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PART I 

THE ECONOMICS OF PLANNING 



CHAPTER I 

THE CASE AGAINST PLANNING 

I believe that the conditions and the methods of supple
menting our present economic system with deliberate planning 
constitute one of the most urgent and difficult problems of 
our day. (Sir Arthur Salter, The Framework of an Ordered 
Society, Cambridge University Press, p. 4.) 

ALTHOUGH informed opinion is far from unanimous as to 
the causes of the major economic difficulties of the post-war 
era, and still less unanimous as to the remedies, there is sub
stantial agreement on one important point. Few indeed 
are the voices raised in support of the status quo. Few 
indeed are those who consider our economic difficulties 
to be the outcome of transitory causes which will automatic
ally work themselves out. And yet no further back than 
1930 and 1931 many well-informed and even many expert 
observers assured us that the shortage of gold, or war debts 
and reparations, or tariffs were the prime causes of these 
difficulties. The intensity and duration of the Great 
Depression has changed all that. We no longer pin our faith 
on World Economic Conferences, or even on the manipulation 
of currency to offset any actual or threatened shortage 
of gold, as adequate solutions of the economic problem.· 

However helpful we may consider international agree
ments on tariffs and debts, or wise credit control on the part 
of the authorities, we realize that the economic system 
can be put on a sound basis only by more fundamental 
measures. The causes of our major economic· difficulties, 
it is now generally agreed, are inherent in the system as it v 
now functions. What these inherent defects are is, of course, 
a matter on which many opposing views are held. 

Numerous as these opposing views are, however, they 
may be reduced, when shorn of all but their fundamentals, 
to the number of thr.ee. Firstly, there is the view that the 
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defects of the economic system are due, in the last analysis, . 
to unwise interference on the part of governments. Secondly. 
there is the view that these defects are due to the fact that 
the system has not been adapted to cope with the new factors 
which have emerged and which are held to be of fundamental 
significance. Finally, there is the most extreme view which, 
while it does not necessarily deny that there is an element 
of truth in the two former views, considers that they fail to 
go to the root of the matter. They ignore, it contends, the 

. antinomies inherent in the price economy-antinomies which 
no mere adaptation, no mere reformism, could possibly 
counteract. 

In this chapter we are concerned with the first view, as 
upon it rests the case against planning in all its forms. 
Clearly, before we pass on to consider the possible justifi
cations for planning, it is our first task to consider whether 
planning is necessary at ·all. It may be, as the advocates 
of this view contend, that a policy of liberal capitalism which 
would free the economic system from the shackles which 
obstruct it-the obstructions to international trade; restric
tion schemes, the elements of monopoly-it may be that 
such a policy would restore the economic system to its old
time efficiency. It may be, as is also contended, that to com
promise with the capitalist system-to supplement the price 
mechanism with measures of planning--is to court disaster. 

Our first task, then, is to consider carefully this point 
of view-a point of view which is backed by the most authori
tative body of expert opinion in the country. Now this 
point of view, the most complete exposition of which is to 
be found in Professor Robbins' The Great Depression, is based 
on two main postulates. Its first postulate, which few will 
question, is that the main tendencies in the post-war period 
have given rise to numerous obstructions to the efficient v 
functioning of the economic mechanism. Its second main 
postulate, which is far more controversial, is that these 
tendencies are mainly, if not entirely, the resultant of State 
policy. "Now there can be little doubt", writes Professor . 
Robbins, " that in the post-war period, the capacity of the 
economic system to sustain shocks and to adapt itself to a 
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process of rapid change has been seriously impaired. The 
essence of pre-war capitalism was the fre~ market . 
in the sense that the buying and selling of goods and the 
factors of production was not subject to arbitrary inter-

. ference by the State or strong monopolistic controls . . . 
Since the war it has tended to become more and more 
restricted . . . The cartellization of industry, the · 
growth of the strength of the trade unions, the multiplication 
of state controls, have created an economic structure which 
. . . is certainly much less capable of rapid adaptation 
to change than was the older, more competitive system." 
" The elements of rigidity and instability ", concludes 
Professor Robbins, "are the outcome of policy."* 

If this verdict be correct, our course is clear. If the 
causes of our major economic difficulties are due to policy, 
the obvious solution of those difficulties is to reverse that 
policy. " It has been the object of the last section", writes 
Professor Robbins in his chapter " The Conditions of 
Recovery ", " to show that if recovery is to be maintained 
and future progress assured, there must be a more or less 

, complete reversal of contemporary tendencies of govern
mental regulation of enterprise. The aim of governmental 
policy in regard to industry must be to create a field in which v 
the forces of enterprise and the disposal of resources are once 
more allowed to be governed by the market."t 

This conclusion is deduced from the most complete 
and advanced body of economic theory which has as yet been 
evolved. Indeed, it is no exaggeration to say that this body 
of economic theory is the most authoritative and masterly 
analysis of the mechanism of the economic system which we 
now possess and which must form the groundwork of all 
sound economic thinking. t 

Their analysis has shown with masterly lucidity the 
requisite conditions of the efficient functioning of capitalism. 
From this they have proceeded to show how the post-war 
economic tendencies have given rise to the obstructions to its 

• The GYtat Dep,-ession, Macmillan, 1934. pp. 59-60. 
t Ibid .• p. 193. 
t The reader is referred to the books marked with an asterisk in the 

bibliography. 
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mechanism. Wage rates have lost their flexibility, the free
dom of markets has been obstructed by cartels and mono
polies fostered by State policy, restrictions have been imposed 
on the exchange of goods and services between countries, 
governments have promoted control and bounty schemes
these are the tendencies in policy which have caused 
the temporary breakdown of the traditional economic 

·system.* 
Social policy, then, according to this view is the villain 

of the piece: governments have interfered disastrously with 
the free working of the economic system. There are few 
who will deny that this view contains at least a considerable 
element of truth. Sir Arthur Salter, for example, in the book 
in which he advocates a policy of planning, t prefaces his 
argument by a scathing indictment of several of the govern
mental schemes of assistance to industry. But to point out 
that serious blunders have been made in initiating the new 
economic policy is not to show that that policy is funda
mentally unsound. Indeed, such blunders are to be expected 
at the outset of any new policy, however sound it may be. 
Before we decide that the whole trend of policy in recent years 
has been in the wrong direction, we must push our inquiry 
one stage further back. 'Ve must ask not only whether many 
of our difficulties are the outcome of social policy, but also 
what the rmderlying reasons are which have produced that 
policy. Why is it that in country after country governments 
have been induced to promote schemes which have had as 
their object the introduction of a more conscious control over 
economic forces? It is only when we have answered this 
question that we shall be in a position to judge whether the 
trend of economic policy in all the important industrial 
countries is ·without justification and may be safely reversed. 

The view of the London economists on this question is 
that the trend of social policy is due to the dislocations 
and tendencies occasioned by the War. Hence they regard 
the economic difficulties of the wst-war era as merely 
transient phenomena, in so far as they are not perpetuated 

• Tlu Gl'eal Dep,essitm, pp. 185-90· 
f Tlu F'amnr:ork of a,. Cffde,ed Society. 
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by policy; they do not consider them as in any way the 
product of new factors of permanent importance. 

The following is a brief account of the causes of the 
post-war economic difficulties according to this school of 
thought.* The War dislocated the economic system-a 
system which had worked for a hundred years prior to 1914 
without experiencing difficulties at all comparable to those 
of the post-war era and which in that period had raised the 
standard of living in this country fourfold-in four principal 
ways. Firstly, it called into being a huge apparatus of , 
mechanical equipment which on the resumption of peace 
was rendered in large part superfluous. The surplus capacity 
problem of the basic industries is largely the product of this 
fact. Moreover, the measures which were necessary for the 
setting up of this apparatus-the centralization of control of " 
industrial operations-were such as permanently to impair 
the capacity of the economic system for further change. This 
is the second of the four factors produced by the War. The 
grouping of industrial concerns into great combinations, the 
authoritarian fixing of wages and prices, the imposition of the 
habits ·of collective bargaining-these measures, while 
necessary for the production of war equipment on a vast 
scale, undermined the flexibility of the economic system. 

The third product of the War was the disruption of the · · 
world market. This meant a restriction of the area within 
which the division of labour had scope, thereby further 
accentuating the maladjustments of industry. Fourthly, 
concurrently with the structural dislocations necessitating 
re-adjustment on an unprecedented scale and with the 
impairing of the elasticity of the economic system, came the • 
break-up of international monetary unity. Trade, therefore, 
no longer took place on the basis of rates of exchange which 
fluctuated only between very narrow limits, as it had done 
for the hundred years preceding the war. The repercussions 

·of the instability of the exchanges during the seven or eight 
years subsequent to the Armistice produced serious 
difficulties, the course of trade being gravely distorted. V 

• This account is based on Chapter I, entitled" 1914-1933 "of Professor 
Robbins' 1 he Gwu Dtpression. 
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These, then, were the main factors produced by the war 
which so gravely dislocated industry in the early post-war 
years-factors the effect of which was enhanced by the peace 
settlement and by the financial blunders of the belligerent 
countries. In this analysis no controversial point arises. 
It is generally agreed that these factors and the repercussions 
they set up were largely responsible for the rigidities of the 
economic system, the difficulties of the British export indus- · 
tries, and for the conditions which led up to a return to the 
Gold Standard at too high a parity. 

But the analysis of the London economists does not stop 
there. They proceed to point out that the economic 
difficulties thus produced are the sole cause of the new 
economic policy so widely adopted-a policy of encouraging ~ 
monopolistic control of markets, of setting up pools and 
restriction schemes, of granting bounties and promoting 
marketing schemes. They deny, that is to say, the emergence 
of new social and economic factors which would justify or 
even explain that policy. 

" Certainly no one who wishes to understand the persis
tence of the maladjustments of the great slump ", writes 
Professor Robbins, " can neglect the element of inelasticity 
and uncertainty introduced by the existence of the various 
pools and restriction schemes, the rigidities of the labour 
market and cartel prices which are the characteristic mani
festation of these developments . . . 

" These tendencies are the creation of policy. It is 
sometimes thought that they are the inevitable outcome 
of modem technical conditions. But this is not the case. 
. . . Historically the fact is that the elements of rigidity 
and instability, which we are discussing, are the direct outcome 
of poHcy.* So far in the history of the world, cartels and 
labour organizations exercising strongly monopolistic influ
ence have not shown themselves to be capable of survival, 
save as a result of direct or indirect assistance from States. 
We have seen already how the growth of war-time controls 
fostered the growth of such bodies. The cartel systems of 
continental Europe are the direct creation of tariffs and 

• Italics are mine. 
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State intervention. The post-war rigidity of wages is a 
by-product of Unemployment Insurance. So, too, with the 
great restriction schemes which have exerted such influence 
on the various commodity markets. . . . All are incon
ceivable without direct State intervention."* 

Thus, according to this view, the various governments 
committed a cardinal error. Instead of endeavouring to 
restore the pre-war freedom of the market and thereby the "' 
elasticity of the economic system, which would have enabled 
industry automatically to effect the necessary adaptations, 
they perpetuated and even strengthened the bodies which 
hindered this freedom, such as cartels and trade unions which 
were fostered by war-time controls, and embarked on new 
schemes with a similar tendency. 

There is, of course, much justification for this indictment. 
Indeed, many of the schemes promoted by governments were 
foolish to the degree of fatuity. But does not general con
demnation of the" new economic policy" go too far? Were 
there not new and permanent factors in the post-war situation 
in addition to the transient factors produced by the war? And 
were not these new factors so far-reaching in their effects and 
so novel in their character as to prevent the simple solution of 
returning to the free capitalism of the epoch before the war? 

From the passage quoted above it will be seen that 
Professor Robbins denies that any new factors have emerged 
in the post-war era to justify a departure from the pre-war 
capitalist system. " The elements of rigidity and instab
ility", he says, "are the direct outcome of policy", and are 
not " the inevitable outcome of modem technical conditions." 
Nor does he seem to think that these elements of rigidity 
and instability are in any important degree the outcome of 
new social as distinct from economic factors, for he does not 
even mention them. It is here that the analysis of the 
economic situation put forward by the London economists 
is incomplete. It may be that modem technical conditions 
and the new social factors are not such as to render necessary 
a new economic policy. But surely it cannot be denied that 
they are of sufficient importance to be analysed and their 

• n~ Gr•al Deprt:>sion, p. 61. 
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significance weighed. Until this is done we cannot be satis
fied that : " The aim of governmental policy in regard 
to industry must be to create a field in which the forces of 
enterprise and the disposal of resources are once more to be 

·governed by the market."* 
One of the main objects of this book is to attempt an 

analysis and assessment of the significance of the new factors 
of the post-war era. But before we undertake this task
a task which will occupy us throughout the next chapter
it is well to remind ourselves of the conditions requisite to 
the free functioning of the price economy. We can then 
observe how far these conditions have been affected. 

,_ Five such outstanding conditions may be distinguished. 
(r) Producers and consumers must possess the knowledge 

necessary to a rational judgment of each situation and the 
ability, the initiative, and the will to act upon it. 

(2) The exercise of ~hese judgments must not be unduly 
impeded by vested interests or public opinion. 

(3) The normal incentives of the market must be adequate 
to evoke the performance of all the economic activities 
necessary to the efficient functioning of the system. 

(4) The size and structure of the unit of production must 
not be such as to render it inflexible and unresponsive to 
change. 

(5) Demand shall fluctuate only within reasonably narrow 
limits. 

These conditions have, of course, never prevailed in 
anything approaching their entirety. Throughout the 
greater part of the hundred years before the war, however, 
they prevailed in Britain, and somewhat later in the other 
advanced industrial countries, to a degree known neither 
before nor since in the world's history. The mental 
atmosphere of that time as well as the material circumstances 
were as favourable to free capitalism as it is possible to imagine. 

The mental atmosphere prevailing in the business world 
of the nineteenth century was largely the outcome of the 
opportunities opened up by all those forces which had gone to 
produce the Industrial Revolution. As the Hammonds have 

• The Great Dej>J'ession, p. 193. The italics are mine. 
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pointed out in their brilliant study of the mid-nineteenth 
century, never had man passed with steps so sure and swift 
from poverty to wealth. Thus to the man of that period, 
dominated by excitement about the Industrial Revolution, 
associated as it was with the great emancipating truths that 
the world had learnt from-the American and French Revolu
tions, industrial success had all the glamour of a new religion. 
" As industrialism dethroned feudalism, the prestige of work 
dethroned the prestige of idleness."* This mental outlook 
naturally had an important effect on the working of the 
capitalist system. For it meant that men were willing to 
endure hardship, to sacrifice their personal comfort and that 
of their fellows, to take risks, and to seek out opportunities, 
with an ardour which to our age seems lamentably misplaced. 

As far, therefore, as the human factor was concerned,' 
the capitalist system operated under ideal conditions. New 
methods were adopted, costs were cut, new markets were 
invaded with a fine disregard of obstructing interests. Just 
as the religious fervour for economic achievement generated 
in Russia by the Communist Party made possible the Five 
Year Plan, so the religion of " getting on " in Victorian ~ 
England gave to British capitalism its amazing elasticity 
and power of expansion. 

As the material conditions of the age gave this religion 
full scope for expression, the unregulated price economy v 

operated with a regularity which, compared with the post
war era, may be described as frictionless. These material 
conditions are so well known as to make a description of 
them unnecessary, but, in order to contrast them with those 
of to-day, a bare enumeration may not be superfluous. The 
most important condition making for flexibility in industry 
was the comparatively small size of the unit of production. 
The dominant form of the business unit was the one man 
business or partnership. This meant not only that the 
incentives to seize the opportunities of the market were 
greater than to-day, owing to the fact that the manager of a 
business reaped the full reward of his enterprise. It also 
meant, for the same reason, that the obstacles to the taking of 

• J. L. and Barbara Hammond, Till Age of tlu Chartists. 

I 
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enterprising decisions were less, there being far fewer interests 
to placate. A further implication of the small size of the 
business unit is that overhead costs bear a far smaller propor
tion to total costs than is the case with a typical modern 
firm. And, as the highly rationalized countries such as 
Germany and the United States have found to their cost in 
the Great Depression of 1930, the higher the proportion of 
overhead costs the more difficult it is to adjust production 
and business policy generally to fluctuations of the market. 

The second condition favourable to the working of the 
price economy was that the period was pre-eminently one of 
expansion. Population was increasing, wealth per bead was 
increasing, the geographical area suitable for exploitation 
was increasing. This meant, generally speaking, a steady 
increase in the demand for the staple products of the world
coal, iron and steel, textiles, the basic agricultural products. 
The markets for all tbes~ products were year by year, with 
periodical minor set backs, steadily expanding. Hence the 
problem;' which bas become so much more difficult to-day, of 
anticipating and catering for demand was comparatively 
simple. Moreover, the nineteenth century world was much 
poorer and far less developed, so that a larger proportion of 
the aggregate demand was for these staple products, thus 
further simplifying the problem of harmonizing production 
and demand. 

In addition to the comparatively small size of the business 
unit and the expansiveness of a comparatively simple demand 
was a negative condition highly favourable to the flexibility 
of the economic system-the absence of monopolistic bodies. 
There were no powerful trade unions to prevent wage rates 
fluctuating according to the demand for labour, or cartels 
or giant buying agencies obstructing the free functioning of 
the market.* 

With the coming of the new century the break-up of 
what Sir Arthur Salter bas called " a fortuitous combination 
of circumstances, precarious and temporary "t was already 
· • The importance of this negative condition may be judged from the 
opinion of Professor Robbins quoted above as to the effect on the econormc 
situation of its disappearance. 

t Sir Arthur Salter, Rec(JIJery, p. 13. 
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beginning. The slackening of the momentum of expansion 
-a momentum which had been produced by the industrial
ization, first of the old countries, then of the new countries 
and had been accentuated by the unprecedented growth of 
population-was partly responsible for this. For it meant 
that the automatic expa:asion of the old basic industries, 
especially iron and steel and coal, was no longer possible. 
In the first place, the original construction of the means of 
communication and the setting up of industries in the new 
countries necessitated a demand for the products of the heavy 
industries in excess of that required for maintenance and 
replacement. In the second place, as Mr. Loveday has 
pointed out: "The days are past when the old major indus
tries developed almost automatically year by year to meet 
the needs of a rapidly increasing population."* And the 
consequences of these two factors were accentuated by the fact 
that when a new country sets out to develop industries by 
protection and subsidies it selects just these older industries," 
the technique of which is most easily acquired. In this way 
the outlet for the basic products of the older industrialized 
countries has been restricted. 

It is a mistake, however, to regard, as some writers do, t the 
termination of the era of expansion as the principal cause of v 
the difficulties of modem capitalism. Its significance lies no 
deeper than in the serious transfer problem they have created 
and in the economic nationalism they have exacerbated. The 
root causes of the difficulties which confront the modem 
economic world lie elsewhere. 

To anticipate the main conclusions of the next chapter, 
these causes are to be found partly in two characteristics 
of modem industry and partly in a fundatii"ental change 
in the mental atmosphere in advanced modem countries. 
The first characteristic is the scale on which a large part r 

of the economic activities of the community must under 
modem conditions be conducted. The second characteristic 
is the growing instability of demand, as a result of modem "' 
social and economic changes. 

• Mr. A. Loveday, Britain and WMld Trade, Longmans, 1931, p. 95· 
t ~lr. H. ~1acmillan in RtcQflstructiQfl, Macmillan, 1933. 
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The fundamental change in the mental atmosphere of 
advanced countries is the profoundly modified attitude to 
the human factor in production. As Mr. Loveday puts it, 
we no longer tolerate the treatment of our citizens as ballast 
to be thrown over to lighten the ship when storms come.* 
This changed attitude to labour finds expression in social 
insurance and the revolutionary change in the administration 
of poor relief. Another important aspect of this changed 
mental atmosphere is the decline of the religion of success ' 
referred to above. In consequence, business men are no 
longer so willing to sacrifice other interests in order to cut 
costs, to introduce new methods, or to oust their competitors. 

These three factors are at the root of the crisis of modern 
capitalism. The fact that demand is " becoming more and 
more fluid "t means that " the problem of anticipation of 
demand will become more and more difficult". t On the other 
hand, the increasing scale of production implies two things. 
First, that production is ·becoming more and more round
about; that is to say, an increasing period of time elapses 
on the average from the moment when a commodity enters 
the first stage of production until it is placed in the hands 
of the consumer. Second, that fixed capital is assuming an · 
increasingly important part in production. Both these 
implications of large-scale production accentuate the problem 
created by the increasing fluidity of demand. For the fact 
that fixed capital is assuming an increasingly important part 
in production means that industry is becoming less and less 
flexible, owing to the increasing size of the business unit, 
and the fact that the more specialized machines become, the 
more expensive and difficult it is to change the kinds of 
products produced. While the fact that on the average an 
increasing length of time elapses from the moment a com
modity enters the first stage of production until it is placed in 
the hands of the consumers (or to put it more accurately but 
more technically, the lengthening of the time structure of 
production) means that producers must anticipate demand for 

• Britain and World Trade. 
t Ibid., p. 92. 
t Il:»d., p. 92. 



THE CASE AGAINST PLANNING 13 

a longer period ahead. In a word, demand is becoming · 
more and more unstable, on the one hand, while industry, 
which must forecast that demand for further and further 
periods ahead, is becoming more rigid, on the other. More- : 
over, this tendency towards industrial rigidity is seriously' 
accentuated by the modem attitude to labour, and the 
decline of the religion of success. 

These then are the chief factors which will determine 
the character of the economic system in the new era which 
has already begun. Have the London economists, who 
wish to persuade us that the solution of the economic diffi
culties of the post-war period is a return to the liberal capital
ism of before the war, given due weight to these factors ? 
There is, of course, much truth in their contention that these 
difficulties are the outcome partly of factors produced by the 
war and partly by unwise governmental measures designed 
to counteract them. But while the outcome of some of these 
factors may be eliminated altogether-such factors, for 
example, as the unsettlement of the international exchanges,· 
the war-time expansion of the heavy industries-others have 
merely hastened tendencies which were already showing 
themselves before 1914. Monopolies, cartels and other 
associations to influence the working of the market, and trade 
unions on a national scale to secure complete monopoly of 
labour in particular industries were already being formed. 
And the removal of these-an indispensable condition of the 
free working of the price economy-or even a substantial 
lessening of their power, is scarcely likely to be achieved. 
The modern scale of production and the temper of the modern 
mind are insuperable obstacles to the permanent success 
of such a policy. 



CHAPTER II 

THE NEW ECONOMIC FACTORS 

Some of the impediments to the free working of automatic 
adjustments can be removed or reduced, but when we con
sider the factors which are novel in degree and in kind which 
restrict and disturb the normal free adjustments we realize 
that the automatic system cannot function as easily and 
frictionlessly as it did. (Sir Arthur Salter, Framework of a~1 
Ordered Society, Cambridge University Press, 1933, p. 4.) 

EVEN to the least expert eye there are obvious symptoms 
of the emergence in our day of new economic forces. The 
chronic depression of the staple industries in all parts of the 
world-in the United States, in Germany, in England; the 
rapid expansion of new industries which are mainly concerned 
in the production of lu.xury goods, the higher level of 
unemployment even in times of good trade ; the attempts of 
many industries-coal, cotton, iron and steel, agriculture
to reconstruct themselves on entirely new lines-all these 
phenomena are symptoms of the new forces at work in the 
post-war world. 

Now the economic factors which are novel in degree or in 
kind in the post-war world may be classified under two 
main heads according to the side of the economic equation on 
which they come into play. There are the factors working 
primarily on the demand side of the equation and those work
ing on the side ~f production. 

To take first of all the factors on the side of demand, of 
which one is of outstanding importance. This outstanding 
factor is the change from an expanding to a stationary 
population. A second factor is the change in the distribution 
of wealth. These two factors, together with the rising 
productivity of industry, are effecting a profound change in 
the character of demand. "All these causes," writes Mr. 
Loveday, "the greater wealth per head, the changes in age 
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and wealth distribution, the increase in leisure and advance 
in culture, tend to the same result-instability of demand." 
" Year by year the problem of anticipating demand will 
become more difficult and year by year the functions of sale 
and advertisement will become more important."* 

The fact that population has become approximately 
stationary in this and every other advanced industrial country 
is increasing the instability of demand in two ways. In the 
first place the fall in the birth rate implies that a smaller 
proportion of the family income is required for the 
upbringing of children. ""More money, therefore, is available. 
for luxury or semi-luxury expenditure. In the second place, 
as the fall in the birth rate lessens the number of children 
faster than the number of adults, it also implies that a 
larger proportion of the population is earning. To-day the 
proportion of the population of the countries of North and 
West Europe which is under fifteen years of age is about 
25-28 per cent., whereas before the War it was 33 per cent.t 
In England and Wales this is illustrated by the fact that, while 
population increased by 5 · 5 per cent. in the decade rgzr-31, 
the number of occupied persons increased by almost 10 per 
cent., from 17,178,ooo to r8,853,ooo.t And this tendency 
will make itself increasingly felt in the years immediately 
ahead. According to Sir Josiah Stamp the numbers under 
fifteen years of age \\ill be halved in about thirty years, while 
the numbers from fifteen to forty-five years will be down by 
25 per cent.§ This is the chief explanation of the fact that, 
the proportion of the family income available for luxury 
expenditure has increased. "With one child less in the 
worker's family than in 1914 ",writes Professor Clay, "it is 
not surprising that the sales of cigarettes and chocolates have 
resisted the slump." II t. 

The second factor-the change in the distribution of 
income-is working in the same direction. As compared 
with the pre-war period, the less rich classes enjoy a larger 

• BritaiN and WOf'ld Trade, Longmans, 1931, p. 92. 
t lbsd, p. 92. 
t Occupations Volume of the 1931 unsus. 
§ Letter to Tlt.e T1mes, October 27th, 1934. 
II The World's ECC11Cmsc Crisis, p. 156. 
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share of the product of industry. The outstanding change in 
this redistribution of income is the rise almost throughout 

. the world of the wages of the less skilled workers.* This 
change is partly due to the increasing mechanization of 
production, which has increased the demand for the less 
skilled worker and partly, as far as this country is concerned, 
to the extension of the Trade Board system and of unemploy
ment insurance. In so far as the gain of the less skilled worker 
has been due to the increasing mechanization of production, 
it has tended to be at the expense of the skilled worker, but 
in so far as it has been due to the greater bargaining strength 
of labour, at the expense of profits and the consumer. The 
extension of the social services since the war has also tended 
to raise the per capita expenditure of the poorer classes. 

These are the main reasons for the increasing instability 
of demand. The less children there are to provide for in 
the home, the larger the number of wage-earners there are 
relatively to the whole population, the more unskilled wages 
rise, the smaller is the proportion of the incomes of the masses 
that is required for necessities. The average man, therefore, 
has a higher proportion of his income available for expenditure 
on luxuries. And, as Mr. Loveday has pointed out, " Once 
basic needs are satisfied demand becomes optional. Once · 
a certain income is reached all demand becomes optional
for one form of diet may be chosen in place of another, and 
within the limits of fashion one textile for clothing for 
another."f Once a man has supplied his basic needs, he 
experiences no ,necessity in his expenditure. He may 
patronize the cinema one month and desert it in order to buy 
gramophone records the next. 

The effect of these factors on the character of demand , 
has been accentuated by the rise in the productivity of 
industry. Since the termination of the war until the year 
1930 production per head has been increasing in every con-· 
tinent. Indeed in the decade 192o-30 the rate of economic 
progress has been phenomenal, particularly, be it noted, in ' 
those industries catering for mass consumption. Thus, while 

• A. Loveday, Britain and World Trade, p. 92. 
f Ibid. 
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the need for providing for the next generation has diminished, 
while the percentage of the population which is earning has 
increased, while distribution has tended to shift in favour 
of the poorest classes, per capita wealth has also tended to • , 
increase. 

The following figures give a rough idea of the extent of 
this tendency. In 1927, which was a fairly normal year 
from the economic point of view, while the population of the 
world was 9 per cent. greater than in 1914, the production of 
food was 12 per cent. greater, and, what is more significant, 
the production of raw materials and colonial products had 
increased by about 43 per cent.* And, as Mr. Loveday has 
pointed out, the increase in wealth per head was greater than 
these figures indicate. This is due to the fact that to-day raw 
materials constitute a relatively smaller proportion of the total 
costs of exactly those classes of goods the demand for which · 
has increased the most, e.g. records, films, aeroplanes. 
According to the census of production the ratio of the cost 
of raw materials to value added in manufacture fell in Great 
Britain from 146 per cent. in 1907 to 127 per cent. in 1924 ; 
in the United States from 146 per cent. in 1914 to 134 per 
cent. in 1925. t The 43 per cent. increase, therefore, in the 
production of raw materials and colonial products over the 
level of 1913 represents an even greater increase in the produc
tion of consumable goods. 

Such are the factors which have effected importmt 
changes in the character of demand. Now these changes are 
having important reactions on industry. In the first place, 
the increasing fluidity of demand is making the problem of 
anticipating consumers' wants more and more difficult. This 
problem, moreover, is further accentuated by the great 
advance which is taking place in the technique of production: 
production processes are becoming more and more elaborate • 
or roundabout. Hence the period of time which elapses, 
on the average, from the moment when a commodity enters 
the first stage of production until it is placed in the hands of 

• Essay entitled " Quo Vadimus?" in Britain and W1Wld Trade, by 
A. Loveday, Longmans, 1931. 

t ]bid. 
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the consumer, is becoming longer. Thus producers have to 
forecast demand for further and further periods ahead, a , 
factor which, in conjunction with the increasing fluidity of ·· 
demand, makes the task of harmonizing supply with demand 
ever more difficult. 

Secondly, the increasing proportion of the national 
income which is devoted to luxuries is helping to create a 
serious transfer problem-the problem of transferring capital 
and labour from the heavy to the light industries. And this 
tendency for the production of luxury goods and services to 
expand at the expense of the heavy industries is accentuated 
by the progress in technique and by the population trend. 
Economies in the basic industries tend to reduce the labour 
force required in these industries, as the demand for their 
products is relatively inelastic. And this factor of inelastic 
demand is no longer offset, as it was in pre-war days, by a 
rapidly expanding population, which requires a corresponding 
expansion of industrial equipment. "The days are past when 
the old major industries developed almost automatically ' 
year by year to meet the needs of a rapidly increasing 
population."* 

The impact of all these factors, however, on the coal, 
iron and steel, cotton, and shipbuilding industries has been' 
rendered more severe by the War. Industry, as Professor 
Clay has pointed out, t is capable of adapting itself year by 
year to the small changes in demand and technique which 
have hitherto characterized industrial development. But 
when in an industry these normal piecemeal adjustments 
are suspended, as they were during the war and the post-war 
boom so that they accumulate to a revolutionary change, or 
when new conditions require large scale adaptations-in 
these circumstances stagnation and chronic depression is 

. likely to ensue. For depression tends to breed depression. 
Redundant plant is kept in existence by creditors, particularly 
by the· banks, who always hope that trade will recover. 
Directors and managers, in order to save their positions, 
resist amalgamations designed to eliminate plant . and 

• Mr. A. Loveday, Britain and World Trade, p. 95· 
t Post-War Unemployment, Macmillan. 
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rationalize production. And, not least important is the fact 
that firms in a depressed industry find it difficult to raise the 
capital necessary for reconstruction. 

We see, then, that the whole trend of events calls for a 
greater and greater capacity of adaptation and elasticity 
on the part of industry. "'The increasing fluidity of demand, 
the shift of demand from the heavy to the light industries, • 
the termination of the era of expansion, the rapid advance of 
industrial technique-all these factors demand a greater 
responsiveness to change on the part of industry than ever 
before. 

The factors, however, on the side of production, which 
are new in degree and in kind, are tending to make industry 
more and more rigid. We may distinguish two such factors 
of outstanding importance : (r) the loss of plasticity in wage 
rates, (2) the growth of mass production. 

The loss of plasticity in wage rates is due, of course, to 
two post-war developments; "'the extension of the public 
regulation of wages and of unemployment insurance. As 
Professor Clay has pointed out, whereas before the war 
changes in wage rates in response to changes in the economic 
conditions of a trade or of industry as a whole were effected 
by collective bargaining in something like a· quarter of the 
field of commercial employment, nowadays " we may safely 
conclude that there are few important gaps left in t~e 
provision for the settlement of wages by collective bargaining 
in Great Britain".* 

This development of the public regulation of wages is 
due partly to the growth of the Trade Unions, which, in 1927, 
a representative post-war year, rec~ded a membership of 
4,go8,ooo. t Almost equally important, however, has been , 
the extension of the direct intervention of the State through 
the instrumentality of Trade ).~oards. The Trade Boards 
(Minimum Wage) Act of rgog, it will be remembered, provided 
that in trades in which wages were " exceptionally low " 
minimum rates of wages should be settled by a joint body 

• " The Public Regulation of Wages in Great Britain", EcOfWMic 
Journal, September, 1929. 

t op. ell. 



20 PLA.N}UNG UNDER CAPITALIS~I 

composed of representatives of the workpeople and employers 
and impartial members nominated by the Government, such 
rates as minima to be compulsorily enforced by the appropri
ate Government Department. Thus before the War direct 
State intervention in the settlement of wages was confined 
to the sweated industries. In rgr8, however, the scope of 
the machinery of the Trade Boards was considerably extended 
by an Amending Act which substituted for " exceptionally 
low wages", "the absence of adequate machinery for the 
effective regulation of wages" as the differentia of the trades 
to which the Acts might be applied. By 1925, no less than 
one-and-a-half million workers had their wages regulated by 
Trade Boards.* 

Two other important developments in the public regula
tion of wages have also taken place. " A less revolutionary 
extension of Government activity was the approval given to 
the Whitley scheme of Joint Industrial Councils and assist
ance in the formation of such councils; as a result of which 
it was estimated three million were covered in 1925."t 

Thus agriculture was the only important industry in which 
-wage settlements were not on an organized basis ; and this 
situation was remedied by the Agricultural Wages Board 
Act of 1924, which was a virtual extension of the Trade 
Board system to agriculture, and which brought the wage 
rates of a further 700,000 under authoritative control. 

As a result of this extension in the public regulation 
of wages the workers as a whole have obtained greater'· 
control over the determination of wage rates. In the not 
infrequent adjustment of wage rates to changes in the demand 
for different kinds of labour, to changes in the prosperity of 
industry as a whole, and to changes in the price level, labour 
has been able to assert its will as never before. Professor 
Pigou contrasts the pre-war conditions with those prevailing 
in the post-war era in the following passage. 

"Before the war there can be little doubt that wage rates 
in Great Britain were adjusted in a broad way to the con
ditions of demand and supply. . . . It would have been 

• "The Public Regulation of Wages in Great Britain", Eronomic 
]0t1.mal., September, I<;.zg. t Op. cit. 
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generally agreed among economists that nearly the whole 
of the unemployment found among _willing, able-bodied 
workpeople was due in ~me way or another to industrial 
fluctuation-general fluctuations to which changes in wage 
rates only responded slowly, and relative fluctuations as 
between different industries and different places, which 
necessitated a certain amount of lost time to people in passage 
from one job to another. . . . In the post-war period, 
however, there is strong reason to believe that an important 
change has taken place in this respect ; that . . . wage
rates have, over a wide area, been set at a level which is too 
high . . ."* 

The growth in the bargaining power of labour has been • 
enhanced by another factor-the qole. Not that the dole 
has resulted in the refusal of available work. Its effect, in 
conjunction with the extension of the public regulation of 
wages, has been to contract the amount of work available, ' 
and to make the structure of industry more rigid. 

The amount ofworkavailable has been contracted because, 
while the extension of the public control of wages has given 
the workers the power, the dole has often given them the 
inclination to maintain wages above the economic (i.e. the 
equilibrium) level. Thus the effect of the dole on the volume 
of employment is indirect. "It influences wage rates by 
disinclining the representatives of the wage-earners to take 
the same account of unemployment as they did before relief 
was provided. For, in the first place, the unemployed are 
not an undisturbed mass of permanently unemployed work
people, but a body the composition and membership of which 
is constantly changing. Hence the evil of unemployment 
is diffused, and there is a chance that intermittent employ
ment at the higher wage will bring in as much as regular 
employment at a lower rate. In the second place the system 
of organized short time makes it possible to dovetail periods 
of wage earning with periods of unemployment relief."t 

The workers in a particular industry, however, may 
very well maintain their wage rates above the economic 

• Economi<. Journal, September, 1927. 
t Professor Clay, EcOJJomi.c journal, September, 1929. 
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level without being aware of the fact.and without suffering 
an appreciable contraction of employment in their particular 
occupation. This may happen in an industry, or more likely 
in a particular section of an industry, in which the demand 
for labour is inelastic. Suppose, for example, the transport 
workers were successful in maintaining their wage rates above 
the level which would have prevailed under perfectly free 
competition. Under these circumstances, the transport 
workers may experience little or no contraction in the volume 
of employment ; for transport services are essential to all 
industries. The burden of unemployment and low wages 
would, therefore, be thrown on such groups of workers as the 
miners, the coal industry being exposed to foreign competition 
and to the competition of substitutes such as oil. 

Thus the extension of the public regulation of wages 
does not necessarily put occupations upon an equality. 
"Rather its effect is to enhance the influence upon distribution 
of other factors making for inequality, more particularly of 
those elements of bargaining advantage that are inherent in 
the different nature of industries, but were obstructed or 
outweighed in the past by the greater influence of unequal 
union organization."* 

Herein lies the explanation of the lack of correlation 
between the movement of wage rates and employment. 
Labour in the sheltered industries, in consequence of their 
better organization, is able to maintain wage rates in the 
face of falling prices and trade depression at little cost to 
themselves in the shape of unemployment. In the unshel
tered industries, on the other hand, wages have either reached 
rock bottom or reduction of wages is felt to be impotent to 
aid the recovery of markets without the reduction of other 
costs. In the cotton industry, for example, the workers 
point out that the reduction of their wages, which form a 
small proportion of the total costs of the finished product, is 
in itself useless, that if the situation is to be improved the 
indirect costs must be reduced ; that high loan charges, high 
transport and distribution costs must be scaled down if the 
industry is to recover ground from its competitors. 

* Professor Clay, Economic; }IYUrnal, September, 1929. 
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The way in which the extension of the public regulation 
of wages and of unemployment insurance has contributed 
to the rigidity of industry can now be seen. In the first 

, place, these factors have rendered the old staple industries v 

(i.e. coal, cotton, iron and steel, etc.) less adaptable to new 
conditions. For, as we have just remarked, the high cost 
of the services of the sheltered industries has intensified the 
depression in the unsheltered industries. Now, the deeper 
the basic industries have sunk into the slough of depression, 
the more intense has become the resistance to change and the 
more difficult it has been to raise the new capital necessary 
for reconstruction. As Sir Adam Nimmo has remarked, 
many amalgamations and marketing schemes have been 
wrecked through the fears of salaried officials for their liveli
hood or of shareholders for the loss of their capital.* And, 
clearly, the more drastic the schemes of reconstruction, tbe 
more will these fears be aroused. As· regards the raising of 
capital for rationalization, the difficulties of the basic 
industries are notorious. 

The rigidity of wages, however, in the face of falling 
prices,t has not only hampered the adaptation of the basic 
industries, but also the growth of the expanding industries. 
It is not merely that the public control of wages and the dole 
has resulted in a general wage level higher than the economic 
circumstances justify, and, thereby, in lessening the demand 
for labour in the contracting or stationary industries. The · 
expanding industries have also been hampered, as the basic 
industries have been, by the high charges of the sheltered 
industries. Clearly, the level of transport charges, or the cost 
of building will have an important bearing on the develop
ment of the industries catering for an expanding demand. 

Such, then, is the-price which has been paid for the advan
tages gained by the public regulation of wages and unemploy
ment insurance. Unemployment has been raised above 

· • Article in Tlu Times, May toth, 1934· 
t Professor Bowley's index number of wages shows an advance of 

94 per cent. over the pre-war level, while the cost of living as measured by 
the Ministry of Labour's index has risen 67 per cent. Since 1925 the 
trend of pnet:~> has been downward, but wages have remained practically 
stationary. 
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the level which would have prevailed in the absence of wage 
regulation and the dole. In addition to this direct loss to 
the community entailed by idle labour, there has been an 
indirect loss which is probably far greater. The comparative 
rigidity of wage rates by impairing the adaptive powers of 
industry has not only retarded the modernization of the basic 
industries, but also the' expansion of the new industries upon 
which we must mainly depend for the absorption of the 
unemployed. 

There are some authorities who contend that this price 
far outweighs the advantages gained. Indeed Professor 
Robbins asserts that the workers themselves would stand to y' 

gain by the freeing of wage rates from public regulation.* 
That may or may not be the case ; the point that concerns us 
here is the practicability of a policy aiming at the curtail
ment of the bargaining power of the workers. Is there any 
likelihood of such a policy being accepted ? Is the Con
servative Party ever likely to· face the electors 'with such 
measures as the abolition or substantial reduction of the dole, 
the abolition of the Trade Boards and the Agricultural Wages 
Boards, among the main planks in their programme ? And if 
such measures are impracticable, the alternative is to persuade 
labour to surrender voluntarily its power over wage rates. 
But, as we have seen above, the workers who stand to gain by 
appropriate reduction in wage rates are not the workers 
whose wages would be cut. It would be necessary, therefore, 
to persuade the workers in the sheltered industries to undergo 
wage reductions in order to benefit the workers in the 
unsheltered industries! The labour leader who could perform 
this feat in the face of the most cherished dogma of his party 
-that a fall in wages in any one industry, by contracting the 
spending power of the masses, is injurious to the workers in 
other industries-would be an orator indeed ! 

It is useless, therefore, to argue the pros and cons of 
plastic and regulated wage rates ; the comparatively free·, 
labour market of pre-war days has gone for ever. If the 
workers should ever lose the power over wage rates which 
they now possess, it will be to the State-Fascist or 

• The Great Depression. 
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Communist. In shaping our econo~c policy for the 
future, therefore, we must accept the .comparative rigidity .. 
of wage rates as an unalterable fact. It is this fact, 
indeed, in conjunction with the growth of large-scale 
production, which makes a return to unregulated capitalism 
impossible. 

(2) The growth of large scale production. This factor 
has an obvious bearing on the elasticity of industry. In the 
first place, large-scale production requires a type of business ,. 
organization which is relatively less adaptable to changing 
circumstances. When, as in the early part of the nineteenth 
century, business was on a relatively small scale, the capacity 
of industry to adapt itself to changes in technique and in 
demand was obviously far greater than to-day. In the 
one-man business or the partnership-the typical form of 
industrial organization of those days-flexibility is at its 
maximum. All important decisions are made by one man 
or, in the case of a partnership, three or four, who stand to 
reap the whole gain from their enterprise. 

" The capitalist entrepreneur who supplied his own capital 
and management ", writes Professor Florence, " and paid 
himself by a profit was no doubt quick in making decisions 
and in adapting himself to his customers and to nature's 
behests, and in many sorts of transactions, where the scale 
of organization is small and the markets he has to cope with 
tricky, he can still show characteristic enterprise and initiative: 
But in the joint stock company there is no individual 
entrepreneur and profits are distributed as dividends ; 
hence there is no prima facie reason for expecting the same 
alertness to opportunity or unremitting supervision of 
detail . . ."* 

Another important respect in which the small business 
is more flexible than the large is in the effecting of important 
changes in policy, there being no outside interests to be won' 
over and reconciled. On the other hand, in the joint stock 
company-a type of organization which is essential to the 
aggregation of capital required for mass production...;_a 
host of interests, debenture holders, ordinary and preference 

• Tiu Logic of lndw.stri.al Ot-ganu!Uirm, p. 151. 

I 
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shareholders, salaried officials, have to be reconciled to any 
important departure from the normal policy. " In the large, 
highly capitalized and organized firm such as the joint stock 
company with specialized managers there are a variety of 
possibly conflicting interests (by which is meant persons with 
pecuniary inducements to behave in a certain way) ranging 
from that of the bankers and debenture holders requiring 
security of investment, through shareholders of various 
categories willing to bear risks (including promoters and 
financiers) to the specialized management and the routine 
labourers."* 

Thus the adaptation of industrial organization to new 
; conditions encounters resistances which were unknown in 

the heyday of the one-mah business. 
In the second place, the growth of mass production 

tends to render the supply of commodities inelastic, especially · 
for a fall.' That is to.say, the supply of any commodity 
produced on mass production lines tends to be unresponsive · 
to a fall in demand. This is due to the fact that under large
scale production overhead charges, which do not vary greatly 
with changes in output, tend to assume a greater and greater 
proportion of total costs. Now the greater the proportion, 
of overhead to prime costs in an industry, the greater will be 
the resistance to a contraction of supply. Thus in the coal 
industry, for example, the response to a fall in the demand 
for coal resulted in a fierce competition for the available 
business....,-a competition which was disastrous to the owners, 
the miners and the creditors of the industry. 

Thirdly, the growth of mass production makes for rigidity 
by increasing the reluctance of businesses to cut their losses. 
This increasing reluctance to cut losses is due to the fact 
that mass production implies the use of costly, specialized 1 

plant, the scrapping of which involves considerable sacrifice. 
In the face of a contracting market, therefore, a firm produc
ing on a large scale will make every effort to avoid this 
sacrifice. Thus, when the basic industries were faced with the 
cessation of the war demand,· the loss of markets due to 
expansion of capacity abroad, and post-war impoverishment, 

• Tile Logic of Industrial Organization, p. 195. 
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they turned their activities to obtaining assistance from 
the banks and other creditors, or to. forming agreements 
to maintain prices by restricting output. 

Now both these expedients not only postponed the 
adjustments made necessary by changed conditions, but 
also made them more difficult to carry through. As Professor 
Clay has pointed out*: "In the spinning section of the 
cotton industry over £25,ooo,ooo has been called up on 
shares with an unpaid liability in order to meet interest 
charges and trading losses ; one-third of that sum applied 
to re-equipment and the development of new business would 
have met all the needs that the most ardent reorganizers 
have urged.'' Having spent this money to keep the old 
equipment in operation, it is obviously more difficult for the 
industry to raise further sums, in order to carry out the 
reorganization which eventually must be faced. Outside 
interests have also played their part in retarding reorganiza
tion. " In the industrial field instead of excess capacity 
being eliminated by the bankruptcy of the weaker producers, 
you have had a large number of firms kept in existence by 
creditors, particularly the banks, who always hope that trade 
will recover and that they will be able, by carrying their 
debtors a little longer, to secure repayment of the loans"' 
they have already made. This prevents a reduction of 
costs . . ."t 
. The other expedient adopted for avoiding the scrapping· 

of redundant plant-the restriction of output-is even more 
inimical to the elasticity of industry. By maintaining an 
inflated level of prices for their products, these industries, in · 
addition to postponing their own reorganization, hamper 
other industries and retard the recovery of business 
generally. 

How important this factor of limiting output is in 
promoting the rigidity of industry it is difficult to estimate ; 
for agreements for this purpose are often tacit. " In a 
situation ", writes Mr. H. A. Marquand, " in which large 
numbers of the leading industrial producers find themselves 

• The 'WMIJ's Ec<»Wmic Crisis, Allen & Unwin, p. 15-4· 
t JIJid. 
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so placed that the nature of their capitalization deters them 
from a courageous policy of price cutting, the prevailing 
business ethic which we have already referred to as the 
' sentiment against spoiling the market ' will operate to pro
long stagnation."* .J 

The capitalization of businesses to which Mr. Marquand 
refers calls for further comment, as it is the symptom of 
another tendency making for rigidity in industry. The 
optimistic and often reckless capitalization of businesses 
which has been a prominent feature of post-war finance is 
largely due to the increasing intensity of booms and slumps. · 
Whether this increasing intensity of booms and slumps is a 
phenomenon due to transitory causes, or whether it is due to 
causes inherent in economic evolution, is doubtful. There 
is no doubt, however, that it is productive of certain factors 
which are inimical to the elasticity of industry. And not 
least important of these factors is the capitalization of 
business in periods of booming trade, which are the more 
optimistic and reckless in proportion to the activity and 
profitability of business. 

It is, of course; a well-known fact that in times of booming 
trade, the company promoter finds a profitable field of activity 
in promoting amalgamations and extensions of businesses and 
in transforming private businesses into joint stock companies. 
Perhaps the most striking example of this phenomenon 
was the financial " reconstruction " of the cotton 
industry in 1919-20. Now" reconstructions" and extensions, 
when undertaken in periods of booming trade are usually 
overcapitalized, often recklessly, so that in the ensuing slump 
the forces which retard recovery are greatly strengthened. 
Prominent among these forces is the "sentiment against 
spoiling the market " referred to above-a sentiment which 
is fortified by the consciousness on the part of the heads of 
business that overhead charges have been increased by 
inflated capitalization. 

In this policy of maintaining prices in a falling market, . 
industry is powerfully supported by Finance. This point 

• The Dynamics of Industrial Combination by H. A. Marquand, p. 95-6, 
Longmans. 1931. 
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is brought out by Professor Veblen in discussing the post-war 
situation in the United States. "An inilated capitalization ", 
he writes, " has been kept intact as a whole, and has steadily 
been increased, and inflated market prices have been main
tained without substantial abatement during these years, 
at the cost of persistent inaction in industry. . . . 
Whereas if those concerns which control the financial end of 
things had kept their hands off and let the inflated credit 
situation come to a head, a drastic liquidation of the country's 
business affairs would doubtless have gone into effect in due 
course and brought on an effectual retrenchment in capitaliza
tion and prices."* Professor Robbins is equally emphatic 
on this point. f And as we have already remarked above, 
the banking interests, which frequently hold a large share of 
the fixed interest-bearing securities of the firms in difficulties, 
support this policy of postponing liquidation in the hope that 
"things will improve". 

The increase in the scale of production is also very 
largely responsible for another phenomenon of modem 
industry, namely overproduction-a phenomenon which 
has been so puzzling to amateur economists as to compel 
them to resort to a variety of far-fetched . explanations. 
The causal connection between large-scale production and 
overproduction, in the sense of a supply of any particular 
commodity in excess of that which can be absorbed by the 
market at prices remunerative to producers, is brought out 
by .Mr. B. F. Shields. "Before 188o competition was not 
so intense. . . . Capital, especially fixed capital, was 
less important, so that there was less danger of heavy losses. 
With the widening of markets and the growth of large-scale 
production competition in many instances became wasteful. 
In the cas~ of any large manufacturing or commercial 
industry in which the greater part of the overhead charges 
do not vary greatly with increased or decreased output, 
every increase in production means a reduction in the net 
cost per unit of the product. Accordingly efforts are made 
by competing firms to augment their ,output. This leads to 

• A bsentu Ownership, by Professor Veblen, p. 329. 
t The Greal Depression. 
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a decline in prices which sooner or later fall further than 
expenses."* ' 

Such are the most important of the factors which are 
novel in degree and in kind and which, in the words of Sir 
Arthur Salter, "restrict and disturb the normal free adjust
ments " of the automatic system. In the next chapter we 
discuss the implications of these factors on the economic 
policy of the future. 

• The Evolution of Industrial Organization, Sir Isaac Pitman, 1928, 
p. 534· 



CHAPTER III 

THE PLANNED PRICE ECONOMY: 
PLANNING UNDER CAPITALISM 

THE main purpose of the first two chapters has been to sho'"' 
that a return to the Liberal capitalism of the pre-war era is 
impracticable. The march of public opinion, especially 
that of Labour, of social and economic organization and 
administration, and of industrial technique, compel us to seek" 
a new economic policy which will harmonize our economic 
organization with these new elements. 

Broadly speaking, we are confronted by two alternatives. 
Either we may aim at the complete supercession of the 
price economy by a planned economy in which production 
and consumption are planned by public authority. Or we 
may aim at a modified form of planning under which the main 
features of the price economy would be retained. 

Which of these alternatives we favour will depend partly 
on practical considerations and partly on their respective 
merits. Let us take first the former issue, which may be 
stated thus. Is power in the present regime in the hands 
of a body of capitalists whose interests, or supposed interests; 
are opposed to the changes necessary to adapt the economic · 
system to modern conditions ? Or is the delay in making 
these adaptations due to the uncertainty of our rulers as to 
the right measures to take?* Only if we answer the former 
question in the affirmative, that is to say, if we accept the 
doctrine of the class-war, shall we consider a social revolution 
and a sharp break with the present economic organization 
as the st'ne qua non of economic and social progress. If, on 
the other hand, we accept the view that the present chaos 
benefits nobody and that personal power in the economic " 
sphere passed away with the nineteenth century, the problem 

• This issue has been admirably put by Mr. J. M. Keynes in a letter 
to the N11w StatesmaH, November 24th, 1934· 

s• 
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will present itself in quite another light. " The class war 
faction", writes Mr. Keynes, "believe that it is well known 
what ought to be done ; that we are divided between the 
poor and good who would like to do it, and the rich and 
wicked who, for reasons of self-interest, wish to prevent it ; 
that the wicked have power ; and that a revolution is required 
to depose them from their seats. I view the matter other
wise. I think it extremely difficult to know what ought 
to be done; and extremely difficult for those who know (or 
think they know) to persuade others that they are right ; 
though theories' which are difficult and obscure when they 
are new and undigested, grow easier by the mere passage of 
time."* 

Thus, if we adopt Mr. Keynes' view that the financiers, 
bankers and captains of industry have neither the will nor 
the power to prevent the reconstruction of our economic · 
system, we need not consider that the overthrow of the price 
economy by revolution is the only alternative to the status 
quo. Assuming, then, that we are free to choose between an 
economy in which production and consumption are planned 
by public authoriti~ or a modified form of planning under 
which the main features of the price economy would be 
retained, we are left to consider the respective merits of these 
alternatives. 

Wai~g for a moment the question whether such a 
system would work-a question which is discussed in the 
next chapter-let us consider briefly the advantages of the 
modified price economy over that of its alternative. Apart 
from the important fact that the building up of a planned 
price economy would involve less conflict and would therefore 
be attained with less destruction and dislocation, apart also 
from the fact that it would involve but negligible encroach
ments on individual liberty, the modified price economy 
would possess one positive merit of great importance over 
its rival. This merit would consist not in the construction 
of something new, but in the conservation of something, 
old. It would consist in the retention, in large measure, 
of the most advantageous feature of the price economy. 

• New Statesman t.md Nalion, November 24th, 1934· 
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What feature of the price economy was it that was mainly 
responsible for its extraordinary powers of adaptability and 
expansion during the last rso years ? It is a feature which 
those who have had most experience in its working, as well 
as those who criticize it, have frequently overlooked, or at 
least under-estimated. As Sir Arthur Salter puts it : " Those 
who have made and worked this system have normally not 
understood it as a whole. . . . In the days of its greatest 
triumphs, and its scarcely challenged supremacy, no one real
ized how miraculous was the self-adjusting quality of this 
individualistic, competitive, free, unregulated, unplanned and 
unplanning system."* It is this " self-adjusting quality .. , 
which is the most characteristic feature of the price economy: 
To this feature more than any other we owe its great achieve
ment ; for by it the community was able to derive the advan
tage of the exercise by the ablest of its citizens engaged in 
industry of their unfettered initiative and enterprise. 
Indeed, it is no exaggeration to say that any economy which 
is to avoid the Scylla of rigidity and stagnation and the 
Charybdis of corruption must allow, in the words of Sir Arthur 
Salter, " the maximum scope for free adjustments and free 
en terpriset." 

This generalization will be discussed further in the next 
chapter. There we shall see that there are strong reasons 
why an economy in which production and consumption are 
planned by public authority necessarily involves a degree of 
centralization which gives but meagre scope for " free 
adjustments and free enterprise ". In this chapter we 
are concerned with the question, How far can this cardinal 
merit of the capitalist system be retained in the economy 
of the future? To what extent is it compatible with 
economic planning ? 

Our problem then is to discuss the possibilities of success- . 
fully constructing a planned price economy; an economy, , 
that is to say, in which the price mechanism is not super
seded, but supplemented by deliberate planning. Now in 
such an economy three different kinds of planning may be 

• Sir Arthur Salter, Recovery, p. 13. 
t n .. F,rameW<It'll of a11 Ordered Society, p. 26. 
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distinguished: (r) Planning operated mainly from below, 
(2) Planning from above, (3) Planning which springs initially . 
from above, but which is administered independently of the 
State by ad hoc bodies. Let us take each of these types in 
turn and analyse their possibilities. 

Planning from below may be defined as the co-operation 
of producers in a particular industry to deal with the problems v 

which, while being common to the industry, fall outside the 
scope of the individual firm. The need for such co-operation 
has long been recognized in those industries in which such 
problems are peculiarly urgent. Indeed, it is a matter of 
pretty general agreement among the leaders of the basic 
industries that many of the maladjustments of modern 
industry could be eliminated and much constructive work 
promoting efficiency could be effected, if certain important 
matters in which all members of an industry are interested 
were not left as at present either unattended to, or to be 
dealt with by inadequate machinery. Prominent among 
such matters are redundant plant, research, marketing, bulk. 
purchase, and hours and conditions of work. 

The most urgent of these matters are redundant plant and • 
marketing. Let us take first the· problem of redundant 
plant. This problem has become urgent in the basic 
industries, partly because of the various factors which we 
discussed in Chapter II, such as technological progress, the 
growth of capacity abroad, and the fundamental changes in 
the character of demand, partly because of the inflexibility 
of the large-scale business unit. The inflexibility of the 
business unit, especially in the face of a contracting market, 
is one of the main reasons which make the need for unified 
action so urgent in the basic industries. 

The problem of dealing with redundant and inefficient 
plant is, of course, by no means new to industry. Thus we 
find an experienced witness giving evidence on the output 
pools organized by the furniture-making trade before the 
Commission on Trusts appointed in 1919 in the following 
terms: "It was a law of progress that the inefficient should 
go, but in practice progress was impeded because he would 
not go, so instead of trying to kill him they had decided it was 
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better to pension him off, since that cost far less. If the 
inefficient man, who struggled to do 3 per cent. of the trade, 
likes to content himself with rt pet cent. or none at all, the 
difference goes to the more efficient man, who, working more 
economically, can well afford to pay into the pool from which 
the inefficient man can draw compensation."• This opinion 
finds endorsement in the statement of Sir Adam Nimmo 
that " Killing the adversary costs far more. Spread over · 
a period of years the obligations so incurred (i.e. in 
compensating him) would not be burdensome."t 

Several reasons go to explain why business units, whose 
independent existence are not justified by the conditions 
of the market, are able to resist elimination, or even amal
gamation. As Professor Florence remarks: "There is 
usually a willingness on the part of the group of buyers which 
constitute a firm's clientele to pay, if necessary, something 
extra in order to obtain the goods from a particular firm rather 
than from any other. This pocketing of a clientele can be 
achieved even by a trade mark or a doctor's practice and will 
outlive the changing of the actual producer, so that the 
customer's custom can actually be bought and sold in the 
form of goodwill. Moreover, if there were any tendency 
for the consumer to desert his original but more expensive 
producer, that producer . . . would be likely to cut 
prices to meet the new competition. Hence the (cheap) 
large-scale producer would have an uphill fight to dispose 
of his additional product ; and the increased marketing 
costs necessitated might soon affect his decreased producing 
costs."! 

Thus the irrational loyalty and the inertia of the con
sumer tend to make the cost of displacing or absorbing the 
inefficient producer so high that the progress of the efficient 
firms is greatly impeded. And modem conditions are 
enhancing this tendency. " The normal method of defeating 
inefficient producers under the system of full-blooded com
petition was to bankrupt them. . . . But technical and 

• Tht Repv.t on Trw.sls i• British l'IUiuslry, Cmd., 9,236, 1919, p. 3· 
t Tht T1mu, May roth, 1934· 
! Tht Logtc of JIUiu>tnaJ Otga,.ization, pp. 81-:t. 
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financial conditions such as the difficulty of new firms securing 
the expensive plant needed for optimum efficiency have 
latterly slowed down this process of replacement. . . . 
Cut-throat price cutting during a war between firms with 
high-fixed costs may have to proceed to a level below that of 
the prime costs even of the more efficient firm, and for a 
considerable time after the war may involve spoiling the 
market."* 

Another factor tending to keep alive the relatively 
inefficient producer is the number of interests which find it· 
to their advantage to prevent his extinction. Thus " Many 
amalgamations have been wrecked through the fears of 
salaried officials for their livelihood and of shareholders for · 
the loss of their capital."t The middleman, too, has often 
considered it· to his interest to keep industrial units apart 
and has used his influence, which is sometimes considerable, 
to foster disunion among them. 

To facilitate the elimination of redundant plant and the 
promotion of suitable amalgamations is the first important · 
objective of the unification of industries. A scarcely less 
important objective is the promotion of co-operative · 
marketing. The need for some form of co-operative marketing 
in industries producing commodities in bulk is due to the fact 
that the optimum scale for marketing is usually larger than 
that for the technique or management of production. ! 
" I cannot imagine any sphere ", writes Sir Adam Nimmo, 
" in which greater financial advantages could be secured 
under a co-ordinated system of control than in this. Export 
trade under present world conditions is in too many hands. 
The efforts of export merchants are unregulated and lack 
direction and concentration. Their'place should be within 
the co-ordinated plan for each industry. Each industry 
should move towards the control and co-ordination of its 
export trade as the common possession of the whole. By 
combined effort it could better develop a marketing policy 
adequate to meet the international forces ranged against it."§ 

• The Logi& of Industl'ial Organization, p. 83. 
t Sir Adam Nimmo, The Times, May xoth, 1934· 
t The Structul'e of Competitive Industry, by E. A. G. Robinson, p. 8:z. 
§ The Times, May Ioth, 1934· 
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One solution of the problems we have been discussing 
would be to set up for each industry a monopoly in the form 
of a public or semi-public corporation. The matters referred 
to above could then be dealt with by the appropriate depart
ment of the Corporation. But while such a Corporation 
would obviate the need for new co-ordinating machinery in 
the industries in which they were set up, and would secure 
other important advantages, there are obvious objections 
to .such a solution. It is generally recognized that in such 
industries as coal, iron, steel and cotton, etc., the joint stock 
company is the most efficient type of organization for 
conducting productive operations. It is, in fact, the best . 
compromise between complete centralization and the one 
man business or partnership ; for it combines the advantages 
of large-scale organization with that of decentralization 
of control. 

How then is the main defect of the joint stock company 
organization of an industry to be overcome ?-the defect, 
namely, that there are important matters with which no one, 
company is competent to deal. This defect has, of course, 
long been recognized, as the growth of associations to deal 
with some of these matters testifies. Thus several industries 
have set up research associations, publicity and propaganda· 
associations, export associations, joint undertakings for bulk 
purchase, and even association$ to deal with surplus capacity, 
such as the Woolcombers' Mutual Association Ltd. and 
National Shipbuilders' Securities Ltd. 

This development, however, of setting up ad ~c associa
tions to deal with matters outside the scope of individual 
firms has suffered from two important defects. In the first 
place : " Many leaders "of industry find themselves on so · 
many committees that they complain of having insufficient 
time for their jobs, and yet much co-ordinative work is not 
done.''• Sec~mdly, many ofthese associations lack the power 
necessary for the efficient performance of their functions. 
They cannot coerce a recalcitrant minority, or impose a levy 
on all firms for activities which are in the common interest. 
In a word, they lack the authority to impose a common 

• Tlw Timts, March 16th; 1934· 
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policy on the industry they represent-an authority which 
statutory powers only can confer. 

The solution would seem to be in the compulsory unifica
tion of those industries in which unified action is a prime 
consideration. This would necessitate the setting up of a 
constitution for each industry. These constitutions would, 
of course, vary from industry to industry according to their 
needs and circumstances. 

To generalize about these industrial constitutions is not . 
very helpful. Some idea of the possibility of progress along 
these lines, however, may be gauged from the constitutions 
which have already been set up. That of the coal industry is 
the most complicated. It is based on the federal principal. 
Each district has constructed its own District Scheme to deal 
with the regulation of production and prices, the transfer of 
quotas, commercial policy, etc. Superimposed upon the 
District Schemes is a Central Scheme which stands at the 
head of the whole system. The Central Scheme is adminis
tered by the Central Council, which is elected by the District 
Boards. Besides regulating production as between districts, 
co-ordinating district prices, and acting as arbitrator, the 
Central Council, in co-operation with the Districts, draws 
up plans every quarter for the future production of coal, 

. thereby "introducing a large degree of economic planning 
into the whole administration of the industry ". * 

The constitution of the coal industry, however, not only 
provides machinery for the unified operation of the industry, 
but also for the planning of its organization. This latter 
task is the function of the Coal Mines Reorganization 
Commission. The type of structure which the Commission 
is aiming to set up is that of a two-storey building, the ground 
floor of which is to consist of total amalgamation, the upper 
storey of partial amalgamation. The total amalgamations 
are designed to bring the operating units, by means of finan
cial mergers, to the size which is optimum for productive 
efficiency. Partial amalgamations, on the other hand, are 
designed to associate the operating units over wide areas for 

* :Mr. Neuman, Economic Orga-nization of the British Coal 'Industry, 
p. 386. 
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the purpose of controlling the development of such areas, 
the promotion of co-ordinated selling and concentration of 
production. · 

The constitution, however, of those agricultural industries• 
which organize themselves under the Agricultural Marketing 
Acts are distinguished by important differences from the 
constitution for coal. In the first place, producers under the 
Marketing Schemes are not organized on a federal basis. 
The schemes are operated by national boards elected directly 
by producers. Secondly, the task of reconstruction is not 
undertaken by an extraneous body like the Coal Mines 
Reorganization Commission. It is undertaken by the 
producers themselves, either by the Marketing Board or, 
as in the case of the bacon-pig industry, by a special Develop
ment Board. 

It is not suggested that this policy is applicable to all 
industries. Its application would be confined mainly to 
such industries as coal, iron and steel, cotton and agriculture, 
that is to say to industries producing commodities in bulk. 
Industries producing specialities are not confronted with 
similar problems. They do not experience the same need 
for unification. 

Enough has been said to indicate what is meant by 
planning from below. In Part II we shall deal in some 
detail with what has already been done in this direction in 
coal, electricity, and in several of the agricultural industries. 

It will be noticed that the type of planning we have been 
discussing does not call for any important extension of the 
function of the State. The State needs to do little more than 
pass enabling legislation and to supply that expertise which 
only it can command. There are problems, however, which 
fall outside the scope of planning from below; and this brings 
us to our second type of planning-planning from above. 

The planning activities from above in the planned price 
economy would not, of course, be nearly so complex or"" 
detailed as in the Russian type of planned economy. There 
would be no Planning Commission, the business of which 
in the latter type of economy would be, as Mrs. Wootton 
tells us, " to determine what factories should be built, what 
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pits closed, what wages paid in this and that trade, and what 
prices charged for such and such goods "* ; or " to plan for 
so many million tons of coal and so many million tons of 
potatoes . . . because they (the planners) have quite 
arbitrarily chosen these exact figure.Uor no better reason than 
that one must in the end choose some figure or another."t 

That there would be no Planning Commission with such 
comprehensive powers in the planned price economy would, of 
course, involve certain disadvantages. Perhaps the greatest 
of these is the fact that the most remarkable feature of the 
Russian economy-the planning of consumption-<ould not 
be incorporated in the system ; for the planning · of· 
consumption enormously simplifies ·the economic problem. 
It obviates all the difficulties which arise in consequence of 
the vagaries of consumers' demand. As Professor Sargent 
Florence puts it : " So much of a series of articles is 
planned to be consumed and just so much is produced. 
Precisely those articles which can be produced economically 
in large quantities can be planned to be consumed and large 
scale production and operation can be carried on with no fear 
of loss by lack of sales."t 

As the planning of consumption is clearly incompatible 
with a price economy, these great advantages would have 
to be foregone. The consumer would be left, within the 
limitations of modem economic conditions, to call the tune to 
production-a privilege which he may not be sorry to retain. 
This does not mean, however, as some writers assume, that 
planning activities from above must necessarily be confined 
to negative action, even under the further limiting con
dition-the private ownership of the means of production. 

What planning activities, then, could the State under
take in an economy in which consumers' demand is left 
uncontrolled and in which. the means of production are, in 
the main, private property ? 

Such activities as come within the scope of the central 
planning authorities fall under two main heads. First 

* Plan Of' No Plan, p. 308. 
t Ibid., p. 324. 
t Tlu Logic of Industrial Organization, p. 51. 
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and foremost, they would be concerned with those decisions 
which determine the tempo of industrial activity throughout 
the country, namely, the decisions which relate to credit and 
investment. Secondly, they would be conc:erned with 
controlling and guiding the economic development of the 
country. 

Undoubtedly, this first category of decisions is the most 
important task which the State must tackle. The experts, 
it is true, are by no means in agreement as to the correct 
principles of Investment and credit control, so that the State 
will have to proceed cautiously and tentatively in dealing 
with this problem. They do agree, however, that Invest
ment and credit control is the key to the elimination of the 
alternating booms and slumps which above all other factors 
are responsible for economic dislocation. Moreover, the great 
world depression has taught us much; and, upon the basis 
of this experience, which has shown up many serious errors 
of policy in the pre-slump period, the State, in conjunction 
with the City, should be able to do much to maintain 
industry on an even keel. As regards the power of the 
State to influence credit conditions there can be no dispute : 
the large operations on the money market by the Treasury, 
the Exchange Equalization Fund, the power to control foreign 
issues-these are all powerful weapons for the control of credit 
and, therefore, of the tempo of industrial activity. 

Under the second heading, also, important planning 
activities are appropriate to the central planning authorities. 
The control of the economic development of the country 
involves two aspects-the guiding of savings into the appro-.,. 
priate channels for investment and the control of the location 
of industry. As regards the first aspect, there is pretty 
general agreement as to the necessity for supplementing the 
present system of Investment. As Professor Sargent Florence 
has pointed out, "it has become increasingly difficult to 
attract it (i.e. capital) into the channels most likely to be 
efficient. Here the obstacles to rational organization are the 
investors' ignorance and the strong economic incentive offered 
to the company promoters' dishonesty. . The obstacles 
to the pro\'ision of industrial capital . . . from the 

' 
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private investor have proved so formidable in recent years 
that the participation of the government has been proposed 
at various points."* It has been proposed that the Govern
ment, in addition to enforcing the publication of more detailed 
accounts, should " give guarantees of at least a minimum 
interest. In place of guinea-pig directors there might even 
be substituted publicly appointed directors who would 
combine vigilance over investors' interests with business 
intelligence. . . . . And if guarantees are given for 
Investment in some directions, in other directions it might 
be censored altogether."t , 

The State can also do much to plan industrial develop
ment by co-operating with public or semi-public corpora-' 
tions. Indeed, much has already been done in the last few 
years through the instrumentality of the B.I.D.-a body 
which· came into existence through the co-operation of the 
Government and the Bank of England. It was the backing 
of the B.I.D. which made possible the formation of the 
Lancashire Cotton Corporation. Many of the important 
rationalization schemes which have been effected in iron 
and steel materialized through its support. Moreover, the 
State will acquire power to influence the development of 
the various industries as and when they organize themselves 
along the lines of coal and agriculture. Indeed this power 
has already been exercised in the case of coal, agriculture 
and iron and steel. For the State, in virtue of its power to 
grant or withhold important privileges, can bring strong 
pressure to bear on any organized industry whose develop
ment it wishes to control. 

In the second aspect of the control of economic develop
ment-the location of industry-there· is also considerable 
scope for planning from the centre. The growth of industry 
in the south of England, for example, should clearly be sub
jected to control, from the point of view both of preserving 
amenities and of economic efficiency. The encouragement 
of new industries in the declining industrial areas is another 
opportunity for planning. Such activities conducted in 

* The Logic of Industrial Organization, p. 193. 
t Ibid., p. 193. 
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conjun~tion with the representative bodies of the various 
industries and with the local planning authorities* would do 
much to promote co-ordinated industrial development. · 

Finally, there is a third type of planning-planning which 
springs initially from above but which is conducted indepen
dently of the centre by ad hoc bodies. Two eminent examples 
of such planning are the Central Electricity Board and the 
London Passenger Transport Board. A consideration of this 
type of planning is postponed until Chapters VII and VIII, 
when the work of the Electricity Commissioners and the 
Central Electricity Board is dealt ·with in some detail. 

These three types of planning activities, conducted with 
energy, would bring the economic life of the community' 
under a large degree of conscious control. The benefits of 
such control would be twofold. In the first place, it would 
promote the efficient use of the nation's economic resources.' 
This would be the work mainly of the first and third· type 
of planning. For such planning would provide for the 
performance of those functions which are at present not 
performed at all or, if they are performed, by bodies 
quite unsuitable for the purpose ; it would also provide for 
the formation of ad hoc Public Corporations for the running 
of those industries whose efficient administration depends on 
a monopolistic organization. 

In the second place the conscious control of the nation's 
economic life on the lines described above would promote\ 
an end no less important than that of efficiency-the lessening 
of the greatest economic evil with which this country is 
afflicted-the irregularity of industry. This indeed must 
be the prime objective of all economic planning. If those 
who speak on this problem with most authority are right in 
their diagnosis, then this objective will be attained through 
the wise control of Credit and Investment-a function which 
ob\•iously falls ·within the sphere of the central planning 
authorities. 

In order that we may obtain a clearer idea of what is 
meant by planning in a price' economy, we conclude this 

• Set up under the Town and Country Planning Acts. 



44 PLANNING UNDER CAPITALISM 

chapter with a brief discussion of the definition of 
planning. 

Where are we to draw the line between the economic 
activities of the community which are unplanned and those 
which are planned? Does rationalization, for example, 
constitute planning, or the formation of amalgamations? The 
answer is that it depends upon who promotes amalgamations 
or rationalization. The rationalization, for example, of the 
soap industry carried out by Lord Leverhulme was not, in 
our sense, "planning", but that promoted by the Coal 
Mines Reorganization Commission is. 

This distinction between planned and unplanned activity 
is not arbitrary. In a sense, of course, all or nearly all 
economic activities are planned. If a business man decides 
to extend his plant, to employ more labour, to accept or to 
give a particular contract, or to amalgamate with another 
firm-in making any of these decisions he is, in the everyday 
sense of the term, pla.:rining. He is planning his organization 
and his production to meet the future requirements of the 
market. All entrepreneurs plan, in the sense that they take 
deliberate steps to co·ordinate and control their businesses 
to the best advantage that their ability and their knowledge 
permit. This kind of planning, however, is the response of 
business men to the . normal incentives of the economic 
environment. " Planning ", in our sense, begins only at the 
point where theseincentivesceasetooperate. In the example 
given above the formation of Lever Brothers was not 
"planning ", because it was the response of the business men 

· concerned to the incentives of the economic environment. 
On the other hand, amalgamations promoted by the Coal 
Mines Reorganization Commissions are planned, because the 
normal economic incentives have here been supplemented by 
a body other than the firms concerned in the amalgamations. 

Thus " planning "in a capitalist economy may be defined 
as the supplementing of the price mechanism of the capitalist 
system by some body or bodies whose function it is, not to 
interfere with economic forces, but to strengthen them, 
either by removing obstacles which obstruct their operation, 
or by undertaking constructive tasks which are beyond the 
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scope of the individual firm. Such a body may be composed 
of representatives of the industry with which it is concerned, 
such as the Milk Marketing Board ; or it may be a body of 
experts nominated by the State, such as the Coal Mines 
Reorganization Commission. Again, it may be a body 
concerned with one particular industry, such as both the 
bodies mentioned above ; or it may be a body with a wider 
jurisdiction, as a National Investment Board would be. 

Planning, then, consists in supplementing the capitalist 
system by bodies, the scope of whose decisions are wider than. 
those of the individual units of which that system is com- . 
posed. " In every economic system ", writes Mrs. Barbara 
Wootton, " deliberate decisions are made by individuals and 
groups, and the big picture revealed by the statistician and 
the economist is the aggregated result of these decisions. . . • 
The basic difference between the planned and the unplanned 
economy is . . . that the scope of particular decisions 
is there more narrowly limited."* 

In Mrs. Wootton's opinion, however, an economy does not 
become a really planned economy until the scope of particular 
decisions has become state-wide-that planning necessarily 
involves the setting up of some central planning body with 
power to dictate the production programme that the various 
industries must undertake. " The distinguishing feature of 
the price economy is . . . that it knows no such general 
plan (as the planned economy), that while the area over which 
particular wills have control varies enormously, yet it always 
stops short of the point at which the whole may be said to 
be willed. . . ."t We here encounter the view that the 
planning we have discussed in this chapter is not planning 
at all, that planning in the real sense of the word can only 
be undertaken in a community in which the means of 
production are collectively owned. A discussion of this 
view fom1s the topic of the next chapter. 

Under this modified form of planning the present economic 
system would be supplemented step by step at the points 
where the economic forces making for equilibrium are 

• PI"" ,.. .\'o Plan, p. 48. 
t lb&d., p. ,.s. 
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obstructed. The ultimate form of the economy which would 
thus be built up it is impossible to predict; experience alone 
can determine how far the best features of the price economy 
could be incorporated into an economy in which the major 
outlines are subjected to conscious control. It would be 
very largely a policy of trial and error and experiment, under 
the guidance of certain leading priliciples. 



CHAPTER IV 

THE CRITICS OF PLANNING 

OF the three possible points of view on economic policy, two 
areequallyemphaticinassertingthatinacapitalist~ommunity 
(a community, that is to say, in which the means of produc
tion are in the main privately owned) measures of planning 
are inevitably doomed to failure. What are the grounds for 
believing that the policy outlined in the last chapter must 
fail of its purpose ? This policy, it will be remembered, 
would leave the more detailed work of planning in each 
industry-the adaptation of productive capacity to demand, 
the development of the industry as a whole, the control, in 
varying degrees according to its special circumstances, of its 
production, marketing, and so on-to organizations repre
sentative of the producers of the industry. The functions of 
the various organs of the State, on the other hand, would be 
confined, mainly, to broader issues, the ultimate regulation 
of producers' organizations, the decisions which determine 
the general tempo of industrial activity, the control of Invest
ment and of economic development generally. Finally, a 
not unimportant sphere of planning would fall to ad hoc 
public corporations, such as the Central Electricity Board 
and the London Passenger Transport Board. 

The first objection that must be met is that an economy 
in which planning powers are conferred on producers would " 
produce" a communitymore planned against than planning".* 
For " a general plan that is built up from the partial plans 
made by sectional groups in the pursuit of their own interest 
can at best represent an unstable compromise between the 
competing designs of units, each of which inevitably puts its 
own advantage first and that of the general public only a poor 
second. So long as the instruments of production and the 
products thereof are the property of private persons interested 

• ~1rs. Barbara Wootton, Plan or No Plan, Gollancz. 
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in the financial results of operating those instruments and 
selling those products, the major economic decisions must be 
made firm by firm, or industry by industry, in accordance 
with the view taken by those persons of the .course most 
advantageous to their own industry or firm. . . . The 
output of steel will be planned to make a paradise for the 

·steel plants, the output of beer will be planned to make a 
brewers' paradise, the output of pictures will be planned to 
make heaven on earth for the artists."* 

We have here two points to consider. In the first place, 
we have to ask-What production policy is. an organized 
industry likely to pursue ? Is it likely to enforce on its 
members a low output in relation to existing plant, or will it • 
endeavour to keep the industry working to capacity ? 
Secondly, we have to ask-What attitude is an organized · 
industry likely to take to the entry of new producers ? 

An organized industry, we are told, would pursue a 
, restrictive policy under both heads. As regards the second . 

head, it is, of course, true enough that an industry regards 
new competitors with hostility. It is equally certain that an 
industry endowed with the unlimited power to control their 
entry would abuse it. But there is no suggestion that such 
powers would be granted. The utmost that could be 
conceded to industrial self-government in this respect is that 
an industry should be allowed to draw up rules with which 
new competitors must comply, subject to the safeguard that 
these rules should be ratified by the Board of Trade ; just as 
Marketing Schemes under the Agricultural Marketing Acts 
are submitted for approval to the Ministry of Agriculture. 

What attitude should we expect an organized industry to 
take as regards existing productive capacity? Would it 
plan its production so as " to make a paradise " for the pro
ducer, in the sense, presumably, of unduly restricting the 
production of its members in order to push prices above 
the economic level ? Recent experiments do not show that. 
this is always or even usually the case. In the coal industry 
for example, the Government again and again has had to 
bring pressure to bear on the coal owners to make the 

• Plan (W No Plan, p. 320. 
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provisions of the schemes as regards the restriction of output 
effective. Nor are the reasons why the coal owners have 
been so reluctant to restrict output peculiar to the coal , 
industry; they are applicable to most industries, especially 
those in which production is on a large scale. If they were 
not, the situation which Mrs. Wootton envisages as a result 
of planning of production by the industries themselves-
a situation in which the community would be more planned 
against than planning-would already be largely realized. 
For, as no less an authority than Mr. A. Loveday has pointed 
out, "the most important single characteristic of modern 
business " is the control of output and of prices by one means 
or another-whether by mergers, associations, cartels, 
gentlemen's agreements, or still less precise understandings. 
In one country or another almost every article of common 
use is produced underconditions of eliminated competition."* 
But, on the whole, we do not find that this power of the 
producer to control production and prices has been seriously 
abused. On the contrary, in many instances the producer 
has had to take concerted action in order to prevent prices 
falling below a remunerative level. What is the explanation 
of this paradox ? Why, when the coal owners were given 
statutory power to limit output and impose minimum 
prices, were they not only guiltless of abusing these powers, 
but were even reluctant to put them into force? 

The explanation is to be found in two important tend
encies of modern industry. The first of these tendencies 
is the increasing proportion of overhead costs in the price 
of those commodities produced on a large scale. In every 
large-sca~e firm a large proportion of its expenses are · 
relatively fixed; the volume of its output affects them 
but a little. Hence it is a prime consideration in such 
firms to maintain a high volume of output so as to spread 
their overheads over as large a number of units as possible. 
The nearer to capacity the plant is worked, the lower the 
cost of each unit. · 

Now under modern conditions, an industry often finds 
a large output with low costs per unit more profitable than 

• BriJu.iN and World Tfadl, p. 98. 
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a smaller output with higher unit costs. This is due to 
a second tendency in modern industry, the tendency for 
the demand for commodities and services to become more 
and more elastic. Most industries find tha.t a relatively 
small change in the prices of their product has a much 
greater effect on demand to-day than it had fifty or even 
twenty years ago. As :Mr. Loveday puts it : " A new 
economy is thus evolving under which competition between 
individual producers of similar articles is gradually diminishing 
and competition between alternative and quite distinct 
commodities is becoming more and more acute. Advertise
ment by competing industrit:S is gradually replacing 
advertisement by individual firms."* 

The explanation of this tendency is to be found, of 
course, in the advance of industrial technique. To take 
the most obvious example, thirty years ago there was 
virtually only one source of mechanical power-coal ; 
there was no substitute for steam power. Hence the 
coal industry and the railways possessed a powerful 
strategic position. How powerful that position was in the 
case of the railways is well illustrated by the elaborate 
legislation passed from the time the main lines were con
structed down to 1914. The rise, however, of the internal 
combustion engines revolutionized the situation. Since 
the war the railways, far from occupying a monopolistic 
position, have had to fight a keen competitive battle with 
road transport. And similarly with the respective motive 
powers of these two modes of transport. The bargaining 
strength of the coal industry has been very much weakened 
by oil, the importance of which is due to the internal com
bustion engine. In short, technical progress is constantly 
placing at man's disposal new processes and new materials • 
(or what virtually amounts to the same thing, materials 
already in use at a substantially lower cost), so that his . 
dependence on any particular commodity is tending to 
become less and less. 

Thus an industry which is organized to plan its own 
production programme would not necessarily find it 

* Britai1t and WIWld Trade, p. 99. 
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advantageous to pursue a restrictionist policy. Not only, 
as we have just seen, would an industry have to fear the 
competition of industries producing commodities which 
could be substituted in a greater or less degree for its 
own, but also to reckon with the fact that most of 
its constituent units-and especially the most up to date, 
the highly capitalized units-would find it advantageous 
to maintain a high volume of output. For the nearer to 
capacity a firm works the lower is the cost per unit of the 
article it produces ; and the larger the volume of its sales 
the smaller the margin of profit on each unit it can afford 
to accept. Thus an industry which adopted a restrictionist 
policy is likely to find that the higher price which it could 
thus extort from the consumers would be offset, firstly, by 
the tendency for a lower volume of output to raise unit 
costs, and, secondly, by the cutting into its markets of 
commodities which could be substituted for its own. 

It is not proposed, however, that these economic forces 
should be the sole safeguard of the consumer. For some 
industries to whom it may be found expedient to grant 
a measure of self-government enjoy a greater hold over 
their markets than others. The demand for their products 
may not be sufficiently elastic to deter producers from 
exploiting the power which organization would give them. 
It would be necessary, therefore, for the State to supervise 
the output policy of each organized industry, as well as 
its policy as regards new competitors. And here, too, the 
State would have adequate power to impose its views. 
It could, without proceeding to positive action, make most 
industries toe the line by threatening to lower a tariff, to 
withdraw a restriction of imports, or to stimulate the 
production of a competing commodity. And, in the last 
resort, it could abrogate or drastically amend the 

. constitution of an offending industry. 
Thus the objections to a policy of granting to industry 

a measure of self-government are found to be not insup
erable. An economy in which the important industries 
enjoyed considerable powers over their programmes of 
production would not necessarily produce a community 
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" more planned against than planning ". The economies 
of large-scale production, the competition between substi
tutable commodities, and the vigilance of the appropriate 
Government Departments, · together with the influence · 
of public opinion, should prove sufficiently powerful to 
counteract the centrifugal forces in industry. 

So much for the problem of planning from below ! As 
regards planning from above in a capitalist economy, the 
objections are of an even more fundamental nature. For, 
it is contended, a Government " which does not have the 
disposal of the instruments of production and of the product 
of industry under its control will, in effect, have to confine 
itself toplanning of a negative and obstructive type. . . . . 
It may ftx maximum or minimum prices for milk or meat 
or metals, or schedule this area for dwelling-houses and 
that for factories, but jt is quite unable to make two blades 
of grass grow where only one was before, or to add so much 
as four legs of mutton to the output of meat, or even to· 
erect a single factory on the sites that it has prescribed 
for industrial production. It can forbid a man to let the 
premises that he owns for the sale of fish and chips, but 
so long as he does own these premises it is unable . . . 
to order him to use them for that purpose, or to lay down 
the exact number of haddocks and live eels that he is to 
offer for sale therein."* Thus, concludes Mrs. Wootton: 
" So long as the instruments of production and the products 
thereof are the property of private persons . . . the 
major economic decisions must be made firm by firm, or 
industry by industry, in accordance with the view taken 
by those persons of the course most advantageous to their 
own industry or firm."t 

Now it is, of course, indisputable that so long as a firm 
is, in any real sense, the property of the people who 
ultimately direct it, it cannot be subjected to the positive 
control of a central planning authority. It would, of 
course, be incompatible with the principle of private 
enterprise for the Ministry of Agriculture to issue a decree 

• Plan or No Plan, p. 320. 
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directing farmers to increase their output of milk by a 
. certain percentage, or to issue positive orders concerning 
the methods of production. In that sense it is a truism 
to assert that a central planning authority would be" quite 
unable to make two blades of grass grow where only one 
was before, or to add so much as four legs of mutton to 
the output of meat, or even to erect a single factory on 
the sites that it has prescribed for industrial production." 

More could be done in this direction, however, than 
this statement implies. Something approaching the power 
to do these things may be given to ad hoc boards. As we 
shall see in the chapter on the Pig Scheme, such powers have 
actually been given to the Pig Development Board. This 
Board, which may well be the forerunner of many similar 
Boards, possesses the power not only to close bacon factories 
which it considers inefficient or redundant, but also to 
prescribe the methods of production, and even to build new 
factories with a view to planning the bacon curing industry 
on national lines. Planning authorities such as the Pig 
Development Board or the Coal Mines Reorganization 
Commission may quite reasonably be expected to make two 
blades of grass grow where only one grew before. But our 
criticism goes deeper than this; it questions the basis of the 
whole argument. It denies that the "major economic 
decisions " consist in the decisions of individual firms as to 
their production programmes or their methods of produ~
tion. These decisions are decisions of detail, not of high 
policy. 

What, then, are the major economic decisions ? Surely 
they are those which determine the whole tempo of industrial 
activity and which influence the nature of future development 
and of demand. The major economic decisions are made 
not at Middlesbrough or Oldham, at Newcastle or on the 
Clyde, but in Threadneedle Street, in Lombard Street, and 
in Whitehall. It is the decisions of the Bank of England 
ou bank rate policy and on open market dealings, the decisions 
of the Big Five as to the use of the funds at their disposal, 
the attitude of the" Issuing Houses" to the new enterprises 
that are being contemplated by the industrialists and the 
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company promoters. The economic decisions of the greatest 
import, however, emanate from the Treasury. For the power 
and prestige of the Treasury enable it to influence the 
important decisions of High Finance to an important degree. 
This influence it exerts partly in a direct manner by placing 
semi-official or official bans on particular financial operations, 
by offering financial assistance to schemes of reconstruction, 
or by its collaboration with the Bank of England ; and partly 
in an indirect manner by the operations it conducts in its 
own important sphere. The control of Public Finance, 
the operation of the Exchange Equalization Fund, the con
trol of public work schemes-these activities of the Treasury .. 
play an important part in determining the tempo and even 
the direction of the economic activities of the community. 
It is these decisions which are the "major economic 
decisions " ; for they determine, so far as human volition 
can determine, the major factors by which the individual 
firms of the various industries regulate their activity. 

Thus the fact that under private enterprise the central 
planning authorities could not dictate to producers what 
and how much they shall produce, does not render planning 

. from above and the private ownership of the means of 
production incompatible. For while producers would be 
free to determine their own production and investment 
programmes, according to their view of the conditions of the. 
market, these very conditions of the market can be, and are 
to a considerable extent, influenced by operations from the 
centre. 

Thus private ownership of the means of production is 
not incompatible with planning. In the first place, as we 
have seen, the play of economic forces, together with super
visory control on the part of the Government, would obviate 

· the abuse of the powers which the unification of an industry 
would confer on it. In the second place, the fact that under 
private enterprise the Central Planning Authorities could not 
give positive orders to producers does not mean that 
constructive planning from the centre would be rendered 
impossible. For the major economic decisions are not made 
by producers. Broadly speaking, it is true to say that the 
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decisions of the producers are largely automatic responses to 
the indices of the market. If the central planning authorities 
can control these indices, \'\-ithin the limits, of course, set 
by economic forces, they can afford to allow producers the 
power which they at present possess to determine their own 
production programmes, 

Let us take another important issue. The advocates 
of planning are constantly pointing out, and quite rightly 
pointing out, that much of the post-war economic develop
ment in Britain has been haphazard, needlessly destructive of 
amenities, and economically wasteful. This surely is one of 
the important issues on which "planners" base their case. 
But here again the remedy does not necessarily involve 
abolition of private property in the means of production. 
It would only be necessary to proceed further along the lines 
of the Town and Country Planning Act of 1932 for the whole 
country to be mapped out into residential areas, industrial 
areas, and agricultural and amenity areas. As regards 
planning the location of particular industries, the Industrial 
Boards which it is proposed to set up, would act in conjunc
tion with the Central Planning authority, which would 
regulate the setting up of factories, etc., by the issue of 
licences. This latter body would, of course, be guided by 
the national survey which, in conjunction with the Local 
Authorities, it would have carried out. 

So far our argument in this chapter has been a defensive 
one. \Ye have been concerned to show that a policy of 
supplementing a capitalist economy by constructive planning 
measures is a practical policy. Constructive planning and 
the private ownership of the means of production are not 
incompatible. We now proceed to a positive justification of 
this policy by suggesting the advantages which a planned 
price economy would have over the collectivist economy. 

These advantages may be traced to one source. As was 
pointed out in the last chapter, the planned price economy 
would in large measure conserve the cardinal quality of the 
capitalist system-its" self-adjusting quality", whereby the 
maximum scope is given for " free adjustments and free 
enterpri:sc ". The planned collectivized economy, on the 
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other hand, would necessarily sacrifice this quality, involving 
as it would a high degree of centralization. For the collectiv
ization of industry would mean the substitution of the entre
preneur by a public functionary. In public utility industries 
and in industries concerned ~th standardized products 
this need not be a fundamental drawback. Indeed, the 
advantages of centralized control may often outweigh the 
loss of flexibility. But what of commerce, of industries, 
such as coal, in which productive conditions are diverse,ofthe 
industries producing quality goods? For the functionary, 
acting, as he necessarily would be, under instructions from 
above, would be precluded from doing anything he could not 
defend or explain. If he were not, and if the ordinary 
precautions of accountability were relaxed, the opportunity 
of lucrative speculation would attract dishonest people into 
the service, and no safeguard could be devised to keep them 
out. Thus he would be unable to exercise his discretion, as 
the private 'trader can, in making judicious concessions to 
individuals, in taking risks of loss, and in compromising 
liabilities. . 

The injurious consequences of the restraint which 
pecuniary accountability would impose are, as Mr. Hawtrey 
points out, largely due to human psychology. The practical 
judgment, upon which many of the most important business 
decisions are made, is partly subconscious ; all the factors 
which determine it do not enter the realm of consciousness. 
A man may feel confident that a particular judgment is correct 
without being able to formulate, even in his own mind, the 
reasons for being so. And, in so far as the practical judgment 
is conscious, its mental processes are not always linguistic. 
There is thus a tendency for any officialhierachyto be limited 
to those decisions that can be readily communicated in 
language from one functionary to another. Enterprise and 
originality are at a·discount.* 

It is for this reason that collectivized production is at a 
serious disadvantage in those cases in which the specification 
and grading of the product are matters rather of judgment 

"' The Economic PYoblem. Chapter "Collectivism". The argument 
above is almost entirely indebted to this original and stimulating book. 
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than of rule ; that is to say, over a very large part of industry. 
" The question is ", writes Mr. Hawtrey, "how far the 
product suits the purchaser, who may be either an ultimate 
consumer or a producer." In either case the collectivised 
industry is at a serious disadvantage. " In a collectivist 
state the producer will have just cause of complaint if he is 
supplied with defective materials. But if he has either to 
refuse to accept them, or having accepted them, to excuse the 
consequent defects in his own product, he must be able to 
state his criticisms in a definite form. The grading of the 
materials by an inspector is not a solution, because we are 
concerned with materials too varied and too individual to be 
regularly graded. Wool is sold by auction because, unlike 
cotton, it cannot be systematically graded. But the diffi
culty of grading arises more generally with half finished 
products. Hence the selection of materials is likely to be 
less perfectly done, which means a lower standard of 
product."* 

This outcome of collectivization, inevitable it would 
seem in the present state of our capacity for administration 
and organization, is one which a country like Britain, whose 
standard of life depends so largely on the sale of high quality 
products overseas, could not lightly accept. That is one 
important reason why Russia's attempts at planning have 
less significance for us than some writers would have us 
believe. The Russian economy, with the exception of certain 
raw products like wheat, oil and wood, is concerned entirely 
\\ith production for the horne consumer for whom consump
tion is planned, and who has to purchase what the 
authorities see fit to produce. Thus, as Professor Hoover 
points out : " The Soviet system of industrial production 
does not have to take account of changes in the style of 
clothing ; neither does it have to produce small quantities 
of articles of luxury which could be sold at a high price, but 
for which the production costs would be very high. Small 
attention is given to refinement of detail, to polish, and to 
improvement of finish of products." t 

• The Ercnwmic Problmc. Chapter "Collectivism ". 
t Ec011o0mw:: L«fe of S011ut RUJ>na. p. -40. 
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Thus, as regards the production of quality goods, the 
Collectivist economy would operate under serious disadvan
tages. And it is unlikely that its achievements in the sphere 
of standardized production would compensate for the loss 
of foreign markets and the decline in the quality of consump
tion at home. But it is in the sphere 'of commerce and 
marketing that the most serious problems would confront the 
Collectivist economy. For nowhere is the unfettered 
practical judgment more necessary. It is not surprising 
therefore to find that it is on this front that th~ Russian 

· economy has proved least successful. So favourable a critic 
of the U.S.S.R. as Mr. Louis Fischer, contrasts the achieve
ments of Russian planning in industry with its failures in 
distribution in the following terms : " Generally speaking 
then, production in city and village has registered tremendous 
progress. Distribution, however, is in a mess. Part of the 
difficulty is bad freight transportation by land and water 
(passenger service has improved), but the trouble goes much 
deeper. Goods lie in warehouses and rot while.the consumer 
searches for them in one store .after another. Widespread 
inefficiency and endless red tape bureaucracy are aggravated 
by equally widespread speculation and the venality of petty 
officials. The Soviet press regularly prints details of the 
misdemeanours of store managers and co-operatives' 
employees. But the cancer remains."* 

In his discussion with Mr. E. F. Wise on Import Boards,f 
Professor Robbins has shown the disadvantages of state 
trading, even in such a straightforward commodity as wheat. 
These disadvantages, however, may only be revealed in the 
course of time. At the outset men from existing businesses 
would be selected to run the Board. Thus for a generation at 
least the same men with the same ability and same moral 
habits would be working under a different label. But what 
of the following generation-would they be as efficient? For 
new conditions would be created by their relation to the 
Government. Efficiency in trading depends essentially on 
flexibility of organization and capacity for rapid and 

• New Statesman article," Russia's Progress", September 29th, 1934· 
t Political Quarterly 1930. 
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untrammelled decision. But these qualities are conspicuously 
absent from forms of organization responsible to a demo
cratic State, because the forms of procedure must necessarily 
be elaborate and cumbersome. Would the Import Board be 
liable for bankruptcy ?-that is the test as to whether it 
would have the same freedom as private traders. As the 
State must necessarily assume financial responsibility, the 
forms and procedure essential in an undertaking responsible 
to Parliament would have to persist. · 

The disadvantages under which the collectivist economy 
would operate in the production of quality goods and in the 
sphere of marketing, we have attributed to its lack of the 
" self-adjusting quality" which characterizes the price 
economy. This lack would also show itself in another way. 
By severing the vital link between the consumer and the 
producer, it would remove an important stimulus to origin
ality, both in improving the quality and the character of 
production. For it could provide no adequate substitute 
for the mechanism by which the consumer makes his wants 
known. This mechanism, as critics of the capitalist system 
have often pointed out, is very imperfect ; but where there is 
competition among producers, the sales of the finished products 
are some indication that the consumer's wants are being 
catered for according to what he believes to be his satisfaction. 
But where there is only one producer, the consumer is 
compelled to content himself with what Authority sees fit to 
produce. He could not, as at present, make his views known 
by giving his custom to the trader who gives him what he 
wants. Thus an important incentive to originality in quality 
or in kind of articles produced, success in which in the price 
economy offers exceptional profits, would be removed. 
Moreover, as Mr. Hawtrey points out, if a customer should be 
dissatisfied with one article, the shopkeeper would have no 
motive except a sense of duty to show him another, or tell 
him where they could be got. The efficient shopkeeper would 
be overworked, and conversely. • 

This analysis of the respective merits of a planned price 
economy and a collectivist economy is, of course, far from 

• Tlu Eronomi.c Problem. Chapter " Collectivism". 
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being exhaustive. If it had been, we should have been carried 
into the higher regions 'of theoretical economics. Our task 
has been a more modest one. We have endeavoured to show 
two things. First, that the critics of planning in a price 
economy have not made good their case. They have not 
advanced any substantial reasons for believing that planning 

. and the private ownership of the means of production are 
incompatible. Indeed, when in Part II of this book we come 
to consider the more important of the actual planning measures 
that are already in being, the impression we shall obtain, 
even from these modest beginnings, will be that the scope of 
planning in a price economy is not inconsiderable .. 

In the second place, our analysis has been concerned to 
show that the protagonists of collectivism have not dealt 
with the most elementary implications of such an economy. 
They have not shown how, in an advanced country like Britain, 
an economy which lacked the self-adjusting quality of the 
price economy-a quality which is bound up with private 
ownership in industry-could effectively cope with the 
problems which would confront it. 

Our argument, however, is not so pretentious as to affirm 
that a collectivist economy must be ruled out as an impos
sibility for all time. What possibilities the development 
of man's capacity for organization and administration have 
in store, who can say ? While, therefore, we may be reason
ably certain that we are on the road to a new economic 
system, " that we are now in an intermediate stage between 
these two systems-the self-regulating automatic system 
. . . and the system under which future needs are 
estimated, production is directed and controlled, and dis
tribution is organized "*-while we may be confident of this, 
we cannot be equally confident of the route which will lead 
us to this goal. The most far-sighted of us may, from the 
hilltop we have reached, distantly espy the promised land, 
even distinguish its most prominent features, and the promise 
it holds forth of the good things to come ; but we can discern 
only part of the route we are destined to travel, and only 
the broadest outlines of the details which give to the 

* Sir Arthur Salter, Rec011ery, p. 14. 
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landscape a living reality. We shall do well therefore not to 
commit ourselves to a more complete plan of advance than 
our present knowledge justifies. And this error we should 
commit if we undertook at the present stage the collectiviza
tion of all or even the bulk of the means of production. For, 
as yet, we cannot be certain to what extent the incentives 
which provide at present the drive of the present economic 
system can be superseded by others, or the limitations which 
our capacity to organize may impose upon us. 



PART II. 

PLANNING IN PRACTICE 



CHAPTER V 

THE COAL INDUSTRY 

IN Part II of this book an attempt is made to supplement 
the analysis of the main tendencies of the post-war era 
which we attempted in Part I, by an account of the practical 
achievements in Britain in the realm of planning. These 
achievements, broadly speaking, may be said to be confined 
to three main fields-coal, electricity and agriculture. In 
each case our survey of the planning measures which have 
been promulgated in these industries is prefaced by a brief 
account of the events and considerations which induced 
the authorities to act. 

'While this survey covers only three industries, it may 
be claimed that the problem of planning from the practical 
point of view has been dealt with on a fairly comprehensive 
scale. For coal may be regarded as representative of the 
old basic industries of which, apart from coal, iron and 
steel, cotton, and shipbuilding are the most important; 
electricity, of the public utility industries ; and agriculture 
as an important case on its own. The lessons, therefore, 
which we can draw from the experiments in these industries 
must have a decisive influence upon planning measures 
which may be attempted in the next decade. · 

The problems of the coal industry were brought to a 
head by the emergence in the post-war era of two factors, 
one on the side of supply, the other on the side of demand. 
The supply factor was the expansion in foreign countries 
of the production of coal and its substitutes, lignite, oil . 
and hydro-electric power. This expansion abroad of the 
sources of power, however, would not itself have produced 
the depression in the British coal industry. If the demand 
for coal had kept pace with the expansion of industry, as 
it did before the war, it would have affected the British 
coal industry only by reducing its proportion of the total 
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trade, leaving its absolute amount at approximately the 
same level. 

Equally important changes, however, were taking 
place on the demand side of the equation. These were 
due to the advance in industrial technique, which was so · 
greatly stimulated by the war. By greatly increasing the 
efficiency of fuel consumption and the utilization of substi
tutes for coal, technological progress checked the hitherto 
norinal expansion of demand to an extent which has 
seriously contracted the British export trade. \Vhile the 
home trade has remained at approximately the pre-war 
level, overseas trade has been contracted by some ten per 
cent. 

This contraction in demand for British coal has been 
peculiarly disastrous on account of the inelasticity of the 
demand for and supply of coal. As regards the demand for 
coal, there are two principal markets-the market for 
household coal and· the market for iron and steel and for 
transport. " The household demand for coal depends upon 
the weather and is only slightly affected by variations in 
price. · The demand for coal used by iron and steel depends 
on the demand for iron and steel, which is in itself inelastic."* 
And the same remark applies to transport. Now this 
inelastic demand encounters an inelastic supply. " ... the 
output of any given mine may vary within wide limits, 
but the variation is determined by technical conditions 
to a far greater extent than by minor variations in price. 
Given an inelastic demand and an inelastic supply, it follows 
that a minor change in demand or supply produces a dispro
portionate effect on price. A comparatively slight fall in 
demand for export produces a substantial reduction in the 
pit head price of coal." t 

Herein lies the explanation of the disastrous effect on 
the industry of the decline in the overseas demand for 
British coal. How was this situation to be dealt ·with ? 

• J. H. Jones, EC01Wmic Jcrunwl, "Organized Marketing in the Coal 
Industry", June 1929. 

t Ibid. 
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Three possible lines of attack were open to the coal owners. 
They could endeavour to reduce the price of coal by increasing 
their output ; they could endeavour to increase their 
bargaining strength, particularly in the home market ; 
they could rationalize the industry by suitable amalgam
ations and by co-operative action. 

Prior to 1928 the great majority of owners had pinned 
their faith to a policy of reducing prices. " Hitherto a 
large section of the coal owners," writes Mr. Neuman in his 
standard book on the coal industry," had always considered 
the best remedy against the prevailing depression and lack 
of demand was to embark upon a policy of reducing prices, 
and through this means to extend their sales. . . . Prac
tically all coal owners (before 1928) were working on the 
theory that cheaper production (which would be secured by 
increasing their output and thus spreading their overheads) 
would allow them to obtain larger sales and to reap greater 
profits. But the whole difficulty always lay in producing 
cheaply enough to be able to reduce prices and enlarge the 
market sufficiently to combat external substitution. In 
order to achieve these ends the owners embarked upon 
increasing output, and the cost of a ton wrought became 
cheaper."* 

The efforts of the owners, however, to solve their diffi
culties along these lines were unavailing. An important 
factor contributing to this failure was the lack of competition 
in the distributing side of the industry which " prevented the 
consumer from enjoying a proportionate benefit". t Thus 
the efforts of the owners to extend their markets by increasing 
output and thereby lowering prices was largely frustrated by 
the middleman, who, instead of aiming at an increase of his 
sales, was content to widen the margin between his buying 
and his selling price of coal. 

It is this factor, perhaps, more than any other, which has 
convinced not only coal owners but industrialists in other of 
the basic industries that a radically new policy for industry 

• Economic Organization of the B.-itish Coal Industry, Neuman, p. 447· 
t Jones, " Organized Marketing in the Coal Industry", Economic 

journaJ, June 1929. 
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is essential. " The middleman has virtually battened on 
industry both in home and export trade " is the verdict of 
Sir Adam Nimmo, ex-President of the Mining Association of 
Great Britain. 

rg28 was the critical year for the coal industry. It was 
in that year that the diminished demand for industrial coal 
" made itself felt acutely for the first time", and " the coal 
owners' policy of making use of the elasticity of demand for 
a rise approached its limits. Several coal producing districts 
began to apprehend that the cutting down of prices did not 
at once lead to a sufficient enlargement of markets and to 
the absorption of the plethora of coal, but merely to suicidal 
competition between districts and individuals. It was at 
this moment that the voluntary schemes of control of output 
and prices began to spring up and to cover certain areas 
where the demand was of a pronounced inelasticity both for 
a rise and a fall."* 

In this way the first great impetus was given towards 
unification in the coal industry. This impetus, however, 
was accentuated by the improved organization of the dis
tributing side. Having improved its organization beyond 
that of the productive side, the selling agencies were able to 
an increasing extent to dictate the pit head prices of coal. 
Indeed coal agencies often act as the sole distributing centres 
of a number of collieries, virtually allotting production quotas 
to them. t These gi,ant selling agencies doubtless perform 
certain important functions, the size of their organization 
permitting them to a large extent to forecast future demand 
and therefore to allocate their orders to the collieries in such 
a way as to allow them to work at a more even rate. 

The productive side, however, has become more and more 
conscious of the need for strengthening its own bargaining 
position in the face of the merchants. This lesson was driven 
home to them by experience. Those collieries, they observed, 
which possessed their own selling agencies, as did a group of 
Doncaster mines, were earning higher profits. In recent 
years many collieries have adopted this policy. Several 

• Economic Organization of the British Coal Industry, Neuman, p. 458. 
t Ibid., p. 139. 
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companies of South Yorkshire, for example, have formed the 
Carlton Collieries Association to represent their commercial 
interests. Another such Association is the Rotherham and 
District, which distributes overs! million tons yearly. • The 
position in 1933 has been summed up by Mr. Neuman : " A 
vast number of large concerns have at the present moment 
their own selling departments and are independent of coal 
agents. Other combines possess a large share in the selling 
agencies disposing of their own coal and even have connec
tions abroad." t 

Among the smaller collieries, however, integration between 
the productive and selling side of the industry has been much 
more backward. This, of course, is what we should expect. 
The small collieries cannot form their own selling agencies as 
some ofthe giant concerns have done. Nor is it easy for 
them to form associations like those mentioned above to 
represent their commercial interests. In many instances the 
only adequate solution is to merge the small collieries into 
larger units-a point to which we shall return when discussing 
the problem of amalgamations. 

The endeavour to increase the influence of the industry 
over the marketing and the price of coal by no means stopped 
at the point of setting up selling departments and Associ
ations. " The year 1928," writes Mr. Jones, "witnessed 
the first serious attempt to substitute co-operative control 
for unrestricted competition in the coal-mining industry 
of Great Britain."! Three of the four main coalfields of 
Great Britain organized schemes for the control of output 
or of prices. Of these schemes only one, that of the Central 
Collieries Commercial Association, met with any real measure 
of success. In South Wales the agreement not to sell below 
certain agreed prices met with very partial success; while 
the Scottish scheme, by which an attempt was made to reduce 
output by payment of a subsidy to those owners who 
closed their pits or reduced their output, was scarcely more 
effective. The measure of success which attended the 

• Ecefttmai!: O..gafli.tat&"" of 1Jr.1 Brit&slt Coal lw.du.stry, Neuman, p. 139. 
t lbi.d., p. 140. 

: Eceftomu ]014,.al, June 1929. 
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Midland Counties scheme is to be explained by the fact 
that some ninety per cent. of the output of the eight counties 
concerned is destined for the home market. 

That this attempt to substitute co-operative control 
for unrestricted competition should meet with but very 
partial success was inevitable. So long as the state of 
the market was so extremely unfavourable to the owners, 
·and so long as the industry was conducted by such a large 
number of independent units, co-operative control without 
legislative sanction could at best benefit only the more 
favourably situated concerns. As the Coal Mines Reorganiz
ation Commission has pointed out: "The experience of 
the last few years shows clearly enough how difficult it is 
for the industry, even with the help of an Act of Parliament, 
to impose price regulation effectively upon so many competi
tive units, and proves the wisdom of the remark made 
seven years ago by Lord Essendon's Committee on 
Co-operative Selling that even for that purpose alone 
amalgamations were " urgently necessary and desirable ". * 
In the exporting districts, especially, where the demand for 
coal is more elastic, the temptation to evade the conditions 
of the scheme or to stand outside it was too great. How 
could such voluntary schemes prevent cut-throat competition 
between the districts ? 

As regards the third line of attack-the rationalization 
of the industry by amalgamations-the prospect that 
voluntary effort in this direction would achieve success 
sufficient to cope v.1.th the problems confronting the industry 
was scarcely more favourable. That there was the need 
for such a policy can scarcely be disputed in the face of 
the mass of expert evidence. " Among the numerous 
outside Commissions and Committees that inquired into 
various aspects of the industry in the troubled times that 
followed the war, few failed to voice the opinion that it 
consisted of too many units and ought to be converted 
into a smaller number of large ones." f The Royal 
Commission of 1925 (the Samuel Commission) recommended 

* RepDrl to the Secretary of MiJUs, Cmd. 4,468, p. n. 

t Ibid., p. 4· 
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that statutary facilities for making amalgamations should 
be given to colliery owners, including the right to coerce 
dissentients-a right which was conferred on them by the 
Mining Industry Act, 1926. They also recommended that 
the owners should be given a chance of utilizing these facilities 
before further action should be taken by the State and 
that the position should be reviewed in three years. 

The facilities granted by the 1926 Act, reinforced by 
the logic of events, did not prove altogether without avail. 
Great combines were formed in South Wales and South 
Yorkshire and certain influential concerns had tried to 
form the nucleus of a united Scotland. In 1933 a scheme 
to cover the whole of the Lancashire coalfields was drawn 
up, while a big amalgamation scheme for Durham had been 
unsuccessfully attempted. In several other districts move
ments on a smaller scale were also being made.* 

How far short of effecting amalgamations on a sufficient 
scale these efforts came may be judged by the following 
pronouncement of the Coal Mines Reorganization Commission 
in their Report to the Secretary of Mines, dated December, 
1933. "The picture now presented by the greater part 
of the coal mining industry is one of haphazard development 
of each coalfield by a large number of unco-ordinated units, 
brought into existence on no rational plan, nearly all working 
below capacity, competing suicidally, whether in capital' 
expenditure or in prices, or both, for a market that cannot 
absorb the product of all. If in a coalfield which is being 
worked like this an authority were created capable of 
exercising control over each in the interest of all, it is 
inconceivable that no room would be found for lowering 
the costs of production by getting rid of waste, duplication 
and misplaced effort that are the inevitable consequence 
of the outlook of each being bounded by the horizon of 
his ovm concern. \\'e were greatly impressed, for instance, 
by the evidence that we received about the extent to which 
costs are swollen by working below capacity. Estimates 
of the difference between present costs per ton and what 
they would be at full capacity were most striking. Even 

• Cmd. 4.408, p. 6. 
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if ample allowance is made for what would have to be paid 
for collieries to be closed, and for the obvious practical 
limitations to a policy of closing some pits and concentrating 
at others, there must be scope for a saving of many millions 
a year in this way."* 

A variety of reasons go to explain why the coal owners 
have not followed a policy which was so obviously to the 
advantage of the industry. In the first place, there is the 
personal factor. Mr. Neuman has doubtless some justifi
cation for his protest against the fashion " to over-emphasize 
the element of individualism to be found among coal owners, 
and very often to ascribe to their egocentricity all the existing 
troubles of the industry."t The Reorganization Com
mission, however, can scarcely be held guilty of over-state
ment in their pronouncement on this point. " The very 
real difficulty of getting incongruous personalities to work 
together, doubt by the prosperous of the possibility of 
linking them on fair terms with the less prosperous, a 
reluctance by the less prosperous to see a state of relative 
inferiority that they hope was only temporary, crystallized 
in the terms of a merger, a conviction by each that he would 
weather the storm better than his neighbours, fear of the 
loss of personal position-all these inevitable consequences 
of the industry's tradition of individualism created an 
'inclination to tum away from amalgamation as a cure for 
its troubles and to regard with suspicion anybody whose 
business it was to foster it."! 

Progressive mine owners have voiced similar judgments. 
Sir Adam Nimmo, for example, has pointed out that : " The 
deep-rooted suspicion that the small undertaking will not 
get a fair deal from its more powerful rival retards progress."§ 
This point has also been stressed by l\Ir. Robert Burrows, 
the prominent Manchester coal owner.ll 

Another important factor retarding the amalgamation 
movement in the industry is the system of coal royalties. 

• Cmd. 4.468, p. u. 
t Eccmomic Organi.zaticm of the British Coal Industry, p. 47· 
t Cmd. 4-468, p. 7· 
§ The Times, .May 1oth, 1934· 
1i Ibul., April 13th, 1934. 
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"Concentration", says Mr. Robert Burrows, "is rendered 
very difficult by reason of the restrictive clauses in so many of 
our leases."* On this point the Reorganization Commission 
is equally emphatic, asserting that the present system of 
mineral ownership stands "in the way of effective and 
lasting reorganization". t Indeed it has long been a mystery 
why royalties have not been nationalized, a measure which 
would confer on the State the powers of a lessor over the 
whole industry. 

These criticisms of the efficiency of the coal industry, 
it should be noted, in no way imply that the individual 
colliery companies are incompetently managed. The 
Reorganization Commission is emphatic on this point. "We 
must not be thought to be criticizing the productive efficiency 
of each concern taken in isolation. The standard was always 
high, and it has become even higher since Part I of the Act 
forced managers up against the problem of adjusting their 
costs to stereotyped working below capacity.": 

It was to meet these problems of the industry which we 
have briefly analysed that the Coal Mines Act of rg3o was 
passed. How did the Act endeavour to cope with them? 
That is the question with which we shall be concerned for the 
remainder of this chapter. The Act divided the problems of 
the industry into two categories, the problems of marketing 
and the problems of reorganization, Part I being concerned 
with the former and Part II with the latter. 

Part II of the Coal Mines Act rg3o is concerned entirely 
with the setting up of a Reorganization Commission with 
the following powers and duties. It has the power to hold 
inquiries; it has the duty, if it thinks that the amalgamation 
of any collieries would be expedient for the purpose of promot
ing the more economical and efficient working, treating and 
disposing of coal, to call upon their owners to prepare schemes 
for this purpose ; and it is bound if they fail to do so, to 
prepare schemes for them and submit them through the Board 
of Trade to the Railway and Canal Commission. If the 

• Tilt Times. April 13th, 1934· 
t Cmd. 4.408, p. 13. 
: /bki .. p. 11. 
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Railway and Canal Commission is satisfied that the scheme 
is fair, will promote efficiency and is in the national interest, 
it will make an order confirming the scheme, when it will 
become binding on all parties. 

In the first two years of its existence the Reorganization 
Commission decided wisely not to press matters. It hoped 
that voluntary schemes would be forthcoming from the 
industry and that it would find the chief scope for its activities 
in overcoming the practical difficulties that have so often 
made attempts at amalgamation fruitless. Its coercive 
powers, it hoped, would be confined to compelling an obstruc
tive minority to fall into line with a progressive majority. 
For the Commission is firmly convinced that " even an 
inferior scheme carried out voluntarily is preferable to a 
superior one imposed compulsorily".* Moreover, it also 
realized that throughout 1931 the industry was preoccupied 
with setting up the highly complicated mechanism prescribed 
in Part I of the 1930 Act. 

Having conducted a tour of the coalfields in the Autumn 
and Winter of 1931-2, during which across-the-table talks 
were conducted with over Boo people responsible for nearly 
95 per cent. of the output of the country, the Commission 
came to the conclusion that its hopes of voluntary action on 
a sufficient scale were doomed to disappointment. By the 
Autumn of 1934 its plans for securing the amalgamation 
total or partial of colliery undertakings were maturing, and in 
December, 1934, its first scheme was announced. 

At this point it is necessary to make clear the structure 
of the industry at which the Commission is aiming. It is 
not making its chief aim, as many have seemed to suppose, 
the creation of great financial mergers. The Chairman of the 
Reorganization Commission made this clear in his statement 
to the leaders of the coal industry which was circulated to 
all the collieries. The structure to be aimed at, he said, was 
" not so much the creation of great financial mergers as the 
formation of operating units of moderate size linked together 
in associations falling short of complete financial merger". t 

• Cmd. 4,468, p. g. 
t Ibid. 
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Thus the Commission envisages a structure of the industry 
which it has described as a " two-storey " building, the 
ground floor being built by " total " amalgamation, and the 
upper storey by " partial". The purpose of the "total" 
amalgamation is, of course, to bring the operating units, by 
means of financial merger, to the size which is optimum for 
productive efficiency. The purpose of " partial " amalga
mation is to associate the operating units over ·wider areas 
" for purposes such as control over development, co-ordinated 
selling and concentration of production". • 

The first " partial " amalgamation scheme along these 
lines which the Commission has drawn up and submitted to 
the Board of Trade is the West Yorkshire Association. This 
scheme, the details of which were published in December, 
1934, provides for the compulsory federation into a partial 
amalgamation of sixty-one colliery companies operating in 
the \\'est Yorkshire coalfield. The federated collieries will 
appoint one representative each to form a Joint Committee, 
which will be the governing body. The Joint Committee, 
which in making fundamental decision must obtain an 85 per 
cent. majority, bears the ultimate responsibility. The main 
work, howewr, will be done by the Executive Committee, a 
committee of ten owners' representatives appointed by the 
Joint Committee. · 

The Executive Committee has the follo\\ing powers and 
duties. (I) The compulsory closing of mines in the district, 
\\ith compensation. The exercise of this power, however, is 
subject to the decision of an arbitrator appointed by the 
Joint Committee. (2) The supervision of the purchase of 
mines by other members of the Federation. If an owner 
wishes to sell his mine, the other members will have the right 
to participate in the purchase. (3) The distribution of quota 
tonnage.. When the Executive Committee orders the closing 
of a mine, it will distribute its quota tonnage among the 
members in proportion to their contribution to the levy for 
compensation. When a member \\ishes to sell a portion of 
his quota he must do so through the Executive, all other 
members having the right to participate in the purchase. 

• CmJ. ,.,,.oS, p. u. 
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(4) Co-ordination of marketing. The Joint Committee may 
authorize the Executive to lay down standard conditions of 
sale, the making of marketing agreements, the fixing of mini
mum prices and the arranging· of the exchange of markets. 
(5) The purchase of stores. 

It is probable that many of the British coalfields will be 
reorganized along these lines. North Staffordshire has 
already federated its component collieries by a partial amal
gamation, and Lancashire owners have also prepared a scheme. 
Durham, South Yorkshire, Nottinghamshire and Derbyshire 
have been instructed to prepare schemes, but, as they have as 
yet produced nothing, action by the Reorganization Com
mission is anticipated. 

The activities of the Commission have by no means been 
confined to promoting partial amalgamations. For the 
Cannock Chase coalfield it has prepared a scheme of total 
amalgamation on the basis of reports furnished by its accoun
tants and engineers. Sirhilar work is somewhat less advanced 
in Fife. Data for the preparation of schemes for Warwick 
and Leicestershire is being collated, and an inquiry into the 
amalgamation of certain collieries in the older parts of the 
Notts and Derby field was in the Autumn of 1934 nearly 
completed. The Commission has also been engaged in assist
ing the promoting of voluntary schemes. 

While Part II of the 1930 Act is concerned with the 
long term problem of reorganizing the industry, Part I 
provides for the setting up of machinery to regulate the 
production, supply and sale of coal. This machinery con
sists mainly of a Central Council and an Executive Board for 
each District. 

The Central Council, composed of representatives of the 
coal owners in the several districts, has as its main function 
the task of allocating a maximum output to all the. districts 
for a definite period ahead. In fixing the maximum output 
of the districts the Council must take into consideration the 
estimate of each district of the tonnage which its members 
can reasonably expect to dispose of during the coming period. 
The Council, however, will take as its main guide the output 
of each district in a past period, applying to it a fixed 
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percentage ratio.* In addition it must also take into account. 
whether the district is a young and developing one. As the 
conditions of the market in any district may change during 
the allocation period, the Council may consider applications 
from the districts to have their allocations raised. Such 
applications have on several occasions been granted. In 
September, 1931, for example, the exporting districts, antici
pating an increase in their sales consequent upon the 
departure of Great Britain from the gold standard, applied 
for and received additional allocations. Another important 
example occurred in the June quarter of 1933 when the 
Council granted the exporting districts larger allocations 
in anticipation of the results of the commercial agreements 
with the Scandinavian and Baltic countries. Yet another 
interesting case is that of Kent, which successfully appealed 
in the March quarter of 1932 to have its allocation increased 
on the ground of its development. 

The main work, however, of regulating the production 
and prices of coal falls upon the Executive Boards. These 
Executive Boards, of which there is one for each of the 
twenty-one districts originally created by the 1930 Act, t 
are elected by the owners in the district concerned. For the 
purpose of regulating the production of coal, the Executive 
Board has to fix a standard tonnage for every mine in its 
area for each class of coal produced. And just as the Central 
Council, in allocating a maximum output for each district, 
takes into account the age of a district from the coal-producing 
point of view, so the Executive Board makes allowance for the 
age and future prospects of each mine. The main criterion, 
however, is the output of a mine in a certain period in the 
past. The constitutions of the district schemes, all of which 
resemble one another, also allow for a reconsideration of the 
standard tonnages. In the South Wales scheme, for example, 

• The Working of the schemes under Part I of the Act during 193Z, 
Cmd. 4,224, p. 6. 

t The number of districts has subsequently been reduced to seventeen 
by the amalgamation of the Yorkshire, Derbyshire, South Derbyshire, 
Nottingham and Leicestershire districts into one district. The Act 
conferred on the districts the right to amalgamate for the purpose of 
f onmng common schemes. 
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revision takes place every two years. In the Midlands, 
however, and two other small fields the standard tonnage 
is invariable in principle, but can in fact be revised for every 
developing and decaying 'mine. 

The Executive Boards have, as a second important 
function, to determine the proportion ·of the total district 
allocations to which each mine is entitled. This proportion 
or quota is expressed as a percentage of the standard tonnage, 
a separate quota being fixed for each class of coal. The 
quotas are usually determined three months in advance, 
Northumberland and South Wales with yearly quotas being 
notable exceptions. In order that collieries may not be 
handicapped in making long term contracts, several schemes 
provide that provisional quotas may be fixed whenever the 
period of allocation ~s less than twelve months. In most 
of the important districts collieries are allowed to carry 
forward quotas within a particular quarter of allocation from 
month to month up to· 50 per cent. of the whole amount 
of the unraised quota. 

As a quota is fixed for each class of coal, the Executive 
Boards have the task of classifying the coal produced 
within their respective areas. This classification is used 
not only to determine the amount of each kind of coal 
a colliery may produce ; it is also necessary for the 
fixing of minimum prices for the various classes of coal, 
any colliery selling coal below these prices being subject to 
a heavy fine. In preparing the district schedule of prices 
in Durham, no less than fifty-three main classes of coal 
were distinguished. 

The fixing of minimum prices by the Executive Boards 
has given rise to considerable friction between the districts. 
This was due to the fact that since the schemes came into 
operation the prices of coal in home markets had tended to 
rise, while export prices were declining. The exporting 
districts were encouraged thereby to compete for the home 
trade by undercutting prices. They therefore fixed their 
minimum prices below the actual prices, thus giving their 
members a margin for reducing prices. " By this method 
Scotland succeeded in taking a certain proportion of business 
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from the Midlands by sending coal to Lancashire and the 
South Coast."* 

Competition between the districts thus tended to defeat 
the main purpose of Part I of the Act. Coal normally 
destined for the export market was entering the domestic 
market and causing confusion in that market. This could be 
prevented only by theinter-districtco-ordinationofminimum 
prices and by the separation of inland and export quotas. 
After the Government had brought pressure to bear by 
threatening to pass a Bill to amend Part I by making these 
things compulsory, t the industry reconciled its differences. 
In March, 1934, the Central Council of Colliery Owners 
announced that the district Executive Boards had agreed 
to its proposals for the separation of inland and export 
quotas, and for the interdistrict co-ordination of minimum 
prices. 

The new structure of the coal industry has been subjected 
to much criticism. The most detailed criticism has come 
from Mr. Neuman in his standard work on the industry. 
Perhaps the strongest argument against the Coal Mines Act 
which Mr. Neuman has put forward is that itassiststheweaker 
units of the industry at the expense of the expanding and 
modernized mines. It hampers the expanding mines because, 
according to Mr. Neuman, the quotas do not make sufficient 
allowance for the fact that past output is an unsuitable 
base for determining the present production of such units. 
But this is a criticism against the administration of Part I 
of the Act rather than a criticism of the Act itself. For as 
Mr. Neuman has himself pointed out, the district schemes 
provide that the past output of a mine during the prescribed 
period shall not be the sole criterion for determining its stan
dard tonnage. " In fixing the annual standard all districts 
have regard both to the past circumstances determining a 
certain output during the prescribed period and also to the 
special circumstances of each mine, including the efficiency, 
the degree to which it has been developed for working coal and 

• Ee<mCmic Organization of tlu British Coal Industry, Neuman, p. 425. 
t The text of a Bill was actually published in the middle of February 

1934· 
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the extent to which production is increasing or declining."*. 
If therefore the standard tonnages of the expanding mines 
are fixed too low it is due to miscalculation or to favouritism 
on the part of the Executive Boards, not to the constitution 
of the District schemes. And such defects in the adminis
tration of schemes could be remedied by pressure from the 
Board of Trade. 

Another important argument against Part I of the Act is 
that it places an unfair burden on the modernized collieries. 
The point is that the overhead costs of a modern colliery, 
equipped with mechanical cutters and other labour-saving 
devices, bear a greater proportion to its total costs than do 
the overhead costs of a colliery run on less up-to-date methods. 
Hence an all round restriction of output bears more heavily 
on the modern colliery, as its cost of production per ton will 
be raised to a greater extent. Thus Part I of the Act tends 
not only to raise the costs of production but also to ~andicap 
just those collieries which, in the interests of the community 
and the industry, should be encouraged. 

The validity of this criticism, however, depends on the 
view we take as to the prospects of the work of the 
Reorganization Commission. If the Commission is successful 
in organizing the industry on the lines described above, then 
the control of production will no longer handicap the more 
efficient mines. The aim of the Commission, as we have seen, 
is to create a " two storey " structure in each district, 
the ground floor consisting of amalgamations of suitably 
related units, the upper storey of the integration of these 
amalgamated units into federations. The object of the 
federations will be to control development, co-ordinate 
selling, and above all to concentrate production in the more 
efficient mines. That the federations will have the power 
to effect these purposes was shown when the constitution of 
the West Yorkshire Federation was described. 

Nor does the concentration of production entirely depend 
on the work of the Commission. The economic forces in the 
industry have already proved themselves strong enough to 
in~uce many large-scale amalgamations. In South Wales, 

• Economic Organization of the British Coal Industry, Neuman, p. 415. 
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for example, a district which accounts for nearly 20 per cent. 
of the total output of the country, " amalgamations have 
been carried to such lengths that 75 per cent. of the output is 
in the hands of eight great concerns", and "the seven of 
them that are outside the anthracite field have recently, as 
I understand, entered into a working agreement . . ."* 
In another of the most important districts, that of South 
Yorkshire, the Commission found that " the exceptionally 
large average size of the units" made it unnecessary to press 
for further amalgamation. t In Northumberland, Durham 
and Lancashire, all important fields, "integration had gone 
some way " and was still making progress. 

Thus the adverse effect of Part I of the Act is likely to be 
of transitory importance only. With the progress of" total" 
and" partial" amalgamations, power over larger and larger 
areas to concentrate production will be acquired by the con
cerns effected. 

• R~p<rrl of R~Of'gat~ilaliotl Commissiot1, Cmd. 4,468, p. z. 
t lbui., p. 16. 0 



CHAPTER VI 

THE ELECTRICITY SUPPLY INDUSTRY. I 

THE electricity supply industry is the most completely planned 
industry in Britain. With a view to planning the industry 
as a national unit, the Electricity Commission, after an 
exhaustive survey, have mapped out the country into a small 
number of super-power zones. In each of these. zones the 
Central Electricity Board, which is the executive organ of the 
scheme, is engaged in co-ordinating the sources of supply, 
concentrating it in the more efficient stations, and in plan
ning the construction of new ones. The coping stone of the 
scheme is the national " grid " by which the power zones 
have been inter-connected according to the requirements 
of the country as a whole, thereby transforming the electricity 
supply industry into a national unit. 

What were the factors which produced this development 
of the industry ? From the outset technical considerations 
have made a policy of laissez-jaire as regards electricity supply 
in;1possible. In common with gas and water, electricity 
requires a costly system of supply lines connecting the sources 
of supply with the distributor and the consumer. Hence 
competition in the industry is largely ruled out, as the 
duplication of supply lines would be unthinkable. It is this 
technical consideration which necessitates a monopoly of one 
undertaking in any one area. And this necessity for monopoly 
requires state regulation on many points. In the first place 
the State must lay down regulations as regards the granting 
and delimitation of concessions. Secondly, the State must 
devise means for protecting the consumer from exploitation : 
facilities of service, charges and profits must be regulated. 

This technical necessity, however, of a costly system of 
supply lines would not of itself have necessitated planning on 

· a national scale. What circumstances differentiate the 
electricity supply industry from the gas industry, which does 

8:z 
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· not require a national organization such as that set up for. 
electricity ? They are two. Not only does electricity require 
to be produced on a larger scale than gas, but also great 
economies can be effected by a complex system of intercon
nection of generating stations. Interconnection of generating 
stations is of fundamental importance, due to the fact that 
electricity cannot be stored. 

This point must be fully grasped if the necessity forlarge
scale planning is to be understood. In any particular area, 
say a town, the demand for electricity, in the course of a 
normal day, fluctuates considerably. There will be hours 
of peak demand during the day when the industrial demand 
is at its height and peak hours at night for lighting purposes. 
Now if the area in question is served by one or two generating 
stations unconnected with any outside area the load factor 
will be extremely low. In consequence a large part of the 
electrical plant will be virtually wasted. For owing to the 
fact that electricity cannot be stored, the electricity under
taking will have to be equipped to supply electricity far in 
excess of the average demand. It cannot, like the gas 
industry, run at a fairly even level, storing the excess supply 
of slack periods to meet the peak demands. It must be 
equipped to supply the peak demands at the actual time 
when they occur. 

A concrete example of the waste involved in what we 
may call the parochial system of electricity supply will illus
trate the importance of the load factor. "As a result ofan 
inve!'tigation carried out in 1920 by the Union des Syndicates 
de l'Electricite in France into the earning power per kilowatt 
installed, it was found that a quarter of the power installed 
in the a\'erage power station would suffice to meet 75 per 
cent. of the total average load on the station, while the 
remaining three-quarters represented 25 per cent. In 
a station, for example, with five machines, each of I,ooo 
kilowatt capacity, two of the machines could deal with 
95 per cent. of the power produced, and the remaining three 
with 5 per cent. so that practically three-fifths of the station 
had no earning power. . • . The distribution of the load 
of thi:, typical station, based on the number of hours of actual 
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operation performed by each machine, can be seen from the 
following scheme."* 

EARNING CAPACITY OF ELECTRIC POWER PLANT IN A TYPICAL 

FRENCH STATION 
One set employed-

s.ooo to 8,ooo hours per annum or 75% of total period of supply. 
6oo to 1,200 , ., ,. , 20% , u ,. , , 

200 to 6oo .. ,. 4% .. , 
Bo to xoo .. .. x% .. .. 

This example illustrates the point that a parochial system 
of electrical supply in which each small area is self-sufficing 
is extraordinarily wasteful. Under such a system the 
price per unit must necessarily be high, as the interest charges 
and expense of upkeep of a relatively large amount of gener
ating plant must be met from a relatively small output of 
electricity. If, for example, the output of electricity could 
be doubled the interest charges and other overheads could 
be spread over twice the number of power units. It is this 
consideration which makes the super-power zone a sine qua 
non .of economical electricity supply. 

By the super-power zone is meant the interconnection 
of large generating stations in a wide .area. The formation 
of super-power zones is fundamental for two reasons. It 
makes possible not only the concentration on large and 
efficient generating stations, but also the pooling of power 
over a wide area, thereby relieving the pressure of peak 
demands on any one station. The most remarkable advan
tages of interconnection have been supplied by Germany. 
For example three super-power stations now feed into a net
work supplying Berlin. In 1924 these stations had an out
put of I,77o.ooo,ooo units, which is more than twice as great 
as that .of the largest power-zone in Britain (8oo,ooo,ooo 
units). t The construction of this super-power zone rai~ed 
the load factor for the area to 57 per cent. as compared with 
the British figure of 28 per cent. The importance of the 
super-power zone may be estimated from the fact that the 

• H. Quigley. Electrical Power and National Progress, Allen & 
Unwin, 1925. 

t British Public Utilities and National Developri18n.t, M. E. Dimock, Ph.D., 
Allen & Unwin, 1933· 
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Central Electricity Board estimate that the raising of the 
load factor by interconnection of power stations \\'ill in 
the first ten years of operation effect a saving exceeding 
the cost of the construction of the national grid, which is 
about [27,soo,ooo. 

Having analysed the technical considerations which 
necessitate planning in the electricity supply industry, we 
are in a position to appreciate the situation which confronted 
the Electricity Commissioners in 1926, when they began to 
formulate the plan on the basis of which the industry is now 
being organized. Prior to 1926 Britain was far behind her 
competitors in both the extent of her electrical development 
and in efficiency. As regards per capita consumption of 
electricity Britain stood bottom of the list of those countries 
worth considering. Nor was her position as regards efficiency 
of operation much higher. As we have already seen, efficiency 
can be largely measured by the load factor. It is therefore 
instructive to compare output to capacity of undertakings 
representative of the most efficient in the principle countries. 
The following table shows the position in 1924 : 

ELECTRICAL POWER St•PPLY IN SEVEN COUNTRIES* 

I Capacity I 
Output Hours of 

of gener- Million Effective 
Country. ating Plant: kilowatt Utilization 

(kilowatts). hours. lperannum. 

Great Britain (14 undertakings) 1,062,290 1871'9 1,770 
l'nited States (9 undertakings) J,097.465 9332'4 J,OOj 
Canada (entire country) 1,800,000 8094'3 4.497 
France (zo undertakings) 1,942,100 4144'0 2,130 
Germany (15 undertakings) 1,6oo,ooo 4856·5 3.035 
Switzt·rland (entire country) 1,1]0,000 2800·0 2,400 
Italy (14 undertakings) I,0]5,IIO 4153•0 J,8]0 

This table, however, does not represent the full extent of 
Britain's inferiority, for the twenty French companies, the 
fourteen Italian companies and the fifteen German companies 
were responsible for the greater part of the entire output 
of the countries in question. The fourteen British 

• • Elec./.n.t:.U PUIII.w •w4 Nati-.al hocrtss, Hugh Quigley, Allen .t 
l nwm, 192.5. 
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undertakings, on the other hand,representedonlyone-thirdof 
the generating plant then installed in Britain, the remaining 
two-thirds being scattered over no less than 570 under
takings. " The inefficiency of power supply does not lie in 
the undertakings tabulated above, but in the immense number 
of small concerns, each intent on deriving profit from 
power, using fuel uneconomically, and distributing power 
without regard to national requirements."* The average 
capacity per station was only 6,550 kilowatts, 340 stations 
having a capacity below 3,000 kilowatts, whereas" it is only 
above 1o,ooo kilowatts that real economies in fuel consump
tion can be realized."t Mr. Quigley estimates that, of the 
546 stations scheduled in Britain in 1924, about eighty to 

. one hundred justified themselves economically-an estimate 
the accuracy of which is largely substantiated by the fact that, 
when the programme of reorganization is complete, the 
number of generating stations contemplated by the Central 
Electricity Board is 135. 

Prior, then, to planning on a national scale the British 
electricity supply industry was both inefficient and back
ward in development. Lack of interconnection, the rigid 
observance of local monopolies, the refusal to pool power 
requirements and purchase in bulk, combined with 
incomplete utilization of electrical equipment on the part 
of the consumer-all these factors resulted in a low load 
factor and the retention of numerous, small, inefficient 
generating stations. In consequence the charges for 
electricity supply were, on the average, far higher than those 
existing in any other comparable country. 

Great Britaint 
U.S.A. 
Canada 
Switzerland 
Italy 

1922-3 
1923 
1923 
1923 
1924 

Pence. 
2 • 07 per unit. 
1·os , 

•]2 " 
·6o ,. 
•46 " 

• Electrical Power and NaJicmal Progress, Hugh Quigley, Allen &: 
Unwin, 1925, p. 90. 

t Ibid., p. 125. 
! British Public Utilities and N aticmal Development, ::\1 E. Dimock, 

Allen &: Unwin, 1933. 
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Britain's inferiority in electrical development prior to 
the organization of the electricity supply industry on a 
national basis can be accounted for by two main factors. 
In the first place the natural resources of Britain had to a 
greater extent than in other countries favoured the utilization 
of other sources of power. Owing to the fact that Britain 
is more highly favoured as regards her coal supplies, her 
industries have been naturally attached to the steam engine 
and gas, whereas in other countries there has been a greater 
incentive to turn to electricity. Cheap coal is also the 
explanation of the small domestic consumption of electricity 
for heating and cooking-a factor which is partly responsible 
for the low load factor in this country. 

Natural conditions, however, are only partly responsible 
for Britain's backwardness in electricity. For, in the second 
place, electrical development has been seriously retarded 
and distorted by unv;ise or obsolete legislation. The statutory 
regulations laid down by the electricity Acts, which were 
passed when the industry was in its parochial stage of develop
ment, created a host of local vested interests, the protection 
of which was a primary concern of subsequent Acts. \Vhen, 
therefore, technical progress widened the radius of trans
mission and extended the field of the use of electricity, the 
regulations laid down in the later Acts, which were passed 
to provide for these new developments of the industry, were 
unduly restrictive. In particular, as the follov;ing quotation 
shows, they seriously hampered the development of the 
power companies, which were mainly responsible for the 
exploitation and development of the two most important 
innO\·ations in the industry, the super-power station and the 
super-power zone. 

This effect of the later electricity Acts is clearly shown by 
~lr. H. Quigley. " The whole country became parcelled 
out into small electricity allotments each railed off by rights 
and privileges which could not be overthrown in favour of 
broader schemes. A new undertaking desirous of entering 
an area covered by a number of those undertakings could 
only progress through the direct acquisition and often at 
extremdy high valuation. . . . In other countries the 
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problem was simplified considerably through the nature of 
the undertakings supplying power, in the United States, 
Genp.any, France and Italy . . . the power supply 
company has been responsible for practically the entire 
development of electricity in those countries ; the part played 
by the municipality has been insignificant, with the possible 
exception of Germany. In the case of the private supply 
companies the forces of tradition and antagonism were 
non-existent ; national reorganization was merely a case of 
proving to the companies in question that the adoption of a 
uniform scheme would lead to greater profits . . . the 
work of the elimination ofthe small undertaking was realized 
simply through extension of capital on the part of the central 
undertaking ,to absorb the capital of the smaller firm and 
a second stage in progress lay in conversion of the smaller 
company into a distributor buying power direct from the 
generating stations controlled by the central company."* 

In order, however,· that we may understand the way 
in which this situation in Britain was brought about, and 
the task that confronted the Electricity Commissioners and 
the Central Electricity Board, and even the future problems 
of electrical development, especially in the sphere of dis
tribution, it is necessary to follow the course of development 
of the electricity supply industry. 

The first attempts to supply electricity from a central 
source began in the 'seventies following the construction of 
the electric lamp, lighting, not power, being the first use of 
electricity after its initial application to the telegraph. The 
tentative efforts in this direction soon attracted the attention 
of Parliament who, after appointing in 1879 a select committee 
to investigate them, passed the first Electric Lighting Act in 
1882. This Act, especially as regards the. length of tenure 
of concessions it laid down, thwarted the development of the 
industry. In 1888 was passed the second Electric Lighting 
Act which modified most of its oppressive measures. Apart 
from the provisions relating to the length of tenure, the main 
provisions of these Acts related to prices and profits. The 
original Act of 1882 gave the Board of Trade power to require 

• Electrical Poww and National Progress, pp. 142-4. 
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accounts from electricity undertakings and also provided that 
the companies and municipalities might make " such charges 
for the supply of electricity as may be agreed upon, not exceed
ing the limits of price imposed by or in pursuance of their 
licence, order or Special Act." The maximum price system, 
which was thus set up for electricity as for water and gas, 
it is now pretty generally agreed, has not worked well. It 
has tended to encourage inefficiency and inertia. In the 
course of the debate on the 1926 Electricity Act the Minister 
of Transport commented on the then state of the industry 
in the following terms. " The bill is necessary because only 
a small percentage of stations of this country are in an efficient 
state." 

The bias given to the development of the electricity supply 
industry by these early Acts has been largely responsible 
for the inefficient parochial system which largely character
ized the industry when the planning Act of 1926 was passed. 
The effect of this legislation was admirably summed up 
during the same debate in the House of Commons by Colonel 
Ashley. "When electricity was first discovered, it could 
only be transmitted a few miles and it could only be used 
for lighting in congested or thickly populated areas, because 
that was the only place where it would pay. Therefore, any 
undertaking, whether municipal or that of a private com
pany, normally took the municipal area as the jurisdiction 
over which it was to range. Consequently, there sprung 
up under legislative sanction, up and down this country, 
hundreds of these generating stations, and, as the radius 
for transmitting energy became greater, as it is to-day, these 
stations did not disappear as they naturally would have 
done, because of our conservative nature, and also, as the 
House will understand, because of the obvious difficulty of 
overstepping the municipal boundaries." 

A concrete example will illustrate the restrictive nature 
of the legislation by which the development of electricity was 
controlled. In Section 4 of the Clauses Act of 1899 Parlia
ment had prohibited the giving of supply and the laying of 
electric lines and works outside the prescribed areas of 
the undertakings in the absence of express authorization. 
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Sir Charles Wilson, referring to the experience of Leeds, stated 
that: "We could have supplied large areas by including 
them in our county boundary, but the House threw out the 
bill after the Department had reported in favour of our having 
the power to extend our boundary. Having spent [4,ooo,ooo 
on our electricity enterprise we were not allowed to sell the 
product of our great station to people about us, as we were 
desirous of doing."* 

So much for the development of the municipal under
taking and the legislation which hampered its growth. It is 

· now necessary that we should retrace our steps a little in 
order to take account of the rise of the power company. 

About the beginning of the century this new progressive 
force in the industry began to develop. In the 'nineties, 
as a result of technical developments in generation and 
transmission, and later on in the application of power to 
industry, a realization began to grow in authoritative circles 
that provision would have to be made for the generation of 
electricity in bulk. In 1898 a Joint Parliamentary Com
mittee reported in favour of the granting of powers for the 
supply of electricity throughout wide areas, on conditions 
differing to some extent from those imposed by the then 
existing Acts. In 1899 a tentative Act was passed providing 
for the creation of electricity power companies, which were 
vested ·with the authority to supply large areas, generally 
as large as counties and sometimes larger. The statutory 
powers granted by this Act were subsequently extended by 
the Act of 1909, which made the taking of a supply of 
electricity in bulk from the power companies by municipal 
and other undertakings lawful. In practically every case the 
power companies were endowed with perpetual rights of 
supply within the limits prescribed by their Special Acts of 
Parliament; that is to say, they are not subject to the 
purchase clause of the Act of 1888. 

The broad distinction between the power company and 
the municipal undertaking, it should be noted, is that the 
principal function of the power company is to provide whole
sale supplies of electricity to other authorities and to provide 

• House of COIII1JIQ1U Debt.Jks, CoL 7.733. :March 29th, 1926. 
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electricity to large power users, such as the Lancashire cotton 
industry, while the municipal undertaking is mainly con
cerned with private lighting and heating, traction and street 
lighting. 

The power companies have been one of the greatest forces 
in the industry making for progress. They have been the 
main pioneers in this country of long-distance transmission 
and interconnection of generating stations as well as large 
scale generation. As a result of their work in these fields 
they have developed an electricity supply to industry in the 
industrial areas which, for cheapness and efficiency, compares 
favourably with similar developments in the other principal 
countries. Among the more important industries supplied 
by the power companies are iron and steel, shipyards, chemical 
works, textile mills, iron and tin mines, cement works and 
engineering works of all kinds. The following figures illus
trate the rate of development of power companies since the 
war and the increase in their efficiency. 

CAPITAL ExPENDITURE AND OuTPUT oF THIRTEEN PoWER 
COMPANIES.* 

(Members of the Incorporated Association of Electricity 
Power Companies) 

Year. 

1922 
1927 
1932 

Capital Expenditure. 

£22,o8o,ooo 
£39.580,000 
£57,018,000 

Units sent out of 
stations. 

1,112,565,000 
1,876,6<f4,000 
2,376,629,000. 

AVERAGE PRICE CHARGED PER UNITt 

1922 o·86 pence 
1927 0'74 
1932 0•64 

In spite of the restriction on their powers, due to the 
retention of local monopolies in most of the large towns, 
the power compar.ies, even before the Act of 1926, had in 
several large areas achieved unification and concentration 
of control. The largest unified area was that dominated 
by the !\orth-Eastern Electric Supply Company. This 

• The Time>, Eltctnnty Supply s .. ,bn, November 5th, 1933. 
t Ibid. 
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Company, through stock ownership of a large number of dis
tributing companies, " controls and actually operates the 
generation and distribution throughout an area of over 2.400 

square miles, embracing practically the whole of the industrial 
area of the North-East coast".* 

While, however, the power companies had made gteat 
progress in unifying several areas, even converting one or 
two of them into super-power zones, in the great majority 
they had made far less progress towards unification. This 
was due almost entirely to the restrictive clauses in the 
electricity Acts, which hampered the power company even 
more severely than the progressive municipal undertaking. 
For the power company is mainly concerned with the gener
ation of electricity in bulk, while the municipal undertaking 
employs its capital mainly in the distribution of current to 
the small consumer. Thus, the fact that legislation had 
parcelled out the whole country into small electricity 
allotments which could ·not be overthrown by broader 
schemes, except in certain cases at excessive cost, was more 
inimical to the development of the power company, whose 
operations are on a larger scale. 

In addition, however, to the legal enactments which 
applied to both types of electricity undertaking, there were 
special clauses of a restrictive character which were mainly 
or entirely applicable to the power company. In passing the 
Act of rBgg, which was mainly intended to extend the scope 
of the power company, Parliament, fearful lest the powers 
it was granting should give rise to monopolistic abuses, had 
inserted a clause which was intended to safeguard the com
munity against this possibility. This clause provided that 
companies shall riot purchase or acquire the undertaking of or 
associate themselves with any company or person supplying 
energy unless authorized by Parliament to do so. By this 
provision the most important tendency in electrical develop
ment was seriously checked, namely, the absorption by the 
central undertaking of the smaller undertaking, and the 
ultimate transformation of the latter into a mere distributor 

• British Public Utilities and National Development, M. E. Dimock, 
p. 210. 
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buying power direct from the former. And Parliament, 
not content with hindering the power company in its normal 
growth by acquisition of the smaller undertaking, further 
restricted its development by protecting the vested interests 
of the distributing companies. By a clause of the 1909 Act 
it was enacted that if established industries were located 
in an area served by a distributing undertaking, the power 
company in that area must secure permission from that 
undertaking before it could supply power to those industries. 



CHAPTER VII 

THE ELECTRICITY SUPPLY INDUSTRY. II 

THE legislation outlined in the last chapter, together with 
the fact that alternative sources of power were relatively 
more efficient in this country, explains Britain's backward
ness in electrical development prior to the movement towards 
a nationally planned electrical supply industry. This move
ment may be said to have begun in 1917, when the Govern
ment, having had its attention drawn to the state of the 
industry by its anxiety over the conservation of the national 
coal resources, appointed the Williamson Commission. In 
its report* the Commission put forward an admirably far
sighted and constructive scheme which formed the basis of 
the Electricity Bill of 1919 as it was originally drafted. 

The main purpose of the Bill was to set up machinery for 
the creation of super-power zones. This machinery consisted 
of two main parts. In the first place Electricity Commissioners 
were to be appointed. Their function, in addition 
to their supervisory and regulating powers, was to map out the 
whole country into convenient electricity regions. Secondly, 
in each of these regions central administrative bodies repre
sentative of the various interests involved were to be appointed 
by the Commissioners. These district electricity boards 
were to enjoy the powers of a private company controlling 
the activity of subsidiary companies. In other words, the 
district electricity boards were to have powers to fix maximum 
prices, to compel service and extensions of electricity facili
ties to new territory, to take over generating stations, to 
build generating stations if required, and to centralize the 
supply and distribution of electricity in large stations feeding 
out to small undertakings, who would abandon generation. t 

Thus the Electricity Supply Act of 1919, in the form that 
it passed the House of Commons, was a far-sighted measure 
calculated to deal effectively with the weaknesses of the 

• Cmd. 9,o62, Stationery Office, 1918. 
t Public L'tilities 1111d ::O.~IItiimlll Det·elapment, :\I. E. Dimock. 
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electricity supply industry. Unfortunately, however, the 
Bill was not destined to reach the statute book without being 
drastically curtailed. A combination of vested interests in 
the Lords succeeded in devitalizing the Bill by denuding the 
Electricity Commissioners of their compulsory powers. In 
consequence the Act of 1919 failed in its purpose of creating 
the super-power zone and the nationalization of generation. 
Seven years were to elapse before legislation was passed 
adequate to meet the situation of the industry. The Act 
of 1919, however, was not entirely unavailing. It had set 
up a planning body in the Electricity Commissioners, who, 
in these intervening years, were gaining experience and a 
wealth of information. 

In one respect the all-important Electricity Act of 1926 
is a less ambitious measure than that of 1919. For the 
Central Electricity Board, which is the executive organ under 
the 1926 scheme, enjoys less extensive powers, especially 
as regards the planning of distribution, than those designed 
for the district electricity boards referred to above. But 
it goes beyond the 1919 scheme in that it provides for the 
unification on a national scale of the electricity supply 
industry by the construction of the " grid ". 

Under the 1926 Act two bodies were appointed to con
struct and operate the scheme it lays down. The first of 
these was the Electricity Commissioners, created by the 1919 
Act. This body, whose powers were greatly extended, were 
entrusted v.i.th two main functions : to construct the plan, 
and to act as the judicial authority. To cany out these 
functions it was obviously necessary that the Commission 
should possess adequate technicall"llowledge, hence four of 
the five Commissioners are electrical engineers. The Com
missioners, three of whom are full time officers, are appointed 
for a term of seven years v.ith provision for re-appointment 
by the Minister of Transport with the concurrence of the 
Board of Trade. No member may be personally interested 
in any electrical undertaking. 

The main functions of the second body set up by the 
Act, the Central Electricity Board, were to carry the plan 
into effect and to run the scheme upon its completion. 
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The functions of the Electricity Commissioners, then, fall 
into two main categories, the planning functions and the 
judicial and regulatory functions. Section 4 of the rg26 
Act provides for one of the main aspects of the planning of the 
industry. By it the Commissioners are instructed to divide 
the country into a number of electricity areas, and to prepare 
and transmit as soon as possible a scheme relating to each 
of these areas. Nine of the schemes which will eventually 
form the national power system have been completed, while 
the development of the tenth, Northern Scotland, will 
probably be deferred for several years owing to the economic 
unimportance and sparseness of population of this region. 
In determining the areas of the schemes the Commission has 
taken into account such factors as existing groupings of 
undertakings, distribution of population and industries, 
the avoidance of transmission beyond the economic limit, 
ease of technical administration, as well as population and 
industrial trends. 

Having divided the country into ten electricity zones, 
the Commissioners had then to prepare a scheme for each 
zone. The work involved in the preparation of the various 
schemes falls under two main heads. In the first place the 
Commission had the task of planning for the concentration 
of generation in the most efficient stations. For this purpose 
it is empowered to determine which stations, whether existing 
or new stations, shall generate electricity for the national 
scheme, such stations to be designated "selected" stations. 
The total number of stations selected by the Commission 
for the nine schemes prepared is 135, of which sixteen are 
to be newly constructed. In 1926 there were 592 public 
generating stations in Great Britain, of which thirty-two 
stations were responsible for so per cent. of electricity gener
ated, while 462 produced the other half.* As we shall see 
later when we deal with the functions of the C.E.B., this 

· body is given extensive powers for the closing down of 
uneconomic stations. 

Secondly, the Commission was given the task of planning 
the interconnection of "selected" stations and the 

• British Public Utilities, M. E. Dimock, Allen & Unwin, I933· 
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connections with the distributing undertakings, as well as the 
standardization of frequency necessitated by interconnection. 
This system of interconnection is one of the most important 
aspects of the scheme, for, by its instrumentality, the average 
load factor of the county (i.e. the proportion of actual output 
to potential output) will be substantially raised. As we saw 
in the last chapter, a generating station working in isolation 
has to maintain a large proportion of reserve plant in order 
to meet peak demands and also to provide against breakdown 
of one of its machines. If, however, a number of stations are 
interconnected, the reserve plant necessary for a station 
working in isolation \'\rill almost suffice for the whole group, 
thus releasing a large proportion of idle or partially idle 
generating plant for regular use. So important are the 
economies which will result from the interconnection of 
generating stations that they will, according to the estimate 
of the C.E.B., effect a saving of expenditure on generating 
stations in ten years of the whole. capital cost of the grid, 
namely, £27,500,ooo. Up to the end of 1934, by which time 
the Scheme was in full operation in only seven of the nine 
areas, the grid had already saved the country £g,ooo,ooo in 
capital expenditure on generating plant.* 

The planning powers, then, of the Commission consist in 
rationalizing the generation of electricity and planning the 
national grid. The Commission's judicial and regulatory 
powers, the execution of which forms its second main function, 
can best be considered when we have reviewed the work 
allotted to the C.E.B. 

The work of the C.E.B. falls under two main heads. First 
to carry into effect the plan drawn up by the Electricity 
Commission; second. to operate the scheme upon its 
completion. Thus the C.E.B. is the executive organ by 
means of which the scheme of interconnection and bulk 
transmission will be carried into effect. While, therefore, 
the Electricity Commissioners are primarily a body of expert 
dectrical engineers, the C.E.B. were chosen for their 
practical experience in a variety of pursuits. It is nominated 
by the Minister of Transport, " who in selection has paid 

• S#wat4 At~~~W<Jl Rtporl of tlw C.E.B. 
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attention to special qualities such as knowledge of industrial 
organization, finance, and control of large manufacturing 
establishments".* Members, who are appointed for terms 
varying from five to ten years, are selected to some extent 
on a basis representative of the main interests involved, 
such as the local authorities and the railways. 

The constitution under which the Board is to operate 
has excited widespread interest, for it represents a new and 
important advance in public administration. The main 
feature of the Board's constitution is that it combines 
long term control of policy by the government, through the 
latter's power of appointment, with autonomous powers 
in its day to day operations. " It can make its own arrange
ments with supply undertakings, fix its own tariffs and 
control absolutely its own administrative organization."f 
It is financed, subject to treasury control, by the issue of 
stock which carries with it no voting rights. It is forbidden 
to earn profits. 

That the constitution of the Board is admirably adapted 
to the functions assigned to it by the 1926 Act is borne out 
by the vigour and ability it has shown since its creation. 
" During the first five years of its existence the Board has 
evidenced definite objectives, aggressive action, and highly 
satisfactory results. Progress in the national electricity 
scheme has surpassed the expectations of its most ardent 
supporters."t 

The Board began the task of constructing the national 
grid in January, 1927, when the first scheme prepared by the 
Commission was adopted by the Board. Thereafter further 
plans followed at the rate of two a year, until, in August, 1931, 

· the last scheme, that for South Scotland, was adopted. The 
procedure f~r the adoption of plans was laid down by the 
1926 Act. The C.E.B., upon the receipt from the Com
missioners of a plan, which was drawn up only in broad out
line, should publish it, thereby giving all interested parties 
an opportunity to raise objections. The wisdom of this 
course of procedure has been shown by the fact that several 

• Pwblic C.:tilitus. ~1. E. Dimock, Allen & t:"nwin, 1933· 
t Ibid. t Ibid., p. 228. 
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modifications have been adopted, such as the shortening of 
routes to link up main grid points and the deviation of the 
grid to preserve amenities. The construction of the grid, 
comprising 4,000 miles of transmission lines, was actually 
completed a year ahead of expectations in November, 1933, 
when the last pylon was erected. At the beginning of the 
same year the Board had already begun trading in two areas, 
Central Scotland and Mid-East England, when 1,360 miles of 
main transmission lines and 560 miles of secondary lines were 
energized. By January 1st, 1934, the grid was in full opera· 
tion in all areas except North-East England. 

When the whole national scheme is brought into operation, 
the main function of the C.E.B. in operating the system will 
be to act as middleman between the producers of electricity 
in bulk and the distributing undertakings. In other words, 
its business will consist in buying electricity from the 
"selected " stations, which are owned and operated by their 
previous owners, and to deliver it to the distributors at the 
273 "Grid Points", where transforming stations effect the 
necessary reduction of voltage. The principles upon which 
the Board bases its charges are laid down by the 1926 Act, 
which provides that the price paid by the Board to the 
" selected stations " shall be regulated by a scientific system 
of costing. This price, plus a percentage to cover the capital 
charges and working expenses of the Board, is the rate at 
which the Board sells to the distributing undertakings .. 

As the national electricity scheme, however, is not merely 
static, the Board has more extensive functions than that 
of a middleman : it has the task of developing the scheme 
according to the needs of the country. In the first place 
the Board is empowered to effect, not only such,. alterations 
and extensions of " selected " stations as may be required 
by the original scheme, but also those that are required from 
time to time in the course of future development. As 
regards alterations and extensions required by the original 
scheme, Section 5 of the 1926 Act provides that in case the 
C.E.B. should fail to reach an agreement \\ith the owners of 
a "selected " station, the station in. question may be pur
chased by the Board and" transferred to a Joint Authority, 
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if there be one in the district, or failing the Joint Authority, 
to any authorized undertaker or company approved by the 
Board ". If no suitable company can be found, the Board 
itself may acquire and operate the station. These provisions 
also apply to main transmission lines. 

In the second place, the C.E.B. has important powers 
as regards the closing down of generating stations. If the 
Board finds that an undertaking which is not a " selected " 
station is generating electricity at a cost greater than that 
at which it could be supplied from the grid, then the Board 
is empowered to notify the undertaking to this effect and 
to offer to supply it at a lower rate. If the undertaking 
should reject the Board's offer, and if during the subsequent 
year the cost of generation remains higher than the Board's 
rate, then the Commissioners are empowered to close down 
the station and to order the undertaking to receive its supply 
from the Board for a period not less than seven years. The 
undertaking, however, has the right to appeal to an arbitrator 
and assessors appointed by the Minister of Transport. 

Thirdly, the C.E.B. possess important powers as regards 
the erection of new generating stations. , In the event of a 
new station being required in an area in which, according 
to the opinion of the Commissioners, no existing body can 
be found with whom satisfactory arrangements can be made, 
the Commissioners are empowered to authorize by a Special 
Order that the C.E.B. provide the station. 

It is clear that the C.E.B. in the course of its operations 
is frequently involved in disputed questions with private 
and public interests. To avoid litigation or arbitration costs, 
therefore, Parliament conferred on the Electricity Commission 
certain judicial functions. Thus the · Commission is 
empowered to act as arbiter in such disputes as the price 
to be paid by the C.E.B. for the acquisition of generating 
stations and main transmission lines, the obligations and 
rights of owners of selected stations, or the cost of altering 
frequency. The procedure in such cases is similar to that 
of the Railway Rates Tribunal. Appeals, however, to the 
Electricity Commission are voluntary ; the parties to a 
dispute on these questions may, if they prefer it, argue their 
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case before barristers and assessors. This alternative 
method has, so far, not been resorted to by the electricity 
industry or the municipalities, while the Commission has 
held many hearings.• 

In this chapter we have attempted to review the national 
plan laid down by the 1926 Act for the supply of electricity 
in Britain. The main objectives of this plan, as we have 
seen, have in the main been achieved. The whole country 
has been mapped out into a convenient number of super
power zones by a system of interconnection which has been 
executed by the Board; the generation of power for the 
national II grid " has been concentrated in 135 selected 
stations and sixteen new stations planned by the Com
mission-146 generating stations having been closed down 
between 1927 and 1933 t; the whole country has been unified 
by the construction of the national" grid", involving engin
eering feats which have been 11 truly inspiring ",t thereby 
raising the load factor of the industry to the maximum level 
that the nature of demand will allow. It is anticipated 
that the percentage of spare plant required under grid opera
tion will be about 20, i.e. 20 per cent. of the aggregate 
peak load, as compared with the average figure of nearer 
Bo per cent. in 1931.§ 

Nor does the scheme appear to be less effective in its 
executive aspect. Combining a large degree of decentraliza
tion ·with centralized control, it has every promise of being 
operated v.ith energy and efficiency. For the adoption of 
the principle that generating stations shall remain in the 
hands of the original owners enables the C.E.B. to simplify 
its organization and to concentrate upon the important 
tasks of operating the grid, rationalizing the generation of 
electricity, and planning for the future needs of the country. 
The constitution of the Board, moreover, is well adapted 
to enable it to carry out these tasks, combining, as it does, 
public control v.ith a very large measure of independence 
in operation. Professor Dimock has not been guilty of 
exaggeration in his assertion that: 11 The national electricity 

• Puhlic t'b.l&ties, Dimock, p. u4. t Ibid. 
t lbld. § Ec.()'fltmtist, March 30th, I93S· 
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policy is impregnated with more industrial, social and 
governmental potentialities than any public utility develop
ment yet undertaken in Great Britain."* 

The scheme, however, has not been without its critics. 
Two points, in particular, have been stressed; the necessity 
of the C.E.B. to operate a much larger number of stations 
than the system really requires ; and the omission on the 
part of the scheme to deal with the problem of distribution. 
As regards ~he former point, it has been asserted that while 
provision is made for the employment of 135 " selected " 
stations, only one-third of these may be regarded as base 
load stations operated continuously. t In the two areas in 
which the C.E.B. first started operations, Central Scotland 
and Mid-East England, it is pointed out, the Board by 1933 
has found it possible to concentrate 76 per cent. of the total 
production of these areas in ten stations out of the twenty
five originally selected. t As the Board has guaranteed the 
capital charges and costs of production of all selected stations 
irrespective of the use made of them, it is under obligation 
to carry a burden of fixed charges that will mortgage to a not 
inconsiderable extent the economies which it is affecting. 

That the C.E.B. has been unduly fettered in this and 
other ways seems to have been recognized by the authorities. 
Accordingly, in the early part of 1934, a Bill was introduced 
into the Lords to enable the Board to get round some of the 
most difficult provisions of the 1926 Act, and to negotiate 
direct with the railway companies for the provision of a new 
load, which would widen the basis of its operations. 

The second criticism levelled against the scheme is more 
fundamental. By failing to tackle the problem of distribu
tion, it is pointed out, it largely nullifies its achievements 
in the field of generation and transmission. For the economies 
to be reaped from the rationalization of generation and from 
the national " grid " are largely potential, depending on a 
substantial increase in the demand for electricity. The 
purpose of the grid, as we have seen, is to link together all 

• ~lie Utilities, p. I95· 
t Tlte ECO'IIomist, April 21st, 1934· 
t Sixth A••tull Repm of tlte C.E.B. 
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the main generating stations in the country, thereby liberat
ing for regular use the capacity which each station working 
in isolation was compelled to hold in reserve for peak loads 
and emergencies. The grid, that is to say, has virtually 
increased the productive capacity of the existing plant of the 
electricity supply industry, enabling it to meet a greatly 
expanded demand without incurring additional capital 
expenditure. Vnless, therefore, electricity consumption 
shows a pretty rapid expansion in the near future the industry 
will be thrown out of balance. • " The danger of the elec
tricity supply industry falling out of balance-between manu
facture and sales-is a danger which must be considered. 
It would be absurd if the C.E.B. were to reduce the national 
cost of electricity to less than ·4d. per unit to find the 
consumer paying an average of 1}d. per unit or even more. 
Distribution cannot be left to the play of economic forces if 
generation and transmission have already been organized 
on a scientific basis: the existence of an enormous number 
of distributors supplying small areas cannot make for 
efficiency or reduction of waste."t 

That the position of the distribution side of the industry 
is highly unsatisfactory is recognized by the Electricity 
Commission. "It has become increasingly evident", says 
the Twelfth Annual Report of the Commission," that central
ization of generation \\ill require to be supplemented by 
improvement and co-ordination of distribution if the 
opportunities for expansion presenting themselves to the 
supply industry are to be utilized to the fullest possible extent." 

Nor is there less agreement as to the main cause for this 
requirement. In the first place the existence of a large 
number of small distributors means lack of uniformity and 
inertia. The lack of uniformity as regards the voltage at 
which supplies were given to consumers is evidenced by the 
fact that, in 1930, 1,253 undertakings were distributing A.C. 
only, 2S8 were utilizing both, while 121 were distributing 

• Results seem to show that these fears have been exaggerated. In 
the penod 193<>-4 mclusl\·e, the output of electrioty in Great Britain has 
men:~ by so pe:r cent. (Srot't~~4 A••...al Report of 1M C.E.B.) The 
tncr .. .a.se tn the world a.s a whole during the s.a.me period w·a..s only ten per cent. 

t 11u Ecow.:muu, J,oo-8, 19l8. 
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D.C. only.* The inertia of many small undertakings, who 
content themselves with making a large profit on a small 
number of consumers, is an even more serious factor ; for it 
partly explains why certain sections of the country are 
deprived of a satisfactory electricity supply even where there 
is an effective demand, potential consumers being discouraged 
no less by the demand for guarantees and high installation 
charges than by the high charges for electricity. And, as 
Professor Dimock has pointed out, there is " a close and 
inescapable relation between the lowering of retail and 
commercial electricity and the economic use of the grid ".t 
But 'an adequate reduction of the price of electricity is unlikely 
to be brought about until the distributive system and the 
machinery for regulating prices are drastically overhauled. 
It is one of the main defects of the 1926 Act that it left the 
regulatory powers of the Electricity Commission the least 
effective part of its functions. 

The ultimate solution of the problem of distribution is 
likely to be less simple than that of generation and trans
mission. As Professor Dimock suggests, progress may be 
made along three principle lines : (a) the extension over wide 
areas of power companies, who would themselves own and 
operate the distributing stations; (b) the widespread develop
ment of Joint Electricity Authorities and Joint Boards; 
(c) the development of a National Distribution Board on the 
lines of the C.E.B. to cover distribution. Method (b) Pro
fessor Dimock regards as a particularly satisfactory means 
of integration. He further points out that if the functions 
of the C.E.B. were to be extended. to cover distribution, it 
would have to be done on regional foundations and local 
responsibility. For the success of a plan for distribution, 
unlike that for the suppiy side of the industry, would depend 
on " service, on active enterprise and selling efficiency ; and 
a national board woul9 not furnish these things and be able 
to create a scheme capable of dealing with every type of 
consumer, which would be elastic in operation and consistent 
in principle." t 

• Public Utilities, Dimock, p. 255· 
t Ibid., p. 246. t Ibid., p. 258. 



CHAPTER VIII 

AGRICULTURE. I 

IN Part I of this book we distinguished three factors as the 
root causes of the problems of the basic industries: the 
evolution in technique, the termination of the era of 
expansion, and the regulation, official and unofficial, of 
commodity and factor prices. 

The difficulties of British agriculture are also the product 
of these factors, but the casual connection between them is 
different. The evolution of technique, for example, has 
affected British agriculture not by lessening the flexibility 
of its organization, as in the case of the basic industries, but 
by intensifying overseas competition and the problems of 
marketing. Let us take first the question of overseas 
competition. While modem agricultural technique has not 
modified to any important extent the size and organization 
of British farms, it has greatly increased the ability of the 
overseas farmer to compete in the British market. For 
agricultural inventions have assisted the overseas producer 
to a far greater extent than his British competitor, the 
conditions in countries like Canada, the United States and 
Australia, where land is cheap, labour scarce and the climate 
drier, giving greater scope to the use of modem machinery. 
More important, however, than the inventions in the sphere of 
production are those concerned with storage and transport ; 
for it is these which enable the overseas farmer to overcome 
the disadvantage of producing perishable commodities for a 
distant market. With every year that passes, commodities 
like butter, eggs, fruit and meat arrive from the antipodes 
and other distant markets in a condition which approximates 
more and more to that of British produce. Thus the advance 
in technique in the realm of production and transport is 
greatly intensifying the overseas competition which British 
agriculture has to meet. To this fact can be largely 

• 
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attributed the serious plight of the Eastern counties prior to 
the Wheat Act of 1931, the crises in dairy farming prior to the 
formation of the Milk Marketing Board, and that in the live 
stock industry down to 1935. 

Advance in the technique of production and transport has 
also affected British agriculture more directly. By promoting 
specialization it has meant that the British farmer sells his 
produce in more distant markets ; he can no longer rely to 
the same extent on the neighbouring town as an outlet for 
his produce. 

Hence agricultural marketing has become increasingly 
complex and on a larger and larger scale. This has affected 
the farmer in two ways. In the first place it has increased 
the technical problems of marketing, as it has made such 
problems as standardization, grading, the fluctuation of prices 
more important. Secondly it has affected profoundly his 
bargaining strength, for the modern complexity of marketing 
has fostered the growth of powerful marketing organizations. 
This increased complexity of marketing, together with the 
intensification of foreign competition, are the main justifi.ca~ 
tion of the Marketing Schemes. 

Thus agriculture like the basic industries, has been pro
foundly affected by the evolution of technique, though in a 
different way. The other factors which we have distingushed 
as the characteristic features of the post war era have also 
contributed to the difficulties of agriculture. The trend in 
population and the increase in wealth per head has produced 
a shift in demand from the staple agricultural products to the 
more expensive forms of diet, such as vegetables and fruit. 
Finally the authoritarian regulation of wages in agriculture 
by the Agricultural Wages Boards has increased the rigidity 
of the farmer's costs. The rigidity in the costs of distribution 
has also worsened the farmer's position by lessening his share 
of the consumer's pound. 

In order, however, to understand the difficulties of British 
agriculture, it is necessary to analyse the factors peculiar to 
the industry-factors which, even in pre~war days, impeded 
to a large extent the working of economic forces. It is the 
purpose of this chapter to analyse these factors peculiar to 
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agriculture. In the light of this analysis subsequent chapters 
will deal with the efforts of producers and the State to cope 
with the economic problems which thus arise. 

Three such factors may be distinguished:-

(r) Irregularity of the response of Kature to man's 
efforts. 

(2) Relatively small.scale and scattered nature of 
production. 

(3) The length of the period of production on the 
farm. 

(I) Irregularity of the Response of Xature to Man's Efforts. 

In no other industry has the producer so little control 
over the volume and the quantity of his product. If in an 
iron and steel undertaking certain quantities of flux and ore 
are fed into a blast furnace, the quality and quantity of the 
iron produced therefrom is calculable within very narrow 
limits. Even in coal mining the output resulting from a 
certain application of labour and capital is tolerably certain. 
On the other hand, a farmer who plants a field of potatoes or 
who applies a certain amount of capital to the cultivation of 
an orchard is largely at the mercy of the Gods as to the quality 
and quantity of the crop he \\ill harvest. For example, in 
I 929 the average yield of plums was estimated at 26 • 7 lb. per 
tree, while in I930 the estimated yield rose to 53· 3 lb. per 
tree.• Again, a temperate summer \\ith adequate rain may 
cause milk yields to soar, while a hot summer may burn out 
the pastures. :Ko other industry except fishing experiences 
such incalculable variations of output. 

Ine\·itably, therefore, many agricultural products are 
subject to considerable fluctuations in prices, especially 
producer's prices. A bountiful year for, say, potatoes \\ill 
cause the price of potatoes to fall, while a JX>Or crop \\ill 
cause the price to rise. :Kow these fluctuations in the price 
of agricultural produce are not of themselves harmful. The 
price per cwt. of potatoes may in a good year be low, but the 

• Tilt P/a1ttung of Ag•icwtute, by Astor. and :!.turrar, Oxford 
t'mveruty Press, 1933. 
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greater number of cwts. which the farmer has to sell may be 
sufficient to compensate him for the low price per unit. 

Unfortunately, however, the farmer has to reckon with 
another factor which often makes the bounty of nature a curse 
to him. The demand of the consumer for the main articles of 
food from month to month and for food as a whole is rela
tively inelastic; that is to say, small changes in the prices of 
foodstuffs have little effect on the demand of the consumer. 
This inelasticity of the demand for foodstuffs may cause 
farmers to incur serious losses in years of abundant crops. In 
fact a small yield may be more profitable to the farmer than 
a large one. For example, according to the Dominion Bureau 

. of Statistics, the value of the 1923 Canadian wheat crop, which 
amounted to 474,199.ooo bushels was $3I6,934,ooo, while the 
value of the 1924 crop which amounted to only 262,097,000 
bushels was estimated to amount to $320,362,000. With a 
crop like potatoes, which will not bear carriage over such long 
distances as wheat and for which there is no carry-over from 
year to year, the problem of price fluctuations is even more 
serious. " During the past five seasons potato prices have 
often lost all relation to cost of production. Thus average 
wholesale prices for the period September-May since 1922-3 
have fluctuated between 7IS. 5d. and I86s. per ton and 
monthly prices have varied between sss. 6d. and 285s. 6d. 
per ton. The average prices for the seasons 1928-9 and 1929-
30, for instance, were undoubtedly well below the cost of 
production on the majority of farms .• ,.. The report concludes 
that these fluctuations in price are due to inelasticity of 
demand together with variations of yield. 

"Yes," the economic theorist may reply, "all this may 
be perfectly true, but the price mechanism will take care 
of such situations. These risks in agriculture will be allowed 
for by restricting the number of farmers, competition ·in 
agriculture will be less severe than it otherwise would be, 

, and hence the price of foodstuffs will, in the long run, be 
sufficiently high to compensate the farmer for his bad 
years." 

• Repl)rl Oil OYga11izatiOil of Potato MaYketing, Economic Series No. 34, 
:Ministry of Agriculture and Fisheries, p. 39· 
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This argument is perfectly sound as long as certain 
assumptions are made. If we assume that the farmer has 
sufficient knowledge and insight to interpret the fluctuations 
in the price of his produce and to respond to them in just 
the right degree, and if we also assume that the bulk of 
farmers have sufficient financial resources to enable them 
to take the long view, then, no doubt, this situation could 
be left to take care of itself. 

The course of events, however, shows that these assump
tions are inadequate. As many authorities on agriculture 
have pointed out, the majority of farmers tend to exaggerate 
the trend of the market as indicated by the movement of 
prices. If in consequence of a bad crop or for some other 
reason the price of a particular commodity rises, farmers 
tend to increase production until Jt exceeds demand and 
prices fall. The losses thus brought about lead farmers 
to contract production and prices rise once more. Thus 
a cycle of rising prices and expanding production followed 
by falling prices and contracting production is set up, 
carrying in its train costly miscalculations and avoidable 
losses. Often the expansion of acreage of a particular 
commodity caused by a rise in prices coincides with a 
high yield. It was this combination of events which led 
to the disastrous slump in the price of potatoes in 1922* 

In the pig industry miscalculations arising from misinter
pretation of the movements of prices are even more serious. 
Pigs are "muck or money "t in quick succession. In a 
later chapter, when the pig scheme is discussed, the causes 
of the pig cycle will be referred to. 

This inability of farmers to respond in the correct manner 
to price movements not only results in alternative gluts 
and scarcities to the detriment ofbothconsumerandproducer. 
Its consequences are more far reaching, affecting adversely 
the efficiency of agricultural production. As Sir Daniel 
Hall points out, a "great proportion of indifferent farming 
to-day is due to lack of confidence". The state of mind 

• StalnJi:a.t&l:>fl of .Agric1../twlll Prias, Ministry of Agriculture and 
Ftshenes. Economic Senes :So. :1. 

t 1 iu l'Ja.NII&~ of A~ur1, Astor and Murray, Oxford l:niversity 
Press, 1933. 
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of the individual farmer and his expectation of prices are 
vital factors in determining the character of farming. 
Unstable prices are bound to make farmers seek an 
essentially safe system rather than one aiming at high 
productivity. 

(2) Relatively Small Scale and Scattered Nature of Production. 
A second characteristic feature of agriculture which 

gives rise to certain special problems is the small scale of 
the productive unit combined with the fact that producers 
are widely scattered over the whole country. How small 
is the scale of production in agriculture compared with 
that of any other important industry is indicated by the 
fact that there are only 227 agricultural workers for every 
hundred employers. Agriculture, in fact, has been scarcely 
affected as regards the scale of production by the Industrial 
Revolution. " Taking the country as a whole there has 
been no change in the ·effective size of holdings since the 
days when farmers were first consolidated," writes Mr. C. 
S. Orwin. " In all the countries of England where arable 
farming predominates, which corresponds roughly to the 
districts enclosed under the Hanoverian enclosure movement, 
farms were blocked out and equipped; roughly between the 
years 1750 and 1830, and so they have remained unchanged 
for the most part until the present day. . . . In those 
parts of England and Wales where the consolidation of 
holdings was effected in earlier times . . . farms were 
mostly smaller and they too have remained with little change 
up to the present day."* This, as Mr. Orwin has pointed out, 
is very largely due to the fact that the power unit in agricul
ture has remained unchanged. The various mechanical 
improvements, at least until quite recently, have been 
designed as horse-drawn implements. " A pair of horses is 
required for each fifty acres of arable and the addition of I,ooo 
acres to any enterprise would have required the addition of the 
full equivalent complement."t Another important factor 
making for comparatively small scale production is the fact 

• Ths FutuJ'tJ of Fa1ming, Orwin, Oxford University, Press, 1931, p. 94· 
t liM. 
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that agriculture cannot be worked to rule from headquarters, 
as daily modifications of detail are necessary. " Directly 
therefore the enterprise becomes too large for the direct 
supervision of one organizer it invites failure." 

It is to the agricultural problems which arise in con
sequence of the small·scale unit of production that the growth 
of co-operation all over the world is mainly due. The nature 
of these problems can best be seen by a consideration of the 
ends which co-operation in agriculture is designed to achieve. 

The beginnings of agricultural co-operation are generally 
traced to the movement initiated in Germany by Raiffeisen 
in 1854· In the first half of the nineteenth century, the Ger
man peasants, having started commercial farming after their 
recent emancipation from the medieval system of the manor, 
found themselves confronted with two urgent problems. 
In the first place, under the new conditions of farming, they 
experienced a need for credit such as they had scarcely 
known under the old system. This need, under the leader
ship of Raiffeisen, they sought to satisfy by co-operation. 

For by co-operation the difficulties which confront 
the farmer or peasant in obtaining credit can be overcome. 
In the first place co-operative societies can mobilize the sur
plus savings of their members, thus forming a fund from which 
loans can be made. Secondly, a co-operative society is in a 
position to borrow from outside sources by giving a collective 
guarantee. It can also ensure to a large extent that. only 
credit-worthy producers obtain loans, as it stipulates 
that a borrower shall make a full disclosure of his financial 
position to a committee of his neighbours, who are 
likely to have an intimate knowledge of his character and 
circumstances. In Germany the credit co-operative societies 
haYe had considerable success not only in enabling their 
members to obtain more credit, but also in rescuing them from 
the rapacity of moneylender and tradesman. 

A second important motive of agricultural co-operation is 
the desire of the producer to counteract the disadvantage 
under which he lies as a small buyer and a small seller. Before 
the rise of the marketing schemes under the Agricultural 

• Tlu Farm ond tlu Natlcnt, Sir E. J. Russell, p. 188. 
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Marketing Acts of 1931 and 1933, the agricultural co-opera
tive movement in Britain was almost entirely concerned 
with the former of these two motives-co-operative buying. 
While co-operative credit and co-operative selling in Britain 
had been quite negligible, the co-operative purchase of feeding 
stuffs, fertilizers, seeds and implements has, in the last decade, 
amounted to £8,ooo,ooo to [Io,ooo,ooo per annum. The 
greater success of this aspect of co-operation is, of course, 
due to the fact that it presents fewer obstacles than other 
forms of co-operation. 

The small-scale purchaser of farm requisites is subject to 
two disadvantages. Not only is he open to the sharp 
practices of dealers desiring to foist inferior or unsuitable 
articles upon him, but he has also to pay higher prices on 
account of his buying in small quantities. On the other hand, 
a strongly supported wholesale purchasing society can buy 
at lower prices and can also exercise a sounder judgment as 
to the quality and suitability of their purchases. Moreover, 
as Mr. J. A. Venn has pointed out, not only may a co-opera
tive purchasing society obtain the highest class of goods at 
wholesale prices, but may also cause competition for really 
extensive orders to result in further reductions.* 

While the agricultural co-operative movement in Britain 
has been mainly concerned with co-operative buying, in 
certain other countries-Denmark, Australia, and New 
Zealand, etc.-it has been dominated by producers' selling 
societies. This is largely due to the fact that these countries 
specialize in the export of a small range of agricultural 
products, the marketing of which under co-operative 
conditions is especially advantageous. The advantages of 
co-operative selling, however, are far from being confined to 
these countries. In all, or almost all, countries, the farmer 
stands to gain more by co-operative selling than by any other 
co-operative activity. 

In disposing of his products the agricultural producer 
works under difficulties which are unknov:n to producers 
in other industries. The fact that his produce is a minute 

• Tlt.s F()II.MaJiow.s of Agriculture, by J. A. Venn, Cambridge 
University Press, 1933. p. 343· 
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proportion of the total volume passing through the mer
chant's hands, that it is subject to subtle variations in quality, 
that it is not forthcoming in a regular fiow.,.._all these factors 
place him at a disadvantage in marketing his produce. 

As a small seller confronted by a comparatively large 
buyer in a market in which specialized knowledge is essential, 
he is peculiarly open to exploitation by middlemen. In 
selling as an isolated unit, he has also to pay for marketing 
services which, under a suitable organization, might be more 
economically performed, or even eliminated altogether. 
If, on the other hand, he markets his produce through a 
co-operative marketing organization, he stands to gain a 
greater proportion of the consumer's pound; for the co-opera
tive principle not only enables him to bargain with the 
middleman on equal terms, but also to eliminate a link or 
two in the distributive chain. By the delivery of produce 
to a central district depot the work of grading, standardizing, 
packing, and transportation can be rationalized, the actual 
marketing of produce facilitated, and the elimination of gluts 
effected by orderly marketing in the disposal of surplus. 
These and other economies, such as the stimulus given to the 
improvement of quality and the more effective utilization of 
surplus produce, can be secured by co-operative marketing, 
as will be seen in more detail in the next chapter, when 
the objects of the various marketing boards which have 
been set up under the Marketing Acts of 1931 and 1933 are 
considered. 

Nor is it only by co-operative selling that farmers can 
neutralize the effect of the small scale on which agricultural 
operations are conducted and of the scattered distribution 
of farms. As Lord Astor has pointed out, one of the most 
imperative needs of marketing reform lies in the amalgama
tion and consolidation of numerous small markets in England 
and Wales. The unnecessary number of small separate 
auctions" leads to a number of evils which defeat the object 
of an auction and, if persisted in, their 0'\1\-'11 object ; such are 
the formation of rings, repeated offering of cattle through 
the sellers' lack of confidence in an auction, running up of 
stock by 0\\1lers, and, in general, division of buyers and 
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lack of competition. It also leads to waste through 
stock being moved repeatedly from one small auction to 
another."* · 

The nature of the handicaps under which farmers suffer 
in marketing their produce and a method by which some of 
them can be eliminated is illustrated by an enterprise initiated 
by farmers in the Midlands. " Before the formation of the 
Midland Marts Ltd. there were some twenty small markets 
within a radius of twenty miles of Banbury. Some of these 
.had only five beasts for sale on any one day. . . . Buyers 
would not come from a distance because there was no 
certainty that their requirements could be met. The only 
purchasers were the one or two local butchers who inevitably 
formed rings. . . . With capital supplied to a large extent 
by a few farmers . . . the new market was built in 1925. 
To-d:ay cattle are sent in . . . from dealers and farmers 
in all parts of the country, who are assured of a keen market. 

. The advantages to both buyer and seller are mani
fest ; the certainty of a regular supply saves the buyers many 
visits to small markets-for this the butcher is willing to pay 
}d. to !d. a lb. more than on markets much nearer his own 
door and the farmer is safeguarded against ' rings.' "f 
Since the enterprise began sales in Banbury market have 
increased ten times. 

This brief outline of the purposes of agricultural co
operation has served to illustrate the problems which arise 
in consequence of our first two factors in the agricultural 
problem. It has served to show that single handed the 
farmer is powerless to overcome the problems which beset 
him as a result of the irregularity of the response of nature 
to his efforts and, more particularly, of the small scale on 
which he conducts his operations. 

The failure of the co-operative movement in Britain does 
not indicate that the root causes which have given rise to the 
movement abroad have not been operative in this country. 
True, the need for co-operation has been less urgent in Britain 

* Report on the Markets and Fail's in England and Wales, Part I, p. 70, 
Ministry of Agriculture and Fisheries. 

t LmuJ. and Life, Astor, p. 147· 
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than elsewhere ; nevertheless, as a result of modem develop
ments it has considerably increased in recent years. 

That the British farmer's need for co-operative action has 
been less urgent than that of farmers in other countries is 
largely due to the British landlord system-a system peculiar 
to Britain. The merits of this system, now that it is in a 
process of decay, are becoming more and more recognized. 

The landlord system, indeed, has been responsible since 
the rise of modern agriculture for many of the best features 
which characterize English farming. Progressive landlords 
-a not rare phenomPnon in the nineteenth century-by 
sinking large sums in drainage, land reclamation, buildings, 
houses and cottages, and by providing the pure-bred live-
stock usually bred on their OVI'Il farms-made British agricul
ture the admiration of Europe. Moreover, by acting as a 
buffer in times of depression between the tenant farmer 
and low prices, he created an atmosphere of confidence and 
security necessary to high farming. In a word, the landlord, 
in the heyday of the system, acted not only as an invaluable 
partner in the industry, but also as a highly efficient channel 
for the supply of one of the most important needs in agricul
ture-long term credit. As regards this need he made good 
the handicap under which agriculture must suffer in virtue 
of the small scale of the farming unit, which precludes 
the farmer from raising his permanent capital as the 
manufacturer does from the money market by the issue 
of shares. 

In the twentieth century, howe\·er, and more especially 
since the war, the landlord and tenant system has been visibly 
declining. True, in 1925 the value of landlords' capital 
amounted to no less than £8Is,ooo,ooo, as compared Vlith 
£31Jj,ooo,ooo, the aggregate of tenants' capital*; but many 
factors are undermining the landlord's position as the 
purveyor of long term credit to agriculture, while his 
partnership in the industry has almost entirely ceased to be an 
acti\'e one. Among these factors two may be distinguished as 
the most important. In the first place, legislation designed to 
remedy certain evils of the landlord-tenant system has greatly 

• Tlu Pla""'"l of Agrn...u .. ~,. Astor and Murray, p. 11. 
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reduced the effective control of the landlord. , The Agricul
tural Holdings Act of 1875 and subsequent Acts have given 
the farmer security of tenure, the right to compensation for 
improvement, and the right to submit his rent to arbitration. 
And " As the landlord's powers were restricted, his active 
interest slackened."* 

The second factor undermining the landlord's position of 
partner in agriculture has been the impoverishment of land
lords since the Great Depression which began in agriculture 
about the year 1874 and lasted till 18g6. During this period 
the persistent fall in prices due to monetary causes and the 
great expansion of foreign imports, first of wheat and then of 
livestock products, aimed the first great blow at the land
lord's financial position. Forced to reduce rents to something 
like half of their former level and suffering great losses from 
the bankruptcy of many ofhis tenants, the landlord was no 
longer so willing or so .able to fulfil his former role. And no 
sooner had agriculture begun to recover from the depression 
than the landlord received a new blow in the shape of the 
Death Duties, first imposed by Harcourt in 18g6. Since 
they were originally imposed, the Death Duties have been 
increased to such an extent that an estate can be extinguished 
in less than three generations. Landlords pay away annually 
under this head no less than £2,70o,ooo which, in the present 
state of agriculture can only be met by forced sales of land
a process involving loss of capital to the industry. "The 
deterioration", writes Mr. Orwin," of the permanent 
equipment of the land is a fact as to which there is general 
agreement."t , 

Mr. G. T. Hutchinson has admirably summed up the causes 
of the decline of the landlord system and its effects in the 
follo\\ing passage. " It is a matter of common knowledge 
that the death duties have pressed harder on owners of 
agricultural property than on other property owners, because 
in the case of the former, the duties are levied on a principal 
value which bears little relation to a capital value calculated 
on the net annual return to the owners in possession. The 

• Tile Pla1111ing of Agriculture, Astor and MutTay, p. II. 
t "The Land Question," Tile Highway, February, 1928. 
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successor to a property which is purely agricultural must meet 
the duty by either raising money on mortgage or by selling 
part of the estate, and for his successor the latter is the only 
alternative. The consequent break-up of agricultural 
estates has been expedited in more recent years by increased 
taxation and a period of acute agricultural depression, result
ing in greatly reduced incomes for landowners. Purchasers 
have usually been forthcoming from the tenant farmer class: 
these have had to elect between purchasing their farms or 
losing their homes or means of livelihood . . . they 
(occupier-owners) own one-third of the agricultural land of 
England and Wales and numerically they constitute the 
principal landowning class in the country. Many of them 
have already learnt to regret the day they purchased their 
farms with borrowed money on a falling market . . . 

" As a result of various enquiries it has been estimated 
that . . . the rents obtained to-day represent interest 
varying from 2t per cent. to 3! per cent.-in many cases 
much less-on the landlord's equipment capital leaving 
nothing at all for the use of the productive powers of the land. 
Thus the landlord and tenant system has operated as a cheap 
form of agricultural credit. . . . The occupier-owner 
when faced with the necessity of replacing farm buildings 
finds that he has not the means to do so. If he decides to 
borrow the money for the purpose he finds the conditions are 
stringent ; he must furnish proper security and pay the 
current rate of interest. So a part of the original equipment 
is not replaced and the farm becomes less productive. .Many 
of the remaining landlords are faced with a similar dilemma : 
faced with the problem of meeting increased taxation and 
death duties with reduced incomes they are unable to make 
proper provision for the maintenance of their estates."* 

The undermining of the landlord's position as an active 
partner in agriculture and as a provider of long term capital 
has created a hiatus in the British agricultural system. As 
regards the landlord's function of progressive leadership, his 
place is being filled more and more by experimental research 
stations and the .Marketing Boards which are being set up 

• Arucle in Tlv Times, March, 19th, 1934· 
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under the Acts of 1931 and 1933. As yet, however, no 
adequate solution has been found for the problem of creating 
new channels for supplying agriculture with its permanent 
equipment ; although a beginning has been made by the 
creation, in 1928, of the Agricultural .Mortgage Corporation, 
which by 1933 had invested about fro,soo,ooo in farming. 

From the brief description given above of the advantages 
of the landlord system, it can be seen that the need for 
co-operation among British farmers has been less than in 
other countries where the occupier-owner predominates. 
Other factors, such as the diversity of British farming, also 
help to account for the relatively small development of 
agricultural co-operation in Britain. 

(3) The Length of the Period of Production 
The length of many of the productive processes in 

agriculture, or the slowness of food production, as Mr. Russell 
prefers to put it, is the third characteristic of agriculture 
which we have singled out. A few examples will serve to 
illustrate this point. According to Sir E. J. Russell, the cow 
takes nine months to bear her calf, the calf two years to 
grow before it in turn will begin to bear a calf, then another 
nine months before it yields any milk. 

Again, wheat requires twelve months, lamb from twelve 
months to two years, while beef and mutton require a much 
longer period.* It is this slowness of food production which 
accounts, to a large extent, for the inelasticity of supply of 
most agricultural products. 

The farmer is thus in a position peculiarly exposed to 
the blasts of economic depression. Gnlike producers in other 
industries he cannot, as a rule, protect himself against falling 
prices by restricting production, which would help to raise 
prices and restore the profit margin: A farmer who, in the 
face of a trade depression, took steps to restrict his output 
of beef might very well find that by the time his supplies 
began to fall off trade was on the upward trend and prices 
were rising. Thus it has been remarked, " Agriculture 
labours under a very severe disability in a period of falling 

• Tlu Farnt and tlu Natirm.. Russell. 
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prices in that it is least able to adjust its output to changed 
conditions of demand."* 

Other factors, however, besides the slowness of production 
account for this inelasticity of supply. In the first place, for 
obvious reasons " a farm cannot be closed down like a 
factory". t Secondly, as Lord Astor has JX>inted out, the 
family farmer, who employs little or no paid labour and who 
contributes a considerable proportion of the supply of many 
commodities, reacts to falling prices rather by increasing 
than by decreasing his output.: In an attempt to make up 
through increased sales for the Jovc.'tless of prices he and his 
family work harder and for longer hours. 

A third factor making for inelasticity of supply is the fact 
that many of the principal exJX>rting countries of agricultural 
products are countries with a large external debt. The 
importance of this factor is shovc.'ll in the follovc.ing passage. 
" In fact, the reaction of the average producer to falling 
prices is likely to be in the direction of attempting to expand 
production with a view to maintain gross receipts. The 
extent to which the primary producing debtor countries' 
attempt to offset in this way the effect of falling prices has 
been responsible for the intensification of the world agricul
tural crisis is not generally appreciated. The slump in the 
prices of agricultural products has reduced the incomes of 
these countries at the same time as it has considerably 
increased the real burden of their debts. The pressure of 
these obligations, in turn, as ~Ir. J. B. Cundliffe JX>ints out on 
page 64 in his World Economic Surny, 1931-2 (Economic 
Intelligence Senice of the League of Nations), necessitated 
hea,·y taxation and banking JX>licies directed to securing the 
necessary foreign exchange for the senice of external debt. 
Such measures further depressed the commodity markets. 
As prices fell production was increased in a desperate attempt 
to maintain income and hea\ier export surpluses were thrown 
on the world market."§ 

• Fwt14rt of Bril1sll Agnctt.Jlvr1 (a series of articles), Statist, December 
jist, 193~

, [bu/, 

! Tlu Pla•utit~g of .4gr~<tt.Jlwe, Astor and :Murray, p. 6. 
§ Fllltt.rl oJ Bnzu4 At"ICttJltt.rt. 
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The degree of inelasticity of supply of agricultural products 
is indicated by the fact that between 1929 and 1932 agricul
tural prices in the chief exporting countries fell by 50 percent., 
but this slump was accompanied by a decline of only I per 
cent. in agricultural production~* 

Nor is it merely the inability of farmers to respond 
promptly to falling prices which renders them so susceptible 
to trade depressions. For while, on the one hand, they are 
peculiarly handicapped in restoring the profit margin by the 
restriction of supplies, they find themselves, on the other, 
_confronted by comparative rigidity of costs. Rents are not 
subject to rapid adjustment to prevailing conditions, mort
gage charges are rigid, while wages, subject since 1925 to the 
control of the Wages Board system, vary but little. 

" In comparison with industry," writes Mr. D. A. T. 
Harkness, "purchases of raw material are relatively small. 

. . . Under the .British system of agriculture . . . 
the farmer is faced with two primary items of expenditure
rent of land and wages of labour. At the time of the first 
census of production the former probably amounted to fully 
a quarter of the value of the agricultural output of the 
country. In comparison, expenditure of purchases of 
materials required for use in production-which in the non
extractive industries is of much greater consequence
assumes a secondary importance. But rent and labour 
charges are precisely those which are least tractable to 
revision in accordance with changes in the general level of 
prices."t 

\Vhen in the next chapter the various schemes put forward 
by the Government for assisting agriculture are considered, 
it v.ill be seen that many of them are due to this inflexibility 
of costs and output in the face of persistently falling prices. 

• Statist, June 3fd, 1933· 
t ECQ110mic J IJUrflaJ., March 1928. 



CHAPTER IX 

AGRICULTURE. II 

"No country in the world has such wide variations of 
soil and climate compacted in so narrow a range as Great 
Britain. In consequence British agriculture is exceedingly 
varied, and it is the most difficult in the world to dogmatize 
about. An intelligent person familiar with one region could 
probably suggest some simple way of improving the fortunes 
of the farmer and farm workers in that area, but he would 
probably find on further inquiry that the suggested method 
would be no use in some other region and might even make 
matters worse." (The Farm and the Nation, Russell, p. 38.) 

THE analysis in the last chapter of the root causes of the 
main problems of agriculture has prepared the way for a 
consideration of the new agricultural policy which has been 
inaugurated in recent years. 

It is possible to trace the beginnings of the new agricul· 
tural policy as far back as 1923. "In the decade 1923-32 ", 
writes Mr. J. A. Venn, "a policy of laissez-Jaire, when faced 
with growing difficulties, gave way to intensive application 
of minor ad hoc remedies. "* One of the first of 
these measures was the British Sugar (Subsidy) Act of !923, 
which was passed to meet the depression in arable farming in 
the Eastern Counties by stimulating the cultivation of sugar 
beet-a crop which can be more successfully grown in certain 
parts of East Anglia than elsewhere in Great Britain. In the 
same year more general assistance was granted to farmers by 
the Agricultural Rates Act which, it was estimated, afforded 
relief of rates on agricultural land amounting to an average 
of JS. per acre. t In 1928 was passed the Agricultural Marks 
Act, which has been referred to in the last chapter. 

• The FoundatiOfls of Agricultu''• J. A. Venn, p. 521, Cambridge 
t.Jnivet'Slty Press, 1933· 

t lbtd. The aggr.,gate relief under this head is estimated to amount 
to £1(),000,000. 

• 
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The most important of these ad hoc remedies, however, 
were the two Agricultural Credits Acts of 1923 and 1928. 
Before taking the provisions of these Acts into consideration, 
it may be as well to examine the problems which they were 
designed to meet. Let us in the first place consider the 
problem of short term credit-a more urgent problem than 
that of long term credit. " In a country like Great Britain 
where tenant farmers predominate, working capital is the 
more important problem."* 

There is abundant evidence to show that a large number 
of farmers were unable to obtain adequate short term credit 
and that much of the credit which they did obtain was on 
unduly onerous terms. The Report on Agricultural Credit 
pointed out that "from almost all parts of the country 
evidence is forthcoming that agricultural produce is forced on 
the market at certain periods in such a way that the farmer 
fails to obtain the best prices. . . . It usually occurs in 
regard to corn and potato crops, and is almost invariably 
stated to be more common among small farmers, and most 
frequently to be due to financial pressure. . . . Again 
and again it is reported that, about harvest time, farmers find 
themselves short of ready money and are compelled to realize 
their produce for what it will fetch." Stock farming is also 
affected. "Frequently it is stated from most of the stock· 
raising districts, that temporary financial pressure compels 
farmers to sell stock in an unfinished condition, or in a bad 
market."t 

Inadequate credit facilities, however, have had conse· 
quences even more serious to farmers than that of com· 
pelling them to dispose of their produce under unfavourable 
conditions ; farmers have had to obtain credit on onerous 
terms from trades people. 

According to the Report on Agricultural Credit, auction
eers who have large connections in cattle, sheep and farm 
sales, sometimes allow farmers to buy live stock on credit 
on condition that those cattle or sheep, or lambs born from 

• Reporl 01l Agricultural C.,edit, ECMIO'Wlic Series }; o. 8, Ministry of 
Agriculture, 1925. 

t Ibid., p. 21-2. 
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the latter, are re-sold in their markets. By this means the 
farmer is restricted in his market. Moreover, if the auction· 
eer is short of entries he may call upon a farmer who is in 
his hands to send cattle to market. " In consequence of 
this system the auctioneer's hold on some districts has been 
described as ' enormous.' "* 

The Report also states that a similiar system is in force 
in some districts in regard to com, hay, etc. The farmer 
buys seeds on credit from the merchant on condition that 
the latter takes the farmer's com crops when ripe. " This 
often results in the former having to buy in the dearest 
market and sell in the cheapest."t In some districts, too, 
dealers are stated to have a monopoly of supplying cattle 
to farmers on a credit basis. 

What have been the causes of this unsatisfactory state of 
affairs ? Not a few have held the joint stock banks as 
principally responsible. One of the most common criticisms 
levelled again'>t the modern banks is that they are less 
" sympathetic " and more rigid than the old private banks 
were. It is also stated that the banks require good security 
and are unwilling to accept the security of crops or stock. In 
proof of the unaccommodating attitude of the banks, it has 
been pointed out that, while the great joint stock banks might 
have on loan to agriculturists at any one time upwards of 
£2o,ooQ,ooo, yet compared with the value of the output 
of the farms concerned, such a figure is very small-about 
7 per cent.t 

Whether the banks are responsible for this situation or 
not, there is good evidence to believe that" The small tenant 
farmer . . . whose main assets are his growing crops 
and other stock has difficulty "§in obtaining c.redit from the 
banks. This criticism does not apply as regards the vast 
majority of large or medium sized farmers. The more 
substantial farmer often has title deeds, share certificates or 
life insurance policies to deposit as collateral; and even if 

• Rtpo•l ott Ag•i, ultutlll Credit, p. 32. 
t /btd., p. 3Z. 
t 1 he Foundataotts of Agriculture, J. A. Venn, p. 343, Cambridge 

l'mvet~tty l'r~. 1933· 
§ Rtporl 0t1 Agrickltutal Ctedit, p. 30. 
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he has not, he may be sufficiently well known to the bank 
with which he keeps his accounts for them to make advances 
upon their personal knowledge of him or upon the security 
of a personal guarantor. It is the small tenant farmer who 
has suffered from the lack of adequate credit on reasonable 
terms. 

There are, however, more substantial reasons to account 
for this than the rigidity of banking practice. In the first 
place, as the Report on Credit has pointed out, it is difficult 
for the banks to give credit to small farmers who are in debt 
to tradesmen. The two systems of short term credit " are 
to a considerable degree irreconcilable ". * Secondly, the 
fact that the banks have not made loans specifically secured 
on crops or stocks is not due merely to rule of thumb 
methods or lack of enterprise on their part. " In point of 
fact the banks have nothing with which they can charge stocks 
and crops, except a Bill of Sale, which is commonly regarded 
as disastrous to any future credit. The banks therefore are 
compelled to restrict their loans within the limits of personal 
unsecured advances, subject as they are to some uncertainty 
as to the borrower's other debts, or to require some form of 
security such as the above (i.e. share certificates, life 
insurance policy, etc.) "t 

It was to remedy this state of affairs that the Agricultural 
Credit Acts of 1923 and 1928 were passed. The Act of 1923 
is divided into two sections. The first section is concerned 
with providing long term credit for those farmers who had 
purchased their holdings between the passage of the Corn 
Production Act of 1917 and the repeal of its successor in 1921. 

The second section, however, unlike the first, was not designed 
to meet a merely temporary situation created by the war, 
but as a permanent solution of the short term credit problem. 
This problem it attempted to solve by offering State aid to 
co-operative credit societies. The State undertook to advance 
capital to co-operative credit societies upon a pound for pound 
basis. Members of the societies, however, would not be called 
upon to pay up more than ss. in the£, so that the State offered 

• Reporl 0111 Agricultural Credit, p. 34· 
t Ibid., p. 35· • 
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to make itself responsible for four-fifths of the share capital, 
which it was prepared to advance at the low rate of 4 per cent. 

In spite of this encouragement, however, few co-operative 
credit societies were formed. The causes of this failure of 
Section II of the 1923 Act are not far to seek. It was not due 
to any particular defect in the application of the Act of the 
co-operative principle. The explanation lies in the anti
pathy of the British farmer to the two essential characteristics 
of co-operative credit. The disclosure of his financial position 
to a committee of his neighbours is only less distasteful to 
him than the assumption of a liability for somebody else's 
default. 

The Agricultural Credit Act of 1928 was a far more com
prehensive scheme than the Act of 1923. Indeed, with the 
passing of this Act " British farmers have, at last, at their 
disposal every recognized form of credit assistance."* The 
first of the two sections into which the Act is divided deals 
with the provision of long term credit-a provision which 
has become more and more necessary in recent years with the 
decline of landlordism and the increase in occupier ownership. 
Under this section, a company (the Agricultural Mortgage 
Corporation) has been formed with an initial capital of 
£6so,ooo, subscribed by most of the leading banks. The 
principle of the Agricultural Mortgage Corporation is that 
it raises the funds necessary for its operations by the public 
issue of debentures. In this task it is assisted by the Govern
ment, which has underwritten these debentures to a maxi.I:num 
of £s,ooo,ooo and by investing in them £r,2so,ooo of public 
money. The Government also assists the Corporation by 
contributing £ro,ooo a year for the first ten years of its 
life to its administrative expenses. The function of the 
Corporation is to advance loans through the banks to 
landowners who wish to improve their land and farmers who 
contemplate the purchase of their holdings. These long 
term advances are made up to two-fifths of the (specially 
ascertained) value of the holding, the principle and interest 
to be repaid in equal yearly or half-yearly instalments
with a maximum period of sixty years. 

• Tlu Fou'#Wultm$ of Agricwllwral Ec.--acs, J. A. Ven.u, p. 356. 
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The second part of the Act, which deals with short term 
credit, is based on the findings of the Report on Agricultural 
Credit to which several references have already been made. 
The Report, it will be remembered, found that the main 
reason why farmers were unable to obtain adequate credit 
from the banks, which, by the way, it considered to be the 
best channel for the purpose, is that " the banks have nothing 
with which they can charge stocks and crops, except a Bill 
of Sale, which is commonly regarded as disastrous to any 
future credit."* Accordingly, the Report recommended that 
legislation should be passed enabling a valid charge on 
certain assets representing " temporary " agricultural wealth 
to be given in favour of the banks, ranking in priority to all 
other charges except rent, rates and taxes. A notification 
of the lien created on the property would be necessary only 
in the case of other banks, hence the problem of registration 
would be greatly simplified. There would be no necessity 
for anything analogous to the publication in the various 
trade protection papers of the registration, which is 
compulsory for a Bill of Sale. The situation would be met 
by the establishment of a central registration open to 
inspection by all banks, but not by the public. 

These recommendations are embodied in Part II of the 
1928 Act. The English farmer therefore now enjoys the 
privilege of chattel mortgage, as the American farmer has 
already done for some years. Thus the last remaining factor 
responsible for the inadequate credit facilities for agricul
turists has been removed, now that short term credit resting 
on the security of growing crops, livestock or any other 
agricultural assets, is available. 

In 1928 was also passed the first of a series of Acts 
designed to overcome the disabilities under which farmers 
lie in marketing their produce in consequence of the small 
scale and scattered nature of agricultural production and of 
the fluctuations in quantity and quality of supplies. This 
was the Agricultural Produce (Grading and Marking) Act 
which was supplemented by a further Act in 1931. 

• Repm-t 0'11 Agricultural Credit, p. 30. 
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The purpose of these two Acts is to promote the standard· 
ization and grading of agricultural produce. The necessity 
of standardization and grading to efficient marketing has 
been shown by the experience of the great food exporting 
countries. In virtue of this policy such bodies as the New 
Zealand Dairy Produce Control Board have not only reduced 
the costs of marketing by rationalizing the buying, packing 
and transportation of dairy produce, but have also extended 
their markets by inspiring confidence in the consumer and by 
stimulating the producer to maintain and improve quality. 
In such matters British farmers are a long way behind their 
foreign competitors. This is not due merely to the individ· 
ualism and conservatism of British farmers, but largely 
to the handicap of natural conditions. It is comparatively 
a simple matter to organize standardization and grading in 
countries like New Zealand, Australia and Denmark whose 
products, on their route to overseas markets, pass through 
the bottle necks of the principal ports. In a country like 
England, however, where there is far less specialization in 
the various agricultural areas and where production is entirely 
for the home market, the problem is far more difficult. 

The Grading and Marketing Acts promote standardization 
and grading by protecting certain grade designations by law 
and by importing into their use a warranty that the goods to 
which they are applied conform to certain legally defined 
standards. " Under this legislation the .Minister of Agricul· 
ture may prescribe and define grades, and may also prescribe 
marks to indicate the grades. The use of the grades is open 
to anyone, but no one may apply the marks unless authorized 
to do so by or on behalf of the Minister and authorization 
is only granted subject to the observance of certain 
conditions designed to ensure the efficient grading, packing 
and packaging of the product."* 

By 1931 the N'ational ~lark brand had been established 
and applied in at least twelve different commodities, namely, 
apples, peas, tomatoes, cucumbers, strawberries, cherries, 
cider, poultry, eggs, beef, flour, and also to canned fruit and 

• EW110Mic Sna.es ,\'o. 33, p. 7, Ministry of Agriculture and 
Fa:ihenes, 1931. 
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vegetables. "The National Mark Egg Scheme", writes 
Lord Astor," has done much to develop the market for British 
eggs. The packing stations have enabled home produced, 
clean, graded, well-packed and fresh eggs to obtain the share 
of a market formerly dominated too long by overseas 
competition. In 1930 the number of eggs packed under the 
National Mark rose to 204,900,ooo, an increase of 35 per cent. 
from the previous year. The formation of a central selling 
agency for National Mark eggs is a further step towards 
the expansion of the market. Large buyers, such as the 
Co-operative Society, can now obtain standardized and 
graded eggs in bulk. This market was previously lost to the 
individual home producer, who marketed his eggs in small 
quantities."* "By its popularity with distributors and 
consumers and by the economies which it makes possible 
standardized produce goes a long way towards selling 
itself. . . ."t 

Standardization, however, is but a first step in the 
reorganization of the marketing of agricultural produce. A 
plan for marketing, if it is to go to the root of the matter, 
must promote three main ends, namely, orderly marketing, 
the control of surplus, the increase of producers' bargaining 
power. As these ends can only be effectively promoted by 
the producers of the commodities concerned, the plan must 
provide for the setting up of organizations representative of 
the producers. The forming of such organizations, however, 
on voluntary lines may be ruled out as impracticable, for a 
recalcitrant minority, by refusing to bear their share of the 
expense of a scheme or by refusing to follow its policy, has 
the power of wrecking it. " Unity of plan and unity of 
action connote discipline of the whole and not merely of a 
part.": It is therefore indispensable that the marketing 
organization of producers should be endowed by the State 
with the powers necessary to secure this unity of plan and 
action. 

All these essential conditions for a comprehensive 
reorganization of agricultural marketing are provided for in 

• Land and Life, p. 148. 
t Economic Series No. 33. p. 1· : lind. 
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the Agricultural Marketing Act of 1931, which has been 
justly acclaimed as an epoch-making measure. By it pro
ducers are enabled to organize themselves for the operation 
of a marketing scheme with which all producers, when it 
comes into full operation, will be compelled to comply. 

While the Act provides for compulsory powers, its pro
vision for the initiation of schemes and their operation are 
democratic in character. Schemes may be submitted only 
by producers, who, it is expected, will act through their 
associations. As, however, producers might desire to see a 
scheme in operation for a particular product, but would not 
be prepared to undertake the labour and expense which its 
preparation would involve, the Bill provides for the con
stitution of Agricultural Marketing Reorganization Com
missions.* These Commissions, consisting of five members 
appointed by the Minister of Agriculture, may be charged at 
the discretion of the Minister with the duty of drafting a 
scheme for the consideration of producers. The decision, 
however, as to whether the producers shall submit the scheme, 
with or without modification, still rests with the general body 
of producers, and before a scheme can come into full opera
tion it must be accepted by a majority of two-thirds of 
registered producers. This procedure having been completed 
the scheme, if approved by the Minister, is submitted by him 
to Parliament. 

The provisions of the Act, which is foundational in 
character, as regards the types of organization and power of 
the marketing boards allows considerable !attitude. This is' 
necessary because the marketing problems to be solved by the 
producers of, say, milk, pigs and eggs are so different that 
they must be approached not only by different organizations 
but also by different types of organization requiring different 
powers. Accordingly the Act makes provision for three 
main types of organization. Trading Boards, Regulating 
Boards, and combined Trading and Regulating Boards. 

It has been already pointed out that the main object of 
the bill is to enable producers through central organizations 
to control " surplus", to impose standardization, and to 

• Section 15, (1). 
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operate a policy of orderly marketing. The powers of the 
three types of Boards is therefore such as to enable them to 
perform these functions. Thus the Trading Board may 
constitute itself or its agents as the sole buyer of the whole or 
any specified quantity of the regulated product, or any kind, 
variety, or grade of the product. That is to say, registered 
producers operating under a Trading Board would be 
required to sell the whole (or a specified quantity) of their 
output to or through the agency of the Board. 

As a general rule, however, a Board will not itself require 
to perform trading functions. In most cases the type of 
organization best suited to the conditions of this country is 
that commonly adopted in the Dominions-the Regulatory 
Board. 

The Regulatory Board will regulate, but not perform, some 
or all of the marketing operations of its constituents. The 
Milk Marketing Board, which was constituted in 1933 is an 
example of a fully fledged board of this type. The Regula
tory Board may exercise just as much control as the Trading , 
Board, for the Act provides for the endowment of Regulatory 
Boards with extensive powers. They may, for example, 
obtain the power to fix prices, to regulate the terms of sale, to 
determine the agents of sale or the kind, variety or grade of 
the product which may be sold. 

The third main type of organization is the Combined 
Trading and Regulatory Board. The most likely example of 
this type of organization would take the form of a regulatory 
scheme with power to operate a surplus pool. While supplies 
were not in excess of market requirements producers would be 
free to market their produce through the ordinary distribu
tive channels, subject to general regulation by the Board. 
In years of glut, however, supplies in excess, of market 
requirements would be the subject of a pool operated by the 
Board and sold for what they would fetch in secondary 
channels of utilization. 

From a description of the main provisions of this Act 
it can be seen that it lays the foundation for the recon
struction of British Agriculture. By it producers may 
obtain the powers necessary to remedy the fundamental 
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defects of the hitherto prevailing system of agricultural 
marketing. And it is to the marketing system that the 
principal weaknesses of British agriculture can be traced. 
Weak bargaining power, periodic "surpluses", the uneven 
flow of supplies to the market-these factors are mainly 
responsible for the uncertain and small returns which the 
farmer derives from much of his produce. And, as Sir 
Daniel Hall has pointed out, uncertainty is inimical to high 
farming, encouraging the farmer to play for safety by limiting 
as far as possible the employment of labour on the land and 
the outlay of capital. 

Nor are the powers which the farmers organizations may 
acquire limited to questions concerned with marketing. 
A board may be empowered to buy and to sell or let for hire 
to its members anything required for the production, 
adaptation for sale, or sale of the product with which it is 
concerned. Boards may also be empowered to promote and 
subsidize research and education, and, as they will be in 
receipt of considerable revenues, they vl'ill not lack the means 
to do so. Not least in importance is Section 5 (h) of the 
Act, under which producers may be required to furnish the 
Board with such information as may be specified. Under 
this heading producers may be required to furnish figures 
of acreage, head of stock, or estimates of yield, etc. " In 
the course of its operation a Board will thus acquire inform
ation as to the crops, acreage, disposal, etc., such as has never 
before been available, thereby facilitating the planning of 
a coherent policy."* 

During the course, however, of the preparation of 
certain schemes, it was found that the 1931 Act was not 
complete. The Lane-Fox Commission, for example, 
appointed to prepare a scheme for the marketing of pigs, 
stated that any comprehensive scheme for pigs or pig 
products would require some form of control over imports. 
Moreover, the course of events in the year or two subsequent 
to the passing of the 1931 Act made the control of imports 
still more necessary. In 1932 the imports of the various 
live stock products, which form the great bulk of the output 

• £toti<)M'c Sllf'ils No. 33. p. lS· 
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of British agriculture, rose sharply, causing prices to fall 
so far that large numbers of British farmers were faced 
with imminent bankruptcy. This rise in the imports of live 
stock products was due partly to an increase in the output 
of the main exporting countries, -but principally perhaps 
to the commercial policy of European countries, who placed 
unprecedently severe restrictions on the importation of 
foodstuffs, amounting in the case of some commodities 
to virtual prohibition. Hence supplies that were formerly 
destined for countries like Germany, France and Italy 
were diverted to this country, to the great detriment of 
British farmers. 

It :was partly to meet this situation and partly to a 
growing belief in quantitative regulations as an instrument 
of planning that the Government passed in 1933 the second 
Agricultural Marketing Act. This Act is perhaps the most 
revolutionary economic measure that has been placed on 
the statute book in modern times, ranking with the 
Electricity Act of 1926 and the Coal Act of 1931 in the powers 
of control which it vests in the hands of the Government 
or its agents. For not only does it empower the Board 
of Trade to restrict the imports of any agricultural 
commodity which is subject to a scheme actual or prospective, 
but it also vests in the Ministry of Agriculture the power 
to control the home production of such commodities. 

The Agricultural Marketing Act of 1933 . has been 
described as " a guarantee to British farmers, on the one 
hand, that the success of any future schemes for the reorgan
ization of agricultural marketing will not be endangered 
by a glut of foreign food supplies and to the rest of the 
community, on the other, that the assistance so afforded 
to agriculture is conditional on the creation of efficient 
machinery for the marketing of agricultural produce."* 
The guarantee to the farmers is contained in Part I clause 
one of the Act, which enables the Board of Trade to restrict 
imports of agricultural produce. Part of the guarantee 
to consumers is also contained in this section of the Act, 
for it also provides that the Board of Trade shall only 

• Statist, January 24th, I933· 



AGRICuLTURE. II I33. 

exercise this power provided that the commodity or 
commodities in question are either (I) subject to an existing 
marketing scheme or (2) that such a scheme has been 
prepared or is in course of preparation or (3) that the 
Board of Trade, in consultation with the Ministry of 
Agriculture, is satisfied that such a scheme cannot be 
brought into effective operation without the limitation 
of imports. 

While clause I empowers the Board of Trade to control 
imports, clause 2 empowers the Ministry of Agriculture, 
uhere the import of a commodity is so controlled, to control 
the kinds, varieties, grades and quantities of the domestic 
product which may be sold. Thus the granting of assistance 
to British farmers by the restriction of supplies is conditional 
upon the reorganization of the marketing of the home supply. 
An additional safeguard to the consumeris contained in clause 
3 which provides for the appointment of a Market Supply 
Committee. This Committee, which is appointed by the 
Minister of Agriculture, has functions analagous to the Im
port Duties Advisory Board, but ·wider, since they include 
production as well as imports. How effectively this safe
guard will operate only experience can determine. 

While Part I of the I933 Act provides for the quantitative 
control of agricultural commodities, Part II supplements the 
provisions of the .Marketing Act of I931 in· respect of the 
re-organization of marketing. Part II of the 1933 Act contains 
two main provisions. First and foremost it deals, along the 
lines recommended by the Reorganization Commission for 
pigs, with development schemes for organizing the produc
tion of secondary agricultural products. All products, as 
for example, bacon and hams, which are wholly or partly 
manufactured or derived from other agricultural products 
are regarded as secondary agricultural products. Schemes 
for the development of the production of secondary products 
may be submitted jointly by marketing boards which 
administer schemes for themarketingoftheprimaryproducts. 
Thus a scheme for the marketing of bacon production would 
be submitted jointly by the Pig Marketing Board and the 
Bacon ~!arketing Board. If the scheme is approved, a 
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Development Board consisting of three members appointed 
by the Minister of Agriculture and a number of members 
elected by the constituent boards, will be set up to administer 
it. A Development Board will be empowered to control the 
production of a secondary product, to purchase by agreement 
premises used for its production (e.g. bacon factories) and 
dispose of them as it thinks fit, in order " to prevent, elimi
nate or reduce inefficient or excessive production." It will 
also be empowered to call for returns of accounts, estimates, 
etc. from producers of the secondary products concerned and 
to impose heavy penalties for non-compliance with its 
regulations. 

The second main provision of Part II of the 1933 Act 
deals with the powers of Marketing Boards. It extends the 
powers which Marketing Boards set up under the 1931 Act 
may acquire, by vesting in them the virtual control of 
production. Thus the Potato Marketing Board is empowered 
to control the acreage sown by growers. 

How far the Agricultural Marketing Acts of 1931 and 1933 
will promote the efficiency and prosperity of British agricul
ture, time alone can show. This much at least seems certain : 
the farmers, through their Marketing and Development 
Boards, and the Government, through the Ministry of 
Agriculture, are vested with powers sufficiently ample for the 
drastic reorganization of British agriculture and for securing 
a fair deal for the producer. The danger lies, if danger there 
be, not in the inadequacy of the powers conferred by these 
Acts, but in the promotion of over ambitious schemes fostered 
by their amplitude. 

At this point it is necessary to retrace our steps in order 
to consider the circumstances under which the Government 
initiated in 1931 a policy of drastic fiscal measures to assist 
British agriculture. 

First of all let us consider the position of wheat growers. 
In the three or four years subsequent to 1928 the price of 
wheat had fallen by no less than 50 per cent. For this fall 
in wheat prices several factors were responsible, of which 
three are outstanding. In the first place, rapid improve
ments in wheat production were taking place, especially in 
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the principal exporting countries. Of these improvements 
the most important is the " combine ", which reaches and 
threshes simultaneously and which has appreciably reduced 
costs in regions where topographical and other conditions 
favour its use. The number of combines in use in Canada 

· rose from 791 in 1927 to 4,341 in 1928 and 7,255 in 1929. In 
1929 the Argentine bought 6,214 combines, which were more . 
than twice the number which she purchased in the previous 
year; while in the United States in the period 1923-1929 the 
sale of combines amounted to 68,ooo, of which two-thirds 
were sold in 1928-29.* Other improvements such as the 
development of " dry-farming " and the introduction of new 
seed varieties extended the cultivation of wheat into the 
hitherto waste areas of Canada and Australia, where the 
rainfall had been regarded as deficient or the summer too 
short, thus adding millions of acres to the wheat growing area 
of the world. 

This tendency for wheat prices to fall in response to 
improvements in production was accentuated by two further 
factors, one political, the other monetary. The political 
factor was the policy of continental wheat growing countries: 
Italy, France, Germany all increased. the restrictions on the 
importation of wheat pari passu with the growing volume of 
supplies. The length to which this policy was carried is 
indicated by the fact that in December 1933 the wholesale 
price of wheat was three times world parity in Italy and 
Germany and three and a half times in France. t In the 
period 1927-31 these three countries imported on the average 
197 million bushels, whereas in 1934 they are in the aggregate 
likely to be net exporters t· The effect of this on the world 
price of wheat could not have been inconsiderable. 

The monetary factor which contributed to the fall in 
wheat prices was the world-wide deflation which heralded 
the approach of the slump and which substantially depressed 
commodity prices all round. 

• Proft'Ssor Ohlin's Report in The Courses anti PhiiiSes of tAe World 
Erotlorflu; DepresnOft, League of Nations Report, I9JI. 

t Tlu TII'Ms, March uth, 1934· 
t Ibul. 
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Arable farming in Britain was thus reduced to a serious 
plight. Nor were the adverse effects of the slump in wheat 
confined to reducing returns from cereals. For the fall 
in the price of cereals, large quantities of which are used 
as fodder, stimulated the production of live stock and live 
stock products. With the intensification of the slump 
however, the demand for these relatively high priced foods 
declined, so that, from the latter part of 1930, prices fell. 
And, as in the case of wheat, the prices of live stock and 
products was further depressed by the restrictive policy of 
continental countries. Thus in December 1933 the whole
sale price of butter was 69s. a cwt. in London, 184s. in 
Berlin and Belgium and 228s. in Paris.* In 1933 the 
United Kingdom absorbed about 8o per cent of the world's 
butter exports as compared with 6o per cent. in 1928. 
Meat was similarly affected ; in 1933 the Continent imported 
only about two million cwt. as compared "Nith six million 
cwt. in 1928. t 

The impact of these forces on British agriculture has 
been summed up as follows : " The fall in agricultural 
prices is a world problem but it has recently been particu
larly intense in Britain because as country after country 
closed its doors against agricultural products, the world's 
surplus agricultural products came in a ' cumulative 
avalanche ' upon our shores and we had to meet what was 
nothing more than a series of bankrupt sales."t 

In the latter half of 1931 the Government decided that 
British agriculture must be protected from the full impact 
of these forces. In November 1931 the Horticultural 
Products Abnormal Importations Act was passed, empowering 
the President of the Board of Trade to place duties up to 
50 per cent. on flowers and luxury fruits and vegetables.§ 
On March 1st, 1932 the Import Duties Act came into force. 
This Act however, did not afford farmers much assistance, 
fo~ although it imposed a IO per cent. ad t·alorem duty on 

• ThB Times, lla.rch 12th. I934· 
t lbUl. 
t Statist, June 3rd, I933· 
§ The orders were for one year only, but were made permanent by the 

Import Duties Board. 
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foreign imports,• it provided for an extensive free list, 
which included wheat, beef, mutton, lamb, pig products 
and wool. Moreover, all Empire produce was exempt. 

The Government also negotiated agreements with the 
meat exporting countries for the voluntary restriction 
of the export of meat to Britain, with the result that the 
position of sheep farmers has improved not a little, but 
without much success in the case of beef. 

Wheat was the next commodity to be dealt with. Three 
forms of assistance were mooted : protection, an import 
quota, a subsidy to wheat growers. Protection was ruled 
out on two grounds. In the first place the Government 
feared to incur unpopularity· with the electorate by taxing 
a staple article of food. Secondly, the Government wished 
to avoid the taxation of Empire wheat, which accounted 
in 1930 for about 42 per cent. of our total wheat imports. 

The Government favoured the second alternative of 
restricting wheat imports by a quota. A straightforward 
quota, however, on imported wheat was found to be imprac
ticable. On closer scrutiny this policy revealed a multitude 
of administrative difficulties, not the least important being 
the necessity for discrimination between the different 
kinds of wheat. The imposition of a quota on imported 
wheat would involve separate quotas for soft wheat for 
biscuits, wheat for feeding livestock and hard wheat for 
bread, otherwise a shortage of one or other type would be 
likely to occur. 

As both these measures involved serious disadvantages, 
the Government decided on a hybrid scheme-the Wheat 
Quota Act of 1932. "The Wheat Quota," ·writes Lord 
Astor, "is a form of subsidy which is not quite a bounty, 
since the money required is not given directly from the 
State re\·enue, but is raised indirectly by a tax on the processed 
product flour, and paid by the consumer."t The object of 

• The to pt>r cent. duty on foreign eggs has since been changed to one 
of H, IS. 6d., and ts. 9d. per hundred, depending on their weight, that 
on foreign butter to 15s. per cwt., on cheese to 15 per cent. od val<Wem. 
Certain changes have also been made in the duties on condensed a.nd 
other prest'rved milks. 

t 1 ill l'lutenang of Agriculture, Astor and Murrey, p. tot. 

10 
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the Act as stated officially is " to provide wheat growers in 
the United Kingdom with a secure market and enhanced 
price for home-grown wheat of millable quality, without a 
subsidy from the Exchequer and without encouraging the · 
extension of wheat cultivation to land unsuitable for the crop." 

This policy is Cfirried out through the instrumentality 
of a \Vheat Commission, whose function it is to secure that 
for wheat of millable quality growers shall get a guaranteed 
price, which is at present fixed at 45s. a quarter, less the 
expenses of operating the scheme. The average price 
received by farmers (i.e. the free market price) is ascertained 
at the end of each cereal year, and a " deficiency payment " 
is made each quarter sufficient to bring the ascertained 
average up to the guaranteed price (i.e. 45s. per quarter). 

The funds required for these " deficiency payments " is 
obtained by the Wheat Commission from a lery (called a 
" quota payment ") on every sack of flour as and when it is 
delivered from the mill. In order that " the extension of 
wheat cultivation to land unsuitable for the crop " shall 
not be encouraged, the quantity of wheat ranking for subsidy 
is not to exceed a figure of ',' anticipated supply " which the 
Minister of Agriculture promulgates for each year, with a 

. maximum of six million quarters. If actual deliveries exceed 
the anticipated supply, the subsidy on each quarter is reduced 
proportionately. It is estimated that wheat growers will 
receive between £s,ooo,ooo and £6,ooo,ooo a year from the 
levy on flour, the tax on which is some 18 per cent. 

Such in brief outline is the new agricultural policy which, 
tentatively begun in 1923, reached its climax with the 
Agricultural Marketing Acts of 1931 and 1933. Its 
constructive elements, at least in their intention, need no 
defence : they are attempts to remedy the defects of the 
price mechanism which, as we saw in the last chapter, are 
due to the characteristics of agricultural production and its 
products. Some such remedies have been found essential in all 
countries, in the capitalist farming of the new world as well 
as in the peasant farming of Europe. In England, owing 
largely to the system of landlordism which is peculiar to it, 
these remedies have been less urgent. But with the decline 
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of this system, they could no longer be deferred without 
serious harm to the agriculture life of this country. 

Many of these constructive measures, indeed, may be 
justly acclaimed as important contributions to the recon
struction of the economic system of Britain which has been 
proceeding in the last few years. The Agricultural Credits 
Acts have placed at the disposal of British farmers "every 
recognized form of credit assistance." The Agricultural 
Produce (Grading and Marking) Acts laid the foundations 
of the standardization and grading of the produce of British 
farmers. It is the Agricultural Marketing Acts, however, 
which are fraught with the greatest possibilities, for they 
deal on effective lines with the root problems of agriculture. 
They make possible the orderly feeding of the market, the 
control and economic disposal of " surplus ", and the 
strengthening of the producer vis-d-vis the middleman. Nor 
should the provisions of these Acts promoting the grading up 
of produce, research and education be under-estimated. 
In the following chapter, in which the three principal 
marketing schemes are discussed, an attempt will be made 
to illustrate these possibilities by concrete examples. 

The fiscal elements, however, of the new agricultural 
policy-the assistance given to agriculture by subsidies of 
various kinds, quantitative restrictions, tariffs-are more 
open to question. As temporary expedients to tide farmers 
over an extremely difficult period, they can of course be 
justified on strictly economic grounds. It would have been 
a short-sighted policy indeed that would have allowed many 
farmers to go bankrupt for the advantage of cheap food 
imports, which were certain to rise in price in the course of a 
few years. But can they be justified as a long term policy? 
Are the benefits to agriculture sufficient to counterbalance the 
burdens which they impose on the tax payer and the 
consumer ? And what of the injury to our export trade in 
consequence of the restriction of imports ? 

If we consider merely the economic consequences of this 
policy of assisting agriculture, we must return a negative 
answer to these questions: It is on non-economic grounds 
that its chief justification must rest. If on political and social 
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grounds it is considered undesirable that the proportion of the 
working population working on the land should fall below 
the present figure of 7 per cent.-in France and Germany 
the proportion is 40 per cent. and 34 per cent. respectively
if a vigorous agricultural life is regarded as a national asset, 
then we shall consider the new agricultural policy as justified 
-at least in principle. 

The policy of preserving the rural life of England has come 
to stay, because it is supported by influential opinion from 
many quarters and for reasons which differ in their emphasis. 
Some, like l\Ir. Baldwin, support a policy of agricultural 
preservation largely because they regard English country 
life and the English \illage as a unique and supremely valuable 
heritage, the destruction of which by the monster of Indus
trialism would be a crime comparable to the destruction and 
poisoning of so much of our English heritage in the nineteenth 
century; some, again, for eugenic reasons, or because of 
the danger of becoming too dependent on food supplies 
from overseas, or because agriculture provides steadier 
employment than most industries, thereby promising some 
alle\iation of the dreaded e\il of unemployment. 

Even "the Labour Party is likely to maintain the policy 
of protecting agriculture, for it believes that low wages for 
the rural workers and a drift of labour to the towns-the 
consequence of a depressed agriculture-is a menace to the 
standards and employment of the urban worker. 



CHAPTER X 

THE PIG AND POTATO SCHEMES 

The Pig Scheme 
THAT the Reorganization Commission for Pigs and Pig 
Products was one of the first to be set up under the Agricul
tural Marketing Act of 1931 was not fortuitous. Since 1929 
bacon imports had been rising rapidly, amounting in 1931 
to the record figure of I0,743,ooo cwt., i.e. 32 per cent. above 
the previous five years' average. In 1932 the 1931 record 
was easily passed. Nor d.id there seem any prospect for some 
time to come of an abatement in the increasing volume of 
bacon imports. As the home market became increasingly 
glutted, the price of bacon continued to fall-a trend which was 
accentuated by the fall of money incomes during the slump. 
In consequence of these two factors, the increase in supply 
and the decrease in incomes, the average price per sc9re of 
bacon and pork pigs respectively in July, 1932, was gs. gd. 
and ros. rd., as compared with r6s. nd. and r8s. 7d., the 
average for the period rgz6-1929.* Thus the Pig industry· 
was in a plight which called for immediate investigation. 

In the last twenty years the pig population and output 
of pig products has been virtually stationary. The average 
number of pigs fed and slaughtered annually in Great Britain 
in the five-year period rg26-3o is estimated at 3,6go,ooo 
which gave an annual output of pig meat of 5.540,000 cwt. t 
In 1930 a little over a quarter of the output of pig meat in 
Great Britain consisted of bacon and hams, the other three:. 
quarters consisting of pork, lard and offals. According 
to the 1930 Census of Agricultural Production the bacon and 
ham output for that year amounted to r,238,ooo cwt. valued 

• Reorganiza.Jiofl Commissiota f01' Pigs ti.Kd Pig Products, ECOfiOfflic 
Stf'Ws No. 38. 

t Ibid. 

• •• 
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at £6,930,000. The figures for the previous census taken 
in 1924 were 1,204,000 cwt. and £7,56o,ooo respectively. 

Although bacon accounts only for about a quarter of the 
output of the pig industry, nevertheless it was the sole object 
of the recommendations of the Reorganization Commission 
for Pigs and Pig Products. Two main factors account for 
this. In the first place the unorganized state of the pig 
industry is more inimical to the efficiency of the production 
of bacon than to any other pig product. This is due to the 
fact that bacon is a manufactured product. Now the effici
ency of the bacon factories is dependent to an important 
extent, as we shall see in more detail later on, on the regularity 
of the supply of their raw material-bacon pigs ; for no 
manufacturing industry can conduct its business satisfactorily 
unless it is in a position to maintain a full and regular through
put. In the then unorganized state of the industry, how
ever, stability of supplies of pigs to the bacon factories was 
impossible, depending as they did not only on the total 
supply of pig meat, but also on the relative price of pork, 
which fluctuated widely according to the season and the 
volume of bacon imports. Hence the bacon-pig industry 
held forth greater possibilities of benefiting by a reorganiza
tion scheme than the pork-pig industry . 

• In the second place, there is greater scope for the expan
sion of the production of bacon than of pork. Pork imports 
are a negligible proportion of the home supplies, while the 
situation is almost entirely reversed in the case of bacon. 
Home supplies of bacon have accounted in the past for only 
about one--eighth of total supplies, so that there is great 
scope for the expansion of the bacon industry. The greater 
scope for expansion in the case of bacon than in pork and the 
greater need for stability in the supplies of bacon pigs were 
the two factors which explain why the Reorganization 
Commission devoted itself, to the neglect of the pork market, 
to elaborating a scheme for bacon. 

The problems of the bacon-pig industry with which the 
Commission had to deal arise almost entirely out of the 
fluctuations of the supply of pig meat. The Report of the 
Commission, therefore, is devoted very largely to setting out 
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the extent and nature of these fluctuations, the causes from 
which they arise, and the measures necessary to eliminate 
them. As regards the first point, the Commission state that 
the fluctuations in the supply of pig meat is much greater 
than that in the supply of any other kind of meat. During 
the seven years ending May, 1932, total pig meat supplies 
showed a range of variation of 30 per cent. whereas supplies 
of all meats taken together, including pig meat, only showed 
a variation of 8! per cent., and supplies of other meats less 
than 2! per cent. This wide range of variation in supply is 
naturally reflected in a corresponding variation in prices. In 
the same period (i.e. 1926 to 1932) the prices of bacon pigs 
in England and Wales varied from about 22 per cent. above 
the trend to about 41 per cent. below. 

As regards the nature of these fluctuations of supply, 
they occur not irregularly but in regularly recurring cycles. 
Having established this important fact, the Commission 
proceeds to analyse the causes of the pig-supply cycle. The 
chief factor, the Commission points out, influencing the 
volume of supplies of pigs at any time is the anticipation of 
profit or loss from pig raising by the mass of farmers. This 
anticipation is determined in the short run by the relation 
between pig prices and feeding costs. Although the decision 
to increase or decrease production does not affect the market 
supplies until many months later, owing to the time required 
for breeding and feeding, most farmers appear to assume that 
the existing relation between pig prices and feeding costs will 
continue. Thus farmers take steps to increase or decrease 
production when feed is cheap or dear relative to pig prices. 
But the full results of such decisions do not reveal themselves 
until many months later, when there comes a change in the 
relation between feed costs and pig prices, the increasing 
volume of supplies causing pig prices to fall. Producers 
then begin to reverse their previous ,production policy. In 
this way the pig cycle is perpetuated. 

The pig cycle initiated in this way by each individual 
farmer ignoring the effect of the decisions of other farmers, 
would probably not of itself produce fluctuations in supply 
wide enough to cause serious harm. These fluctuations, 
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however, are enhanced by the influence of a cycle of feeding
stuffs prices, which tends to move inversely to the pig-price 
cycle, so that when pig prices are high, feed costs tend to be 
low and vice versa. Hence the ratio of pig prices to feed 
prices varies considerably, giving rise to wide fluctuations 
in production. The following table shows the movement of 
pig and feedstuff prices and also shows, by the figures in the 
last column, that a high or low ratio of pig prices to feed 
prices in the United Kingdom tends to be followed about 
twenty-one months later by corresponding low or high pig 
prices. 

Average Average Cost of Pig price 
price per price per 6 cwt. of 21 months 

bacon pig 6 cwt. of feed as· later. 
of 140 lb. feed. percentage 

deadweight. of price of 
bacon pigs. 

August, 
1924 .. IOOS . IOd, 7os. od. 70% 135s. od. 

May, 1926 .. 1355 . od. 53S. 2d. 40% 99s. 2d. 
February, 

1928 .. 99S . 2d. 66s. 7d. 67% I37s. 8d. 
February, 

1930 .. I37S . 8d. 425. 7d. 31% 63S. IOd. 
December, 

1931 .. 63s. IOd. 39S. 7d. 62% 

Thus the pig-price cycle, which in all countries has been 
the curse of the pig industry, is closely inter-related with the 
feeding-stuffs price cycle, but the exact nature of the inter
relation between the two cycles is uncertain. As regards 
Great Britain, however, the causal relation of these cycles is 
more evident. Since feed prices in Britain are determined by 
world prices, the cyclical changes in their general level are 
due chiefly to influences outside Britain. "At least in the 
United Kingdom, therefore, the influence of feed prices on 
production policy has been much greater than the effect of 
pig supplies on the price of feed."* 

• Reorganizatitm Commissitm for Pigs and Pig Products, pp. 13, 14. 
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Having analysed the difficulties of the bacon-pig industry, 
the Commission then sets out what it considers to be the 
real problem to be tackled. The real problem, it points 
out, is how to persuade farmers to adopt a consistent 
production programme, properly adapted to the capacity of 
bacon factories and to consumers' demand. The first essen
tial, therefore, is to stabilize the supply of bacon marketed 
in the United Kingdom. This would encourage the planned 
and steady production of bacon-pigs, both at home and, 
ultimately, in bacon exporting countries, and might lead 
to a general diminution of the cycle of supplies. 

Now in order to stabilize the supply of bacon marketed 
in the United Kingdom, three things are essential. In the 
first place, the pork and bacon markets must be segregated ; 
for as the Commission points out, it is likely, at least for some 
time to come, that the pig-cycle in the United Kingdom will 
continue in the pork-pig market. To protect the bacon 
industry from the effects of this cycle, it is necessary, there
fore, that the two markets should be segregated, if diversion 
to the pork market, when pork prices are high, of pigs required 
by the bacon industry is to be reduced. 

Indeed, one of the main factors responsible for the 
problems of the pig industry in this country is the existence of 
two alternative outlets for fat pigs. In Great Britain those 
feeders who specialize in producing for either the pork or the 
bacon market are easily in a minority.* Some farmers 
vaccilate between one type of production and the other 
according to their judgment of relative profit, while others aim 
at neither market in particular. Now the advantages of the 
existence of an alternative market for pig meat are far out
weighed by the disadvantages. "The fact that curers in Britain 
have to compete for their raw material with the pork market 
is one of the main reasons why Britain's bacon factories 
are unable to maintain a full and regular through-put. "t 
-a fundamental condition of low cost production. To 
produce economically the factories require not only a high 
average through-put but also a regular supply all the year 

• Reorgani;aJsow. Commissiow. fw Pigs, p. 16. 
t lind.. 
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round. The pull, however, of the pork market fluctuates, 
being stronger in winter than at other periods. " Many 
farmers and dealers favour the pork market in Winter, especi
ally roun.d Christmas, and only look to the factory as an outlet 
when the pork market fails them."* The fluctuation of 
supplies to the factories is further accentuated by the volume 
of imported supplies of bacon. W'hen bacon imports are 
large bacon prices fall, thereby giving farmers an incentive 
to turn from the bacon to the pork market. 

The irregularity of the supplies of pigs to the bacon 
factories is illustrated by the following table, which shows 
the variations in arrivals of pigs at a typical English factory. t 

IRREGULARITY OF SuPPLIES OF BACON PIGs 

Average supply of Average Weekly [cV~kly •nppli" 
Bacon Pigs in the Supply in 1929. m first 12 weeks 

years 1923-29. of 1929. 

Weekly. Annual. 

1923 676 

I 
35.100 January 542 xst week 655 

1924 826 43.000 February 398 2nd .. 525 
1925 797 41.400 March 692 3rd .. 534 
1926 636 33.100 April 731 4th .. 444 
1927 453 23,6oo May 529 5th .. 441 
1928 65o 33.800 June 535 6th .. 392 
1929 523 27,200 l•ly 559 7th .. 377 

August 590 8th .. 380 

I 
September 593 9th .. 778 
October 523 10th .. 705 

I November 423 11th .. 356 
I December 206 I 12th 6)2 
I i 

.. 

The table shows that while in 1924 the factory dealt with 
43,000 pigs in 1927 it dealt with only 23,6oo. The range of 
variation in the average weekly supplies is even more marked. 
In 1929, as the table shows, weekly receipts varied from 731 
in April to 2o6 in December. The effects of irregularity of 
supplies on the cost of curing is, as the Com.mi.ssion shows, 
considerable. An increase from 648 per week to go2 lowered 

• Re0f'ga•i.za.tf.c>1t C0111111is.sio11 for Pigs, p. 16. 
t ll:ri.tl. 
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the cost of curing from 9s. 2d. per cwt. to 7s. 9ld., i.e. 15 per 
cent. It is estimated that cost would be lowered by 45 per 
cent, if the factory were worked at maximum capacity. Thus 
a policy which increased the regularity and the volume of the 
supplies of bacon pigs to the factories would do much to raise 
the level of efficiency of the British bacon-pig industry. 

The segregation, then, of the pork and bacon markets, 
which will reduce the diversion to the pork market, when 
pork prices are high, of pigs required for the bacon industry, 
is the first essential in stabilizing the supply of bacon pigs. 
Secondly, it is necessary to protect the bacon industry from 
the effect of the variations of feeding stuff prices. This 
consideration rules out a policy of stabilizing bacon pig prices. 
If bacon pig prices were completely stabilized, net returns to 
farmers would still vary inversely with feed costs, and it 
would be impossible to prevent variations in the supply of 
pigs to the factories. It is necessary, therefore, as the 
Commission points out, to devise a method whereby the 
prices of bacon pigs are based on feed prices. 

Finally, the stabilization of the supply of bacon pigs 
necessitates the regulation of bacon imports. Bacon imports, 
as we have seen, largely determine bacon prices. When 
imports are large bacon prices fall and the supply of pigs to 
the factories fall. Further reasons for the regulation of 
imports are adduced below. 

The policy proposed by the Commission to effect these 
essential conditions of stabilizing the supply of bacon pigs is 
the ear-marking for the bacon industry annually a certain 
volume of pig production. The only method by which this 
policy can be carried out is by the contract system, i.e. " an 
organized system of contracts between feeders and curers 
v.ith provision for regular deliveries throughout the year".* 

For this system to be effective two provisions are required: 
(r) that all other outlets for sale of bacon should be closed. 
This necessitates that sale by curers of bacon made in this 
country from pigs not sold on contract must be made 
impossible. (2) that the contract period must be for more 
than six months, otherwise too many opportunities occur for 

• R101gtun:a.t10111 Commiss&o .. for Pigs, p. 16. 
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feeders to switch from bacon to pork and vice versa. A 
yearly contract period therefore is recommended. The effect 
of this recommendation would be that, before the close of 
each calendar year, producers would be required to sign 
contracts in respect of all pigs which they desired to consign 
to bacon factories during the coming year. 

As the contract system requires producers to deliver to 
bacon factories pigs not yet born, it is only reasonable that 
contracts should carry a guarantee that any producer of 
reasonable efficiency shall not incur a loss through his contract 
for reasons, such as high costs of feeding stuffs, which were 
beyond his control. On the other hand, bacon curers could 
not be expected to shoulder the obligation of paying to the 
producer a price which might prove unjustified by the price 
at which bacon could be sold. To reconcile these conflicting 
interests, the Commission proposed that a firm basis price for 
pigs, limited to and varying with a standard cost of production, 
should be fixed, an important element of this standard to be 
the cost of feeding stuffs. Thus producers would be assured 
of a minimum price. The Commission also recommended 
that producers and curers should negotiate from time to time 
a margin of profit, which would vary, of course, with the price 
of bacon. In this way it was considered, the interests of the 
curers would be protected. 

In order, however, that this contract system shall work 
successfully, it is necessary for supplies of bacon from over
seas to be regulated. Stability of production at home can 
only be secured if imports are not subject to wide fluctuation, 
as they have been in the past. As we have seen, stability of 
production at home can be effectively secured only by a 
contract system under which the farmer contracts to supply 
a certain number of pigs over a certain future period. But 
the farmer, if he is to be induced to plan ahead in this way, 
will require some certainty as to the price he will get from the 
curer. If the curer, then, is bound to take pigs from the 
farmer at a guaranteed basic price (subject to fluctuation 
according to the price of feeding stuffs) over an extended 
period, he should, in return, be secured a reasonable chance 
of selling the finished product without loss on a regulated 
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market. The only method by which this object can be 
effected is by the regulation of bacon imports by quota. 

A quota on imports is particularly necessary in the case of 
bacon on account of the wide fluctuation of bacon imports. 
The extent of these fluctuations are due not only to the pig 
cycle described above. It is also due to a factor which is 
operative in the case of Britain alone. Foreign bacon curing 
industries have been built up to supply the British market. 
Bacon is seldom eaten on the Continent so that foreign bacon
curing industries have no other outlet of any consequence for 
their product. " Hence," as the Commission points out, " a 
violent but unstable competition is focussed on the home 
producer." 

These recommendations of the Reorganization Commision 
were accepted by the producers and curers by an enormous 
majority vote and, in 1932, the Pig Marketing Board and the 
Bacon Marketing Board, composed of representatives of the 
producers and curers respectively, were set up to operate 
the marketing provisions of the scheme. 

In the first year of the operation of the scheme, however, 
the provision in the contracts between producers and curers 
by which the former were guaranteed a minimum price was 
found to be too favourable to producers. Consequently, 
such an overwhelming supply of bacon pigs was forthcoming 
that the market was swamped, the Board of Trade was 
compelled drastically to restrict imports, while the Treasury 
had to make advances to curers to support prices. Moreover 
the supply of pigs for the pork market was correspondingly 
diminished and pork prices rose.* 

In 1934, therefore, the contract (for 1935) was modified 
in two important particulars. In the first place, the guaran
teed minimum price was substituted by a profit-sharing 
arrangement. Under this arrangement the contract price 
the producer receives is to be determined month by month 
partly on the cost of feeding stuffs and partly on the selling 
price of English bacon. In the second place the contract (for 
1935) requires producers to maintain more level deliveries to 
the factories. They must undertake to consign not less than 

• Tlu Ewtwr, .. st, Ma.rc.h 3rd, 1934· 
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a quarter of their annual output in the first third of the year 
and not more than 45 per cent. in the last third of the year. 
This will enable the Board of Trade to allocate import quotas 
more regularly throughout the year. Inducements to supply 
a regular quantity of bacon pigs month by month under the 
scheme are offered by the bonus payments to be made to 
producers who supply a full proportion of pigs during the 
first third of the year, when the factories are normally short 
of supplies. The bonus payments will be made from a fund 
to be created by the curers, and it has been calculated that 
the extra payment payable to producers who supply a full 
third of their output in the first third of the year may amount 
to as much as Is. per score or about 8s. a pig for the four 
months.* 

Finally a word remains to be said about the long term 
planning of the bacon-pig industry. At the end of I934 this 
important aspect of the scheme was provided for by the setting 
up of the Bacon Development Board. This is composed 
of three members from each of the two Boards operating 
the Marketing Scheme and three appointed by the Ministry 
of Agriculture. Two of its tasks are of especial importance : 
the rationalization of the bacon factories and the levelling 
up of the standards and efficiency of the producers. The 
Re-organization Commission commented strongly on the 
excessive number of the bacon factories, on their small 
average size, their unsuitable geographical situation, and the 
deficiency in many cases of their technical practice. The 
Development Board possesses adequate powers to remedy 
this situation. It is empowered to close redundant or 
inefficient factories, to get others built where they are 
required, and to see that they conform to the necessities for 
efficient operation. · 

Nor can the pig bacon industry be regarded as in a 
satisfactory state until the standards and efficiency of the 
producers has been levelled up. The Development Board, 
therefore, will have much to do in the way of education and 
research before national standards for bacon comparable to 
those of overseas producers are attained. 

• TIIIJ Times, October 29th, 1934· 
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The Potato Scheme. 
The difficulties of potato growers are due in the main 

to factors characteristic of many agricultural products, 
namely, variations of crop yields together with inelasticity 
of demand. It is these factors which account for the violent 
fluctuations of potato prices from season to season. These 
fluctuations of prices not only cause serious losses to farmers, 
but also tend to accentuate themselves ; for " They tend 
to bring about unwarranted expansion and contraction 
in the acreage grown, and the problem of the casual surplus 
thus perpetuates itself."* 

The crux of the problem of potato marketing is 
succinctly put by the Report on the Organization of Potato 
Marketing. " There is," the Report points out, " a definite 
limit to the quantities of home grown potatoes that are 
absorbed annually into consumption in Great Britain at 
prices satisfactory to growers. This limit would seem to be 
in the neighbourhood of four million tons, and when supplies 
exceed this figure the market is faced with the now familiar 
' surplus ' problem. In some years as much as one million 
tons are produced surplus to the normal food requirements 
of the country. . . . It is clear that the stabilization 
of prices from year to year, and especially the protection 
of grower's prices in years of heavy supplies, is a matter 
of regulating the quantities offered by growers to the ware 
market, so that they correspond more closely to normal 
consumptive requirements. "t 

The effect of the two factors, variations of yield and 
inelasticity of demand, are reflected in the following 
fluctuations of seasonal prices during the period 1922-23 
to 1929·30. In this period the average wholesale prices for 
the period September to May in each year have fluctuated 
between 71s. sd. and r86s. per ton.t Average monthly 
prices, however, during the same years, have varied even 
more-between 55s. 6d. and 285s. 6d. per ton.§ Thus 

• RepMt .Ott t~ OrganizatioH. of Potato Marketing, EcONomic Series 
No. 34,. Mintstry of Agriculture, p. 42. 

t lb1d., p. 4:1. 
t lb1d., p. 39, 
§ J bf.d., p. 39· 
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potato prices have during these seasons often lost all relation 
to cost of production. · 

In addition to these fluctuations of prices and supply 
from season to season, the "surplus" problem as it is 
called, the potato trade is also characterized " by \vide 
and erratic fluctuations both within the same market and 
between one market and another at a given time, and also 
from time to time within a given season ". * As regards 
the lack of uniformity of producers' potato prices at any 
one time, the Report on Potato Marketing states that 
" potatoes of about equal quality may be changing hands 
in the same market at the same time at prices often differing 
by as much as £1 per ton. t The disparity between 
producers' prices in different markets at any given time 
must be even greater. 

As regards the fluctuations of prices within a given 
season, a very interesting marketing problem presents 
itself, the nature of these fluctuations being quite different 
from what economic theory would lead us to expect. 
Theory would suggest that, apart from abnormal 
circumstances, the prices of main crop potatoes within the 
marketing season would be fairly stable with an upward 
trend throughout the season, reflecting the costs and losses 
incurred in holding and storage during the winter months. 
Our expectation that this would be the normal course 
of events is increased by the fact that the price level in 
Great Britain in any season is determined almost entirely 
by the size of the home crop, the imports of main crop 
potatoes being relatively small. 

In two recent successive seasons, however, prices within 
the season have taken exactly the opposite course, and 
in a most pronounced degree. In the marketing season 
1928-2g, wholesale prices fell by no less than 28 per cent. 
between September and 1\lay. In the following season 
1929-30 the fall was even greater; between January and 
April alone prices fell by 32 per cent. t In other seasons 

• Report 0111 llul Orga11.izati011 of Potato 1UaTketi11.g, p. 37· 
t Ibid., p. 37· 
! Ibid., p. 38. 
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prices have risen out of all proportion to the costs of holding 
and storage. Between October 1923 and May 1924, whole
sale prices rose by 44 per cent.; in January 1924 they 
were 28 per cent. higher than in the previous month. In 
1928, between February and May, prices· increased by 
48 per cent.* 

These price differences from market to market and 
from time to time within the season indicate the need of 
the potato trade for a scheme of orderly marketing. They 
show that middlemen have not adequately performed 
their function of evenly distributing supplies over the 
marketing season, but have sometimes under-supplied 
and sometimes over-supplied the market in relation to the 
size of the available crop. This lack of adjustment of supply 
to demand throughout the country and within the season, 
the Report on Potato Marketing points out, is largely due 
" to lack of knowledge of market conditions . . . market 
transactions are not carried on in such a way as to facilitate 
the rapid collection of market news."t 

The method of market transactions brings us to a third 
characteristic of the potato trade, which is largely responsible 
for the weakness of the system prevailing before the 
institution of the Potato Marketing Scheme in 1934. This 
characteristic is the lack of standardization of both produce 
and trade practices. As regards the lack of standardization 
of produce, the fact that fifty varieties of potatoes are 
extensively grov;'llt obviously complicates the problem of 
marketing, thereby adding to the costs of distribution. 

It is, however, the lack of standardization of trade 
practices which has been primarily responsible for the lack 
of orderly marketing. The first essential of an efficient 
marketing system is a generally adopted definition of a good 
marketable sample. In the potato trade, however, the 
standard varies with market conditions and the relative 
bargaining strength of the buyer and seller.§ Neither the 
dressing of potatoes, i.e. the elimination of dirt and of 

• Rtparl ms the Organi:atuna of Potato Ma.rketing, p. 37· 
t ltnd. p. 37· 
: n.J., p. 34· 
§ J&ui., p. 34· 

11 



154 PLANNING UNDER CAPITALISM 

damaged tubers, nor the size of the tuber, which is also 
important, were subject to standardized practices. Under 
such conditions it is frequently necessary for buyers to 
inspect consignments and often to redress them on arrival. 

Lack of st.andardization is also manifested in market 
transactions. " Commission and other charges are often 
not definitely fixed and sometimes not even stated in the 
sales note, but appear to be varied according to what the 
agent thinks the producer will accept. Contracts between 
grower and wholesaler are seldom written or based on any 
definite standards."* 

The inefficiency which has prevailed in the marketing 
section of the potato trade can be attributed in the main to 
this lack of standardization in produce and trade practices. 
In the first place the vagueness in market conditions 
described in the last paragraph creates a lack of confidence 
between buyers and sellers. Secondly, the absence of 
authoritative and generally recognized standards as regards 
marketable samples has made an adequate market intelli
gence service impossible. Without such recognized standards 
how are wholesalers, and still less growers, accurately to 
compare price levels in different markets ? Such conditions, 
too, discourage wholesalers and retailers from paying more 
for a better grade product, " either because they lack 
confidence in its reliability or because they are uncertain of 
being able, in turn, to obtain a sufficient price for it."t 
Thus, growers have had little incentive to raise the quality of 
their product. 

Moreover, the absence of standardization of produce and 
packing adds to the cost of marketing and probably even to 
the costs of production. " It is likely that the average cost 
of growing would be reduced if producers' efforts were 
concentrated on a few varieties of exceptional reputation. 
It is certain that marketing costs are increased by the present 
,multiplicities of product and type of containers. Under such 
conditions it is frequently necessary for buyers to inspect 
consignments and often to re-dress them on arrival; 

• Report on the Organization of Potato Marketing, p. 34· 
t Ibid., p. 35· 
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packages . . . may have to be re-weighed. . • Finally 
the general lack of definition in market transactions and 
contracts leads to disputes, with the usual waste of money 
and energy."* 

From the foregoing analysis of the weaknesses of the 
potato trade it can be seen that any comprehensive scheme 
of reorganization must aim at three things : (a) standardiza
tion, (b) improved market intelligence, (c) control of suppiies 
with special reference to surplus. Both (a) and (b) are 
straightforward problems which do not call for any further 
mention here. It is the problem of controlling supplies 
which will be the acid test of the Potato Marketing Board. 

The " surplus " problem, we have seen, arises from the 
fact that the demand for potatoes is inelastic. Hence in 
a season in which the potato crop is above normal require
ments, prices fall to ·levels which are unremunerative to 
producers. The problem, therefore, is to protect growers' prices 
in years of heavy supplies. By protecting farmers from losses 
the unwarranted expansion and contraction of the acreage 
grown which tends to perpetuate the casual surplus will be 
eliminated. 

There are three possible types of scheme. The most 
effective scheme would be one which regulated the flow of 
supplies on to the market through control of time, place and 
terms of sale. .Control would be more complete and more 
flexible than would be possible with either of the other types 
of schemes referred to below . The administrative difficulties, 
however, which would be involved in this type of scheme 
v.·ere greater than the Potato Board were willing to undertake. 

Secondly, regulation of supplies to the ware market could 
be effected by a quota, each grower being allowed to market 
a certain proportion or quota of his crop. Regulation by 
quota, however, would not allow of adjustment during the 
course of the season, without inflicting serious injustice. 
There would also be the difficulty of calculating in advance 
the volume of the crop. 

The third alternative-that chosen by the Board-is 
regulation by grade. This mode of regulations consists in 

• Rtp~»l on the Clt-gani:alt011 of Polato .\la.rheting, p. 36. 
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imposing a minimum grade standard, varied from time 
to time according to market conditions; sales of potatoes 
below the standard being illegal. 

Ideally, a standard grade for potatoes should be a com
bination of two factors, quality and size. As, however, it 
is impracticable to differentiate between quality standards 
with sufficient accuracy for purposes of quantitative control, 
the Board has decided to rely on the size factor alone. 
Accordingly the Board intends to use riddling provisions in 
order to regulate the flow of market supplies. Potatoes 
below standard will, of course, be used for stock feeding or for 
conversion purposes. 

·Regulation of the minimum size of potatoes to be sold 
is the weapon of the Board for dealing with casual surplus ; 
that is to say, with surplus due to bumper crop yields. 
This weapon is supplemented by that of production control. 
To prevent unwarranted expansions of production the 
Board, in its first season of operation, has set a limit to the 
acreage of potatoes to be grown in England, Scotland and 
Wales. The farmer who grows more than his "basic" 
acreage--in most cases the acreage he had under potatoes 
in the previous year-is liable for the payment of a levy 
of £5 per acre on the excess. As this stabilization policy 
is liable to be upset by imports, the Potato Board is relying 
on the co-operation of the Board of Trade .in arranging the 
requisite regulation of imports. 



CHAPTER XI 

MILK SCHEME 

THREE principal factors are responsible for the complexity 
of the problem of the marketing of milk, one concerned with 
the nature of the product, one with the nature of the market, 
while the third arises from the conditions of production. 
These three factors explain the aims of the Milk Marketing 
Scheme. 

The first factor is the highly perishable nature of milk. 
A sales organization for fresh milk must be framed on emer
gency lines, so that it may reach the consumer within from 
twenty-four to forty-eight hours of the time when the cows 
were milked. Thus the cost of distribution in the case of 
milk is relatively high, involving as it does rapid transport 
and elaborate equipment for the handling of milk. These 
requirements for the distribution of milk largely account for 
the fact that the business is dominated by a few very large 
firms, such as the United Dairies, in each of the main 
distributing areas. Hence the great disparity in bargaining 
power between the large-scale buyers of milk on the one 
hand, and small-scale scattered producers on the other. One 
of the primary objects of the Milk Scheme is to remed:r this 
situation. 

The perishability of milk also accounts for another feature 
of the industry, namely, the prevalence of forward selling on 
the part of the producer. In order to safeguard himself 
against the risk of milk deteriorating on his hands, a producer 
must contract with a distributor for the purchase of the 
bulk of his daily supplies for a considerable period ahead. 
Thus it has been the usual practice since the war for producers 
to make such contracts extending for six months and some
times for a year. Clearly this system of long term contracts 
under which the distributor binds himself to pay a price for 
milk fixed for many months ahead-requires a reasonable 

IS7 
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stability of the market. Undercutting, for example, by 
concerns like the Creameries, who are not regular distribu
tors in the liquid market, is obviously incompatible with a 
system of long term contracts. 

The second factor in the milk marketing problem is the 
dual market for milk, one of which is substantially more 
remunerative than the other. Thus in 1931-2 the average 
liquid milk (producers') price was 12 · 12d. per gallon, whereas 
the price of milk destined for manufacture was only 4 · 75d. * 
This disparity of price is to be accounted for by two factors. 
The more important of these is the fact that the liquid market, 
unlike the manufacturing market, requires a daily supply 
which fluctuates little from day to day or from season to 
season ; and this regularity of supply entails extra cost of 
production and distribution for reasons stated below. The 
conversion milk market on the other hand, is supplied mainly 
from milk which is surplus to liquid requirements. This 
surplus, which is an important factor in the milk marketing 
problem, arises partly .from the fact that distributors, who 
usually buy the whole of a producers' output, have to deal 
with variable daily supplies. Supplies, which, in this way, 
are surplus to the requirements of the liquid-milk market, 
are largely converted into cheese. " In fact the main role 
of the factory cheese process in the dairy industry of this 
country is the conversion of milk for which no other use can 
be found."t "Surplus" also arises from the seasonal 
variations in supply, milk being naturally more abundant in 
Summer when grazing conditions are at their best. 

The higher price in the liquid market is due not only 
to the higher costs which the producer and distributors incur 
in supplying the needs of that market. It is due also to the 
natural protection which the liquid market enjoys from 
foreign competition. New Zealand, for example, can 
compete with the home producer in supplying the British 
consumer with butter and cheese but not in supplying fresh 
liquid milk. 

• Report of the Reorganization Commission for Milk, Economic s·~ries 
38, p. 43· The manufacturing price given above is that fixed on the 
cheese-price basis, which is explained later on. 

t Ibid., p. 47· 
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The third factor in the milk marketing problem is the 
conditions of production. The most favourable areas for 
milk production are the grassland areas of the West, which, 
in consequence, are the chief milk-producing areas. Here 
milk production is largely concentrated in the Spring and 
summer months when there is a plentiful supply of grass. 
Spring calving, therefore, tends to be the most economic. 
Improvements in transport, however, have in recent years 
given many of these areas access to the London liquid milk 
market, in which the price is higher, thereby providing an 
inducement for deviating from a policy of summer milk 
production. But in those areas which are still remote from 
a liquid market, there are no inducements to alter the 
natural seasonal variation in production. Milk production 
in such areas is generally associated with calf rearing and 
butter making or with farm cheese production. The same 
considerations apply in the case of producers who send their 
milk to creameries, which are mainly concerned with cheese
making. " Here again, the cost of the raw material is lowest 
during the summer months and grass-produced milk is 
more suitable for cheese-making than milk from stall-fed 
cows."* · 

Milk is also produced in the arable areas-Suffolk, Norfolk, 
Essex, etc.-but on a smaller scale than in the grassland areas 
of the west ; though, since 1922, largely on account of the 
decline in cereal prices, dairying in the arable areas has 
increased. In these areas the seasonal fluctuation of milk 
production is much less pronounced. Most arable farms 
lend themselves more easily to winter milk production : 
the use of farm-grown feeding stuffs in place of the more 
expensive purchased concentrates, the employment of labour 
for stall feeding, which involves extra work when other farm
ing operations are largely in abeyance-these and other 
factors favour winter milk production. 

Apart from the main milk producing areas, a considerable 
amount of milk production is carried on in numerous areas 
irrespective of the suitability of productive conditions, namely, 
in all those areas adjacent to consuming centres: the 

• ReMganwJtion Commission for Milk, p. 20. 
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economies in transport being sufficient to offset any disadvan
tages arising from less suitable conditions of production. 

These factors-the high degree of perishability of milk, 
the division of the milk market into two main sections, the 
liquid market and conversion-milk market, the former 
offering a substantially higher price than the latter-these 
factors, together with the productive conditions described 
above, have been dwelt on at some length because an under
standing of them is essential if the problems of the marketing 
of milk are to be appreciated. 

Before describing the milk scheme which was set up in 
1933 to cope with these problems, a brief outline of the chief 
developments in the marketing of milk in recent years may 
be helpful. Before the war there was no collective 
bargaining between producers and distributors, agreements 
being made individually and generally on a purely verbal 
basis. Contracts were usually made for a period of six 
months, sometimes for a year. The length of contract 
between producers and distributors in the milk trade is due, 
as we have seen, to the perishability of milk, which makes 
it essential that a certain market is kept open to the 
producer for a considerable period ahead. The producer 
favoured the twelve months contract, as he frequently found it 
difficult on a six months contract to sell all his milk in 
the summer months,. when he was often obliged to take a 
very low price.* 

"It was customary for milk to be retailed at the same 
price all the year round, but the wholesale price was higher 
in winter than in summer. Under these conditions, the 
higher profits made by distributors in summer compensated 
for the smaller margin obtained in the winter months. Thus, 
in the pre-war days, the distributor undertook the function 
of equalizing the retail price of milk throughout the year as 
well as being normally responsible for a portion of the 
surplus."t 

The principal development in the milk trade after the 
war was the introducing of collective bargaining between 
producers and distributors. In the months, however, 

• Reorganization Commission, Appendix B. t Ibid., p. 174· 
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following the termination in January, 1920 of the control 
improvised during the war, the industry tended to revert 
to the practices of pre-war days. Fanners still continued 
to sell on an individualistic basis. They soon found, 
however, that their position was even less favourable than 
formerly, as the interests in the wholesale trade, stimulated 
by wartime-control, had in many parts of the country 
achieved a considerable degree of unification. The balance 
of bargaining power, which even in pre-war days was in 
favour of the distributors, was turned still further against 
the producers. 

In the autumn of 1920 the producers represented by the 
National Farmers' Union entered into negotiations with the 
National Federation of Dairymen's Associations, but they 
reached no agreement. In 1922, however, the sharp decline 
in the price of summer milk revealed to farmers the serious 
nature of their position. The milk price index for May and 
June in 1922 was 27 per cent. and 28 per cent. respectively 
over the pre-war level, while the general index for agricultural 
products was 69 per cent. and 64 per cent. over the base. 
" The balance of bargaining was . . . more definitely 
than ever in the purchasers' favour and it was upon 
producers that the shock of falling prices fell."* 

This fall in the price of milk provided the immediate 
stimulus to the introduction of collective bargaining in the 
late summer of 1922. In London the permanent Joint 
Committee was set up, composed of representatives ot the 
N.F.U., on behalf of producers, on the one hand, and of the 
National Federation of Dairymen's Associations, the 
Amalgamated Master Dairymen, Ltd., the National Associ
ation of Creamery Proprietors and Wholesale Dairymen 
(Inc.), on behalf of distributors and manufacturers, on the 
other. Primarily, the function of the Joint Committee has 
been to provide the machinery for negotiating the producers' 
milk prices. Since 1922 wholesale milk prices have been 
regulated by annual agreement negotiated by the Committee. 
In other large centres of population, Area Joint Committees 
have negotiated regional agreements, which have largely 

• Rtotg.J.nitaiiON co ... mission, p. 176. 
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followed the London agreement, with adjustments to meet 
local conditions. 

The prices thus negotiated by collective bargaining, 
however, have not been universally accepted in practice. 
" Many producers and distributors do not belong to any of 
the organizations represented on the negotiating bodies, and, 
further, the terms negotiated are not enforceable either upon 
producers or distributors, even though members of their 
respective organizations. There is no more than a moral 
obligation on the part of the negotiating parties to abide 
by the terms agreed upon, and contracts on other terms have 
been freely made by producers and distributors."* 

Nevertheless the negotiations of the Joint Committee 
were by no means without influence on the level of producers' 
milk prices. As the Commission has pointed out " the 
annual agreements have provided a kind of standard or guide, 
and have undoubtedly exercised a considerable influence over 
liquid-milk prices and conditions of sale during the past ten 
years.""!' At first the. effect of the scheme was confined to 
the London market, but in the course of the next few years 
its influence made itself felt in the other principal consuming 
areas. "This point is illustrated by the adoption in 1925 by 
the Permanent Joint Committee of a resolution declaring 
"that the conditions and terms of the N.F.U. scheme should 
apply nationally, but subject to modification in the light of 
local circumstances. In the event of failure by any area 
Joint Committee to agree to any proposed modifications of 
the scheme-terms for their area, this Committee recommends 
that the matter should be referred to the Permanent Joint 
Committee for decision."! 

The N.F.U. scheme was not merely an attempt to estab
lish machinery for collective bargaining between producers 
and distributors as to producers' milk prices. It was also a 
constructive marketing scheme in the sense that it laid down 
provisions for dealing with the chief difficulties peculiar to 
the industry. By regulating the conditions of sale, it sought 

• Re()lfg4f!lizati0'11 Commissims, p. II. 

t Ibid., p. II. 
! Tile Fluid Milk Ma.,ket, EC01W11Cu Se-ries, No. 16. 
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to deal with the problems of seasonal fluctuations of supplies 
and of the dual market for milk, the liquid and conversion 
markets, in which the value of milk is subject to considerable 
divergence. The latter problem was becoming increasingly 
urgent, as the margin between prices for milk sold liquid and 
the value of milk for conversion was much wider than the 
margin in pre-war days-a margin which in the ensuing 
period continued to increase, causing thereby a new crisis 
in the industry. 

Thus the aim of the N.F.U. scheme was twofold: (r) that 
the producer should receive a price for his milk according 
to the use it was put ; (2) to reduce the volume of" surplus " 
milk by placing a premium on level supplies. To this end 
the Joint Committee drew up standard conditions for con
tracts between producers and distributors. In the first place, 
the Committee recommended producers and distributors 
to make contracts a year in advance at prices fixed in the 
present. This, it was urged, by giving a greater degree of 
security and certainty to both parties, would allow plans 
to be made to cover both winter and summer conditions. 

In the second place, the scheme sought " to secure that the 
producer selling milk on contracf in accordance with its 
provisions received the liquid milk price for supplies actually 
sold liquid, and a price in line with their estimated manu
facturing value for supplies in excess of this quantity."* 
This was an important departure from the practice which had 
prevailed in pre-war days, when it was usual for milk t.o be 
bought at a flat price, irrespective of whether it was to 
be consumed liquid or manufactured. The new policy 
promised advantages to both parties. To the distributor it 
meant the re-allocation of the risk involved through the 
existence of surplus, which in future he was to pay for at its 
value for conversion purposes. To the producer, it promised 
to minimize the unfortunate effect of summer surplus on the 
prices he received, for the new system encouraged a more 
level s•tpply of milk all the year round. 

The method adopted to ensure a more even supply of 
milk, i.e. to stimulate the production of winter milk, was the 

• Reorga>~iza.tiors Commissiors. p. 12. 
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simple one of assuring to the producer the payment of liquid 
milk rates on a higher proportion of hismilk in the winter 
months. To understand the provisions by which this object 
was obtained it is necessary to bear in mind the usual terms 
on which the distributor agrees to take over the producers 
supplies. The agreement of 1922 made provision for the 
adoption of two alternatives : a producer could sell his whole 
dairy, or he might sell on a " maximum and minimum " 
basis. If the producer sold on the former basis-a ·basis 
which later on became more and more the rule-the buyer 
would be responsible. for the conversion of supplies in excess 
of liquid milk requirements. Provision, however, was made 
for the purchase of these excess supplies, which were estima
ted on an agreed basis at manufacturing rates. If, on the 
other hand, the producer sold on the " maximum and 
minimum " basis, he would himself be responsible for supplies 

·in excess of the maximum stipulated in the contract, and, 
in addition, he was liable to pay a fine on every gallon below 
the minimum specified. 

We now come to one of the most important provisions 
in the 1922 agreement-the method by which excess supplies, 
i.e. supplies for which the producer received only manufac
turing rates, were determined. According to this agreement 
each producer was to determine a " standard quantity ", as 
it was termed. A producer's " standard quantity " equalled 
his average weekly deliveries during the four months Novem
ber to February inclusive-a period during which production 
approximated closely to the requirements of the liquid milk 
market. The " standard quantity ", thus ascertained, 
served as the basis for determining the proportion of a pro
ducer's supplies which were to be paid for at liquid rates. 
The whole of a producer's supplies during November to 
February," the accounting period", as it was called, was to 
be paid for at the full liquid rate. In the two months October 
and March, which respectively preceded and followed the 
" accounting period ", a producer was to receive the liquid 
rate on 100 per cent. of the "standard quantity", while in 
the remaining period of the year, April to September, he was 
to receive the liquid rate on no per cent. of the " standard 
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quantity". As a producer's supplies would be considerably 
heavier in the April-September period, he would in this period 
receive the liquid rate on a smaller percentage of his produc
tion, although on a larger absolute amount. Supplies in 
excess of these quantities were defined as manufacturing 
milk, and it was laid down in the agreement that the price of 
such milk should be assessed each month on the basis of the 
average quoted prices of Canadian and New Zealand cheese 
of Finest and Fine quality during the preceding month. 
The price of manufacturing milk per gallon was to be the price 
per lb. of cheese determined in this way, less an allowance of 
2d. for the cost of manufacture. 

Thus the N.F.U. scheme not only sought to assure that the 
producer selling milk on a contract in accordance with its 
provisions should receive the liquid price for supplies actually 
sold liquid and a fair price for the supplies in excess of liquid 
requirements. It also assured a premium to the level pro
ducer, who was paid the. liquid price on a larger proportion 
of his supplies. Thus a stimulus was given to the production 
of winter milk, for the average returns of a producer depended 
on his production in the winter months. 

During the next seven years from 1922-3 to 1928-9, the 
fundamental principles of the original scheme were retained 
in the annual agreements made by the Joint Committee. 
Modifications, however, were made in the months constituting 
the "accounting period" and in the percentages of a 
producer's supplies which were to be paid for at liquid rates. 

The agreement of 1929-30, however, abandoned the prin
ciple of determining the producer's quota payable at liquid 
rates on the basis of his actual production during certain 
specVled months. This principle had had two unfortunate 
results. As the Commission pointed out: "\Vhatever the 
percentage payable at liquid rates under this method, it was 
always in the producer's interest that his production in the 
" accounting period" should be as large as possible; the 
effect of the scheme, therefore, was to stimulate production 
during the " accounting period ", to bring about an unwanted 
winter surplus, and to induce producers whose natural 
conditions favoured cheap summer production to .abandon 
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their natural advantages in the pursuit of the liquid milk 
market." Thus in the long run the quantity payable at 
liquid rates tended to increase irrespective of any changes in 
the requirements of the liquid milk market. 

The agreements in the four years from 1929 to 1932 were 
based on an entirely new principle, the " declared quantity ", 
which took the place of the " standard quantity " principle. 
On this new basis each producer was to give his own estimate 
of what his daily deliveries would be. A further elaboration 
was the introduction of three classes of contracts with three 
scales of prices. Class I contract allowed a variation of 10 

per cent. either way off the " declared quantity." Producers 
contracting under this class received the highest scale of 
prices. Class II contract allowed a variation of 20 per cent. 
and Class III, so per cent. In each class, supplies in excess 
of the " declared quantity " plus the percentage variation 
allowed, were again to be valued on the cheese price basis-at 
2d. per gallon less than the average price per lb. of New 
Zealand and Canadian ·cheese. 

In 1931 an important modification of the terms of the 1929 
agreement was introduced. A new class for the sale of milk, 
known as Class lib, was devised to take the place of Class III, 
under which a producer was allowed a variation of so per cent. 
in his daily deliveries. Producers selling under Class lib, 
which for reasons given below became more and more usual, 
were" no longer required to establish a basic quantity, either 
on the results of certain months or on his own declaration ; 
the contract provided for the delivery of the whole of the 
producer's supplies. Payment was on the basis of a nego
tiated percentage at liquid milk rates and the remainder at 
manufacturing rates. computed on the cheese-price basis. 
The percentage at manufacturing rates varied from month to 
month, being higher in the summer when supplies were most 
plentiful and nominally averaging 20 per cent. for the year.* 
In the agreement of the following year the producer had to 
yield further ground, the average percentage payable at 
manufacturing rates being raised from 20 to 25 per cent. He, 
however, had some consolation by the introduction of a 

• Reorganization Commission, p. 14. 
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proviso by ~hich buyers undertook that, should their sales in 
the liquid market of milk bought under Class lib terms exceed 
75 per cent. of their purchases from all sources, they would 
refund to producers the difference between the liquid milk 
price and the manufacturing price on the excess quantity 
so sold. • 

The price·structure plans which were built up under the 
influence of collective bargaining and which we have just 
analysed achieved considerable success in several directions ; 
but in the course of their operation they revealed one serious 
weakness which threatened to bring down the whole edifice. 
While these price·structure plans provided for the needs of 
the distributor, assuring him that excess supplies need only 
be paid for on the basis of their potential value for 
manufacturing purposes, they made no provision to enable 
manufacturers requiring milk purely for manufacture to 
obtain their supplies at prices which would make it possible 
for them to compete with imported milk·products. This 
omission has been responsible on several occasions for the 
refusal of the National Association of Creamery Proprietors 
and Wholesale Dairymen to be parties to the prices 
negotiated by the Permanent Joint Milk Committee. 

The consequences of this weakness common to all the 
price·structure plans since their initiation has been summed 
up by the Reorganization Commission as follows. "The 
creamery proprietors contend that circumstances have forced 
them and other manufacturers to buy outside the agreement 
terms or to invade the liquid market ; they have, in fact, 
generally continued to buy at a flat rate. As a result of com· 
petition from buyers for the liquid milk market, however, 
these terms have generally had to be higher than the milk was 
worth for purely manufacturing purposes. The inevitable 
result has been that such buyers have sought more and more 
to take advantage of the higher price prevailing in the liquid 
milk market, and, in order to secure an entry into and to 
maintain a hold on that market, they have resorted widely to 
the practice of cutting the prevailing price. The absence of 
provision to make such milk as is not destined for the liquid 
milk market available in quantity to manufacturers at prices 
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in accord with actual raw material value is undoubtedly one 
of the gravest weaknesses of the terms that have been 
negotiated ; besides being a disturbing factor in consuming 
centres, it has tended to make manufacture more and more 
a secondary consideration to the liquid milk market."* 

The trend of events, moreover, was tending to make this 
situation more acute ; during the period of the negotiated 
agreements a heavy fall had taken place in the world value 
of milk. This fall was reflected in the prices of dairy products, 
especially butter and cheese, both of which slumped to the 
lowest level of prices recorded. In consequence the disparity 
between the value of milk in the liquid market and its value 
for manufacturing purposes became more and more marked, 
as the following table compiled by the Reorganization 
Commission shows. 

Producer's Liquid Manufacturing Disparity. 
Year. Milk Price. Value on Cheese-

price Basis. 
Pence per gallon. Pence per gallon. Pence per gallon. 

1913 8·75 _..so 3"95 
1922-3 15•62 9"63 5"99 
1931-2 12•12 4"75 7"37 

Thus the position of British manufacturers of milk 
products was becoming more and more difficult. To 
meet this situation, they extended the practice, to which 
reference has already been made, of disposing of part of 
their supplies in the liquid milk market-a practice which 
not infrequently obliged them to cut prices, especially in 
the wholesale and semi-retail trade. According to the 
Commission, " instances have been cited where large 
institutions have been supplied at prices even lower than 
those payable to the producer for standard quantities 
supplied under the negotiated agreement."f 

From the extreme individualistic point of view this 
situation was quite satisfactory. It was just another 

• Reorg111tizatiow Cowamissiow, p. 45· 
t liNl , p. 67. 
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example of the collapse of an artificial structure which 
prevented the consumer from deriving the advantage of 
cheaper and more abundant supplies of milk. Such an 
attitude, however, overlooks the factors peculiar to the milk 
trade. It overlooks the fact that uncontrolled competition 
threatened the whole structure of orderly marketing ; 
without which neither the production nor distribution of a 
highly perishable commodity like milk, which is naturally 
subject to daily and seasonal fluctuations of supply and 
which is required in regular daily quantities in its principal 
market, can be conducted economically. 

These characteristics of the demand ·for and supply 
of milk necessitate, on the one hand, the existence of l<l;rge
scale distributing concerns with elaborate plant to ensure 
an hygenic and regular delivery of milk in the main 
consuming centres. On the other hand, they necessitate a 
system of long term contracts and of collective bargaining, if 
producers are to operate under reasonably secure conditions 
and if seasonal shortages and gluts are to be avoided. 

In 1932 the whole system of long term contracts, 
collective bargaining and orderly marketing was threatened 
with collapse. "The farmers' most skilled negotiators", 
writes Mr. L. A. Easterbrook, "had failed to prevent the 
terms of the milk contracts becoming worse for the producers 
every year, and such chaos reigned that both producers 
and distributors took the signing of the annual contracts 
as the signal to begin undercutting them, before the ink 
on the agreements was dry. Neither producers nor consumers 
were benefiting in the least from this price cutting war."• 

Such, then, was the position of the milk industry which 
led to the setting up of the Reorganization Commission 
for Milk on April 18th, 1932. After analysing the position 
of the industry, the Commission in its Report postulated 
seven main objects of reorganization, which it set out as 
follows :-(a) The strengthening of the position of the 
producers, by enabling them to negotiate as a solid body 
with one voice and with adequate information, and by 
ensuring that negotiated agreements are universally observed. 

• .\'ew Sl<IUsMatl, March 9th, 1935. 

u 
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(b) The prevention of undercutting of the liquid market, 
and the provision of satisfactory arrangements for the 
sale of milk for manufacture. This is necessary to establish 
a clear distinction between the two markets for liquid 
milk consumption and manufacture and to secure the return 
to producers of their fair share of the proceeds of all milk 
sold in the primary and more lucrative market. 

(c) The improvement of the quality of our milk supplies. 
(d) The stimulation of the demand for milk for liquid 

consumption. 
(e) The recognition of the service rendered by producers 

who cater primarily for the liquid milk market. 
(f) The development of the manufacture of milk products.· 
(g) The co-ordination of the efforts of all concerned

producers, distributors and manufacturers-to secure 
prosperity for the whole milk industry of the country, but 
with adequate safeguards for the interests of the consuming 
public.* 

These ends, as the Commission pointed out, could only 
be achieved by the setting up of a Central Producers Board 
which would control all contracts for the sale of milk. To 
perform this function effectively and to influence the direction 
of supplies to different markets or to other uses, it is necessary 

, that the Board should assume ownership of all milk sold off 
farms other than that retailed direct by producers. This 
does not imply that the Board should handle any milk for 
which producers are able to find buyers. The Board need 
merely become the legal owner of the milk at one stage of the 
marketing operation; "and this can be secured by means of 
contracts into which the Board enters as an intermediary 
between the producer and distributor or manufacturer, as 
the case may be. The relations between these two parties 
will not be interfered with in the normal way, except that all 
payments accrue to the Board for distribution to the producers 
in accordance with the price policy in operation."t 

Such are the main functions of the Milk Marketing Board 
which began operations on October 6th, 1933. The .Milk 
Marketing Scheme operated by the Board provides for the 

• RI!Of'gani..tllli011 Commission, p. 75 t Ibid., P• 8. 



THE MILK SCHEME I7! 

division of England and Wales into eleven regions. In each 
region a contract price is fixed by negotiation in the Joint 
Council as the basis of all wholesale transactions between the 
producers and purchasers of milk in each region. This 
contract price is the distributors' liquid milk buying price. 
The proceeds of all milk sales in the region are credited to a 
regional pool, but a rebate from the contract price is allowed 
to purchasers who use milk for manufacture. These rebates, 
also negotiated by the Joint Milk Council, vary according to 
the way in which the manufacturer has utilized the milk he 
has purchased, being higher in the case of higher valued 
milk products. Every contract has to be registered by the 
Marketing Board. . 

The Board, being a party to all contracts, is the agency 
through which all payments are effected. A monthly return 
of milk delivered by the vendor and accepted by the purchaser 
has to be compiled on the last day of each month and posted 
to the Board not later than the seventh day of the following 
month. The purchaser is then notified by the Board as to the 
amount due from him and payment is to be made to the Board. 
Payment to the producer is made monthly by the Board as 
soon as the " regional pool price " has been calculated. This 
price is determined not only by the contract price referred 
to above, but also by the proportion of milk produced in the 
region which finds its way to the liquid milk market. 

The return, however, to the individual producer in any 
region is modified by two important adjustments. In the 
first place, in order to avoid wide differences in regional 
prices, a small levy-the inter-regional compensation levy
is imposed on all liquid milk sales. Regions having a high 
proportion of sales of liquid milk contribute towards the pool 
price in regions in which the proportion of manufacturing 
milk is high. This contribution, as the Commission points 
out,* is of the nature of a subsidy paid by milk sold in the 
liquid milk market, to milk which has to be manufactured. 
In order that it may be utilized to the maximum advantage, 
the payment of this subsidy is limited to those months when 

• Recwgani:ation Commission, p. IOJ. Roughly six regions carry 
part of the surplus milk in the other five. 
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the cost of the raw material is low. Thus during the winter 
months the contributions are accumulated for distribution 
over the months of cheap production. 

Secondly, the return to the individual producer is also 
determined by the type of contract he enters into with his 
buyer. Two types of contract are permitted by the Board: 
(a) contracts providing for the supply of level quantities 
charged to buyers at the liquid milk contract price (plus any 
agreed level delivery premium (explained below)) and 
(b) contracts with no restriction on the day-to-day variation in 
supplies and providing for payment by buyers at the contract 
price for milk re-sold in liquid form and at the appropriate 
.manufacturing prices for milk converted into products. 

Contracts of the first type, which permit only small 
variations in daily supplies, cater for the needs of distributors 
with no facilities for the manufacture of milk products except 
on a very small scale. The second type of contracts are 
suited to the needs of manufacturers and of wholesalers with 
adequate conversion plants. 

The Scheme also allows the producer to secure by negotia
tion remuneration for service. For example, the producer 
who contracts to supply milk under a level-delivery contract 
(i.e. (a) type of contract) performs a definite service for his 
buyer ; and as he incurs additional cost to supply milk on this 
basis, it is only fair that he should receive extra remuneration. 
Underthe Scheme, therefore,producerswhocontract to supply 
stated daily quantities of milk receive in addition to the 
regional pool price a premium, known as the level-delivery 
premium. 

Provision. is also made under the Scheme for a premium 
for quality. " In the past ", the Commission points out, 
" the producer who has sought to improve the standard of 
his production has often been deterred by the fact that he 
has secured no special recognition from his buyer . . ."* 
To remedy this situation the Milk Marketing Board has insti
tuted a roll of Accredited Producers, all of whom receive 
a guaranteed quality premium (referred to i'tS a " general 
service premium"). 

• ReOf'ganizaticm Commission, p. 105. 
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Such are the main outlines of the Milk Marketing Scheme 
as regards registered producers. It remains to des.cribe 
briefly the position of producer-retailers, who retail at least 
a quarter of the total quantity of milk consumed liquid. As 
producer-retailers stand to benefit by the operations of the 
.M . .M.B., it is only fair that they should contribute towards its 
expenses. Accordingly, therefore, they have to make 
contributions to the regional pool and other funds in control 
of the M.M.B., and, for purposes of assessment, are obliged 
to submit monthly returns to the Board of their sales and 
total production. 

The Scheme also provides for the regulation of the prices 
at which producer-retailers may sell.. Every producer
retailer must obtain a retail licence which stipulates that he 
must not sell milk at a price below "the prevailing price" 
in the district concerned. The " prevailing price " in 
any district is not fixed by the Board ; it is fixed either 
by general agreement or by agreement on the part of the 
majority of retailers in the district. The Board, however, 
may intervene to prevent undercutting in cases where the 
retailers in any district fail to agree. 

The only producers exempt from the Scheme are those 
who have not more than four milch cows and do not sell milk 
by retail, and those who either do not sell milk at all or sell 
only to their servants for domestic consumption. All other 
producers are obliged to register, and producers who 
are neither registered nor exempt from registration are 
prohibited from selling milk. 

It now remains to consider the advantages and possible 
weaknesses of the Milk Marketing Scheme. On the credit 
side, the first advantage which leaps to the eye is the increase 
in bargaining strength of the producers, thereby helping 
them to obtain a more equitable share of the consumer's £. 
"The financial position", reported the Commission, "of 
many milk producers is at present so weak, and their depend
ence on the liquid market so complete, that they cannot 
afford the risk of failure to obtain a contract. They must 
therefore often accept contracts on terms which are unsatis
factory both to themselves and to their colleagues in the 
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industry."* "Wehavenodoubt ",concluded the Commission, 
" that the :first step necessary to the welfare of the industry 
is to strengthen the position of producers, as a body, in 
negotiating with distributors and manufacturers."t 

Secondly, the Scheme promises to promote the prosperity 
of the milk industry by raising the quality of milk supplies-
an essential condition of expanding the consumption of 
liquid milk. Not only is the M.M.B. in a position to take 
steps to secure the effective and uniform administration of 
the Milk and Dairies Order and the compulsory routine 
clinical inspection of all dairy cattle, it can also make it more 
profitable for producers to raise the quality of their milk. 
This the Board is effecting by dividing producers into two 
broad classes according to their general standards of produc
tion. Producers who comply with certain prescribed 
conditions qualify to be placed on the Roll of Accredited 
Producers-a distinction which qualifies them to a guaranteed 
premium, the proceeds for which are obtained partly from 
distributors, partly by a levy on all producers. On the other 
hand, milk produced by other producers is subject to a 
penalty if it fails to reach a prescribed minimum standard 
of cleanliness and bacterial content. 

A third important advantage of the Scheme is that it 
promotes the development of the manufacture of milk 
products on a more systematic basis, thereby laying the 
foundations for the extension of this section of the milk 
industry. In the decade or so before the introduction of the 
Scheme the manufacturers of milk products suffered not 
only from the price cutting of overseas competitors, but also 
from .the competition of large buyers of milk for the liquid 
market. 

The majority of creameries, cheese factories and con
densaries in England and Wales are concentrated in two 
main areas, one comprising Somersetshire, Dorsetshire and 
Wiltshire, and the other Cheshire, Flintshire, Shropshire, 
Lancashire, Derbyshire, Staffordshire, Leicestershire and 
Nottinghamshire. Now, until cheap and rapid transport 
made it possible to bring in milk from distant country 

• Reorga11uatW. CommissiotJ, p. 65. t Ibid., p. 64. 
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districts to consuming centres, the dairy-product factories 
had to pay for their raw material little more than its value 
if retained for manufacture on the farm. Transport develop
ments, however, have enabled large buyers in the consuming 
centres to penetrate into these outlying districts, so that the 
number of districts in which milk can be bought exclusively 
for manufacture at prices that leave a profit have been con
tinuously diminished. 

The remedy for this situation is provided in the Scheme 
by the provision that payment for manufacturing milk is 
made on a realization basis. The Commission, in recommend
ing this policy, had been much impressed by the experience of 
milk marketing schemes in the United States. The New 
York Dairymen's League, for example, adopt the following 
classification for the sale of milk* : 

(r) Fluid Milk. 
(2) Cream, ice-cream, plain, condensed and homo

genized mixtures. 
(3) Evaporated whole milk, sweetened whole 

condensed, milk chocolate, whole milk power, soft 
and foreign cheese. 

(4) Butter. 
(5) American cheese. 

This classification serves the purpose of determining the 
price charged by the New York Dairymen's League for the 
milk it sells, the amount payable by the buyer depending on 
the way in which he has utilized his supplies. The Milk 
Marketing Scheme embodies this principle, though the 
classification adopted varies somewhat from the above. 

The manufacturers themselves, when questioned by the 
Reorganization Commission, declared themselves in favour 
of a single flat-rate basis for all manufacturing milk. At 
first sight economic common sense seems to be on the side 
of the manufacturers' point of view-that one price should 
prevail for milk utilized for manufacture. When, however, 
the complexities of the industry are taken into account, the 
American scheme is seen to be based on the practical needs 
of the industry as a whole. 

• ReOf'carr.u:llliOfl C0111'"iss1.0111, p. uz. 
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The principle that the price of milk should vary according 
to its use is universally accepted as regards the distinction 
between milk destined for the liquid market and milk destined 
for manufacture-a distinction necessitated by the seasonal 
nature of milk production, geographical factors, and the fact 
that milk production is in excess of the requirements of the 
naturally protected liquid market. \\'hy should not the 
principle be e.'<:tended to manufacturing milk ? If the 
manufacturer is to be protected from the situation prevailing 
prior to the introduction of the Scheme, when he commonly 
bought at flat-rate prices higher than the value of the milk for 
his particular manufacturing purpose and was forced to take 
opportunities of reducing his losses or obtaining casual profits 
through sales in the liquid market-if he is to be extricated 
from this difficult position it is only right that he should 
contribute to the Scheme in proportion to his ability to pay. 

Now the ability of the manufacturer to pay for his raw 
material depends on the particular milk product he manu
factures-a fact which .justifies the principle of selling milk 
for manufacture on a classification basis. This is due to the 
fact that the tendency for the value of the raw milk in 
the finished articles to be equal is subject to disturbing 
influences. As the Commission points out, the degree to 
which there is a preferential demand for the home as against 
the imported product varies considerably with the type of 
product.• In the case of condensed whole or separated 
milk, tinned cream, or milk powder, there is little if any 
preferential demand for the home product. The price 
premium, therefore, which these products can carry over the 
similar imported article must be very small. Fresh cream, 
however, and, to a less e.'<:tent, butter produced in this 
country does command such a premium, partly in virtue of 
the discriminatory demand for the British product and 
partly, in the case of cream, because the perishable nature of 
this commodity limits to some extent the competition from 
overseas. British cheese-at least that part of it which is 
not made from milk first destined for the liquid market-also 
possesses a differential demand. Hence the manufacturers 

• Reorga.Uatim& COtltlllissiml, p. It 7. 
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of these latter products are in a position to pay ·a higher 
price for their raw material. 

Thus the principle that the price of milk used for con
version into products should depend upon the realization of 
the milk when manufactured is based on sound economics. 
In conjunction with other provisions. of the Scheme, namely, 
regional pooling and the levy for inter-regional compensation, 
it ensures that large supplies of milk shall be available in the 
manufacturing areas, particularly in the summer months, at 
prices which will place the manufacturer on an equal footing 
with his overseas competitor. The cheese, butter, cream, 
condensed milk, milk powder and chocolate factories can 
contract for definite supplies at a definite price for a year 
ahead. " These are stable conditions for manufacturing 
that exist in no other country in the world, and (for what it is 
worth) have i111duced many foreign firms to come to England 
to set up factories."* 

Thus the scheme will raise the manufacture of milk 
products from the position it has hitherto occupied as sub
sidiary to the supply of milk for liquid consumption, thereby 
promoting the efficiency of this section of the milk industry. 
As the Reorganization Commission points out, " the produc
tion of factory cheese in this country has suffered through the 
subsidiary position it has occupied relatively to the liquid 
milk market. It has been a common practice for milk to be 
held in reserve for dispatch to the liquid market and only 
diverted to cheese production after all hope of such sale had 
disappeared and the quality of the milk had deteriorated. In 
so far as the scheme we propose will enable cheese manu
facturers to obtain regular supplies of milk at economic 
rates, this state of affairs should be largely remedied. The 
quality of factory-made cheese should thus show an improve
ment, and this in itself should constitute one factor tending 
to raise the value of manufacturing milk so used."t The 
Commission also considers that under the Scheme there 
is considerable scope for expansion of creamery butter 
production. t 

• L. A. Easterbrook: New Statesman, March gth, 1935· 
t lbui., p. IJ:Z. t Ibid., p. 133· 
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It is important to remember, however, that the successful 
operation of the provisions under which the price of milk 
as a raw material depends upon the realization value of the 
milk when manufactured is bound up with the regional pooling 
of proceeds and the levy for inte~-regional compensation. 
For it is these provisions which secure as between producers 
an equitable distribution from the higher returns from the 
liquid milk market. Hitherto, producers have resorted to the 
practice of cutting the prevailing price as a temporary expedi
ent to secure a footing in the more lucrative liquid market. 
The increasing mobility of milk due to transport developments 
further complicated matters; for it enabled distributors 
to reach out for supplies for the liquid market to new districts 
mainly of uneven seasonal and cheap production, which are 
best adapted to produce for manufacture. Producers in 
these districts will in future be precluded from securing a 
place in the liquid market by undercutting and in return 
will be granted a share of the higher proceeds realizable from 
that market. The Regional Pools are designed to effect an 
equitable distribution of the proceeds of all milk sold as 
between the producers in any one region, while the Inter
Regional Compensation levy is an attempt to assure justice 
as between one region and another. Under the latter pro
vision, by which a fund is accumulated by means of a levy on 
all sales of milk for liquid consumption, regions with a high 
proportion of sales for liquid consumption will assist those 
regions in which the proportion of manufacturing milk is 
high. 

Thus the scheme does not benefit all producers. Indeed, 
it actually lowers the returns of those occupying a specially 
favoured position for selling their whole dairies at the 
" liquid " price, estimated at some 20 per cent. of the total. 
It is doubtful, however, whether even these producers will 
ultimately be losers by the scheme, for their position is being 
rapidly undermined by the competition of the cheap produc- . 
tion outlying areas, assisted by the developments in road 
transport. They are unlikely, therefore, to attempt to wreck 
or obstruct the scheme. 



CHAPTER XII 

THE CRITICS OF THE MARKETING SCHEMES 

WHAT judgment are we to come to of the marketing schemes 
and other constructive schemes devised for agriculture in 
the last few years? Few will deny that the "frictions" 
which the production and· marketing of many important 
agricultural products encounter justifies some attempts to 
eliminate their effects. The orderly feeding of the market, 
the control of" surplus" by producers to prevent price fluctu
ations, the strengthening of the producers vis-a-vis the 
distributors, standardization and grading of produce-the 
organization of producers to achieve these Dbjectives scarcely 
needs justification. 

The main criticism of the marketing schemes centres 
round the price policy which the Boards are adopting. The 
purpose of the Boards is to raise producers' net returns from 
the commodity which they control. In so far as they achieve 
this by effecting economies in marketing and production or by 
obtaining for producers a large share of the consumers' £, 
they are immune from criticism. 

But the endeavour of the Boards to raise prices has aroused 
a storm of criticism. The policy of raising prices, it has been 
pointed out, necessarily involves the control of production. 
The experience of the Grain Stabilization Corporation 
in the United States amply demonstrates this point. 
In 1929 the Corporation started operations by holding off 
the market 6s,ooo,ooo bushels of the 1929-30 crop. In the 
following season, a similar policy was pursued, the holdings 
of the Corporation amounting in June, 1931, to 257,000,000 
bushels (about 30 per cent. of a year's crop).* The operations 
of the Corporation succeeded in maintaining wheat prices 
during these two seasons at a higher level than they would 
have attained in a free market. Its success, however, merely 

• Tile Pl:urt~it~g of AgrJCulture, Astor and Murray, Oxford University 
Press, 1933, p. 6o. 



180 · PLANNING UNDER CAPITALISM 

made matters worse ; for it had removed the stimulus to a 
decrease of production,, which falling prices would have given, 
without providing an adequate substitute, its requests for 
voluntary reduction proving futile. When the Corporation 
ceased operations in 1932 and grain came freely on the mar
ket, the price was down to so.cents per bushel as compared 
with go cents, the average buying price of the Corporation. 

Any attempts of the Marketing Boards to raise prices, 
while conditions of supply and demand remain unchanged, 
are obviously doomed to failure. They must control pro
duction. This the boards are attempting to do. The pig 
marketing board is controlling the supply of bacon by the 
contract system. Once farmers have signed their contracts 
with curers, they are committed to a definite output for the 
period of the contract. In the event of their supplies falling 
short of this output they are liable to fines ; should their 
output exceed their contracted supply, they are precluded 
from disposing of it in the bacon market. The Potato 
Marketing Board, as we have seen, is attempting to control 
production by a different method : it sets a limit to the 
acreage of potatoes to be grown. 

At this policy of production control several valid objec
tions can be levelled. In the first place, as Lord Astor points 
out, there is the special objection of the diversity of British 
farming. "If the various commodity marketing boards 
get busy allocating quotas, the whole balance of the farm 
will be upset. Pig quotas will bear no relation to grain or 
butter production ; mutton and lamb quotas will be fixed 
regardless of any interdependency in the farming system of 
sheep, roots and barley. If the harvest weather breaks and 
the farmer has a lot of poor grain on his hands, he cannot 
increase his hens, pigs or cattle, because his egg quota, 
his contract for pigs, and his allotment of fat cattle are 
fixed. Even if he stored the grain he would have no guarantee 
of a greater allotment next year."* And would not the 
multiplicity of producers' control boards, Lord Astor goes on 
to ask, and their co-ordination present an almost super
human task? 

• The Planning of Agri.&ultur11, p. 63. 
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Lord Astor's case against a universal, or even a wide
flung system of production control is surely unanswerable. 
But is he on such sure ground when he asserts that in a country 
where mixed farming prevails it is impossible to put into 
force production control schemes which apply, as at present, 
to one or two commodities only ? True the control of one 
or two commodities tends to increase the instability of the 
supplies and prices of other commodities. The stabilization of 
the bacon market, for example, increases the instability of 
the uncontrolled pork market. 

Yet the balance of advantage may make such a policy 
desirable. Thus, the Reorganization Commission for Pigs 
were emphatically of opinion that the advantages of stabiliz
ing the bacon market outweighed the disadvantages of 
increasingtheinstabilityof the porkmarket. They contended 
that if bacon factories are to produce economically they 
must maintain a full and regular through-put, while fluctua
tions in the supply of pork does not necessarily affect its 
cost of production. Again the supply of English bacon 
must be regular if it is to make headway against foreign 
competition ; " no retailer is prepared to chop and change 
his source of supply and the type of bacon he offers to suit the 
convenience of home producers."* Pork, on the other 
hand, is little affected by foreign competition and is, more
over, a product for which the demand is largely seasonal. 

The stabilization of the potato market may also be justi
fied by the "balance of advantages" argument. May not 
the advantages of eliminating the effects of fluctuating potato 
yields combined with a highly inelastic demand offset 
disadvantages arising from any instability which may be 
produced in such activities as stock raising and butter
making, which are likely to be affected by provisions of 
the Potato Board. 

Such efforts of the Marketing Boards to control produc
tion as the contract system for bacon pigs and riddling 
provisions for potatoes promise substantial advantages to 
all the interests concerned. Other methods, however, of 
controlling production, such as production quotas, are more 

• RuwgaHiutli.O'II Commissio11 for Pigs 11Kd Pig p,odwas. 
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open to criticism. Production quotas, which have been 
adopted by the Hop and the Potato Marketing Boards, are 
not only uneconomic, but also difficult to render effective. 
For example, the use of quotas to limit the acreage of the 
controlled crop which a farmer is permitted to grow may be 
rendered ineffective by more intensive cultivation. 

This method was unsuccessfully operated by the Egyptian 
government in 1926-29 under a law prohibiting the planting 
of more than one-third of each holding in cotton. To this 
law the planters reacted by taking greater care in cultivation, 
as a result of which yields rose and production did not decline 
materially.* To ensure effectiveness. of production quotas 
it is necessary to limit the amount of the commodity which 
each producer may place on the market. But this policy 
can only be successfully administered in regions where one 
crop predominates or where the commodity has to pass 
through a bottle neck, as in the case of exporting countries. 

But even if production quotas are successfully adminis
tered, they are open to strong objections on economic grounds, 
except as short-term measures to meet a temporary situation, 
as in the case of Denmark's restriction of bacon production 
in the face of a sudden contraction of her export trade. 
As a long term measure, the production quota is likely to 
prove inimical to efficient production. If, as in the case 
of potatoes, the grower's acreage is limited so as to maintain 
the status quo, how is provision to be made for the entry of 
new men who are more efficient. As Lord Astor points out : 
"If milk production had been regulated twenty-five years 
ago and the output of all the existing farmers had been 
controlled, new men with revolutionary and cheaper methods 
would not have been able to start dairying at all." The 
objections are even stronger if production quotas are used 
to contract production ~ all-round percentage reduction 
compels the efficient producer to contract his operations to the 
same extent as the least efficient. 

Another important aspect of the Marketing Schemes to 
be considered is the quota restriction on imports to which 
they have given rise. As we have seen, the Agricultural 

• Economist, October :zgth, 193:2. 
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Marketing Act of 1933 empowers the Board of Trade to 
restrict the imports of any agricultural product which is 
subject to an existing or a prospective marketing scheme. 
This Act has been the subject of . high commendation in 
some quarters, as, for example,in a series of articles on agricul
ture in the Statist, from which the following is a quotation. 
"The Agricultural Marketing Bill of 1933 may be sum
marized as a guarantee to British farmers, on the one hand, 
that the success of any future schemes for the reorganization 
of agricultural marketing will not be endangered by a glut of 
foreign food supplies, and to the rest of the community, on 
the other, that the assistance so afforded to agriculture is 
conditional on the creation of efficient machinery for the 
marketing of agricultural produce:•• 

Can this optimistic attitude towards the import quotas 
as a long-term policy be endorsed ? As regards bacon, 
the Reorganization Commission for Pigs have undoubtedly 
presented a strong case. A quota for bacon, the Commission 
argues, is necessary for three reasons. (1) It enables effective 
and carefully regulated protection to home and other pro
ducers. (2) The curer is dependent for his raw material 
on a supply of suitable pigs. If this supply is to be regular, 
the farmer must provide by planning ahead, for which he will 
require some certainty as to price. If the curer, then, is to 
be bound to take pigs from farmers at a guaranteed basic 
price over an extended period, he should in turn be secured 
a reasonable chance of selling the finished product without 
loss on a regulated market. (3) The possibility of a rapidly 
alternating expansion and contraction of pig production is 
so great, and the influence so serious, that no protective 
measure can be of permanent good unless it is able to check 
.excessive importation. A tariff is not a reliable instrument 
for this purpose, as, in the case of most agricultural products, 
the urgency of marketing is so great that the foreign producer 
in seasons of glut will cut his prices to the extent necessary 
to offset the tariff. 

In short, the quota is necessary to the contract system ; 
and the contract system is the only method of eliminating 

• Statist, January :z-4th. 1933· 
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. the disastrous fluctuations of· supplies in the bacon-pig 
industry, which entail serious losses to farmers and high costs 
of production at the factories. 

The quota method of restricting imports, however, is 
open to serious objection in the case of m.ost agricultural 
products. An instructive example is wheat, the commodity 
for which protection by quota was first· proposed. The 
object of the proposed wheat quota was to ensure that the 
quantity of imported wheat consumed in this country would 
not exceed a certain definite proportion of the total consump
tion-at the Imperial Conference of 1930 a quota of 85 per 
cent. for imported and 15 per cent. for home grown wheat was 
proposed. This type of quota, under which a certain 
minimum proportion is reserved for the home product, differs 
from the type of quota applied to bacon, which fixes 
the absolute amounts, not the proportions. A quota fixing 
absolute amounts is inapplicable to products like wheat, 
the yield of which varies considerably from season to season. 

Now the proposed wheat quota would have had to be 
either fixed or variable ; under either alternative serious 
complications would have arisen. Under a fixed quota, 
complications arise from the considerable variations in harvest 
yields. " If the harvest were exceptionally bad (as in 1930) 
and the quota was maintained unaltered, the price of British 
wheat would rise very sharply indeed-for short supplies of 
British wheat would bring with them an artificial shortage 
of all kinds of wheat available for milling. The only way in 
which it would be possible to avert a famine (total supplies 
8 per cent. below normal would be famine conditions) would 
be to draw on the wheat generally used as poultry food. 
This inferior wheat would have to be milled in order to get 
permits for the importation of wheat from abroad. The 
shortage of wheat for non-milling purposes might become 
distinctly serious, though of course it would be possible for 
farmers to import foreign wheat if it was not to be milled. 
However, the foreign wheat would be more expensive than the 
cheaper grades of English wheat normally are."* What 

• Tariffs, by a Committee of Economists, Longmans Green, 1932, 
p. 216. 
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would be the attitude of the public to a situation in which 
bread was expensive and bad, while good quality foreign 
wheat was fed to chickens ? 

While an inflexible quota would create an impossible 
situation in years of bad harvests, in years of good harvests 
it would merely cease to be protective. The proportion of 
British wheat would exceed the quota which would become 
inoperative. 

The conclusion is inescapable : a wheat quota, as 
continental experience amply bears out,* would have to be 
adjustable. The adjustable quota, however, though it is at 
least workable, is almost equally objectionable. " If farmers 
knew that the quota would be raised in the event of a good 
harvest, they would have a strong incentive to have good 
harvests : that is to say, to invest more and more in the 
production of wheat. If the acreage under wheat rose, it 
might be possible to prove that the quota, instead of merely 
preserving the industry, was stimulating it to an unhealthy 
and expensive expansion; and to refuse on that ground to 
change the quota. But it is rather much to expect all govern
ments to do even this. If the output rose through more 
intensive cultivation, it would be more difficult to distinguish 
chance from intention. And the more the quota was raised 
the greater would be the sacrifice of national wealth."t 

Finally we may ask, how under a wheat quota account 
is to be taken of the different grades or types of wheat. How 
would the administrators of the quota obviate recurrent 
shortages of one or other of the different grades? Would 
they not be compelled, as Lord Astor suggests, to establish 
separate quotas for soft wheat for biscuit flour, wheat for 
feeding, and hard wheat for bread? 

Now, wheat has been taken as an example, not because 
there is any likelihood of a wheat quota being established ; 
the wheat scheme of 1932, which is a form of bounty extracted 
from consumers, seems firmly established. It has been 
taken because, apart from bacon, which is, after all, a manu
factured product, it is the agricultural product, at least of any 
importance, which lends itself best to regulation by quota. 

• TtJriffs, p. zx7. t Ibid. 
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If a commodity is to be successfully regulated by quota, 
it must possess two characteristics. First, the demand for 
it must be inelastic and stable ; only when the amount of 
the commodity absorbed into consumption varies little from 
year to year can quota regulations be fixed for any 
considerable period ahead. For commodities like eggs, butter, 
meat, the quota is a dangerous long time instrument, as 
demand for these commodities varies considerably according 
to their relative prices and the degree of prosperity of the 
community. Quotas applied to such commodities, there
fore, would have to be adjusted at not infrequent intervals, 
thereby creating uncertainty in exporting countries-a 
circumstance which would react on our own export trade. 
If quotas are to be subject to frequent adjustments, how are 
they to be justified as instruments for planning international 
trade. Has it not been demonstrated time and time again 
at international conferences that frequent changes in tariffs 
are highly inimical to international trade ? How much 
more so are frequent. changes in quantitative restrictions ! 

Secondly, a commodity which is to be successfully regu
lated by a quota must be uniform ; that is to say, it must 
not be characterized by subtle but important distinctions of 
grade or type. If a commodity is so characterized, then, if 
shortages of particular grades are to be obviated, a quota 
would be necessary for each grade. Lord Astor gives several 
examples of such commodities : beef, veal, mutton, lamb, 
butter, wheat. " Imagine a Board trying to allocate import 
quotas to suit the demands of numerous types of malting 
barley."* 

What agricultural product is there that fulfils these two 
requirements? Wheat has been generally regarded as the 
commodity most suitable for regulation by quota. The 
demand for it is highly inelastic and subject to little change 
over long periods. But, as we have seen, it fails to fulfil the 
second requirement, uniformity of grade. It is a significant 
fact that, when in rg32 it was considered necessary to assist 
the wheat growers of this country, the Government decided 
against a wheat quota, although on general grounds they 

• The Planning of Agriculture, Oxford University Press, 1933, p. I2Z. 



CRITICS OF THE MARKETING SCHEMES 187 

favoured quantitative restriction as an instrument of 
protection. · 

Thus quotas as a long term instrument either for planning 
production or for protecting the home producer are open to 
serious objections which limit their scope narrowly. As yet 
a strong case for the application of the quota as a long term 
instrument of planning has been made out in one instance 
only-the case put by the Reorganization Commission for 
Pigs. The quota for home produced and imported bacon 
holds forth a fair promise of benefiting most, if not all, of the 
interests in the bacon trade. Foreign producers, it is true, 
have had to submit to a reduction in their trade with this 
·country, but not only have they reaped a counter-balancing 
advantage.in higher prices, but also can look forward in the 
future to a more stable market. It remains for time to show 
whether the repercussions of the bacon quota in the pork 
market are sufficiently damaging to offset the advantages of 
the scheme. But even if the quota scheme for bacon should 
prove unsuccessful, its value as an important experiment 

. will go far to justify it. 
Of all the agricultural marketing schemes that have so 

far been put into operation, the scheme for milk has been 
perhaps the most severely criticized. Much of this criticism 
is due either to a short-sighted attitude to the problems 
confronting the milk industry, or to a misconception of the 
provisions of the Scheme. The criticism, however, of Lord 
Astor in his book written in conjunction with Mr. Murray, 
The Planning of Agriculture (Oxford University Press, 1933) 
goes to the root of the problem and deserves the closest 
attention. 

Lord Astor admits at the outset not only that milk offers 
greater possibility of farmer control than most agricultural 
commodities, in virtue of the natural protection of the liquid 
market; but also that control of milk prices can be justiiied 
if it eliminates undue disturbance of production. To this 
contingency, he points out, such a commodity as milk, 
the demand for which in the short run is very inelastic, is 
particularly prone. If as the result of a good pasture season 
milk yields rise suddenly, the price would decline, and though 
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the increase might be only temporary, it might start an 
undesirable decrease in production. The consequent rise in 
price, moreover, may well swing the pendulum of production 
too violently in the other direction. Such disturbances of 
production, Lord Astor admits, could be obviated, ~f price 
were controlled and the surplus to liquid requirements were 
taken off the market by diversion to the factories. 

Thus, Lord Astor concludes, the main issue seems to be 
the benefit that will accrue to the producers of having control 
of the " surplus ". So long as there is a wide disparity 
between liquid prices and manufacturing prices this will 
be the vital issue. The objective of the Scheme, therefore, 
is for the producers, once they have· control of the surplus, 
to get the full return for every gallon of milk sold on the 
liquid market in the expectation of securing larger total 
returns to the producers on the whole output of milk. 

Even if the Scheme succeeds in attaining this objective, 
Lord Astor considers that two serious problems are likely to 
arise. In the first place, he asks, will not a larger return to 
milk producers as a whole result in an increased output ?
thereby threatening the whole structure of the Scheme. The 
second problem arises from the competing interests among 
producers. There is, as we have seen, a well defined cleavage 
in the milk producing industry. One section has developed 
on a more or less intensive scale with relatively high costs 
in response to the higher price of liquid milk, while another 
section has developed to produce milk cheaply almost entirely 
for manufacturing. Now under the Scheme part of the price 
of liquid milk is to be used to bribe the manufacturing milk 
producer to keep off the liquid market. Is not this bound, 
Lord Astor asks, to lead to the increase in the production of 
summer milk, i.e. the manufacturing milk which is to get the 
summer bribe ? 

Qearly, Lord Astor, by asking these questions, has laid 
his finger on the crux of the problem of milk marketing. 
Has he not, however, failed to take into consideration the 
vital factors upon which the correctness of his answers, or 
rather his implied answers, depend? For example, as 
regards th.e first question-whether higher returns to milk 
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producers as a whole will not result in an increase of supply
surely the answer depends on two factors which Lord Astor 
has not mentioned ? In the first place it depends on whether, 
at the prices prevailing immediately prior to the operation of 
the Scheme, producers were receiving a normal or equilibrium 
rate of profit. If profits in the year or two prior to the Scheme 
were sub-normal, then it is possible that a higher rate of 
return to pr?ducers would not stimulate them to expand out
put. Seeing that the trend of prices from 1923 to 1933 has 
been almost continuously downward the possibility that 
producers' returns have been subnormal may very well have 
been the case. • · 

The second factor upon which the response of producers 
to higher returns depends is the relative profitability of milk 
production-relative that is to the profitability of other 
activities on the farm ; for the farmer's output of any 
particular commodity depends not merely on the absolute 
level of profits which it promises to yield him. If the prices 
of other agricultural commodities which he is adapted to 
produce are depressed even more than milk prices, he may 
still be inclined to increase his output of milk even though 
milk prices are sub-normal. And in recent years it is 
probable that this has been the actual situation. 

Since 1931, however, numerous measures have been taken 
to increase producers' returns on several agricultural 
commodities in addition to milk. In 1931 the Horticultural 
Products Abnormal Importations Act gave a high degree of 
protection to certain fruits and vegetables and in 1932 protec
tion was afforded to a wider range of agricultural products 
by the Import Duties Act which imposed a 10 per cent. ad 
valorem duty on foreign imports. t The Wheat Quota Act 
of 1932 gave a considerable stimulus to wheat growing in 

• According to the Index of Milk Prices compiled by the Ministry 
of Agriculture, producers' prices of milk in the period 1923-31 fell by 
lSi per cent. Producers' retums, however, declined to a greater extent 
tha.n this figure indicates as the method of construction of the Index gives 
an unduly favourable impression of the producers' position (See Reporl 
of tlw RnwgattiziUiO'II Commissi011 fa~' Milk, p. 41). From 1931 to 1933 
the producers' prices of milk continued to tall-in 1933 particularly. 

t There was, however, a free list, the most important items of which 
were wheat, beef, mutton, lamb, pig products, wool. 
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this country. In the same year, agreements were entered 
into with meat exporting countries for the restriction of beef, 
mutton and lamb supplies. Finally, in 1933 and 1934 were 
instituted the Pig and Potato Schemes, both of which provide 
for the limitation of imports of bacon and potatoes. 

All these measures have done much to increase the profit
ability to farmers of the commodities to which they refer. 
Now, this fact has an important bearing on the Milk Scheme, 
for every increase in the attractiveness to farmers of produc
ing commodities other than milk tends to prevent them from 
expanding their production of milk at the expense of their 
other activities. 

Lord Astor makes one further objection to the Milk 
Scheme. He points out that under the Scheme no compen
sation is to be paid to milk producers making butter or cheese 
on the farm. Will not such producers, Lord Astor asks, 
change their practice and sell milk off the farm in order to 
obtain a share in the proceeds of the regional pool and the 
inter-regional compensation levy ? If they do the Scheme 
will be burdened by the release of a hitherto untapped supply 
of liquid milk. 

Lord Astor has here laid his finger on a serious weakness 
of the Milk Scheme ; for no less than 25o,ooo,ooo gallons* 
(the estimate for 1930-1) were utilized in the farm production 
of butter and cheese-a figure which represents a substantial 
proportion of the aggregate milk output of Great Britain-
947,ooo,ooo gallons. t 

Developments, however, subsequent to the institution of 
the scheme promise to remedy this situation. In May, 1934, 
Mr. Elliot introduced a Bill by which the Government is to 
guarantee the Milk Marketing Board minimum prices of 5d. 
a gallon in summer and 6d. in winter in respect of milk manu
factured in factories in Great Britain. This guarantee will 
also benefit those farmers who retain milk on the farm for 
conversion into products, for the same advances are to be 
made in respect of butter and cheese manufactured on the 
farm, for which the Milk Marketing Board are to assume 

• Rem-ganizatitm Commission, p. 45· 
t Il:ml., p. 199. 
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responsibility. This measure, however, being only a 
temporary expedient, does not absolve the Milk Marketing 
Board from putting the farm manufacture of milk products 
on a sound basis. 

But this Bill of Mr. Elliot's, taken as a whole, is more than 
a temporary palliative to the milk industry, the subsidy 
provisions being merely subsidiary to the long-term measures 
of the Bill. These long term measures, all of which are 
designed to increase the demand for liquid milk, are three 
in number. First, the Government undertakes to provide 
£750,ooo over four years for a campaign for purer milk, an 
indispensable condition for promoting an increase in the 
consumption of liquid milk. Secondly, the Government 
undertakes to contribute on a £ for £ basis with the Milk 
Marketing Board up to £soo,ooo a year for two years to a milk 
publicity campaign. Thirdly, the grant is contingent on the 
Milk Marketing Board providing for the supply of milk to 
schools at reduced rates. This last provision is designed 
not only to improve the health of schoolchildren, but also to 
lay the surest foundation for an expansion of the consump-· 
tion of liquid milk-the acquiring in early years of the habit 
of drinking milk. If these long term provisions of the Bill 
succeed in promoting their objective, then the expansion of 
milk production in this country, as a result of the stimulus 
of the subsidy, will be economically justified. 

Whatever the limitations of the Agricultural Schemes 
promoted by the Government since 1931, there is little doubt 
that they have come to stay, however much they may be 
modified in the light of experience. They promise to be a 
permanent feature of British agriculture because they rest 
on strong foundations. In the first place, they are based on 
the belief,held by almost all shades of opinion, that it would be 
inimical to the social and even the economic interests of the 
country to allow British agriculture to continue to decline 
and that therefore sacrifices are justified to afford assistance 
to the industry. Secondly, they are based on the necessity 
of British agriculturists to combine not only to meet the 
combinations of their overseas competitors and the combina
tions of distributors and other interests at home, but also 
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to solve the problems of agriculture which modern conditions 
have so greatly intensified. 

Since 1931, when this country for the first time since 
the abolition of the Corn Laws decided to embark on a 
policy of all round direct assistance to agriculture, the 
question has been : How can a maximum of protection 
be given to agriculture with a minimum of sacrifice to the 
country as a whole? There are three main alternatives: 
import duties, quantitative restrictions (voluntary and 
compulsory) and bounties. Import duties-as a form of 
protection-have many advantages. Provided they are 
moderate and stable, they cause no dislocation to international 
trade. Nor do they interfere with the workings of the price 
mechanism : new and more efficient sources of supply are 
free to displace the marginal producer, the adjustments of 
demand and supply have free play, the producer can adjust 
his various activities according to the fluctuations of the 
market. 

On the other hand, the protection of agriculture by import 
duties is open in the case of many products to three weighty 
objections. In the first place, an import duty on an article 
of popular consumption like wheat or meat is the most 
regressive of all taxes : the weight of the tax falls most 
heavily on those least able to bear it. Secondly, if adequate 
protection is to be afforded to certain commodities like wheat, 
the world price of which is far below average costs of produc
tion in this country, an enormous import duty would have to 
be imposed. This is evident from the operations of the 
Wheat Quota Act, under which deficiency payments have 
been as much as 26s. a quarter, the standard prices under the 
Act being fixed at 45s. per quarter, while the world price 
during part of 1933 and 1934 stood at rgs. per quarter. Such 
a disparity between world and home prices makes protection 
by an import duty impossible. And with certain other 
commodities the same argument holds in a lesser degree. 
Thirdly, there are political objections to the imposition of 
import duties on important articles of food. Not only are 
they unpopular with the electorate, but, owing to the fact 
that articles like wheat, meat, butter and cheese are largely 
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imported from the Dominions, they also complicate imperial 
relations. · 

The second form of protection, quantitative restrictions, 
has been discussed above and further analysis is unnecessary. 
The following quotation, however, of the Economic Com
mittee of the League of Nations drives home the conclusion 
which has already been reached. ,. The Economic Com
mittee considers that, although in some cases exceptional 
conditions may necessitate the quota system, it should be a 
purely temporary expedient. Pending its disappearance, 
it is in any case essential that it should be attenuated in 
every possible way."* 

The final alternative-that of bounties-has now been 
applied in three cases, sugar beet, wheat and milk. In the 
case of sugar beet and milk a straightforward bounty has 
been given, but the wheat bounty involves a new and 
important principle. Strictly speaking, the subvention to 
wheat growers is not a bounty, since it is derived not from 
the Treasury but from a tax borne by the consumer on the 
processed product, flour. This method of assisting producers 
has two advantages in common with the other forms of bounty 
over that of an import duty: the whole proceeds of the 
tax borne by the consumer goes to assist the producer and the 
political difficulties which the imposition of an import duty 
would involve are obviated. 

Perhapsthemostimportantfeature,however,oftheWheat 
Subsidy Act is the provision by which the quantity of wheat 
for which the full subsidy may be paid is fixed. Early in 
each year the Minister of Agriculture announces the quantity 
of wheat which will rank for the full subsidy, this quantity 
being the Minister's estimation of the " anticipated supply ", 
but in no case is the full subsidy to be paid on more than 
6,ooo,ooo quarters. If the actual supply should exceed 
either the maximum figure of 6,ooo,ooo quarters or the 
" anticipated supply", the subsidy on each quarter is to be 
reduced proportionally. Thus in 1933 it was announced 
that wheat production had risen to such an extent that 

• Ec<momic Committe11 of tlt.e League of Nations Reprwt 14 tlt.e Ctrutteil 
of tJu U'e>tk of tlu H.any-ftrurlll Sessi(lfJ, Geneva, June 1932. 
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growers were to receive only ~ ~ of the nominal value of the 
guaranteed "deficiency payment". In this way the 
sponsors of the Wheat Act claim that " the extension of 
wheat cultivation to land unsuitable to the crop " will be 
prevented. 

The advantages of qualifying bounties by fixing a 
maximum quantity which shall rank for the full bounty are 
illustrated by the dangers of the Milk subsidy. ·The Govern
ment has given a guarantee to the Milk Marketing Board of 
minimum prices of 5d. a gallon in summer and 6d. in winter 
in respect of milk manufactured in factories in Great Britain, 
the difference between actual prices and guaranteed prices 
to be made good by Exchequer advances. This plan has been 
considered necessary in order to put a bottom into the market 
for manufacturing milk, the price of which in 1934 fell to 
3!<1· a gallon. The danger is, of course, that this guaranteed 
minimum price may stimulate the output of milk, especially 
in the areas of low cost production, to an extent which will 
threaten the stability oi the scheme. 

Only the prejudiced advocates of the Agricultural Market
ing Schemes will deny that many of the criticisms which 
we have considered in this chapter do show that they 
are not without weaknesses. The extent to which the 
schemes will have to be modified in the light of experience 
only time can show ; they are far too complex and the 
conditions with which they have to contend too uncertain 
for doctrinaire conclusions about them to be of much value. 
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