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FOREWO.D

The purpose of this paper is to present with briefness,
and yet I hope clarity, a history of the economic development

of Great Britain. I have attenpted to take each period in
British economic history, present the economic phenomenon that
occurred during the period, and show the causes and results

of such phenomenon, I want to thank my wife for her help in
the prepsration of this paper, and Mr. David Johnson for get-
ting me started on it. I enjoyed working on ity I hope you

will obtain as much enjoyment from reading it.






I
ECONOLIC GBEOGRAPHY OF BRITAIN

In order to properly study or analvze the economic
development of a nation, one must first look into the natural
resources that nation has at its disposal. {or this reason,
this first section will be a discussion of the ge¢ography of

the British Isles.

The greater portion of the British Isles, and from an
econonmicustandpoint, practically the entire economy, is on
the island of Great Britain. This island coatzins what is
today Fngland, Scotland, and Wales., Since it is in these three
areas that the major part of the economy of Great Britain has
rested, we will consider primarily this island. The lsland
contains 88,755 square miles, and lies about 21 miles from the
continent of Burope. In the earliest dasys, Great Britain was
attached to the continent across the North Sea. When this
land bridge disappeared, 'the island attained the fortunate posi-
tion of being close enough to the Continent for trade, but

defended from invasion by the intervening sea." 1

Physidgraphy

The island is also fortunate in its land forms. It has
no real extremes; its highlands are not too high, and its low-
lands are still high enough not to need protection from the sea.

There are two distinct areas to the island.; The first and mest

1 "Great Britain and “orthern Ireland", The Enc./clopedia Amer-
icana, Americaia Corp., New York (1967), Vol. 13, p. 173,

?

' A map of Great Britain can be found on page three,




important is the lowlands. The lowlands area is composed of
several different soils. They are as follows:

1. The London basin area has a great variety of soils which
support a considerable amount of mixed farming.

2., The Salisbury plain is a chalk plateau which seems to be
one of the earlier sites of occupation.

3. Bast Anglia is a lowland arca in the northeast of Britain
which has a loamy soil well suited to arable farming and
the raising of dairy cattle.  TFast Anglia also contains
a number of small ports well suited as harbors for fisi:-
ing boats operating on the North Sea.

4., The Hampshire basin is noted for containing perhaps the
best natural port in England - Southhampton.

In summarizing the lowlands, "one sees » section of Fng-
land which is pos essed with no little wealth, both agriculture
and industry. Although the chalk lands have never been very
valuable, the rich soils of East Anglia and the clays of the
Midlands, as well as the fertile plane of Lancastria and the
Vale of York, have formed the basis of the country's agricul-
ture, At the éame time, it must be remembered that in the early
days none of these areas was really accessible, since they lay
under water or heavy forests. The high, unwooded chalk lands
were the earliest scenes of economic activity. Once the forests
had been removed, however, not only did agriculture begin to
improve, but coal and iron became ihportant economic assets."2

The highland zone runs along the western coast of England
and then spreads out over the greater part of Scotland. In the
south this zone is mainly moors; however, in the early days it
was a principal source of copper and tin. In Wales is a large

.amount of sheep raising. Also in Wales are rich iron and coal

¢ Stanford W. Reid, Economic History of Great Britain, The
Ronald Press Co., New York (1954), p. 23.







deposits. It is near these deposits that the industrial area
around Birmingham arose., The remainder of the highland zone is
quite rugged and is only of midly significant economic import=-
ance, The lowlands are by far the more important economically.,
Minerals

Britain has been blessed with a large accumulation of vital
minerals, especially iron and coal. The large part of Britain's
coal is of Carboniferous Age. The main coal fields lie in South
Wales, in a line from Kent across England to the southeast corner.
There are other major fields in nortﬁ England. Iron is found,
as iron ore of low gquality, scattered through southeast Eng-
land. Higher quality ores are found in Scotland and South Wales.
Other minerals in Britain are of minor importance, although the
fine china clay and quality building stones became raw materials
for export items.
Location

However, of perhaps greatest importance is the fact that
Britain, for wmany years after the opening of the New World was
located at the cross-roads of the world. Next to Europe, and
yet facing the Atlantic, placed Britain in a very advantageous
position in relation to trade.
Climate

As a rule, it can be said that Britain's climate is mild
and moist., However, the British weather is quite changeable,
and fhe winters are usually quite severe. The rainfall is
usually adequate for agriculture purposes. Temperature through-

out the year is small. "A.bread summary of the British climate



can be taken by taking as coordinates the meridan of 4° W.

and latitude 54° N., which cross at a point in the Irish Sea
west of Lancaster, England. Of the quardrants thus marked out
the northwest has cool summers and mild winters, and the north-
east has cool summers and cold winters. Of the other two, the
southeast quardrant has warm summers and cold winters and the

4

southwest has warm summers and mild winters."

Summary

Geographically, Britain is really an island of two sepa-

rote periods. The first period runs from prehistoric times

until a point where her population begins to out-strip her
resources. During this period Britain was a prospering nation,
producing by some estimates as much as ninety percent of the
food she consumed. Her minerals were adeguate enough to enable
her to produce manufactured goods to an extent that she could
compete very favorably on the world market. But then there came
a point where she couid no longer produce cheaply enough to even
supply her own consumption needs, and since that time Britain
has slipped further behind the world powers in the area of world

commerce,

& "Great Britain and Northern Ireland", p. 176,



I1

BEGINAINGS OF ECONOMIC DEVELOFMENT

The English culture, which wag differentiated from that of

the rest of Burope, had its beginning when the British Isles
became cut off from the rest of Europe by the sinking of the
land bridge.across the English Channel, Most of the changes
up until 48 A.D. were not because of internal situations, but
because of invasions. That is, the changes in the econonic
system came about by an invading people bringing its own cus-
toms and traits to Britain, |

There were, of course, changes occurring in the culture of
Britain from prehistoric time on, but it was the arrival of the
Mid-Stone Age iiwvaders that marked the start of cultural in-
breeding and the beginning of a spééifically insular way of life
for Britain. The first revolution in the prehistorie economy
occurred with the arrival of the Neolithic people. These were
a group of invaders which arrived in Britain during 2500-2000
B.C. "Most authorities feel that they came from southern France
and Spain., They introduced the first organized culture as evi-
denced by the large stone shrines found iﬁ western.England.
These were followed by several invasions, each of which had its
effect on the customs, traits, and the economy of Britain.
"Thus, when we come to the beginning of the Roman period, we
find that the British Isles were inhabited by a very complex

- sthnological group. Invaders had entered from practically side,



although the main pressure had usually come from across the
Channel, particularly upon the Kentish coast. The Lowland Zone
was largely dominated by the Brythonic peoples who had fused

with the earlier Stone and Bronze Age inhabitants. At the same

time, they were gradually spreading northward and westward,
dominating and mixing with the Gaelic inhabitants of the High-
land Zone. Although from time to time new strains have been
added, it is upon this basié mixture of peoples that Britain
has built her history. Even at that early date, a cul ture
really different from those of the Continent was beginning to
appear. The British,..., were by now truly an insular race."5
In the early British economy, as in all young economies,
the. problem of obtaining food was primary. At first, the pri-
mary means was hunting, but gradually the peoples learned they
could grow foodstuffs., This farming had its beginnings with
the Neolithic peoples. The farming they practiced was a
nomadic farming, which éimply means that they would farm a
certain area for a few mohths and then move their camp to some
other area. This préctice was probably due to the fact that
they still followed the game. However, with improvement in
metals, and therefore in tools, these peoples were able to
raise more and better foods from the earth. As a result, there
was a greater tendency for the people to stay in one place.
The final episode in prehistoric agriculture came with the

appearance of the Belgae peoples about 250 B.C. They introduced

 Stanford W. Reid, p. 2L.



the heavier plow which could effectively cultivate both the

loam of the river valleys and the clay of the Midlands. So,
by the time of the Roman conquest farming had become the chief

occupation of the British Isles.

Farliest Industries

Due to the lack of development of science in the world
at this time, the industry of Britain at this tim was not
too prolific. However, there were two industries which had
developed to an extent to be worthy of mention. One of these
indvuatries was the textile industry. Perhaps the word indus-
try is a bit broad, as the textile production was usually done
by individvals; however, evidence shows that in each village
certain huts were devoted entirely to the manufacture of tex-
tiles., This evidence seems to indicate that certain people
. specialized in the makiﬂg of textiles. This fact shows that
there also must have been some sort of a brrter system develeped
with the textiles makers trading their goods to the other
villagers for the food tney produced.

The dominating industry of this period was the marufac-
ture of bronze. The tinc for this industry came from Cernwall,
with the copper being imported from Ireland. There is evidence
to indicate that there was one group making all the bronze
manufactured; since all the bronze from this period has the same
percentages of tin and copper. This bronze was oune of the lead-
ing exports as it had favor on the Continent. It was usually
exported as some finished item, such as tools, shields, or

B personal effects.. Thus, we see that even in this early period



Britain had the beginrings of trade.

Trade

Trade had its beginnings as a barter system, in which
goods were traded directly for other goods with no medium of
exchange involved, Intennal trade was necessary for most of
the villages because they were not entirely sgelf-sufiicient,
It was necessary for most of the villages to trade for metals,
and the wealthy of the villages naturally wanted to trade for
luxuries., There were many points of evidence which indicate.
that there was trade. The main one is the growth of towns.
These grew up jointl, as a result of, and as a benefit for
trade., The close grouping of the people in a town provided
the merchants with a market place and security for his goods.
It was also convenient for the people to have a merchant in
their midst who could obtain outside goods for them. The
earliest trade was with flint and stones and later progressed
to bronze and textiles. The trade routes followed the line of
least resistance., That is, they went along rivers, over flat
areas, through the passes of mountain ranges.

There was also'ekternal trade, primariiy to the Continent.
As has been previously stated, the bronze was much in demand
on the Continent, and in return‘Britain imported many luxury
items., When the Iron Age arrived, the export of bronge fell
off; however, the export of raw malerials took its place. The
extent of trade forced the development of a money economy, for
barter quickly become unwieldy. The first monies to be intro-

duced were iron bars and coins with the imprint of Philip of
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Macedonia.

Economic Theory

First of all, before analyzing the economic theory of
this time, one must realize that due to the streﬁgth of the
church, even economic theory was governed by the ethics and
creeds of the church. However, through its grcat strength,
the church aided economic development in some areas: It did
this primarily in two ways. The first was that the church
was the leader in development of advanced farming techniques.

The second, and probably the more imvortant, was that due to

the growing wealth of the church colonies, they imported

foreign goods and labor, thus stimulating trade and immigra-

tion. However, the church did have a profound effect on
economic thought, as can be seen from the following points.

1. There was a strict stratification of men. In this
period, there were two main groups-er gkasses of society,
Pirst, there was the men of the church; these men were
probably the most powerful group in Britain during this
era. The second was composed of the pessant stock.

As a rule they had 1little wealth, although the rising
merchant were beginning to create a middle class.

2, Land was to be individually owned. This ruled out
state ownershin,

3. While one could produce what he needed, to produce a
surplus would considered improper. This general point
specifically affects both of the following points.

4, As to trade and comuerce, the merchant was regarded
with mistrust and lack of respect; for he did not own
‘his land and he made his livlihood by exploitation.
However, as trade developed, this attitude was forced
to change. In its place came the 'just price' doc-
trine., Here, a just price for evers good was to deter-
mine itself from the cost of labor put into it. Supply
and demand were to have no bearing. In many cases,
this doctrine was to carried to the point of having the
set price affixed by law,

10



5. Along the same lines as point number four, was the
demeaning of interest. While it was all right to
charge fees for changing money, for this was service
to which a man was entitled payment; it was quite
improper to charge interest on loaned funds. The
theory on which this restriction was based was quite
logical in earlier days, for then loans were made only
in times of need or emergency. Therefore, it would
not seem right to charge a person who is already in
financial problems interest on a loan. However, this
doctrine changed when it became obvious that the pri-
mary reason for getting a loan was to make a profit.
Naturally, in a case like this, the lender wanted to
make a little money also. He felt that if the borrow-
er was getting use of his money to make a profit, then
he, the lender, was in actuality performing a service
by loaning the borrower the money. Therefore, he
rightly felt he should be allowed to charge a fee for
his service in the form of interest. ZEventually, the

- charging of interest came to be widely accepted.

Effects of Barl,s Government

About 850 A.D. Fngland came under the rule of one king.

This placed.Ehgland under one rule for the first time, and at
the same time the local governments began to obtain a suffi-
cient amount of organization to be effective,

As has been préviously stated, trade had progressed to
such an extent se a medium of exchange was a necessity. The
Anglo-Saxons had progressed already with a well-developed
coinage. The king merely reserved the right to control coinage.
Hence, a standard money system for England came about. |

Taxation in this périod was quite piecemeal. One of the
primary taxes was the one levied to buy'off invaders. Actually

this tax was more of a collection taken up whenever invasion

was imminent. Another tax was an'annual'levy which went to

pay kings' salary and other government expenses. A third

11




tax was court fines which arose out of criminal and civil law
cases, Also, since fundamental to this system was the theory
that the king owned all the land, it was only natural that the
land be taxed. '

The local sheriff doubled as tax collector. Actually,
the position of tax collector was a very lucrative one to have.

This position was a profit-making one if the collector wanted

it to be, for he had only to give to the king the amoupt levied
for that area. Anything he could collect above tnat amount

was his. Of course, this system did insure full collection

for the king.

Summary

This period saw the foundations laid. It was during
this time the people which make up the British culture came

to Britain. While there was both emigration and immigration
in later years, it was the Celts, Anglo-Saxons, and the Nor-

mans which invadéd Britain during this period that formed the
basis for the British culture. Eco omically, foundations had
also begun to be lain. Farmingvhad established itself as the
leading occupation. The few external trade routes were to the
Cohtinent. Akso during this period, the beginnings of a

truly national government began to occur. However, as the
period of beginnings draws to a close Britain, economically,
was still quite young, and the fheories which guided her econ-

omic development were also quite young and restrictive.

12



I11
MEDIEVAL ERA

As what is known as the Medeival Era began in Britain,
agriculture was still the primary industry. In fact, it
remained the primary industry through-out the period as
evidénced by the fact that there was a large rural popula-
tion increase., There were wide differences in the variety
of farms in Medieval Britain., There was also a migration of
people from southeast England to Scotiand. _Our discussion
of Medieval farming will take place in this setting.

Organization of Farms

The system used in this time was the manor system. Its

basis was the Anglo-Saxon village. The village during Medieval

times was an entity; it was a political unit, géocial unit,

snd most importantly, an economic unit. While it was necessary
and desirous for some trade to go on between villages, for the
great part, each manor was independent of the other. It was
very much as a small nation is today. FEach manor had an econ-
omy of its own, its members paid taxes through their lord,

they worked within the boundaries of their manor. In essence,
the manor was as self-sufficient as it could be, making or
growing most everything it needed, and going outsde only through
necessity or to obtain luxury items,

The organization of the land was vastly different than
s ‘

13



what we are accustomed to. "The people lived in the villages,
not on the lands they worked. They worked primarily not on
the land around their huts (although each hut usually had an
adjoining garden) but in the great open fields beyond the
village. Nor did each man hold and work a block of land in
one of the great fields. Rather these fields were split up

into smaller units, of eight of ten or more acres. FRach of
these cultures usually had a name of its own, and it in turm
was subdivided into long marrow strips often about an acre in
SiZ€e o o o o

"Bach strip was usually separated from its neighbor by
balks or narrow pieces of unplowed turf. At the ends of the
strips were headlands, or places for the plow and team to turn.
e« « « o The strips in each culture rsn in the same direction,
but since theye might be dozens of cultures in one of the great
fields, such a field was like an enormous patchwork quilt. . . .

A viliager did not hold a whole culture. He might have
two adjoining stfips, or his holding might consist of ten or
thirty or forty strips, some in each of the great fields, with
no one strip lying next to another. The most acceptable ex-
planation of this peculiar system of landholding seems to be
that it arose from an effort to give each landholder some of

each kind of land; but it may have come about through coopera-

tive plowing, or through inheritance custom, or through gradual

clearing of land field by field." 6

At any rate, the result of this system was to force the

6 S. B+ Clough and C. W. Cole, Economic History of Europe,

D. C. Heath and Company, Boston (1966), p. 8-9,
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the villagers to work together to raise their crops. Due to
the fact that each villager's land was so scattered, it would
have been almost impossible for him to work his land properly.

Therefore, it became the practice for the villagers to work

together and work a field at a time, This way each villager's
land still got worked, but much more efficientiy. In fact,

it came to the point where most of the equipment was owned by
the village and not individuals,

Vot all lands in Britain used the manor system. In the
Celtic areas, a tdtally different tribal system of land owner-
ship was used. TUnder this system, the chief owned the land
occupied by that tribe. Each member of the tribe was required
to work the chief's land. 1In Scotland, a cross between the

manor and tribal syetem was in use. This was a tenant system
in which the tenant used the owner's land and then shared the

proceeds with him,

Principal Crops

In the lowland areas, ~the principal crops raised were
wheat, barley, and rye. All of these grains were ground into
flour, with barley also being used for brewing. Wheat and
barley required good, well-cared for land, while rye could be
gsowed in poorer scils. In the most part, the ratio of bushels
produced to bushels of seeds sowed was four to one. In the
Celtic areas, oats were more popular, primarily because they
would grow better in Scotland and Wales. Fortunately fof the

peasant, he wasn't dependent on the products of the field;

““for as has been mentioned, each family had a small garden of

15
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their own in which they raised much of their food. Some of the
main foods they grew were peas, beans, cabbage, and onions.

Animals were very valuable during thiq_périod.- They pro-
vided not only meat and hides, but also milk. Cattle were alseo
favored to pull plows because of their lower cost and docility.,
Sheep were of gresut value, and when wool became popular as a
cloth, the sheep industry became the most profitable part of
agriculture., This demand for sheep caused their population tb
rise to around eight million in England alone during the
fourteenth century. From the small farmer's viewboint, the pig
was the most valuable animal, It served as a scavenger, cost '
almost nothing to faise; and when killed, provided the owner
with meat, hide, lard, and bristlés. Also, eaegh farmer usually
had some poultry. |

Changes in Farming

fhe beginning and rise of a money economy stimulated farm
production. The easiest way‘té increase production would be
to obtain a general increase in the overall efficiencyg. How-
ever, this goal proved elusive since thé workers were men bound
to their land énd forced to work. So someone came up with the
idea of allowing the'peasants to pay the manor lord a certain
fee in lieu of their services. He could then hire workers to
tend his land. The result of this idea was the 'commufation'
system. This system veried from rents being paid in produce
with certain services continued to whole manors being rented

out for a fixed sum each year. This process was speeded up by

—
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an outbreak of plague in 1348, There were two main results
of the plague. The first was an increasein the wage rates of

labor, due to the drastic decrease in supply. The second,
really a derivative of the first, was that many farms were

turned into sheep ranches. This action'came because the increased
labwr costs made it unprofitable to farm plus the fact that
there was an increased demand for wool. In summary, by 1500
there had been a considerable change in the landholding system
in Britain. It had gone from the manor system to a system that
had begun to go commercial, that is, to produce products for |
profit.
Trade

‘In feudal England, there was little trade and no towns
a8 such, the largest settlements having no more than 8000
people. The merchant gilds changed this. The earliest gilds
were groups of wealthier citizens who bonded together in order
to promote and protect trade. '"No two gilds were exactly alike,
At first, however, they seem to have been compésed of most of
the businessmen in the town, including craftsman. The latter,
working in their 1little shops and selling their goods directly
to the consumer were regarded as merchants. But before long
the specifically trading element, particularly in Scotland,
tried to force the craftsmen out of the gild. The association
was governed by ‘an aldermen and two or four assistants, who,
along with twelve or twenty-four gild members, formed the gila

court. Possessed of authority to enforce gild regulations,

e ——
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this body usually directed the whole of the town's business

life,n !

Due to'pressures on them by the merchant gilds, and their

own desire to leave, the graftsmen left the merchant gilds and
set up their own craft gilds. The earliest examples of these
orggiizations came about the twelfth century around Tondon.
The craft gilds were organized very sim lar to thé merchant
gild. The duties of the gild was primaroly to supervise the
craft within the town. The 'just' price was administered.
There was also the problem of wage regulation. The craft gild
along with the merchant gild began to lose influence around
1%50 and soon passed from the scene. However, they had served
fhe valuableg purpose of éhowing that trade could be profitable.
Before 1400, trade was primarily interurban. Fach town
was an economic unit in itself. The primary places of trade
were the market places or the trade fairs," These fairs were
of great aid in the promotion of trade, for in addition to
giving exposure to the goods, it also gave the merchant protec-
tion. Most foreign trade was done by foreigners who came to
England. Most of them came from Germany of #landers. They
usually bought their way in by loaning mones to the king and
in return paying reduced custom duties and getting the right
to retail anywhere in the country. FEven though they were in

the favor of the king, they met opoosition from the local mer-

chants who wanted to protect their home markets.

7 Stanford W. Reid, p. 96.
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by 1500 the same thing was taking place. . . . . Thus by 1500
through the growth of industry, the expansion of trade, and the

increased opportunity for investment in Britain, especially in
England, one finds a well-developed capitslism."” 8

Changing Times

Above all, the period of 1485-1715 was one of change. It
saw England and Scotland move from a Medieval to a modern
economy. There were many forces involved in this change. The

Renaissance caused more emphasis on man as an individual. The

discovery of the New World opened new doors for investment
and gavé the economy of Britain new areas to expand into.
Lastly, the great outburst of new and brilliant men in the
natural sciences enabled the development of better machinery.,
During this time, capitalism had its beginnings in wool

trade and manufacture of cloth. These merchants who had

accumulated money began to look for places to invest. The money
invested in trade and industry brought more and better goods

to Britain. This increaseiin supply brought an increase in
consumption. However, the increase in capitalism made demands
on business, for with too little specie, everyone wanted gald
and silver. One answer to this problem was simply more specie,
This was provided by exploiting the silver deposits at Tyrol.
of greater importance was the influx of Spanish-American gold
and silver. As prices rose in Spain because of importing of
bullion from the Americas it drew goods from Britain. With
the payment being in bullion, the result was a rise of price

e’ 1 @yel in Britain which acted as a further stimulus to business.,
- _

Ibid, p. 111-112,
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Also of great importance vas a hetter understa .ding of
the credit process. By this time, joint-stock companies,

eXchange markets, and full-bodied represenative mone s was

becoming common. These things led to the development of
mercantilism, which is defined as "the system of public econ-
omic policy that developed in the states of Burope following
the decay of the feudal states. It was broadly‘characterized
by the fact that its policy in the go¥ernment regulation of
indvuatrieg, trade, and commerce, esp. with foreign countries,
was determined rather by nationaliaims than by local or indus-
trial interests, seeking to build up the natio:.al s?rength and
prosperity by securing a favorable balance of trade', the
development of agriculture and industry, the creation of a
merchant marine, and the establishment of foreign trading
monopolies,” 9 By the sixteenth ce: tury, England had embarked

upon this course. She was plaging stress upon the selling of
completed goods, as these brought more profit. This theory

sparked a desire for colonies to supply raw materials and to
serve as a market. Therefore, foreign trade was stressed with

prices kept high. The consequence was that capitalism and

mercantilism became dominant.

' A favorable balance of trade in classic economics is when a

nation exports more goods than she imports.

William A. Neilson (Ed.), Webster's New International
Dictionary, G. & C. Merriam Co., Springfield, Mass.,
(1961), p. 1537.
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Summary

This period was‘probably-the greatest period of economic
change in Britain's history. When the period began, Britain
was primarily an agarian nation. Any trade which was done was

primarily inter-urban and was done in order to .secure items

not available locally, 1Industry was almost non-existence Wit
most manufactured items being produced on a local level. As
far as having an economic efiect, government was-nen-exisﬁence.
Contrast the above with the Britain of 1600, While Britain

was still a largely farming nation, the feudal system had pass-

ed away and the farms were on a profit system. Industry had
begun to spring up, and government was subsidizing some indms-
tries in the interest of the nation's economy. But the great-

est change was in trade. 1In 1600 Britain was actively pursuing
trade; indeed, it was around the theories of mercantilism

that the entire economy was geared, and it would be on this
theory that Britain would begin building the largest trading

and commercial country in the world,

az
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Iv
BRITAIN'S RISE IN WORLD COMMERCE

By 1700 Britain had truly entered modern times. FEconomic-
ally, she was run basgically just as she is today. Politically,
Parliment had become the powerful body it is today. Also,

Ain 1707,'Britain had come common rule with Scotland. Thus,
By 1715, the establishment of modern Britain was nearly com-
plefe.

Beonomically, Britain was undergoing some changes. It
has estimated that the wealth of Englan? increased from &17
million in 1600 to &88 million in 1688.' The national income
of 1700 was estimated'ét &43 million: Regardless of the
accuracy of these figures, they do show that Britain underwent
considerable economic expansion during the seventeenth cen-
tury. And at the same time, the price rise had stopped because
of a decline in Spanish-American gold productiovn. England was
also growing population-wise with a twenty percant'increase
over the same period,
Trade

As has been previously stated, the dominant factor of the
seventeenth century was trade. It was based on the merca:n-

tilistic theory. The following table shows the results of

_ jrade.

{
]
]

In this paper (&) will represents the symbol for pounds ster-
ling. Also, the credit for these figures should go to
Davesant, an economist of this time.
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Exports Imports

1613 2.5 2
1622 2.3% 2.67
166% 2 4
1700 6.5 6
1710 6.%3 4
1720 7 6

Above figures are in millions 10

of pounds sterling.
The exports were dominated by cloth, The primary markets
for cloth were the Baltic, Russia, #rance, and the northern

colonies, As a result, the cloth industry was well organized.

Also, the export of raw wool was prohibited in order to aid
this industry. Other major exports were coal, machinery,
small metalwsares, and other items. Another area where Brit-
ain was doing well export-wise was in the 'invisibles',
Ifvisibles are things like insurance or carrying charges on
your nations ships, and with her large merchant marine and
Lloyd's of London, Britain was in goodushape here.

British imports came from three mpin areas. From Europe
came grain, iron, shipping materials, and luxuries. Irance
was her biggest trading partner, a.d incidentally a nation
with whom Britain had a chronic adverse balance of payments.
The second major nation with whom Britain traded was the Rast
Indes. From here came many items for re-export, especially
cloth materials such as cotton and silk. Finally, the Amer-
ican colonies and the Wect Indes were the primary source of

sugar, tobacco, and naval stores.

10 E. Lipson, Introduction to Economic History of England,

Loadon (193%9). Vol. II, p. 187,




Agricul ture

During this period agriculture also underwent a marked
change, This change was one which was forced upon Britain by
the expanding industrial-comnercial complex of Britain. The
main ways British agricul ture changed was through improved
methods such as better crop rotation, fertilizers, and crops.
Also the process of enclosure aided agriculture. This was
simply a process of consolidating the small farms into larger
ones,

Although the first third of the nineteenth century had
been a depressed period for farming, by 1837 it was about to
embark on the greatest prosperity of its history. "There
were many reasons for this. One was British industrial supre-
macy with ever expanding foreign markets, bringing a rise in
the national income, This, coupled with the growth of popu-
lation by some 4.5 million during the period, meant an even
greater demand. Moreover, this was market in which the British
farmer eveyéfter complete reversal of the Corn Laws in 1846,
had no strong competitor., . . . On the other hand, increased

returns invited improvement, which in turn, stimulated further

production. Throughout the period, the farmer was better off

and agriculture was booming." 1 Another aiding factor was a
steady price level, On the whole the British agriculture
communit- was in good shape., However, the repeal of the Corn

Laws, while not spelling immediate ruin, would some years later

Al spenford W. Reid, p. 217.
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6n the foreign market, private trade dominated. That is,
rather than the government protected tféding'companies of
earlier periods, the predominance of‘foreign trade was done
by private companies. The changes in the form of industry

also brought about a change in government pblicy. With the
young industries abounding in Britain at the first of this

period, the goverhment became quite protective. Entire indus-
tries were protected, thrcugh tariffs,,favorable legislation,l
and in many cases the complete prohibition of the imporf of
certain goods._ Also, in order to keep the advanced processes
the British had to themselves, the export of processes or the
enigration of skilled craftsmen was prohibited.
Labor

As in most cases, when the productivity of a nation
increases, labor wants its share., Britain was no exception.
Before 1840, however, their efforts'met}with little success.

However, "in the 1840's the character of trade-unionism,
particularly among the skilled laborers began to change.

Instead of adopting a 'class warfare' attitude, under the
influence of the current laissez faire philosophy they turned
to co-operation with the employer, avoiding strikes like
poison. Another reason for their changed point of view was

that they also emphasized the friendly society aspect of the
unions. They opposed paying out funds as strike benefits when
the same money might be used as sickness or unemplogment

reliEf. [ ] [ 2

"It was not long before the well-organized unions began

TeemmTto draw together. As a result of a building-trades dispute in
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Tondon in 1859, this trend was accelerated. The Amalgamated

Society of Engineers contributed some &36060 to the builder's
strike fund; and throughout the countryside trade union repre-
senatives began to consult together on common action. These

meetings soon became permanent local tr.de councils. Moreover,
they were all directed from London. . . . . To all intents and
purposes, by 1870 trade-unionism had achieved a very favorable

position." 12 1n conjunction with labor's ef orts, the stand-

ard of living of the middle class had risen steadily. However,

there was still the problem of child labor and of almost
intolerable conditions in the factories. Also primarily due

to enclosure, the employment in agriculture had fallen con-

gsiderably.

Invegtment

Because of the increcse in the economy, oprortunities

for investment incresased. Noney was invested in new plants

and in the development of new lands, mainly for trading pur-

poses. This money went into colonies, plantations, and trade

in general. Investment was encouraged by the growth of credit.

However, this emphasis on credit did give rise to a new economic
phenomenon, the business cycle. This cyeéle appears to have four

main parts - expansion, recession, contraction, and revival.,

1. In expansion,there is an increase in the physical
volume of production, greater employment, rising
prices, and greater consumption. The mood of business
is generally optomistic. Investment is heavy.

2. In recession, it follows expansion and occurs when
expansion reaches such a point that business can no

longer expand profitably. As a result, the makers of
industrial equipment have to cut back production.

12 1pid, p. 328,
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This rebounds to other industries and causes wide-spread
unemployment, Business becomes pessimistic, and invest-
declines.

3. In contraction, there is a.fall in the price level,

production declines, profits are decreased, unemploylent
rises.,

4, In revival, it begins when prices and interest rates sink
low enough to encourage to begin investment and production
again. It is characterized by slowly rising prices, in-
creasing inventories, and a returning confidence of
business,

These cycles were quite violent in nature, largely because

-of the speculative nature of the period. It seems, however,

e

that in the earlier part of the periud, the movements on the
cycle were caused partly by external factors, such as poor
harvests, wars, pestilence, and tampering with the money

standard., At any rate, there were several crises during this

period. The first in 1797 found the Bank of England having te

suspend of its notes in gold. This grew out of the European
Wars. Economic troubles in the 1840's were due to famine,

margin calls on railway stock, and a drop in wheat prices.

The authorization of a note issue in excess of reserves averted
a crash, but it is estimated the British economy suffered a

a &100 million loss.

The next economic problem was caused by investment in
American railroads., Overinvestment caused British banks not
to meet demands with the result being é panic., Many banks
folded. Britain was helped through this crisis by the import
of gold from Australia. This speculative fever was brought to
an abrupt halt in 1866 when Overend, Gurney & Co. fell due to
Germany ﬁulling out ifs money. A raise in the bank rate and

issuance of more notes stopped a crash, and this time the

29
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lesson of over-gspeculation took. Prom this t;me on, the
British'public would restrict itself to sounder investments.

Government

The changing economic ss/stem began putting increased
demands on government. Government had to take more and more
responsibility in the fields of defense, public services, and
the 1like, "As a result, the present revenues derived from the
present taxation system were inadequate. Therefore, a new
system had to be set up. Robert Walpole, the minister of
finance at the time had the responsibility for revamping the
“tax sysgtemn. ‘He set up three main taxes. The first was simply
a land tax, similar to our property tax of today. The others
were excise and cﬁstoms tax. Wetpoleds<tax system helped
trade as he did away, with prohibition on imports of certain
goods, substituting in their place 'import duties.

The major finance problem which faced the government was

the national debt, which by 1783 had risen to &273 million.

However, most of the debt was funded in bonds which were pay-

able at the government's option.' This problem eventually
came to the point where the goVerxment had to institute an
income tax, Even this did not completely solve the govern-
ment's finance problems. In the early 1800's, due to Pitt
withdrawing too much from the Bank of Englahd, Britain goes
off the gold siandard, but within thirty years they are back
on.

Fconomic Theory

The economic theory upon which the era of Britains rise

e CaD be summed up in the ideas of one man, Adam Smith. These
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ideas were expressed in famous book, Wealth of Nations. His

book did two things. It undermined the inteliectual backing

of mercantilism and:also consolidated laissez-faire thought
into a system which would be dominant in Btitain for more than
a century., Smith's argument against mercantilism was basically
that a nation should not try to build great trading balances

in all industries, but should specialize in that area where

it'is best suited and should trade for other goods. However,
"Smith did more than tear down the old; he also built up the
new. He gave laissez-faire theory a firm basis by his descrip-
tion of economicrlife as a self-starting, self-adjusting mech-
anism which operated best when left severly alone. The great
motive force which started the machine and kept it going was
man's self-interest. Thus, for example, the éaving of capktal
arose from man's natural desire to better his circumstances.

It was the free play of self-interest that regulated all
economic life and kept it in adjustment.” 13

This was a statement of Smith's invisible hand theory

which leaned heavily on the laws of supply and demand. This

theory gtated that there was no need to have a 'just' price

set, for the operation of the economic system would adjust it-
self to the price where supply and demand for a particular

commodity are equal, Britain would move into putting this

_xwgﬁtheory into practice during this period and would operate her

15 5. B. Clough and C. W. Coles, p. 367.
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economic system under its guidelines #intil after World War I,
sSummary

- During this period we find Britain building on the found-
ations laid in the period before., MNoreover, we find that she
has built well, but with some necessary changes. Farming has

become conmercialized, industry has multiplied many times,

investmentvis commonplace. "Thus, by 1870 the economic:devel-
opment had succeeded in greatly altering the whole social struc-
ture, Industrialization was supreme in Britain, bringing
numerous intellectual, social, and political changes. MNMaterial-
ism grew apace in all classes. Social divisiongéecame deeper
and wider, while everyone sought increasingly for freedom to

do as he pleased., It was in accordance with the philosophy of
laissez~faire that the trading element sought free trade, the
laborers desired labor and factory legislation, and the indus-
trialist, with all their strength, opposed government inter-

vention in industry. . . . . By 1870, Britain had reached the

peak of her economic development, dominating the world like an

economic master." 14

14 Stanford V. Reid, p. 3%3%4.
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v
BRITAIN'S PLACE IN THE CHANGING WORLD

As the 1870's got underway, Britain was at the peak of

her power. She had colonies around the world and was still

* the largest industrisl nation in the world., However, soon

she would no longer be dominant as the younger industrial

nations, especially the United States and Germany would begin
to catch up with Britain.

The fundamental cause for this change was that the other
nations were taking in the spread of industry beyond the borders
of Britain, and were building industrisl complexes of their own,
These nations were able to industrialize rapidly because they
were able to profit from the mistakes Britain had made in her
earlier industrialization. Another reason that Britain was so
quickly over-taken in industry and commerce was that she was
competing with nations of superior natural resources. The

United States and Germany were both nearly self-sufiicient.

Both nations had plenty of raw materials which aided the start
of industry.

The period of 1868-73 is especially important in this’
turn-about of the world economic situstion. It is important
beceuse it saw the economy and politics of three nations become

stable.~ the three nations which would give Britain her greatest







Agriculture

In 1870, agricultire was quite efficient, having been
guick to adapt new methods. "English agriculture,.. . « ,
in the 1870's showed mény signs of recent progress and looked
well in comparison with that of nearly all other countries,
But it had its vulnerable points: undue conservation, the lack
of alternative leadership if landlords should some how fail
in their responsibility, the wa-teful use of inadequately
trained workers, the rather smell provision for the collection,
enlargement, and diffusion of technical knowledge." 14

Into these conditions, trouble came quickly. At first
the problems seemed only bad luck with the weather and harvests.
Poor harvests in seven years of the 1870's culminated with the
harvests of 1878 and 1879, which were the worst of the century.
However, soon signs began to show that more permanent influences
had begun to. operate., Primarily, the fact that prices steadily
fell in the face of falling supply showed that there were other
factors. |

Thus, by the end of the nineteenth century it was obvious

that British agriculture was in a state of decline. Imported

goods had begun to make serious inroads into British markets.
‘Tor instance, imported wheat rose from fifty-eight million
centuryweight in 1875-77 to ninety-nine million in 1893%-95,
Other imported grains rose proportionately, so that by 1914

British agriculture had declined to the point where it was a

—gecondary industry.

14 w. Ashworth A BEconomic History of England, 1870-193%9,
Metheun a.d Company, Ltd., London (1960), p. 53.
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fact, Britain had almost a monopoly in shipbuilding, building
eighty-two percent of the world production in 1893, This large

production of ships also enabled Britain to have a large por-

tion of the world merchant marine, even though she was exporting
350,00 to 500,000 tons of shipring a year. This l-rge percent-
age gave Britain a strong position in world shipping, and help-

ed greatly the British balance of payments through the freight

charges derived from the use of British ships.

Also, the textile industry was doing better than steel.
The cotton industry was more entgrprising in the'adoption of
new machinery and processes, and although Britain did not go
in for all the new processes, her cotton industry in 1900 still
produced more than all of Europe. waever, by 1914, this lead
was diminished considerably; for although British production
had increased greatly, it could in no way métch the increasing
production of Burope and America. The result was a gradual

contraction of British cotton markets. Wool fared better than
b}

cotton, primarily because the other countries were unable to
match the quality of British wool. Although, the overall
demand for woolen goods seemed to have fsllen, the value of wool
exported rose from &21.1 million in 1894‘to &35,7 million in
1914, a subétapsiél ingrease;

Also of growing significance‘wasiseveral new industries.
O6ne of these, and eventually of the greatest importance, was
the auto industry. This industry got a slow start in Britain

with the first cars being imported from ¥rance and Germany.

This position quickly changed, and aided by the moving of the

B U
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nation. Also, with a longer industrial history than most other
hations, Britain had to come to have a world investment outlook,
This outlook came about primarily because of the large number
of opportunities found in the world for investment. As a result,
the amount of capital drew those who needed financial backing to
London.,

However, while British finance wés booming, by its very
size, it created danger; for a crash could ruin millions.

Therefore, a sound financial organization was of the utmost im-

portance. The foundation of the entire British financial struc-
ture was its banking system. In turn, the certer of this system

was the Bank of England. It was still the banker's bakk, and

heXd a large portion of the nation's g ld reserves. However,
it was still dependent on commercial banks as it was theylwho

made loans, dealt in securities, discounted bills and in short
handled the financial transactions which determined the direc-
tion of credit in the country.

Most of the long-term investment was handled by investment
banksi and as fTor stocks, the London Stock Exchange was the

major one in the world. On this exchange wenaﬁisted stocks

from Britain and other parts of the world, and although other
nation's investments were rising, still much of‘those seeking
financial backing came to London, and as late as 1914 London
was still the financial capital of the worild.

Labor

Labor was restless in the earlier part of this period,

especially, around 1886, The primary cause of this unrest
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- Percentage Share of World Trade
Year United Kingdom TUnited States Germany Fraunce

1840 32 8 10
1860 25 9 11
1880 2% 10 9 11
1900 21 11 12 8
1913 17 10 12 7

15
This losing of trade was characteristic of most of the

older industrial nations as the new industrial states of the
United States, Germany, and Japan began to get their industries
into full swing. Also, the fact that Britain had begun to

lose trade meanf that her balance of payments was not so favor-

able any more, as the following chart shows.

Trade Balances for the United Kingdom

1860 1870 1880 1890 1900 1913
Imports 210 303 411 420 523 768
Exports 165 244 286 328 354 634
The above figures are in
miliions of pounds sterling. 16

Britain was able to finance this deficit from the monéy
received from the invisible exports of services and the surplus
built up'during the mercantile period when Britain had a favor-
able balance.

Government

As in the previous periods, government's biggest problem was

the national debt which had risen to &708 million in 1914, What

with government increased responsibility and rising prices,

government expenditures grew each year., As a result, several

changes were necessary in the tax system. Basically, they were

-

6
Tbid, p. 614,
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3., The government began making bulk purchases of foodstuffs.
The aim of these controls, and of any steps taken by
government was to convert from a pescetime to a war economy

as smoothly as possible without disrupting civilian life,

One of the first needs in the war economy was an incrcase in
agriculture production. The taking much of Britain's manpower
into the army lowered agriculwural production which was low

to begin with., To overcome this, government is empowered to
control a - riculture, with the result being that much of the
grazing land is changed to arable farm land. While these
ef“orts by no means completely solved the problem, there was

a pronounced increase in the production of agriculture.

Wartime Agricultural Production
(million quarters)

Crops . 1918 1916 1913
Wheat 10.5 6.8 6.6
Barley 6 5.1 6.2
Oats 14.3 10.4 10.5
Mixed Corn .6 - -

Potatoes(tons)4.2 mil. 2.5 2.6

18

Although the efforts to increase the oroduction of food
were successful, the industrial sector of the economy fell down
during the war. For instance, the production of coal fell
steadily during the war, despite that the gover ment took the
extreme step of seizing the mines in 1916. By the end of the
war, the production of coal had dropped some sixty million tons
from its production in 1913, Other forms of industry also
suf ‘ered, Textiles were hit hard. The production of cotton
‘and flax both dropped from their pre-war ficures, Wool,

18

Sfanford %, Reid, p. 439.
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which she hcd a favorable balance of payments. Thus, as this
period draws to a close, Britain finds her going into increasing
debt, a debt brought on by the fact that returns from her ex-
ports were falling while her import costs were rising., Also,
the goods that British industry was producing were for the

large part war goods, which did little to build her capital
stock., While prosperity had returned, it turned out to be not

80 good as it appeared on the surface,

Summary

This period was one in which Britain was forced to adapt
to a new position in the world economy. World War I wiped the
last remains of Britain's days as the dominating world power.
The expenses of the war made it necessary for her to borrow
large sums of money, most of it from the United States. As a
result, when the war ended Britain was a debtor nation, a com-
plete reversal of her pesition of before the war. Also, her
trade was dislocated with a drastic effect on Britain's indus-
try. With Britain forced to take uﬁ a war;economy, many of her
customers turned to other nations to‘supply them their goods.

When the war ended, many of these nations did not return to
Britain., At the same time, many nations were even able to

make inroads into the British hame market because of better
production methods. As a result, the balance of payments

deficit grew worse after the war.
The big change that occurred economicaly during this time

was the growing rolg that government was taking in the operatioms
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1938 1940 1941 1942
4, Overseas

Disinvestment 55 658 638 485
5. Gross National
Product 5587 5348 6345 6700

23
This dramatic increase of production was possible through
the willingness of the British people to sacrifice and also
through the coordination and controls that the government had
set up. There were three main groups of these controlling
agencies, They were:
l. A Ministry of Produetion

2. A Ministry of Labor
3. A Ministry of the Treasury.

"The pattern that emerges from this inter-mixing of govern-

ment, business, and labor has its inherent dangers. It is a
pattern abhorrent to all theoretical 1liberals, and yet, . .
the acid test has been uwotput. And not only has total British
output leaped forward during the war, but output per men-hour

has increased. Before the war Britain's output per worker was

about equal to that of Germany, and both countries ranked far
below the United States. In the manufacturing industry the
ratio between Britain and the United States was about 1 to 23

in all industry (including agriculture) it was about .7 to 1.
"Recent evidence goes to show that Great Britain has pushed her

output per man-hour in shipbuilding above the United States

output, and her record in bomber production is almost as good.
"Meanwhile output per citizen has pushed up even more than

output per worker, owing to a continuing rise in employment.

I 1938 there were about 18 million mem and women in work in

T e ——— . .

23 1pid, p. 123.
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Britain was forced to devalue the poupd from $4.03 to $2.80.
"During the 1950's, different forces were at work. The
terms of trade now moved in Britain's favor, ending up near the
pre-war level, It should be noted, however, that it carried with
it a loss in dollar earnings due to the slump in prices of raw
materials exported from the sterling area to the United States,
which followed the stockpiling of these materials in connection
with the Korean War. There was a strong decline in invisible
earningé, and the deficit in the visible trading account increased
strongly, reaching nearly &400 million in 1960. quetary'reserves,
however, increased in the mid 1950's so that Britain internal

position was quite strong. The speculative move against sterling
in 1957 was effectively checked by a rise in the bank rate to

seven percent and firm internal financial measures which served.
to improve the balance of payments. However, there was another
deterioation in 1959, reflecting the continued drastic fall in
invisibles earnings (due largely to dwindling earnings from ship-
ping and external investment) and the spontaneous increase in

the excess of visible imports over exports. Stringent measures
were again takenk(the bank rate was again put up to seven per-

cent), and 1961 showed a marked improvement, " 26

Industry
Following the war, British industry had to start almost
from scratch. Its plants were either bombed out or geared for

war-time production. Still, by 1950 Britain was well on her

26 1pia, p. 233.
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government to obtain their investment needs through expanded

credit rather than from the tax revenues these industries should

have provided.
Labor

Britain's labor and unions were another source of trouble
t® the economy. One reason for the weakness of British labor

was its disorganization. Sometimes as many as a score of unions
would be trying to negotiate contracts with one firm with each
trying to outdo the other. There were many strikes during the

19850's and 1960's in Britain with each one slowing up produc-~

tion and causing Britain's customers abroad to seek markets
where they cguld obtain their products without holdups. Also
harmful to the economy was the fact that because of faar of
another depression, British labor clung to festrictive policies
to spread work amorng as many as possible, prevented the use of
labor-saving devices, and through use of its influence in pdlls
and elections obtained the passage of protective tarifis and‘

subsidies to keep declining industries.-alive. However, labor

weakened the British economy the most through its continuing

demands for higher wages. The resulting wage-price spiral

caused a cost-push factor to appear in the inflation which
pushed British prices higher and higher,
Inflation

As you have probably deducted from the previous parts in
this section, this period was one of many problems for the Brit-

ish economy. One of the main problems to face Britain was the

e 5he of inflation. It has already been mentioned that one cause
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adverse, her policy of exporting large amounts of capital for
investment and foreign aid placed a large burden on currency.
Added to this was the fact that the invisibles in which Britain
had been strong for so long were not returning the revenue that
they once did. Thus, when the imports began to exceed the ex-
ports it pesed a significant problem for the monetary author-
ities, Of overwhelming importance during this period would be
the efforts of Britain to stop the depletion of the nation's
monetary reserves,

Another cheracteristic of this period was the growing

number and severity of labor problems. This was also to spell

trouble for the British economy. With its upward pressure on

prices and the further adding of industrial costs thm ugh the

numerous strikes was a distinct weakness in the British economy.

A third characteristic was the ever-present inflation.

The trend of prices in Brifain'during this period was steadily
_upWardx ‘It was pushed up by labor, pulled up by the consumer's
demand for more and better goods, and held up by the govern-

ment's policy of naetionalization and protective tariffs. Thus,

as we come to Britain's place in the present economic world,

we find that Britain is in the position of being a nation which
has in years before has built up & large monetary reserve, but
since the turn of the century has run up progressively deficits

with other nations, particulariy with the United States. In

order to meet her payments she has nad to borrow heavily from
gsuch organizations as the International Monetary Fund and to take

out loans directly from nations who were wiliing to help Britain

R, § 4| its.struggle to prevent further devaluatimnn of the pound,

64



As the British economy finds itself today, the all-
important problem seems to be to find a way to improve her
balance of payments and to improve the position of the pound

in the world monetary market. The steps that Britain has taken
recently to achieve this and their results will be the subject

of the concluding section.
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that the ecbnomy developed a very unhealthy pattern: "a
period of expansion leading straight to the brink of bank-
ruptecy for sterling at,$2;80, then a rescue loan to buy time
while the government dampened dowh the economy. Once a spe}l
of austerity built up Britaih's reserves anew, governments

.invariably felt poiitically impelled to relax restrictions and
27

let the whole expahsioh~to—the-brink process begin again,"

-When Harold Wilson bécame Prime Minister as his Labor

Party took power in 1964 the pound was in one of its deeper
crises, While many felt that Wilson should have devalued then,
blaming the need for it on the Tory government he succeeded,

h@ simply kept the same cycle of monetary management of the

government he succeeded. The following should show very well
the things that have eccurred in the British economy during

Wilsoh's reign that led up to the devaluation of the pound.

Sterling's Marathon Crisis

1964
January - Conservative government easy money policy spurs
' import boom, creates a $2-billion payment deficit.
October - Tabor party wins election with narrow Parliamentary
majority. Government puts 15% tariff surcharge on
imports

November - TLabor spending plans undermines confidence abroad,
starts run on sterling. Foreign central banks ex-
tend a $3-billion sum in credits to bolster the

pound.

1965

April -~ Wilson government boosts taxes, curbs investment
outflow, sets up Price and Income Board to curb
wage-price spiral.

27

"Devaluation of the Pound", Time, Time, Inc., New York,
November 24, 1967, p. 31l.
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September - Pressure on sterling continues. France holds
aleoof from new centrel bank credits.

1966

February - To curb exporis, government freezes bank lending
volume at 105% of March, 1965 level,

March - Full employment and air of prosperity help Labor
Party win general election with hefty margin,

May - Tengthy seaman's strike hits foreign trade.

July - Wilson annonuces wage freeze and drastic austerity

measures te hdlt inflation.
September - United States gives Britain new credit for $1.35

billion.
1967
January - Impact of austerity raises number of jobless to
. 600,000, o ’
June - Mid-East War and Suez closure cause flight of

Arab funds from England, raise British oil import
bill by $1l-billion.

September - Dock strikes cut British exports.

November - An ouncement of $300-million October trade deficit
triggers new run on the pound. Pound devalued
from $2.80 to $2.40, o o8

The lower exchange rates should work a two-fold effect

to aid the British balance of payments. First of all, it
should spur exports by making British geods cheaper on the
world market. Conversely, it should decrease the import of
foreign goods by meking them more expengive. Of course, in
oerder for the devaluation to work, it was necessary thaf the
other large ﬁations not make an off-setting devaluation of
their own. This was accomplished by consultation by the
mnonetary authérities of the world's major financial powers,

with the result being that only a few small nations followed
2

8;"Wilson‘Triem=t6 Wrest Vietorj from Retreat'", Business Week,
McGraw-Hill, Inc., New York, November 25, 1967, p. 35.
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Britain's devaluation with their own.

Prime Minister Wilson instituted another austerity pro-

gram to reap the maximum benefit from the devaluwation. Con-

tained in the program are the following elements:

1.

4.

5

There will be a cut in defense spending by more than

$240-million. This, along with the next step, is de-
signed to cut back government demand in order to cut

down on inflationary pressures,

There will be a reduction in other public spending,
including capital investments by nationalized industry,
totaling another $240-million.

There will be curbs on bankhloans, except to 'priority
borrowers' such as expoérters, in an effort to reduce the
expansion of credit., :

Certain tax rebates for manufacturers, except in eco-
‘nomically depressed areas, will be withdrawn.

There will be an abolition of the tax rebate on export-
ed goods,

Installment plan terms are to be raised on purchases of
antomobiles to a minimum of 1/3 downpayment with the
balance within 27 months.

Corpgrate income taxes are to be increased from 40% to
420500

There will be a strict watch to prevent excessive
dividend payouts. This measure is an effort to en-
courage firms te use their profits to better their
plants and equipment rather than paying it out as
dividends.

The austerity program is designed to enable Britain to

get the most from the devaluation, for the devaluation is only

a measure to provide some breathing space., If Britain is to

- golve

the real causes of her economic problems, then there are

many other things which she must do. "Medium-~term, Wilson will

have to held down wages and prices in Britain in the face of

Fwﬂ;_/ﬂ,wigrowing oppesition by both labor unions and businessmen, If
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exports. Priority on bank loans will be given to enterprises
which can either increase exports or replace imports. It is

figured tha@ the increase in production necessary to do this

will increase Britain's growth rate to 4 or 5% annually.
It is this growth rate that Britain must achieve if she
expects to even hold her own in the world., If she does not

revamp her industries to where they can allow Britain's balance
of payments to become b:lanced, the sterling will again and

again come under préssure.and will very probably have to be

devalued once more, -The'future of Britain's economy will
depend then'ﬁpon;wh;ther'or not she can once again compete

on the world market., If éhe can then Britain can again become
a nation with a strong economy and‘a gound money. Whether or
not the recent devaluation has given Britain the time and

incentive to rebuild the weaknesses in her efonomic system

remains to be seen, but it is on the success of these changes

<

that her economic future lies,

The End
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