
the growth of market demand, but owing to policies of market Interven¬
tion in all the main producing countries (developed during the Great
Depression), the normal price effects of these surpluses - the price
collapse - was prevented. Instead large excess reserves were built up - in
grains, coffee, sugar, tea, and also Strategie reserves of many non-
precious metals. In the course of the 60s consumption caught up with
produetion (which was itself held down by acreage limitations); the
excess reserves diminished and finally (rather unexpectedly) disap-
peared when, following exceptionally bad harvests in China and Russia,
large grain purchases were made in the U. S., as a result of which grain
prices went through the 'ceiling' support price, for the first time in
30 years.

On the other hand the rise in industrial prices which went on at a
steady rate since 1950, and at an accelerated rate towards the end of the
Vietnam war period, was entirely cost-induced - and in my view it was
not due to a shortage of supplies - with buyers bidding up prices. It was
a cost-induced inflation of industrial prices - due to wages rising
invariably faster than produetivity, whether or not this was aggravated
by a rise in food and raw material prices. I should like to concentrate on
this type of inflation since this is the kind that has been mainly relevant
to our own society. It is a consequence of the increased concentration of
economic power both on the side of capital and on the side of labour - of
militant trade unionism combined with monopolistic price policies in
industry.

The first point I wish to emphasise in this connection is that the main
objective of trade unions is to preserve the status of their members in
relation to other groups of workers. This is the importance of the "going
rate" which in this country develops each winter in the course of the
annual round of wage increases. The magnitude of the wage increases
reached in some key Settlements early in the round (with the motor car
workers, the lorry drivers, sometimes the dustmen and other classes of
public employees) gradually evolve what the "going rate" of Settlements
is going to be, and it is the fear of particular classes of employees of not
getting the „going rate" which leads to the violent behaviour we have
witnessed in the past.

At the end of each round of sharply fought wage increases, often
accompanied by strikes, the relative earnings of each group of workers
is much the same as it was before. As Wynne Godley has recently
shown, while average earnings increased by 300 per cent in the 15 years
1963-1978, the rise in earnings was remarkably uniform. In nine out of
fourteen component industries, the deviation from the average was less
than 5 per cent, while in only two cases was it more than 10 per cent5.

So wage Settlements follow the "leading Settlements" in each pay-
round. But what determines the wage increase of the leading Settle¬
ments, which the others are determined to imitate? In the last years of
the Labour Government, the Government wanted a general increase of
5 per cent following on an increase of 14 per cent in earnings in the past
year which had meant a rise in real earnings (after allowing for a rise in
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