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British Economic Growth, 1951-73 :. Success or Failure?

It would be difficult to find any topic involving the use of
economic statistics that has not been adorned by the contributions
of Dr Geary. No exception is my topic today, concerning produc-
tivity and its growth. My misgiving is that in attempting to cover
such a broad top!c and in particular one with such wide historical
range, I shall be likely--in fact certain--to fall somewhat short in
the matter of statistical~ rigour. However, I know that Dr Geury is
a man for the broad view as well as a man for statistical rigour, so
I hope I shall be forgiven.

"How can there possibly be any question about it?" said a
colleague when I mentioned the title of the lecture I was going to
give here today. Throughout the post-war period the UK has had
a lower’growth rate than other industrial countries; our income per
head is now below what it is in countries whose inhabitants we once
regarded as lesser breeds; we have chronic trouble with the balance
of payments; we have rapid inflatign; and latterly we have not even
been able to maintain full employment (although that is mainly a
feature of the period since 1973 which lies outside the scope of my
lecture today), ls not this the plainest possible case of failure?
Indeed. so we read’ in our newspapers, this must surely rank as a
case of degeneracy and decline to be compared only with the last
days of Rome or Byzantium or Spain or whatever other precedent
may be suggested to the leader-writer by his readings in popular
history.

To the man in the street, it must be said, these disasters have
been more apparent from the newspapers or television than from
his own life. Maybe this was (.rue also, mutatis mutandis, in Rome,
Byzantium, etc; I do not know. But it is in marked contrast to some
other phases of economic bad performance: the 1920s in Britain,
the 1930s in the US, most of the post-war period in India and many
other less developed couniries, and various earlier periods in our
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own history, like the 1840s. In those days the troubles were plain
enough for all to see from their own day-to-day experience,

A main reason for this paradox is that comparisons of post-war
British economic performance’ with the performance of other
countries iell a different story from comparison with the performance
of the British economy in earlier periods. For the industrial world
as a whole, the post-war period has been one of outstanding econ-
omic success. There has been no other quarter century in history
to match it. In this success Britain has shared, after its fashion.
The growth rate of real income has been faster than ever before; the
growth rate of real income per head has surpassed that of earlier
times by a still greater margin; and for the average wage-earner the
benefit has been still greater because of a shift in the distribution
of income towards labour. Prices were rising, it is true, but until
the late 1960s ihc rate of rise was moderate and remarkably steady
(not accelerating). There was high employment. Even the balance
of payments, to take a slightly less familiar point, was not really all
that bad up till 1974: on the average of the years 1950-73, the
current account was in surplus. The surplus was admittedly not
very much (some 0.6 per cent of GNP), but it was a surplus, so it
would be untrue to say thai the country was living beyond its means.
The surplus was, incidentally, not very different from that of indus-
trial Western Europe as a whole. These good economic results were
combined with less social conflict than in earlier times.

It is certainly f.rue, on the other hand, that we have fallen behind
other countries, This process has been going on for quite a long
time--at least 100 years, in fact. Since the 1870~ the growth rate
of productivity has persistently been lower in the OK than in the
other principal western industrial countries, to say nothing of Japan.
Why this should have happened is a great question. But it is not
a question specifically about the post-war period, Has the degree of
shortfall in growth rate in the post-war period in comparison with
other countries been more or less than formerly? The answer is
mixed, The shortfall has been greater than formerly in comparison
with Western Europe: and this is the comparison usually taken as
the measure of our failure. There is too an unpleasant novelty in
that continuing slower growth has caused our productivity for the
first time to be lower absolutely since about 1960 than in most
continental countries. On the other hand, compared with the
United States the shortfall in our productivity growth rate has been
significandy less in the post-war period than it was earlier; in fact



there has not been much shortfall at all.
So there are ambiguities. Reflection on them raises the question

what exactly one means or ought to mean by success or failure in
this context.

Ono sense would be: coming high or low in some social welfare
function. Obviously there are very difficult problems of measuring
that. What social welfare function? Whose social welfare function?
How far is social welfare a function of relative income (relative to
other countries), how. far is it a function of absolute income? It is
natural that relative income should figure particularly largely in the
social welfare functions of politicians. It is really very irksome and
humiliating to be treated in international gatherings as the sick man
of Europe. High relative income and a strong balance of payments
position are modern prerequisites of national glory, and national
glory has usually meant more to princes than to subjects. It may
be that the utility of public men has gone down, while that of most
ofher people has gone up to an unusual extent.

Be that as it may, I think a more useful notion of national
economic success or failure is in terms not of absolute social welfare
but of achievement relative to what was possible. In other words,
how far was the economy in a Pareto-optimal situation?---defining
that very broadly to include institutional arrangements pertaining to
economic activity, but recognising limitations due to the initial
endowments, physical, .human, and institutional. The better per-
formance of other countries is then relevant not because if inflicts
relative deprivation but because it indicates what, maybe, we could
have done. Likewise our own past is relevant not because it enters
directly info our utility function but because it indicates what we
were able to do before, and hence, maybe, what we should have
been able to do recently. In either case the comparison is relevant
in so far as the environment is similar over space or time, as the
case may be.

The general question can be approached in many ways. In this
lecture I propose to confine myself mainly to the .historical coml~ar-
ison, becaus~ this is the field in which I have Worked. I propose to
ask some questions about what has determined differences between
periods in the rate of economic growth in the UK; and in, the light
of what we were able to achieve before to consider how the post-
war period should be appraised. T shall carry the historical com-
parisons back in time to periods that are too remote, on any reckon-
ing, to be at all similar to recent times. The historical figures are



of interest in themselves and an historical perspective does not mean

much unless it encompasses a fair spellof time. At the other end.

I shall not say much about the years alter 1973 because they cannot

yet be seen in perspective on account of the deep and still uncom-
pleted world recession.

I proceed by the output-per-unit-of-input or total factor pro-
ductivity method. In this method one takes the, growth of labour

input and the growth of capital input and averages them into a

figure of growth of total factor input. The averaging is done on the

basis of their distributive shares. The difference between the rate

of growth of ouiput and the rate of growth of total factor input is
the rate of growth of total factor-productivity. Total factor-pro-

ductivity growth means, broadly speaking, that part of the growth

of output which cannot bo attributed either to the growth of labour
inpuf or to the growth of capital input, on the assumption that the

earnings of these factors are a measure of the output they make

possible at the margin. For brevity I shall refer to total factor input
as input and total factor productivity as productivity~

Table 1 : Annual percentage rates of growth of input and output.

United Kingdom, peace.tbne phases, 1801-1973.

Gross Total Total
Labour ¯ domestic factor factor GDP

capital input productivity

1801-1860 1.4 1.4 1.4 1.2 2.6
1856-1873 0.9 2.4 1.5 0.7 2.2
1873-1913 0.9 2.1 1.4 0.4 1.8
1924-1937 1.5 1.7 1.5 0.7 2.2
1951-1964 0.0 2.8 0.7 2.2 2.9
1964-1973 --1.1 3.9 0.3 2.3 2.6

P Employment, 1801-1913; manhours, 1924-73.
Sources: 1800-60, C. H. Feinstein, "Capital Accumulation and Economic
Growth in Great Britain 1760-1860 in Cambrtdge Econotmc H/story o/
E/trope, Vol. VII (forthcoming); 1856-1973, R. C. O. Matthews, C H.
Feinstein, and J. Odling-Smee, British Economic Growth (forthcoming),
based mainly on data in C. H. Feinstein, National Income, Expenditure and
Output o/ tire United Kingdom, 1855-1965 (Cambridge Umversity Press.
19721, with revisions and additions. Some of the data are preliminary and
liable to further revision.

The rates of growth of output, labour, capital, total factor input.

and total factor productivity are shown for a number of peace-time
periods in Table 1.*
* Labour is measured in employment until 1913 and in manhours there-

after, on the ground that reductions in hours of work before 1913 were
likely to have been offset by induced productivity gains, on account of
the very long hours then prevailing.



The periods shown in Table 1 are not of equal length. They
were chosen partly for statistical reasons but.mainly to provide
economically meaningful units. The first phase covers what would
normally be thought of as the completion of the industrial revolu-
tion; the second period the high noon of British world industrial
dominance: in the third period foreign competition and relative
decline were beginning; the fourth period is inter-war, excluding
the disturbed early post-war phase; and, finally, l have divided the
post-war period into two parts because of a number of well-known
changes in the pattern of experience after the mid-1960s. The picture
is naturally altered somewhat if periods are differently demarcated.
The main differences are those that result from alternative treat-
merits of the war periods, and 1 shall say a word about that later.
Apart from that, the exact choice of years does not make such a I’ot
of difference in practice.

Strictly speaking, the measurement of input and productivity is
purely descriptive, like the enumeration of the different items in /.he
national accounts; it does not as such imply any causal hypotheses.
However, most peol~le who have used it have had a certain more or
less neo-classical type of model in mind. In this type of model the
rate of growth in the long run is determined on the supply side, that
is to say by productive potential: so that growth in input and pro-
ductivity can be seen as the "sources" of economic growth in more
than just a descriptive sense. The rate of growth of productivity is
thought of as determined largely by technological and socio-euttural
forces, though influenced also by micro-economic institutions--the
scope for competition and so on. Of the two e!ements in input, the
rate of growth of labour is also determined mainly by non-economic
forces, save in respect of migration. The rate of growth of the
capital stock, on the other hand, is more directly economic in origin;
it is likely to be high when the other sources of growth are high,
though independent variations are not ruled out.

1 refer to this supply-dominated model of growth as neo-classical.
bnt it has been adhered to by economists who on other matters
would disagree a good deal; in particular, it is compatible with
either Keynesian or monetarist hypotheses ahout the forces determ-
ining short-rtm movements in output.

On this model there is no particular presumption as to whether
differences between countries or periods in the rate of growth of
income are due chiefly to differences in the rate of growth of inputs
or/.o differences in the rate of grdwth of productivity. One’s guess
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would be that it would turn out, to be a bit of each. The model is
quite eclectic, and nothing is ruled out.

None the less, if one approaches the subject from this standpoint,
as I do, one is a liitle chagrined to discover from the figures in Table
I that in the comparison of the different periods, variations in the
growth of input explain none whatsoever of the variance in the rate
of growth of income--it is all "explained" on the productivity side.
This comes about because in the first four periods there is practic-
ally no variation in the rate of growth of total input; and in the lasi
two periods--since World War ll--input rose more slowly than
before (because of the very much slower growth rate of labour
input) while output grew rather faster than before. This is of course
entirely ex post and says nothing as to causes--for example, it does
not rule out the possibility that in any given period output would
have risen more slowly if input had risen more slowly. But one
cannot say that the periods of above-average output growth were,
as a matter of fact, periods of above-average growth in input.

A further surprise, and a more striking one, concerns the rela-
tion beiween the two elements in input, labour and capital. What
would you expect this relationship to be a priori? I should have
expected, and so would most economists, 1 think, though perhaps
not most historians, that there would be a fairly strong posifive
correlation between them : rapid growth of the labour force should
lead to rapid growth of the capital stock, bofh. by permitting rapid
growth of output and hence of saving, and by making for a high rate
of rerarn on investment (plenty of L for the K to co-operate with).
In fad, as can be seen from the table, the relationship in the periods
shown is one of very strong negative correlation. This negative
correlation between the growth of labour input and capital input
helps to account for the lack of variation in the rate of growfh of
total input up till the post-war period. Irt the post.war period the
falling off in the rate of growth of input of labour (the mor~ heavily
weighted of the two) was too large to be offset by even the very
rapid acceleration in the growth of the input of capital.

One further point siands out, already largely implied by the
others. This is that the rate of growth of income has been more
stable over time than the rate of growth of income per unit of
labour input; again contrary, perhaps, to what one might have
expected. This finding relates chiefly to the comparison of the post-
war period with earlier periods. In the post-war period the rate of
growth of income was only slightly higher than in earlier periods,



though the rate of growth of income per manhour was much higher.
[n fact the rate of growth of income was really pretty constant over
these 175 or so years, varying only between 1.8 and 2.9 per cent a
year in the peace-time phases shown.

Table 2: ,4tmual perbentoge relies o] growth of ittpul attd output,
United Kingdom, post-war cycles, 1951.73.

Gross Total Total
Labour domestic ]actor ]actor GDP

capital input productivity

1951-1955 0.5 2.3 1.0 1.8 2.8
1955-1960 ---0.4 2.6 0.4 2.1 2.5
1960-1964 ---0.2 3.4 0.9 2.5 3.4
1964-1968 --1.5 4.1 0.1 2.4 2.5
1968-1973 ---0.9 3.8 0:4 2.4 2.8

Soltrce: Se~ Table I.

Some rather similar conclusions emerge from comparison of
different parts of the period since World War 11. T have shown the
relevant figures in Table 2. The phases shown there are cycles from
peak to peak. There was a clear upward trend in the rate of pro-
ductivity growth, at least until the mid-1960s, whether measured as
total factor productivity or labour productivity. On the other hand,
there was no upward trend in the rate of growth of output: the
upward trend in produciivity was matched by a downward trend in
input, broadly speaking, though the trends are not perfectly smooth.
The comparison between trends in labour input and capital input
also resembles that found over the longer historical period : that is
to say, they go in opposite directions, with’the rate of capital accum-
ulation increasing over most of the period very markedly, while
the rate of increase of labour input declined---or rather the rate of
decrease of labour input increased. These trends, too, are not per-
fectly smooth, but the general inverse pattern is plain enough. There
are signs of a change in the pattern at the end of the period; in the
last cycle, 1968-73, the rate of increase of the capital stock for the
first time showed a slight decline, while labour input continued 1o
fall steeply. In the present recession, since 1973~ this coincident
downward trend in the rates of growth ot~ labour input and capital
input has continued, of course; that is not at all comparable because
it is not a complete cycle, and that is why’ I have not shown the
figures, but it seems likely that when we do reach the next peak the
same will turn out io have been true over the whole peak-to-peak
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cycle. I shall revert to that presently, and leave it aside for the
moment.

Of course all these figures are at a tremendously high level of
aggregation--both in lumping together all kinds of ouiput, labour,
and capital, and also in dealing in the case of Table 1 with very
long periods of time. Innumerable ways of qualifying them will leap
to everyone’s mind. However, on the face of it the two main find-
ings--the Jack of relation between the growth of total input hnd the
growth of output, and the inverse relationship between the growth
of capial input and labour input---could be taken to suggest a very
different fype of model of underlying causation from that I referred
to earlier. In this alternative type of model, the rate of growth of
output is not ultimately determined on the supply side, but by some
other constraint: by the growth of demand (or some categories of
demand), 6r possibly by the balance of payments. On this hypo-
thesis, an exogenous change in the rate of growth of labour supply
will not as such affect the rate of growth of output; instead, it will
lead to an offset.ting change in the opposite direction in the rate of
capital accumulation, or in productivity, SUl~posing it does not
simply lead to a change in unemployment. Hypotheses of this type
have been put forward by Beckerman, Arthur Lewis and Kaldor.
The rate of growth of output determines the rate of growth of pro-
ductivity, not the other way round--Kaldor’s interpretation of
Verdoorn’s Law. This is an extension to the economy as a whole
of the hypothesis examined in relation to specific industries by
Salter, Kennedy, and others. It has been called a Keynesian model of
growth, meaning that it does for the rate of growth of output what
Keynes did for the level of outpuf, namely, substitute demand for
supply as the explanatory variable. I shall refer to it as the demand-
dominated model, as contrasted with the more usual nee-classical
supply-dominated model. These terms are over-simplifications
designed merely for vividness.

The two types of hypothesis have some interestingly different
implications for the notions of "success" or "failure" in economic
performance. On the supply dominated hypothesis, a large part is
played by socio-cultural factors that determine the rates of technical
progress and population growth. The economist must then be very
cautious in saying what is a good performance or a bad one. If, for
example, growth in productivity in a country is slow because the
mores create an aversion to change or effort, or a dislike of the ethos
o8 competition, then it is not for economisis to say that this is



necessarily a failure in performance, in a sense relevant to policy,
There is a trade-off between growth of output and certain non-
economic values, One set of attitudes is not: unequivocally better
than another, In this connection it is relevant to compare economic
indicators with social indicators~ and as is well-known they do not
show by any means the same ranking of eoun/-ries. Of course, the
socio-cultural forces that affect changes in productivity or its rate
of growth may often, or even usually, affect economic and social
values in the same direction. For example, conflicts between social
classes or between ethnic or other groups may make both for social
malaise and for poor economic performance. But a conflict between
social and economic effects is possible,

On the other hand, if the main determinants of growth lie on the
demand side, social objectives are less likely to be involved one way
or the other, and the criterion of success or failure is more clear-cut.
The whole matter is more technical. For example, if a high rate of
growth of output is dependent on having the right monetary policy
or the right exchange rate arrangemenis, there is not likely to be
much on the debit side socially to set against the policy that gives
the higher growth rate of output (leaving aside any debit elemenls
that result from growth itself, as opposed to particular sources of
growth). The economist has potentially a larger ro!e in diagnosing
failure or success, and in prescribing the optimum policy, if the
demand-dominated hypothesis about growth is true than if the
supply dominated hypothesis is true,

I shall now look a little more closely at the various hislorical
phases to see what /.bey suggest about the relative validity of the
supply and demand dominated views and hence about the criteria
to be looked at in assessing post-war experience.

First, the several phases before 1914. The isstte here is very
clear. There was a long-run downward trend in the rate of growth
of output and also of total factor productivity. Which was cause
and which was effect? The Lewis-type demand-dominated hypo-
thesis is that the growth of foreign competition progressively
weakened, the growth of demand for exports and this discouraged
enterprise and invesiment and so led to the slower growth of output.
The opposite hypothesis is that the rate of growth of productivity
declined, partly for technical reasons and partly for socio-cultural
entrepreneurial ones, and that this was the cause of the slowing
down in output growth : any loss of ground to foreign competitors
was a consequence rather than a cause.



The answer is no doubt that it was a bit of each, and the real
issue is how big a bit. I doubt if we shall ever be able to resolve that
decisively. There are important elements in the decline in the rate
of growth of productivity in that period where the explanation seems
to be clearly on the supply side. such as in cotton iextiles and in the
new industries. ! find it more difficult to identify sectors where the
trouble was unquestionably on the demand side, but doubtless
there were such.

, A question in parentheses: Does the behaviour of prices help .
to resolve the issue? Prices were rising in 1900-13~ the period when
the growth performance was least good. ls this a clincher in favour .
of the supply hypothesis, on the grounds that rising prices must
mean strong demand? The answer is no, because the rise in prices
was due to a rise in world prices. In fact it seems that the rise in
world prices actttally had some deflationary effect in the UK in this
period, by making for an unusually slow rate of growth of real
balances. The rise in the oil price in 1974 would have had a similar
effect if policy had simulated the gold standard.

Secondly, the inter-war period. This is more complicaied, with
several cross-currents. The question, what determined the trend
rate of growth of output in Britain in the inter-war period is not
quite the one that has normally been asked. People have usually
been concerned either with the rate of productivity growth or with
the causes of depression and recovery in a cyclical sense. The
elements in the situation were as follows.

There was a pervasive tendency for total factor productivity
growth in industry to be at a more rapid rate than before World
War 1. A similar tendency is found in the United States in the
1920s, and it seems reasonable to regard it as the result of a shift
in technology. On the other hand, there was an absolute decline in
productivity in services, generally agreed to have been caused by
the crowding into services of workers unable to get jobs elsewhere
--it will be remembered that it was in connection with this phenom.
enon that Joan Robinson originally introduced the concept of
concealed unemployment. The movement of labour input was
peculiar. There was a tremendous fall between 1913 and 1924. This
was partly because of the rise in unemployment, but even more
imporfant quantitatively was the reduction in hours of work, origin-
ating in the immediate post-war period, the largest single reduction
in hours that has ever taken place in Great Britain. Then between
1924 and 1937, the increase in the labour supply was unusually
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rapid, largely for demographic reasons affecting age-distribution.
This is the rise shown’in Table 1, but it is a bit misleading here to
look at the peace-time phase only. Total labour input actually
declined slightly between 1913 and 1937. So it would scarcely be
right to say, as superficial observation of the inverse trends in the
growth of capital input and labour input would suggest, that invest-
merit was low in the inter-war period because the labour supply was
growing so rapidly. Labour supply was growing rapidly but it
followed a great fall. However, we can reasonably say that the
abundant supply of labour, caused partly by unemployment and
partly by demographic causes, was a factor contributing to low
investment, along with depressed expectations and low demand
generally.

What then did deiermine the rate of growth of ,autput in the
inter-war period? Proximately, the answer must surely be on the
demand side. This is perhaps a period in which something like
Harrod’s warranted rate of growth, invented, significantly enough,
in 1939, did describe what determined the actual raie of growth.
What were the underlying determinants of the growth on the de-
mand side is a much more complicated question. It is difficult to
believe thai a somewhat faster or slower rate of growth of the
labour supply would have made any difference to the rate of
growth of demand. However, there are various ways in which the
rate of growth of productivity may, despite the general excess capa-
city, have stimulated demand, for example, by making’new outle/s
for investment. This is apart from the obvious point that in the
longer run, when the slack came to be taken up after World War 11,
it was possible io draw on both the gains in productivity and the
increase that had taken place between the wars in the labour force.

Finally~ we come to the post-war period. Output rose rather
faster than before. The rate of growth of labour input was much
less than in earlier peace-time periods. The absence of growth in
labour input up till the mid-1960s, and the absolute decline in it
after that, were due mainly to demographic causes, together with
further shortening of hours of work. along with longer schooling
and earlier retirement, between them much outweighing the increase
in the labour-force-pa~icipation of married women. The forces
affecting the growth of labour in the post.war period were in my
opinion mainly exogenous though there is room for argument
(which I shall not here enter) about the causes of the trend in hours
of work. There was within the post-war period a trend increase in
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uncmployment, but that was before 1973, quantitatively a small
item compared with other forces.

The somewhat, faster than previous growth in output was thus
achieved by much faster than previous increases in capital accumu-
lation and iota[ factor productivity. There were interesting differ-
ences between sectors in the behaviour of productivity. Alone
among sectors, manufacturing, until the mid-1960s, showed iro signi-
ficant improvement in the rate of productivity growth compared
wi/h the inter-war period. The British experience in this respect
resembles that of the United States. In both countries there was no
speeding up of total factor productivity growth in manufacturing
across World War II, in contrasi to the speeding up that had
occurred across World War 1. This certainly looks like some sort
of "failure" in that sector; but it should be remembered that the
great improvements registered in some other sectors were indirectly
due to manufacturing--for example, the sector with the fastest
productivity growth, agriculture, plainly owed much to the chemical
iodustry. There was a great speeding up of productivity growth in
services: in comparison with inter-war this was due partly to the
absence of the special influence of increasing concealed unemploy-
ment that had prevailed then; but it was much more than could be
accounted for by that alone. There is every reason to suppose that
the innovations responsible for these improvements, and the capital
investment that embodied them, were induced partly by the shortage
of labour, an unaccustomed feature of the Briiish economy.

In sum, one may say that the post-war period was distinguished
from other periods by (a) an exogenously lower rate of growth of
labour input (b) a partly exogenously higher rate of total factor
produciivity growth, though not in manufacturing (e) a high level
of demand. Between them, in uncertain proportions, those accounted
for the higher rate of capital accumulation compared with the past.
The latter was another major feature of the period and helped
permit the historically rapid rate of growth of labour productivity.

This quick historical survey indicates, it seems to me, /hat the
truth does not lie either all in an out-and-out supply-dominated
rico-classical model nor in the extreme demand dominated model
suggested by first inspection of the figures in Table. I. In all periods
exogenous influences on the rate of growth of productivity had an
effect on the outcome, probably even in the inter-war period.
Whether the other exogenous force in the neo-classical model, labour
force growth, had much effect on the growth rate of output seems
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to me less clear, at least within the ranges experienced. The inverse
relationship between labour force growth and capital growth does
look more than just coincidental.

rn the light of this background of mixed forces that seemed tc~
have affected the past rate of economic growth in the United King-
dom, let me now revert to the question how the post-war period
should be appraised--and whether anything can be said about the
prospects.

When [ first started working on these subjects, in the early and
middle 1960s. the view I was inclined to take, in the light of the
circumstances then prevailing, was rather a. complacent one. It
could be sunamed up like this.

On the supply side, some improvement did take place compared
with pre-war i~l the underlying upward trend in productivity,
through technical advances~ education, improvements in industrial
organisation and so on. This improvement made it possible to
sustain a relatively fast rate of output growth, despite the absence
of growth in labour inpui. The improvement did not go so far as
in some other countries. The reasons for this are not clear, but
probably lay in deep-seated attitudinal factors, The ethos o1~
thrusting aggressive competition, which is probably a main pro..
genitor of productivity growth, was (by comparison with other
countries) uncongenial both to managers, who wanted to behave
like gentlemen, and to workers, who wanted to exhibit solidarity.
Such attitudes would take a long time to overcome and it could be
debated whether it would be in all respects desirable to overcome
them--the ethos in question is after all not entirely an amiable one.
However, according to the complacent view, further speeding up of
productivity growth through such means as improved application of
knowledge are to be welcomed and would be likely to lead to
corresponding speeding up in the rate of growth of output.

On the demand side, things were better than in previous periods,
Demand conditions not merely ensured a high level of employment
but also permitted an exceptionally rapid rate of capital accumula.
tion. by historical standards, and a reasonable amount of resl~ructur-
ing of industry (the dispersion in growth rates between industries
was as great between 1951 and 1964 as in the inter-war period.
which we think of as one of notable restruc/.uring).

On this complacent view (which, to anticipate, 1 have not
entirely abandoned) the balance of payments was an exaggerated
problem--as already mentioned the balance of payments on current
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account was favourable on the average years; and stop-go was an
exaggerated problem too--as Wilson and others have shown, our
cyclical fluctuations were actually smaller than those of most other
countries. Our persistently defensive posture in the balance of pay-
ments did have disadvantages and probably tended to retard growth
but it could not have been entirely avoided in view of the arrears
of growth abroad.

Since the mid-1960s, the situation has changed in a number of
respects; and~ moreover, we can now see more clearly the signifi-
cance of certain trends already present at that time. To what extent
do these developments require a,revision of the complacent view I
have expressed regarding Britain’s economic performance--meaning,
performance relatively to what was possible? (They do not, of
course, undo the satisfaction that may be felt with the,great improve-
ments in living standards compared with the past that had been
attained by the mid-1960s; those remain.)

Let me enumerate some of these changes particularly relevant
to growth.

First, there was a marked acceleration in the rate of productivity
change in manufacturing. In the cycle 1968/9-1973, labour pro-
ductivity in British manufacturing grew practically as fast as in the
main continental countries, or possibly even faster if certain meas-
urement biases are allowed for. This raises in acute form the
question about the primacy of productivity versus that of produc.
lion. If the speeding up of productivity growth was exogenous,
and if, moreover, there was no corresponding speeding-up in the
growth of production (as there was not), it seems to follow, that on
this occasion at least productivity growth was not the main determ-
inant of production growth : prhna [acie, an anti-nee-classical find-
ing. A nee-classical supply-dominated position can be sustained
if we regard as also exogenous the decline in the supply of the factor
labour. That would mean that on this occasion at least the supply
of labour did matter. There is probably some truth in that. How-
ever. an alternative explanation is possible. It is well known that
demand pressure was less than it was earlier in most of the years be-
tween 1964 and 1973, though not in 1973 itself. This low pressure of
demand ma~, have been parily responsible for the decline in labour
input, though it is difficult to maintain that it was the main cause.
More important, it may have been responsible for the speeding-up
of productivity growth, by leading to a once-for-all shake-out of
labour and the withdrawal from operation of the least efficient
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firms or plants, This is the opposite kind of outcome from that
postulated by Vcrdoorn’s Law~ but is not impossible. However, a
speeding-up of productivity growth for that reason would not neces-
sarily be maintainable--it might go into reverse when demand had

expanded to the point where the less efficient sources of supply had
to be drawn on again.

The second feature of the years since the mid-1960s has been
the continuation, in more pronounced form, of the tendency to a
decline in the profit rate, especially in manufacturing. This tend-
ency was already apparent earlier in the post-war period. Not
unexpectedly, the speeding-up of the decline in the profit rate was
accompanied by a slowing-down in the rate ,of increase in the
capital stock. This is even m~re apparent in annual data: the
annual percentage increase in the capital stock rises steadily through
the post-war period up till 1968, and thereafter declines equally
steadily. The historically high rate of capital accumulation in the
post-war period begins to look more like a long swing, like that of
the 1890s, and less like a shift to a permanently higher level, Maybe
it was premature io suppose that the high rate of capital accumula-
tion, due to a combination of labour scarcity and a high level of
product demand, was to be a permanent source of faster labour
productivity growth than in the past. During most of the post-war
period the investment-income ratio had an upward trend, and this
is not something that could be expected to continue indefinitely.
The increasing amount of attention paid by most companies to
their overseas operations as a source of profit is another feature
reminiscent of pre-1914 l~ongswing-downswings in domestic inves~-
merit, and a sign of poor openings at home, though the emigration
has been of effort and enterprise rather than directly of capital as
in the nineteenth century. The conclusion suggesied by this is that
the historically rapid growth of the 1950s and earlier 1960s in the
UK had rather more the character of a terminable boom than of a
permanent shift.

Third, there has been a change in the trend of primary product
prices. Their rise, especially, of course~ the oil price rise, has been
the main cause of the deterioration in our balance of payments.
Historically, periods of rising primary product prices have generally
been unfavourable to Britain. There is nothing much we can do
about it, but we can now see that the stability of primary product
prices was one of the factors that helped up till the late 1960s, but
was not a factor that could be expected to be permanent.

15



I have not mentioned the most obvious novelty, the unprece-
dented severity of the recession and inflation since 1974, since those
have been primarily world problems rather than specifically British
ones. However, they too emphasise the amount that was owed to a
favourable world conjuncture in the earlier part of the .post-war
period.

In conclusion, let me draw together the points I have just been
making in the context of the questions posed at the beginning of
the lecture.

Both supply side forces and demand side forces contributed to
the better growth experience of the British economy in the post-war
period compared with earlier. Both types of forces, too, contributed
to our having a lower growth rate than continental countries. The
outcome was not bad, in the sense that it is doubtful if different
policies would have made for a significantly better growth perform-
ance. All this relates to the period until the mid-1960s. The poli-
cies adopted since then have been more ambitious but less successful
in the event. For reasons probably more deep-seated than govern-
ment macro-economic policy, there has been some falling-off of
investment; while there is no reason to suppose a deterioration in
the underlying rate of growth of total factor productivity (possibly
even the reverse), there has thus been a weakening in one of the
forces previously making for rising labour productivity. At the
same time the restoration of the Erevious high level of demand has
become problematical, largely because of the less favourable world
environment.

I have never seen much prospect of a star/ling transformation
for the better of the British growth rate compared with what was
achieved in the 1950s and the first half of the 1960s. This in itself
depresses me less than ii depresses some peop/e~ because I do not
take such a gloomy view of what was attained in those years. The
question now is whether we can get back to something like that
path. I,f we could, I should regard that as a preriy satisfactory
outcome.
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