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in the past. Even Sheikh Abdullah, 
determined as he is to prove that 
Sadiq is a 'stooge' of Delhi, realises that 
politically he is being confronted effec
tively. Hence, the resort to violence. 

From the London End 

A long and arduous fight lies ahead 
in Kashmir. Ambitious men, who seek 
independent power, wi l l exploit every 
weakness which finds expression in the 
sub-continent. And their antics will 

condition the thinking of other self-ap
pointed messiahs in the fringe territories 
to the east. These are problems which 
wil l persist for many years. Delhi might 
yet learn to live with them. 

Crisis Overcome, but What Next? 
THE dramatic events of last week 

with the fierce assault on the £ 
sterling, calling into question not only 
the future of the Labour Government 
but the international financial mechan
ism as a whole make two things clear. 
First, without a proper overhaul of 
the international monetary system so as 
to provide a larger pool of international 
liquidity which can serve as a base for 
development plans of a country such 
as the UK which also runs a world 
reserve currency. Second, without tack
ling the basic structural deficiencies of 
the UK economy, the UK is doomed to 
a series of 'stop-go' cycles, and the 
country wi l l gradually fritter away all 
its resources. Any attempt to develop 
and expand the economy or to provide 
basic social facilities for the mass of 
the population wil l result, in view of 
Britain's sluggish export performance, 
in imports exceeding exports and the 
balance of payments falling into defi
cit. The consequent threat to the 
stability of serling wil l raise doubts in 
the minds of foreign holders of sterl
ing; this, in turn, wil l impel them to 
move out of sterling with disastrous 
effects on the UK economy. 

In Part, A Legacy 
It is useless, in these circumstances, 

to apportion the blame for the crisis. 
There is no doubt at all that the out
going Conservative Government let the 
economic position drift into the mas
sive deficit which the Labour Govern
ment inherited on taking over office. 
The fact that the Conservatives held 
on to office to the last possible mo
ment, and, therefore, prevented the 
Chancellor of the Exchequer from tak
ing the necessary remedial measures, 
made an autumn crisis almost inevita
ble. The extent of the crisis, a 
possible deficit of £800 million, was 
one that could not be ignored, but it 
may, perhaps, be pointed out that with 
the best intentions in the world, and 
a determination to meet this crisis 
without the usual 'stop-go' measures, 
the Labour Government mishandled 
the necessary actions which it felt it 
was forced to take, 

The measures themselves were in

deed necessary, but the manner in 
which they were undertaken gave a 
great deal of offence to Britain's trad
ing partners. The psychological mis
take of the Labour Government was 
that in an attempt to convince the 
EFTA members of the need for Britain 
to take drastic action, it made them 
feel that the British economy was in 
an even worse state than it actually 
was. At the same time, lack of pro
per information on the incidence of 
the new taxes on profits and capital, 
created uncertainties in the capital 
market. It is true that Harold Wil
son went out of his way at the Lord 
Mayor's banquet to point out that the 
Labour Government was determined to 
support sterling with all its might, but 
when foreign holders of sterling, alarm
ed by the dimensions of the deficit and 
with the typical Continental bankers' 
prejudice against a Labour Government, 
noted that the budget seemed to put 
social welfare before attempts to cope 
with the weakness of sterling, the run 
on sterling started. 

Irrelevant Budget ? 

What overseas opinion noticed in the 
budget was not the sixpence on petrol 
and the promised sixpence on income 
tax to offset any possible inflationary 
tendency generated by the 15 per cent 
surcharge, but only the increases in 
pensions and social benefits and the 
uncertainty over the corporation and 
capital gains tax. Some of the con
sequences of this could have been 
avoided had the Labour Government 
decided to raise the Bank Rate on 
Thursday. When this was not done, 
international confidence received a fur
ther blow and a really massive run on 
sterling started. Even when the Bank 
Rate was pushed up to the crisis rate 
of 7 per cent, confidence in sterling 
failed to return. 

The events of the week are now wel' 
known, including the dramatic tele
phone conversations of the Governor 
of the Bank of England who was able 
to raise $3,000 million in 24 hours from 
the Central Banks of the U S, Germany, 
France, Italy, Switzerland, Sweden, 

Holland, Belgium, Canada, Japan, Aus
tria, the Bank for International Settle
ment and the U S Export-Import 
Bank. It now looks as if the British 
Government has at last received some 
breathing space in which to start set
ting the economy in order. 

One of the interesting facts about 
the run on the sterling was that while 
many speculators were gambling direct
ly on the fact that the £ would be de
valued, the real run was caused by 
people who normally hold sterling for 
business r e a s o n s . A considerable 
amount of the early pressure, ironically 
enough, came from British firms them-
selves, particularly export firms who 
were safeguarding themselves by buying 
foreign currency ahead of their needs. 

A Breathing Spell 

The relief that has been given to 
the U K economy by the massive sup
port from overseas bankers can only 
be a temporary one, and cannot solve 
the underlying weakness in Britain's 
balance of payments. The Government 
must now devote its energy to the 
faster modernisation of the economy. 
The facts of the situation are that pro 
duction has been practically stagnant 
through 1964 and indeed dropped a 
little in October, and the export 
record is only well known. It now 
looks as if the much vaunted 4 per 
cent rate of growth predicted by 
"Neddy" is no longer a possibility 
unless drastic action is taken. 

The autumn economic crisis is the 
seventh since the war. It fits into the 
four-year cycle of boom and recession 
which has been a feature of the post
war British economy. Both in 1957 
and 1961, this cycle produced a similar 
flight from sterling and a similar 7 per 
cent Bank Rate. The measures taken by 
the present Labour Government are 
very similar outwardly to the usual 
ones—a high Bank Rate, an emergency 
budget and international borrowing. 
The Government is faced now with the 
following alternatives: either it can do 
what previous Governments did after 
the last two crises, or it can find a way 
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of avoiding the continuation of this 
recurrent disease. Unless a drastic 
overhaul of the economy is undertaken, 
the picture wil l be the same as usual. 

The 7 per cent Bank Rate may make 
industry reduce its investment plans 
and stop building up stocks as well. 
As a result of this import figures wil l 
fal l, Britain's balance of payments wil l 
improve so that extensive drawings on 
international credit can be avoided and 
perhaps a partial reduction of the im
port surcharge wil l become possible. 
Shortage of credit and the reduction 

THE members of the European 
Free Trade Area conferred here 

on November 19 and 20 in an atmos
phere of serious crisis (the most seri
ous in the short history of the 
"Seven") and anger. The talks were 
shrouded in secrecy, the most im
portant ones being held in between 
formal discussions of agenda items. 
Very little information was available to 
journalists. The imposing line-up of 
Ministers, mostly Ministers for Foreign 
Affairs, Economic Affairs and Agricul
ture, and particularly the 15-man UK 
delegation underlined the importance 
of the meetings. 

The Danish Foreign Minister, Haek-
kerup, was the toughest spokesman 
against the U K import surcharge. He 
almost threatened the disintegration of 
EFT A if concrete concessions were not 
agreed to by the end of the meeting. 
There was, however, no uniformity of 
views among the different countries. 
EFTA countries are hit differently by 
the British surcharge. The Danes have 
demanded concessions in agriculture in 
the form of a reduction of subsidies 
granted by Britain to certain farm ex
ports. The British subsidy on exported 
eggs has long been a source of com
plaint for the Danes. But British con
cessions to the Danes on eggs is of little 
comfort to other Scandinavian countries 
whose main complaint is that wood-
pulp is subject to the surcharge. Thus 
while there was unanimous condemna
tion of the British surcharge, there 
was no agreement on combined action 
to combat i t . 

Britain's EFTA partners were furious, 
first of all, over not being warned 
about the surcharge and accused Britain 
of taking unilateral and illegal action 
contravening the Stockholm Conven-

of investment wi l l lead to an increase 
in unemployment. This, if the usual 
pattern is followed, wi l l lead to a in
flationary budget which wil l start re
covery, and the boom wi l l cause an
other crisis, and the Chancellor of the 
Exchequer will again raise the Bank 
Rate and borrow perhaps even more 
money from international sources. 

Therefore, to get out of this vicious 
circle, the Labour Government wil l 
have to look to the real efficiency of 
the economy and a fundamental over
haul, and it is here that the moves 

t ion. The British action had, besides, 
brought about a crisis of confidence, 
they alleged. The projected action 
should have been discussed among 
EFTA members; unilateral decisions of 
this type, it was pointed out, could only 
cause serious set-back to efforts to 
achieve economic integration. 

Escape with Small Concessions 

The first two concessions offered by 
the British were too minor. First, Br i
tain agreed to the appointment of an 
EFTA watchdog committee to periodi
cally examine the financial and econo
mic policies of EFTA members. (This 
was provided for in Article 30 of the 
Charter, but had not hitherto been put 
into practice). The second concession 
concerned foreign exporters who had 
signed contracts before the surcharge 
was introduced but whose goods were 
sti l l in transit when it became operative. 
The British Government wil l introduce 
legislation enabling these exporters to 
get compensation by increasing the 
price of the original contract by 15 per 
cent. These concessions were accepted, 
but Britain was asked to fix a date, at 
the earliest, for reducing and abolish
ing the surcharge. 

There was an all-night session in a 
hotel salon on November 19 during 
which the fate of EFTA hung in the 
balance when the British Ministers and 
Douglas Jay, President of the Board of 
Trade, refused to give ground. There 
were frantic phone calls to Harold Wi l 
son and one conversation is said to have 
lasted two hours, after which conces
sions were granted. Gordon-Walker 
left Geneva the following morning. 

Britain, however, managed to suc
cessfully resist the EFTA demand for 
an immediate reduction of 5 per cent 

taken by the Government to set up a 
Ministry of Technology and to go all 
out in its attempts to modernise the 
economy are steps in the right direc
tion. Thirteen years of Conservative 
Government failed to make an impact 
on the vital problem. British economy 
must be made competitive, and this is 
a difficult and painful process which 
the Government must be prepared to 
take, regardless of the unpopularity it 
brings upon itself. It is on their long-
term measures and not on their hasty 
crisis measures that the Labour Gov
ernment must be judged. 

in the surcharge; nor did she set any 
date for reducing or abolishing the sur
charge, though she promised to begin 
to reduce the surcharge within a few 
months. But while the British Govern
ment may have resisted its EFTA part
ners' major demands, in future it wil l 
find its hands tied should it want to 
take similar drastic action in a crisis. 
EFTA's working party, set up just three 
weeks ago, wi l l meet again in December 
to bring out another report on the 
British measures and the Council of 
Ministers wi l l consider the situation at 
its next meeting in February 1965. 

* * * 

Soviet S h a k e - U p : N o t Ended Y e t 

Henri Pierre, special correspondent 
of Le Monde, says in a report that the 
Tass communique on the Moscow ses
sion of the Central Committee of the 
Soviet Communist Party indicates that 
the session is not over yet. After con
sidering measures to reorganise the ad
ministration, members of the Central 
Committee would most probably go on 
to examine the situation within the 
international Communist movement. 
The month-long Moscow-Peking truce 
has been shattered by both sides. Gov
ernment party organs in Albania con
tinued sniping at the Soviet Union, and 
in reply, after Chou's departure, anti-
Chinese criticism was published in the 
Moscow journal Problems of Peace and 
Socialism. (The journal is not officially 
a Soviet publication, but is edited by 
Soviet supporters in Prague and is 
printed in Russian in Moscow). 

The administrative reorganisation em
barked on wil l touch all echelons from 
top to bottom and wil l mark a return 
to orthodoxy. The structure of the 
party before the November 1962 re
form wil l be restored. Men who were 

Explaining to EFTA 
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