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the connection between cause and effect. Therefore they put

in excessive wage claims. The employers don't believe in the
connection either so they concede the claims. I have argued
right from the beginning that all the talk about "transmission
mechanisms" is misconceived. Control of the money operates
through the simple but brutal means of butchering company
profits. Ultimately insolvency and unemployment teach employers
and workers alike that they need to behave reasonably and
sensibly. At some stage in this process the Banks who naturally
enough have more sympathy with their customers than with the
Government start creating sufficient credit to enable their
customers to survive. This creates a drain on their reserve
assets and the risk of a sharp rise in interest rates. The

Bark of England then make reserve assets available thus removing
the last puny restraint on the creation of sufficient money to
pay the higher level of wages.

5. This is precisely what happened in 1974. It is I suspect

also what happened in 1980. If this is a correct analysis of

the situation then a large part of the excess growth in the

money supply this summer was merely validating ex post facto

the vast wage increases of the year mid 1979 to mid 1980. Two
things follow from this. First so far as this element is concerned
there is no time lag at all - indeed it is the growth in the

money supply which follows the reduction in the level of
profitability which in turn follows the excessive wage settlements.
Second this element in the growth in the money supply has no
implications for the future: its potential for future trouble

was exhausted even before it was created. This would also

explain the very high level of personal savings without the need
for calling in aid esoteric arguments about maintaining the real
value of cash balances. All that in fact happens is that although
they have the money in their pockets to pay the higher prices,
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