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1. introduction

The long term aims of an incomes policy
for socialists must be to raise the level
of real wages, to increase the share of
wage and salary earners of national in-
come, and to_promote greater justice in
relative pay. Few people in the Labour
movement would quarrel with these aims,
but many find it hard to see the con-
nection between these longer term aims
and the realities of incomes policy since
1966.

The short term aims of incomes policy
ave been very different: to assist in
maintaining export competitiveness and
to hold down pay and prices. In practice
most of the emphasis has been on hold-
ing down pay. This policy, accompanied
by stringent statutory controls, is now
facing two different challenges. The first
is from the trade union movement; the
second is from those who doubt whether
such a policy, given the way collective
bargaining is organised, has been or ever
could be effective.

The Government now clearly recognises
that a policy accompanied by the range
of controls set up in the 1968 Act, can-
not be viable in the long run. Roy Jen-
kins 969 budget speech said,
“Our long term policy must involve a
considerable amount of public accept-
ance and voluntary application.”

As yet the Government has only spelled
out one part of this future policy, namely
that it will involve powers to delay settle-
ments for up to four months while the
Prices and Incomes Board investigates.
But this is an ominous sign. It suggests
that the new policy will simply be a
watered down version of the present
policy.

This pamphlet argues for an entirely
new start with a policy which will make
a priority of long term reform rather
than short term restraint. The aim is to
set out an agenda of policies and of
work for the Labour Government and
the Labour movement, not over the next
12 months before the election, but over
the next five years. This change of em-
phasis would still recognise that no gov-
ernment can completely ignore such

vital economic and social issues as the
determinants and levels pay and
prices. Quite apart from whether such a
policy of laissez faire should be contem-
plated by a radical government, there are
certain pragmatic and political difficulties
in the way of its adoption, given the
degree of inter-national and national in-
terest in the effects of inflation.

But these realities do not mean that we
should carry on with past policies, if
they can be shown to have failed. They
point rather to the need for new and
more relevant policies, perhaps with
more limited ambitions and operating on
a narrower front.

The starting point for such policies has
to be an appraisal of the past. This can
show first whether the problem of infla-
tion has changed in its nature and,
secondly whether incomes policy has
proved to be an effective instrument of
economic management in the short term.
It will also show that certain features of
current incomes policy are not entirely
negative and that it has in certain ways
made important contributions on which
future strategies can be built. Incomes
policy has in its application moved away
from the original primary objective of
aligning the overall rate of increase of
earnings more nearly to that of produc-
tivity and developed secondary areas of
concentration, such as those of produc-
tivity bargaining, equity in pay structures,
the public accountability of firms for
pricing decisions and pay in the public
service. Incomes policy, largely through
the work of the Prices and Incomes
Board, has also helped to dramatise such
issues as the extent of low pay, reform
in pay structures and equity in the distri-
bution of income. It has made a start
towards greater accountability by firms.

These issues require policies from a
Labout Government as do the older
issues of inflation and of competitiveness
in export markets. The need is, therefore,
both to set in perspective what an in-
comes policy of the traditional type, as
operated on and off since 1961, has done
and to suggest new lines of approach for
the 1970s.



2. the analysis of inflation

Traditional incomes policy grew out of
a particular analysis of the causes of in-
flation and out of a particular specifica-
tion of the damage caused by inflation.
Inflation was thought to have harmful
economic effects both in the short term
and in the long term. In the short term
its main damaging economic impact
would be on export competitiveness. It
would also have a_damaging social im-
pact on groups living on fixed incomes
and on groups, such as pensioners, whose
incomes were not ad]usted quickly in re-
sponse to changes in the cost of living.
In the long term inflation would lead to
a misallocation of resources. Individuals
and firms would tend to over invest in
physical assets and in assets the real
value of which was less affected by in-
flation because of scarcity or other fac-
tors. They would also tend to over invest
in projects with high returns in the short
run and to be wary of putting money
into projects, the benefits of which would
only show up after a number of years.
Uncertainty about future rates of infla-
tion would add an element of risk to
economic _ decisions of all different
types. Differences in rates of inflation
because of differences in the strength of
cost push forces in different sectors of
the economy would also lead to distor-
tions in relative prices.

The analysis of the causes of inflation
emphasised two possible contributory sets
of causes, to which various researchers
attached different weights. One school of
thought, represented by the First report
of the Council on Prices, Productivity
and Incomes (Hmso, 1957), put the em-
phasis on excess demand as a force for
driving up prices. The remedy, therefore,
for inflation lay in managing demand so
that it did not outrun supply and lead
to a bidding up of prices. The second
school of thought, while admitting that
excess demand could play some part in
driving up prices, emphasised that prices
and wages would continue to rise even
in the absence of excess demand. This
was because strong institutional forces,
among which generalised expectations of
increased income, were more important
than formal wage claims submitted by
trade unions, acted to drive up wages

and consequently costs and prices. This
point of view was most lucidly expressed
in the Fourth report of the Council on
Prices, Productivity and Incomes (HMSO,
1961) ; the first set of wise men had by
this time been replaced by a new set
The report said: “Inflation has some-
times been due to the pull of excess de-
mand, but experience has shown that re-
moving excess demand is not of itself
enough. We have been brought to the
conclusion that inflation has another
cause, an upward push as rates of pay
are raised and profit margins are main-
tained by raising prices. This cost push
comes into play through myriad de-
cisions on wages, salaries and prices (op
cit, p3).

The report went on to suggest that poli-
cies for managing demand could only be
one part of an overall policy agamsl in-
flation. There was also a need to “fi
ways of adjusting the rise of money in-
comes at the points where the decisions
were taken”. This “cost push” interpre-
tation of inflation is, thus, the intellectual
underpmnmg of traditional incomes
policy.

This analysis of the damage caused by
inflation and of the causes of inflation
were the two main parts of the tradi-
tional perspective on inflation which
dominated thinking in the early 1960s.
But there were other important assump-
tions. First it was implicitly assumed that
influencing the domestic cost and price
level, was tantamount to influencing cost
and price levels for exports. The tradi-
tional approach threw little light on a
situation in which domestic price levels
and export price levels showed differing
movement, both internationally and na-
tionally. Sacondly, the approach assumed
that the mechanism of inflation was en-
tirely internal to the British ‘economy, a

legitimate assumption in view of the
downward movement in import prices
in the late 1950s. Neither did this ap-
proach take account of the possibility
that Government tax_policies and Gov-
ernment pricing policies in the national-
ised sector could act powerfully to push
prices upwards. Finally the analysis, and
the policies built on it, were developed






