemicals, electronics and automobiles
Britain lagged considerably behind the new leaders. Likewise, British
industry was slow to adopt the new techniques of production, failing to
mechanize or electrify existing processes, even in the traditionally
strong sectors. Technical and scientific education was, as often noted,
much neglected by comparison to Germany or the U.S., although this was
not the case in the provision of specialized technical training for
workers, which was probably the best in Europe if not the world. The
hostile reception given to the proponants of scientific management in
the period also exemplifies the extent to which conservative and com-
placent industrialists were prepared to rely on the greater exploitation
of existing methods and markets rather than adapt to the harsher envir-
onment of advanced capitalist production (Levine, chs. 2 & 4, Turner,
ch.l, Gilpin, ch.3, Hobsbewm, ch.9, Phelps Brown & Handfield-Jones, and Coppock)
Industrial backwardness was finally manifested in the small size

of British firms and the prevalence of family control in the manufactur-

ing sector. From the 18508 the necessary legal changes had taken place
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to allow for the development of joint-stock corporations, and by the
1880s this form was beginning to be widely adopted. Between 1885 and
1907 the number of domestic firms publicly quoted rose from 6C to 6CO.
During economic booms financial syndicates promoted merger issues,
counting on the inflated values of the stock of the combined enterprises
over the aggregate value of the individual firms as a source of spec-
ulative profit (Hannah, p.22). Yet, at the same time the stock market
did not contribute appreciably to industrial capitalization, since,

*in the years before the Eﬁrst Horhﬂ War only 10% of real investment
in this country was made by issues of industrial firms through the Lon-
don Stock Exchange, and only 3% by new industrial firms (Pollard, 1969,
p.18)." Moreover, while the merger movement in Britain at the turn of
the century was more intense than at any earlier period in the 19th
century, it was dwarfed by comparable events in the U.S. and Germany.
Hannah, for example, estimates that in 1899 255 firms disappeared by
amalgamation in the U.K. with a total value of £22m, while in the U.S.
in the same year 979 firms were absorbed through mergers with a com-
bined value of over £400m. The concentration of productive capital

in the rapidly advancing countries was in other words of a completely
different order of magnitude (Hannah, ch.2). Likewise, the industrial
partnership and family enterprise remained the typical unit of British
manufacturing. Even in 1914 four fifths of joint-stock corporations
were private, and those nominally public often retained the previous
entrepreneurial families in key managerial positions (Pollard, 1969,
pp.10-14 and Hannah, op. cit.). In other words such mergers as occured
took the form of "decentralized trusts," aggregates of distinct firms
which did not fuse into a new organizational structure and as a result
simply reproduced the backwardness of the original companies, each

division still run by the former owning families which placed the
interest of their particular firm above that of the collective trust.
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These combinations were based on a horizontal princigple, rather
than the vertical monopolies that predominated in Germany and the
U.5. They were in essence purely defensive combines, occuring for the
most part in the consumer goods and textile industries rather than in
the growth sectors of the "second industrial revolution (Medick, pp.61-
62)." The trustification movement, so important to Hilferding's anal-
ysis of "organized capitalism,” had simply not taken place in Britain
by this pointy although centralization had occured to a significant
extent in the financial sector by 1914, especially through the growth
of the joint-stock banks (Pollard, 1969, p.l4). British industry
appeared to have ossified, retaining the structure of the first industrial
revolution, a structure whose institutions ran throughout the British
economy and which was supported by a vast imperial network that effective-
ly prevented any urgent sense of the need for a rapid transformation
with its consequent dislocation and social strife.

The sole significant exception to this state of backwardness was
in the strongly interconnected defense and shipbuilding industries.
This sector alone was characterized by the large size of the component
combines, the two dominant trusts being highly centralized and vertically
structure in the German or American mould. Significantly, this exception-
al state was the result of specific state intervention and tariff
protection, the only sector in which the necessities of imperial defense
undermined the prevailing laissez-faire ideology. The unique status
of the armaments industry gives an indication of the extent to which
the liberal political economy had to be overthrown in order to effect
the progressive transformation of British industry (Medick, p.62). The
fact that this was the only area where the Tariff Reform campaign
achieved even limited success in the decade before World War I seems

hardly coincidental, a matter I shall take up more fully in the next

section.
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The Folitical Relationship of Finance and Industry:
‘“ree Trade Imperialism and Tariff Reform

The dominance of the City and the emergence of a rentier economy
were reflected as well in the operations of the political system. Just
as economic activity increasingly flowed along a course chartered by
finance, so the priorities expressed in state policies corresponded to
their primary concerns, namely defense of the international monetary
system and preservation of a political economy favourable to the free
export of capital. while industrialists largely accepted the rule of
finance in matters considered as their sphere of expertise, i.e., the
operation of the gold standard and money markets, from the turn of the
century they began to voice increasing concern over the indications of
industrial decline and to demand some sort of counter-active measures.
However, the course of treatment prescribed by industrial leaders was
designed to treat the symptoms rather than the disease, for in many
respects industrial capital was far too wedded to the existing system
to contemplate the truely radical measures necessary to secure regenera-
tion of the productive sector. In particular they never faced up to the
debilitating consequences of massive capital export (nor have they in
subsequent years): indeed, most of the proposals for formalization of
the imperial network included the aim of continuing extensive overseas
investment but simply wanted it tied more closely to political objectives.

The political regime dominant at the turn of the century was in
all essentials that which had triumphed in the middle years of the 19th
century with the repeal of the Corn laws, the passing of Peel's Bank
Acts and the extension of electoral suffrage to the emerging middle
classes. The social basis of this regime rested on an implicit alliance
between the major industries of the industrial revolution, in particular

the textile firms of Manchester and lancashire, and the City, what one
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author has appropriately termed a "marriage of cloth and gold (Kurth)."”
As accumulation in textiles and other early industries could take place
without active promotion on the part of either investment banks or

the state, these industrial entrepreneurs made common cau.se with the
financial sector for a programme with essentially negative aims, i.e.,
oriented towards eliminating the barriers to the free movement of goods,
capital and labour. The political institution which arose to serve

this coalition crystalized in the form of the liberal state, systematically
and self-consciously removing the political controls on both internal
and external markets. As British industries in this period could

rely on their initial economic supremacy to capture foreign trade,

they had no need for specific political instruments to guarentee their
success abroad or protect them from foreign competition at home,

apart from the need for a strong navy to secure the "rule of law" on
the high seas. "Manchester liberalism" and "Parliamentary sovereignty"
were thus the political hallmarks of the British bourgeois revolution
(Kurth,and Polanyi, chs, 12-15).

Yet, even at the height of the triumph of liberal doctrines a
strong imperial logic lay beneath these espousals of non-interference
and free trade. A dual conception of empire was prominent in the
thought of the early liberal reformers based, first, on the informal
dominion of Britain through her unequalled position as "workshop of
the world," and, second, on the imposition of a formal empire through
direct appropriation and colonization of those areas of the world not
yet penetrated by capitalist relations of production, While differences
existed over the extent to which the exercise of direct political con-
trol was necessary in overseas territories, even the Radicals supported
imperial aims in the informal sense. They simply believed that the
natural superiority of British enterprise obviated the need for direct

political domination, hence the appropriateness of the term “"free trade
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imperialism™ to characterize that combination of gunbocat diplomacy
and commercial! domination that typified the international political
economy of the liberal regime (Semmel, 1970, Barratt Brown, 1974 chs.
2, 5 & 6, Platt, Gallagher and Robinson, and Cain and Hopkins).
The consolidation of this informal empire in the first half of
the 19th centure paved the way for the policies of capital export in
the face of comestic decline in the decades following 1870. In contrast
with the more overtly imperial logic in the overseas operations of the
emerging German Reich, relations between the state and the financial
institutions in Britain were always at arms length, based on shared
urderstandings rather than official commands. The main channel for
communication between financial leaders and government officials, then
as later, was the Bank of England with its useful position as both
banker to the state and central organization for the City. Consensus
on economic policies was also established through the social means
of communication, the London clubs as well as the old boy networks
and even the country weekends or hunting parties, and through the
medium of the Houses of Parliament where financial as well as industrial
interests had their quota of seats. This sometimes almost casual mode
of communication was none the less highly successful in ensuring that
the priorities of the City and the strategic aims of the British state
were well co-ordinated, almost fused in a symbiotic relationship. The
process by which this hegemonic bloc operated has been well described
in the famous work by Herbert Feis:
In a varlety of ways suggestions passed back and forth between
the financial world and the government, subtle indications of
each others judgement. For the absence of any formal official
requirement that the government be consulted before the emission
of foreign loans did not mean that there was no interchange
between the government and those engaged in the loan business.
The course of foreign investment was pointed in unofficial dis-

course between those who shaped the country's political and
financial behavior (Feis, pp. 85-6).
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™is, theon, was the position facing industrialists at the turm
of the century, an economic system premissed upun their continuing
decline and a political regime entwining financial interests in the
heart of the state totally committed to the free-trade doctrines of
Victorian Britain. Industrial capital, however, drew benefits as
well from the imperial system, even given its informal, complacent
political directorship, most notably through the provision of more or
less captive markets for British goods. While it would have been
against the short-term logic of their economic position to make a
dramatic break with a system which offered such convenient outlets for
obsolescent goods, even if at the cost of their long-term viability in
the advanced capitalist environment, they increasingly did question
the parameters of orthodox political economy as foreign competitors
began to demonstrate the superiority of new methods and organizational
structures of capitalist enterprise. Paradoxically, their response
was to advocate the consolidation of the informal and haphazard sys-
tem of concealed imperial partiality into an explicit and official
regime of Empire protection, a policy which, while promising short-
term benefits, could and ultimately did reinforce those same attitudes
of complacency, underinvestment and lack of specialization leading in
the long run to a return of the "vicious spiral" of industrial decline.

The strategies advocated by industrialists in the period from
1900 to World War Two to combat their relative decline in the world
market and the recurrent experience of depression at home largely
followed one of two paths: on the one hand the move towards imperial
autarky, the creation of tariff walls around the Empire and the con-
solidation of more or less captive markets for British exports; on the
other the concentration of industrial capital into large corporations

capable of competing with German and American firms, particularly but
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not exclusively in the "science-based" industries of the second
industrial revolution, chemicals, petroleum, automobiles and elec~
tronics. These two strategies were by no means exclusive of one
another; indeed, they could be and often were seen as complementary

and mutually reinforcing. The crucial difference between them was

that the former required political direction in turn implying the

need for overturning the main orientation of economic policy and the
organizational capacity to effect that change. As I shall describe
later, the failure of the first strategic aim, that of tariff reform

(at least until the 1930s), turned industrialists in general toward

the alternative of consolidation and merger, especially in the 1920s.

In turn the failure of the "planning” and "rationalization™ movements

of that decade to secure the needed stability of both international

and home markets led to a renewed effort in the direction of imperial
protection, cartelization and autarky, and, ultimately to the posing of
perhaps more fundamental questions regarding the whole system of finance.
In the period under consideration, however, the conflict within the ranks
of capital largelycrystallized around, on the one hand, industrial
interests, particularly in the iron, steel and engineering trades

based in the Midlands, and, on the other, financial interests, particular-
ly those sectors engaged in the international capital market, the so-
called inner circle of merchant banks, discount houses, the stock
exchange and the associated insurance companies under the titular
leadership of the Bank of England.

The first expression of industrialists discontent with a political
regime based as ever on the "marriage of cloth and gold" and pursuing
the overseas policies of "free trade imperialism" dominant since the
mid-19th century emerged with the founding of Joseph Chamberlain's

Tariff Reform campaign in the first decade of the 20th century.
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Chamberlain, a screw manufacturer and former mayor of Birmingham and
without doubt the most significant.political figure of his time,

was responding to the rising concern of Midlands manufacturers,

in particular their worry over their declining position with regard
to the emergent industrial giants abroad. Chamberlain was no narrow-
minded pork-barrel politician, however, and his achievement, though
by no means his alone, was to paint the interests of his political

base onto a wider canvass, an imperial triptych of Zollverein, Kriegs-

verein and Staatsverein(Blake, p.177).

Chamberlain had begun his career as a Radical Liberal in Birming-
ham, as part of the "liberal caucus" that gave the label its modern
meaning, involved first in the local "civic" policies of "municipal
socialism,” which were later extended to the national political stage.
The Chamberlains were one of a key group of provincial, Non=-conformist
bourgeois families, including the Cadburys, the Lloyds (whose family
firm later formed the base for GKN) and the Calthorpes, whose business
interests were centered on the light engineering and consumer good
industries which dominated the region. Entering national politics
with his reform mantel fully established, he broke with Gladstone over
the Irish Home Rule Bill of 1886, a major factor in the splitting of
the Liberal Party at that time and an event which plagued the rest of
his political career, Much of the latter was spent in the pursuit of
a programme which might unite both aspects of his political inspiration,
social reform and the nationalism of a "Greater Britain." By 1895 he
had become Colonial Secretary when the Liberal Unionists joined Lord
Salisbury's Conservative government, and it was really at this point
that his new vision of the progressive path for British development
was consolidated. He played a prominent part in the Colonial Confer-

ences of 1897 and 1902, attempting to secure support for a system of
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imperial preferential tariffs, accepting even at an early date the
Canadian suggestion that cereals, wool, meat and sugar be included in
such a scheme, Little came of these conferences apart from the further
confirmation of Chamberlain's vision that greater unity within the
Empire was possible and would be supported by strong elements abroad,
at least in the White Dominions. Chamberlain, it seems, was 'bbsessed
by the feeling that the United Kingdom, in the modern era, was in no
position to compete with the monolithic strengths of nation-states
like Germany, Russia, Japan or the United States,"” and a reinforced
Empire, even imperial autarky, offered to his mind a means of breaking
with Victorian complacency and retaining the political and economic
power of Britain in the face of the rising continental nations (Gollin, p.3).
The Boer War finally offered the opportunity to raise preferential
tariffs as a concrete and practical political issue. Not only did the
War expose military weakness and the need for social reform if the work-
ing class was to be either fit or willing to defend British capital from
foreign encroachrent or the uprisings of native populations, it had
placed an increased burden on the Treasury which as a consequence had
to find additional sources of revenue to meet existing payments, let
alone cover the cost of any programme of extending social welfare
provisions. In his Budget of April, 1902, Sir Michael Hicks-Beach,
the Chancellor of the Exchequer, proposed to revive the duties on corn,
meal and flour in order to raise tue needed revenue. Liberal misgivings
turned to alarm when Chamberlain used the opportunity to call for
imperial unity and to attack the “economic pedantry"” and "old shib-
oleths" of free-trade orthodoxy at a speech to thé Birmingham Liberal
Unionist Association on 16 May.(Gollin, p.25). While it is not my in-
tention to investigate the political crisis precipitated by those events,

a few comments are in order to indicate certain features of the exer-

cise of political power which recurred regularly in later crises.
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In the first place the centre of free-trade resistance to the tar-
iff proposals within the state was the Treasury itself. When Charles
Thomson Ritchie succeeded Hicks-Beech as Chancellor, he was determined
not only to resist future tariffs but to repeal those already on the
statute books. In this struggle he was supported by Sir Francis Mowatt,
the Permanent Secretary to the Treasury, in pressing the issue in the
Cabinet as one of principle (Gollan, p.48). Even the Prime Minister,
Arthur Balfour, had to rely on outside economists, especially Peter
Ashley, for assistance in preparing his submissions to the debate, as
the Treasury was blindly committed to free trade (ibid., p.88). This
resistance was successful in that it prevented Tariff Reform from becom-
ing the policy of the Balfour government, although only through the
sacrifice of the free trade ministers in the Cabinet in the political
crisis of September, 1903. By then Chamberlain was convinced that he
would have to undertake a massive propoganda campaign to win support
for his imperial programme, and he co;sequently resigned at the
same moment to devote himself totally to this end. Balfour was nat-
urally relieved since he thus had a free hand to manoeuvre the Cabinet
in accordance with his desires for the rest of his term of office,
having only to contend with the much more pliable son of his great
adversary, Austen Chamberlain. He was in this way able to hold on to
power and complete his programme of imperial defenses the reorganization
of the War Office, the development of new weaponry, the initiation of
a "naval revolution" entailing the construction of a new top class of
battleships (the Dreadnoggnt) and the conclusion of the entente with
France and the defensive alliance with Japan. As pointed out earlier,
these measures of state support for rearmament were the only area of
success for the tariff reformers, creating the basis for the only truely
modernized sector of Britlish industry and consequently winning for Bal-

four the support of the armaments and steel industry. At the same time
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they helped to ensure ultimate defeat at the polls in 1906 as the
governing party became bitterly divided over the wider issues raised
by the Chamberlain campaign (Gollan, ch.1l5).

In the autumn of 1903 Chamberlain embarked on his crusade "to
replace the easy drifting of the age of Free Trade with a system
based upon ordered, rational and scientific thinking (Gollan, p.190)."
The social imperialists organizing the Tariff Reform League's campaign
"for the defense and development of the industrial interests of the
British Empire,” included prominent industrialists apart from those
wedded to and not yet suffering from the traditional alliance of "cloth
and gold," namely the woolen and textile trades who sided with their
City partners (Semmel, 1960, pp. 101-3). Yet, the principle diffi-
culty of the Tariff Reformers was not the winning of support from
troubled industrialists but, rather, securing a base in the enfran-
chised sections of the working class. The latter had, of course,
largely fallen under the tutelage of the Liberal Party and, even
as they were beginning to break away with the formation of the Labour
Party, remained committed for years to come to the Liberal principles
of free trade and the "cheap loaf."” The intent of the social or
preference imperialists was to win the working class, or at least some
part of the labour aristocracy in the declining trades, to support a
“producers' alliance,” a Bismarckian programme of imperial tariff and
social reform, utilizing the increased revenues to finance state-
supported welfare measures, "homes for heroes" as put in the later
imperialist slogan. Chamberlain no doubt erred in this campaign
by insisting from his first speeches that a tax on food would be neces-
sary, an approach which could only alienate potential working class
support. He was no doubt motivated in this by the contradictory need

of making concessions to the primary producers in the Colonies and
white Dominions, those who had much to gain from a system of imperial
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autarky, not to mention the traditional landed interests of the Tory
Party who were still highly influential and had been badly affected
by the fall of grain prices in the Great Depression. None the less,
Chamberlain's overt insistence on this point gave his opponants an
easy target and contributed significantly to the defeat of the campaign.
The opposition was equally committed to an imperialist strategy
but one based on the orthodox principles of free trade. Liberal or
"cosmopolitan” imperialists, in Semmel's terms, including noted poli-
ticians like H.H. Asquith, Sir Henry Fowler, Sir Edward Grey.and R.B.
Haldane, founded the Liberal League supporting Roseberry's contention
for leadership and confronting head on the campaign for tariff reform.
They too favoured social improvements in education and housing, as
well as temperance, in the interest of national efficiency and as
"a condition of national fitness equal to the demands of our Empire -
administrative, parliamentary, commercial, educational, moral, naval
and military fitness (Semmel, 1960, p.63)." However, free trade imper-
jalists opposed the protectionist policies of the preference imperialists,
proposing instead direct taxes, particularly a land tax, as the means
of financing the necessary reforms. Not surprisingly they had close
links with the City, in effect constituting the political wing of high
finance. The City of course looked on protection as an anathema, seeing
the system of free trade based on the gold standard as the basis of their
world position and hence British prosperity. As Sir Halford Mackinder,
a leading theorist of liberal imperialism who later converted to the
neo-mercantilist or protectionist position, expressed the nature of
the controversy,
This gives the real key to the struggle between our free trade
policy and the protection of othercountries - we are essentially
the people with capital, and those who have the capital always

share in the proceeds of the activity of brains and muscles
of other countries (cited in Semmel, ibid., p.168).
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The debate between neo-mercantilist and free trade imperialists
explicitly recognized a conflict of interest between the two major
fractions of British capital. Free traders like the early Mackinder

even publicized the view (in the Journal of the Institute of Bankers)

that, "the financial importance of the City of London may continue to
increase, while the industry, at any rate, of Britain, becomes rel-
atively less,” believing that the returns on overseas investment and

the finance of world trade would more than compensate for industrial
decline (Mackinder, p. 271). Neo-mercantilists like Austen Chamberlain
deplored these tendencies, insisting that only the growth of the "pro-
ductive sector"” would bring an end to rising unemployment and offer a
secure basis for national power. In terms of bourgeois support the

free traders banked on the City together with those sectors of industrial
capital which depended on international trade yet had not felt the
threat of severe foreign competition, namely wool and cotton, and that
which received state support without a general preference policy (thanks
to Balfour) because of military needs, i.e. shipbuilding and armaments.
Preference imperialists had thelir base of support in the Midlands
manufacturing sector but received aid and succour from outside the
country, mainly from the primary producers of the White Dominions,
though of course nascent industries in the latter countries had serious
objections to a system which would flood their markets with cheaper
British imports.

In the end Chamberlain's campaign went down in defeat, in the final
analysis because the leaders of the labour aristocracy remained un-
convinced for good reasons that eliminating free trade would not raise
the cost of food and thus reduce living standards. However, the efforts
of the social imperialists did not end with the Liberal victory of 1906,

as indeed they appear to have consolidated their hold on the Conser-
vative Party in the next few years thereafter. Tariff reform was



a major factor behind the Tories rejection of the lLiberal Budget of

1909 in the Lords, but it effectively breathed its last gasp in the
pre-war period in Cctober, 1910, when Lloyd George approached F.x.
Smith, leader of the Unionists, with a proposal for an national
coalition, a precurser to the "Government of Business Men" under his
leadership on a platform of military training, naval armament, imperial
preference, national insurance and Irish home rule. However, this
attempt at political realignment of a bourgeois bloc fell apart over

the other devisive issue of British politics, the Irish question, and

by November, 1911, even the Unionists, once the bedrock of the Tariff
Reform League, had dropped the preferential clauses of their tariff
proposals. As I shall argue in the next chapter, the Zmt: house con-
ditions of the war economy allowed for the growth of protectionist pol=-
jcies from their initial seed bed in the armaments industries, a pro-
cess which continued in a piece-meal, empirical fashion over the first
post-war decade. However, free trade remained the dominant principle

of economic policy until the complete devastation of the world trade
system in the crisis of 1931-32 cleared the ground for a green revolu-
tion in foreign economic relations. None the less, the periodic efforts
of important sections of industrial capital and its political spokesmen
to hack away at some of the overgrown precepts of orthodxy indicate

the extent of their committment to the reform programme despite political
failure. The vastly improved economic position of British industry dur-
ing the war obviated the need for any radical change in overseas policy,
but once the post-war depression set in they again renewed the drive for
imperial protection, although by then the other current of industrial
defense, namely reorganization and concentration of capital, took greater
prominence.

Chamberlain‘s efforts were certainly a mixed blessing from the
point of view of industrial capital. He was at least the catalyst in th
e



fissure of two major bourgeois parties during his lifetime, the Lib-
erals and the Unionists, and his final campaign failed virtually

totally in pelitical terms. His activities as Colonial Secretary

from 1895 to 1903, when he first promoted imperial development, and

as back-bench propogandist from 1903, when he stumped the country for
imperial unity, dil, however, lay the basis for the protectionist structure
finally erected in the 1930s and only dismantled in the end with British
entry into the EEC. Yet, this very system, while no doubt unavoidable
and obviously attractive in an era of sometimes concealed and sometimes
overt trade war, at the same time allowed British industry the space

to delay radical restructuring until finally forced by the penetration

of even protected markets to adopt (in part) the methods and organiza-
tions of other advanced capitalist powers. The political economy of
imperial preference also, paradoxically, laid the basis for the resurgence
of the City in the 19508, albeit in an altered form as I shall argue later.
In short the effects of imperialism were never simply beneficial to the
domestic economy of the home country, as some theorists would have it,
particularly when one looks at the long-term structural effects.

Rather, imperialism has often offered a soft option to that of radical
restructuring or the adoption of costly methods of more advanced firms
with attendant social dislocation and disruption, and the easier road

has necessarily had negative long-term effects, so long as the host
country remained integrated into a capitalist world system (see also

Gilpin).



-51-

CHAPTER THREE

Conflict and Compromise, 1914-30

The First World War was of course a watershed in British his-
tory. The changes introduced during that short period covered such
an extensive area that it is impossible here to do anything more than
underscore some of the more salient features with regard to the rela-
tions between capital, labour and the state. The determining aspect
of the war condition was the gradual extension of state control over
the economy and the consequent suspension of market forces in key
areas of the productive process. Although the government's rallying
cry at the start of hostilities was for "business as usual,"” with the
recruitment of a "government of businessmen" under Lloyd George the
state began to assume in a piece-meal fashion,
direct control of productive capacity, either by taking over
the management of firms, as in the case of the railways, the
National Shell factories, the collieries, the flour mills and
the Irish Distilleries, or control by requisitioning of output
or licensing; there was state purchase of raw materials, especi-
ally abroad; there were restrictions of dealings, especially
imports and exports, by licensing and other means, and similar
restrictions of capital expemditure (Pollard, 1969, p.47).
The state managed the major transport systems, purchased 90% of imports
and marketed 80% of home food suplies. It similarly either controlled
prices of many goodsor sanctioned price-fixing agreements among affected
producers and assumed direction of the labour supply, suspemding the
long and painfully established rights of workers and trade unions.
While most of these features evaporated quickly with the end of
the war, they did leave a permanent imprint on such areas as labour

relations, methods of production, the use of tariff protection and

most importantly the organisation and structure of industry. In all of



these spheres the reversal of laissez-faire policy entailed nothing
short of a transition to the political economy of "organized capitalism,”
albeit on only a transitory basis. Reconstruction saw the revival of
orthodoxy and the attempt to revert back to liberal principles (much

as following World War Two), but the experience of the regime of "war
socialism” made a definite impact both practically and ieologically.
Not only were certain of the organizational changes irreversible in

any absolute sense, but for many industrial leaders and their polit-
ical representatives the model of state regulation and discipline was
firmly implanted as an alternative to the anarchic structure of liberal
capitalism (Wendt). In later years of economic and social crisis they
revived this model of a corporatist regime as the programmatic frame-
work for the complete overhaul of British society; the common war
background of virtually all of the corporatist polemicists of the 1930s
testifies to the long-term ideological significance of the war system
despite the liberal roll-back instituted during reconstruction.

On the labour front,following the truce between the government
and trade union leaders embodied in the Treasury Agreement of March,
1915, and later in the Munitions of War Act, the "dilution" of the
skilled trades through the employment of women and other unskilled
labourers at tasks formerly reserved for craftsmen not only undermined
the privileged position of the labour aristocracy ( and aused some of
worst social conflict in 20th century British history), but it cleatred
the resistance from below to the installation of labour-saving auto-
matic processes, such as the conveyor belt, accompanied by the detailed
division of labour and the use of payment-by-results systems. The
successful integration of trade union leaders as junior partners in
the war-time state system also raised at least the prospect of a new

mode of social control through co-optation, although this strategy

appeared far too risky for most industrialists except under the ex-
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ceptional conditions of war. The bid to placate trade union expecta-
tions that government supervision and/or control would continue into
the post-war period reached a high-water mark with the proposals of
the Whitley Committee in 1917 for Joint Industrial Councils on national,
district and plant levels as a means for the peaceful arbitration of
industrial disputes. Yet, while these Councils (or Trade Boards as
referred to in the second Report) were extended over a number of minor
trades, they never received significant government backing and rapidly
faded in importance except in the case of the Civil Service. In labour
relations the post-war reversal was fairly complete, although the use
of industry-wide bargaining among all grades of workers in place of
local agreements primarily with craft workers did spread rapidly after-
wards on the basis of the war experience. laissez-faire policies pre-
vailed in the immediate aftermath of reconstruction, but the example of
state supervision remained as a model for future reference when the need
again arose for trade union co-operation (Pollard, ibid., pp.76-88,
Wendt, pp.130-133, and Hinton).

The war likewise stimulated interest in and the introduction of
new methods of production. The government supported such interest di-
rectly through the founding of the Department of Scientific and Indust-
rial Research in 1916 and encouraged industrial groups to set up their
own collective research organizations. While the effects of these efforts
were felt most accutely in engineering, as mentioned above, state
inducement and war-time expansion also led to rapid technological change
in such industries as chemicals (especially dye-stuffs), optics,
electronics, automobiles, precision glass and machine tools as well
as the extension of the use of basic open-hearth technique in steel-
making. The imposition of price and profits controls on a cost-plus

basis facilitated the introduction of modern forms of book keeping



associated with the schools of "scientific nanagement.” In the
chemical industry state financial support was of key importance in
the founding of the British Dyestuffs Corporation in 1918, later one
of the firms involved in the formation of ICI and one of the industrial
bases of support for tariff protection in the interwar era. In gen-
eral the interest in industrial research went hand in glove with the
expansion of productive capacity and industrial reorganization induced
by the war. Industrial capital awoke to the potential benefits of
amalgamation and association when coupled with collective research
and price agreements among competitors (Wendt, pp.133-136 and Pollard,
ibid., pp.53-62).

The McKenna Tariff of 1915 finally achieved what the Tariff Re-
form campaign had been unable to accomplish, namely the first breech
in the hitherto impregnable fortress of free trade orthodoxy. The
conditions of total war quite simply forced the government to seriously
consider the capacities of the Empire to provide the basic raw mater-
ials and foodstuffs necessary for British survival, particularly given
the:German strategy of economic war through the unrestricted use of U-
boats. The Imperial Conference of 1917 gave official sanction to the
call for greater unity to secure Imperial independence in basic mater-
jals and industries through some measure of Imperial Preference. While
protective measures had been introduced by the government in any case,
particularly in chemicals, the Report of the Committee on Commercial
and Industrial Policy after the War under Balfour, including representa-
tives of the textile, shipbuilding, iron and steel, electricity, and
engineering industries along with the prominent Tariff Reformer, W.A.S.
Hewins, renewed the demand for the new, science-based "key industries”
even after reconstruction. This policy faltered as well during the

period of liberalization, but it did achieve some success with the



trade associations the basis for a new set of industry-state relations
for the process of reconstruction. The direct result of these efforts
was the creation of the first successful peak organization of industrial
capital on a national basis. Dudley Docker was one of the leading
figures of the time, a manufacturer whose vision of Britain's
future encompassed,
a completely integrated society and economy, in which each industry
would have its own organization of workers and managers, the
two sets of organizations united by peak federations, and all
finally capped by a great national forum of workers and manag-
ers and employers, embraced by the protection of an Imperial
Tariff (Blank, 1973, p.l4).
In early 1916 Docker initiated a gathering of ihdutrialists representing
some 100 firms primarily based, like his own, in the Midlands engin-
eering sector which led to the formation of the Federation of British
Industries. These efforts were hampered from the start, however, by
the existence of two other nascent peak associations, the British
Manufacturers' Association, likewise based in Birmingham but oriented
essentially towards tariff reform, and the Employers' Parliamentary
Association, centered by contrast on the cotton and textile industries
of Manchester and, reflecting the continued division of industrial
capital, committed to free trade. While neither of the two alterna-
tive associations were able to overcome their local and sectional
framework, the absorption of the Manchester group into the FBI in
1916 required the abandonment of protection as the precondition for
a national industrial organization. The Federation quickly spread its
cover to the bulk of the industrial sectors of the economy, but the
continued divisions within productive capital meant that FBI policy
was vitiated by the compromises necessary for unity. The FBI con-

sequently began with the lowest-common-denominator approach that

characterized it for much of its subsequent history, effectively

preventing bold initiatives even during periods of severe economic



Safeguarding of Industries Act of 1921 and the Dyestuffs (Import Regu-
lation) Act of 1920. The former was in particular the result of the
efforts of the remaining Chamberlain supporters, organized in Parlia-
ment in the British Commonwealth Union and the Unionist Business Commit-
tee, and while limited to "key industries" was extended to cover some
other sectors during the 1920s. Thus, if the war did not result in
thw whole-hearted adoption of a preference policy, it did lay the
groundwork for the ultimate victory of the neo-imperialists like L.S.
Amery and Neville Chamberlain in 1932 both through securing the partial
acceptability of protective measures on a case-by-case basis and through
its indirect revival of imperialist ideology and organizations (Wendt,
pp.136-139 and Pollard, ibid., pp. 193-195).

The system of war controls had its greatest effect, however, on
the organization and structure of industry, in particular through the
direct encouragement given to trade associations and peak organizations.
The system of direct controls could only be made effective if it secured
the active co-operation of the manufacturers. Any ideological objections
were diffused through the simple and practical expedient of "administering
production controls through agencies headed and directed by businessmen,”
setting in this area as well a precedent for state control in future
times of national emergency (Hurwitz, p.150). The above-mentioned
innovations in industrial research, the protection of key industries
and labour relations were closely inter-related with the state-supported
development of industrial organizations for commercial and political ends.
Industrialists had their first taste of "functional" economic organization,
and the lessons of war-time co-operation.were not forgotten when the
contradictions of competitive capitalism erupted with a vengence in
the inter-war years (Pollard, ibid., pp.53-62 and Harris, pp.36-38).

Some of the "new btreed” of industrialists saw in the emerging



crisis (Blank, ibid., pp.13-15).

Indeed, the political weakness of industrial capital was further
indicated by the FBI's early depééence on state support. 1In particu-
lar the Foreign office appears ib/have played a major role in stim-
ulating its creation and early growth. Two of its key staff members
in the inter-war years, Roland Nugent, the first Director-General,
and Guy Locock, the Secretary and second Director-General, were both
introduced into the FBI on secondment from the recently created Com-
mercial Section of the Foreign Office. This was not the last time that
the state would act as instigator in the attempt to forge a single
peak organization of business interests, e.g. under labour in 1965 (ibid. ).

While the FBI quickly established itself as the central organiza-
tion of British industry, its internal divisions over the question of
tariff reform were further exacerbated by initiatives on the pressing
{ssue of industrial relations. Docker's organic vision of a co-opera-
tive empire necessarily linked both aspects of imperial unity and the
reform of industrial relations. He and others of a similar mind were
favourably disposed towards the proposals of the Whitley Committee for
joint industrial councils of workers' and employers®' representatives
as a locus for resolving disputes without recourse to industrial action.
In December, 1917, the Federation's Labour Committee issued its only
report urging discussions between trade unionists and trade associations
to bring a stop to restrictive practices and extend provisions for
sickness benefit, superannuation, disability allowances, unemployment
and technological displacement benefits and even minimum wages for
periods of short-time work, all on the basis of shared contributions
and in addition to any government measures. This report, however,
created another major fissure within the FBI, and the threat of resig-

nation from the employers' associations forced its withdrawel (ibid., pp.
16-18).
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The Federation was compelled by these same groups, led by the
Engineering Employers®' Federation, to pass a "self-denying ordinance”
prohibiting any dealings with labour affairs. Yet, the FBI's interest
in progressive labour relations did not end at that point. It sup-
ported a National Industrial Conference in February, 1919, which re-
commended legislation on a minimum wage and limits on working hours
as well as the formation of a permanent National Industrial Council.
While these proposals were never implemented by the government, in the
wake of the conference the employers' federations seceeded from the
Federation and set up the National Confederation of Employers® Organ-
izations, later renamed the British Employers' Confederation, which
henceforth dealt exclusively with industrial relations leaving the
FBI to concern itself with other matters of interest to industry (ibid.).

The British Manufacturers® Association likewise continued into
the inter-war years on an independent basis, although incorporated
briefly as a constituent organization of the FBI in 1917. It was
more overtly political in stance, committed to protection and largely
based on small manufacturing firms in the Midlands, although larger
companies like Austin were initlally active. Docker, disillusioned
with the compromised policies of the FBI, resigned from the latter
to take up a leading role in the National Union of Manufacturers,
as the BMA was rechristened, which did not exclude discussions of in-
dustrial relations' matters. However, in later years the NUM became
largely the voice of small capital, opposing the close relations be-
tween big business and the state, especially under labour governments,
and forcing concessions on the flank of the FBI, whatever the con-
victions of the latter's leadership (ibid., pp.19-21).

As a result of these splits on key policy issues the stewardship

of the FBI passed to more conservative industrialists, and the Feder-
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ation backed off from its founders® conception of the organization

as a creative and initiating force in industry-labour-state relations.
It began to focus more on industrial services and such general pol-
icies as could command universal business support, e.g., lower
taxation and government spending. Progressive industrialists in
consequence often had to take initiatives outside the auspices of the
key peak organizations or at least without their official backing,

as in the case of the Mond-Turner conferences, the movement for the
rationalization of British industry or the agitation for imperial
preference. However, on at least one significant issue the FBI was
able to formulate a distinct political position, albeit one which
was rather weak owing to continuing divisions and its general lack

of authority, namely the question of the return to the gold standard
in 1925.

The conflict between industry and finance continued through the
inter-war period, although the issues in question varied considerably
from the simple opposition between free trade and protection. The
period was marked by the personality of Montagu (later Lord) Norman,
who reigned over the Bank of England for the entire era and was at the
focus of many of the controversies. An understanding of the role of the
City in the formation of government policy is impossible without a
fairly close consideration of his aims and activities. In general
one may say that the hegemony of the dominant financial bloc was per-
petuated , first, through the return to the gold standard in the attempt
to re-establish the pre-war linkage between international capital flows
and the domestic economy and, second, through the specific articulation
between the state and the financial system, i.e., the set of rules
governing public borrowing and expenditure. In both cases practices

appropriate to an earlier stage of capitalist development were continued
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into a period when conditions had vastly altered.

The return to the gold standard in 1925 is rightly seen in the
literature on this era as the focal point of the conflict between
industry and finance. There is little doubt as to the aims of the
City and the Bank of England during the first decade following World
war One:

The men of 1919 believed that the best monetary system was that

of 1613; a world gold standard centered on London, with the Bank

of England controlling the system by manipulation of Bank Rate,
and acting as the watchdog of financial practice (Sayers, Vol.l,

p.111). ’

The Cunliffe Committee on Currencyand Foreign Exchanges after the War
had recommended as early as August, 1918, a return to gold at the pre-
war parity rate as soon as practicable. The Committee, in fact does not
seem to have considered any alternative (Clay, p.155). None of the
various witnesses called before it challenged its basic assumption

of the desirability of restoring "the conditions necessary to the
maintenance of an effective gold standard...without delay (cited in Mogg-
ridge,19%69,p.12)." Consequently, its recommendations focussed simply

on the prerequisites to that end, namely, 1. the elimination of gov-
ernment borrowing, 2. the re-establishment and raising of the Bank

of England discount rate tying domestic credit to the flows of inter-
national finance and 3. limiting the issue of fiduciary notes.

With regard to internal policy the Bank wanted to reduce the
price level as quickly as possible from the inflated war levels.
Likewise, the vast growth of Treasury bills during the war meant that
the Bank rate had little effect on the short rates in the money mar-
ket. This debacle was itself a result of the way the war had been
financed, l.e., on the terms set by financial capital through the

intermediary of the Bank of England. As a consequence the vastly

increased government budget had been financed by borrowing, resulting
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in an enormous increase in the size of the floating debt. The reduc-
tion of the latter was a main aim of the Bank during this period, but
of the three possitle means to this end, i.e., running a budget sur-
plus, funding (converting to long-term debt) or a capital levy (for
example, on war profiteers). the Bank favoured the first. 1Its fear of
inflation because of its lack of control over the money supply also
led it to support a high Bank rate, although the government held back
for a time on this measure for fear of unemployment and the likelihood
of labour unrest (see Howson, p.ll).

The government's policies were constrained by the fact that the
Bank acted as the sort of institution it was, a private bank with public
responsibilities following the "sound financial practices” articulated
by the financial sector (Tomlinson, 1977). From 15 December, 1919 the
government affirmed the policy of returmning to the gold standard at
pre-war parity at the earliest favourable moment. Even before that
date the Bank rate had been raised to 7%, falling somewhat thereafter
and then rising again in preparation for the return to gold. Deflation-
ary policies fitted in with the national and international goals as
well as the ideological axioms of the dominant agents in the policy-
making process. The Bank advocated them as a necessary step on the
road to the restoration of the pre-war international financial system
and the Treasury out of an equal commitment to the reduction of the
war debt through budget surpluses.

Norman's position in the City's campaign for the resumption of the
gold standard was crucial. As Strange argues, his perspective demon-
strated the inherent schizophrenia of a "top currency" state, namely the
conflict of interest between internationally-minded finance and dom-
estic industry (Strange, p.51). There is no question that Norman put

the preservation of the international role of the City at the top of his
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list of priorities, supporting the City's attempts to re-establish
its central financial role. As Clay points out in his apologia for
the "Norman yoke," he viewed devaluation (returning to gold at a low-
er exchange rate) only in negative terms. He felt that its positive
effects would have been eliminated by the rise in prices of necessary
imports and by the reduction in income from overseas' investment,
shipping, etc., all of which were denominated in sterling.

To these obvious advantages in working for the pre-war rate,
Norman would add the less definable but not less real advan-
tages of restoring and maintaining the country's internmatimal
position - the advantages of possessing a world currency, which
made payments to other countries easy becaused they were always
willing to hold balances in it, and facilitated the entrepdt
trade and international services which contributed a large part
of the country's overseas earnings (Clay, p.160).

Furthermore,

the Bank and the City would naturally attach great importance
to the loss of prestige which devaluation would have involved,
and the Treasury officials do not seem to have differed (ibid.

p.155).
As a result of these considerations Norman led the move back to gold
as soon as the two most disturbing features of the financial systenm,
the war debt and German reparations payments, were resolved to his
satisfaction, even if the latter proved more intractable as the years
passed by.

The global strategy of Norman was perhaps best expressed by one
of his main adversaries in the world of high finance, Emile Moreau,
the Governor of the Bank of France at the time:

Now that the financial position of Britain has been restored,
they are striving to make London the great intermational finan-
cial centre. But those close to Norman state that this is not
his main objective. Apart from all ideas of centralization,

he wants more than anything else to witness the setting up of
links between the various banks of issue, even without his
initiative. His big idea would be the following. The economic
and financial organization of the world appears to the Governor
of the Bank of England to be the major task of the twentieth
century. In his view, politicians and political institutions
are in no fit state to direct with the necessary competence and
continuity this task of organization which he would like to see



undertaken Ly central banks, independent at once of governments

and private finance. Hence, his campaign in favour of complete-

ly autonomous central banks, dominating their own financial mar-
kets and deriving their power from agreement among themselves

(cited in Boyle, 1367, p. 205).

Norman's project for the centralization of world credit through
the co-operation of central banks was a few decades premature. In
the 1920s, one might say, the British bourgeoisie had lost and the
American bourgecisie had not yet gained the capacity for governing
world finance. Britain's status as the "top currency” nation was
already dependent on financial support of the dollar, hence Norman's
close relationship with Benjamin Strong of the New York Federal Reserve
Bank. At this time the national ruling classes of the West were far
too divided politically for this sort of scheme, especially as part
of a thinly disguised effort to re-establish British hegemony. The
French in particular resisted and ultimately helped to torpedo Norman's
plans for the restoration of the gilded age of pre-1914 capitalism
(Strange, p.52).

None the less, the trappings of that era, i.e., the gold standard
at the pre-war parity rate, were dusted off on the occaision of Churchill's
budget speech of April, 1925. The position of the City, the Bank and
the Treasury was, as indicated above, fairly straightforward. The
financial world and its agents and allies viewed the move as an
expression of support for London's rightful place in the centre of the
world financial system and as a necessary step for the revival of
British capitalism and the imposition of world monetary order. In
this aim they were tacitly supported by all of the governments con-
cerned, including the labour government and its Chancellor of the
Exchequer, Phillip Snowden, who proved one of the most unbending ad-

herents of financial orthodoxy of the entire inter-war era. The return

to gold and the preliminary efforts of the early 1920s had restored



the Bank to its dominant position in the policy-making process.
Its autonomy from any sort of political influence was secured by
the complete acceptance of its view on financial matters by the
relevant ministers, the belief that these were best left to the "auto-
matic" regulation of the gold standard and the international flows of
finance.

Yet, opposition to at least some aspects of this global strategy
did emerge in the 1920s, at first fitfully and then with greater
intellectual precision and the concentration of political resources.
Industrial capital constituted the core of this opposition, although
it was bolstered by the arguments of some prominent intellectuals,
in particular Keynes, and the support of some leaders of organized
labour but not the dominant politicians of the labour Party. This
opposition proved ineffective, however, in the first place because it
lacked the coherence of the dominant bloc in that it attacked mainly
the effects of financial policies and not their presuppositions and,
secondly, because it came after the fact, as a response to adverse
circumstances rather than as an elaborated set of alternative policies.
Gradually, however, the various strands of criticism were woven into a
fairly coherent challenge to virtually every aspect of orthodox polit-
ical economy, and leading industrialists attempted, again with only
limited success, to weld a political coalition which would prove
capable of putting the alternative programme into political practice.

In the initial stages industrial capital was certainly reluctant
to challenge financial orthodoxy in matters outside their own realm of
expertise. They believed in the competence of the City and the Bank
and Treasury on matters of monetary and fiscal policy, and only
gradually came to realize the full effects of the latter on industry's

economic prospects. At the same time the central organization of



-65-

industrial capital, the FBI, was still only in its formative stages

and manifested the divergent views of its members. According to
W.A.Brown, "The general tone of industrial opinion was agnostic

towards the question of the return to gold." The same author described
the main expressions of industry's dissatisfaction as, first, "a

rather vague feeling that the interests of the City, particularly

the speculative part of the City community, were best served by a
fluctuating exchange, while the best interests of industry were served

by a stable exchange,” and, second, an "attitude of nervousness and
apprehension on the part of industry over a possible hardening of
money rates and credit contraction in connection with a return to
gold (W.A.Brown, pp.50-51)."

None the less, industrial leaders did baulk publicly at the
course of events even if their criticisms lacked coherence and were
politically ineffective. As early as September, 1921, W. Peter Rylands,
the President of the FBI, sponsored a memorandum to the government which
emphasized that,

So far as trade is concerned, it is important to remember that

stability is of far greater importance than the re-establishment

of any pre-war ratio with gold or and other standard of value,

From this point of view, deflation can be as potent a source of

instability as inflation (cited in Hume, p.141).

At the Annual General Meeting of the FBI he argued that a stable ex-
change rate at the then current value of four dollars to the pound
would best serve the interests of the manufacturers.

0. C. Armstrong, Rylands successor as President, initiated a
similar memorandum to the govermment in July, 1923, The meeting which
approved that proposal was also the occaision of a more general attack
on "Treasury theories of monetary policy" by Sir Alfred Mond, a leading

manufacturer and founder of ICI whose subsequent activities will be

investigated in greater detail. Yet, despite the more critical views



of some industrialists FBI policy remained equivocal at least in the
period leading up to the return to gold. The Federation sent further
memoranda to the government in October, 1923, February and July, 1924,
and March, 1925, but from July, 1924, the objections to the pre-war

rate had been dropped (ibid.). However, one should not conclude from
this that industrialists had enthusiastically embraced the gold standard;
rather, they accepted the determination of the government to pursue

that merticular course but repeated their reservations about the

possible effects of deflation on industrial prospects.

The most complete expression of Federation policy appeared in their
submission of July, 1924, to the Chamberlain-Bradbury Committee on
“Currency and Bank of England Note Issues.” That memorandum accepted
that "a general return to the gold basis by the principal trading
countries would...be greatly to our benefit," but noted that such a
general return was “impracticable” at that moment in time. Assuming
that devaluation was ruled out itdesignated the choices as either
waiting for U.S. prices to rise or forcing down British prices to the
American level. The result of the second approach, it warned, would be
detrimental to industry, involving "a serious temporary dislocation of
trade and a probable increase in unemployment," "a severe fall in
British prices,” "a serious industrial dislocation due to the necessity
of reducing money wages by 10%, which would in present circumstances
seriously increase the difficulty of maintaining industrial peace,"

"a strong probability that a severe check would be administered to the
export trade,” and "an increase in the real burden of the National Debt.”
As a consequence the Federation warned that "a British initiative in
restoring the gold standard at an early date...would be premature and in-
advisable,” and urged instead a policy of postponement or at least a

bilateral agreement with the U.S. for regulating the value of gold
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until an international settlement could be arranged. The memorandum
concluded by emphasizing industry‘s need for stability and offered
the view that the latter "cannot...be achieved by one country act-
ing alone, but only by a general agreement on the part of the principal
trading countries of the world to re-establish a common monetary stan-
dard (reprinted in MacMillan Committee Evidence, Vol.l, pp.190-191)."
It is instructive to look at some of the other views offered to
the same committee. Keynes and Reginald McKenna were the only other
individuals who were opposed outright to the return to gold (Moggridge, 1969,
pp.28-30). Governor Norman on the other hand thought some sacrifice
might be necessary but that this was outweighed by the benefits of
a stable exchange rate. Another Director of the Bank of England put
the position somewhat more explicitly,
admitting a sacrifice even though we may differ as to the amount,
I think it would not be too high a price to pay for the substan-
tial benefit to the trade of this country and its working classes,
and, also, although I put it last, for the recovery by the City
of London of its former position as the world's financial centre
(ivid., p.28).
Industry's reception of the final announcement of the return to
the gold standard in April, 1925, was not exactly exuberant either.
The President of the FBI, Colonel Willey, stated in terms reflecting
their ambivalent position,

From the long point of view the decision is to be welcomed, but
the immediate effect may create difficulties. At the present
moment the pound is overvalued in relation to the dollar, i.e.,

in relation to gold...It is to be assumed that the announcement
made today, together with the powers given to the Bank of England,
will rapidly bring the pound to parity with the dollar and will,
for a time at least, increase the present difficulties of our
export trade, which is already suffering from a greater rise in
the value of the pound than is justified by the relative level

of sterling and gold prices (cited in Hume, p.144).

Similarly, Sir Alfred Mond gave a somewhat prescient last-minute plea
in Parliament against an overly hasty return to the gold standard,

Now, apparently, we are to be harnessed to the money rate in
New York, our trade to be further depressed whenever there is



a flurry on Wall Street, because some people seem to think we

must be hanged on a cross of gold. I hope that doctrine will

be repudiated. I can imagine nothing more dangerous to the

harassed and already depressed state of trade in this country

than that we should hitch ourselves on to the American money

market, and take it as the guide and loadstone of British

finance (cited in W.A.Brown, p.55).

However, the first consideration, the desire for exchange stab-
ility in any form, was probably uppermost in the minds of less far-
sighted industrialists. W.A.Brown's contention that "the majority of
manufacturers were not particularly interested in the question of gold
and monetary policy™ and that "they did not clearly relate it to their
own practical problems” is perfectly believable (ibid., p.56). Their
lack of concern or understanding in conjunction with the prestige that
the City and the Bank still exercised within the dominant class no doubt
convinced most of them to follow the lead of finance in the hope that
the restoration of the symbols of the old order would put things right
in reality. There was certainly no direct questioning at this point of
the structure of the already decomposing world financial system, nor
of the City's role in that system and in the domestic economy, nor
of the right of the Bank of England to formulate monetary policy.

large industrial concerns were probably more concerned with the
"real" problems affecting them at this time, namely the complete re-
organization of the structure of ownership that occured in British
manufacturing in this decade. An alternative ideology for industrialists
was articulated mainly in the movement for "rationalization" or "planning"
which coincided with the return to the gold standard. As expressed
by its most able advocate, Lyndall Urwick, rationalization included
two main elements, "financial combination of business" and the applica-
tion of "scientific methods of management to existing units of control."”

Rationalization provided an alternative approach to both the free-

market competition of laissez-faire capitalism and the socialism of

the labour movement. It seemed to be the answer to the problems of
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over-capacity and flagging demand in the traditional export industries
as well as the means to provide a more stable relationship with
labour after the unprecedented levels of confrontation immediately
following the war and during the General Strike. One could hardly
believe it to be coincidental that one of the main opponents to the
return to the gold standard from within the ranks of industry, Sir
Alfred Mond, was also very active in the merger and rationalization
movement. He participated in the Amalgamated Anthracite and Inter-
national Nickel combinations as well as the founding of ICI, not to
mention his key role in the Mond-Turner talks between industry and
organized labour, in which rationalization was offered as the pre-
condition for improving the social welfare of the working class
(Urwick,and Hannah, pp.28-44).

Indeed, the Mond-Turner conferences must be seen as a crucial
moment in the political as well as the industrial struggles of the
time and a harbinger of future developments. For they not only
amounted to an attempt at accomodation between managers and union
leaders allowing rationalization and implicitly higher unemployment
in the short run in return for the maintenance of the wages of those
still at work. They were also the first attempt since the demise of
the Tariff Reform campaign to weld together a "producers®' alliance"”
against financial capital's control of the state. The interim joint
report adopted by the full industrial conference in July, 1928, for
example, went considerably further than official FBI policy on the ques-
tion of the gold standard and general credit policy. Noting the fears
about the adequacy of the gold supply and the conviction that “elas-
ticity of currency and credit” were essential to industrial recovery,
the report resolved,

That under the special conditions in which



-70=

the gold standard operates at the present time we are not con-

vinced that it is either practicable or desirable that the credit

policy of the country should be determined more or less auto-

matically by gold movements as in pre-war days (TUC, 1928, p.230).

The same report also called for the creation of a National In-
dustrial Council composed of representatives of employers' organizations
and trade unions, for full recognition of the role of the unions in
industrial relations and for the establishment of machinery to review
victemization and provide arbitration for industrial disputes. It
further recognized the trend towards rationalization and merger but
significantly stated that “"this tendency should be welcomed and encour-
aged in so far as it leads to improvements in the efficiency of indus-
trial production, services and distribution, and to the raising of
the standard of living of the people (ibid., p.229)."

The final report dealt more specifically with the problem of un-
employment, and again monetary policy was accorded the greatest share
of blame for the deteriorating situation. Consequently, it called for
"the currency and banking policy of the Treasury and the Bank of Eng-
land [to] be framed as to take into more complete account the require-
ments of industry (TUC, 1929, p.191)." Unemployment due to rational-
jzation was deemed to be "temporary" or not "a serious factor." In-
deed, it argued on the contrary that it was

unfortunate for the country that industry generally, and par-

ticularly some portions of industry, have been unable, partly

on account of the time factor, partly for more fundamental rea-

sons outside their control, such as the level of credit facili-

ties, partly on account of factors within their control, to
apply rationalization with sufficient rapidity for the progress

and prosperity of the nation (ibid., p.192).

As Pollard has argued, the Mond-Turner conferences represented an
attempt "by the main victims to combine forces against the Treasury
and the City which had done them such grievous harm (Pollard, 1969,
p.151)." The effort failed of course but not interestingly because of

trade union hostility. The main concern expressed at the TUC confer-
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ences was with regard to the position of unions in the drive for
rationalization and scientific management. One opporent, George
Hicks of the Building Trade Workers, expressed the fears of skilled
labour regarding industrial restructuring:

Rationalization under capitalism is a totally different thing to

how you would approach it if it was rationalization under a

system controlled by the people and run in the interests of the

community. Rationalization today...will undermine the position

of the craftsmen. Yes, there are some craftsmen here who will

realize that every attempt at rationalization means a general

cheapening of the cost of production (TUC, 1928, p.428§.
However, such objections were easily deflected by resolutions sup-
porting greater efforts at unionization as the best means of securing
an equitable outcome from changes in the production process, and
oppore nts of the Mond-Turner conferences like A.J.Cook, the miners'
leader, were easily defeated.

Rather, the moves to forge a "producers’ alliance” foundered at
this stage over the intransigence of the "backwoodsmen" on the employ-
ers' side. From the start the talks had been hampered by the division
of the industrialists into several organizations. The members of the
FBI and the National Confederation of Employers' Organizations sat
only in an individual capacity as those associations refused to give
the meetings official sanction. In the end hostile opinion in both
precluded the formation of either a National Industrial Council or the
Joint Conciliation Boards for industrial arbitration, and both sides
rapidly lost interest in further conferences., However, at least one
of their proposals was enacted under the MacDonald government which
followed soon after, namely the establishment of a committee to review
financial policy and the provision of credit to industry.

At this point in time industrial capital for the most part was
not yet willing to undertake such a radical critique of financial

management and the revision of political alignments that such a
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critique implied. They simply moved ahead with the drive for ration-
alization and amalgamation as the main solution for the problem of
industrial decline and even received considerable support from finan-
cial institutions in the course of this process. Indeed, as we shall
indicate later, even the Bank of England dropped its narrow definition
of its proper role for a time and actually conducted some of the efforts
at combination, although more for reasons of financial necessity than
for any change of its ideological commitments. Yet, industry discovered
limits to the process of rationalization and amalgamation, not, as
indicated above from obstruction on the part of organized labour,

but rather in the restrictions imposed by the financial environment in
which it operated. Rationalization could only lead to further over-
capacity if markets continued to dry up at home and abroad and if the
vicissitudes of government economic policy undermined their confidence
and ability to undertake the massive investment involved in restructur-
ing. Consequently, many industrial leaders pressed forward the logic

of "planning” beyond methods of production or the structure of the

firm to encompass relations between firms (industrial associations or
cartela) and the provision of credit and the framework of state econom-
ic policy.

The writings of lord Melchett (Alfred Mond) trace the development
of this logic in the 1920s. An early advocate of rationalization and
scientific management, founder of ICI and International Nickel and
chief proponant of collaboration with the leaders of organized labour,
Melchett expressed the aim of progressive industrialists to extend the
process of rationalization to the whole economy and, ultimately, the
political system. Forhim the rational organization of industry included
the elimination of “cut-throat” competition and financial stringency.

National organization was a necessity if British firms were to survive

against superior German and American competition. The latter had the
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advantage of close relations with their financial institutions,
facilitating the process of amalgamation and the creation of cartels.
However, given the unavoidable invo;vement of British banks in the
industrial crisis, he doubted whether the financial sector would be
able to maintain its traditional distance from the affairs of man-
agement: "They will either have to incur very heavy losses when those
concerns go into liquidation, or they will have to take into their
own hands a redistribution and reconstruction of those businesses
(Mond, 1927, p. 233)."

National amalgamation in his view in turn laid the basis for
international cartel agreements on prices and production quotas.
However, the very fact that the creation of "trusts" took place on
a national basis created obstacles in the way of international
settlements, as national competition could simply displace that of
individual firms. The solution offered here was once again to util-
ize the framework of the Empire as a means of both protecting industry
in the period of transition and securing markets for British goods
when expansion returned. Imperial development in short seemed the
answer to both problems of over-capacity and foreign competition,
the only means to prevent further erosion of the export trade now that
Britain had lost its industrial superiority (ibid. and Melchett, 1st,
1930). These same threads became the basis of the industrialists®
critique of orthodox economic policy when the crisis broke in the
wake of the Wall Sreet crash.

The MacMillan Committee Report and its Minutes of Evidence are

the most important documents of this period as they exposed those
in command of economic policy to such criticisms. More than any
other official inquiry into the financial system before or since,

they displayed the attitudes of the City, the Bank and the Treasury
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before the close questioning of various economists, especially Keynes,
and other interested parties. The Committee developed in the end
a thorough critique of the operation of the financial system and
the state institutions responsible for economic policy and offered
at least a partial programme for the radical restructuring of both
with the aim of subordinating finance to the requirements of domestic
industry.

The views expressed by the representatives of the City, the
Bank and the Treasury were characteristically vague and complacent.
They uniformly favoured the status quo envisioning only minor reforms
to deal with the exigencies of those "abnormal conditions." The inter-
views with Montagu Norman have since become infamous for his wooly-
headedness and disregard for the domestic consequences of the Bank's
policies, None the less, it is worth reviewing some of his statements
to demonstrate some of the main points.

For Norman the difficulties of the industrial sector were pri-
marily the result of external factors and its antiquated structure
and production methods. Consequently, “"the salvation of industry in
this country, without which commerce and finance cannot long, or in-
definitely continue, lies in the process of rationalization." Indeed,
his opening remarks went so far as to commit the Bank of England to
furthering that process, which could only be achieved by "the marriage

of finance and industry (MacMillan Committee, Minutes of Evidence, Vol.

1, p.211)." This marriage was to be achieved, however, not through

a wholesale restructuring of the relations between the two sectors nor
the goals and methods of economic policy, but by the Bank's sponsor-
ship of one or two companies which would assist in the process of
combination, an initiative which we will consider in greater detail

below.,
With regard to the effects of monetary policy Norman was un-
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characteristically explicit. In reply to a question as to whether
the Bank considered the consequences to industry of movements in the
Bank rate, Norman stated, "we have them in view, yes, but...the main
consideration in connection with movements in the Bank Rate is the
international consideration.” Moreover, the internal effects were
"greatly exagerated” and "the disadvantages to the internal position
were relatively small when compared with the advantages to the ex-
ternal position (ibid., p.212)." Priority had to be accorded to the
latter because,

The whole international position has preserved for us in this

country the wonderful position which we have inherited, which

was thought for a while perhaps to be in jeopardy, which to a

large extent, though not to the full extent, has been re-estab-

lished. We are still to a large extent international bankers.

We have great international trade and commerce...we do maintain

huge international markets, a free gold market, a free exchange

market...and all of those things, and the confidence and credit
which go with them are in the long run greatly to the interest
of industry as well as to the interest of finance and commerce

(ibid. p.213).

The rest of the Governor's testimony was 'devoted to the defense
of his faith that the financial system and the return to the gold
standard had little if anything to do with the industrial depression.
In his claim that the return to the gold standard had no necessary
effect on price levels Norman displayed both his ignorance of the
operation of economic policy and his virtual blind faith in his approach
to monetary policy. His vague and contradictory statements before the
pointed questioning of Keynes have been often reported in other works,
but it is worth repeating his summary comments:

Of course, you may complain of me...or of those bankers you

have seen, that the evidence they have given you comes through

their nose and is not sufficiently technical or expert. Of
course, that may in some measure be true; I plead guilty to

it myself to a certain extent, and it is a curious thing, the

extent to which many of those who inhabit the City of London

find difficulty in stating the reasons for the faith that is in

them. Mr. Keynes must know that very well (ibid., p.221).

The other bankers called before the Committee echoed that same
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faith and were less willing than Norman to stipulate any steps that
might lead to a "marriage of finance and industry."” They defended
their policy of aiding individual client firms if they got into
financial difficulties but denied that it was the proper function
of a joint-stock bank "to take the initiative in dictating that some
steps of that sort [reorganizatioa ought to be taken(ibid., p.130).”
They admitted that their involvement in industrial restructuring had
beer more or less forced upon them by exceptional circumstances, and
that that role was one properly confined to the abnormal situation.
The banks contended, quite rightly, that they did not have the experts
or technical knowledge which would enable them to take a leading role
in rationalization. In their comments on the monetary policies of
the Bank of England they proved equally defensive. John Rae, Director
of Westminster Bank, betrayed the basis of his concern with questions
on this "dangerous topic:™ "If you wish to expand credit in this country
you have got to alter your attitude towards gold, and you have got to
alter, 1 think, at the same time, the position of Britain as the money
centre of the world (ibid., p.143)." In short while City spokesmen
were willing to support some measures of reorganization like the Bankers'
Industrial Development Corporation, they refused to question the pol-
jcies of the Bank of England and the role of finance in general.
Industrialists called before the committee on the other hand were
uniformly critical and evidently moving towards a much wider question-
ing of the role of the Bank of England and the financial sector gener-
ally. The FBI's evidence was the most comprehensive, dealing separately
with the operation of the gold standard and with the inadequacies of
national industrial finance. Reviewing its previous evidence to
government committees before the return to gold, the representatives

of the Federation primarily attempted to justify their earlier reser-

vations and fears. Documenting the continuing industrial depression
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they concluded unambiguously:

(a) That British monetary policy during the past five years
cannot be acquitted of an important share of responsibility

for the lamentable conditions of trade and employment during

that period, and for the lack of expansion of our overseas
activities.

(b) That the sacrifices of industry to the needs of finance

which that policy has entailed have not been adequately counter-
balanced by benefits conferred on other sections of the community.
(c) That from the point of view of Britishindustry and commerce
the essential pre-requisite of a proper functioning of the gcld
standard is that it should be internmational both in scope and
operation.

(d) That there is no indication that the post-war gold standard
is likely to resume its pre-war "automatic" regulatory functions
in the near future, unless conscious and deliberate steps to this
end are taken by the Central Banking Authorities of the world in
concert,

(e) That having regard to the recent policy of certain gold-using
countries, notably the U.S.A., there is no reason to anticipate
that the necessary element of international co-operation will be
forthcoming, unless much more vigorous action is taken, despite
the lip-service paid to the underlying principle in such universally
acclaimed resolutions as those adopted at the Genoa Conference

in 1922 (ibid., p.188).

Given such a pessimistic appraisal of the possibilities of central
bank co-operation the FBI representatives could only conclude that "we
are no longer justified in looking for a resumption of our foreign trade

activities on pre-war lines, however successful our reorganization and

rationalization on the industrial side may be." The impact of disaster

in the staple industries, they argued, had only been limited and partic-
ular in range, while restriction of the money supply had a general effect.
Consequently, it was useless to seek salvation by concentrating efforts
on reconstructing those sectors: "A permanent cure will not be possible
unless international financial arrangements are set up to replace

the system destroyed by the war."” Given the lack of co-operation and

the emergence of "national financial policies" and "self-contained and
exclusive groups,” such new arrangements could only be made on a national
basis (ibid., p.189). While the representatives of the FBI would not

be drawn out too explicitly as to the exact meaning of these terms, the

implications were clear enough. They wanted an elastic monetary system



..7 9_

capable of expanding or contracting to meet the needs of industry,

an abandonment of laissez-faire foreign trade policies, in particu-
lar tying foreign investment to the purchase of British goods and some
kind of protection from foreign competition, but one which allowed for
the continuation of considerable overseas investment which they saw

as a precondition for expanded exports. In short industrialists were
beginning to link up the reform of economic policy with the old issue
of imperial preference, although that particular term was not used
(ibid., pp.199-210).

With regard to national industrial finance the Federation was again
plagued with internal conflict so could only offer a majority rather than
a unanimous opinion. Its criticisms here were mainly aimed at defects
in the banking system taken as a whole, focussing in particular on
the lack of intermediate credit facilities between short-term over-
draughts and shares offered to the public. Industrial spokesmen also
exéressed concern that long-term facilities denied to them might be
offered to their rivals abroad through the international operations
of the City. More generally they worried about the lack of co-ordina-
tion between industry and finance, but here as well intermal conflicts
precluded bold suggestions for reorganization, such as calling for
investment by the banks in industry:

The difficulty which faced our Committee in framing recommenda-

tions with the view to securing this end co-ordinating finacial

information with the banks has already been partly referred to
above, the danger that close co-ordination between the banks
might lead to the development of some form of "Money Trust,”
which would not only destroy the already somewhat limited com-
petition between the banks, but, in addition, give them an un-
due element of control over the development of our national in-
dustries. In addition, while it was felt highly desirable that
the banks should be adequately informed in regard to such matters

as the general productive capacity, market prospects and other
relevant statistics in connection with the major industries, the

Committee were not anxious to encourage anything in the nature of
a direct participation of the banks in industry (ibid., Vol.2, p.241).



The evidence of the two other industrial associations called
before the Committee confirms the increasing unity within industrial
capital on many of these points despite continuing divisions on some
aspects. The National Union of Manufacturers, speaking on behalf of
small business, emphasized the need of the latter for securing ade-
quate long-term credit, particularly in the cases of short-term dif-
ficulties. They suggested state guarentees on all long-term bank
advances to industry. Ome of their representatives, Edward Berkeley,
went on to suggest the emancipation of the provision of credit from
the tie to gold, arguing instead that the money system should be based
on the resources of the Empire. He also proposed that the state should
fund A British Trade Bank modeled on the German industrial banks, which
would finance imperial trade and take a lead in reorganizing British
industry (ibid., Vol.l, pp.l45-156). Likewise the Federation of Mas-
ter Cotton Spinners®' Association, a bastion of free-trade opinion in
earlier times, gave evidence indicating the shift in their views:

The Federation is of the opinion that the present monetary

system is acting very adversely towards the Cotton Trade, and

feels that the present deplorable condition of the industry is
in great measure due to the existing monetary system, which

undoubtedly is detrimental to producers (ibid., Vol.2, p.109).
Highly critical of the operation of the gold standard their submission
went on to suggest a national financial system "designed to promote
and intensify production within the home market." They believed that
a proper monetary policy would do away with the debate over protection
versus free trade, since neither was the key to the industrial depres-
sion (ibid., pp.109-123).

When finally published in 1931 the Repert of the MacMillan
Committee incorporated some of these objections. While rejecting

the abandonment of the gold standard or devaluation, it noted that

“the relations between the British financial world and British industry,



as distinet from British commerce, have never been so close as be-
tween German finance and German industry or between American finance
and American industry (MacMillan Committee, Report, para. 376)."
1t advocated associating a single bank with competing firms in the
same industry to facilitate rationalization on the German model:
British companies in the iron and steel, electrical and other
industries must meet in the gate their great American and German
competitors who are generally financially powerful and closely
supported by banking and financial groups, with whom they have
continuous relationships. British Industry, without similar
support, will undoubtedly be at a disadvantage. But, such effec-
tive support cannot be obtained merely for a particular occais-
ion. It can only be the result of intimate co-operation over
years during which the financial interests get an insight into
the problems and the requirements of the industry in question
(ibid., para.384).
It also recommended that an institution like the Bankers' Industrial
Development Corporation be set up on a permanent basis in order to
supply intermediate and long-term credit to industry and facilitate
closer relations between the two sectors (para. 403). A similar insti-
tution could be set up to meet the equivalent needs of small businesses
In the meantime industrialists were hardly inactive in their
attempts to organize the productive sector. The movement for ration-
alization had occupied most of their energy in thelate 1920s, but by
1929 slump conditions created a new fear that rationalization would
simply add to existing problems of over-capacity and unemployment.
As indicated in the evidence to the MacMillan Committee industrial
leaders were faced with the contradiction between their need to restruc-
ture and the apparent intractability of low demand. They needed changes
in the economic environment in addition to internal restructuring and
many of the leaders of the rationalization movement turned their ef-

forts towards the desired reforms of British political economy. In

particular, in those years of international economic disorganization
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they renewed active promotion of their long-standing commitment to

an imperial tariff, now increasingly coupled with a demand for an end
to the gold standard basis of British monetary policy (Pollard, 1969,
p.169).

The activity of the FBI developed rapidly following a survey of
members indicating 96% of those replying were in favour of changing
"the existing Free Trade fiscal system,” including a majority in every
single industrial sector (FBI, Fiscal Policy Committee, Sept. 1930).
On 13 October, 1930, the Grand Council resolved that "the Federation
of British Industries shall press by every means in its power for the
establishment of a fiscal system which will combine protection of our
jndustrial interests at home with the widest possible extension of
Inter-Empire Preference (FBI, Grand Council Minutes, 13 Oct., 1930).
As a result the FBI set up two committees,one on fiscal policy and the
other on industrial policy, to thrash out and promote policies for
imperial preference and related questions like the gold standard.

The Fiscal Policy group set up a co-ordinating committee includ-
ing their representatives, Henry Mond (son of Alfred) and the FBI
President - Sir James Lithgow, along with representatives from Lord
Melchett's Empire Economic Union, the Empire Industries Association,
the National Union of Manufacturers and the National Council of Indus-
try and Commerce. This committee took charge of the united efforts
of industrial capital in lobbying and conducting a publicity campaign
over the next two years in favour of imperial preference. Soon recon-
stituted as the League of Industry, its main activities were concen-
trated in strenuous propoganda efforts, including meetings, press re-
leases and advertisements, leaflets and even toying with the notion of
demonstrations in the main industrial centres. As in the previous

Tariff Reform campaign they had to contend with opposition from the



Liberal Free Trade movement, but the members of the committee at any
rate considered the latter thwarted by June, 1931 (FBI, Co-ordinating
Cfommittee on Fiscal Policy, Minutes, 1930-31),

The Industrial Policy Committee had to work out the thornier
issues about the gold standard about which there was much less unan-
imity. While some advocated devaluation or abandoning the gold stand-
ard, the President expressed the ambiguity of their situation, pointing
out that,

while the opinion of bankers was popularly held to be author-

itative on these matters and while they pursued their policy of

vigorously opposing any inflation, if the Federation were to
make such a recommendation it might weaken the importance that

would attach to the rest of their recommendations in other di-

rections and would probably be of no avail in any event (FBI,

Industrial Policy Committee Minutes, 6 December, 1930).

Civen these considerations the Committee agreed to concentrate on the

aims of thepreference campaign and lower taxation, which dominated the

public statement released in March, 1931, Industry and the Nation (see

Blank, 1973, p.26). By September, 1931, however, the members of the
Fiscal Policy Committee were in agreement that the implementation of
the tariff policy had to be accompanied by going off gold if it were
to make any difference to the industrial situation and the financial
crisis (FBI, Fiscal Policy Committee Minutes, 16 Sept., 1931).

Yet, despite these prodigious efforts the organizational weakness
of industrial capital at the political level and the structural and
ideological predominance of theClty precluded any serious change in
monetary and fiscal policy. Even on the question of Empire preference
the FBI had not played a leading role but was moving along with the
drift in responsible opinion. The campaign had been initiated outside
the auspices of the FBI by industrial leaders like Lord Nuffield (Wil
liam Morris) and Lord Melchett and by imperial propogandists such as

Lord Milner, L.S.Amery and Lord Beaverbrook. By July, 1930, even some
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prominent bankers, Reginald McKenna, Beaumont Pease, R.H.Tennant,

Sir Henry Goschen, Sir Guy Grant and F.C.Goodenough, had come out in
support of imperial protection (S.E.Thomas, ch.? and Skidelsky, 1967
p.229n). By the autumn of that year when the FBI finally threw itself
into the campaign, the only dogmatic free traders left were some Lib-
eral MPs, a large section of the City and of course key figures in

the MacDonald Cabinet, especially the Chancellor of the Exchequer,
Philip Snowden (ibid.).

The labour government remained wedded to fiscal and monetary
orthodoxy despite the efforts of these groups and others operating
within the labour movement. The explanation for the "failure of
nerve” of the MacDonald government has less to do with their wooly-
headed vision of socialismand lack of an intermediate programme, as
Skidelsky has argued, and much more to do with the institutional
and ideological hold of the City on the state apparatus. By the time
of the final crisis political opinion was thoroughly fractured, the
Liverals dropping their earlier support for expanding public spending
but still opposing protection, the Conservatives predominantly pro-
tectionist but calling for cuts in taxes and expenditure, and labour
riddled with divisions on every issue. In this confusion the bankers'
view simply prevailed. Neither industry nor the Labour movement
could mobilize sufficient forces or even reach a consensus on an
alternative programme, and the major parties were equally at sea
(see Skidelsky, 1967, chs.l0 and 11).

The debate among economic historians over the return to the gold
standard has largely centered on the question of the effects of re-
valuation entailed in returning at the pre-war parity rate. While it

is not my intention here to engage in a detailed examination of this

controversy, a few comments are in order. First, the focus on the rate
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of exchange is no doubt a result of the famous attack by Keynes in

"The Economic Consequences of Mr. Churchill." Yet, while the choice

of the higher rate certainly resulted in an immediate over-valuation of
the pound (Moggridge, 17%7), the selection of a lower rate of exchange

of say $4.40 might not have made a great deal of difference. The
countries which followed Britain onto gold could easily have chosen

a rate for themselves that would still have devalued their own curren-
cies by an equivalient amount. Second, given the return to the gold
standard and the limited reserves available to the Bank of England, its
policies on credit would have been inevitable oriented towards maintain-
ing or increasing those reserves. Thus, the Bank rate was subordinated
to the continuing attempts to balance short-term financial inflows with
long-term outflows under the very strict conditions imposed by the re-
serves. Its central efforts were directed towards raising the reserves,
so the Bank was more inclined to raise the Bank rate when it was loosing
gold than lower it when conditions improved (Howson, p.36). The condi-
tions involved in re-establishing the gold standard at any rate of ex-
change, i.e., the attempt to regain the "“top currency” role for sterling,
pre-empted a credit policy designed for the immediate needs of the indus-
trialists, namely reflation. Third, the Bank did in fact increase its
reserves considerably in the years following 1925, but they none the

less proved inadequate when the final crunch came in 1931 (Sayers, Vol.l,
p.218). The question of the exact rate of exchange therefore seems less
significant, at least as an explanation of the final crisis, although

it no doudbt hurt the industrial sector and indicated the ideological
hold of the City on state institutions. The Treasury's ability to use
debt management and budgetary policy for reflation was likewise con-
strained by the structure of the financial system. It accepted as well

the overriding need to reduce the floating debt, the level of which had



been set by the wartime practices of finance, and were avers to
increasing government expenditure through borrowing on the terms set
by the financial sector. The Treasury's adherence to orthodoxy sim-
ply confirmed the overwhelming ideological and institutional hegemony
of financial capital (Tomlinson, 1981, pp. 101-3 and Mogeridge, 1972, p. 142).

In the final result the political efforts of industrialists and
various intelectuals like Keynes and G.D.H.Cole to bring about
a change in the priorities of economicpolicy came to nothing. Rather,
it was the world financial crisis that began in the United States that
brought down the gold standard system. Following the Dawes Plan of
1924 U.S. lending overseas increased dramatically, sustaining the Ger-
man economy until 1928, This flow was then diverted to the feverish
speculation on Wall Street until ultimately disrupted by the Great
Crash. The speculative frenzy preceeding the crash drew off funds
from London into the hot New York market, putting the gold standard
under great strain even then as London depended on the inflow of short-
term funds from America to balance the long-term outflow. The Bank
rate stayed a notch above that of New York, reaching 6.5% in September,
1929, as authorities on both sides of the Atlantic tried vainly to
control the effects of the American boom. In fact the Bank of England's
immediate reaction to the news of the Wall Street collapse was one of
relief as it promised to remove the main source of strain and offer
the prospect of lower interst rates (Howson, p.66). However, the dis-
ruption of the U.S. financial system resulted eventually in a severe
decrease in international lending in turn forcing Britain off of the
gold standard in 1931 (Kindleberger, ch.6 and Howson, ch.l4).

The final crisis began in May, 1931, with the failure of the
Kredit-Anstalt, an Austrian universal bank on the German model. In-
solvency grew to major proportions, especially for the short-term

creditor nations like the U.S. and France. As Howson describes it,
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The mad scrantle for liquidity in mid-1931 could not be stopped

by credits from the Bank for International Settlements, the

Bank of Fngland, the Bank of France and the Federal Reserve

Bank of New York to the Reichsbank, nor by U.S. Presidnt Hoover's

offer of a one-vear moratorium on all inter-government debts on

20 June; on 13 July the Darmstadter Bank failed ane thereupon the

entire Germar banking system was closed (Howson, p.75).

The Austrian crisis marked "the end of Britain as the lender of last
resort” for the international financial system (Kindleberger, p.151).
The crisis next struck London,and a failure of confidence in the pound
drew off £%2m in gold within two weeks despite a two per cent rise in
the Bank rate. Montagu Norman himself collapsed at a meeting of the
Bank of ©ngland's Committee of the Treasury on 29 July and was removed
from the scene for the duration of the panic. England remained tied to
gold until 19 September, when the Deputy Governor finally requested

the government tc end the obligation to sell gold on demand.

The domestic problems exacerbated by the return to gold did not
thus have a direct bearing on its ultimate collapse. The causes of the
final crisis were in immediate terms financial. Conversely, pace Keynes,
alternative policies were never simply a matter of the limited intellects
of those presiding over the policy-making process or the need for
persuasive argument against old shiboleths. For, in Pollard's words,

Thedecision of the monetary authorities in this period cannot

become fully intelligible until it is realized that they were

dominated by a narrow section of the City, the section concerned
with international finance, both long-term and short-term, and

by its spokesman and representative, the Bank of England (Pollard,

1970, p.13).

The sine qua non of the City's position within the state system was,
in turn, the gold standard with its "automatic" regulation of credit.
Going off gold was a necessary, although evidently not a sufficient,
precondition for formulating a national employment policy. Such a re-
orientation was only possible on the basis of a political mobilization
against the City's control of the key state institutions. Such a

mobilization proved impossible in the years before the final crisis



ané epven in the waxe of the economic dislocations of the 1330s for
reasons which I shall outline below.

The immediate political consequence of monetary crisis was the
sownfalil of the labour government of Ramsay MacDonald. The history
of that government illustrates the disarray of the potential political
opposition and the complete ideological domination of finance as illus-
trated in the inflexible orthodoxy of the Chancellor of the Exchequer,

Mhillip Snowden, who constantly sought to prove himself plus catholique

que le pap. Its collapse capped a two-year period of almost total
political incapacity and demonstrated the power of the banks in very
concrete terms. On 23 August, 1931, the Deputy Governor of the Bank of
England cabled Morgan's of New York regarding the possibility of a

joint French-American loan to support the pound. Morgan's replied that
they cou.d on.y back 3C-day Treasury bills but offer nothing more
substantial until the programme of the already shaky government was

settled.

Are we right in assuming [the telegram read] that the programme

under consideration will have the sincere approval and support

of the Bank of England and the City generally and thus go a

long way towards restoring internal confidence in Great Britain.

Cf course our ability to do anything depends on the response

of public opinion particularly in Great Britain to the Govern-

ment's announcement of the programme (cited in Clay, p.392).
The programme demanded was of course the imposition of "fiscal respon-
sibility,"” i.e., the reduction of the budgetary deficit forecast at
£120m in the May Committee Report on August 1lst. The Report itself
simply confirmed the fears of foreign bankers as to the weakness of
sterling, and its =majority proposals for £96m worth of cuts in public
expenditure, including a 20% cut in unemployment benefit, was the essence
of their notion of "public confidence.” Given the hostility of the unions

and the left wing of the labour Party to such measures, their imposition

necessitated the split of the Party and the dissolution of the govern-
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ment (see Skidelsky, 1967, ch.13, Williams, and McKibben).

The political programme of British finance did suffer a major
setbick with the toppling of the gold standard, even if it managed
to bring down the MacDonald government as well. This ought to have
afforded British industry the opportunity for a reassessment of their
own position, faced with the prospect of a major depresseion in world
trade and the evident inadequacy of the City's perspective. In fact
a degree of rethinking did occur. The MacMillan Committee opened
up one avenue for consideration with its recommendation for a "German
solution:" the association of the banks with different industries to
follow through with the process of rationalization and the elimination
of "destructive competition.”

Industrial capital did in fact achieve a significant degree of
concentration in the late 1920s and 1930s. The rationalization move-
ment more or less transformed the industrial landscape through the
creation of major monopoly corporations, albeit two decades later than
similar developments in the United States or Germany. The merger
movement was not, however, accompanied by closer organizational links
between the banks and industry. The main consequences of the amalga-
mation process in Britain were, first, the further decline of the family
firm and, second, the heightened role of the stock exchange. The private
family company had placed certain limits on the degree of concentration
of capital, namely those imposed by the resources of one family or the
ability of the firm to generate a surplus. In practice, apart from a
few new expanding industries like automobiles, combination was a precondi-
tion for capital concentration on a level with other advanced nations.
The alternative of state finance was not yet necessary nor desirable
as far as industrialists were concerned except in the case of public

utilities. The stock market provided the means for overcoming the
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limitations of the existing form of enterprise, both through the issue
of new securities and the trade in existing assets.
Provided that the prospects of liarge-scale enterprise were
sufficiently attractive to call forth such investment, the cap-
ital resources of a number of wealthy individuals could in prin-
ciple, through the medium of the stock market, be aggregated to
provide enough finance for the largest of firms. It was on this
pattern, rather than in the nineteenth century mould, that the
financing of large enterprise was to be achieved (Hannah, p.63).
The entry of new issues onto the market created the preconditions
for increased speculation, as both owners and promoters tried to cash
in on the financial promise of combined firms as expressed in rising
share prices. The possibilities of reaping speculative rewards thus
fueled the take-over boom as share prices rose rapidly with merger
activity. By the eve of World War Two the number and value of public-
ly-quoted firms had risen dramatically comprising the vast majority
of the manufacturing sector. Yet, if the stock market was crucial
in the process of centralization of ownership, new investment projects
were still financed primarily through the internal generation of funds,
an estimated four-fifths of the total of home investment in the mid-1920s
(Hannah, pp.64-70). The government supported the merger movement at
least in the sense of not placing any legal obstacle in its path, but
this did not extend to state support for rationalization schemes in a
financial sense as neither industrialists nor government ministers and
officials wanted state finance or control. However, the existence of
a degree of political pressure for greater state support of rational-
jzation schemes was enough to force the Bank of England to undertake
several initiatives if only to ward off greater state intervention
(Hannah, ch.4 and Clay, ch.8).
The Bank of England was, paradoxical as it may seem, a major force

in the reorganization of British industry in the late 1920s and early

1930s, albeit inadvertently and only on an ad hoc basis. It was drawn



initially into restructuring measures through its involvement in two
northern industries hit by the depression. The armaments concern,
srastrong aind whitworth, had run up large debts with the Bank's New-
castle branch as a result of its efforts to diversify into locomotives
ans ship-builiing. The Bank had undertaken a number of financial re-
constructions in the 1920s, but by 1928 it was forced to merge the re-
maining srmaments section with Vickers and found itself in the position
of controling shareholder. The second case was the formation of the
lancashire Textile Corporation in which the Bank again played an instru-
mental role. Norman's motivation in this matter was laid out in the
minutes of a meeting the Bank's Committee of the Treasury on 19 September,
1928:
he considered it to be necessary for the Bank to support and sub-
scribe to a satisfactory scheme, partly to help the cotton indus-
try, partly to keep the question away from politics, but more
especially to relieve certain of the banks from a dangerous
position. The growing advances of those banks to the cotton in-
dustry were already unduly large and unless they obtained relief

there was danger that the Bank might be compelled to asses them
(cited in Sayers, Vol.l, p.317).

One should not assume in other words that the Bank's involvement in/indust-
rial reorganization stemmed from an ideological conversion to the
German system of finance capitalism.

Governor Norman also committed the Bank of England to the ration-
alization of the shipbuilding industry, offering temporary advances
of up to £300,000, and was pulled into the restructuring of the Lanca-
shire steel industry as well as a rescue operation for the Glasgow
armaments firm, Bearchmores. He recruited City backing for the reorg-
anization of the lLancashire Steel Corporation, launched in early 1930,
out of which emerged the Bankers®' Industrial Development Corporation.
The latter incorporated the Bank's erstwhile industrial adjunct, the

Securities Management Trust, and was floated with an initial nominal

capital of £6m, of which the Bank subscribed one-quarter and various
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financial institutions the rest. The BIDC, while it lasted only until
1045, at least offered a symbolic break with the City's hands off
relationship with industry as its avowed purpose was

To receive and consider schemes for the re-organisation and re-

equipment of the basic industries of the country when brought

forward from within the particular industry, and, if approved,

to procure the supply of the necessary financial support for

carrying out the schemes (Sayers, Vol.l, p.326).

Norman's reasons for involvement with industrial finance were,
however, hardly such as to encourage any long-term commitment. Even
his apologists admit that warding of an increase in state intervention
was a major concern behind his activities. In the final analysis these
efforts hardly amounted to a "marriage of industry and finance." The
merger boom and the phase of capital concentration had largely petered
out by the mid-thirties so there was less scope for financial restruc-
turing. In the course of the slow recovery of that decade bank advances
to industry decreased as firms were able to repay their loans, so even
short-term lending to industry declined (Pollard, 1969, p.234).

The major political "victory" for industrialists during the slump
was the conversion of the National government to the cause of protection,
even if rather late in the day and only to a limited extent. The fall
of the gold standard dealt a severe blow to free traders and paved the
way for some form of imperial preference. After a perfunctory inquiry
by the Balance of Trade Committee under Neville Chamberlain the Import
Duties Act of February, 1932, ushered in protection as official policy.
In the initial bill free entry was granted only to the countries of the
dependent empire, while the position of the dominions was made con-
ditional on the results of the Ottawa Conference later that year. The

latter produced at least a formal version of the "imperial vision" with

regard to tariff policy. Except for South Africa the dominions agreed

"to protect only plausible industries," "to submit their duties to
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impartial Tariff Boards, which would decide how much protection the
ciomestic industries really needed," and "to impose only ‘scientific
txriffs’ on British goods, which would then enter their territories
with the status of domestic competitors (Drummond, pp. $2 and 100)."
The icominions and India also agreed to adjust their rates downward,

4and Britain, which had imported as much as 83% of the total duty free
in 1970, managed to reduce the proportion to about one-quarter in the
next couple of years. The effects of insituting this system are nat-
urally difficult to determine with any precision, but, while protection
probably had little impact on the structure of British industry, it no
doubt diverted existing foreign trade into the imperial system. While
from 1913 to 1931 Britain had imported around 25% of its goods from
empire countries, by 1937 the total had risen to around 37%. Similarly,
British exports to the empire had grown from 34% to nearly 40% of the
total (Pollard, 1969, pp. 197-8 and landes, 1969, p.475).

The Colonial Office also promoted production or commodity control
programmes in the dependent empire, largely, it seems, to restore
colonial state budgets to a position of "fiscal soundness,"” that is
eliminate any deficits. Production control amounted to a form of
output restriction to raise prices of primary goods, either through
state-supported schemes or international cartels, usually American
sponsored,  Yet, even these efforts seem to have been mainly for the
benefit of financial shareholders. '"Production control, in other words,
reflected the British tendency to see 'recovery' and stability in terms
of financial security for shareholders and financial institutions
(Drummond , p.115)." Moreover, as Pollard rightly complains, "what was
remarkable was not so much the adoption of protection, but its delay
until 1931 in the face of the protectionism of all the other leading

industrial states (Pollard, 1969, p.162)."



The City was in fact able to utilize the imperial framework to
re-establish its dominance at least within the British economy in
later decades. The termination of the gold standard was without 2
doubt a major blow to the position and prestige of financial interests.
Norman himself regarded it as a personal defeat. The Bank and the
Treasury were forced to control internatiocral borrowings and capital
flows much more tightly than before, with deliberate discrimination in
favour of the Empire. "The results were striking: foreign loans
accounted for a far smaller proportion of the new issues in the thirties
than in the twenties, and Empire borrowings were six times as large as
foreign borrowings, though still much lower than in the twenties (Drun-
mond, p.119). However, it is again here difficult to say how much of
this shift was due to discriminatory government policies and how much
simply to the collapse of world trade and investment posibilities out-
side the Empire.

The most significant financial development of the decade was the
emergence of the sterling area, in effect the direct result of going
off gold and the signal for the transformation of sterling "as the Mas-
ter Currency used by Britain's political associates of the old Empire
into a Negotiated Currency used by Britain's political associates in the
Commonwealth (Strange, p.55)." Montagu Norman was in fact still arguing
at the Ottawa Conference that the main objective of economic policy
ought to be a return to the gold standard as quickly as possible, but
this proved impracticable. Instead, with several dominions in dire need
of loans to prevent default on their debts, london extended £29m in
external loans in 1932, virtually the total amount going to countries
of the Fmpire. In this way financial backing was given to the effort

to stabilize the various currencies against a floating pound, more or

less successfully and without a return to the gold standard (Clay, p.412).
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The arrangement remained a rather loose one, and thus unsatisfactory
crom the point of view of financial interests, until the conditions of
wir reversed the situation andmoulded the form of the post-war relation-
ship.

The Bxchange Equalization iccount and the policy of "cheap money,"”
i.e., a 2% Bank rate, might also be taken as pro-industry measures. The
former was a fund of gold and foreign currency utilized for the mainten-
«nce of 1 stable exchange rate but also serving as a means of insulating
domestic credit from the international financial system. The deliberate
policy of cheap money deprived the Bank of its favoured instrument of
credit control, the Bank rate, and in that sense represented"a shift in
the balance of power from the Bank to the Treasury (Howson, p.95),"
that is, the increasingly political direction of monetary policy.
iccording to Clay Norman resented these intrusions into his domain:

He wanted to counter-attack when the Account's gold reserves

were replenished from Issue; and he put to the Chancellor, but

without results, the alternative policy of ending cheap money

and facing some sacrifice in the domestic field for the benefit

of increasing London's international market (Clay, p.hbl).
Yet, even these policies were designed to preserve a free market in
currency and securities in london, at a time when a fixed rate of the
pound against gold would have meant an immediate run on the reserves
and was therefore out of the question (ibid., p.440). Despite Norman's
qualms about inroads into the Bank's area of jurisdiction City influence
was by no means simply overturned in this period, although there were
unquestionable setbacks.

The thirties thus constituted an era when the political power
of finance was considerably diminished, although there is a tendency
among particularly Keynesian historians to overplay the significance

of dropping the gold standard. The old system was finished, but there

remained the possibility, later realized, of reconstituting the ancien



regime under different auspices. Given the depth of the crisis and the
vast political upheavals of other advanced capitalist nations like
Germany, France, Italy or the United States one can only be struck by

the paltriness of the changes instituted by the National government.

In most industrial countries protectionist policies went much further
than in Britain as a response to industrial pressure for state-supported
cartels or other "corporatist” measures under the guise of economic
"planning.” 1In the United States, for example, the limits of "industrial
self-government” or “business syndicalism” had more or less been reached
by the time of the 1929 crash. Cartels which had flourished in the 1920s
simply could not hold the line against their weaker members who cut prices
when economic conditions deteriorated. The National Industrial Recov-
ery Act, introduced as a "partnership in planning" between the state

and business, created the basis for legally binding industrial codes,
signifying the complete interpenetration of big business and the regu-
latory commissions (see Kolko, 1976, ch.4). Germany, of course, went
much further towards the establishment of a corporate state. While
working class organizations were suppressed and replaced by the more
amenable Nazi Labour Front, industrial cartels increased in number and
scope and became compulsory organizations, especially in small business
where the problems of over-capacity and cut-throat competition had been
endemic. The cartels were transofrmed into "total institutions™ govern-
ing the economy with sole legal rights for fixing prices and output
quotas. Big capital, at least until the period of war mobilizationm,
effectively used the state institutions to promote its self-organiza-
tion, facilitating the trend towards politically controlled markets and

a national export strategy. According to one famous study, "In con-
sequence many of the economic agencies of the state became parts of

the institutional arrangements of organized capitalism (Schweitzer,

p. 528, see also ch.6 and Neumann, pt.2)."
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In Britain on the other hand there was no attempt to construct
a2 full-scale corporate state or even embark on the widespread if con-
tradictory experimentation of the New Deal model. There were, it is
true, some measures of state support for rationalization efforts. The
Coal Mines Acts of 1930 and 1936, the Spindles Act of 1936 and the
Cotton Industries Reorganization Act of 1639 as well as the creation
of the British Iron and Steel Federation, measures of restrictive
licensing for road traffic and the Agricultural Marketing Acts of 1931-
33 all constituted instances of state support for cartel arrangements
fixing prices and output (Allen, 1970, pp.65-7). Yet, these measures were
largely ad hoc and limited in their impact to the most troubled indus-
tries. While representing certainly a shift of policy from acquiescence
to support for rationalization or "planning” as it came to be known,
they were far less comprehensive than similar acts introduced by the
Roosevelt administration in the United States. The change in govern-
ment policy was perhaps best summarized in a repost published in later
years by the FBI:

The Government, although not prepared to exact a general law

prescribing a ‘cut and dried' method of trade organisation ap-

plicable to all industries, expressed its readiness to sponsor

Acts of Parliament designed to encourage schemes of self-gov-

ernment in particular industries and prepared to assist ad hoc

schemes for the reduction of redundant plant...This principle
was given official recognition in the Finance Act of 1935, which
provided that if a scheme had been certified by the Board of

Trade as being of assistance in reducing excess capacity, con-

tributions to it might be deducted from income tax (FBI, 1944,

pp. 15-16). ‘

Some industrialists, however, proposed policies far beyond the
official ad\hoc intervention within existing economic and political
constraints. After his father's death in 1930 the second Lord Mel-
chett, Henry Mond, became a forceful advocate of radical measures.
Besides support for comprehensive rationalization and imperial pref-

erence, Melshett extended his criticisms to both the financial and

political systems. With regard to finance he essentially wanted the
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complete insulation of domestic credit from international monetary
flows, 2 proposal partially realized through the Exchange Equalization
tccount {Melchett, 1932, chs. 1-3). It is his proposals for tolitical
change, however, which are of greater interest.

Melchett was highly critical of the role of the Treasury, the
Bank of kngland and Parliament. Treasury control of expenditure he
viewed zs z method "of so hindering the action of the Ministry in a
thousand details, that they become impotent."” Moreover, the Treasury
worked "very closely with the Bank of England, and between the two
they can bring a pretty heavy squeeze on the Chancellor of'the Exchequer
ibid., p.167)." While the Treasury was thus chided as being too cautious
and conservative to meet modern challenges, the party system tied Min-
isters to their various and conflicting constituencies. He cited as
criticism of party politics a personal communique from Mussolini:
"tthere is no time for it; the party system was based on friction. The
modern world is based on efficient lubrication (ibid., p.175)."

Indeed, the second Lord Melchett was clearly very favourzbly
impressed by his investigation into fascist organization. He particu-
larly admi;ed the state system of syndicates, the National Couﬁcil of
Corporations, and the methods of compulsory arbitration, all of which
provided for "economic self-discipline under the law of the state (ibid.,
p.182)." In defense he invoked the parallel between the corporatist
solution of industrial disputes and the proposals resulting from the
Mond-Turner conferences a few years earlier (ibid., p.180). For him
state corporatism offered a model for extending the programme of ration-
alization, scientific management and planning, which his father had
pioneered in the industrial sector, into the political system:

Here we see a political construction, based upon the unity of a

nation, and a Government which desires to develop the State as

a planned and well-organised unit to achieve the greatest poten-
tial development of its population and territory... it is certainly
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an advance in certain directions, and an interesting excer-

iment in all directions in the science of Government; andi above

all in the science of human social organization. The liberty of

the individual is precious; but it is not, and never has been,

as precious as the life of the nation (ibid., pp.183-4).

His proposals for Britain did not go so far as to advoczte the
complete adoption of Italian fascism but rather the adaptation of
corporatist elements to national institutions. His central plank was
an Economic Supreme Council "to co-ordinate and develop the financizal
and industrial resources, firstly of Great Britain, and secondly, in
conjunction with the Dominion Governments, of the Empire (ibid., p.
206)." He recognized the similarity of his ideas with the proposals
put forward by the TUC for an "Imperial general staff" but insisted that
such a body should have executive powers, in particular contrcl over
the Bank of England, and argued as well for a Discount Corporation
to secure financial liquidity in crisis situations with wide powers
to aid industrial development and handle labour issues. In its compo-
sition such a council would include primarily representatives of
business, plus trade unionists, government ministers and leading civil
servants and various independent members. In short it was a proposal
for a third (or second if one eliminated the Lords) chamber of Parlia-
ment based on functional representation and in control of the key levers
of economic policy. One should note that he did not imagine a2ny need
for the supression of the unions but felt their leaders could e incorp-
orated as council members (ibid. ch.?7). As such his proposals were a
harbinger of later developments, especially the widespread adoption of
tripartite modes of representation during the Second World War and in
the 1960s.

Other industrial and political leaders put forward similzar schemes

throughout the decade of the 1930s. Lord Eustace Percy, Sir Basil Black-

ett, Sir Arthur Salter, Roy Glenday, L.S. Amery and Hugh Sellon all
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advocated a National Industrial Council along the same lines as that of
Melchett, although they differed on the extent to which such an insti-
tution should be under state control. Harold MacMillan, Robert Bocthby,
Oliver Stanley and John Loder, all Tory MPs with northern industrial
constituencies, likewise included corporatist aspects in the proposals

put forward in Industry and the State in 1927. Max Nicholson's programme

for a National Planning Commission, published in the Week-End Review in

early 1931, led to the formation of the propoganda and pressure group,
Political and Economic Planning, whose publications supported industrial
self-government throughout the period (Carpenter, pp.4-11).

The TUC similarly followed up its earlier support for a National
Industrial Council in the Mond-Turner talks with other reports in 1932-3
giving a cautious recommendation for a similar institution, as well as
to industrial self-government. In their case, however, the emphasis was
on the consultative and advisory role that the unions could exercise
in councils at different levels of the economy, harking back to the
whitley Commission at the end of World War One. They were also inclined
to package these proposals as part of a "transitional stage" on the red-
brick road to socialism to allay the fears of left-wing elements in
the Labour movement (Carpenter, pp.l6-17 and Harris, ch.3).

Harold MacMillan reached asimilar position to that of Melchett

by the time of his 1933 publication, Reconstruction. Whilk still adopt-

ing in the main the restrictionist and defensive tone common to circles
of industrial opinion, he was already under the influence of Keynes,

as expressed in his growing concern with the disequilibrium between
savings and investment. Protection was not an end in itself but 2 means
for securing planned future expansion. Industrial self-government through
councils for each industrial sector, while necessary to regulate output
and restrict "haphazard and unco-ordinated competition,™ had to be com-

plemented by & Central Industrial Council under the hegemony of industrial
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interests and with certain executive powers under Parliamentary
scrutiny. The main tasks of such a body would be maintaining economic
equilibrium through controling imports and overproduction and equal-
izing savings and investment by means of a cheap money policy. To
promote growth it would have the power to secure new avenues for prof-
jtable investment, if necessary through public works "to preserve the
stability of the market until the balance between savings and invest-
ment had been restored (MacMillan, 1933, p.59; see also Carpenter, p.11)."
Yet, all of these efforts remained restricted to simple propogandizing,
and none of them got much of a hearing with the National government.

More serious if more limited in scope was the attempt by MacMillan
and Lord Melchett to launch the Industrial Reorganization League in the
summer of 1934 to promote the passage of an Emabling Act which would
give statutory backing to schemes of industrial reconstruction, much
like the NIRA in the U.S. Such legislation would give a majority of
producers in any one industry the possibility of establishing a central
authority with legal control over all firms. Though apparently sup-
ported by wide sections of industry and with the stamp of approval of
the newly-formed PEP, it was opposed by the leadership of the FBI. The
hostility of the latter was most likely due to the opposition of the
smaller or more backward firms which feared the growing power of the
new monopoly corporations, and to the FBI's ever-present concern for
unity at the soct of supporting radical policy positions. At any rate
Melchett had enough support to force a special committee and a canvass
of the member trade associations of the FBI, and half of the fourteen
that responded agreed with the proposal for further government powers.
However, the opponents of the bill included such heavy weights as the
Iron and Steel Federation and the Electrical and Allied Machinery

Association, and the Federation remained committed to a policy of
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voluntary self-regulation. Melchett also introduced a bill into the
House of Lords and led deputations to the Board of Trade, but as far
as the government was concerned the issue hand been settled by the
position of the FBI; they would support ad hoc legislation for re-
organization but no general enabling act (Carpenter, p. 13 and Blank,
1973, pp. 28-31).

Despite these setbacks liberal corporatists continued to make
various proposals into the second half of the decade. Harold Mac-

Millan's The Middle Way was the most comprehensive of these statements.

Reaffirming support for an enabling act, as well as statutory recogni-
tion of trade union rights, he was the most eloquent "New Dealer" of the
period. He even proppsed the extension of public ownership to aging

and unprofitable industries which were deemed necessary for national
economic or social reasons. Yet, by then the influence of Keynes's

General Theory was increasingly evident, as MacMillan stressed more force-

fully than before the importance of expnasionary investment to supplant
the programme of industrial self-organization (MacMillan, 1938, esp. chs.
10 and 11). Increasingly, especially in the wake of World War Two, the
emphasis in the pronouncements of industrialists and their political
allies shifted towards the control of fiscal and monetary policies and
away from restrictive schemes of industrial self-government with or
without statutory backing as the means to resolve the contradictions of
advanced capitalism.

As a final comment on the inter-war period it is necessary to
consider the alternative and highly influential account offered by
Middlemas (1979). For this author these years mark the transition
to a new "triangular pattern of cooperation between government and the
two sides of industry" and "the elevation of trade unions and employers'’

associations to a new sort of status: from interest groups they became
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*governing institutions’ (ibid., p. 20)." Middlemas sees this emerging
system of "corporate bias" as largely responsible for the lack of class
conflict in Britain in those and subsequent years up to the 1970s. As

he concentrates on labour issues and consequently on TUC relations with
the NCEO, his analysis is partly based on a different set of issues

that the broader trade, economic and industrial questions treated here.
However, two important points of criticism follow from the preceding
discussion. In the first place the various informal discussions between
unions and employers' organizations did not actually achieve very much

in the way of agreement (Dintenfass, 13980). Particularly in the crucial
areas of unemployment benefit and state spending the unions and employers
were at complete odds with one another. Secondly, the influence of these
rgoverning institutions' on actual government policy was highly marginal.
As argued above the constraining aspects of government economic policy
for the inter-war period were the return to the gold standard and the
funding of the national debt, and these were essentially framed around
the interests and priorities of the City. As Middlemas himself admits,
"Tn all the great pitched battles over the allocation of resources and
fiscal policy during the inter-war years...the Treasury won (op. cit.,

p. 228)."

In contrast with this view I have argued that the politics of a
"producers' alliance} while articulated at various points, remained sub-
merged. The dominant financial power bloc and the City-Bank-Treasury
axis remained intact if badly bruised throughout these years. In terms
of government economic policy, patterns of representation and mode of
procedure, what is notable is the minimal nature of the concessions
and changes introduced. If a case can be made for a "governing institu-
tion" in this period, it concerns the continuing if somewhat fragile

hold of financial capital rather than the rise of unions and trade
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associations. Conversely, the explanation for the relative social
peace of that period is more fruitfully aimed at attitudes and
behaviour at the soclal base rather than relations at an institutional
level. It took another world war to bring significant changes to

the relationships between the state and the major socio-economic forces.
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CHAPTER FOUR

The Rise and Fall of ‘Supervised Self-Government:'

Economic Planning during World War II and the Attlee Governments, 1940-51

The Second World War even more than the First ushered in a sea
change in the formation and operation of economic policy as well as in
the relations between business and the state. At the height of the
war public expenditure accounted for 64% of the national product. More
important than simply the quantitative growth of government expenditure
were the qualitative aspects, the change in the methods and aims of
economic the imposition of a vast apparatus of controls both
physical and financial, in short the changes necessitated by the require-
ments of a total war economy, maximum production guided by the needs of
the war effort.

Equally significantly the war created a climate of altered expecta=-
tions on the proper role of the state in the economy and society.

More precisely the war broke down opposition to the expansion of the
state's economic and social functions within the ranks of the dominant
class which had proved so formidable during the decades of depression.
The war-time experience of full employment and maximum production con-
vinced many business leaders that depression was not a necessary feature
of advanced capitalism and that social benefits on a massive scale had
to be extended to the working class if the sense of national community
was not to collapse again into the hostile relations of the "two nations”
of labour and capital once peace returned.

The labour government of Clement Attlee can be seen as a more or

less successful attempt to consolidate these gains, roughly summarized
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as the institution of Keynesianism in economic policy and the welfare
state in the social realm. Even if it disappointed, perhaps demoral-
ized, many of its supporters who expected far more in the way of tran-
sitional policies to a socialist society, the Attlee government deliv-
ered on its promise of carrying through serious and long overdue

reforms in the social and economic fields. In essence Labour took
seriously the "new sense of communal responsibility" created by the

war effort and pushed through a reformist programme in the space pro-
vided by the temporary relxation of administrative conservatism and the
shift in opinion within the dominant class away from obstinate resistance
to any expansion of the role of the government. Yet, it is none the
less the case that much of labour's programme had already been proposed
under the National government, most notably in the case of the Beveridge
Report of 1942, and it is for this reason that I will treat both govern-
ments as part of a single pefiod.-one which laid down the parameters of
state activity for the next twenty-five years.

The system of economic controls erected somewhat hesitantly by the
National government was modelled onthat in operation during the latter
stages of World War One. As in that earlier global conflict the govern-
ment was slow to institute the necessary changes, at least while under
the timid leadership of Chamberlain, the "phoney war" in effect reflected
in the lack of economic steps toward full mobilization.

The control of civilian trade and consumption, the control over

the foreign exchanges and capital movements, the control over

labour demand and supply, rationing of food and the expansion of
munition-making and machine tool capacity all appeared as belated
mechanisms forced on the government by the march of events than

as the orderly stages of the creation of a war economy (Pollard,
19690 P- 298)'

However, by 1941 under the impact of the Battle of Britain and the
overvhelming need for aircraft production, the system of direct economic

controls was gradually imposed. Although there was no use of self-con-
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sistent and comprehensive plans, the use of direct controls did repre-
sent something like economic planning within the framework of a cap-

jtalist mode of production, more so than any time before or since.

The planning apparatus involved a system of allocation whereby every
department and the appropriate manufacturers were allowed a proportion
of the available supplies corresponding to their share of the national
total. Gradually, this system of physical controls spread to the var-
jous sectors of war production, which in a total war with limited supplies
implied direct controls over supplies, prices, exports and imports as
well as indirect controls over many aspects of finance.

The institution of economic planning even in this limited sense
required a transformation of the policy-making system. While at the
start of the war the Treasury was still the chief department in charge
of economic affairs, after the ascension of Churchill its role gradually
diminished. By June, 1940, a series of committees, the Production
Council, the Economic Policy Committee, the Food Policy Committee, the
Home Policy Committee and the Lord President's Committee, had largely
displaced the Treasury as the core machinery for economic policy. After
January, 1941, the Lord President's Committee consolidated its directive
role over the other bodies, its increasing importance corresponding to
the imposition of direct controls on the economy. Likewise, the Econ-
omic Section with several newly recruited economists took over the Treas-
ury role as the agency providing economic information to the government,
by-passing Treasury influence over its activities through direct attach-
ment to the War Cabinet. These institutional changes were necessary be-
cause, pace the official accounts of British government machinery, depart-
ments do make policy, and given the entrenched orthodoxy of the Treasury
the new programme of "economic planning” required corresponding admin-

istrative changes to outflank Treasury opposition (Chester, 1951, and
Winch, ch. 12).
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The installation of the planning system in turn implied a modif-
ication in the relations between industry and the state. For although
the market mechanism was more or less suspended for the duration of the
war, the administration of the allocation system was itself in large
part delegated to the leaders of the major businesses through their
trade associations and peak organizations. Direct controls in the
immediate hands of the state were limited to certain basic industries
and services and to the issue of certain directives like the orders to
concentrate non-essential manufacturing in certain firms in order to
create more factory space for war production. In general, controls were
operated through the trade associations which were given official recog-
nition as either the government's agent or on a "compulsory-voluntary"
basis where the trade association on its own authority at the govern-
ment's request (PEP, 1952, pp. 71-2). Though the degree of legal com-
pulsion varied, the effect in each case was more or less the same:

The distinction between the three types - compulsory control oper-

ated by the Government, compulsory control operated through an

agency, and voluntary control - was not always as great as might
at first appear. Many of the official ‘controls’ %ﬁsin the term
in the sense of the controlling section of the Ministry) were
staffed by people from the industry itself; some were scarcely
distinguishable in composition from the pre-war headquarters

offices of the trade associations (ibid., p. 72).

¥William Wallace, at the time the Director of Rowntree's and a
Director at the Ministry of Food, described the operation of this sys-
tem of "supervised self-government" for the confectionery industry in
the following terms:

(1) The Ministry would determine major questions of policy (such

as the broad types of goods to be made and the principles of price

control) in the light of national interests in general and of
consumer needs in particular;

(2) it would discuss with the industry the best means of achiev-
ing the ends in view with a minimum of avoidable hardship and

with a maximum opportunity for the exercise of initiative;

(3) it would leave such matters to be carried out so far as pos-
sible by individual businesses with a minimum of regulation;
(4) where adminstrative control was called for, this would be

delegated as far as possible to a body representative of the
industry, working as agent for the Ministry and under its super-
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vision (Wallace, p.Sl).

What this method entailed was the conversion of the voluntary trade
association, which had typically had large but incomplete coverage of
an industry, into a compulsory organization with full membership assured
by the ability to withold a license to manufacture. The compulsory
war-time associations represented the industries in the negotiations
about supply, allocation and utilization of raw materials, price con-
trol, labou supply, the concentration of production and the zoning of
markets as well as administering the decisions on these matters (ibid.,
ch, 7).

What the government did in other words was simply to utilize the
existing framework of trade associations to administer the war system
of economic planning, in essence a state-sponsored network of compul-
sory cartels directed in an overall way towards military needs. As the
Economist recoginized early on in the conflict, this meant that,

under the cover of wartime needs, the principle of Self-govern-

ment of Industry has been given an official blessing. This is,

in effect, merely the expansion and continuation of the Industrial

policy that has been pursued by the Conservative Government for the

past eight years, for in their hands control has mearly always
meant the conferment of legal privileges on the organized pro-
ducers already established in industry...industries are being

encouraged to control themselves (cited in Brady, p.182).

The parallels between this "feudalistic system of cartel controls"
and the corporate state of the fascist nations were not lost on some
contemporary observers, most notably the interesting if somewhat alarm-
ist study of the comparative politics of "organized capitalism” by
Robert Brady. While there was no doubt a shift from the liberal
corporatistemphasis of the 1930s towards a system of state corporatism
necessitated by the massive government intervention of a war economy,
it was a shift within the overall framework of the "corporate idea.”

As Brady quite correctly noted, "British war organization rests squarely

on the associational machinery evolved over the peacetime interlude

(Brady, P- 181)." Yet, at the same time the shift in reldtions between
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business and the state, epitomized in the change in trade associations
from voluntary and partial to compulsory and total organizations, ought
not to be underestimated. The institution of a state corporatist regime,
albeit under the temporary and exceptional circumstances of war, marked
the general acceptance by British industry of government sanctions in the
effort to organize business interests and control the market.

While the state corporatism of the war economy was only a temp-
orary phenomenon, many industrialists and, indeed, leading trade union-
jists sought to utilize the experience of this system of economic plan-
ning as a model for business-state relations for the reconstruction
period. The "second wave" of corporatist proposals which appeared in
the latter stages of the war effort attempted to combine many of the
jdeas of the inter-war era with the new sentiment of national unity and
class collaboration. Various proposals including elements of a corpor-
atist structure, in particular the usual nations of industrial self-gov-
ernment and a national economic council, emerged in the years after 1942,
not only from Conservative politicians like Leo Amery and Robert Boothby,
but also from business organizations, like the FBI and the Association of
British Chambers of Commerce, &4 hoc groups like the "120 Industrialists"
or the Central Committee of Export Groups, and individual industialists
such as Samuel Courtauld and William Wallace, both of whom had been
actively involved in the wartime system of "supervised self-government"”
Carpenter, pp. 18-24). While these proposals paralleled in many respects
those of the 1930s, they differed mainly in their de-emphasis of the
role of an economic general staff, eschewing in particular any notion
of executive powers for such an agency in the post-war period, and more
generally in their increasing concern to limit the powers of the state
to the task of setting national priorities during and after reconstruc-

tion. The association between corporatist ideas and the industrial
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framework of fascist Italy had by now discredited the more explicit
versions of a corporate state, and industrialists were increasingly
turning to Xeynesianism as a cornerstone for national economic policy
which could guarantee their independence from government as well as
offer the promise of an end todepression and the co-operation of organ-
ized labour. All of the "second wave" corporatists recognized the need
to place "national interest" above sectional concerns, but were equally
convinced of the need to prevent direct state control over business and
to encourage the return as quickly as possible to some form of voluntary
self-regulation of business (ibid.).

The policy of the "120 Industrialists” as advocated in the widely
publicised document, "A National Policy for Industry,” is instructive
as to the new mood in the business world. This report, published in
1942, urged that "relations between firms within the industry, between
different industries and between industry as a whole and Government
should be fully and more comprehensively organized in some form of
permanent association.” It suggested that industry ought to be classified
and organized in sections in order to further various aims, such as
maximum output, greater collaboration to ensure efficiency, the dis-
couragement of "wasteful and destructive competition” and the encourage-
ment of "such forms of industrial competition as are conducive to the
public interest,” standardization of wages and conditions, and so forth.
(cited in Wallace, pp. 45-6). The problem with these proposals as with

the FBI report on Reconstruction issued the same year was that they of-

fered no means of rectifying potential abuse by trade associations if
their status of more or less compulosory cartels was given official
sanction. The FBI report was extremely pessimistic about postwar pros-
pects and consequently took a highly restrictive view about the future

role of industrial associations. Like the book published two years
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later by its chief industrial organizer, Roy Glenday, it foresaw
little likelihood fo future industrial growth and thus looked to

other sectors to soak up the inevitable return of widespread unemploy-
ment (FBI, 1942, and Gleriday, 1944). While other corporatist likewise
took for granted that the new found strength of the trade associations
would continue into the postwar period, they recognized that greater
concessions had tc be made to the principle of public supervision and
concentrated instead on the means of limiting the growing role of the
state (Carpenter, ibid.).

In particular it was those businessmen'and other public figures
who were directly involved in the state administration who began to
articulate the idea of expanded public supervision with considerable
enthusiasm. Samuel Courtauld outlined his views as a series of questions
at the invitation of the Conservative Party committee on postwar recon-

struction, later published by request of Keynes in the Economic Journal

(April, 1942) and elaborated further in various speeches. Courtauld, who
felt that his self-proclaimed "progressive views" were widely shared in
industrial circles, believed that certain changes were inevitable and
embraced them in any case as part of a national service ethic. He as-
sumed that,
Government control is here to stay. With the growth and progres-
sive combination of industries until their boundaries are practic-
ally coterminous with those of the nation, it is the duty of the
Government to take power to control them, for no Government can
tolerate the existence within its borders of an organized and
completely independent power with a radius of action as wide as
its own (Courtauld, p. 2).
The government would also have to plan industrial growth which would
necessitate public control of investment, public ownership of certain
basic industries, reform of the trade associations to make them more

representative, merger of the FBI and the BEC, consumer protection,

reform of the patent laws to prevent monopoly power, etc. However,
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he felt that industrialists would not object to various controls so long
as the civil service were reformed to make it more business-like and
"Treasury control" was removed to prevent the "dead hand of Whitehall"
from being inflicted on the supervised firms. In the area of labour
relations Courtauld noted that "the worker is going to have a much more
intimate and more effective share in the management of industry (ibid.,
p.31)," but such additional privileges would not be granted without an
equivalent exercise of responsibility. Trade unions were "another
kind of nation-wide organization whose interests were not necessarily
jdentical with the national interest" and which consequently had to
be subject to some measures of state control. Contracts between unions
and employers would have to be made legally enforceable, and union reform
might be necessary (ibid., p. 10).

William (later Lord) Beveridge was another public figure whose

Full Employment in a Free Soclety had a considerable appeal in wide

circles. Beveridge was of course heavily influenced by Keynes and took
seriously the latter's notion of "socializing investment." For Bever-
idge public control would be established through a National Investment
Board which would have the power to collect information and regulate
jnvestment in both private and public sectors "in pursuance of a nation-
al plan prepared for and approved by Parliament (Beveridge, 1944, para.
241)." This would be constituted under a Ministry of National Fianance
in charge of macroeconomic planning outside the control of the Treas-
ury (whose powers would be limited to controling the cost-effectiveness
of public expenditure). Likewise the banking system would be brought
to heel through effective control over the Bank of England and thus the
cash basis of the monetary system (paras. 209-212 and 238-245). With
regard to business regulation Beveridge felt that full employment it-

self would eliminate many restrictive practices, but, in those sectors
where monopoly collaboration seemed the rule, he proposed a three-stage
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system of state control in order to ensure "the co-operation of work-
ing people” in the full-employment programme. The first stage would
be supervision, including powers to collect information and the
registration of trade associations. The second stage, which he termed
regulation, included the authority to veto any restrictive agreements
and "as the ultimate sanction, to cancel registration." He was agnos-
tic on the question of whether statutory powers should be given to the
trade associations but insisted that in those cases "the use of that
power must be subject to effective control by the state.” The third
stage of control, public ownership, should be imposed only on monopoly
industries (paras. 293-295). On labour issues Beveridge proved more
reticent in advocating state controls, but he recognized that under full
employment "industrial discipline and private enterprise may be found to
be mutually incompatible (para. 277)." He discounted the possibility
of spiralling wage inflation, trusting the unions' new sense of responsi-
bility and the provision of arbitration services (paras. 283-288).
Similar influences were expressed in the report of the Nuffield
College conferences which took place in the latter stages of the war.
Although ignored in most of the literature on the period, these confer-
ences were in effect a repetition of the Mond-Turner talks of fifteen
years before, including prominent trade union leaders, progressive
industrialists like P.S. Cadbury, R, Coppock, Courtauld, W.A. Grierson,
and of course the son of Alfred Mond - Lord Melchett, and a host of
economists and intellectuals associated with socialist opinion 1like
T. Balogh, G.D.H. Cole, E.F.M. Durbin, N. Kaldor and Joan Robinson.
While Beveridge's name did not appear on the report he was clearly
associated with the group and submitted sections of the draft of his
book for collective .criticism (Beveridge, pp. 13-14). The postwar

consensus on economic and social policy did not simply materialize
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out of the spirit of the times, and it was the task of these conference
like the Mond-Turner talks to hash out the basis of a compromise pro-
gramme among the amenable leaders from both sides of industry. The

thrust of the policy document they produced, Employment Policy and

Organization after the War, was remarkably similar to that expressed

by Beveridge, with a parallel emphasis on the need for full employment,
efficiency and policies designed to win "the workers' willing consent"

to prevent restrictive practices. The problem of legitimacy for the post-
war order was packaged, again like Beveridge, in the public service

ethic of "war socialism,"” as most clearly expressed in the following:

The purpose of instilling public tonfidence® must be to secure

that directors, managers, technicians, and clerical and manual

workers all put first in their relations to industry the aim of
serving the public, and that the associations and unions that
bind them together for trade, professional, and protective
objects shall also accept the aim of this service, and regard it
as one of their essential functions to promote the efficiency

of the industries to which their members are attached. The pro-

tective objects of these bodies are fully legitimate and indeed

necessary as long as they are not allowed to stand in the way of
the adoption of new methods of production or to exercise restric-
tive or monopolistic powers in the interest of any limited group

(Nuffield College, 1944, p. 63).

The practical aspects of the programme outlined in the statement
were much the same as those proposed by Beveridge and others associated
with the war administration.. Investment was to be stabilized through
an expanded public sector and the creation of a National Development
Board, in charge of the funds available for public investment, capital
issue licensing, foreign investment, etc. (ibid., p. 32). Such a Board
would fall under the supervision of a new Ministry for National Devel-
opment served by an advisory planning commission and established con an
equal footing with the Treasury. The extension of powers to such a
public organization would necessitate a change in the recruitment
policies of the civil service to encourage mobility between it and the

private sector (ibid., pp. 39-40). Industry was again divided into
three sections, l. the basic industries suitable for public ownership,
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2. other oligopolistic industries, and 3. those in which small firms
predominated. For the second group the report advocated Public Indust-
rial Boards "responsible, in consultation with the economic organs
of Government, for the formulation of general economic policy for the
industries concerned," consisting of joint representatives of labour
and management, and serving as the state-recognized liason body. These
Boards were not intended to act as state-sanctioned cartels but were
rather to meet "the legitimate case for better organization and self-
government, to prevent the growth of moncpoly practices or control
and to ensure a framework within which individual businesses can oper-
ate with the utmost efficiency and in the public interest." As such their
primary tasks were to be the promotion of standardization and specializa~-
tion, concentration of production, pooling patent rights, etc., but
they were not to have the power to fix minimu prices, limit entry or
output or pool finances. The statement did recognize, however, that such
powers might be appropriate in special cases of "crisis industries”
but aimed at securing substantial public supervision before the exten-
sion of compulsory authority. Trade associations which did not come
under the supervision of an industrial board should be registered in
order to place them under public scrutiny and prevent the possibility
of cartel practices. The aim in short was to use state supervision
as a means of promoting efficiency, organizational co-operation and
the reversal of the "defeatist and restrictive attitude which has
affected much thinking about industrial problems in recent years (ibid.,
pp. Wh=H)."

On the labour side the document, as mentioned above, stressed
the importance of securing worker collaboration to achieve greater
flexibility in work practices especially among the skilled trades as

a quid pro quo for full employment and the extension of social security
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(ibid., pp. 16-18). It also supported retaining and extending works
councils, joint production committees or similar bodies "in order
to secure the continued co-operation of all grades of workers in the
maintenance of industrial efficiency, and to recognize the claim of
labour to a share of workshop control (ibid., p. 67)." In short its
discussion of the labour issue was dominated by a concern for legiti-
macy and flexibility as it was feared that labour groups might take
advantage of full employment to press wage claims without a corresponding
increase in productivity.

While it is impossible to asses the overall importance of the

Nuffield conferences, the influence is clear in such documents as the

Fabain Research Group's Government and Industry (1944) and the TUC

report on Reconstruction published the same year. Both drew heavily

on the proposals outlined in the Nuffield College statement as did

the Conservative Party report, Work: the Future of British Inddustry

(1944), and the labour Party statement, The 01d World and the New Society
(1943).

Industrialists might not have supported the whole programme of

the Nuffield group, but the acceptance of at least some measure of
public control was fairly widespread. Some like Willian Wallace,
while highly critical of any system of institutionalized cartels and
appreciative of the wartime system of “supervised self-government,"
were perhaps more typical of the business world in expressing concern
that state intervention should have definite limits. Wallace's proposals
were more defensive in that they were primarily aimed at securing a
greater degree of independence for private capital within the post-
war framework:

we should look to the State first and primarily to provide a

suitable economic setting and to determine the objectives and

lay down principles and exercise oversight; and, secondly,
where the State must intervene in the actual operation of indus-

try we should seek to do this in a way which leaves the greatest
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practicable degree of initiative and responsibility to those in
the particular industry concerned (Wallace, p. 49).

In other words Wallace along with many other industrialists
had largely accepted the expanded role of the state in the areas of
Keynesian management, i.e., the use of the budget to influence invest-
ment and consumption. His concern had shifted towards the organizational
forms which might provide industrial influence over the details of
economic policy as well as prevent state interference in the everyday
management of firms. Keynesianism seemed the best alternative to the
twin dangers of unstable laissez-faire capitalism on the one hand and
directive state socialism on the other, for,
To perform these functions effectively [demand management] the
State must consult industry. It must inform industry not only
as to its policies and aims, but as to the reasons behind then,
so that intelligent co-operation may be possible. It must pro-
vide a free and ready means whereby industry can submit its own
views. For this, organization is essential (ibid., p. 80).
The organizational form appropriate for this linkage between the state
and industrial capital was naturally enough the system of intimate
relations between the trade associations and the various Whitehall
departments. While recognizing the need for some kind of public
control in cases of monopoly and restrictive practices, for the rest
Wallace simply wanted the acceptance of trade associations as "the
officially recognized organ of consultation on behalf of industry
(ibid., p. 96)." 1In his view membership of the trade association
ought to be purely voluntary.‘the only penalty to non-members being the
loss of information and influence. In those sections still requiring
direct controls or where the need for restrictive practices had been
established, the appropriate linking agency would be an Industrial
Board, in effect the postwar application of the model of “supervised

self-government” or state-sanctioned cartels (ivid., pp. 97-101).

By 1944 the FBI as well had shifted towards a more positive,
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less restrictionist policy than indicated in the 1942 report on

Reconstruction. While the earlier document had followed the 1930s

belief that the chief problem of the future would be chronic over-
production and consequently stressed the need for virtually autonomcus
control of production by the trade associations, the 1944 report,

The Organization of Industry, reflected the wartime experience of

"supervised self-government.” Recognizing the enhanced role of the
Keynesian state, in particular the commitment to full employment, it
repeated industry's main objective of securing its independent self-
management within overall policy considerations. The aim was substan-
tially the same as that of Wallace, namely, "that the Government should
confine itself to producing a framewokk of national economic policy
leaving the details to be filled in by working organizations provided
by the industries themselves (FBI, 1944, p. 5)." The ultimate goal of
industry remained "ultimate decontrol,” and the way to minimize govern-
ment interference was "for private enterprise tp provide the effective
machinery required through the trade associations." Reflecting a can-
vass of industrial opinion which was overwhelmingly against the contin-
vation of compulsory membership and legally binding powers for trade
associations, the report proposed that the latter maintain the »ole of
being the "official channel of communication" between industry and the
state on all matters of commercial and industrial policy. However,
branches of industry still affected by over-production might require
some form of compulsory control, although no mention was made of possible
public supervision (ibid., pp. 6-10, see also Blank, 1973, pp. 31-8).
The various proposals enumerated above were significant not be-
cause they were implemented &n full, which was not the case although
aspects of many of them were incorporated into the reconstruction pro-

gramme, but because they indicated the extent to which corporatist or



~-120-

quasi-corporatist ideas were still dominant in British industry, the
trade unions and political circles through the war years, indeed in

some respects more prominent than before. Given the range of views

from the FBI's reiteration of the demand for ultimate decontrol and
unfettered undustrial self-government on the one hand to the much greater
extension envisioned by Beveridge on the other, it was the task of
forums like the Nuffield conferences to hammer out a compromise posi-
tion that would elicit support on "both sides of industry.” By the
latter stages of the war the "middle way" proposals of the Nuffield
group seemed to have found the right mix of Keynesian demand-mangement
policies and quasi-corporatist controls capable of ensuring the collabor-
ation of at least the agents of labour and capital, whoever won the
postwar elections. It was more or less this recipe that the Attlee
government served up as the political-economic basis for the ™new
society," given official blessing as the institution of "“democratic
planning.” Yet, to the surpise of the Iabour government it found itself
fzcing increasing opposition from industrial capital to the programme
which various representatives of the latter had been instrumental in
drafting as business opinion hardened against any form of public super-
vision in the private sector, a conflict whose history I shall return to
shortly.

The position of the City was likewise greatly affected by govern=-
ment supervision of external relations. International financial trans-
actions came under state direction, but the new forms of control were
undermined from the start by the reconstruction of the imperial rela-
tionship under a new, if less stable, guise, the sterling area. Import
and financial controls were gradually imposed with food importing taken
over entirely by the state. The Treasury assumed direction of all deal-

ings in gold and foreign exchange, reducing the authority of the Bank of
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England still further. However, payments within the newly erected
sterling area were left uncontrolled. In fact the creation of the
sterling area under the pressures of war reversed the trend of the
previous decade towards a looser currency area. Although voluntary in
principle the sterling area amounted to a near monetary union, thus
laying the foundations

which made possible the post-war development of a dollar-discrim-

inating club and a banker-client relationship between Britain

(witb depleted reserves behind her) and her sterling-area asso-

ciates (Strange, p. 56).

In this alliance the members held their exchange rates in line
with the pound and pooled their reserves in London under British and
later Anglo-American control. For the countries of the Empire this
helped secure the viability of Britain both as a military power and as
their chief trading partner, a mixed blessing from their point of view.
For Britain a fairly severe price was paid for this union, namely in-
creasing indebtedness to primarily sterling area countries, the so-called
sterling balances. The degree of debt grew at a rate of about £600m
per year during the second half of the war, allowing Britain to run a
substantial trade deficit and still wage war but leaving a tremendous
burden at the end, completely overturning the traditional position of
London as a net world lender.

Until October, 1943, these growing debts were balanced by the in-
flow of dollars through the Lend-lease Agreement with the United States.
However, after that date the U.S. ceased supplying industrial goods
gratis, and British reserves began to be depleted, leaving a total of
around $250m by the war's end and liabilities some fifteen times greater,
i.e., a sum close to the total overseas holdings at the start of the

conflict. American policy thus meant that the sterling balances kept

rising while reserves remained slightly reduced, but by the end of the
war the american administration had a very different line on the prob-
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lem:
The United States took the view that the sterling balances
should be very largely written off, as a sterling area contrib-
ution to the Mutual Aid system of wartime finance. The British
delegation in Washington, which included Lord Keynes, reacted to
the suggestion with incomprehension. Britain saw herself as bank-
er to an association of countries whose support Britain still
needed politically as much as sterling needed their financial
confidence. They took the opposite view that it was not for the
banker to default (Strange, p. 60, see also Pollard, 1969, p. 33,
and Gardner).
when in the end the U.S. became the financial guarantor of the
sterling area, it also tacitly accepted the importance of reconstitu-
ting an international role for the pound, even if limited to the coun-
tries of the Empire. For the United States never forced a reduction of
British liabilities through requisition or confiscation. In this way
the U.S. promoted and continued to finance an international association
which discriminated against American products, largely out of political
considerations and the need to reconstruct the world financial system
after the disintegration of the 1930s. The war had created conditions
favouring a new financial unity in the old Empire, but this was only
possible with American support through the 1946 Loan Agreement and later
through Marshall Aid. In Strange's terms the gradual disintegration of
sterling's role as a master currency in the Commonwealth was concealed
and delayed in part through American aid as one facet of a new world

financial system in which the dollar now occupied the position of

top currency.

The Labdour Government and Economic Planning, 1945-51

when labour came to power in 1945 in a landslide election few

could have expected its relations with business to be as agreeable as

they proved in the next few years. The “"concordat" between Labour and



capital, though somewhat strained in the final years of the govern-
ment, was perhaps the most remarkable feature of the Attlee administra-
tion. Yet, the reasons behind this lack of overt hostility are not
that difficult to comprehend. 1In the first place the overwhelming
victory at the polls bequeathed such a firm legitimacy to lLabour that
a policy of obstinate obstruction was unlikely to provide much in the
way of political dividends. Secondly, and more significantly, Labour's
programme was firmly imbedded in the concensus on economic and social
policy that had emerged in the latter years of the war. Despite a
certain degree of socialist rhetoric the economic measures actually
implemented were the same melange of Keynesianism and quasi-corporatism
that had been advocated by industrialists and leading trade unionists
during the closing stages of the war. Even nationalization had been
anticipated and accepted as legitimate by progressive industrialists and
Conservatives so long as it was pursued on a case by case basis and
limited to "sick" industies mainly providing the infrastructure for
private manufacturing. This was precisely the approach taken by the
government and only when it appeared to breech this model of responsible
social democratic behaviour, as in the case of the nationalization of
jron and steel, did industrialists adopt a postition of active opposi-
tion. For the most part, however, relations remained cordial if not
always intimate, and what is most notable is the continuity between
labour's programme and wartime policy, rather than the break that might
have been expected from Britain's first majority socialist government.
Economic planning had not received much attention in Iabour's
electoral programme, an oversight that was symptomatic of the views of
the Party‘’s leadership. In so far as the term was used during the life-

time of the government, it served largely as a justification for two

main aspects of economic policy, first, the retention of direct controls
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during the period of reconversion while supplies were still short and
the balance of payments constraint paramount, and second, the use of
the budget as the central mechanism for the regulation of demand.
Planning in any wider sense was quite simply never even contemplated,
let alone attempted, by the Attlee government. Given the commitment

to wind up physical controls as quickly as possible, the pattern of
state intervention was dictated by economic circumstances rather than
by ideological motives. Controls were gradually removed as the conver-
sion to a peacetime economy proceeded, only being reimposed or prolonged
when economic pressure became overpowering, as most notably during the
Korean conflict.

The new government did not initiate any significant changes in
administrative mathinery, opting rather to continue with the existing
policy-making apparatus. However, one of its first acts was to wind
up the Ministry of Production, transferring most of its functions to
the Board of Trade. While this department might have been used as
the basis of a planning department, its hasty abolition indicated the
overall direction of Labour's economic programme, that is, reducing
rather than extending state intervention into the private sector.
Herbert Morrison as lord President was nominally responsible for econ-
omic co-ordination but in fact shared authority for economic policy with
Hugh Dalton as Chancellor of the Exchequer and Stafford Cripps as Pres-
jdent of the Board of Trade. The basic structure of the war administra-
tion remained intact throughout the first years of the government,
reflecting the consensus politics that guided Labour's leaders. When
explicitly questioned about the adequacy of the planning machinery, a
point that proved to be apt when the fuel crisis erupted unforeseen in
the winter of 1947, Morrison complacently defended the existing organi-

zation. He rejected any idea of alteration, in particular the ever-pres-
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ent proposal for an "economic general staff” in charge of a planning
office (Leruez, pp. 37-40).
Labour's rather belated justification g@f its claim to a programme

of economic planning appeared with the publication of the Economic Sur-

vey for 1947 in February of that year. This document attempted to

legitimate the government's economic policies as an exercise in demo-
cratic rather than totalitarian planning. Whereas the latter implied the
subordination of private decisions to state directives, "democratic
planning" meant, in the words of Stafford Cripps, "a minimum of compul-
sion and a maximum of agreement, persuasion, consultation and other free
denocratic mehtods (cited in Rogow, p. 13)." In the alternative form-

ulation of the Economic Survey, "A democratic Government must...con-

duct its economic planning in a manner which preserves the maximum
possible freedom of choice to the individual citizen (p. 5)." In point
of fact this process of "democratic consultation" with businessmen
adamently opposed to the continuation of wartime comirols in any long
term sense, much less anything like measures smacking of a real com-
mitment to a programme of socialist transition, led the government
rapidly away from anything like a co-ordinated planning exercise. The
political constraints implied in the commitment to consensus politics
and the soliciting of business collaboration effectively precluded
any serious effort to plan the economy. As Rogow explains in his
apologia for the Attlee government,
Lebour leaders, in particular Sir Stafford Cripps, were increas-
ingly persuaded that the objectives of private industry harmon-
ized rather than conflicted with the aims of the Labour Govern-
ment. Given this concePtion. controls which inevitably cause ill
will and frictiog with industry, are far less desirable than vol-
uniary co-operatlon.and. indeed, if the argument is carried to
its logical conclusion, controls become scarcely necessary at all

(Rogow, p. 44).

Despite the inevitable consequence of this reliance on business



co-operation, the government continued with the charade of democratic
planning, both as a means of self-justification and as a response to
oriticism of its inability to foresee the fuel crisis of the winter

of 1947, an event which demonstrated the inadequacy of economic information.
In March, 1947, Attlee announce the establishment of a Central Edon-
omic Planning Staff (CEPS) with Sir Edwin Plowden as first Chief
Planning Officer as well as an Economic Planning Board (EPB). The

CEPS was supposed to act as the "think tank” for long-term economic
planning, providing information to the various departments and ministers.
The EPB represented one of the first attempts at tripartite machinery,
including the CPO as chairman and with members drawn from the employers'’
organizations, the TUC, the ministries directly concerned and the CEPS.
Both bodies were strictly advisory, having no authority to act indepen-
dently of government ministers. In effect they were simply window
dressing; the planning staff supposedly in charge of co-ordinating the
experiment was never allowed to gain the size or the influence that

would have justified even a part of labour's pretensions. While the

Economic Survey of 1947 spoke optimistically of "targets)| by 1949 there

was only a mention of "estimates.” In the succeeding years the Economic
Surveys became less detailed and dropped all reference to even the
notion of "democratic economic planning" proclaimed in the hard winter
of 1947. Indeed, these documents were forgotten as soon as they were
published and evidently exerted no influence whatever on the actual
course of economic policy (leruez, pp. 48-61).

The other administrative shake-up of 1947, the appointment of
Stafford Cripps in September as Minister for Economic Affairs, indicated
more clearly the actual direction of labour policy. Cripps took over
the tasks of the ailing lord President, Movrison, namely the responsi-

bility for economic co-ordination, and the Lord President's Committee
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wis replaced by two others, the Economic Policy Committee and a
ministerial Steering Committee. With the resignation of Dalton in
Novenber Cripps became Chancellor of the Exchequer, effectively re-
turning the responsibility for economic policy to the Treasury for the
first time since 1942. The ascent of the Treasury symbolized the real
path of the government, its primary commitment to a Keynesian economic
programme through budgetary control., In fact, while 1947 was a water-
shed for the government, it marked the turning point not toward a co-
ordinated strategy of long-term economic planning but rather towards
the increasing relaxation of existing direct controls whenever economic
circumstances permitted. While the fuel and balance of payments crises
of 1947 prolonged the retension of the wartime system for the remainder
of that year, by November, 1948, two major "bonfires" had removed the need
for issuing 200,000 licenses per year, and a further "bonfire" in March,
1949, reduced the total by a further 930,000, effectively removing the
greater portion of direct controls (Chester, 1952, and Worswick, 1952).
As mentioned above labour's relations with industry were remark-
ably cordial although increasing strain marked the latter years of the
government. This amicable relationship was hardly surprising given the
commitment to work within the ideological consensus that had emerged out
of the Second World War. For all the talk of planning the system of
direct controls was in all essentials the extension of the system
developed in the war only for as long as necessary during reconstruction.
Industrialists could hardly complain tooloudly about the system since
they were still in charge of it. As Rogow describes it in his peculiar

and uncritical manner,

Although the planning operation was often thought of, or at least
discussed, as the chief concern of the Ministers and the Civil

Sexvice, it devolved in great part on industry itself, and -
especially the leading firms and trade associations. Indeed,

the extent to which the labour Government made use of b
usi
to plan and administer controls must be accounted one of iz:ss



most remarkable and contradictory characteristics (Rogow, p. 60).

In fact this "remarkable characteristic" involved nothing more
than the continuation of the state corporatist framework of the war
economy. The first CPO, Sir Edwin Plowden, wasadirector of Britisn
Aluminium among other firms. The Capital Issues Committee consisted
of seven bankers, stock brokers and industrialists. The Chairman of the
British Rayon Federation was a principal advisor to the Board of Trade.
Unilever management occupied no fewer than ninety posts in the Ministry
of Food. The leather controller was an official of the United Tanners'
Federation, and so on. Virtually every producer department was headed
by the appropriate business representative, often still on the payroll
of their respective firms or trade associations. The defects of the
system were particularly evident in the field of price controls in which
the Central Price Regulation Committee, again staffed largely with
business representatives, played akey role. Prices were consequently
set at the levels requested by the trade associations based on their
estimates of cost and desired profit levels., As a result the government
was increasingly bedevilled with inflation,and "the resulting high prices
were reflected in profits which for most of the period were the highest
in the history of British industry (Rogow, p.68)." More generallly
the system meant not only that industrial capital was well placed to
apply pressure for the control "bonfires" of 1948-50, but that the
state was effective sanctioning a cartel arrangement which supported
restrictive practices and the dominance of the traditionally powerful
firms. The point is not that "democratic planning" was particularly
open to corruption, but rather that it had an overwhelmingly corporatist
flavour with the official backing of the government (see Rogow, pp. 60-

68 and leruez, pp. 61-67).

With the gradual relaxation of direct controls in the latter years



of the attlee:administration the relationship between industry and the
state shifted towards a "semi-voluntary system" in which the sponsoring
or producer departments were -linked with the corresponding trade as-
sociations. While the departments had i1ll-defined responsibility for
particular industries even during the inter-war era, the relationship
was solidified during the period of direct controls. The continuing
contols over some imports, capital issues and building licenses neces-
sitated close contact in any case, and the links between the sponsor-
ing departments and trade associations became the essential communi-
cation network between industry and the state for the postwar period.
With the Board of Trade as the central ministry concerned with industrial
and commercial affairs, this system was the main mechanism by which
matters of government policy which impinged on business interests could
be discussed and amended. Supplementing the sponorship network was what
one observer termed a "vast system of advisory and liason bodies whose
orbits lie between the departments of Government and the purely indust-
rial organizations (PEP, 1952, p. 113)." While these bodies had like-
wise existed before World War Two, they had similarly gained in sig-
nificance with the transition to a looser relationship between industry
and the government. From the high level committees like the Economic
Planning Board through middle level organizations such as the National
Production Advisory Council for Industry down to specific industrial
agengies which dealt only with particular aspects of individual inustries,
these advisory councils and committees acquired a permanent status in
the Keynesian era. Their brief for discussion was as wide as that

of the sponsorship-trade association nexus, and, indeed, the activities
of all these organizations overlapped considerably (see PEP, 1952, chs.
5 and 6 and PERy 1957, chs. 1 and 3 and U.K. Treasury, 1948).

However, if the informal links between industrial capital and the
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state proliferated in the years following World War II, labour's
attempt to structure this relationship more formally met with a dis-
tinct rebuff. Cripps had set up a number of working parties, seven-
teen in all, primarily in industries which were dominated by large
numbers of small producers and in need of rationalization and capital
concentration. As a result of 2 number of reports by these tripartite
committees the government passed the Industrial Organization and Devel-
opment Act in July, 1947. This empowered the government to set up
development councils in the industries concerned, also on a tripartite
basis, but with no authority to order restructuring. They were to be
strictly advisory bodies, providing information, training, scientific
and industrial research, etc., and certainly there was no basis for the
fear among some Conservatives and businessmen that the Act amounted to
back door nationalization. 1In fact the proposed industrial development
councils resembled nothing so much as the earlier programme put forward
by industrial leaders, but business opposition had hardened by this time,
and the Act was a resounding flop. In essence restrictionist bodies of
a corporatist character were no longer necessary given the expansion of
production then taking place. Industrialists now wanted fewer controls
not more, and the provisions for trade union representation did not
increase the appeal of the development councils. In addition industrial
leaders were concerned that the councils, whose members were appointed
by the Ministers, should not displace the by now legitimate role ac-
quired by the trade associations, that of industrial representative to
the government. In the end only three new councils were created, and
these had no more than minor influence. The Industrial Development Act,
like the experiment in "democratic planning” in general, was a total
failure (Leruez, pp. 67-72, PEP, 1952, pp. 126-9, Blank, 1973, pp. 85-8,

and Rogow, pp. 80-98).
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The other area of increasing friction between industry and the
Attlee government was of course that of nationalization. While the
enployers’ organizations had not exactly welcomed the early national-
jzation measures (the Bank of England, coal, gas, electricity, the rail-
roads and road haulage), they had confined their activities to securing
concessions on the final details of the various bills, rather than risk
a campaign of all-out opposition. In this industrial representatives
were highly successful. Not only was the structure of the public corp-
orations to their 1liking, modelled on the organization of private firms
with no concession to workers®' control and incorporating the former
managements into the new hierarchy, but the generous terms of compensa-
tion released much needed funds for investment in more profitable areas.
The coal owners alone received some £300m from the nationalization of the
mines. However, the case of iron and steel seemed to breach the 1945
consensus, since this was neither a sick industry nor a public utility,
although it was badly in need of massive investment and rationalization
(McEachern, 1980). Business opposition to labour's proposals intensified
as the bill for public ownership was postponed in a hopeless effort by
the government to secure an acceptable compromise. In the end the in-
dustry was nationalized, but only in part, and the various component firms
were never merged into a single unified corporation. Consequently, the
door was left open for rapid denmationalization if Iebour lost the next
election, which is of course exactly what occured. In this industry as
in the others the industrial representatives managed to win their main
objectives through the effective if indirect use of pressure on the
details of the bill when they realized the inevitability of its passage
through Parliament. Even Rogow noted the impotence of labour in the

face of this kind of opposition on the part of capital. "The steel
dispute,” he remarked, "at least suggests that some of the effective
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limits of planning are determined not at the ballot box or by the plan-
ners themselves, but by the power interests of the affected groups
(Rogow, p. 171)."

Relations between industrial capital and the government were
put under further strain by the attempt to control prices and incomes
in woke of increasing inflation. The "planning"” initiatve in fact
corresponded with a shift from direct controls towards the greater
reliance upon indirect economic management through the budget. The
revival of Treasury control meant that labour's relationship with in-
dustry was increasingly based on a policy of voluntarism, but this was
quickly put to the test as inflation became the chief concern. By
February, 1948, the government had secured a voluntary wage freeze
from the TUC in return for voluntary prices and dividends restraint
on the part of employers®' organizations. These voluntary arrangements
lasted for over a year, but by the summer of 1949 they were already
being shredded by the combined pressure of rank and file unionists and
recalcitrant employers. The devaluation of the pound in September ham-
mered the last nail in the coffin of the voluntary wage freeze, although
it took another year for the TUC Conference to reject the policy outright.
By then relations with business had deteriorated over the issues of
steel nationalization and the development councils, so that the leading
organizations were under considerable pressure to end the voluntary
policy from the employers® side as well. By the fall of 1950 the FBI
was no longer willing to recommend a continuation of the policy of re-
straint to its members, which had in any case become more or less
meaningless given the inflationary boom then being fueled by the Korean
War (Blank, pp. 97-104 and Panitch, ch. 1).

By the end of labour's turn of office industrial capital should

have been well pleased with its efforts to influence Britain's first
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majority socialist government. Relations with the Attlee administra-
tion had been agreeable if not cozy. The only two areas in which
substantial disagreements had arisen, steel nationalization and the
development councils, had been effectively debilitated although not
exactly vetoed. Besides compensation for public purchase of shares
industry was now the recipient of a large variety of direct and indirect
subsidies. Not only could firms discount part of the cost of capital
investment through the tax allowance scheme, but grants and loans
facilitated specific projects, such as the £40m loan to British Aluminium
in September, 1951, and the £10m re-equipment grant for the cotton
industry in 1947-8. The government likewise provided one-third of the
share capital for the new Finance Corporation for Industry, set up by
the Bank of England together with the major clearing banks. The In-
dustrial and Commercial Finance Corporation was erected on a similar
basis to fund loans under £200m to aid smaller firms in an effort to
close the "MacMillan gap" still yawning widely nearly two decades after
its initial discovery. The government had in addition financed a

number of new organizations to aid with research and development, inclu-
ding the Department of Industrial and Scientific Research, the Council of
Industrial Design, the Agricultural Research and Advisory Council, the
British Institute of Management and the British Standards Institute.

Yet, for all these efforts the politics of the "producers' alliance"
had lost momentum by 1950, and relations between industry and the state
were removed to arms length after a decade-long embrace. The reasons
for this were fairly simple as indicated above. Corporatist politics
had presupposed an economic climate of depression. They were essentially
restrictionist in outlook, industrialists seeking state support in
cartel arrangements to guarantee their existing shares of the market.

While these policies worked well in wartime conditions when access to
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a limited volume of supplies was the chief concern, postwar expan-

sion seemed to demand a new relationship with the government. From

1947 there was a shift awey from corporatist policies in the ranks of
industry parallel to the emergence of neo-liberalism in the Conserva-
tive Party. In the immediate postwar period industrial capital support-
ed measures of control and even the welfare state as these promised to
prevent a return to ruinous depression conditions. However, the very
success of the reconversion to a peacetime economy and the experience of
full-employment created a new set of fears about the possible inflation-
ary results of public sector expenditure and trade union power, not to
mention the former's role as a competing consumer of the nation's re-
sources. 3By 1950 planning was identified with the system of direct
controls, even though in practice it had meant decontrol, and was con-
sequently out of favour with industry as the latter looked increasingly
for a return to the simple virtues of a market-regulated economy. In-
dustry by now showed less and less concern with its relations with the
state, except in so far as it wanted intervention in the private sec-
tor minimized. Economic liberalism had revived as the dominant ideology
of industrial capital to an extent unseen in Britain for thirty years
(Blank, pp. 108-110 and Harris, ch. 5).

In conclusion this period was marked by two important breaks in
the relations between industry and the state and in the conduct of
economic policy. The first came in 1941 with the development of the
war-time planning apparatus and the installation of Keynes in the
Treasury. From that point economic policy was formulated in Keynesian
terms. However, what remained unclear until 1947 was the political-
economic context in which such a policy would be embedded. In the
latter years of the war it seemed possible that the representational

links between industry and the state would assume a more formal, perhaps
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even statutory casting. Similarly, the extent of state intervention
and control over the private sector and the degree to which fiscal
policy would be subordinated to a national planning procedure had

not been settled. From 1947 the general trend towards decontrol was
apparent despite various setbacks. Relations between industry and

the state were institutionalized on an informal basis via the sponsor-
ship network. As direct controls were removed and the nationalization
programme largely completed,the limits to state intervention were
established. The rather weak impulse to develop a voluntary planning
framework was abandoned in the face of employer hostility. Instead
budgetary policy assumed centre stage as the key instrument of economic
regulation, and with it the Treasury resumed its pivotal role as the
central department in charge of economic policy. In effect this implied
a reversion to a bureaucratic mode of procedure, although the context

of "Treasury control" in the post-war period obviously implied & signif-
jcant break with pre-war practices. Given the vastly expanded role of
the public sector and the commitment to full employment and a whole
range of welfare provisions, macro-economic policy could no longer

be formulated with reference to the position of state finances alone.
what emerged out of this period along with the informal set of state-
incustry relations was a form of indirect economic regulation without
much in the way of institutional support (apart from the brief flirtation
with prices and incomes policy), a programme which might best be

termed "pure and simple Keynesianism.” While in the short run this
proved to be relatively successful, it left successive governments
ill-equipped when faced with a new set of dilemmas consequent of

the return to full employment, mainly inflation and structural change.

These tensions are the theme of the next ¢hapter.
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CHAPTER FIVE

Conservative Liberalism and the Return of the City. 1951-4p

By the time the Conservatives returned to power in October, 1951,
the stage had been set for a broad bi-partisan consensus on the para-
meters of economic and social policy that became known as Butskellism,”
after the labour leader, Hugh Gaitskell, and the Tory Chancellor, R.A.
Butler. The Labour leadership's experience of strong opposition to
planks associated with the left wing of the Party (the use of direct
controls and rationing, the extension of nationalization to profitable
sections of industry and economic planning) had convinced it that such
programmes were an electoral liability. Subsequent development in
social democratic theory in the 1950s added legitimacy to this essentially
prgamatic position by asserting that such measures were not only polit-
jcally inexpedient but economically superfluous. As most cogently

expressed in Anthony Crosland's, The Future of Socialism, the basic

objectives of full employment and social welfare were now accepted by
capital and the public at large, and public ownership was increasingly
irrelevant to the aims of socialists. Socialist policy in this view
ought to be confined to greater social equality through fiscal redistri-
bution and the expansion of educational opportunities and social welfare
measures, while planning was redefined as the combination of Keynesian
management and ad hoc state intervention in areas where market allocation
of resources was deemed inefficient or socially disruptive, i.e., in
industries requiring high and risky capital outlays, to secure region-

al balance, etc. (Crosland, 1963, esp. Pt. 5). The Conservatives, while

they might express different priorities in their taxation and spending
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policies, had for their psrt largely accepted the inveitability of
the welfare state, the existing sphere of public ownership apart from

iron and steel and roaa haulage and the expandsl role of the statce

o

the primary customer of the private sector and guarantor of full em-
ployment. Keynesian demand management had apparently secured polit-
jecal legitimacy, and the revival of the Tresury with a free hand ir
determining the budget unequalled in any of the other advanced capit-
alist states offered an ideal locus for counter-cyclical economic pol-
jcy through fiscal and monetary instruments outside the direct party
political influence of Parliament.

Yet, by the end of the decade rumblings of discontent with "Treas-
ury control,” "stop-go" policies, and the sluggish rate of economic
- growth could be heard in Parliament, the national press and most sig-
nificantly within the ranks of industrial capital. While there had
been no return to the dismal economic perfomance of the inter-war years,
the trade cycle still manifested itself in an attenuated but increasing-
ly severe manner, and the balance of payments, so 1t appeared, exercised
a limiting constraint on the pace of economic activity. The decade that
began with a celebration of "Tory freedom" ended with growing dismay
at the decline of Britain's position vis-a-vis her chief econonic com-
petitors and a renewed enthusiasm for the once discredited programme
of economic planning, particularly within the ranks of large industry.
Industry's flirtation with economic liberalism was thus very brief in
historical terms, and the background for this about face is the chief
subject of the following section.

The Conservative return to office after their marginal victory over
an intellectually exhausted labour government thus signalled no great

departure in economic policy. While pledged to "set the country free"

from labour dirigisme and austerity, the new government initially
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clamped down controls somewhat tighter than they had been under ~tlee.
However, as before the election these measures were largely dictated by

the state of the escconomy, and the Tories continued the programme of
decontrol as quickly as circumstances permitted, indeed often pre-
maturely. If the Conservatives moved cautiously at first, the success

of reconversion to a market dominated economy inspired greater enthusizsnm,
and the pragmatic steps of the initial stages soon hardened into a
doctrinaire commitment to free market ideology whatever the economic

cost.

The success of the policies of decontrol were not due to any in-
herent superiority of market forces over politically set controls as an
allocator of resources, however. Conservative freedom worked in the
early fifties essentially because the terms of trade turned very ad-
vantageously in Britain‘s favour once the Korean War boom had dissipated.
The drop in price of imported primary goods and foodstuffs stabilized
the cost of living and allowed for a dramatic increase in home consump-
tion and production without affecting the balance of payments. Likewise,
investment remained low until 1954, partly due to the cutbacks in the
initial allowances, and consequently did not compete with domestic con-
sumption for the nation's resources. When investment finally revived
in 19545, partly spurred on by an increase in the initial allowances
in the budget of 1954, and the price of imports began to rise as well,
the bottlenecks of a strained economy became all too apparent. With
the stagnation of labour productivity in 1955-6 coupled with accelerat-
ing wage increases to the order of 7% per annum, the economy began to
suffer from the combined effects of inflation, stagnation and balance
of payments deficits that has afflicted it ever since. Conservative

liberalism, it seemed, did not always live up to its promised results .

(Shonfield, 1958, ch. 2).
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By 1955 in other words Britain was beginning to experience &
combination of negative features that led Shonfield for one to speak

of "the climacteric of 1355," drawing the appropriate paralle
circumstances of decline in the late 19th century. In brief the central
problem was that the twin policy goals of a high investment rate and
expanding rconomy or the one hand and a strong and ultimately convert-
ible currency on the other now appeared conflicting rather than com-

plementary aims. This complex was officially recognized with the pub-

lication of a government White Paper, The Economic Implications of full

Employment, in 1956, which drew attention to the possible lack of com-
patibility of the three Keynesian policy ainms, full employment, price
stability and economic growth, and questioned for the first time since
the war the priority of the first over the other two (see also Crouch,
i;907, p. xiv). The ingredients of the sterling crises of the 1950s

were indeed largely the same as those vicious cycles of previous decades.
various interests centred on the City and the Bank of England success-
fully pressed for an early return to convertibility and a revived
international role for sterling, and the result was a clampdown on

‘home investment and the debilitating effects of stop-go policies. The
crisis of 1955 set a pattern for successive years, a failure of con-
fidence in the pound, largely due to speculative movements by overseas
holders, was countered by deflationary measures at home, on the ground-
less basis that the key problem was domestic inflation, thus restricting
investment and economic growth. From then on economic policy was
largely determined by the state of confidence in sterling, which meant
three years of more or less deflationary policies (Shonfield, 1958, ch. 8).
To explain this course of events it is necessary to look more closely

at the "problem of sterling,” the role of the City and the Bank of

England andthe relationship of these to Conservative free market ideol-
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As noted above during the course of the war the sterling area
had been welded into a monetary union with London in a controlling
position. In the post-war years the sterling area emerged as the
key economic link between the countries of the former Empire, a kind
of club which discriminated against dollar imports (with American fi-
nancial becking) and in which the British government perceived its
role as that of banker to various client states. The sterling system
was dependent in the post-war years on an open door policy for capital
exports from the City of London. The banker-client relationship meant
that in return for holding their sterling balances in London the member
countries were supplied with such foreign currencies as they required
for imports and more importantly that the British government would assist
their investment needs by providing the means for capital export and by
giving them priority in foreign aid. The net cost on the capital account
of the balance of payments was in the order of £150m per year in the 19%0s,
two-thirds of which was private investment. While Britain had ended the
war as a large debtor for perhaps the first time in her history, this
loss of overseas holdings had been made good by 1950; yet, heavy capital
outflow was allowed, even encouraged, throughout the decade. While the
British government saw its role as that of a banker with the traditional
notion that such a position would give it the power to discipline the
various client countries to "live within their means," the latter looked
upon their sterling balances more as an investment fund which would
either guarantee that they received loans and investment capital from
the metropolis or could simply be run down as needed to finance current
account deficits. Particularly in the latter half of the 1950s this
depletion of the sterling balances had a significant impact on the bal-

ance of payments. Moreover, the main beneficiaries of the sterling
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area system were not the undercdeveloped colonies but the independent
white dominions, as the dollar surpluses of the former were transferred
to cover the lJeficits of ine latizr (see Shonfield, oh. %, Conan, chs.
2 and 4 and Polk).

The use of Marshall Aid funds offers one index of the effects of
government prioritles in economic policy. On the Continent these funds
were for the most partchannelled into industrial reconstruction, thus
forming the basis for the "economic miracles" of the 1950s. In Germany
for example industrial capacity had not been so badly damaged as often
imagined, but the capital market was in a shambles. The stock market
did not play a major role in industrial investment as new issues re-
mained nearly as low in 19%8=-52 as they had been in 1908-12, Yet, in-
vestment was maintained, largely through the use of short-term credit
facilities of the major banks. Marshall Aid counterpart funds in other
words were diverted into industrial investment through the agency of
the banking network, breathing new life into German finance capitalism.
The counterpart funds represented GB4% of totel long-term industrial
finance in 1949, declining thereafter. The German state later aided the
banks by placing considerable deposits in their hands, accounting for a
considerable proportion of the increase in their assets and their cap-
acity to lend to industry. Thus behind the "social market" ideology of
the F.R.G., which so enticed Young Conservatives in the 1950s and later,
lay a high concentration of credit through state support of the banks
and the careful use of Marshall Aid. Similarly, in France in the period
of 1949-52 Marshall funds were used to finance abour one-quarter of
public investment which again through the planning agencies and state
banking system werefumnelled into industrial restructuring. In Britain

by way of contrast the counterpart funds were used to redeem government
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securities and thus reduce the national debt, largely out of consid-
eration for the country's international and military obligations,
especially to the sterling area (Hu, pp. 14-27 and Shonfield, 1958,
p. 268).

The balance of payments did exercise a constraint on economic
policies in the 1950s but not, as sometimes thought, because of a short-
term weakness in British exports. The current account was in surplus
throughout the decade apart from 1955, yet rather than using this sur-
plus to build up reserves the government allowed it to be invested abroad.
Indeed, official policy was to achieve a positive balance on the current
account just in order to finance capital export. The real sources of
strain on the balance of payments were primarily these commitments to
maintain and revive Britain's overseas presence; capital export and
military expenditure drained off the surplus on the crrent account. The
pattern of capital investment was distinctly different from the pre-war
variety as it now took the form of direct rather than portfolio hold-
ings, i.e., British companies wereextending their operations in a multi-
national direction. However, interestingly enough the return on such
jnvestments hardly justified the exercise since it was on average no
higher and possibly lower than the net after-tax return on domestic
investment in manufacturing industry (Caves et al, p. 176). Moreover,
even apart from balance of payments considerations home investment of
course improves productivity much more directly than overseas invest-
ment. While the usual justification for the latter is that it increases
the demand for exports, this is much less obviously the case when such
investment goes primarily to other industrial nations, e.g. the white
independent countries of the Commonwealth. Inaddition the return on

such investment overseas must be balanced against the military cost of
maintaining governments abroad friendly to British interests (Shonfield,
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chs. 4 and 5 and Worswick and Ady, 1962, ch.6).

The top priority of Tory economic policy was then the revival of
un internztionzl role for sterling and ultimately a convertibl
rency. From 1951 when London reopenéd as an international market in:
foreign exchange to the return to convertibility in 1958, the story in
essence Ls ore of successive removals of the restrictions on firzpcizal
transactions in an attempt to restore sterling and London to their for-
mer positions in world finance. The increased use of sterling in inter-
national transactions was buttressed by its role in the protected ster-
ling area, both functions in effect sustaining the illusion that it was
possible to return to the golden age of the by then distant past. How-
ever, besides the negative effects on economic policy the whole system
was as dependent on contingent factors as the gold standard system of
the 1920s: 1. the necessity of American tolerance and support of an
economic system which discriminated against the dollar, 2. a continuous
massive outflow of capital, and 3. the capacity and willingness of the
dependent countries to earn dollars and exchange the surplus for larger
sterling balances in London, all of which allowed the system to continue
on the basis of extremely low reserves even by British standards (Strange,
ch. 2 and Polk).

The policies of the various Tory governments of restoring a free
market economy, an international role for sterling and a discriminatory
association of "Commonwealth preference" were thus mutually reinforcing.
The end.result was to delay the recognition of sterling's decline from
what Strange terms its top currency position in international financial
transactions, and no doubt to contribute to the complacency of British
@xporters since they could rely on protected markets, though their share

of even these was steadily on the decline. The acceptance of these

constraints, especially the need for a surplus on the balance of pay-
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ments, made the management of the domestic economy that much more dif-
ficult and constituted the major factor behind the deflationary policies
that characterized the latter half of the 1950s (Strange, p. 71).

The programme of liberalizing controls on exchange made the pound
much more susceptible to the whims of world financial confidence. It
wizs this fallure of confllence rather than the balance of payments
constraint which fostered the three-year sterling crisis that began in
1955. While there was a deficit in that first year, it was not as
great as that of 1938, yet the latter had not been accompanied by a
run on the pound. In any case the pressure on sterling continued through-
out 1956 and most of 1957, when the balance of payments had returned to
the black. The source of speculation was the widespread belief at the
time that sterling was about to become completely convertible and that
the government would adopt a floating exchange rate. The basis for the
rumours was not hard to find since the Conservatives had long been
flirting with the notion of a "two lever" control over the economy,
that is limiting the exercise of state manipulation to the Bank rate
and the exchange level. From 1952 when the Tories had seriously con-
sidered the dramatic introduction of such "automatic" regulators under
the appropriate code name of "Operation Robot" up through the crises of
1955-57, the usefulness of employing foreign confidence to discipline the
domestic economy had exercised an understandable attraction for Tory
free marketers. Given the balance of payments weakness in 1955 and the
low state of the reserves, these rumours of a rapid move to convertibil-
ity and a floating pound were quite enough for foreign holders of ster-
ling to anticipate the removal of controls by making a run on the already
porous defences of the pound. The crises were in a word essentially

speculative (Shonfield, 1958, ch. 8).
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However, it was not merely expectation and rumour that fueled
speculation against sterling at this time. It was the realisation that
the Bank of Fngland was regaining the upper hand in determining the
thrust of economic policy and that this return to its former position
of dominance could only mean convertibility at the earliest practicable

-~
-

moment, 17 not before. :s Shonfield reports,

The impression of many observers at this time, in the first half
of 1955, was that the Bank had more or less taken over the dir-
ection of British policy, and that the Chancellor of the Exchequer
was prepared to do whatever was necessary at home in order to sus-
tain the appearance of a continued movement towards sterling
convertibility abroad (ibid., p. 201).
The revival of the Bank rate as a key instrument of policy and the in-
itiation of operations by the Bank in overseas markets to ensure that
the unofficial rate kept in line with the official rate confirmed these
impressions. By pushing up the rate in overseas markets the Bank hoped
to demonstrate the ripeness of the moment for convertibility and thus
make the final "dash for freedom." Paradoxically, the rumours of such
a move were enough to prevent its actual accurence, for the subsequent
flurry of speculation against the pound forced the Bank to disavow its
rather too overt courtship with floating rates and persuade in turn the
Chancellor to make public pronouncements to the same effect in order
to stem the crisis (Shonfield, ibid., ch. 8 and Brittan, 1971, pp. 197-
200).

The Bank of England's support for floating exchange rates is some-
what surprising given its previous and subsequent hostility to such pro-
posals. The reasons for this temporary conversion are, however, rather
simple. In essence it was seen as a necessary if regrettable sacrifice
for the overriding goal of convertibility. In the earlier case of
Operation Robot the Bank had expected devaluation in any case owing to
the rearmament programme and the collapse of the Korean War boom and

wanted to make & virtue of necessity by securing convertibility as part
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of a package deal. Put another way the City was, as the Economist
noted at the time, "for the first time, willing to accept a fluctuating
exchange rztc for sterling as the price that has to be paid for this
step towards convertibility (cited in Dow, 1970, p.83). While this step
had been rejected in 1952 as too drastic, similar ideas remained current
up to tne summer of 19535 as part of 2 '"collective approach to convertibil-
ity" on either a sterling-area or European basis. For the Bank such un-
orthodox measures as floating rates were deemed acceptable if distaste-
ful concessions in order to achieve a convertible pound, which was as-
sumed (much like the gold standard in 1925) to be an end in itself. The
parallels between the two conjunctures are rightly.emphasized by Shonfield:
behind the foreign exchange policies pursued by the Bank in the
1950s, it is possible to discern the same larger objective as that
which was ultimately obtained by Montagu Norman in the 1920s. The
advent of convertibility, like the restoration of the gold stand-
ard in its day, would prove to be a ruthless and effective dis-
ciplinarian of the home economy (Shonfield, ibid., p. 208).
The Bank was simply attempting to reassert the effective veto of finance
over the Keynesian state by exposing the exercise of economic policy
to the confidence of foreign (and domestic) holders of sterling; thus
ensuring that structural constraints could compensate for whatever
political weakness the future might bring for it and its City patrons.
The government and the Bank of England baulked at convertibility
at the last moment, just as they had in 1952, when it became clear that
the experiment was premature. In the case of Robot the plan had been
vetoed by Churchill, who was influenced by Lord Cherwell and Sir Arthur
Salter (the corporatist ideologue). Cherwell in turn relied on the advice
of G.D.A. MacDougall and Salter on that of Sir Robert Hall, the Chief
Economic Advisor to the Treasury from 1947 to 1961, and Lord Plowden,
the CPO until 1953. These expansionists and anti-liberals within the
Treasury continued to argue for eaution in the middle years of the

decade. Likewise, Conservative Chancellors in the fifties, Butler
’
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MacMillan and even Thorneycroft, and no doubt Sir Winston himself,

were somewhat chary of adopting tout court the Bank's programe of a

rdash for freedox” given the experience of blindly following the

advice of Montagu Norman in the 1920s. Consequently, the next few years
witnessed continued vacillation in economic policy, the result of the
"unending cricket matcn" between the Bank and the Treasury expansionists,
the end product of which is better described as a drift rather than a
dash towards convertibility (Brittan, 1971, pp. 95-96 and 196 and
Shonfield, 1958, pp. 212-224).

From 1955 through 1958 the government pursued deflationary pol-
jcies, although the same conflicts within the administrative machinery
produced a pattern of vacillation and about turns, punctuated by sterling
crises at the end of 1956 and the summer of 1957. The appointment of
Sir Edward Boyle as Economlic Secretary to the Treasury in the spring
of 1955 and Harold MacMillan as Chancellor of the Exchequer
later in that year added two expansionist voices in key positions.

Their reign did not last very long, however, as Maclillan became Prime
Minister in the wake of the Suez crisis and Boyle was replaced by Nigel
Birch in early 1957, who was “by training and temperment a City man
(Shonfield, ibid., p. 231)." Consequently, the prevalence within the
Treasury of a highly circumspect attitude towards the efficacy of Bank
rate changes and market forces had a short life and was hardly well
entrenched in any case. The new Chancellor, Peter (now Lord) Thorney-
craft, was politically aligned with the free market, orthodox finance
wing of the Tories, but initially at least he followed the cautious line
of the expansionists. At this point he was apparently influenced by Sir
Robert Hall, and evidently proposed the introduction of an incomes
policy or wage norm of the voluntary sort later favoured by labour.

This plan did not pass muster with the Cabinet, however, and the only
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coneession to the notion was the creation of the Council for Prices,
Productivity and Incomes, which in any case came out in favour of
monetary “ecflation (Brittan, 1971, pp. 207 and 210, Shonfield, 1958,
pp. 229-232 and Council on Prices, Productivity and Incomes, First

and Second Reports).

worneycroft's instincts got the better of his advice as a result
of the third run on the reserves in as many years in September, 1957 and
he effected a rapid 180° turn. This crisis was more or less equivalent
to those of the two previous years, although unlike the first there was
not even the plausible excuse of a balance of payments deficit. Again
it was purely a question of foreign confidence and the expectation of an
exchange realignment as a result of the French devaluation and the chron-~
ic surplus on the German current account. While the Treasury continued
its public commitment to the existing rate, there was no doubt a contin-
uing debate on the matter within the policy-making apparatus, and in
any case, "The immanent likelihood of a new policy was widely believed
in the City (Dow, 1970, p.87)." The move to convertibility was postponed
once again, but overnight Thorneycroft was transformed into a hard
money man. Although one of his first acts as Chancellor had been to
lower the Bank rate, he now boosted it to a post war record of 7%
following the bankers® logic that internal inflation was to blame for
the crisis. Wage rates had in fact been decelerating and unemployment
was on the increase when he decided to call for a new dose of austerity.
Moreover, while investment had been rising for several years despite the
Tory attempt to restrain it, production had only just returned to its
1955 level after the previous deflationary measures. Treasury economists
were expecting a recession in any case and believed that the already
substantial slack in the economy would increase in the next few months.

The crisis was purely one of loss of confidence in the financial world,
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which looked agast on wage increases in excess of productivity and
sought severe monetary discipline as an antidote. Thorneycroft simply
adopted the advice of his new mentors, the monetarist, Lord Robbins, and
the Governor of the Bank of England, Lord Kindersley, who advocated
at the time that the "Bank rate had got to be raised and raised prop-
erly (Dow, 1970, p.100)."

Thorneycroft's "September measures" besides Jjumping the Bank rate
from 5 to 7% included cuts in public investment and restrictions on
capital issues and a directive to the banks to limit their advances.

The Chancellor was now working in close concert with Enoch Powell, the
Financial Secretary and noted free marketer, and the aforementioned
Nigel Birch, who together "were largely responsible for turning the
anti-inflationary policies into a crusade (Brittan, 1971, p. 213)."

The neo-liberal programme suffered another reversal, however, in Jan-
wary, 1958, when the doctrinaire commitment to cuts in public expendi-
ture failed to win the support of the Prime Minister or the Cabinet,

and the trio handed in their resignations in a dramatic if superfluous
gesture. Thorneycroft was replaced by Heathcote aAmory as Chancellor,
and the post of Economic Secretary was left unfilled until Anthony
Barber took over after the general election in October, 1959. While
Amory had supported the "September measures” and was as orthodox as
Thorneycroft as regards inflation, he eventually succumbed to expansion-
ist pressure. However, his first budget was still dominated by the fear
of upsetting financial confidence and was thus only mildly expansionist
despite rising unemployment and a predicted balance of payments surplus,
While Amory did not share Thorneycroft's theological temperment, he was
devoted to the same priorities and apparently not at all distressed by
the prospect of a rate of economic growth of no more than 1% despite the

possibility of greater expansion. Price stability was his central concern
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as he himself expressed: "We want to see production and employment just
as high as we can, consistent with maintaining the value of money
(cited in Brittan, 1971, p. 221)."

Favourable changes in the terms of trade allowed Amory to pursue
modest expansion in 1958 and still maintain price stability as well as
add something to the reserves. Yet, the recession continued through
1958, as the policies designed to please the financial world were not
compatible with the counter-cyclical measures which Keynesian theory
deemed appropriate. In December, 1958, sterling was finally made con-
vertible for foreign holders thus removing the last of the flimsy defenses
which had been breeched repeatedly in any case over the previous few
years. The recession became increasingly worrying to the government,
however, and Amory responded with a series of concessions on hire pur-
chase controls, public spending, bank lending and initial allowances.
Unemployment reached 620,000 in January, 1959, and in the wake of en-
thusiasm over the success.of convertibility and with due consideration
for the forthcoming election, the Chancellor introduced the most expan-
sionary budget of the post-war period, offering tax reliefs in the order
of £360m. In fact production had already begun to turn round when the
budget was brought in, and Amory was simply playing the "go" card in
electoral politics. Economic activity rapidly heated up, resulting this
time in a serious balance of payments deficit, the vicious cycle that
was to dominate efforts at steering the economy for the next decade and
more .

Relations with industrial capital had in the meantime come under
increasing strain as low investment and growth undercut the competitive-
ness of British manufacturers and as the gradual but inexorable dis-

solution of the imperial network forced a reappraisal of industry‘'s

dominant strategy for the past half century or more, i.e. its reliance
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on using a protected export market as a buttress for its domestic
position. By the end of the decade leading industrialists were joining
the chorus of criticism of neo-liberal political economy and deflation~-
ary policies of which, paradoxically, theyhad earlier been among the
most prominent advocates. In 1960-61 they were first off the blocks

in the "dash for planning" which marked the about turn in relations
between business and the state that characterized economic policy in
the 1960s. However, it took a decade of negative experience of the
politics of decontrol to achieve this reversal of attitudes, and for the
most part of that period industry was critical of the Conservatives for j
being too hesitant in the application of deflationary measures and the
general programme of “economic discipline." Industrialists were in short
caught in a contradictory conjuncture as on the one hand they saw the
restoration of market forces as the only alternative to the wartime

gsystem of controls and planning, which, while totally dominated by their
spokesmen and agents, contained the seeds of an alternative economic
framework that promised only danger for the long term no matter how com-
pliant the leadership of the Labour Party; on the other hand the hands-

off policies of decontrol and the exposure of British economic policy

to the effective veto of sterling holders were so disruptive in the

long term to their investment strategies and position in both foreign

and domestic markets that they were forced to return to the only programme
that had paid off in terms of coﬁcrete results in the past, that of
ndemocratic planning,” particularly as this seemed to be a key ingredient
in the “economic miracles" of their Continental rivals. I shall return

to the planning initiative in the following chapter. The focus of this
section is rather the growing realization on the part of some industrialists
that they were paying the price for Tory freedom and the City's revival.
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The period of 1951-60 was one not just of a gradual loosening of

the relations between industry and the state but one of a gradual de-
cline in the authority of the FBI over its constituent members. Even
before 1951 the Federation had been one of the louder voices in the
neo-liberal choir and, indeed, was frustrated by the hesitation of the
Consevatives in pursuing the free market strategy. The FBI was dis-
jllusioned with the govermment's evident slowness in taking up its.
policies, e.g., rapid denationalization of steel, large cuts in pulbic
expenditure and taxation, ending the excess profits tax and dividend
restraint and the general l1ifting of other direct controls which re-
stricted corporate autonomy. The change of orientation dated back to
1947, and the demand for public expenditure cuts and lower taxation was
the central repetitive theme in FBI statements from that date onwards.
However, the force of the FederationAs arguments was undercut by its
inability to specify where cuts ought to_bé made, and in later years
by the apparent lack of unanimity on such gquestions as incomes policies.
While there might have been discontent over the Conservatives unwilling-
ness to force the pace of decontrol given the international economic
situation, there could be little doudbt .that the goals of the government
and industry'’s central peak organization were in the main convergent.
In any case the rapid expansion after the Korean impasse diffused the
urgency of such criticisms and relations between the two were cordial,
if less than intimate for as long as the boom lasted (Blank, 1973, pp.
119-127).

The movement away from close collaboration with industry over econ-
omic policy was thus continued despite the change of government. This
was largely a product of economic liberalization; since the sfate was
no longer intervening in the economy in such a detailed fashion, there

was simply no need for business representatives to staff ‘the various
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state agencies. The latter were not so much abolished as allowed to decay
so that by the middle years of the decade little was left of that "vast
system of advisory and liason bodies™ which had seemed so characteristic
of modern capitalism as late as 1951 (PEP, 1952, ch. 6). The Conserva=
tives in any case preferred informal consulatation in the clubs and
private homes to the formal system necessary to a Labour government or
an interventionist state, and the political necessity of not associating
too directly with big capital tailored well with neo-liberal ideology
and the preference for the simple if somewhat brutal instruments of
monetary policy. This hands off attitude suited industry®s mood as
well, since the FBI was by now highly sensitive to accusations levelled
against it of acting increasingly as a state agent. The leaders of the
Federation were far less willing to be the initiators of any policies
that would tie them to the system of state regulation, preferring to
reflect the essentially negative posture of the FBI's members and its
rival organizations, i.e., less government, lower taxation and the res-
toration of market discipline. So by 1955 the system of government-
industry relations had been reduced to informal and infrequent contacts
at the higher levels on matters of macroeconomic policy and the contin-
uation of the sponsorship network between state departments and their
respective industries on the details of such policies and goverment
legisldtion (PEP, 1957). This situation was well suited to all the
parties concerned so long as the economic boom continued despite the
fact that "with less contact between government and industry, and less
desire to maintain close relations, habits of consultation were for-
gotten (Blank, 1973, p. 125)." When the series of sterling crises

broke in the latter years of the decade, however, this relationship did
not turn out to be quite so symbiotic.



The immediate reaction of the FBI to the sterling crises, however,
was simply to become more strident in its demands for deflationary
measures. It concurred with the orthodox view that the source of the
problem was the high level of internal demand and that consequently
it was the government's responsibility to remedy the situation with the
traditional medicine of public expenditure cuts and greater unemploy-
ment. In particular the FBI refused to countenance any voluntary re-
straint of prices or dividends on its own part, believing along with
most industrialists that the earlier experience of 1948 had been un-
fair and objecting to the "increasing tendency to thrust the burden of
read justment on to industry”™ and the same time as it demanded further
deflation (cited in Blank, 1973, p. 129). This rather bizarre position
was matched by the dogmatic insist@lpce that cuts in public investment be
made as a precondition to any consideration of private sector restraint,
despite the fact that the Conservatives had already made considerable
jncursions in precisely that direction. The appointment of Arthur
shenfield as Economic Advisor in 1955 reinforced the dogmatism and in-
flexibility of the FBI's orthodoxy as his theological adherence to the
»demand pull” analysis of inflation was soon reflected in policy state-

ments, especially Britain's Economic Problems and Policies, a pamphlet

published by the Economic Policy Committee in early 1957 (FBI, EPC, 1957
and Blank, ibid., pp. 127-31).

This confusing picture of industrial attitudes in the mid-1950s
js further complicated by the divisions on the question of incomes
policies. In the wake of the sterling crisis of the summer of 1955, the
British Employers’ Confederation called for wide-ranging discussions
with the TUC on the state of the economy. The FBI was determined more
than anything else to avoid a return to the voluntary restraint policies
that had characterized the latter stages of the Attlee government, and
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relations with the Conservatives had truely soured as a result of
this flanking manoeuvre. In March, 1956, the FBI refused the Mac-
Millan government'’s request to co-sponsor with the TUC a White Paper
on inflation which emphasized the increasing costs in the private
sector as the main factor. Only in July were the FBI and BEC, joined
by the NUM and the ABCC, finally won to the government's view of the
need for a "price plateau.” The price was a pledge from the heads of
tha nationalized industries to freeze their prices as well as a £100m
reduction in public expenditure. Here again, however, the FBI was
not so much initiating a new policy direction as falling in with the
increasingly militant mood of employers in general in the drive to hold
the line against spiralling wage claims and stagnant productivity. The
rejection at the TUC Conference in September of any policy of voluntary
restraint made the whole issue a dead letter. Industry's preferred pol-
icy of sharp deflationary measures was in any case put into effect in
September, 1957, under Thorneycroft with an enthusiastic response from
the FBI despite the recognition that industry would have to pay part of
the cost of going to "the root of inflation."™ As expressed in an editor-
jal in the FBI Review, "Though the new measures will bear heavily on some
sections of industry, the FBI could hardly condemn the Chancellor for
carrying out policies with it has frequently recommended to him (FBI Re-
view, Oct., 1957, and Blank, ibid., pp. 131-38). Industrial leaders
were fully in agreement with a policy that treated domestic inflation
as the main enemy and were willing at this point to put up with industrial
stagnation to achieve zero inflation.

While approval of the “September measures” was reaffirmed in the
statement, Fighting Inflation, issued in March, 1958 (also penned by
Shenfield), as the recession began to bite the FBI became increasingly

concerned with the results of the measures it had so persistently advo-
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cated (FBI, 1958). With a rapid decline in the growth of fixed invest-
ment down to a zero level in 1958 and an equally dangerous rise in un-
employment to the highest levels since the Second World War, industrial-
ists began to rethink the course of the general economic programme they
had supported for the past ten years. The first two of the Industrial
Trends Surveys initiated in the early months of 1958 confirmed the depth
of the recession and credit sueeze, and the Federation new added its
voice to the rising clamour for expansionist measures, even reversing
its previous stands on public expenditure and investment. The result
was a substantial jab for the economy after the recession had already
bottomed out, as described above .(FBI Review, March, 1959). The scon-
omy soon overheated once again with subsequent balance of payments prob-
lems in 1960 and the reimposition of credit restrictions and hire pur-
chase controls in April of that year. This ti;e, however, the FBI
objected to the imposition of measures designed to resolve the short-
term problems of the economy. In the spring of 1960 industrial capital
was beginning to perceive that the “stop-go"™ poliices of the past decade
were destabilizing to industrial investment in the long run and were no
ajd in the attempts to expand British exports. Economic planning, which
had been the dirty word of the 19508, was once again taken out of moth-
balls and launched as the new redeemer of the British economy.(Blank, 1973,
pp. 139-142).

The evidence submitted to the Radcliffe Committee, established by
Thorneycroft in the wake of the financial crisis of 1956 to investigate
the working of the monetary system, offers some insight into the contra-
dictory pressures and conflicts both within industrial capital and between
industry and finance in this period. In general one may say that the Bank
and financial institutions expressed satisfaction over the main lines of

of monetary policy. From their perspective the fault lay not in orthodox
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monetary instruments nor in the financial system but in the.Ffeatures of
the Keynesian state that undercut the effectiveness of the above, prin-
cipally "over-full"employment and public sector borrowing. The views of
industrial representatives were on the other hand considerably divided,
especially on the question of the eficacy of Bank rate movements as an
instrument of credit restriction. Spokesmen for big industrial capital
were uniform in their view that monetary measures before 1958 had no sig-
nificant impact on their investment plans, while small industrial capital
felt the pinch of dear money much more directly. This perhaps more than
anything explains the contlnued support on the part of such organizations
as the FBI for deflationary policies, as the large, and increasingly multi-
national,firms did not suffer directly from such measures at least in the H
short run. They were able to finance investment out of their own liquid
resources and thus concurred with the orthodox view that fighting infla-
tion and maintaining a surplus on the overseas account ought to be the
priorities of government economic policy. Representatives of small industry
were much more critical of the general operation of monetary policy,
having felt the credit squeeze more drastically, especially since many
small firme relied on bank overdraughts for the finance of capital expen-
diture. They similarly reproached the City for mot catering to their medium
and long-term financial needs, reaffirming in contrast to big industrial
capital the continued presence of the "MacMillan gap."™ Finally, there was
virtually no questioning by any of the participants, including the TUC, of
the external commitments of the British state or the programme of reviving
the overseas presence of British capital through massive foreign investment.
The evidence of the Bank of England was characteristically self-

satisfied and defensive. The Governor saw monetary measures as “considerably

successful” over the past few years. More particudixly, "in 1952 , and
again in late 1955 and 1956, monetary measures heiped significantly to
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restrain the boom, and, if they had not been used, the present economic sit-
uation would be much less healthy than it is." The Bank admitted at
this point (July, 1957) that altered conditions of the post-war period
had meant that "it was impracticable to rely in monetary policy on any
automatic remedy to meet any particular change in the situation." Full
employment had changed business expectations about economic trends and
consequently "control by monetary authorities is more difficult than at
at times when good and bad trade alternated more sharply.” Other factors
undermining monetary control were state encouragement of capital expendi-
ture outside the influence of monetary measures (like public sector invest-
ment), the large liquid balances of big companies, and the low level of bank
advances which the financial institutions were anxious to increase.
None the less the:Bank affirmed that,
Experience has shown that, in the general objectives of moderating
fluctuations in the econoay, the Treasury and the Bank, acting to-
gether and with the co-operation of the banking community, can do
much by formal and informal methods to control the level of advances,
the banks® policies towards securities, liquidity and so on. But
the btasic need remains the ability to regulate the total quantity
of currency and bank deposits. Monetary measures will, in the long

run, only be effective if Government policy as a whole is directed

to keepdng the money supply under control and the public are persuaded
that this objective will be achieved (Committee on the Working of

the Monetary System, Principal Memoranda of Evidence, Vol. %, pp. 3
and 36; see also Minutes of Evidence, paras. 2251-2319). 4

The Bank likewise maintained that the role of interest rates was

an integral and effective aspect of monetary policy, given the above pro-
visos about general conditions and other aspects of policy. The effect of
interest rates was deemed “partly actual and partly psychological,” and
consequently difficult to specify in exact terms. The post-war situation,
especially the higher rates of taxation and the expectation of continued
jnflation, had also undermined the effectiveness of higher interest rates
ingdiscouraging borrowing and the ability to sell long-term fixed-interest
government bills. The importance of the latter point, i.e. the need to tumm

to Treasury bills to fund the public debt:thereby increasing the liquid-
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ity of the banks, led to the ultimate suggestion that "a formal limit
should be set to the size of the debt (ibid., p. 38)," a suggestion
that was to return in later years. On the foreign exchange market as
well the Bank still felt that Bank rate changes influenced the flow

of funds to and from Britain. In this case as well, however, various
conditions impeded the functioning of traditional monetary instruments:

The actual change in the level of interest rates is subsidiary

nowadays to the effect on confidence in sterling which a change

of Bank Rate can exercise, when it is taken abroad as a sign

that measures are in hand which will fundamentally improve the

economry. In post-war years; there have been periods when con-

fidence has been lacking and a level of interest rates in London higher

than in other countries has failed to attract funds from abroad

(ivid.).

The Bank dealt rather abruptly with any proposed changes in monetary
policy that would sustitute "2 measure of complusion" for the traditiomal
relationship of informal understanding or "moral suasion" between the
Bank and the financial institutions in an attempt to remedy the above
situation. It emphasized the utility of theexisting<;o-0peration between
the bankers and the authorities:

To introduce an arbitrary standard on a compulsory basis must

give the banks an incentive to rearrange their affairs so as to

secure the greatest advantage that the law allowed. The virtues

of informal and flexible methods of persuasion would be lost, and

this would not be without influence on international opinion.

If invoking this ultimate threat of foreign confidence once was not enough,
the Bank repeated the point with regard to the overseas operations of

British banks.

It cannot be presumed that compulsory measures could be limited to
banks whose business is primarily in the United Kingdom. The U.K.
business of British and other banks operating mainly overseas is
highly individual. To apply uniform methods of regualtion would be
difficult; might prejudice the standing and operations overseas of
British banks, and might even provoke unpleasant political and mon-
etary redctions in their main centres of operation (ibid.).

After listing the various compulsory techniques that might be invoked, the

Bank rejected all with the partial exception that Special Deposits schemes
were the least objectionable of the alternatives. Yet, the general approach
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to compulsory measures was at the same time unequivocally negative.

None of the suggestions is free from serious drawbacks arising from
the introduction of compulsion and rigidity into a banking system
doing a large volume of international business. They are all likely
to prejudice the close and helpful co-operation which exists between
the authorities and the banking system. They all operate primarily
on the business of credit-giving; :and therefore do not replace instru-
ments, such as Bank Rate, which effect also the willingness to take
credit. The Bank would stress these drawbacks, and do not at present
consider that an amendment to the present system is necessary or
would on balance be advantageous (ibid., pp. 41-2).

The Treasury was somewhat less sanguine about the effectiveness of
traditional monetary policy in the post-war era, although largely accepting
its general objectives. It too noted that the expectation of governement
support for full employment had undercut the psychological impact of a
rise in Bank rates

In the past it was possible to create, or at least reinforce, the

expectation of a genmeral recession in trade, and increases in Bank

Rate were often regarded as a signal that such recessions were

imminent...It is now, however, taken for granted that the Government

will do all in its power to prevent the advent of a general reces-
sion, and the experience of price movements over the past twenty
years has greatly weakened the that goodszmay sometimes be got more
cheaply by waiting. Today, therefore, restraint of capital expendi~
ture by monitary means has to rely more on restraining people from

raising money (ibid., p. 9%).

Thus, the limitations of the traditiomal method (raising Bank rate) made
jt necessary to exercise direct controls on the financial sector, i.e.
restrictions on capital issues, direct requests to commercial banks about
the level and purposes of their advances and hire purchase controls. The
experience of monetary policy had not, however, been highly encouraging
in the 19508, even with the use of direct controls (ibid., pps. 96-99).
While offering no direct comment on the Bank's rejection of alternmative
techniques of monetary control, the Treasury did maintain that,

this control cannot in present circumstance.be adequately exer-

cised by existing techniques of monetary policy alone; and that

these have to be supplemented by controls of capital issues,

hire purchase controls nad requests to the Banks, or a combination
of all three(ibid., p. 120).

Admitting a "presumption in favour of minimum interference with the nor-
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mal working of the existing system," it too rejected the introduction
of additional compulsory measures but agreed with the Bank of England

about the relative desirability of special deposits placed at the Bank
in comparison to alternative schemes.(ibid.).

On the question of external policy the Treasury's evidence was
largely again in accord with that of the Bank of England. The importance
of an international role for sterling was unquestioned,and consequently the
two dominant objectives of external policy were reaffirmed, namely main-
taining confidence in sterling and earning an adequate balance of pay-
ments surplus to finance private capital outflow, long~-term government
vlending and the capital repayments of government overseas debt. The
stability of the sterling balances was dependent on "confidence which has
to be maintained by United Kingdom policy and needs to be continually
refreshed.” Sterling holdings: by countries cutside the sterling area
were even more liable to sharp fluctuations owlng to loss of confidence,
not to mention the internal "trading community,” which could vary the
nJeads and lags" in the purchase and sale of goods and evade exchange
controls to invest in non-sterling currencies if the exchange rate were
threatened (ibid., p. 117). In consequence, with regard to monetary
effects on short-term capital movements, "confidence factors" had pre-
dominated over "normal factors,” i.e. had impinged upon the ability of
rises in the Bank rate to influence such movements. Moreover, "The
central feature of ‘confidence® has been that, having regard to the lim-
jtations of our external monetary position, doubt has existed over our
capacity to carry out our domestic programmes without running into in-
flation (ibid., p. 119)."

Representatives of the financial institutions concurred in every
respect with the point of view expressed by the Bank of England. They

supported the "informal and flexible™ relationship with the Bank, the
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reliance on traditional methods of monetary policy and the general

aim of maintaining sterling's international role and opposed the use

of direct controls, particularly when such methods impinged on their

own field of operations, as well as any proposals for the retension or
introduction of compulsory measures. Their criticisms were reserved for
other aspects of government policy which undercut the eficacy of monetary
instruments, namely continued finance of state expenditure through borrowing
because of the commitment to full employment, the public corporations’
investment policles, etc. For example the Accepting Houses Connitjﬁ;d(/
offered the opinion that

that part of the monetary system with which [the Accepting Houses]
are concerned, namely the London Money Market, functions with
admirable smoothness and efficiency and is the best of its kind in
the world. It provides a sensitive mechanism with the help of
which the Authorities can influence the supply of short-term
loanable funds. Provided that changes in Bank Rate are suitably
backed up by open market operations, any desired degree of credit
‘restriction can be brought about (ibid., Vol. 2, p. 5).

This eulogy was, however, subject to two reservations:

In the first place the mechanism will not work if the Authorities
shrink from raising rates of interest to a level appropriate to

the degree of restriction desired. In the second place the market
will not react in the manner which could normally be expected if
Government budgetary and debt management policy results in a con-
tinuous expansion of Treasury Bill issue; this must inevitably
frustrate any attempts to use normal open market techniques (ibid.).

Thus, the general position was that the monetary system and the financial
institutions were performing their proper functions in the British econ-
omy; the fault lay elsewhere.

It is no good blaming the monetary system for difficulties which
lie deeper. In particular it is no good blaming the system because
the effective halting of inflation may be incompatible with the
maintenance of a state of overfull employment, because a rate of
interest high enough to eliminate comparatively unprofitable demand
may also stop such socially desirible objects as house building,

or because when prices in the rest of the world rise or fall sim-
ultaneous maintenance of both internal price stability and the
exchange value of the currency may be impossible. No known mon-
etary system can reconcile conflicts of this kind (ibid.).

The thrust of the evidence of the Issuing Houses Association was
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largely identical. Given the experience of and government commitment
to full employment, the ability to restrict the supply of new issues
was very limited. The expectation of continued inflation had negated
the impact of higher interest rates, and the government not been either
able or willing to ration credit by means of comprehensive directives,
which the Association opposed in any case. Thus,
Since in our view the attempts at piecemeal rationing of credit
by means of letters of Guidance to the Capital Issues Committee
have so far proved ineffective, and since we hold that a comprehen-
sive use of directives to control the flow of credit would prove -
stultifying and moreover impracticable, it follows that reliance
must be placed in the main on the use of interest rates as a means
of rationingccredit (ibid., p. 44).
For this programme to succeed the government would have to control its
budgetary and financial policy as well as the borrowing requirements of
the public corporations in order to eliminate inflation. In the interim
pefore such measures would take their full effect, the Association sup-
ported the continuation of the Capital Issues Committee for as long as
the demand for fresh capital outran its supply. However, it proposed
certain constitutional changes for the Committee which would ensure its
greater authority and autonomy from government control. These included
streamlining and simplifying the procedure for application, the estab-
1lishment of general guidelines setting out investment priorities, the
inclusion on the Committee of "someone who is fully conversant with the
technical problems of Capital Issues and Issulng Houses,” preferably
wa leading partner of one of the eminent firms of City soliciters or
accountants,” and the selection of a Chairman "of an ability and stand-
ing in the financial world which would give great weight to his views on
the agreed instructions,” namely a Chairman of one of the joint-stock
benks (ivid., p. 47, see also pps. 42-48).
The Committee of London Clearing Bankers echoed many of the same

points. Any inadequacies of monetary control over the past few years
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were due "not to any defect in the mechanism but to the fact that

the machine has been overloaded (ibid., p. 51)." The financial system
was deemed sufficient in meeting any and all requirements for the fin-
ance of British industry. Compulsory controls and directives were op-
posed as both inflexible and undesirable.

In our view, both restrictions on lending at Government request

and the consequent diminution of competition among the banks in

the lending sphere are undesirable expedients which were resorted

to on a temporary basis tut which have gome on too long for the

good of the economy. We consider that both should be abandoned

as soon as practicable. However, if monetary measures need re-

inforcement and if it is necessary for bank lending to be arti-

ficially restricted at any time, we consider that this is better

accomplished informally than by legislation (ibid., p. 59).
Similarly, the preferred option of indirect influence through Bank rate
changes could only bee effective if budgetary deficits were curtailed.

There is no doubt in our minds that the high level of expenditure

vwhich has been maintained by Government, Local Government and the

Nationalised Industries in recent years is at the root of our

trouble and this is not capable of being restrained by those meas-

ures relating to the cost and volume of credit with which the banks

are mainly concerned (ibid., p. 61, see also pps. 49-61).

The submissions by industrial representatives were substantially
more critical, although in general they too agreed with the overall
policy objectives, especially the importance of maintaining an internation-
al role for sterling, the informal relationship between capital and the
state and the need for tighter budgetary control and reduced taxation.

It was in particular the organizations representing smaller firms that
displayed the greatest doubts regarding monetary policy, as they had been
more seriously affected by the credit sueeze than larger self-financing
firms. The evidence offered by the FBI was the most completely in line
with orthodox financial opinion, as it was at this point (November, 1957)
still under the spell of the excess demand model of British economic diff-
jculties.. The heavy hand of Arthur Shenfield was clearly behind the

analysis of the Federation offered to the Committee, as indicated by the
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references to the pamphlet, Britain's Economic Problems and Policies,

as in effect supplementary evidence, not to mention his place as part

of the witness team sent to give verbal evidence. Conseguently, the
memorandum was more or less a repetition of the arguments of that earlier
document. The effects of monetary policy at least before the September
measures was judged to be minimal. Only hire purchase controls and the
purchase tax were seen as potent, but these had to be large to be effective
and consequently had "damaging long-term consequences for the industries
concerned (ibid., p. 115)."

Raising interest rates was likewise deemed appropriate in the battle
against inflation. Indeed, they agreed that this weapon "must be used
with greater vigour that it was before September, 1957," if excess de-
mand and inflation would ever be eliminated (ibid., p. 115). The real
culprits were the method efdfunding and volume of public expenditure and
the investment policies of the nationalized industries. ' The only answer
was the tougher monetary policy, a reduced reliance on budgetary planning
and cutting government expenditure "down at the root.” The FBI expressed
jts faith in the adequacy of financial institutions, even in bridging the
"MacMillan gap" of medium and long-term finance for smaller firms, although
it did note that,

No corporate institution exists at present with the specified

purpose of undertaking the obviocusly much more hazardous business

of financing new and untried shcemes: and the question of whether
such a corporation would be in the public interest remains un-

answered (ibid., p. 117).

Yet, such an institution, it felt, should be left to the initiative of
the private sector, and no suggestion was made for the creation of a
publicly funded investment bank (see also pps. 114-128).

The British Bmployers® Confederation, industy's other peak associa-

tion , concurred with the viewpoint that the problem was "overfull em-

ployment” and thus with the remedy of reduced budget deficits and lower
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taxation. However, it attacked the policy of credit restriction as
"z blind instrument hitting both the just and the unjust,"” which moreover
had "no effect upon such of the larger companies as are still in posses-~
sion of surplus funds and need not go to the banks, nor for that matter
to the Capital Issues Committee (ibid., p. 109)." The Association of
British Chambers of Commerce echoed these sentiments with regard to the
effects and injustices of government policy. In addition it felt that
financial institutions still had not closed the *MacMillan gap" in in-
dustrial finance. In particular it held that

there is scope for providing additional facilities for med%um and

long-term finance. The existing facilities for the financing

of capital projects available through the Industrial and Commercial

Finance Corporation, Ltd., and the Finance Corporation for Industry,

Ltd., are felt to be inadequate on occaision, due to the fact that

their policy is in effect that of a “super-bank."
The City's answer to the problem of industrial finance was insufficient
in other words because of the limited funds available to the above insti-
tutions, and consequently the ABCC also saw the need for some expanded
source of risk capital to fill the place left by the demise of the
ijndividual entrepreneur, especially in the case of small business (ibid.,
p. 86).

The Engineering Industries Association similarly observed that
the credit squeeze had affected its constituent members, especially the
smaller firms. Since many engineering companieshad to rely on overdraught
facilities to finance capital projects, despite the avowed policy of the
clearing banks, "The continued and unpredictable imposition of such
restrictions is therefore harmfuls it is extremely difficult for businesses
to make long-term plans when monetary policies change so frequently (ibid,
p. 110)." Such frustrations were particularly acute for smaller firms,
especially in the case of directives to restrict bank advances and hire

purchase controls. The EEA also saw a need for some new institution to
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£i11 the need for long-term finance for smaller firms and proposed
either the establishment of industrial banks on the Continental model
or the expansion of the facilities of local finance corporations (ibid.,
p. 112).

One area of the financial system which was judged inadequate by
virtually every section of British capital including the financial in-
stitutions was the provision of credit for long~term capital projects
abroad. Proposals to deal with this situation varied considerably,
however. Sections of industrial capital supported the establishment
of an Export-Import Bank on the American model (the ABCC, the Export
Group for the Constructional Industries and the British Engineers® Asso-
ciation). Such a proposal had already been rejected by the Bank of
England in early 1956, and the Accepting Houses Committee had appointed
a subcommittee to investigate the provision of this type of credit.

The position of the latter was that it was not a question of funding

a new imstitution but rather one of altering the policy of the Export-
Credits Guarentee Department in order to extend state guarmantees to cap-
jtal projects of up to fifteen years. Given the extension of such guar-
antees the Committee was willing to countenance at least the consideration
of an Exim Bank, as such institutions had already proved successful in
other advanced capitalist countries, especially the United States (ibid.,
pps. 7-9). This position was also supported by the Committee of London
Clearing Bankers (ibid., p. 60) and the FBI (ibid., pps. 127-8). The
exact opinion of the latter was that the preferred option was a better
co-ordination of policy among existing institutions. However, it held
that some initiative was needed if British capital exporters were to
match the competition of state-sponsored projects from the socialist
block as well as the activities of American and Japanese Exim Banks.

and that a special kastitution would be necessary if other means could
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not be found.

lastly, the submission of the TUC was more explicitly critical
of the overall framework of monetary policy, a position which followed
directly from its understandable view that "the first and foremost aim
of economic policy should be the maintenance of full employment." Re-
peating the usual criticisms of the ineffectiveness of monetary policy
on influencing either the balance of payments or intermal demand, the
TUC objected to the "air of mystery that still surrounds the operation
of monetary policy and the part played in it by the Bank (ibid., p. 145)."
More particularly it noted that the real significance of recent measures
was that the government was no longer “"giving priority to full employ-
ment and expansion,” and thaf in any case the effects of monetary measures
were likely to be contradictory as intergst rate rises aggravated budget-
ary problems by increasing the cost of the national debt and the external
situation through effects on the interest payments due on the sterling |
pvalances (ibid., p. 146). Consequently, the TUC advocated a two-pronged
programme to secure a growth-oriented framework for econpmic policy. On
the one hand it wanted a greater emphasis placed on direct controls over
finance to enforce monetary measures (compulsory liquidity ratios and/or
the revival of the war-time system of Treasury Deposit Receipts to finance
short-term government borrowing without raising the banks® liquidity
ratios). On the other hand it repeated the call for a National Investment
Board, proposed earlier in both the TUC's evidence to the MacMillan Conm-
mittee and its report on reconstruction, although in this case it requested
that the Board have only advisory powers. Such a body would take respon-
sibility for looking at the longer-term programme for economic policy,
»for reviewing and co-ordinating all forms of capital expenditure®ito
ensure balanced growth and the continuation of full employment (ibid.,

p. 149). Yet, at the same time the TUC's evidance was remarkably con-
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ciliatory with regard to City institutions. Noting the reorientation

of the merchant banks and issuing houses away from overseas projects

and towards domestic industry, as well as the activities of the insti-
tutional investors and clearing banks, it felt that the gaps in industrial
finance discovered by the MacMillan Committee had been "largely filled”

in the intervening decades, a perspective which small capital, of

course, did not seem to share (ibid., pps. 149-150).

The publication of the Radcliffe Report in August, 1959, added an
official voice to those that were beginning to doubt the efficacy of
Tory economic policies. While cautious in tone and hardly radical in
jts recommendations, particularly in comparison to the MacMillan Report
several decades previously, the Radcliffe Report did at least clear away
some of the mysticism surrounding the Bank of England's favoured instru-
ment of monetary policy. In particular it cast doubt on the effects of
changes in interest rates on the level of demand andithus-on the ability
to improve the balance of payments position-in this manner. In addition
movements in the Bank rate no longer had an appreciable effect on short-
term capital movements as traditionally supposed: "a jump in short-term
rates seems on past evidence to have lost much of its power to effect
any real ihmediate improvement in Britain‘'s international balance sheet
(Committee on the Working of the Monetary System, Report, para. 439)."
None the less the Report accepted the point of view of the Bank and the
Treasury that however ineffective in real terms, "The rise in Bank Rate
is symbolical: it is evidence that the United Kingdom authorities have
the determination to take unpleasant steps to check inflation." Thus,
movements in the Bank rate might have a psychological effect on foreign
confidence based on the traditions of the Bank of England, i.e. as evi-
dence of who was in command, but the Committee doubted that "such vener-

ation for Bank Rate can persist if there develops a general scepticism of
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the power of interest rates over the internal economic situation (ivid.,
para. 441)." The really quick effects of monetary policy were secured
through the use of hire purchase controls and cuts in public investment,
but these had the result that, "The light engineering industries have
been frustrated in their planning, and the public corporations have had
almost equally disheartening experience (ivid., para. 472)." Thne squeeze
on bank credit in 1955-56 had probably had a considerable if slower im-
pact in the sense of a "diffused difficulty of borrowing," buth these
measures if less discriminatory had had the defect of leaving large sections
of the economy unaffected.

The monetary instruments employed left untouched the large indust-

rial corporations that control more than half the investment in

manufacturing industry; and neither their planning nor that of the
public corporations appears to have responded seriously to changes
in interest rates (ibid.).
Thus, only those areas which could be directly hit by administrative
decisions had been strongly affected by the attempts to restrict credit,
and here the actions had been discriminatory and abrupt.

It is far removed from the smooth and widespread adjustment

sometimes claimed as the virtue of monetary action; this is no

gentle hand on the steering wheel that keeps a well-driven car

in its right placé on the road (ibid.).

With regard to relations between the Bank of England and the govern-
ment the Report was equally cautious but implicitly critical of some of
the more grandiome aims of financial spokesmeni While agnostic on the
question of whether nationalization had made any changes in the respective
roles of the Bank and the Treasury, it noted that "the power to direct
[the Bank] has never been employed (para. 766)." Moreover, "the affairs
of the Bank" included only a part of the measures that influenced the
monetary system, and thus,

effectively to plan and implement the monetary policy of the coun-

try as a whole requires a constant co-operation, strategic and

tactical, between the central bank on the one hand and those re-

sponsible for alternative or supplementary monetary measures, es-
pecially the Treasury or the Board of Trade, on the other. More
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than that, monetary policy...cannot be envisaged as a form of
economic strategy which pursues its own independent objectives
(my italics] (para. 767).

Likewise, the Committee felt that the role of the Bank ought to be that
of "executant"” of government policy and explicitly disassociated itself
from the view that a central bank should be independent of political
influence. This position was invalid because,

jt either contemplates two separate and independent agencies of

government of which each is capable of initiating and pursuing

its own conception of what economic policy requires or else as-
sumes that the true objective of a central bank is one single

and unvarying purpose, the stability of the currence and the

exchanges (paras. 768-9).

Finally, the Committee noted various gaps in the credit market, in
particular long-term finance for capital exports and medium-term credit
for small firms, although here too the recommendations were rather min-
jmal. With regard to the former the Committee criticized the stance of
the Export Credits Guarentee Department that five years represented "the
horizon of insurable risk™ for the provision of state guarentees for
export credit. Having a virtual monopoly in tﬁe field and as é govern-
ment department the ECGD had to take a wider view than that of a "com-
mercial credit insurer:" "The maximum period of cover cannot in fact be
determined in advance by reference to some general principle of credit
jnsurance; it has to be related to the domestic and intemational econ-
omic situation at the time (paras. 887-891)." Given an extension of the
time length of such guarentees the Committee did not specifically recom-
mend the founding of a new institution but felt that such an Export
Finance Corporation, funded either publicly or privately, might be necess-
ary if existing financial institutions failed to meet the demand, i.e.
it simply restated the position of the financial sector on the matter
(paras. 893-898). On the question of long-term loans and the provision

of risk capital for small industry the Committee held that the "MacMillan
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gap" had been at least partially filled by the changed practices of the
financial sector and the development of new institutions. Rather than
recommending the establishment of a new corporation to cater to the
long-term loan needs of small business, the Committee proposed that

such a gap could be met through the slightly altered practice of the
joint-stock banks as well as by raising the limit on investments by the
ICFC. The problem of the risk involved in new commercial or technical
developments by small businesses could be overcome through the creation of
a state-backed Industrial Guarentee Corporation, which would limit:the
Josses financial institutions might incur by backing such ventures (paras.
932-952) .

By 1960 the use of Keynesian demand management to iron out the trade
cycle and maintain full employment within the constraints of the neo-
liberal political economy had hardly provided grounds for enthusiastic
support. Critical discussion beginning with the Radcliffe Report on the
monetary system focussed increasingly on the poor performance of the Brit-
jsh economy and the extent to which this seemed to be the result of state
activities rather than defects intrinsic to the economic structure. In-
deed, the two periods in:which demand had expanded faster than productive
capacity, 1952-55 and 1958-60, as well as the two recessions, 1952 and
1956-58, appeared to be largely the result of the stop-go measures taken
by successive Tory governments. The most famous survey of the period
came to the conclusion that "the major variations of fiscal policy were
in fact not stabilizing, but rather themselves one of the major causes of
instability; and that demand would have remained much more nearly in bal-
ance with supply if fiscal policy had, throughout the whole period, been
less actively interventionist (Dow, 1970, p.211)." For all its fine tuning

it seemed that the steered economy might have done better without a driver.
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One reason for the desultory performance of economic policy was
technical, the lack of adequate information about the economy. Official
forecasts used in aid of budgetary decisions were essentially short term,
referring to the future financial year alone. Yet, even these were as
often in error as not, sometimes leading to negative consequences when
translated into policy. Under the Labour governments of the 1940s fore-
casts of government expenditure were off on average by £100m while esti-
mates of GNP missed by some £200-300m, roughly one-third of the actual
increase. Under the Tories the forecasters demonstrated particular weak-
ness in their inability to predict the large increases in imports that
took place during the years of expansion. The average annual error as
regards imports and GNP during the 1950s were in the area of £125m and
£150m, respectively, although the general direction of the economy was
usually correctly foreseen. There were, consequently, three occaisions
when technical inadequacy may have affected government policy, the failure
to observe the stock recession in 1952 and the underestimation of the
growth of demand in 1954 and 1959. However, on balance these errors were
not that significant as a source of the malfunctioning of economic pol-
icy (Dow, 1970, pps.132-43).

The central reason behind the stop-go economics of the 1950s
was the fact that policy was subordinated to short-term considerations
which in turn were dictated by political-economic factors. Brittan
has caricatured the Chancellors of the period as "Pavlovian dogs respond-
ing to two main stimuli: one was ‘a run on the reserves® and the other
was '500,000 unemployed (Brittain, 1971, p. 455)." While there is cer-
tainly considerable truth in this observation, it missed out one key feat-
ure of the political-economic situation. Budgetary stimulus:was indeed

applied when unemployment breached unacceptable levels, particularly if

an election was in the offing. The commitment to full employment may be
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a necessary price for the continuation of a democratic regime in advanced
capitalist society, not to mention the economic and social effects of
any alternative course. The same cannot be said about the other limit

on economic policy, the exposure of sterling to crises of confidence

as part of a deliberate and unnecessary programme of restoring sterling
and London to their previous international positions in behalf of City
interests. While this programme accorded well with both the neo-liberal
jideology dominant in the Conservative Party at the time and the interests
of financial capital, it was a key factor behind the "political business
cycles” of that decade and in that sense hardly functional to either
belanced economic growth or the general interests of British capital.

The end result of economic policy based on short-term considerations
and subject to the effective veto of world finance was a particular pat-
tern of events that became known as a low growth syndrome. Restrictionist
policies hit investment strategies in particular, especially those of
the public sector, the consumer godds industries and small industry in
general through, 1. cuts in public investment, especially in the nation-
alized industries, 2. measures designed to curtail private investment, i.e.
higher interest rates, credit restriction, direct controls and cuts in
jnvestment allowances, and 3. the indirect effects of lowering business
expectations induced by the stop-go pattern of economic policy. The
lower level of investment and sluggish growth of productive capacity
thus generated at least in part by government policy in turn contributed
to the low rate of increase in productivity and the slow growth of the
national economy, reducing the cost competitiveness:of British goods and
laying the groundwork for future balance of payments problems that would
be far more serious than those of the 1950s, in turn requiring deflationary
measures of ever greater severity (Pollard, 1969, pps. 442-449).
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By the end of the decade industrial capital was becoming increas-
ingly disillusioned with the progress of a decontrolled economy. The
neo-corporatists who had laid dormant for most of the period emerged
once again to lead the initiative for some form of "democratic" or, as
it was now termed with due regard to post-war continental experience,
jndicative planning. While somewhat differently packaged the new programme
was in most respects no more than the revival of the policies and in-
stitutions of the Attlee government which had been blocked by industry’s
non-co-operation in the first place. While it is bhardly surprising that
industrialists could think of no new solution to the problems of the
British economy, what is less excusable is the way some of the industrial
leaders who had been at the forefront of the "dash for freedom" could
turn and blame the government for following the policies they had advo-
cated, indeed immediately following a period when they had been constant-
ly pleading for another lash of the deflationary whip. The memoires of
the FBI's Director-General, Sir Norman Kipping, can only be read as some-
what hypocritical:

So throughout 1955-7 we groped our way again and again through-

crises. Our reaction to plateaux, pauses, freezes and squeezes

was that they might on occaislion by a means to an end, but they
were not a policy or an end in themselves. The fact is that we
were out of touch with economic policy-making, and the govern-
ment was out of touch with us. For outside advice it relied
mainly on private consultation with men of its own choosing, more
of whom, I suspect, were men of the City than of industry. As
tools of economic management, the government relied on orthodox

fiscal and monetary measures (Kipping, p. 90).

While all this is perfectly true, especially the leading role of
finance in the determination of economic priorities, it is equally true
that both the hands off relationship with the government and the use of
orthodox methods of economic regulation were applauded by the leading
industrial organizations. They did not challenge the rise of the finan-

cial power bloc, indeed they more or less paved the way. One looks in
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vain for any critical comments from industrial spokesmen on the inter-
national role of sterling, the return to convertibility, the main pol-
jcy objective of raising a surplus on the current account on order to
pay for foreign investment, or the growing reliance on deflationary
economic policies, for industrialists were firmly in support of all

of these goals and methods throughout the decade of the fifties. Sim-
ilarly, the FBI was one of the major forces demanding the destabilising
budget of 1958. Any consequent mutterings about the effects of stop-

go policies and industrial stagantion must be seen in this light. If the

Conservatives had actually followed the course advocated by the Federation,

‘1 :
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the resulting situation would have been that much worse for British in-
dustry. As in the inter-war era the industrial challenge focussed much
more on the effects rather than the structural basis of British decline,
and the alternative framework for economic policy could only be a some-
what superficial call for a return to planning, i.e. the rgsurrection of
more formal ties to the policy-making apparatus of the state.

The renewed interest in planning received a further impetus from
the growing concern over the emergence of the EEC and the question of
whether or not to join it. On the one hand the greater success of the
European economies offered an obvious contrast to British performance, so
naturally enough there was consideration of whether this was due to dif-
ferent methods of formulating economic policy. In addition any govern-

mental initiative on entering a European trade bloc required close con-

~ sultation with industrial interests as the Rome Treaty impinged on vir-

tually every aspect of commercial policy. British industry was somewhat
chary of the whole affair, since entering the EEC would have entailed
abandoning their central international strategy for the past half cen-
tury, namely the exploitation of the imperial framework. Consequently,

the FBI had shown little interest during the early stages of the forma-
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tion of the EEC and only became concerned when the inadequacies of
British performance became painfully obvious in 1959-61. A joint
report by the FBI, NUM and ABCC completed in August, 1957, indicated
the extent to which industrial capital was still wedded at that date

to the existing arrangements. This report laid down various precondi-
tions for British entry into a free trade area which were totally in-
compatible with EEC membership, i.e. that such arrangements should not
conflict with the continuing imperial preference network, that Britain
should retain its own external tariff and that food, feeding stuffs,
drink and tobacco should be excluded from any agreement. The prevailing
suspicion of state intervention was emphasized in the final paragraph of
the report:

We do not relish supra-national institutions of the ECSC or EEC
type nor the ‘dirigiste’ tendencies that go with them; and we do
not believe that opinion in the U.K. would be prepared to sur-
render our freedom of action to anything like the extent envisaged
by the Six in the Treaty of Rome (cited in Blank, 1973, p. 145).
The parties to the Treaty could not accept such proposals as a
basis for discussion, as those finally put forward by the MacMillan
government were virtually identical, and the end result was the forma-
tion of two rival trade blocs. This situation was very much against the
wishes of British industry but the only possibility given the unwilling-
ness to surrender key policy powers or the system of imperial preference.
However, the continuing decline of the proportion of British trade with
the sterling area coupled with the growth of trade with advanced capit-
alist countries forced a reconsideration of the issue within a few years.
Despite the protectionist system eperating under the aegis of the ster-
ling arrangements, British industry found its traditional satellites
increasingly pemetrated by foreign powers and its growth markets outside
of what was left of the imperial system. While it took another decade

for the final demise of the sterling area, the changing pattern of trade
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made entry into the EEC an. inevitalble concern. In the meantime
those industrialists looking over their shoulder at the emerging
continental system could only notice the apparent ability of those
countries to avoid the stop-go policies that seemed to plague Britain
and began to wonder if this had something to do with the quasi-corp-
oratist arrangements that British industry had shunned for the past
decade.

The triumph of neo-liberalism was never total even in the 1950s,
and in certain industries corporatist arrangements remained the rule.
These cases were isolated instances of a discredited approach, but they
did serve as the germs of an alternative programme when industry's love
affair with the open market came to a rather abrupt end. The cotton
industry offered one example, plagued as usual with competition from
cheap imports from the underdeveloped countries of the Commonwealth.
The Conservatives stood firm against any notion of tariffs or import
controls that would threaten their free trade commitments or the rem-
nants of the imperial system, but they did offer state assistance
through the Cotton Industry Act of 1959. This closely paralled pre-
vious attempts at restructuring the by then moribund textile industry.
The state provided two-thirds of the cost of scrapping redundant plant
while the remaining one-third was raised by a compulsory loan on the af-
fected firms. Providing that the companies complied with the requisite
standards on closure, the state then offered a further 25% toward
modernization and re-equipment, all subject to various time limits.

The whole scheme was administered through the Cotton Board, one of the
two statutory development councils left from the 1947 act, operating
under the Board of Trade, and the total cost of the operation was estim-
ated at £30m (Henderson, 1962, pps. 350=1).

More significently for later developments was the case of iron
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and steel since this was neither a declining nor a peripheral industry.
Denationalization had not meant the end of state intervention in the
industry as the Iron and Steel Act of 1953 provided for a statutory,
government appointed regulatory agency, the Iron and Steel Board. The
Board had spervisory powers over the industry which paradoxically were
more substantial than those of the various state departments over the
public corporations. Among its specific powers the Board could 1. set
maximum prices, 2. review and reject schemes for expanding productive
capacity, 3. consult and repert to the responsible ministers on the ad-
equacy of forward plans for the industry, 4, make arrangements for se-
curing the necessary imports and 5. collect information. While its

powers were quite extensive, its freedom from actual political control
was virtually complete. Moreover, it did mot act simply as a restrictive
cartel but attempted to plan for future expension on the basis of estimates
of growth of demand and capacity to ensure the co-ordination of the two.
The arrangement for iron and steel was thus the most purely corporatist of
the decade, but it was adapted to the economics of expansion rather than
contraction and thus offered a more adequate model for state planning

in a growing capitalist economy. Moreover, the insulation of the Iron

and Steel Board from political interference allowed it to develop for-

ward investment plans based on five-year projections in contrast to the
nationalized industries whose programmes were invariably disrupted by the
exigencies of macro-economic policy. In practice the Board did little to
promote the rationalization or modernization of the industry, and the
problems of low profitability and the small size of many firms returned
with a vengence in the 1960s. However, at the time of industry's dis-
{1lusionment with neo-liberalism in 1960 the experience of the Iron and

Steel Board offered at least one practicable answer to the difficulty of
finding the "middle way" between laissez-faire capitalism and state social-
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ism (ibid., ppe.354-360 and McEachern, 1980, ch.7).

One fimal current entered the growing stream of criticism of
Tory policies in the late 1950s,and that concerned the question of
“Treasury control"” of public expenditure. "Treasury control" signified
that policies aimed at steering the economy in the areas of both taxa-
tion and expenditure were arrived at primarily through bureaucratic
modes of procedure within the state administration. By means of a
process of bargaining between the Treasury and the various departments
of the Civil Service, utllizing the short-term pro jections provided by
Treasury economists and statisticians, the government'’s priorities were
asserted in specific spending and taxation proposals. There is inev-
jtably a mix of procedures behind any set of government policies, but
using the typology set out above, I have designated three main types,
bureaucratic, purposive-rational (technocratic) and consensual (see Ch. 1,&
offe, 1975). In the post-war period the.re-establishment of Treasury
control ensured the continuation of a primar%é;/bureaucratic mode of
procedure within the given political economic framework. As described
earlier bureaucratic processes are oriented primarily towards inputs,
j.e. politically set ends, and utilize the traditional resources of the
state, taxation and expenditure policies, to meet the objectives determined
in the process of bargaining between the administration and the govern-
ment. In the case of Britain the political weight of the Treasury and
the banking interests enforced through the Bank of England the dominance
of the short-term interests of the City over other considerations.

The basis of Treasury control lay:-in its traditional power to turn
down the programmes of the spending departments, i.e. a negative control
evolved during the Gladsonian era of balanced budgets and a low govern-
ment profile. In a Civil Service famous for its corporate organizatiom,

Treasury influence was and is exerted through constant bargaining between
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the different administrative units of this tight social network.

The self-enclosed exclusiveness of Whitehall and the fact that govern-
mental policies largely orginated from within its ranks necessitates
some kind of compromise between the various departments allowing in

turn a degree of room for the assertion of political priorities through
the Cabinet. However, this need for agreement extends to the Cabinet as
well, where the Chancellor of the Exchequer has had a unique power in
comparison to other advanced capitalist polities in determining both
policy areas of expenditure and taxation. To cite one American admirer
of the British administrative system, “[This power:] means that the tenden-
cy to agreement produces not simply compromises but decisions shaped
around the Treasury view (Beer, 1957, p. 124)."

If this procedure was admirably shaped for the implementation of
political ends, so long as these were concurrent with the dominant "Treas-
ury view,” it proved destabilizing when the ends themselves were sub-
ordinated to short-term considerations like sterling crises. The budget
offered at least the potential of fulfilling a programme of counter-
cyclical Keynesian management primarily through changes in fiscal policy,
even if it failed in this task. However, as regards the whole array of
state expenditures, Treasury control proved a pretty crude and disfunctional
jnstrument. To note once again Beer's relatively early perception of
the problem,

So complicated a problem as the effects of state expenditure

would seem to call for a high degree of system: a system of

thought, such as that provided by the ‘input-output' approach

to economic analysis, which would enable planners to evaluate

accurately all factors in the economy and the bearing of govern-

ment activity upon them; and a system of procedure in administra-
tion which would ensure that the vast multitude of government
decisions would actually be guided by the conclusions of such

analysis (ibid., p. 95).

However, the process of bureaucratic decsion-making allowing for changes

only at the margins of expenditure policies ruled out any "degree of sys-
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tem which was incompatible with the short-term management of macro-
economic policy.

By the 1960s Treasury control of economic policy had come under
attack, primarily because of the apparent f