
started rising rapidly again when demand revived in 1976; since then
they feil, then rose and are now falling again - they appear to be far more
responsive to even small variations of demand by the industrial
countries.

The wage-led or wage-induced inflation of the industrial countries
which was a creeping inflation of 2-3 per cent a year in the 1950s and the
1960s became, if not a galloping inflation, at least a cantering one - with
the Government's main policy concern being how it could manage to
produce a cost of living index which showed an annual increase in
Single digits rather than in double digits. A Single digit counted as
achievement. (This was by no means conflned to the U. K. but it was
worse in the U. K. than in most other developed countries).

The particular questions which I want to discuss are - was this
development inevitable, and where will it lead to?

I do not want to waste time with what I regard as fatuous explanations
- such as failure to control the money supply or excessive Government
borrowing. In fact it could be shown that the countries which had the
lowest rates of inflation - like Germany, Switzerland and Japan - in the
last five years had high increases in the "money Supply" relatively to the
growth of incomes as compared with countries with rather high rates of
inflation like the U. K. or the U. S. (when the money supply is broadly
defined).

Nor do I wish to spend a great deal of time in refuting the view that
these post-war inflations were due to the pursuit of Keynesian policies
of demand management which resulted in a chronic excess demand for
labour that drove up wages. This again is easily refuted by an appeal to
historical events. In Britain in the latter part of the 1950s inflation was
well-nigh extinguished; yet over that period unemployment was well
under 2 per cent (with the Single exception of 1957 when it was 2,1 per
cent) and unfllled vacancies exceeded considerably the number of
unemployed. This was even more true of Germany where for a long time
at least there were only 200,000 unemployed and over 600,000 registered
unfllled vacancies, yet there was comparatively little inflation.

Any integrated theory of inflation would have to be capable of
explaining the rate of increase in the world price level (measured, say, in
U. S. dollars, which comes nearest to being a universal currency) and
would have to take account of both the demand-pull and cost-push
elements and their inter-action. Inflation due to an excessive pressure of
demand (too much money chasing too few goods) occurs in periods
when supplies of essential goods are restricted (as in war-time) or in less
developed countries, owing to their inability to remove local shortages
by importing from abroad (due to a severe balance of payments
constraint). But it also occurs when the increase in demand Coming
from the urban (or "industrial") sectors of the world economy tends to
outstrip the increase in availabilities of primary products, whether
foodstuffs or industrial raw materials. This happened for various
reasons in the early 1970s, even before the oil price explosion. In the
early post-war period the production of basic foods tended to outstrip
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