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“The objective ... is to reduce the nation’s
standard of living...”

The Times leading article on the devaluation of the
pound, 20 November 1967



MONEY “ON”" AND “OFF" GOLD

Money is a general title to the ownership of goods. The title
deeds of a house |v? the ownership only of a arttcular house;
but as a mediu exchan%e money’ (In a Erogrtate quan-
t|t|esg enables the holder to bu d/ food, drink, Clothes, cars,
tttoubse and pretty well everything else—provided 1t Is there
0 be bou

Mone gnas had varioys, forms in d(Jfferent our]trles n ”
ferentprtods But as C|V|I|sat|on and trade developed, she
and cows gradual glgaveldace to metal coins and later on gold
coins took"the placeof silver as the hasis for the standard Unit
of currency. Notes came |nt0 use anng5|de old coins, and
other * promtses {0 pary (bills of exch ange etc.) w ﬁre acce teg
as money. But the unit™o currenc mained_ the standar
gola com of the countrY all othér forms of money were
Expressed In terms of that gold cgin, and, could (in Iprlnmpe
If not always In practtce ) be' transformed into the correspond-
In numberof gold cains.

hat was th e B osition in the advanced. countries before the

first world war— rltaln had Its £ sterhnrg In the gold sovereign,
a coIn whose wetg ht and fineness was Jaid down by law: the
United States had its dollar, France its franc, Gérmany ifs
mark, and so on, each embodylngacerta|nwe|ght of gola'[aid
down by law, All other forms ‘of money were expressed in
these gold. unlts and could normaIIy be éxchanged at a bank
or an equwalent number of these units

Butw at was It that determined how many gold umts had

eeﬁehanqed for other thmgs? In, other wors, what d ee}r
mmed eva e of commoditiés made for sale in'terms of t
countrysgo unit?

As MarX pointed, out, there had to be something in common
between commodltles and gold if one was o pe measured
against the other; the onlything that they had In common
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Wwas that they were products of human Jabour; the compara-
tive quantity of laour-time involved In the production of
gold and of qther thrnds was therefore the basis on which they

exchanced with each.o
The %rodﬂctron of Fd Involved an amount of labour-time
Whrch although not xed Was fairly constant It 15 true that

the frndrnd ? new sources of supp nt/ which were easier to
work, together with new methods of mining and re Inin g
meant ? certain reduction |n the amount’of labour-timg re-
quired for newly-mined gold but the quantity of newly-mineg
gold that came cfnto 1th market each P/ear Was, onlﬁ/ a smFII
raction, as a rule, of the exrstrn d stock in the world
Thrsmeantt at the Jower uan%rtgl labour-time embodied in
he new mrneg old harw fécted tne averaeamount of
abour-time embo |ed In trie gold unrts of cu rency in the
world. For all practical {Jurposes therefore, the quantity of
labour-time embodied |n these gold units remained Stable, and
could be used at any time as a measure in exchange for other
pro ucts of labour.
The exchange value of products, that s, the number of
standard %old units for which the could be exchanged, was
etermrne Iy the amount of labour-time used 1n” making
them, compared with the amount of [abour-time used in pro-
ducrnﬁ the standard unit of olg The price (In %1 1d units)
was therefore roughly based on tnis comparison, with Various
mo Ifications noted py Marx
The price at which any thrn% is sold may vary_from _its
vaIue aIthough It 15 yltimately Hased on its value,"The price
ay fall below its value, because there js a surplus and the
er must acce[%t a lower price to ?et rid of it, If there is a
shortade and demand | |is high, the seller gets the cha\nce to raise
the price above Its value,”If & monop Iy IS estanljshed, or a
grrce agreement reached between mand facturers, the price of
rodict will be raised above its value. Or if the govern-
m nt im é)osesatax or duty on a product, |tspr|ce will naturally
be raised above it value.
Nevertheless, whatever the fluctuations in price, the basis on
whrch the fluctuations take place 15 always the value of a
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Pnrod,uct,,that s, fhe relative amount of Iabour-tlme used n
aking it (including the raw materials and wear and tear of
the machmer%, etc.)” Thus a new motor car always casts more
than a pedal bicycle, a motor launch more than a’rowing boat.

Purchase. an%,sale, the exchange of products for mone}/,
develoge in this way_ in practice, since merchants had to
deeﬁnd ct)n sorglhegne Sing IlciiboTuhr-nrenelto ro%iu}%e Whnat t,httey
wanted to_exchapge or Sell. The early English economists
Aaam Smﬂﬁ, an(P %cardo, exammeg ,\yalue,gand found that
the real pasis of value was the relative ?mount of labour-
time used In producing things, and Marx later developed the
labour theory ?fvaluelnamOﬁ xactform, o

The Valug'or any g,roducto apour depends, in Marx’s view,
on the “average socially necessary labour-time” embogied in
It_(?octt tEetIta eogljr spent byt%n thW(t)rll('erd o? agdwg%hgtldual
roduct, but the average spen at kind of product at_an
ﬁe%mte ,enmp In a cogntrg’s tecRno,IogmaI ,devg{opment. Tws/
aBﬁ]hes irectly, of course, only to things which are products of
human labourand areregularh/madef r sale. Other things, such
as land, compana/ shares, etc. ave a derived Value, basedmainl
on the amount of income which they are ex#ected 0 brmsg% In.

For example, the buying and selling of shares on the Stock
,Ex%hange 15 carried Ol]Jéb meﬁns of mo,n?/. What exactlg/ 15
It that IS bougnt or sold 1 such, transactiors %If £100 shares
In a compankl with a share capital of £100,000 is bought, it
can be said that one-thousandth part of the property of the
company has Pas?]ed into the buyer’s hands, But aIthou%l this
may be“true In the legal sense,no one will exchange mone
for"the mere ownershui) of somethm%vvvhlch he cdnnot usg.
What the buyer Is reglly concerned With IS a roPortLonate
?hare in the ]‘l]lture Proﬂts of the comgany; he hopes that in the
uture he will recelve a dividend warrdnt paying him a part
of the monely which the company has “méde” during the
previous yia ,.(In the next chapter we shall see how a ‘com-
anx makes” money.) What ' is important is that Stock
xchange operations “of this kind d? n?t have ang direct
reference to goods, but merely transfer from one person to
another claims to future money:
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The fact that claims to future mongy are constantly being
bou?ht and sold, and that the price for these claims’is con-
sttanl changln according to the profit r_%?ord and prospects
of thé company”.concerned, maxes 1t passible for money to be
used In speculgtion, the burym ?nd sellm%of shares not with
a.view to drawing future profits from a company, but with the
ggpd (%1; rset I:er;% the shares later on, at a higher price than was
. But the fact that there are shares to be bought, whether as
Investments pringing In mone¥ In future years or. urel% for
speculation, Is due o the fact that moneR/ 1as_previously heen
used In yet another way. Whep a comPa y 15 first formed, as a
rule it otfers shares to the public (public companies) or to some
restricted group of people (Prlvate companies). People. hand
over money in exchange for those shares—which are claims to
future profits, thure monea/_. The comJJanx then uses the mone
to buy or rent fand and baildings, machinery, eqmﬁment, £
materials, etc., and to pay wage_s ana salfxrles to workers needed
to produce actual things. Thi is the real process of investment,
the transformation of Money Into capital, Into something whose
use will em;f)Joy labour-power to produce new things arid more
money, profit over and above the costs of production,

Allthe dealings in shares of existing companies merely trans-
fer the claim to"this profif from one person to another.

In the days when rtamlwas ongold”and a £ Yvasa ag[g)ld
sovereign, the general level of prices was more or less stale.
The erces of iidividual things might go up for reasons affect-
ing them only, such as a néw tax on them, or a temporary
shortage of supply in relation to demand: or If a monopaly was
estaplished; or, If they were imported, because th% gnce on the
world market went up for any reason. On the other hand, the
E“C? of gny particular CProduct m|goht o down because of 3

urplus of supply.over demand, or ,ecaﬁjseanew method of
Producnon was " introduced, Involving less labour-time a
herefore reducmP the ?xchange value 0f the product with gold,
JAs for the rates of exch nge Detween the ¢ rrenches of
ditferent countries, these too Were more or less sta I? The £,
dollar, franc, mark, each was equivalent to a specific weight
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of gold and all that Was necessary was to take this, in com-
parison with the qold in the standdra unttso other countries
as the basis for the exchan e rate W|th ot er currenues If
debts between countries codld not be simp ct/ set off agatnst
ﬁch other, the halance on %lther S|dfe could be settled bt{
shipment of gold coins or of bullion of the same weight as the

O]

V\fhen Britain and the United States were “on gold” the
standard rate of exchange was : £1 = $4.86, which registered
the fact that th? nltgd Statef gold doIIar contained rather
more than one-fift theﬁ; d”In an English soverelgn A
Br|t|sh miller who bought wheat from a United States farmer
for $486 could settlé the account by sending him 100
soverelgns But freight and Insurance on a shlpment of gold
Was costE and it was cheaper to buy a draft for $486 from a
R]aétnh |0n ; negland and send It to the American farmer in pay-
ow coulg a bank In Enﬁland be in a position to give the
miller a_piece of L{)a er which would be exchanged in the
United States for $4867 Because at the same time as the English
miller was buying wheat from an American farmer, all Kinds
of other transactlons were taking place hetween the people of
the two countries. An Amencan merchant, say, had bought
£100 worth of whlsk(yj %cotland and wante £00 ay
for it. Instead of sendi g ﬁgl dollars, he tog W uld
00.to a bank jn the Unitéd States a buyadraft for £100.

The American bank would then have $4 d by the
American merchant for the £100 draft &Pay% |n n ain).
the Englisn bapk would have £100 (pal gt e miller in
Britain Tor the $486 qraft payable| the United States). Sgthe
American bank could pay out the $436 to the farmer, and the
Bnt\sh bank cciuld pay 0ut the £100 to the whisky producer,
WI'[ utany gold £5 0 $scrossmg the Atlantic.
T g e
| | 15 alw Inuous Serl
of et ] i by e 1 e e
brought together through the ban?<s ana th 8 ﬁjars set off
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against the pounds. When over a Iperrod the amount of dollars
owed to the United States was greater than the egurvalent In
gounds owed to Britain, and the difference could not be settled

y using the currency of a third country, British banks might
have to send a shrpment of sovereigns”or of gold bullion”to
square the account.

Although the exchanﬁe rate of the £ with the American $
fluctuate aIrttIefromt eexact equivalent In gold, the fluctua-
tions were due t? artrcu ar ?auss like bl shrpments of
cotton or wheat, whrc dol ars ad to he ard at certarn
times, of the earg he exchange rate remained clos 8
“par"—whnich was the re atrve conte t of gold In the standar
units. So too the prices of goods that were imported remained
relativel staber £, fluctuating n generalo ly with prrces n
the Wor market owing o temporarys ortage Or Qer- suP

Simil aru/ rices in £s for qﬂosmanu acture in Britain
were relati eI stable But since'the exchange value of an article
epenﬂ u‘ he first matance on the h man laboyr embodied
Init, t ong -term trend In prices was downward, because new
methods and new._techniqlies of production, both of raw
materials and of finished goods, meant a reductron In the
amount ?f Iaboar containe Hart cular articles. This trend
can be illustrated by the fact that, taking industrial output per
head In_1850 as 100, by 1900 it had risen o 1 or nearly
double. The comparison, of course only rou% IllUstrates the
Pornt because 8f the many other factorsh gchanggd -
Ween 1850 and 1900, but it does show the trend towards less
labour err\t,\u used per unit of product and therefore the trend
towars OWEr prices.

Such were the conditions in which, before 1914, the Igeneral
level of internal prices, rates of exchan%e with other currencies
a ﬂtthe balance of payments, were so 1 Iﬁtrvel stable thtat Ver
ttle attention was pdid to them except by experts and foreig
currency gamblers. L

But from 1914 on, countries have gone “off” gold as the
direct basis, of therr currencies, and at one time “or another
have “devalued” their standard unrt—that 1S, declared that It
Is equivalent to a smaller quantity of gold (or of dollars) than
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hefore. Mo[e of the standarg unrtr herefore eeded to form
the equivalent of other products o abour: w rch IS another
way 0 sayrno that the prrces of these other products have gone
up In terms o a devalued £ or $.

On the other hand, this upward movement of prices after
devaluation 15 not aytomatic or rmmedrate It first shows itself
In the prices of products imported from countrres whose cur-
renc has not heen devalued. Q [rceso trr] e products to

rters say In Brrtarn after eva uatron of the £, rose at
once ehause more poun %were needed to loay 1[orthe owmﬁ
o the changed rate of exchange. But the prices for goods whic
are made and sold In Britain" remain more or less unchang ed
or a time, unti the hrgher grrces for Imports seeR throdgh
rndustry rarsrnP the cost of raw materials and finished goods
and therefore ear]hng hk// e reef t0 a general rrs?] In Rrrces

For exampl as evaue rn 1949 so that the ex-
cange rate rth \heU Ited States ollar, which had Prevrousl

been‘about $4 At that time the reta Il price inde
stood at 66 (1958 = ) By 1950 the retail price index had
only risen to ? It was ot unti 1954that the refail index hﬂd
risen to 85. QT course there were other factors (Inclu rnote
Korean war from 1950) involved in the price rises, but these
figures indicate the slowness with which the 1949 devaluation
worked through the economy. It is this slowness in the work-
rng of devaluation on prices of goods soId to other countries

rgrves the devaluin countr an advantage in the com-
petitio for external mar ets Thé costs of production remain
more or less unchanged for a time, and therefore the prices

3080'5 exported can IS0 remarn reIatrveIX low measured rn
PO nds: but the £ itsel rso lower va uer the currencreso
orergn countries gwhrch Tave not devaue than eore

In"practice, of course, It one countg getrr}] or export
markets devalues, there IS a strong ten nc f ercoun rles
to meet the more Intense competition b evaurn%t elr own
currencres 50 that the relative position rémains uncha 3 Pr
no one gesan advantage. This competition In deval qu
currency was one of tne Tactors lead Tgto the Bretton Woods
rnternatronal agreement fixing rates of exchange and hinding
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8otu(r)1ﬁrs|es not to devalue their currencies except in special con-
Itions.

However, price rises in Britain or elsewhere are not ehntwely
due to.devaluation or changing the rate of exchange with other
counines. Since the second world wFr the £ has only been
devalued once, in 1949. Yet internal prices have risen con-
tinuously in the postwar years, both before and after the 1949
devaluation. 1t is this which has peen called inflation.

In past centuries, Inflation has been known as the resort of
bankrupt governments which either reduced the amount of
gold In"thélr s an%ard unit, or 1ssued notes to meet theiy debés
n %ua,ntltles which bore no relation to the produgtion of 800 S
In thelr country. The case of Germany after the first world war
Is well known. As a result of the (Ileneral dlgorgamsanon Pf
Industry and trade In German)i at The_end of tne first worlg
war, the g(ive nment was unatile to raise much In g;lxe_s, ana
was compelled as time went on to meet Its debts by issuing
notes. The re%ult was a real inflation of_currren%y: the notes,
Issued week after week without any relation to what was bein
Pr_oduced of |mEort?d, I%rﬁduallg/_ lost their value for buyin
hings, until notes of a Million, Billion or trillion marks coul
only'buy a postage stamp, . _

hat'was a rUnaway inflation. In Britain, although prices
have risen continually, there has been no_real Inflation in this
sense of an unlimited”issue of notes. The rise in prices has been
gradual—g few per c,erH each year on the average. So it has
een called “creeping inflation”;

. This gradual rise in prices over the postwar years has occa-
sioned a"great deal of discussion and controversy among Marx-
Ist and rion-Marxist economists alike. It 'ﬁ const?ntly In the
public eye, with one government after another professedly try-
mg to end the creepmtg Inflation” hy measures which do pot
e o s b
whi Vi ,on'w inaustry.

SQ we have tg a%k,: whatparepthe factorg which result In th¥s
continuous rise In prices? Do these facf[ors come Intq existence
srr]JontaneousIP/, or gre fhey th r%sulto a polic carngd out Ry
the monopoly capitalistsand the government? And are the
12



measures taken by successive governments really devised to
counter the rise, or are there oth&r motives? _

In attempt] _n? to answer these questions we have to hegin b(}/
showmg the, difference between being “on” gold and “off”™ gold.
Wh?n ritain \vas “on” gold the r%”fes of things were r%laélvel
stable : their fluctuationS were small, they we tuP and aow
but were not always rising. And this was due to the fact that
the prices of things were expressed in terms of a gold currency
unit, which made it possiple to measure the value of goods on
the ba3|f of the human la ,Otér,-tlme en\bodwd In them™and the
human labour-time embodied in the gold unit.

But when we went “off” gold and adopted a paper urrencg
there was, no automatic chieck on the prices of goods. Pric
became divorced from any particular weight of gold embody-
Ing a particular amount of human Jabour-time, and were there-
fore free to rise.without coming into conflict with the paper
pound currency Inwhich prices Were quoted. _

.Going “off™ gold did not of course Immediately result in
h|éqher rices. BUt it created the conditions In which’price [ises
wére possible. Then other factors came into operation which
were the direct ca%g e%ofpn_ce nses, . .. . _

The quantity of Janour-time emnodied in t‘ungs still remains
the basis of thalr relative prices—a passenger linér uses up more
labour-time_than say a rowing hoat, a motor-car more than a
saucepan. But the “general price level, measured in paper
pounds, has gone up and is still ?omg up—that is, the £,
divorced froni gold and therefore front any direct link with
|abour-time, s [osing Its exchange value with ohhe[] things. Or,
In other words, the” £, as an dbstract unit which canfot be
exchanged for a definite weight of gold, represents a falling
quantltY of h&Iman labqur-timg. .

The e,gen on the £1 notes in use at present in Britain Is
“| promise fo pay the. Bearer on Demand_ the. sum of One
Poung”, and this promise is 5|?nedb the Chief Cashier “for
the Governor and” Company of the Bank of England”. But if
We %o_ok th%note to the Bank of En Ianéi and asked the Chief
Cashier to honour this J)rom|se, he could only give us another
£1 note, bearing exactly the same promise,"and not even
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pretending to be a £, as the fgold, sovereign used to be. The
value of 3 paper £, instead of being a méasure of the value,
and therefore of the price, of other things, as the gold sovereign
was, 1S now determined by the prices of other fings, and as
these other thlr(lj%S [ise In pn%e S0 that p?per F faIrI]s In value.
S0 the £ of today. is said to be worth only a tew shillings, be-
%ﬁgse grlg reetar|] IC grige% of goods have riseri over three times on
Verage Si . . . .

Ifa howgver We Iooi at the whole field of gnces, we find that
not all have gone up In the same pro(g)ortl n, compared with
their prices before the £ went “off” gold. For example, motor
cars, or sound radios. In such cases, technological advances
have so greatly requced the amount of labour-time that has to
be used uB In‘producing the finished article that the reduction
of the labour-time embodied in these Brodu_cts exceeds the
gvetrage fall (measured in pr%ctes) in the I% ogr-ttltrﬂe Eepresented

e purchasing power of the paper £. But the lower price
V\yOU c? Plot Rave gc [es ,ondeQ oPe or less with ﬁw faw n
labour-time used up had_ it not been for competition from other
concems In other countries making Ahe same ods.

Although the paper £ has no" djrect reldtion to gold, the
Bretton Woods ,a%reement, %13502 laid down 1gexchan%e rates of
all currencies with the United States doIIar{ or Britain, £1 =
$2.80). The rate 1s allowed to fluctuate by 1 per cent more or
less, but still (for currencry exchange purposes) the £ 1s related
t0 Eold hhroughthe dollar. ,

For the gréat majority. of articles manufactured and sold in
Britain, however, prices’in paPer £s have risen; the progress
In technolog%has either rT]ot affected the Iakfour-Ume n%eded 0
produce thém, or has affected It to a smaller extent than the
reduction in the labour-time (measured in general prices) repre-
sented bglthe aperf. .

It mdy seem somethm% of a contradiction to say that,
because the paper £ no longer has an}{ direct relation.to gold
Its purchasing power BFS beén able tg all within Britain—that
1S, prices nave heen able 1o rise—an yetforfore%;n exchange
E)urpo esthe £ gas emained stﬂg)l at‘around £2.80, altqgugh

he'$ has a fixed relation to gold (835 to an ounce of gold), So
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that through the dollar the £ still has a fixed, though indirect,
relation to gold., ,

But In fact this is what has happened. Between 1949 and
1966 the retail gnce Index In Britain nearly doubled—from
66 to %25*6 (1958 = 1003. But the_exchange rate remained at
£1 = $2.80.°S0 1t is necéssary to find some explanation of the
difference betwen the Interna urchasm_? power of the £ and
Its external foreign exchange value. For It would seem that the
fall in the Internal purchasing power of the £ must put up the
cost and the p,n,cg of British groducts, and_therefore make it
difficult for British products to compete In foreign markets. It
must also dlscourag exports, hecause manufacturers can make
b%er rofits br¥ elling their products on the home market
than by exporting.

Yet British gxé)orts have continued to grow, in spite of this
evident contradiction. , ,

Several causes have contriputed to_ this result, probably the
most Important being that although internal prices have isen
lﬂ BrltaIH, S0 have Ifiternal prices in many other countries, o
that higher prices of British exports can Temain more o less
competitive abroad, Unifed Nations reports show the rise In
consumer price indices (all items) for various countries: the

basis 1s 1958 = 100 ;

Ewaati&ermany L
talx. E% (1966)
A i

In tTnyﬁe of ve United Statei where the loss oLpurchaS'nﬂ

ower by the dollar is much smaller than that of the pound |
Britain, many British exports to the U.S.A. are h|gh1lyhsp|e0|al-
e lower

|sed such as Wh|skg/,_ and %ome_ypes of mog)r cal, T

level of wa?es In Britain than il the United States is also an

Important_factor, especially in the case of American-owned

plants in Britain whose produycts are F,xporteld to the USA.
In the case of countries with “sterling halances™ in Britain

the use of these halances Is to a considérahle extent restricted
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to buying British-made goods. The lower import_tariffs in
Commonwealth countries resulting from Imperial Preference
also play a part,

Somewhat similar is the exchange. of goods between two
countries—"we will buy tnis from you if you will u?/thatfrom
Us"—whjch Is often sa ctroned by trfatres between th govern
ments. This exchange, though usually expressed In maney, IS
In rea |t¥ a barter ‘agreement Whrch tres a foreign seller of
produce ousethesalemonegto buy British goods.

For British companies, to exports re resent an addrtron 0
therr turnover, so that in surtabe conditions they may red uce
thejr export OPnces 0 get the bosmess, setting economreso
scale’ rn production against any lowering In their rate of profit
on_goods exported.

Us there are several Ways rﬂ‘ etting round the contradic-

tron between Internal prices; which are” in aRer £S not tied

an the external Value of the £, which s tied to% old

ut the contradrctron is still there, as s shown

re uent an of England intervention to support the £ on
te Joreron exch anﬂe market continuous ernmentP P

gan a for'exports, the attempts fo kee wa%s wn, and the tax
oneessions 1o exporters whrch have recen Iy been introduced.

Several factors a art rom the 1949 devaluation of the £,
have, contributed to the general rise.in the prices of things
within Britain, in paper £6. The most important of these seems
to he the influence of monopoly, . whrch ecause of its control
of the market 15 able toputu rrces for the oods It produces
or controls, Demand ex gee |ng supﬁ has Influenced the rﬁe
In prices of certain goods, at certain periods, especially in the
case of raw material§ imported from abroad, Increases n taxa-
tion and other government measures have played an important
Bﬁrctes(t)orolrgreary capitalist greed reinforces every tendency for

Each of these factors is linked wrth one or more of the others
50 that it is not Possrble 0 say now much of the genera ”S(i
npnces is due to one factor %one But some ex (P YV

ustrate how one factor or anot erworks and help to explain
the persistence of the rise in prices since the war.
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2
HOW MONEY IS “MADE”

The total quantity of money in the world is increasing year
by year—or to be’more accurate, oVer the years, since nafural
calamities, such as a widespread drought, or man-made calami-
ties such as wars or econgmic crises, may check the. increase
of money and even turn it Intq a decling, Such calamities, how-
ever, as'a rule affect particular countries or areas, while the
r?st of the world continugs to accumulate money, that Is, its
claims to the ownership of things. Thus for exam}ﬁe In the two
world wars, In contrast to the destruction of thmg?s to which
corresponded money (claims based on nvestment ot purchase),
the United StiltES caﬁnahstﬁl creased their Hwone or claims
0 thln?s, partly owing to the higher prices tney got for thelr
products, and partly to'the loans Made to other countries whose
available money supply was be_mg exhausted. _

But tge ?,en ral ?rocess of In rgasm% the total of mone |%
the production of things. In modern Soclety the quantity o
money In a country and in the world as a’whole Is diréctly
raised by the amotnt of Pre_mous metals proguced each yedr
and converted "no conh t 15 also Indirectly Increase % tne
production of all other things, on which a profit Is made by the
capitalist class out of the Tabour of their _emplo¥ees. If the
owner of a factory whose workers have carried out a turnover
of production fings himself with mare money than before the
turnover began, this means that he has a title to produ%ts en-
bodyln? more labour-time than before, He has. got this ad-
ditional’ title because In the course of production the final
?roduct turns out t(? have more Iab%ur-Ume empodied H] It
than was represented by the money which he put Into proguc-
mg It, to pay for the wear and tear of his plant éde reciation),
the raw materials and auxiliary materials ysed up, and tte
\évgr%eesa fohh,e) workers employed™to produce It. How does this

Because he has bought, as one of the items in his costs, the
use of, say, 40 hours exertion of labour power In exchange for
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the wa?es—and theref?re the final product embodjes 1;1Iue
added Tn the course of production™to the equivalent of 40
hours labour-time. Against this value added has to be set the
cost of hmng the labour-power for 40 hours—the wages. As we
have seen, the ex hanqe,valu,e Sand thereéore, ?]ublect to fluc-
tuations, the price) of hmgs I determined by the Tabour-time
required on an average for their production. The exchanﬁe
valu% of a worker’s Iabour-?_ower for 40 hours is hheref_ore the
number of hours of labour-time required to keep nim fit o do
the w&rk_, that I, to grovjde him WIFh the thm?s he needs for
a_Weex, mcludmg provision for his family. But what number
of hours is that? 1t is_the number of Hours of labour-time
which on the average Is necessary to produce the food ang
drink, ?Iothm%and Shelter and other needs of a worker in his
particular country and trade. , ,

Of course we do not know what this number of hours s, nor
are there any st t|st|%s from which we couliq discovey it. But
as money Is a token for a certain number of hours of labour-
time, we”can say this : If the value added (to the value of raw
materials etc.) By a worker in a 40 hour w ﬁk Is £20, and he
recelves a wage of £10, then the number of hours labour-time
required to produce what he consumes In a week is 20. But he
actually works for 40 hours, and his product (“value added”)
Is worth 40 hours Iabour-Umeh,,or ne equivalent of go hours
more than his wages. It Is this labour, over and above the
labour-time required for his wages, which creates the new
value, the profit of the employer {who usually has to share it
with fandlords and bankers and the State), _

Therefore in each trrnov_er_ of pro%uc o thm%s embodymg
additions to previous exmtmq emoodied labolr come “Int
existence. They are sqld, and thus transformed Into money,
Into general titles to things. Some of the new products are con-
sumed—food and drink and other artuhles of Consumption, and
raw materials and fgel etc. for use in the nex turnover of gro-
duction, Otner products of labgur are not immediately con-
sumed, but %o to form the buildings and plant etc. which last
through many turnovers of proauction. But In any case the
money for wiiich they are sold, less the production cdsts, repre-
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sents an addition to the previously existing stock of maney, the
previously existing claims to things. _

But h?w can 4 capitalist fin foweone with money to bux
this newly-made product, when all t e,prewouslgest Ing stqc
of maney is fully occupied as a claim to everything which
already éxists? In Bart_, some of the answer is that in addition
0 mon? n us? U mg thln%vs,,there 15 g stock of n}]o,ne ,
accumulations o gas profits, which 1s not Invested In things
but 1s kept as money by financial jnstitutions of all kinds to Jend
at Interest to other capitalists who need 1t for buying things.
But the main pﬁrt of the ansv(\fer 1S tgat at the same’time as one
capifalist Puts 1S newly-made product on the market, thou-
sands of other capitalists put thelr newly-made products on the
market too. What happens Is an exchanqe of. newly-made
products through the ‘medium of credit, the titles to these
Eroducts assing from one capitalist to others through mutual
ales and purchases. L
1t 15 true that in an economic crisis many products cannot
find a huyer except at a price below. their value or even below
thelr cost. In some instances, as during the crisis of the 1930s,
oods that_cannot he sold may be ?h smally destroyed, as In
the case of coffee. This leads o a temporary declir, not an
mcr%ase, In the supt%lg/ of mone%. _ _ _ _

The maney Intné panks, the titles to things registered in
the banks’ books in the names of individuals and Companies,
15 constantly being drawn out for buying raw materials etc.
and paying“wages, and as a rule returning fo the bank In an
Increased dmaunt, through the production’of profit in the way
defcrlbed. This is the principal way, apart from production of
old for cainage, In which money'Is “made”, and as a result

e stock of money Is const?]ntrh/ mcreamg\ﬁ, an( some Cé)unWes
(or rather, some geople In them) are growing richer and richer.

Another way of expanding the supply of money actually in
use IS the syst?m f credit, es[?ema !y loans by banks. Thefe Is
a_continuous lending of money, from people or mstitutions
that have no |mmed|aée need for It, to people who need It to
buy raw materials and productive equipment, to. gay wa%es,
and to pay all the other costs nvolved i production ‘and dis-
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tribution; and also to people who want mone¥] for rnvestment
or speculation (to say. nothing of people. who just need It
baause they are 8endrnq more than therr Incomé). But while
ordinary mortals Or Institutions can on)( lena moneg which
alrr]eaﬂyt hexrstls t(ljte banks can actually create some of thé money
which the

A cheg rt/e ?rom Smrth to Jones can transfer Smrthstrtle sa

10 fro him to Jones; but this IS I fransfer
exrstrng tnte—mone whrcR Smit h r;n pXr Into h %anE
and 1S reqrstered by the bank as beIongrn to Smith. But the
bank can’lend Jones £100 without transferrrng it from Smrths
or an gt er ac(eount It s able to_do this ecatése not all th
moneg deposited In a hank grtsclrents Iswanted Immediate
by thém. so that there isa pool of money in the bank which rt
can use for Iendrng to people who have an immediate need for

But as thesg In turn do hot want as a rule to pag It Oﬁt all at

nnce or pay It to other cuﬂomers of the samf nk tp
1S not e u ed at once by the amount of the 0an, $0 tha the
pank can lend far more than its existing poo ofmone Itcan
([10 on lending, crelatrng more mo ey SU p peo le with
tles to goods, so long"as Its pao of mo ongr {0, Its
clients Is ot In fact drawn out by them. Of course th re I a
||m|t or the bank might find itself unable to honour its obliga-
tions. This limit is only known from experrence an many
banks have failed tiecau3e the Ien mone)v/ freg
%eneral principle followed by British banks ast at the must
ave In cash 8_per cent of the loans they make, or 30 Rer cent
In cash and quickly available money (rncludrng loans that they
can call Inatonce):

Part from the banks, there is an enormous number of in-
stitutions whrch lend money directly or mdrrectl Some only
eng maney for sgeﬁral ﬁur 05es, such as %ugrng ouses oth)ers
end It forgeneral busines urgoses such as discounting bills
of exchange or for the pur ha e of cars or other goods
Immense R/ 1a ?ﬁte Jrnancra system, with |t3 hanks and credrt
rnstrtutros a] Inds, 1t mon market and Stock Exchange
Its Toreign exchange and its financing of new companies, and
all the rest of its apparatus and devices, has grown up mainly
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to serve the needs of the owners of |arge amounts of groperty
or mone¥ capital vv hich th%y are usmg to_prod uceR
t On the City §La our Research Department Puplica-
tions Lfd., 78 Blackfriars Road, London, S. Iz Ro?er SImon
gwes an account of the extremelg/ complex system of financial
rqanisations centred in the City of London.
hePanks as étescnbegl above mak Ioaﬂs at |Pterest on the
basis .of money deposited with them by their clients, hesides
carrymg out foreign exchangie transactions and all kmds of
other dealings in” money. n Britain, unlike some ot er
couPtnes barks qo not as arule t]old shares In or own ind lhs
trial or commercial companies, relying for their profit ont
|nterest and_commissions they draw”from loans, and other
|nanC|aI business, both at home and overseas. The Bank of
q( IS not ont( the government’s hank, but also the
han ers’ bank, ana he ultimate _bank of most of the other
Inancial |nst|tut|ons It has sEeuaI funct|ons as the Aqovern-
ment’s banker, to control te xch ange Equal |sat|on ccount
for foreign deahn s In the £, and 0 control the suppY
money In genera rou h the “Bank rate”, holding d Pomsof
mone¥ from the banks n government instructions, efc
The discount houses spemahse in_discounting bills of ex-
change These are in effect cheques drawn not on a bank but
on a commercial house by the suppher of goods, which wants
time to seII the goods before paylng for thém; so the are not
for |mme diate o Zment but for anment at 0 %me ater date
(usually 3 month aheadg When “accepted” ny the firm .on
which |t Is drawn, the ill goes to a discount”house, which
agvances the money “at a discount’ —that 1S to say, instead
of maong a charge for the_interest on the amoun When the
bill falls Tue for payment, it deducts the interest in_advance
from the money which it agvances, so Jhat when the bill s Pa|d
the dlscount house gets back what it agvanced plus the Interest
ﬂ)eua tyn/eo il 0 exchah geis theTreasuryb|II throuqh
wh |c the.GOVernment raises the money It neeas from week 1o
Wweek, 2 a|n less the discount from whén it Is issued until the
date It Isfduefor(oa ment.
It is chiefly in connection with Treasury bills or other bills
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of exchange that the “Bank rate” is effective. From time to
time the discount houses may find it necessary to borrow money
usually because al| the money they have Is tied U |n hills of
exchanﬁe and addjtional attractiv busrness com% their way.
They therefore redrscount someo t e Treasury oills or oth [
bills™of exchange which th eg d; that I they hand them
over 0 banks esRecraII?]/ the Bank of E Tglan in exchange for
cash. Th e}/ get the cash, the amount of the bills, | ess the drs
count for thé time these brllf still have tﬁ run hefore fal mgd
or Erayment and the published “Bank rate” Is the Bank

g and’s rate for re- drscountrng these hills, In effect, If a brII
taken by a discount hquse I Rayable in three months, and
aftgr two months th ?rscount ouse finds itself short of cash

redrscounts the nill, 1t has aIread}/ taken the Interest for
two mont S, and ﬁasses on fo the bank the |nterest for the thrrd
trﬂont tougt rate ofdrscount deducte tet ank or

e third month. may be, and usually is, higher than
char ed by the disco tYnt house when |t>t|rs cas?red the brIIS

en there are the so-called merchant banks Irke Barings,
Phil IR]SHI or Lazard, In ongrn srmpoymerc hant houses which
accumulated profits and latinched” out |nto Iendrnn money,
eventually finding it more paying to handle money. rather than
buying and seIIrn% 00ds. Thesé banks specialise’in financing
Infernational tradg ang he Ing to0 rarse moneZ as capital for
other concerns, char mOg nterest and commission; But they
als undertake other Kinds of financial operations.

The big Insurance companies not onIy carry out insurane
business, “hut Invest thejr enormous “accumulating funds,
received from premjums, In stocks and shares, Treastry hills,
etc.—from all of which the?; draw additjonal profits.

Then there are rnvestme ttrusts |ncIud|n unit trusts, which
Use money subscribe grn ividuals or firms to buy and sl
shares drawrng drvrden f] from their holdings and also selling
them from timé to time when this is profitab]e.

There are also hire gurchas? finance house(f which lend
money for the hire purchase of machinery and other equrg
meﬂt and also to finance the hire 8urchase of consumer rc1;oo S
such as cars, TV sets, refrigerators and washing machines.

22



This js an extremely profitable business, although. those who
buy things on hire purchase seldom realise the”high rate of
Interest they are paying. The_interest charged may appear to
be only 5 per cent, but as the instalments are paid, the amount
actually on loan falls, thou?h the Instalments remain the same
$0 that'the apparent rate of interest has to be roughly doubled
to get a frue picture. .
uilding societies borrow money at the current rate of in-
terest, and lend it to house buyers &t a higher rate, thus making
sure of continyous profis. ° . . o
These are the main financial institytions, which exist mainl
on borrowm(% money cheap and_Iendm? It dear, althougn thez
alsg carry out all kirjds of other financial operations. ,
But apart from the banks, which can Create, up.to a point,
the money which they lend, the other financial institutions can
only lend’money which already exists—their capital, including
accumulate% (ofits (this as.a Tule forms only a small é)rof?or-
tion of the usiness_ they do); or other money, horrowed from
other financial Ingtitutions or individuals; or, in the case of
Insurance companies, money taken as premiums put naturally
not immediately gaml out—sometimes never paid out, when
the event insured against does not take glace. .
Most of these Institutions have close personal and financial
connections with Industrial or commercial companies, and are
In a position to work together with these in the sacred cause of

hl%%r Pr fits. . _ .

Vhat determines the rate of interest? There is no single rate
of interest, but a whole s%ne% of rates accordng to w_ha} 15
the financial standing of the borrower, what the” loan is for,
and the financial gosmon of the lender at the time. But the
Important factor for the average rate of interest at,an¥ time 1S
the supplx of money In the hands of the financial ins |tut|on?
In relation to the demands for loans. The government may tell
th%hbanlﬁ tto breql‘uce }]he|tr O},Qtatlh_loans, beltlzaudse the economy
15 thought to be “overheated”; this.is usually done in conjunc-
tion W|9h teﬁmg the Banis to, deposit wHH th% Bank of Enérand
a part of the money In their hands which theY would other-
wise lend to borrowers. And the government may arrange
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with the Bank of England to put up “Bank rate”, which leads
to a general rise jn interest rates—which leads also to. a flow
of money from other countries to get the higher rate of interest
which Ienders can get In London.
But the ge Tera rate of Interest must be below the current
rate of rot orit 15 only the use of monex as caprtal In pro-
uctront at (preates the new value ofu of which th ernterest %n
a loan Is paid. Therefore the rate of Interest on Ioansmust
lower tnan the rate of prtofrt 0(5 Ca&tallsaan%U|% ngttorsorrr]ow
money to finance production. Gamplers U
De rg ared to% Prow however?r the rate %? Interest, btP/
few Ienders of money would be prepared to advance loans for
such purBoses
The cUrrent rate of inferest is an important factor in Ruttrn%
p the cost of. liying. This_Is p]artrcularly olvious In the cas
loans for burIdrng or buyrn% OUSES and It has an Immediate
and lasting effect on rents, The rate of interest on loans by
IocaI authorities I1sa major factor in.the rents charged by them.
The rate of interest on loans by building socretres whatever it
was when the loan was frrst made rs usua rarsed whenever
hrate %oe p é dogs .ot sco e down when
Ban rate owe But 1t i not o i these cases that
rnterest ch argoes pay an important part in rarsrng prices. In
almost every business the interest.on loans, whethg temporary
o Iong -term, forms a significant item n costs, and is therefore
reflectd In prices. The Interest on fdovernment dent, both
Ion term and_ temporary (discount ofi Treasury hills), is re-
ec r]n axatron
ollowing figures give an idea of the huge sums of in-
terest paid by the “public sector”, and show the increase in
recent years:

Interest on debt paid by 1950 196_?_
Central Government £507 million ~ £988 milljon
Local Authorities £81 milhion ~ £502 million

There are no statistics showing the total amount of interest
paid by private individuals and ousinesses, but it must be enor-
mous.
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Thosg who run the financial institutions toil not, neither do
they spin, but thelr profits constantly increase drawm? off from
industry and trade a substantial part of the surplus_valye
cregted b'y the workers in ﬁ]roductlo ,and d|rec(sl¥ 0 |nddrectl
ra|s||ng prices, Increasing the cost of living, and thus re ucmg
real wages.

At thge same time, throu%h their increasing accumulation of
money they play a constantly more,swmﬁcant gart In control-
ImPt e deVelopment of the country’s wealth and economic and
political policy both at home and overseas.

3
THE INFLUENCE OF MONOPOLY

It is well known that monapolies, because of the re!atlvelg low
degree of competition that they face, are In a position t0 put
ur% the price of what they produce, or sell above their values
easured in the labour-time spent in producing the products).
hey need not alwag/,s ut _UJ) the rPnce of their_ products in
order to increase théir profits. Even. keeping their prices un-
changed, they can Increase their profit by re ucmg the costs of
proguction yusmg mare up-to-date machinery and methods,
gnettmg reater productivity per worker without mcreasmg
elr Wajes costs, using chéaper materials, and so on. Ther
are some monopolies Which, for a time at least, kee thelrsellmﬂ
prices unchanged, although they are constantly bringing |
chealPer metjods of producl||on. _ _
But the effect of monopo ¥ 15 always to raise profits, whether
bg V\Puttlnr%; up. the (glces 0 thelrﬁ)roducts rb preventlnﬂ
new fechriological advances from bringing about a reductio
In prices. . .
?nopoll_es,_too, are const(rqntly extFndmg, swallowin _tHo
smaller capitalist firms, spreadingout from one section of in-
dustry, finance or trade tP anothér, and If there is extr% profit
In I, me[ﬁjng with rival monopolies, or together with their
rivals forming new companies to monopolise new fields. In
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this way larger areas of industry, trade and finance are_con-
stantly "ein brough% under tfie. control. of fewer capitalist
groups, which. exert their power to “administer Ences In an
HPward djrection, at the same time as throu%h takgovers.and

ergers, they lower production costs. Accordig to The Times
Business News (July 10, 1967) merger_s In the United States In
1967 were expected to exceed 2,600 In number—a record. In
Britain too mergers Jn 197 werﬁ a record, Involving 5ome
£600_million In"the first half of the year [Evening Standard,

JquS 1967).

s the arga covered by monopoly grows, so does its influence
on prices of all ?qnds, |n¥:lu mqp bo¥hgmeans o? production and
articles of consumption. From Time to time we,get Instances of
this, for example in the reports of the MonoPoll s Commission.
o B o Ot
Der 1963 ppomte_d out that the om%ér?t ?wms In"this field
charged much higher prices to the public than they do to the
motor manufacturers. Most of the retﬁn prl?]es for Spare parts
were between  and 4 times as hign & the price to, motor
manufacturers, and some ranged up fo 12 times as high. In
the case of plugs, for example, the price was 6d. to manufac-
turers aﬂd 5. 10 the motﬂrls .

Anotner example 1S the report (September 1966) on hquse-
hold getergents, brln?mg Into the limelight Unilever and the
American “firm Procler“and (Gamble, which between them
supply 88 per cent of the total detergent market. This report
snowed that average profit on the household detergents side of
thelr businesses in"the_six eyears 1?60-65 was: 28 per %?nt In
the case of Unilever, 53 pér cent_for Procter and Gamble. In
both caseé %3 per cent of the reteill &ICG of thelr progucts Was

accountea for by the cost of selling—advertising and promo-
tion. This item includes press and TV advertising, distribution
of free samples, coupons, entitling to packets, Teduced price
gacks (3d. off, efc.), free It{n‘ts such as é)lasu flowers or a duster,

ng soon. The onoPo es Commission opserved : “Qur view
1S that competition between Unilever and Procter and Gample
tends to result in the escalation of advertising and promotion
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costs and to that extent to increase the price that the public s
required to pay . .. and. that with their comfortable rates of
profit neither company is under pressure from the other to
redyce Ifs prices’ gp]@ra. &1?? .

The Commission found that the amounts spent on advertising
PR/ the t\Ar]o chief firms concerned g/ e excessive, and recoms-

ended tnat advertising costs should be cut by 40 per cent, and
that the Board of Trade should negotiate with the comPame_s
on the basis of an average 20 per ¢ent gut In the prices of their
products. The two companies refuse to_agre_e_to cut their
aqvertising costs or reduce the Rn&e of their xmém products.
Finally an” agreement was reached, as announced by Mr. Jay,
President of the Board of Trade, in the House of"Commons
#_A il 27, 1967). This a’%;r_eement was to the effect that the
Irms would not reduce tfielr present advertlsmg cOsts on thelr
old products, ?nd would not reduce the grlce of these; bu*
that they would put on the market “an alternative range o
top-qualit soag powers and synthetic de_te_r%ent owders at a
Pnce 20 Pey cent below the [BHCES of existi Roducts the
ower price, being made possible by their not spending so much
on advertlsmg these new Eroducts. _

Monapolie3 both wor together through price agreements
or an agreed division of markets, and compete with one another
—though as the aim of all monopolies is to make more and
more profit, the competition between them brings little relief
to the consumer. On' the contrary, competition s nqt fought
out as a rule by cutting gnces, but leads to higher prices,

Although thé growth fmonoIpon In practically aII_fleI?s of
proauction and distribution has reduced the price-cutting form
?f competition, the fagt 15 that c_omlpet|t|o_n conémues N new
orms which, as_In advertising, increase. instead of reducmg
prices as competition was sufrﬁosed t0 do in the past. As Leni
wrote In 1916, In Im%erlah : the nghest State of Capital-
1Sm, “manopoly. which has grown out of free competition, does
not aholish the Jatter, but exists ovFr It and alongside of it, and
thereby gives rise to a number of very acute, Tntense antag-
onigms, friction and conflicts”.

Competition inceed continues, hoth between the monopoly
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firms and smaller producers in the monopolised field, and be-
fween the monoEoH firms themselves, esrPemaII?/ those In
different countries. Nowadays. it does not normally fake the
form of direct price cutting; in fact, there are usually price
a?ree,ments between the monopolies in every field. But in spite
of price agreements, the acute antagonisms and conflicts ?o on
all the time, as the monopolies qrow b|g[ger and more closely
assoclated with the machinery of their Stafe, ,

Even prlceh a%reements d0 not comgletely end price com-
petition. Such an agreement means that there 1S a temporar
Situation In which the parties to the a?reement_conmder tha
eﬁleastfor the timg belrf]g{ they can gef'the maxlm%lm groflt ?f
the agreed npnce. But If the situatjo chan?es, If for example
one company expands more rap|dIP( than ifs rivals, or if there
5 a ?royvlng surplus of the monapolised product and total sales
are alllng, one or other of the partners In the agreement may
br,eﬁk aw ;/ and for f time reduce Its Pnces Sas as hapﬂened
with oil, for example) below the agreed price. But such a
move israre, and only temporary. ~ ~ _

Competition between ‘monapolies in different countries
usually,brm%s In State help.in one form or another. The United
States’is col stantI?/ agjusting its tariffs and |m§ort quotas to
Protect the Interests of American monopolies agains chaI_Ieane
rom outside. And all other governments are usmg similar
g1ethods 0 p[oﬁect their monopolies. Where the area &x I,0||ed

)( a monopoly lies outside the country, the monapoly capitalist
State may Use armed nteryention_to profect the interests of the
monopoly (as with. the whole “East of Suez” policy).

But I’ less drastic_forms than State intervention”or direct
price cutting, competition takes place in adve_rﬂsmg, In deljver
dart]es, In désign, In packaging or In the various forms of gift
schemes,

Moreover, technglogical advances often make possible the
use of substitutes ?orgt, e monopolised ront]uct—pafummmm
mste_%? of copper, ﬁlastlcs Instead of mefals. So the range of
possidle competition Is ver;r/] wide, and while this acts In Some
cases as a restrictjon on the arbitrary raising of prices by a
monopoly, it can also have an opposite effect
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For example, a comBan having a monopoly or near-mono-
poly In any field may be ble to raise |tsg Ices well anove the
equivalent’of the labour-value of proqucts, because its most
_IlkeIIy nv(?Is also want t%_ra|se their prices or at Ieaﬁt are not
Interested In doing anytning to keep them down. The Mono-
Poheg Commissjor qn detergents noted that “with their %om-
ortaole rates of profit neith r”compan%/ IS under pressure from
the other to reduce Ifs prices”. And there are several motjves
for keerﬁ prices h|9h that .are common to all mon0ﬁol|es.
One Is the drive for expansion. “Expand or bust” Is the un-
written slogan of every. apltallst_ concern, and to be already
big 15.no argument against wanting t? be b ?_er. In fact the
need for expansion applies to monopoly capitalism to an even
greater extent that It P|d to the capitafism of 4 hundred V\yeari
00, because the chief competitors today are similar powerfu
monoPon firms at home or aboard.
In the daa/s before mono olfy was widespread, the need for
modernisation and extension of plant was financed_in the main
bg New Issties of caHmaI to the “public %wmch, as Bntam_came
nearer to the monopoly stage,.includet not only individuals
with money to Invest, But alSo insurance companies and qther
collective investors). But with the advance in Size of the plants
requw?d, thT amount of money need%d for moderpisation or
ant also grew. Today, with technological agvance and

new .

comﬁetmon between monogohes alwa%s %rowm% I Intensity,
the amount of new capital needed by the big monopoly groups
1S sTthendous.

. The typical monopoly today Is not a single firm, but a groui)-
ing of cagnal, m_cludmg finaricjal as well & industrial and fse -
Ingj concerns, with enormous financial resources. In the effort
t0 eeR_u with the Joneses, each groupln%needs constantl}/ 0
modernise Its existing plants and to by g new plants Into
operation, some of them behing the tariff Barriers of another
State so that it can compete with its rivals there on an equal
bas/ﬁ. . .
though a company may make a public issue of capital and
encouragé a Publlc subscription to its shares, an important

source of the finance needed for modernisation and expansion
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15 the accumylated profit of the company itself or of the mono-
pog/_g_roupv_wth which it is linked. _ ,

|V|n8 evidence in 1957 before the United Stﬁtes Senate anti-
tfrust subcommittee, Professor Galbraith said that “large firms
In Industry could set their prices virtually without régard to
competitive forces . . . and so were able to’increase their prices
In_order to finance_their expansion out of retained earnings”
(The Tlmes,Julg 15, 1957). _

Professor Galbraith’s ,ﬁtatement Was %orne out ‘t‘>¥ the_chair-
man of the Burmah O ComRang, who said: “The finance
required for the expansion of the o1l industry has for the most
R}art to he _enﬁrabed tf the mdustrg_ Itself, ?nd selling grl &S

ust accordingly be alfowed to remain at a level to meet this
need” (Financja Tlmes,Ma%_Z& 1957). , ,

All monopolies carry out big extensions, and profits provide
an important source of the finance needed for these—that part
of the profits which is not paid out in dividends, to shareholders,
but 1S “retained. for employment in the business”, as 1.C.I.
reports describe it. _ _

As the practice grows of meetln% the cost of expansion out
of profits, the pricés of,m?no olised products, are n%t brought
down whep t chnolo%ma .advances make them cheaper-to
produce; they are more likely to be. increased, in order to
Fe)m\éhdseo% wider margin of profit for financing vaster plans of
Xpansion,

, h?re Iwave always been price increases, or prices kept at a
igh level In spite Of cheaper costs of production, to Increase
né accumulation fund of a monopoly or big company; but n
ne period since the war this Practme has spread more widely
nd been a more S|(r1n|f|cant actor than preymusl%/ I its In-
lence on the general Iev%l_of prices. This Is partly because
nere are now more and ,1g%er monapolies, partly becayse
nese are in fiercer competition with each other. This applies
also In the case of international monopolies, or agreements for
the division of the world market among the monopolies of a
number of courf]trhes. L

A Teatyre of the current competition drive amonﬁ; mono-

polies 1S that new capital equipment Is constantly being intro-
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ducgd, notonly.to get more lJr)]roductlon, but also to ge%cheape_r
production. 1t"is common knowledge that when machinery Is
replaced, what takes Its place as a Tule is not a replica of the
old, but s?meihmg of a newer tg/pe, somethm% that can be
used with less atfourfor the samé or a_?reater utput.

S0 1t 1 not only the amounts of profit placed to reserve for
expansion that sérve a monoROIy 0r big company as a fund
for new capital equipment. There is also the amolnt set aside
each year for depreciation of plant, before the net profit Is
arrived at. Chalrmen of cquames exrﬁ)laln mc;r?ase In _thg
amounts set aside for depreciation as heing essentia maReno
of nsmg prices, because new plant will cost more when the old
has to be reglaced. This 1S no doubt true. But b?cause of the
more Intense competition between the mono,oo les and the
faster pace of technolo?mal advance, the replacement is far
more rapid today than Jt used to be or need be owing to the

Pnheysmal depreciation of the plant. The aim of thig feplace-
rawin

nt IS alwe(llys to reduce cos@ gnd make more groﬂt.

A hundre Years ago Marx, %on contemporary ex-
perience, put the renéwal of plant an m_achmerY s, occur-
rln%]e,\,/er 8 o 10 years, and he linked this with the “bogm-
slump” period. Today, plant and machinery depreciate
“morally”, though not Ph sically, in a far shorter time than
that, In” the motor car Industry, for examﬁle new models In-
volving, some changes.in equipment see the light every }/ear.
30 whle. the pro uche caplt?l used to be Written Off for

epreciation say at the rate of ten per cent each year, the
write-off now may have to be nearer 100 per cent. n_flxmg
the price for his groduct, the factory owner has to raise th
price above his actual costs by a sum sufficient to cover the
phgsmal or moral depreciation’of his equipment.

S0 that f(?ram_ono olg It IS not only uestlgn of fixing the
price In order to Increasé the amount of profit for the purpose
of financing expansion; It is necessary to add the amoun
required In” order to finance the mofe rapid technologica
advanch of the eﬂmpment.

. As all monopolles are in more or less the same boat, need-
ing more money to cover the costs of more rapid expansion
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and more rapid depreciation, the prices fixed by international
agreement between monopolies as a rule take these needs intcl
account, . .

In this way, the influence of monopoIY on prices has becomel
very significant in raising the %\?n_eral evel of lerlces. Where!
monopoly Is at work in & field which comes early In the pro-1
ductive Process as is the case with raw materials or semi-
manufactures, the ralsm(% of the ;I)rlce at this stage stlmulatea
price rises in the later stages of the productive process. An
Where these later price rises take place, the principle of “round-
mg off” usually carries the Pnc%,for the fwsheﬁ éaroduct abo,v?
What 15 necessary to cover the higher cost of the raw materi

olr)ts_eml-manufa tures, so that a”profit higher than before is
obtained. o ,

Another important factor in raising prices, especially for the
rﬂonorPoley which needsaY_er wide market for its products, Is
the Incrgasing cost of selling the goods that have been pro-
duced, Sellln? costs may Involve not only a I_ar(r;e advertising
department staffed wit h|gh| qa|d c% Writes and artists,
and the cost of advertiseménts placed by this department in
the press or dlitrlbuted_through the Post or television, but the
cost of general entertaining, VISIS 10 other countries, (T"'t
schemes, %tc. All of these |t%ms are paid for out of the selling
rice of the product, and the total cost Is ver1y consicleraple,
The total expenditure on advertising reés, V and qther
In Britain in 1960 was £455 million, acCording to an estimat
5)ub1|shed In The_ Observer iMar,ch 19 1961)2 and quoted by
udith Todd in The B|g Sell. This was over 2 per cent of the
national Income for that year. It is not possible to give any
estimate for the other items on account of which the monogolies
P,ut up the prices of thew,Hrodug‘t&: the raising of profits to
Inance expansion and to finance “depreciation™which is also
apart of expansion. ,

It is |m?ortant 0 reahif_ that all th]@s extra cost?, which are
met out 0 ramng the selling n?nce,o t emonoRoypro s,
are hhe result of the fiercey competition between the mong ohei
as they grow In size and Influence. The?/ are not accidenta
Items, ‘0" items due to higher wages or other costs of produc-
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tion, but are entirely due to the competition between the mono-
polies, for VY]hICh the c?nsumer ,pa¥s In, hlgiher Prlces. ,

Nor are these the on 5{ Items in the rise In Rr,ces which are

e to the mﬂﬁence of the m,onor%oljes %nd their comgetmon
for a place In the sun. On thejr empire the sun never sets, and
|t|3kept there by the “East of Suez” policy and the enormous
and Increasing costs of armaments and “small” wars. These
costs, incurred In the interests of the monopolies, Increase the
total_tha} 1S ralse 'bK the_government In taxation, which in
turn is reflected In higher prices.

4
“TO0 MUCH MONEY__ "

“Too much money chasing too few goods” is a time-honoured
formula which 1s"supposed to explain why the general level
of CEmce,s rises. It 1s the central argument used by caﬁnahsts
an thelre?onomlsts, and adopted by Vgovernmfnt as the bagls
for thelr efforts to keep wages down."We are told that wage in-
creases only bring inflation, and that, if repeated, these_wa{ge
Increases nay. calise a runaway depreciation of the £ simi iar
to the_ depreCiation of the German mark after the first world
war—in any case a gross exaggeration, because the situation
In Britain fias had nothing in common with that in Germany
after the firstwarld war, _

When |t 15 said that fog much money chasing too few goods
causes prices to rise, this is true only 1n certain circumstanges.
And In"order to see what arg the circumstances in which It Is
true, we must always ask: in whose hands Is the “too much
money”? And what g_oods ﬁre there too few of?

In a capitalist soClety there are two qroups of buyers, and
they bua/ two t}‘ﬂfﬁ of goods. The Cﬂ)l'[_a 15t class, b?3|des buy-
|n%(§oo and drink and evergtlunge emtqe waglo consumer

0ods. that It wants, alsd buys capital godds—Tactories,
achinery. and e%uui)ment, raw materials, 3nd labour power,
The working class also buys consumer goods, but It does not
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bu%/ capital goods. This i whzlvwe have to ask : in whos? han{jl
s the "too much.money” 7—Wwhat goods are there too few of*
_Ifitis the ca _|ta\llst clcfss which has the money and. is chfasl
Ing oo few capital goods this m|grt_be an explanatign of J
rise In the P”C s of Capital %oods._ his was the case after th|
?econd world war, when h(i aﬁnghsts had acc_umylated proﬂts}
rom the war period, and also had sums put aside for deprecia-
lF]on and insurance money pm% on losses dl%e 0 f]he war. When
this mass of money. entered the market after the war to buy!
things which were”in_ short suPHpIy, because their ou}gut had
been very much restricted dur %the war, the manufacturers
of machinery and plant and the providers of raw materials
were afle to {Jutup Neir prices.

But it certainly was not “too much money” in the hands of
the worklngkclass that caused this price rise, because In any
case the workers do not buy capital goods. ,

. Inthe cgse of consumption g%ods, however, which the work-
ing class does buy, prices too’ have risen. Has this rise been
que. to “tog mucti money” In the hands of the workers? It Is
difficult to beligve this. On the contrary, there are other causes
for the price rises of consumer goods, causes which are quie
specific and have nothing to do With the amount of money in
a%oneshancs. o
ne of these causes has been the growing influence of the
monopolies—the extension of their grip on tiie market throu%h
takeovers and mergers based ?n the Current high level of profits,
making economies in costs 0 Pr,o uction which have not been
reflectdd In lower prlc?s, but in higher JJFOfItS. The higher
profits made as a result of takeovers and mergers, with™the
closing down of CShe less. grofl_table Plants, became a new In-
centive to expand, to raise prices still further to provide the
means for expansjon and competition with rivals.
. Another specific cause has been government action. Succes-
Sive 90,vernments have, |mP_osed Urchase tax on many con-
SUmers’ goods, and their prices have risen accordingly—often
b}f morethan the cost gf (tpe tar. nglarly, Import aq]d exclse
dlties have been raised, |re?t_ a dm(r} 0 prices. The Tory
Rent Act ana the raising of Interest Tates also put up the
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general level of rents, both privately owned and municipal,
and opened the way to speculation, which magde matters worse.
Increases in postal and telephone charges, in licence costs, etc.,
are ?]Isodue 0 gove_rnment action. )

There Is alsd evidence that there has not been “too much
money” in the hands of thT workers. | Szﬂ”e of OJJLPortumtms
for consumer credit, the sale of some durable consumer ?oods
such as refrigerators and washing machines has actually fallen
In some years, showing a lack 0f money to buy thent rather
than “tod much money chasm% them.

The actions of maniopolies and, of governments are therefore
ch|eﬂg/ respopsible for the rise In Pnces of consumer %oods.
Theré are other causes In particular cases, such as an increase
In world market prices for some consumer goods; but here
again the monopo]ies are responsible for these.

hen tE)rlces rise for artlclef Wﬂ h are consumed b% thg
workers, however, there naturally follows an Jnsistent deman
for a money Increase in wages ini order to maintain the former
standard of living. And when higher wa%es are won, costs of
Produchon rise, as a result of which prices are raised still
urther, In order that the capitalists may maintain or increase
their former standard of Eroﬂt,s,. This IS the process known as
the “spiral” or “vicious spiral” of wages chasing prices and
prices chasing wages. ,

But the rising amount of Waﬁqes In the hands, of the workers
was not the caise, but largely the effect, of policies which im-
posed constantly increasing prices on the earners of wages and
salaneﬁ. . . .
Graham Hutton, in a book called Inflation and Society,
treati prige rises as“en}we_l due to an over-expansion of tre
supply of money. “Inflation”, he says, “Is a condition into
which a, countr[y g%ts when 'tf fotal of moneg Income in any
period rises fasterthan its real income of goods ang services”.

It will be noted that he Rreﬁents this in a"general form, w%-
out distinguishing between the two_types of buyers and the
two_ types™of godds theZ bur—capltahsts and workers, and
capitd %oods and_consume 900d§. Moreover, thou%h_he
15 evidently trying to put the phrase “too much money ¢ asm%
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too few goods” on a more scientific footmo both of the ternJ
he Uses—money |ncome and reaI |ncon‘t‘e 0 goods and serwce
—are amhiguods an misleading. The “mongy income” In an
Penod I not the on ey money which can come into the markel
0 bu thmgs Those. persors or firms with savings or aIready
accumulated capital |n any form can use It to by 3/ goods anal
services” made dunn% the period which_ s _beilg &xamined!
These are also purchasers o go“ods made in Britain which arel
exported and sold abroad fo moneg Incomes” not made In|
Britain; there are (oeopean businesses In receipt of “money!
Incomes’ from abroad who buy “goods and services” in Britairt. |
Moreover, t eamounto money knocking about at an t|me
IS ca a#e of _practically |ndef|n|te expansion f rou? %
systen of credit, [f a capitalist wants mo e%/ ‘addmona to IS
mone Income” from eX|st|ng ?ourcesa m}aru some profit-
making enterprise, he can ea3|¥eno Orrow It. T ere 15
also the enormous |temo loans for u¥|ng houses and of h|re
purchase credit, which can go up without limit (apart from
overnment s%ueezes) and be Used fo purchase thmgs not with
e but{erspr sent money Income hut with the money income

ofmon s or years anead.”
Butif* moe mcome "I misleading as a phrase to cover the

ey s at can be used for hilying goods and services
gu}oedjpﬁ %ntam In any Penod the zbgg e real Income
o goods and services” is still more m|sIead|ng when used to
COVer what any available money can be spent on, In addition
to the “real Income of goods and services’ made |n Britain
during the I]oenod selected goods ma¥ be in stock from the
prewous pefiod, .or may be provided Trom abroad. All kinds
of things—factories* houses, cars etc.—may be available_for
bugmg although not made in the period’ in ﬂuesnon The
ney mcome may he used to buy stocks and shares, goverm-
ment or local authiority securities, "or Tand in the Bahamas or
Channel IsIands holiddys abroad, and so on,
S0 the idea that * mone%/ jncome” must be, spent on * oods
and services” made in Brifain in ang/ neriog s comﬂlete
e

I
sound. To attempt tq explain the rise n prices on this a/
doub?yunsound et|t|srth|s pseudo suen%ﬁcargument b b
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Is used to bolster up the theory that wages must be held down
0 }3}08 hnflatlon. .

nother argument used by the supporters of the “too much
money” view"is that, in addition to_the currfnt turnover of
cagn | in prody t|o%—buy|nq materials and lapour power—
he Government has been Taising money on credit an uymg
things with It, thus ra|sm§ thetotal demand for goods “an

enabling manufacturers to put uga pIiCes.
pased on money drawn from loans

(overnment expenditur
of idle mfne¥ may certamlfy mcregse %he demand for goods of
a particular type,or even for goods of all types, and this may

[ 400
lead to an InCrease in prices _tﬁrou h the ordinary working of
demand and supply. Bupt this IS entn(?]ely different from mflat(llon.
A Government lodn merely draws into itself a certain numper
of claims to goods which the banks, or other financial institu-
tions or persons are not in fact uslng]_to buy goods, but are
lending (at mteresR to others to use In this way,

It 1S only when—as Is usually the case during wars—the
banks create moneg (claims to good?} to be lent to Jovernments
that the loan has an' inflationdry effect. During a'war period,
a Iarge part of the loans raised by governments comes from the
bankS, which either themselves subscribe to the loaps, (freatl_ng
money In the way aescribed in Chapter 2, or lend to In-
dividdals or compdnies for them in turn to lend to the Rovern-
ment. This ynreal money—uynreal in the sense that it has not
come.into existence through the production and sale of things—
constitutes a war Inflation"when 1t comes into the market to'buy
goods. It bringsinanew source of demand, over and above those
Sources which™existed before; additional claims; to goods come
Into exm%e ce, Withqut an aid,dmon to the,exwhqg supplg oé
goods. It these aaditional claims are continugusly Incredse
Week by week, the Inflation is not only continugus, but In-
Creases,”soon becoming a _runaway Iniflation. This was the
case In German}/ after'the fILS'[ world war, where the “unreal”
money was creafed t rou?ht e continuous rm,tmg and issuing
by th ?overnmentof notes with which to aly |#s ehts.

But In so far as governments meet thelr financial needs
through taxation andloans of existing money, this is not infla-
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tion, and although it may lead to h|gher rices through rals,m%
the actual demand for certain ty(g)e of goods, existing claim

0 Poods are simply transferred from others to the government.
. Tt 15 sometimes ‘said that the_price ncreases aré due to the
Inflation_of currency—the rise in the amounts of notes Issued
by the Bank of England, It is true that the amount of notes
ISSued has very (I;re_atly Increased since before the war; the
currency In circufation’with the public rose from £454 million
In 193970 £1.255 million in 1945, . _

__But since the end %f the war the rise In the notes issied and
“In circulation with the public” (tnis excludes notes technically
ISsued” but retained tz}/ the banks as reserves) has peen ver
(r]ra ual, and has been dug to the m,creasmﬂ]needs of currenc
for circulation because of rising prices rather than being an
Independent factor causing prices to rise. o

The amount of cur_re_ncY which Is needed for the circulation
of goods and services is inf uenc_ed_both_bﬁ/ the.quantity of these
goods, and services, bey the rapidity with which they sell, but
sPemaIIX by the moyément of prices. As p_ncgs $esge0|all retall
prices, fOr Which coins or notes are required) rise, moré notes
are needed to éarevent any check to trade, and therefore more
Notes are Issued. o

From 1947 to 1966 the amount of notes in circylation with
the public_rose by 95 per cent. In the same period the rise
In the retail prices index was 108 Per cent. The Increasing nqte
!%suerscggem, therefore, to be an effect, not a cause, of the rise
IN Drices.

0 that while Aances In the war years may have risen partly
under the influence of f;he ex andm% s%pp#]y of currency notes
put into circulation, from about 194 esupply,o notes
ose In response to the greater need of currency for circulation
because of the ns_mg prices, )

Some economistS reject the theory of “too much mone
chasing tog few goods™ as the cause “of rising prices, arguin
that excessive d?mang IS ot the cause, th that Inflation is du
t0 r1sing costs Rro“uctlon. Thelr conclusion, however, Is the
same as that of the “excess demand™ economists—wages must
be kept down.
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In so far as wage increases are due to rising costs of main-
tammr%; the workers’ standard of Innnq due fo nsn&g [prlces, the
demand to keep wages down is simply a demand to cut real
wages and reduce thé workers’ standara of I|V|Ql%. And in s%far
as Wage Increases represent qams won by the Workers in their
real wages and standard of living, It must be borne in mind
that incfeases In productivity have'enormously increased profits;
the, ohcg 8f keepm? \Vages down rﬂeans that all the Peneﬁf
of increased productivity would be kept by the capitalists.

What this would Invdlve can be seen from a report in the
Morning Star (December 28, 1966) of a claim for hlgher Wages
of Ford” workers, This was based on the facts that between
1962 and 1965 the annual Hor duction of vehicles per worker
rose from 11*/ to 15%—a productivity increase of 32 per cent.
Sales per worker rose from £6,200 to'£9,200—a rise 0f 48 per
cent. But hourly wages had risen by only 15% Eer cent for
gnrade 1 workers, and™ 14 per cent for grade 2 workers. Durm%

ese years the company had been ablé'to put over £35 millio
out ﬁfgross rofits into teserves. ,

The Increase In, real wages won by some sections of the
workers, alth,ou%h, it may be’used y the emBoners 8s an argu-
ment to justify igher prices for thieir products, has been due
very largely to greater prodyctivity, which reduces costs of
production“and makes It possible to’pay higher wages without
mcrea_smP gnces.

A final’ Comment on the “too much wages” theory may be
qugted from The Times of June 26, 1967. r%wgg foh rowth

nd an expansionjst policy, The Times concludgs that “the
key to this expanding environment must ultimately be steadily
expanding demand"—the very opposite of the policy af holdin
Wages doin. *—Iﬂdmg Wages OWH ag miasures \hich cqec
the” growth of the economy also hold bac mdus_tr%/ and_ lea
to higher costs per unit of groduct and therefore higher prices ;
an expansionist Pollcy leads to cheaper production per unit and
makes possible stable prices and rising wages.
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5

TAXES AND PRICES

In 1938, the current expenditure of the central ,government
and the local authorities amounted fo £1.357 million. 8%1946
It had risen to £3,979 million, ang by 1965 £10,685 million
on current account, Plus £2,673 million 0] capital account,
How was this vast sum of money raised by the government
and the local authorities? ,
. The local authorities had to raise what they needed by put-
ting up the local rates; by getting larger grants from the central
overnmeqt; %Pd bY borfowing, eﬂper from theb?ov rnmeﬂt or
the moneylending institutions, or from the public througn an
Issue of stock. . . _
. S0 In the main. it was thg central government which had to
finance the additional neeas. The. féw lnroduc,tlve enterprises
owned by the government brought in little profit: the national-
1Sed Industries; mainly because of the burden of comPensatlon
stock interest and ri)ayment, had to get money from the
9overnment to_cover losses, pay what was due on” compensa-
lon stock, or to finance capital extensg)ns or modernisation.
The government had therefore to find the necessary money
by raising taxation, and by borrowing—issuing loans to the
Publlc, and getting the discount houses to take Treasury bills
or cash. Thé germstent rise In prices resulted in higher incomes,
S0 that existi ? taxes brought in more year hy year; but this
and the general rise in Incomes due to rising prices brought Into
the,a@x fiet new grouPs of workers who, were reV|ousI¥ Xempt,
besides pushing Other taxpayers into higher ranges of 1ax. Thus
the government increased not onI_Y ItS money"revenue, keep-
!ng pace with the rise In prices: It took morg of the national
Intome in Leal terms. But the mcreqhed revenue from income
tax and other taxes was not enougn. to cover the constantly
rising needs, and In additign to ralsmg the rates of existing
taxes, new kinds of tax were invented and levied.

By these means stccessive governments were able to raise
the money they needed, and even to have surpluses on current
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account. (The Budget was divided into two parts, the “current
account” ‘income and expenditure on current transactions, and
the account related mainly to capital transactions. The latter,
a fter th g surglus on current a%count was exhausted. hag {0 he
|nance by.borrowing, either y|ssum loans to the public, or
by |scount|nttt Treasu nills with the discount houses or other
financial institutjons. The terms used y Chancellors in intro-
ducing the BudPet are “above the line” for current frans:
actions, and_“pelow the line” for malnh( canltal transachons)
at s, ugn an mt growdt axation sm%e the wa

Is the continual shi tmg the’byrden, of taxes from the capita
IStS to the workers The 1tem given in.the official stat|st|cs as

“taxes on expenditure” is composed of indirect taxes of various
kinds, which. fall mainly on worklncI; ﬁeople for the same
reason as white sheep have more. woof than black sheep—be-
cause there are more of them.. This item of |nd|rect taxes even
before the war was £622 million | |n 1938 b% had nsen
t0 £4,996 million : the amount tak en rom epeopet rough
Indirect taxes had nsen8t|mes On the other hand, the income
fax on comPanles L{)roflts In 1938 Was £256 million: by 1965
It had risen to million ?< onlu times, .

n 1948 the Income tax aken T om .companies was £987
million, on a Proflt total of £2.372 million, ?r rouq ¥ f
cent, In 1965 it was £1 545 million onaPro It total of £7,

mi I|on—treble the profit but the ax coflected worked out at
on g lper cent 0 rqughy alf tepercentage of 1948,

n the other hand, “taxes on expenditure” took £2,023 mil-
lion frogt thtle people In 1948 in 1965 they took £4,996 million
—ver double.

Among the new taxes was purchase tax, which now seems
to be permanent: and the previously existing taxes on expen-
d|éure such as those on drink andsmokes, were ra|sed con-
y eraby The dutg( on tobacco wh|c |n 1933 was s d. per

 Was £4 75, 4F b. 1n 1966 On beer it was 2*L pence
per ert I 1938 an 10*2 nence in 1966,

additjon to ‘%s taxes on_expenditure”, pald bg all
sechonsofthe peo eout fall ng mainly on working-class house-
nolds, there are o her |tems which haVe to come out of wages,
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but which are not treated as taxation in the official statistics.
There are the national Insurance contrrbutrons which (aduI
male) were 3s. 2d. a week in 19%8 but 31s. 10d. a week In
196 -67. There jsalso the rarsrnp the standard rafe of income
tax from s 6d. In 1938 39 to 10s. in 1941- 42) whrch since the
war s fallen_a little, but has heen n]arntarne at a high level
u; 1967). Then there is tr%e % ectrve Employme t Tax,
many employers pass on to the public in higher prices
i of th¥s d%lrt onalpgrrect and. In |rect taxat nr %(ced
the real vaIue of wages, or to put it another way, put up the
cost.of livjng for the Workeri although the effect of 1t IS only
partially shown In the official “cost 0 Irvrnp or “retail prices
mdex whrch also, of course partraIIy ref ects the prrce [156s
due to other causes such as monopol %/ or sheer caprta It greed.
Wages are_the price at which the capitalists buy [abour
power, and differ from the vaIue of Ia] our p Wer l’acc rding to
crrcumstances Accordrn? toM arxrstt eory, e value of labour
p% er, like the value of material p Hcts Is the amount of
ourtrme lsed up In producing It—that is, the labour-time
used 1 pro uce t e food, shelter, and other necessaries Fnd
amenities which the workers require fo maintain_ themselves
and their families, at the standard which historical and social
factors have made necessary. The value of [abour power 15 not
what Js IrteraIIY a{subsrst nce wa e, Which means opl
cost of physrcaly eeping alive. It snotafrxed quantrt but
rises with 'the growing requirements of education. and train-
Ing as technolopy advances, including the amenities won by
W rkrn class st u&I
Actual wages—trie price of labour power—do not fully reflect
fhe mcreasrng value of labour power because the currerit wages
evel represents a compromise resu trn% from (pressure or
struggle hetween organised workers and rganrse emp OVers,
as a Tule with the State backrngteemp oyers, In its deails,
this standard of living Js affecte bny %chnrcal changns such as
the TV set replacingthe piano, anid by gains won oy Workers
or emp rﬁ/ers In the coureof the class stry ﬁeg
ether you accept or (o pot acceRt t Mprxrst theoré
of Wages as a Matter of practical experience it will be realise
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that any reduction in real wages—in what the money wage
will buy, and therefore in Ahe stﬁndard of I|V|ng reached at
the time—is hitterly. resisted by the workers, who then strive
{0 recover thelr previous standdrd b%/ securing a correspondmg
Increase in money wages. As Professor Galbiraith wrote (Th
Affluent Society, 1958, page 172): “L|vm% coSts rise, eroding
the [ast wage gains and ftlm_ Iﬁtlng efforts 10 recoup. o
It IS this that g|yest ausibilityto the view that wage rises
are the cause of price rises. As Professor Galpraith alsoshows,
If a price rise follows a wage rise, the conditions for a price
rise must already exist before the Wag]e rise, and the wage rise
15 only put forward as a Pretext fo[] e price rise. For Variqus
reasons, including gu lic reaction, the opportunity for the price
rise has not been'taken by the employers, but when a wage rise
IS won by the workers, “in the appropriate industries the un-
exBIm}e opgo tunity for price Increases can novK be seized”,
rofessor Galbraith also draws attention to another aspect of
the employers price policy: “In steel and other Industries”,
he wrote, “there Is now a well-established, {30|ICP/ of makmg the
occasion 0f a wage Increase the ogaportqpl for a rather larger
Increase in prices.and company records”. He thus puts the cart
In_Its right position hehind the horse, and at the same time
brings, out the normal practice among capitalist firms of rais-
Ing ﬁnces anove the level that the incréased wages—the alleqed
|cau e c%f th?_tnse In prices—would account for, thus raising the
evel of profits. o .
TLe §ract|,ce,of raising prices so that they bring in more
than the capitalist loses from a waPe or tax inCrease 15 so wide-
spread that it has become a settfed_policy, In the House of
ommaons on March 11, 1964, Mr. James”Callaghan, then In
08 osition, _gave instances of the é)[o ortion of wages 1o total
COStS In various sections of engingering. In general ngmeerm?
the proportion was 33 per cent; in motor véhicles, 16er cent.
But, he said, foIIowmg %n recenJS er cent rls? In engineer-
Ing wages, employers had raised the Bnces of engl eerm%

products by 4 to 8 per cent, thus makmﬁ If Increases In profit
on We rétext of the hqher Waﬂes they had H Day.
The Government’s manipulation of thé cost of living for the
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workers has taken different forms. In the war years, the aim
was to keep down the cost of living In order to-avoid trouble.
This was done by giving subsidies to keeg down food prices
which were tending to Tise because largely of higher world
Pnfes due to th% war. As the war drew 107a close‘and in the
ollowing Vears, however, the government began to adopt what
was called a more “realistic™ price policy; the subsidies were
reduced or alto%ether stopped, and the consequent rise in prices
directl rﬁ|sedt eco%tofhvm e o

After the war, the basis of continuing subsidies was no longer
to cheapen food to the consumer, but tohelp farmers to continue
producing In spite of Imports of relativ |r¥ low-priced foods.

At the’ same time as prices of food and other artmlefs_of
consumption were peing allowed to rise, various forms of in-
direct taxes were increased, so that money wages lost their
former purchasing power, and the existing ‘standard of living
was yndermined.” . _

It 15 noteworthay in view of more recent events, that in order

to prevent the trade unions from foIIowmg thelr usual practice
of demandlng mone waqe Increases to Compensate for their
loss in real wages as r?sutof_nsm Pnceﬁ, the AfltleeG vern-
ment, throuqh_Sw Stafford Cripps, _ou? tIn a form of wage
freeze; but his rE)ohcy could not withstand the pressure for
wa\%/e Increases, a %_had t?_abandqned. o _
. What was the object of increasing the indirect taxation fall-
In Iarlgel(y) on the workers, and thus reducing their emstmg
standard of living? In the first place, of course, the aim wa
to raise more monex for the Government’s need%._

But this was nat the only aim : more than two birds were to
be killed by the indirect tax stone. One of these aims was to
redyce the proportion of the real national income gom% to the
Worklng class in money wages; anﬂtherwas to make th wgr -
mq class pay a larger share of what the government needgd.

t 1S obvidus thatIf real wages are reducéd even temporarllﬁ/,
as they have heen by each dosg of indirect taxation, less of 1
real national Income remains for the workers, and more s le
for the capitalists. The sh|ft|ng of the main burden of taxation
from the capitalists to the workers Is shown by the fact that
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the t tal income of companies rose hetween 1951 and 1963
by 2,176 million, or 83 per cent, whrIe the drrect taxation on
them rose by only £ 173 md lion, or 12 per cent.

nthesme errod indirect taxes on the peo Ie what the
oﬁrcral statistics. describe as “taxes on expenditure rose from
£2,274 million jn 1951 to £4,043 million In 1963 an Increase
of '£1,774 million—ten times the amount of the increased
taxa}ron that f%II on pompanres ,

Ot course t p ICy of successive. governments could not
have been successful 1f'each increase it monopoly prices or in
Indirect taxation had been countered at once b¥ ncreasea
money wages to_compensate. Therefore an essential part. o
the zpolrcg of shrftrng the burden of armaments and " of im-
perialist &ims in general from the caprtalrstclassto the working
peope 5 10 prevent mone¥ g rom rjsing. This has peen
e reason for the virrro(ps orms of wage freeze. from Staffora
Cri 1ppS to Selwy ending up with the Wilson Govern-
ment’s still coIder freeze with compulsory powers to delay wage
advances or prohrbrtt em aItogether

Even a delayed w Oge advanCe |ncoHdrtroniwhen rices are
rrsrn? gives & period” during which the working class gets a
smaller, and the capitalist cIass a larger, share of the real
natronal Income.

How this additional real income of the capitalists is dis-
trrbuted among the varrous sections of the capitalist class Is
another matter” C rt%nY ere uction of real waﬂes through
higher rents enefrts andlords who own or, let houses—not
0 men(sron ?pecu lators. Hrgher rates of interest, dir ?tﬂy

and_ indirectly affecting rea Wdges, give another part 0
a drtrorf]a calorta Ist sur[p us to iae moneylenders, bank? ap]d
other financlal Institu the

iner, finance I ons The trﬁmarnhrnﬁ part 0 t
additional capitalist surplus comes, through the governmen
I the form o[% remrssronpo f taxes, the resu?to h?ch we have
seen | usé Cpted above, to the industrial and commercraLcag
1StS, m addition to what they can themselves extort by doing
their bit In raising prices,

Therefore, 1If We look at the process as a whole withoyt
picking out and arguing on some particular stage of it, it s
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clear that the policy of mcreasm? Indjrect taxation carried out
by Tory and Labolr governments alike has gla ed a very im-
P,ortant part in causing higher wages, and to that extent put-
Ing up costs and prices of"all manufactures and services.

f course it l]as not heen th% o?]ly cause of the continuous

reduction In real wages caused by higher prices, In comP,ensa-
tion for which the Workers have stru_ggled for, and yntil the
wage freeze became more or less effective have obtained, higher
money wages. The influence of monopoly In raising prices has
already been shown, ang filsobof sheer c%{ntah?t r?ed. Higher
rents—also made possinle Z government legislation—anad
higher rates of Interest have played their part, THe devaluation
of the £ In 1949, and the Tisé In world prices in the 1950’
owing to the Korean war and the armaments drive of NATO
etc. bear a share of the responsibility. 1t should be noted, too
that the improved “terms of trade™ with the underdeveloped
countries—which means that the prices of their Hroducts fell
In relation o the prices of British products sold to them—
were not reflected In lowering the prices of cocoa and other
colopial products in Britain.
. All of these, and probaply other, causes have been at work
In raising prices in Britain“and thus_have tended to reduce
real wa%es. But the deliberate action of ﬁvernme_nts_m causing
P_nce and consequently wage increases through Indirect taxa-
lon and other measures has been 4 continuaus factor for the
whole period since the war. Usually the government’s plea
when it raises indirect taxation and thius directly raises priges is
that it js fighting against inflatjon—in_other words, it Is fight-
mq against price increases b}/ raising prices!

t s true, .of course, th% wage Increases are demanded by
the trade unions not only becaude a rise In prices of consumer
?oo_ds has reauced real Wages. _Trade union demands are not
|m|te?]_to seeking an Increase in m?ne% wa%es t0 comPenﬁate
for a_higher cos of_h_vmq. As a rule e?{ im at more than
this, In the way of raising the standard of fiving of the workers
concerned, raising the ‘Industry’s place In the wage taple,
snqrtening hours of work, ¢o EPensatlon for higher proguc-
tivity, Improved fringe benefits, and so on. And the strength of



the trade union movement since the war has peen able to win
real gains in these respects, The ?arns from the social services
since’the war, whatever therr shor comrngs have aIso Improved
the 3enera| standard of rvrn9 % the warking class.

t the wee vwa ge IS far tne most important source for
mainfaining whatever standard of living has been won, and
taxation, mon%po yor anzt Ing else that cause%a rise In prices,

undermining the curren; urchasrng power of the money wage
rsftlo that extent a cut in real waggs, in the existing sandard
of living,

The “Organisation for Eurgpean Economic_Co-operation
publrshed In 1959 a report on “the Problem of Rising Prrces

Drch stated that “almost rnv% abla/ arpitrators aerear to h
taken price rises rnto account beforé going on to onsider ot er
eIements One of the fea(tureso government directives {0, the
Prices and Incomes Board is that, In consrderrn 0 wage claims,
it should not give such weight as previous Oy to price ‘ncreases.
This, couPIed with the 10 per cent addition in Purchase Tax
and In dv les on petrol and beer, shows that the aim of govern-
ment policy is not only to hold back wage increases, but to
reduce real wages.

In an article’in Pravda in 1913, Lenin wrote : “Put no faith
in phrase-mongering, it Is better to see who stands to gain”.
The hrase mongerrn about” Inflation, with its_“too Tuch
mone fS”Pﬁ tdo fe ? saving the £ E%e freeze
or unem ent”, andall the rest of it, can best be under-
stoo seerng who stands to_gain. And' as has been shown,
tosew ostan to gain rom rising prices are not the working
peorﬂe but the landlords, financiers and onopolists,

o the phrase-mongering n the world cannot get over this
act.

6
TOO LITTLE MONEY?

One of the monetary troubles that has been much. discussed
In recent years Is the' “problem of international liquidity™; or,
4



to put it in plainer terms, how can a country d) )( for imports,
or pay for goods and services which it needs’in other countries

—for examPIe overfeas military expenses—nc It has too little
gold or International )(accepted currency?

This has been Britain’s gosmon more or less conttnuousloy
since the second world war, and. natural By the problem of
r}ter ational |j md]lty has een F%ed Y ritain \n all kinds
o sc emesput the managers of the International Monetary

However, the A mencan and other representatives on the
governmg 0o 3/ of the |, M.F. in the past have not seene e o

e with™Britdin on th|s %uestton nd although there have
een man%/ discussions and conferences on It, andthe American
view has chan %ed since the U.S. developedadeftcn balance of
pa mentstthe tatnprobletm remains unsoved that oead

idity in the montetary sense simply means that people
have(htoney 10 pa orthm(r; hd) ftnanders say t R 15
ashorta%e of|nte national qU|d|t rop se ways of over-
commg 5 thetrproposals all bo to end| countries
the m ne)( either to_pay thelr debts WI'[ or to rin up new
debts to other countries 1n spite of their continued lack of ([10|d
W R

U Ing thjs which wou

satlsfactd/ t0 bgth 8ebtor and cre |torgand would enable an
mcornglbedebtorto aoy ﬁ debts.

The rePresentattve f the British viewpoint call attention
{0 the fact that Britain has Immense resources in its investments
In all parts of the world, and that therefore Britain_can be
%lven credit with safety for the lender. The Bank of England
as produced calculations of Britain’s wealth, showing that its
asset)s comfortably outweigh | ? liahilities.

This argument might Be all right in the Iong run, if Bnta|n
had to ma eaforce sale of its assets abroad. But the problem
15 the short run : how to carrrY on in spite of the fact that dents
and difficulties are mount| q. now and forelqn banks and
?overnments are becomln less inclined E gam e on Brit a|ns
uture retp%)rment of loan wheln hey fall due to be repaid.

oblem of Internatignal liquidity, however, is not only
Bntaln It 15 particularly |mp0rtant for the newly indepen-
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dent ex-colonies, whose main sources of wealth are in the hands
of foreign monapolies, but who need enormous sums to enable
th]em 0 deveIr|) p_thelr countnes rr(redugtgr(art{y and thus make
emselves really independent of forel [
The meth szso? Ptloﬂoweo( [)?/ ?rtarn o? overcomrng the
shortage of rnternatronaIIy acceptable money at her disposal
een.

Q devaluation, a in 1949 which it Wa?] hoge% would
result in an mcreaseo exports that would fill the etween
Imports and exports. But 50 mang t}ercountnesaso evalyed
their currencies at that time that the former relative position
remained more or less unchanged, and Britain’s devaluation
broughthardl any relief,

borro rng from the International Monetary Fund or
the entral Banks of other countries to aY off Brifain’s d ebts
abroad. Borrowing from Peter to pay Paul 1s a long-estalished
method of puttrnq off the evil day rovrdrng that Peter is will-
Ing to make the loan. But in tfie case of international loans,
the rate of |nterest and other (usually unpublrshed) terms, In-
lgdrngt g daerro aIIowed orre n{:tayment maP/ ealmostgro
hibitiv In any case Peter may become unwilling to con-
tin Iendrng as the debt rises.

3) selling shares or_other_securities, owned by the British
Government or comganres of individuals, which ave an |nter
national market, and using the Proceeds 0 Pag off debts. B
obvious| ¥ the saIe of these Securities leaves Britain with smaIIer
reserves for the future.

4) wrthout actually seIIrng such securrtres making “swap”
arrangements with forer N |nan lal | st irons

3 using some of Bri arnsgodan ar reserves to pay
off debts; but this not onIZ ldaves less In reserve for future
emergencies, it means that Speculators see their chance to run
down Brrtarns reserves further and perhaps to force davalua-

tiop, of te(

Ing measures to reduce imports, such as the 15 per
centr V\Port surcharge or restriction frmpﬂrt licences, com-
bined with other measures to slow down the economy (the
“stop” phase of “stop-go”).
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These have been some of the means used by Britain to ease
the rmmedrate pressure of external debts. But aIthough the
balance o pa}/ments as improved very muc from what It
was in 1 N0 means, secure, and th fe loans wil| have
to be re ard So Britain is making constant efforts to find some
more Ia trn%wa of settIrng debts or even preventrng them from
arisin ch an%rng rﬁo Icy which IS responsible for
the %e o] rn the balan (na ents,

That s the significance of Britain’s search for some methad
f?ettrn more “International liquidity”. Sydney E. Rolfe, in
Gold and World Power, says :

“In a verY basic sense, it is the inequality between demand
and sulo or currencles . . . that creates the balance of
payme szrob lem’ ? 3

He argfues that If the rate of exchange between the. cur-
rencies OF different countries were really flexible, the inter-
national Value of the currency of a debtor Country would fall to
the level that reflected the amount of the deficitin the halance
of payments between It and another countr “and at the new
prrce the markets are cleared. . .. There |s aways some rice
hich the foreron exchanqe markets are cleared. B
gﬁ% ragge rates are truly free o vary, the right price erI
r
There ate two thrngs that are wrong with_this argument
which eparner/ h exrﬁeexchange rates” system has not
been adopted. Trie rrst IS that, just a5 In an econgmic Crisis
the mere Iowerrn of prices Is no uaranteet atabuy r will
be found for goo In over-supply, so however much t e ex-
change rate bétween the gound and the dollar may fall there
s 00 quarantee that Americans will want £s instéad, of $s.
The second Weakness of the arqument Is that even if Ameri-
cans were Borepare 0 exchange%s for £, there is no gyaran-
tee that rrtrsh exgorters would send goods to América in

exchanogcto rrsetw ?Iexr%le exchange rates” are all very. well
If the deficit between countries Is gmaﬁ\ and the * erxrhlr

g(e)eded to adjust the balance Is also small. But when the defrcrt



I5 large and continuous, the exchange rate would sink to a
flgure which would be unpractical. “In the days before the
first world war, when payments balances were much smaller
than today and as a rule not continuously in one direction, the
flexiple eéxchange rates” system was workable, aIthoulgh BVen
then it sometimés got out [)harfd and ha&i to be put |%htb
special operations ‘such as |E 0ans or gevaluations. But |
present conditions it is unworkable from the start, because the
pa¥men_ts deficits are so large and continuous. ,
ne Infernational agreement reached at Bretton Woods in
1944, and_amended later to take account of devaluations In a
number of countries, in effect allowed “flexjble exchange rates
tq_cover small pa menhs deficits, but not Iarge 0Nes; “any Sig-
nificant alteration In the exchange rate of any countr)(, hdo
to have the approval of the governing body of the International
one arx Fynd. The agreement Prowdes for stand?(d rateé
of exchange between different currencies and the gollar (an
through the dollar with each other). But it allowed fluctuations
In the actual rate of exchange at any time, by not more than
ne per cent of the standard ra&e. Thus for example the £ and
% standarad raée s now £1 = $2.80, byt it is allowed to vary
rom around $2.78 up to $2.82, according to the demand and
supl)ply o]rg e||ther sl%?. h - "
Ina exible exchange rate system, however, the
n_ugq]t wel" )g‘a“ to %1 o ?esgs; But bécause the, ?IeX|b|lI|ty 15
limited by the Bretton Woods agreement, Britain has to use
other means of getting over a big payments deficit, such as
ra|sm_9 loans abroad Or using reserves of gold or dolfars.
Britain’s cusrent reserves, fowever, are small in relation to
the volume of her transactions with other countries, and her
credit 1s not inexhaustible: so some other method of finding

“liguidity” is eagerly sought,

?He I,Xternan naﬁ\/lo%etary Fund, when set up at Bretton
Woods in 1944, was intended to provide a means of replacing
the system Dased on gold which had operated maore or less
gutomatlcal%bef(ge fe flrgtworldwar. Ne rates ?,fe chanqe

etween the U.S. dollar and other currencies were fixed within
close limits, as explained above. Secondly, a fund was to be
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built up of contributions from 1,M.F. members, to be used to
lend moneg, 0 rpember countrhes which_showed balance o
payments difficulties that m_|? t otherwise have compelle
d?valuatlon. There were special provisions governln? the right
of members to gef such loans a ? the condlitions of the loan.
And thgr% Yvas als? an esca?e clause to Jhe effeft that If a
couniry.s balance 0 Ipagm$nt was “In fun amentﬁ d|semul| -
rium”"its, stanaard rate of exchange with the dollar could be
altered with the consent of three-quarters of the Fund’s mem-

El3. e .

But the liquidity %we_n by rights to borrow from the 1.M.F.

W? In f?]ct ve[rﬁ/ limited In relation to trading copditions today.
At_oug members’ quotas to the I,M.F. “an consealuent Fy
their drawing rights, were increased in later years, the 1.M.F.
cannot, as now requlated, meet the needs of persistently deficit
countries. The Fund has adopted various measures to increase
Its funds Ior Ie,rJdm%, ap%h S made arrﬁnggments w%th the
Group of Ten™ central banks. 1t was the™Group of Ten
that.came to the rescue of the £ in 1964 with a.loan of £1,000
million; this was supplemented by an additional credit of
|E280 million from the_LM.F,, and’there were smaIAer credits
Iater. But as Sydney E. Rolfe observes with regard to these
0ans:

“Temporarily. rescued from the vicious cycle of balance of
ayments_ deficits to reserve crisis to ‘stoga’ policies . ., . the
asic British problem remains to be ?olv d ... Th? task IS

thus temporarily eased, but in the long run is enlarged.”

(Gold and World Power, 1966, p. 89.)

Therefore, whatever government is in, Oﬁlfe, Britain remains
keen on some “reform™ of the internationa monetarysstem
ado t(id at Bretton_W?o?s—some_reform wh|ﬁh would re?te
maore fiquidity Part_lcu arly for Britain, byt which would also
nelp the recently liberated countries stnvmg to find resources
0 ta%kle their problems of industrjal expansion. o
KW en the r%tt{)hn t\/Voods cquereqce Wlas under dISCUtSSI?f?’

eynes proposed that a new internatjonal currency unit (the
03 cor3 Ehoﬁlé %e created, which memoer nations of%he IM.F.
h2



would agree to_accept in payment of what was owed to them
by otherc ?untrres All countfies in the scheme would startwr‘h

quota o bancors and If they ran out of these they coulg
be given credit from the Fund up’to a certain limit, after which
the w? uld have to use their reserves as ﬂ ﬁtntee These
proposals Would have Increased “international liquidity™ all
round, byt onl g to a certain point. In any case the création
of a new Interrational unit was fejected, alt ougB some E\iAS})eC'[S
gf Keynes’ proposals were embodied in the final Bretton Woods
ecisions,

Later British proposals for increasing . rnternatronal liquidity
have mef the same fate, as theg grovr ed for some simildr

P Y of mone¥ or credit to he available for countries with a
de rcr aanCﬁh pay mtents — s for a et

Frepch have not ony put forward proposals for g return

t0 the old standard, but t%\ee been hu rFr)rgp? hre from
the U.S.A., to Increase their reserves. On “their schemé, each
country’s standard unit would be_convertible into %old at a
frxed lorrce and International deficits would have to De settleg

g he theorz 1S that to use gold to settle a country’s
ba nce of p aYment would automatrcally reduce that countrys
Internal su%p of credit mone\z \rigrc Wwaould_be based ong
as before 1914, Interest rates would rise; foreign mone
flow In to r{ret the higher interest rates; and the deficit balance
of payments would soon be righted, just as it used to be In the
good old days b eor ]h

Howeverjustif re the arqument may be, the progosal of a
return to the r{rold standard does not” offer much Pe t0 2
country whose Trouble Is that it has not enough Internationall
acceptable mone orgold 0 ﬁ for what It Considers It needg
Such a country wants Jts supply of rnternatronaII}/] acceptable
money Increased, and Is therefore favourable to the idea that

t%et er IE)?rnocfe qol%730hOtuhdrsbvevorr{r71 Ilrsteaut%arh/atrggt ly " (TOB Tgetrhte e3><5
T e S o

(hrrsto?trp K/Iﬂ ﬂSterIrnﬁ1 they SIxtIes, Chatham
House Essays 1964p 92) puts it in this way . -



“All that Is necessary Is that the Unifed States should n
nounce that rn future ét will burr]/ and sell g{old not at $3

an our]ce ut at sa)( 0, By this means here would be
ample liquidity for a Tong time'to come.5

He argues that at the end of 1962 the uantrt of Tgold in the
reserves “of all countries was ahout twot irds of the total
$58,000 million reserves, or roudhly$ 00 million : so, that
to double the doIIar price of gold would add $38,000 million
to rnternatronal |r1dr |ty But e does not raise the question:

the hands of which Tountries? [t would not, for example
be In the hands of the underdeveloped countries; nor woud
much of it be In Britain’s hands. So it would not solve the real

roblem
" In ARrrl 1967 there was a lr/lornt meeting of the “Groug

Ten” and the Internafional onetarly Fund to drscuss nce
again “the robIem of international qurdrty According to
Peter Jag he economic_correspondent of ‘The Times the

ritain, the EFTA counfries and mogt of th

developed counfries, that s, the Anon -Communist) wrirld “rs
runnrng short of cash and if something is not done, wordtrade
could be strangled”. France and Belduim, on the oth er hand,
See t]e opﬁos e danger “world inflation generated by too
muc mter ational money”. The resultwast at noa re ment

as reached, except {0 ﬁr]ntrn e the rscussronf ? e prab-
em remains ynsolved, alt there Is new talk of a plan for
creating supplementar mternatronal [ESeIVes.

Britain’s_ heed of more international liquidity arises not
because Britain has .no resources, but because of the policy
foll owed bg SUCCESSIVE governments of using an Importart
part of these resources in mrrtary commitments” ove $e85 85

a kind of first charge which fas to he Pard regardless of the
%ﬁQsBeﬂttrerP]cese golr thé balance of payments, or for the future of

But the Bn |grdeveldi)ced countries have Jittle in the way of
resources needed to build up their rndustrg/ In order to raise the
living standards of their peoples and.make themselves really
Independent. There are already voices in the “West” expressing
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extra alarm at the 053|b|l|t% of an)() measure thaé would help
these cquntries to get by without absolute dependence on the
rich nations. hA cuno_ui_ argiument advaP ed at the January 1967
meet,mg of the Socialist Tnternatigna 0yt,he Italian Defence
Ministér, who_is also a professor of economics, was reported in
the Financial Times of January 6, 1967. “Professor Tremelloni
|?]understod to have stressed the dflri?ero S| |n_flﬂt|one1ry effect%
the creation of new International liquigit mlg t well"have |
It were assigned to the developing hations, as has been sug-
ested.” Don't give moneg/ to Cfuntnes th?ft reallg need |t—
IS might have™dangerously inflationary effects! So the doc-
frine that “t?o mucf] mone%/” 15 the czixuse of |nflat|8n, 15 Used
In support of the policy of ihadequate loans and saddling poor
countrles with heaVy interest and other conditions Imposed by
Western™ imperialists. , R
But the fact is that the need for, “international liquidity”
bg an Im erlaHst power does not arise from any difficulty in
carrying on qrdinary trade. The need, for example by Britain,
arises 1N the first place from tge Imperiglist ppllC){ of maintain-
mg armed forces abroad, ana congucting “small” wars as in
Aden; and secondly from the equally imperialist policy of ex-
porting capital and investing It i enferprises or propert
abroad. It Is these follqes which use up the products of Britis
labaur for purposes which are prejudicial to the interests of the
ErltISh people and lead to the contlnumis _dlfflC_Ult,I,e? over. the
alance of payments, Mare |nternat|ona_l|qU|d|t¥ or Britain
would simply Put Britain more deeply .in deht o the Inter-
nat|on?l Mone arg/ Fund or other finaricial institutions abroad,
with all the consequences In subordinating Britain to heavier
forve\;%r;tprs'ersgglrle. eeded Is the abandonment of ruinous policie
not a scheme %Tn “|nternat|onaﬁ|qu|(my” that wouf enahfe’
Britain to continue thes% gohmes painlessly,
heg us?d o be c.aIIe?

On the other hand, the “developing”
“Underdeve oped’% countries real 39 ar% In need of Internationa

elp. They have not the resources to develop their. own in-
guﬁnal g%wﬁh, without which the congnmnspo} t%ew people
cannot te much improved. But It is not much use to them' to
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get imperialist countries to invest maney to develop their
resources for the benefit of the Imperialists. What they need Is
dev%l,opment for theli OWN bﬁneflt. .

This 1s the principle on which the socialist states work : they
make loans to such cauntries and put up plants (and provide
other requirements, of which the Aswan dam 15 an example)
which are owned by the States concerned, and whose use Is for
the benefit of the countr())/ Itself. _
_ Thds |s”t?e practlcalf lution of the problem of “international
liquiaity” for the deve opmg nations, as opAJ,osed to Imperialist
International or natjonal lodns carrying a high rate of interest
and a short period of repa¥ment which put an intolerable
urden_on them, apart from the Pohtlcal mP%ca lons of these
pans. Buf It Is utopian to expect Imperialist banks and other
financial institutions to follow the soclalist example, unless they
are forced to do so.

!
THE BASIC CAUSES OF INFLATION

The progress made in science and technology since the second
world war, b%/ reducmg the quantity of 1aour-time used In
qrodu%lnlﬂ bﬂ h me%lws fPro uction’and articles of ¢ nsumP-
lon, snould have reduced the costs of production and therefore
owered prices, But for the great majority of products prices,
nstead of faII_ln?_, have risen”continuously, not only In Britain
nut In the capitalist world as a whole.

What are the factors which haVe operated to P_reven_t the
technolagical progress from being effective In lowering prices?
Certwnly, the "abandonment of the gold standard” of cur-
rency has been important. The standard unit of currency,
d?ta%hed from gold, was also detached from any fixed qél_antl
of labour-time, 5o that rﬁ)rlcefln Ra[pekngtefs no IongeJ Irec
measured, as prices | god units had formerly done, tne
lahour-time used in the production of things

Man%/ countries also,devafued thelr s(tla'ndard unit of cur-
rency, cutting its value in exchange with gold or the American
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dollar and standard units_of qther cu_rrenme%,, and. therefore
drlvmg home prices up. But the relative staoility in the ex-
chang values of currencies brou?ht about by “the Bretton
\Woods agreement has prevented Trequent devaluation, ang
the direct’effects of devaluation on prices have been shortlived
while the rise.in prices has been continuous both before and
after devaluation. , o

We have seen that the main theory advanced by capitalist
economists to exglam this continuous rise In prices 1s that it Is
que to an excess of demand, or an increase in costs.of pro-
dyction, garu uIarIg/ armng from wagoe advances: this is the
alleged basis for the various attempts yﬁovernments to hold
wages down. But In fact demands for higher wages have been
largely a result, not a cause, of h|g_her Pnces. In 30 far as wage
Increases have represented real gains for the workers in thélr
standard of living, these have béen mainly dye to higher pro-
ductmtg %\3 In notors or agriculture) wh|gh lowered costs per
unif and more than covered the Increased wages. The origin
and continuatin of the rE)nce rises have heen due to two 8r|_n-
cipal causes—the Influence of the monopolies striving to In-
crease their p_rofltﬁ, and the actmns_ofg Vernments in ra|sm?
meeago% Sof living through Increasing indirect taxation and othe

Ures.

There were other causes, _?_f course, but these were, reIaUveIal
of |ess importance. The military expendjture of some £2,000
million a year may well have affected prices : everyong knows
that arms contraCts, are extremely grofltable—c, rfainly. the
cases of Ferrant], Bristol SlddeIeX and Hawker Siddeley"ilus-
trate this. The devaluation in 1949 caused price increasés, first
on Imports and then ?n home-produced goods of all Kings.
The Korean war, and later the war in Vietnam, caused price
Increases in raw materials ana dshlpplng frelghts. State ex%en-
diture n social services enlarged the market and ma¥ nave nad
some effect on prices. But thﬁse factors were not of the same
S|?n_|f|cance as m?no oly PO IC antq government ction In
raising the (t;e,nera level”of prices of consumer goods.

Thé direct influgnce of monapoly in ral_smg the"cost of living
through higher prices is generally recognised : some examples
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have been ﬂlven from the reports of the Monopolies Commis-
sion. Whether a monopoly produces means of production or
articles of ?onsum tion, It Taises the seI_Im?hpnce of Its products
considerably above their value, that 15, the labour-time Used
up In [t)_roducmeg them. This nPollc lsstlmulat%d by the intense
competition bétwen the monogolies for the market—the
struggle for the sale of their Products In competition with
8}Qae£e5nopg t%hes, the struggle to expand as the basis for in-
Its,

This struggle Is far more intense than it was before the war.
The areas exfolmt_e?_ by the monogohe?_have_shrunk owmq 0
the spread of socialism. The national liberation movement of
the former colo,nlfl countries, In spite of the continueq ([Jrlg of
imperialist capital, 15 a serious threat to, monopoly Interests.
The Immense accumulations of profits in the hands of the
monopolies, the mergers in all ¢ Entahst countries which arg
concentrating more and more wealth and power In fewer an
fewer hanas, intensify the competitive stru ?Ie as well as
the drive for expansio _throuPh war, especially’to recover from
socialism and the national fberation movement the grouna
that has been lost. This brings heavy Increases in State expen-
diture and therefore in taxatjon. .

The need to exPand profits still further becomes more and

more_|mPerat|ve or the monopolies. Profits depend on the
exploitation of |abour. But the PO t-war relaémn of C|i’iSS forces
In the world, with the growing Industrial ana political strength
of the working class i Britdin which brought about the So-
called “Welfare State” and is staking its Claim for further
progress, makes it politically difficultfor the mogo olies to
attempt a direct attack on wages which ml(lqht yield the extra
profit that they want. The 1925 policy of Bafdwin—"the wages
of all workers myst come down”—is no longer practicable.
. 50.the moRoPolles have been comgelleﬁi to"fall back, in con-
junction with the State machine controlled by them. on an
|Hd|rect attack on wages—to aétempt to reduce real ag\?s
trough the ra|sm,(l1 of prices. And sticcessive %overnments ave
bef_n nly 100 eas %_m Iuenc%dt%ythe arguments of the mono-
polists, thelr economists and the Treasury.
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The Italian Marxist, journal Critica Marxista d(Ma -June
‘1961‘) [pubhshed an article b the,,ecoHoth,Ame g0 Grano,
Inflationas an economic_policy”. This article presents the
post-war inflation as a policy carried out t%y the monopolists
with the assistance of their governments. The author points
out tbaé thF cyclical moyement of the econonR/, which In
Marx’s a}/ ed to crisis and unemployment, gave the employers
the opportunity to cuf down in the crisis the wage Increases
won. In the périod of boom and full _empIO){ment. But the
chllcaI,moveme,nt Waﬁ no Ion(I;er operatm? to the same extent
aS previously. Since the war the accumulation of profits has
been vBractlcal y continuous, ano‘ this qas Prowded the Leso [Ces
—New capital—for the techno o?ma R_o%ress_ that has been
seen In the capitalist world. generally. This Continuous accumu-
lation and its application 1 techndlogical advance has helped
to maintain relatively full employment, submerging to  great
extent the cyclical movement of the economy, although it'can-
not ﬁl}together ellmlnatT it _

What was the new element in the economX which led to the
continuous accumulation of capital, with only minor fluctua-
tions, since the war? In Amedeo Grano’s View the element
which has chan%ed the cglcllcal movement of the capitalist
economy has heen the monopoly power of control over the
market,” backed .up by the policy of the monopoly capitalist
State, The manipulation of prices, giving effect to a palicy of
Inflation, makes It nPossmle 10 curh waggs m_d_wecthI thro_ug
the upward movement of prices of commodities and servic
It curtails the advance of real wages, and enlarges profit an
accymulation. _ _

The extent to which government action has been resRo_nsmIe
for the general rise of prices in Britain Is partI)A shown In the
Mlnlstr% of Labé)ur Gagette monthly record of ¢ an%es In what
used to et c_elalle_ the dCo,s,t of Living Index” and Is how known
as the “retail prices index”. . __

, Wwe Oc,tob%r T839 record shows the first war-jump in the
Index, which was Eartly due to the fact that the Budget had
Increased the taxes on-sugar and on tobacco and cigarettes.
Similar explanations are given in many of the later months in
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w?lch the retail prices index rose. P%rchase_lax was introduced
af ectm% many items covered by the retail prices mdex, .and
although theré have bFen chanqes In rate anf[ In the iirnc,les
affected, in 1965 it still brough In £141 million on clothin
alone. After the war, food subsidies were gradually abolished,
and Increases in prl!]ces of food were a thgrlsed. read (Prlces
were raised, and the size of the standardloaf reduced. On
several occasions the tax on petrol was raised, from 9d. per
gallon in 1938 to 3s. 3d. per gallon in 1966, and this had the
result of r8|sm bus fares. There were also Increases In the
tax on tobaccO, wines and spirits; postage and telepnone
charges were raised, also licences for radjo and TV. _

The list of rises in the cost of living due entirely to action
by the government continues UB to and Including Wilson’s
Penod o office. In Nov‘gemtfer 1964 there were new increases
n the price of petrol, “following an_ increase in the rate of
duty”. Tn April 1965, when the retail prices index rose over
2 per cent in the course of @ month, prices of beer, spirits and
wine, ugaretées and tobgcc,o, “were raise ,foIIowmg/mcreases
In excise and customs duties”, Later radio and TV licences
were raised. _ _ _ _

In 1966, _accordmg_to the National Instltuge Economic
Review, Indirect. taxdtion Increases accounted tor about
per cent In the rise of the_retail gnces Index by, 318 ger cent,
And there was something like an all-round price’increase when
the Selective Employmént Tax came into operation, as em-
ployers passed it on to the public. Then there are the repeated
Increases. In social service conributions, of which no account
1S t?ken In the r_itall prices index, but which cut down current
real wages just like any other price rise.

It seéms therefore {0 be a settled policy of post-war govern-
ments, operated Ehroughthe Treasu gand all who comg under
its influence, Labour or Tory, to use the method of indirect
taxation to requce rea) wa%es, and to do their utmost to prevent
mone¥wa es from rising tO compensate.

In The ‘r‘msh,E(fonom (196?F|rRo Harro? wrote of the
Treasury: To_{u ﬂe from'its liftle mo thIY bulletin and the
speeches” that It allows successive Chancellors to make, it
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appears t0 continue to be guided by patterns of thought long
since obsolete” (pp. 185-6%. _ , o
But 1t 1s difficult to believe that the policy of increasing

Brl_ces through indirect taxation, and follpwing this uﬁ) by
smg legislation to prevent monex w%%s from mcrefm 15
the result merely of obsglete patterns of thought. Obsolete Pat-
terns of thought accur in the propaganda for the policy. But
what the ruling class puts %ut 0 #he workers, and espéciall
trade union leaders, 1s'one thing;.the reasons which prompte
It to adopt the policy of raising Indirect taxation at the same
time as | do%s Its_ytmost to keeﬁ]_wages_ down, are a different
thing altogetner. The result of this policy Is so clearly to the
a vantage of the, capitalist class that if cannot but be the
object of the exercise. _ _

he trade unions reacted to the lowering of real wages in
the way they have always done—by demanding hlgher Wages
t0 €0 _Rensate for the ise In ane_s, which would at léast
maintajn the current standard o Ilvln? of their members. So
capitalist propaganda presented the inffation devil as the com-
munist, shop' steward or other militant workers who led or
supported the struggle for h|gherwages.

ut the trade 11 lon m_ovem?nt t thg gras% r00ts was oo
strong and too clear in 1ts outlook to drop the struggle for
h|gher mone)%wage,s, In spite_of the attempts to split the'move-
mént through anti-communism, and to win over the trade
union leadership with rogaganda about the economg/ and
the £, the need to expan f%xports, the threat of mass un-
emglog/ment and runaway Inflation, and all the rest of It In-
creases in money wages ere fought for and won, but as a rule
onIY after a consi grabl delday dyring which the workers’
real wages were reduced and"profits Were mcreasm% The
Increase” In money wages that was fmallg won had “hardly
restored something liké the former standard of living when
prices. rose again,“and new demands were raised for"money
wa?ﬁ INCreases to ¢ mpfnsate.

e reduction of real wages was therefore onIY of temporary
advantagie to the monopolists. What the%/ wanted was a ﬁ'e -
manent Towering of the working class standard of living which
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would give them more profit, and further increasing profit as
the policy worked. For this purpose It was necessary to end
the position in which wage rises inevitably followed price in-
Creases. _

H?nce aP_peared Ahe varlg_us forms of the wa?e freeze, from
Stafford Gripps unaer the first post-war Labour Government,
through the propaganda efforts of the “three wise men”, to
Selwyn Lloyd’s and_hng_of workers in State emi)loy, and on
to {fie swe gl\r}\g Ieﬁgsla lon of the Prices and Incomes Act
under Harold Wilson’s Government, _

That ar,?uments are ,Eroduced for holdm% back wage ad-
vances while prices rise is not sur nsmg. In The Three Sources
and Three Components of Marxism (1915) Lenin wrote :

“People_always were and, always will be the stupid victims
of (%)cen an%yself-decen n Po itics until they Iue%rn ) (Hé
cover the Interests of some class behind all nioral, religious,

political and social phrases, declarations and promisés.”

Pro ressweIY:mmded people do not accepﬁ the “moral
religiotis, political and" social phrases, declarations and
Bro ises” put out by Johnson and the Pentagon—and repeated
Wilson and Brown—about the war in Vietnam. Benind all
these we see %he Interests of th% United States,monortJolles In 3
brutal war of. aggressmn whic %wes them ,bq contracts and
Immense profits now and, they hope, will in the future give
them the opportunity for massive exploitation of the Solith-
East Asian #]eoples and a foothold for further expansion.
. In the same way we should not accept the “phrases, declara-
tions, and promisés” about Inflation and alleged attempts to
end It, th We _sh?uld try to see what are the interests that sLand
to gain trom inflation.“Certainly not the Interests of working
people. But a rising cost of I|vm[q, combined with 3 wage freeze
serves the Interests, of the employing class, and first dnd fore-
most the monopolies, That is Why the monopolists and the
ﬂgvernments they Influence have Put Hp the cqst of_Ilvm(]; for
e Workers, ang are dqing everyth n% they can, from intensifjed
pr_opaqanda to legislation; to prevent money wages from being
raised to compensate for the price Increases.
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Ianat|on therefore, s due neither to the workers’ stru%gle
for h |% erwaﬁes nor {o some natural economic law with which
It 1s beyond the power of man to interfere, Inflation IS a man-
madeE enomenon, and it is made by the class in' whose interest

It Wi

n dﬂaé rtehnetdne]gar:!)ed operahorhaoef thc|(s3 |rrt]ﬂraé|son poI||cyntastd|rt;flerteJnt
in diff | untri U

cause of the d|ffePen¥ bacrEProunds ants conéltlo s in which |t
15 being applied. But in all these countries the aim of the In-
flation policy, and its actual result, Is the same.

Of course such a po icy of inflation has met with obstacles.
Every caP|taI|st poli g/ meets with obstacles, begause it IS pot
In the Interests Of th econom or of the Beople tconfhcts
W|t tee xpansion of the economy, and in ntitm 8? t]cu arly
with th eat em ts t0 mamtam th exchang eva I
h%s to be atere é)r modified in its aop lication when the

stacles prove too ifficult to overcome. The “stop-go” tactics
are an example of this. As for measures whose aIIeged purP ?
15 t0 check the rlse In prices, these operate almost entirely
against Wa es.. In this respect they are a continuation by qther
means of t inflation éaroflt aims of the monopolists. a|?m
the rate of mterest and restricting. credit, creating unemplo
ment to weaken the trade unions, increasing indirect taxation,
go hand in hand with preventing money wages from rising
While prices continue to rise unchecked,

In" every country the most powerful resistance to.the in-

%tlon EOHCR/ comes from the workers and thelr organisations.

This resistarice is not confined mere h t0 Insisting 0N Increases
In_money wages to compensate for Righer prices, but aims {0
raise the’ standard of Ilvmﬁ In some sectlons of industr th|s

has heen achigved, though partly by increased producfivi
workmg overtime and ttgthg morz members olﬁt2 the faley
The %ffect of the measures whose aim is alleged to be to check
Infl at|on has been ISastroys for the economy. The rise ip un-
em oyment ang ciosm down of factorjes Have lowered pro-

otlonan demand, bu prlcesareshllnsmg The expenditure
ot some £2,000 million a year on “defence” Continues to ansorb
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much of Britain’s human and material resources, and “small”
Wars are Wagied a?alnst peoples stru gllng for indepencience.
This criminal “defence” policy benefits only the imperialists,
while Britajn abandons the detence of her own independence
In return for loans from foreign financiers. For the British
QeoPle the whole policy which s carried out in the name of
defence m%ans more taxation, the abﬁndonment of Rro%res-
sive aims, and an Increasing threat to the expansion and even
the character of the social Services. New capital is lar e,I%/ £x-
ported Instead of heing used to expand and modemise Britain’s
org UCt]JVG, [esqurces

1f Inflation is really to be fought, the halance of payments
r|rqhted, and th? mller sts of the British economy served, a com-
Bete changeo 0|c%/ I needed. “Defence eﬁendnure must
e ended Overseas, and drastically reduced at home, Workers
now engaqed on armaments must e released for civilian work,
to modernise and expand Britain’s industrial production. There
w?uld be no lack of demang. Bo}h the ral_sm% of wages ar]
salaries, as also the expansion of the social Services,” wou
mean a ste_ad|I|¥ mcreaslng demand: the ending of restrictions
on trade with the socialist Countries, and real aid'to the develop-
Ing countries to build up their industries and raise their
standard of I|V|ng, ,oul(% ensure a continuous rése In eéports
The private owngrship of the monopolies must be ended, and
working-class.control of the State achieved, so that produgtion
and distripution are organised to serve the interests of the
people. The export of private caPnaI must be ended, and
available capital used for the develgpment of British industry
and. to help the industrial growth of the d_eveIong countries.
#_nc |r_encctretg§<ea(§|on must be cut down, and direct taxation of the
Ich | .

On the hasis of such a éﬁohcg/ the British national income cap
be enlarged, wages and salaries raised, social services expanded,
and thet restored to stability both abroad and at home.
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EMILE BURNS is one of the leading Marxist theoreticians
of the English-speaking world. He was editor of the famous
Handbook™ of Marxism published in the thirties and his, Intro-
duction to Marxism has sold in tens of thousands of copies and
continues in heavy demand. _

In Moner and"Inflation he deals with one of the most per-
sistent problems of today: “What are the factors which result
In continuous rise of Pnces?” And answers ;. “We should try
to see what are the interests that stand to ?aln from Inflation.
Certainly not the interests of working people. But a rising cost
of living, combined with a wage freeze, serves the interests of
the er_np|oy|n% class, and first and foremost the monopolies.
That is why the monopolists and governments have put up the
cost of living for the workers, and are doing everything they
can, from intensified propaganda to legisfation, ‘to preverit
money wages from being raised to comﬁensate for the price
Increases. .. . Inflation IS @ man-made pnhenomenon, and it is
made by the class in whose interests it works.” _

Setting out in clear, simple and convincing terms the classical
economic theories of Marxism, this little book cuts right
through all the economic jargon of professors and politicians.
Emile Burns shows very clearly that the basic causes of priee
Increases are the activities of monopolies and governments, and
that the remedy lies in a socialist political policy to curb the
monopolies. _ _ _

This is at once an instructive and a challenging book about
one of the chief issues facing the working-class movement.
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