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Memorandum by the Economic Section of the War
o Cebinet Secretariat

Introductcry

1. . :In the work for post-war reconstruction the prevention
of large scale unemployment is of the greatest importance.
It is.an essential condition for any policy devised to raise
general standards of living, It would remove the greatest
single factory in causing social insecurity. It would
further remove one of the main economic obstacles to the
development of sound international relations; for widespread
unemployment is an important factor in disturbing world peace,
both directly through its repercussion on international
cconomic relations and indirectly:through the internal social
and political unrest which it causes.

2. Unemployment takes many forms.

| (1) There is an inevitable nﬁcieus of temporarily
unemployed persons who.are passing from one
job to another. - | i .

- (ii) In certain conditions there is likely to be a
concentrated body of unamployment in specilal
‘areas or special occupations due to.- a decline
in particular industries which may result from
changes in industrial technique or in the
demand for particular products.

(iii) But, in addition to this, there are from time to
time, periods of general unemployment in which
labour is unable to find work in the majority
of occupations and industries. The. world-
wide depression which developed after 1929
affords a striking example. of such general
unemployment.

Unemployment of the first two types ((i) and (ii)
gbove) requires special measures for its solution; the
1abour market must be so organised that employers sceking
new hands are promptly brought into contact. with workmen
seeking employment; facilities must be made available
for the transference. and re-training of labour; and
arrangements may be made for the localisation of new
industrial enterprises as near as possible to the sources
of unemployed labour. These problems will be vory
importart in the immediate post-war period of reconstruction.
For it will be necessary to transfer men and other economic
resources from the armed forces and from munitions’
‘production to production for reconstruction and for
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civilian needs; and at a somewhat later date, it will
be necessary to transfer resources from rehsbilitating
the damaged capital equipment of the country to more
normal peace-time occupations. In order that these
transfers may be carried out as smoothly as possible
carc -must be taken to ensure the greatest possible
mobility of men and resources between different
occupations.

3. This Memorandum is, however, confined to the
problems of general unemployment of type (iii) above.
That is to say, it is confined to a discussion of the
ways in which the general level of demand for labour
may be maintained at a height sufficient to absorb

the unemployed into new occupations as quickly as they
can be transferred to them. This also will be of
rreat importance in the post-war period, in order to
ensurce that there are alternative jobs to which the
men demobilised from the armed forces and from the
munitions industries may be trahsferred, and, at a
gsomewhat later stage, to ensure that there are
alternative jobs awaiting those who have been engaged
on the work of physical reconstruction of war damaged
rroperty. It will remain of importance in the more
normal subsequent years, in order to eansure that there
are alternative. jobs for men who becoms unemployed in
any industries which decline because of changes in the
technique of production or in the demand for various
products. In short, the solution of the problem of
general unemployment is a necessary concition for the
‘successful reduction of other types of unemployment,
"For unless there is a high demand for labour over a
wide range of expanding occupations, there will be no
alternative field of employment for labour transferred
from declining industries. '

L. This Memorandum is confined to the internal

aspects of economie and financial policy for the prevention
of general unemployment. It is clear, however, that a
successful solution of this problem depends upon the
adoption of an appropriate external economic and financial
policy. Some reference is made below (p. 25 to 28) to the
way in which commercial and monetary relations with other
countries will affect the success of our internal policy.

A full discussion of these external problems would, however,
raise a large number of controversial issues which are only
in part relevant to the problem of unemployment; and for this reason
it has been thought better to postpone their discussion

to a subsequent paper, ”

;ndustria1<gblicy and Unemployment

5. General unemployment can be avoided only by maintaining
the demands for goods and services in general at a sufficiently
high level, in order that any decline in .the demand for labour
in particular occupations may be offset by a corresponding
increase in the demand for goods and services of. other Rinds.
Dut in order that a policy of this kind may be successful,

it is necessarry that industrial organisation and policy
should be of a kind that will readily allow an expansion

in the production of those goods and services for which
demand increases, Whether a large numbcer of industries

are brought under public control or left under private
management , industrial regulations of a restrictive character



must be avoided. A Tew examples of such restrictive
measures will serve to illustrate their effect. An
industry may be regulated in such a way that restrictions
are placed upon the entry of new firms into the industry,
that the production of the existing firms is limited by
quotas, or that new plant may not be installed in the
industry; certain lines of agricultural production may
be regulated in such a way as to limit the output of
particular agricultural products; and trade unions, by
limiting the number of apprentices in a given trade, may
restrict output in that trade. The extension of such
controls over a wider and wider field of industry makes
it more and more difficult for unemployed labour and
unemployed resources of every kind to find new employment.
The trend of pre-war industrial policy was greatly to
extend the range of such rcstrictive measures; and
considerable pressure may be expected after thc war by
interested groups to maintain many of the war-time
controls in order to extend such restrictions over a still
wider field. Such a development would most seriously
endanger the success of the measurcs suggested below for
preventing general unemployment in the post war periods

Fluctuations in General Trade Activity

6. Experiecnce has shown that modern industrialised
communities are liable to rccurrent periodsaf decline in
general trade activity, during which there is a large
increasc in gencral unemploymente Trade depressions have

a number of fcatures in common. There is a general

deeline in expenditure on n>w works of capital construction
and, in consequence. a decline in incomes and in expenditure
on goods for personal consumption; this generates a further
dceline in the demand for goods and services. Prices and
profits fall, and vnemployment grows throughout the

cconomic system, Similarly, periods occur from time to
time when an abnormally high level of expenditure upon
capital construction inflates money incomcs and the money
demand for goods and services even beyond the point which

is required to absorb the available productive recsources.

In such a period of cexsessive trade boom, prices and
profits are unnecessarily inflated.

7. In the immediate post-war period demobilisation and
reconstruction will raisc problens in many ways comparable
with thosc of a more normal peace-time "trade cycle". On.
the one hand the reduction of government expenditure as
the armed forces are demobilised and as the production of
munitions is decreased will release labour and, by
reducing the spendable incomes of those cngaged 1n the
armed forces and in the munitions industrics, may threaten
to lead to a vieious spiral of gencral trade depression.
On the other hand, the desire immediately to spend money
on rebuilding damaged property, on plant that has not
been fully maintained during the war, on the recconstitution
of depleted stocks, and - in the case of privats
individuals - owu .. ~%wos, furniture, motor-cars and other
durable consumption goods whose supply has been seriously
restricted during the war, may lead to an immediate post-
war reconstruction boom. :



Ba It is impossible to foretell with certainty how these
factors will opercte in the immediatc post-war period; but
it is probable that a considerable reconstruction boom will
develop immediately after the war and that this will be
followed by the threat of & scrious depressilole Such was
the sequence of cvents after the war of 1914-18. After
this war, as a rcsult of the mucii morc extensive character
of war damage, therc will be o much wicer field for
immcdiate post-war reconstruction; and at the same time
demobilisation may well ve delayed by the need to maintain
lnrge forces in Europce for some time after the war. For
these reasons the immediate reconstruction boom may be

" more marked, and the subscquent threat of depression may
more nearly coincide with tho*actual_demdbilisation of

the aprmcd forces and of the munitions industries than
after the last ware : .

Oc the work ‘of physical reconstruction of buildings,
industrial plant and shipping after the war may btake a
Jqumber of yearsSe A considerable part of this work will
he controlled and financed clther dircetly by the state
or from funds controlled by the State under War Damage

~ Insurance Or under the roetuwrn of 20 pew cent. of Excess
- Profits Tax for the rehabilitation of -ndustrial plant.
- The transition from this period of reccnstruction to the
" morc. normal period, which will follow it, may threaten
to lcad to a serious depression of trads activitye As
the neecd for expenditurc on physical peconstruction is
reduced, it will become nccessary not only +o transfer
labour and other productive resourccs tc al ternative

use for the production of different types of capital
cquipment or of additional supplies of consumers' goods;
but also to stimulate the money demand for these new
goods and ser-ices.. . Means musi therefore be found:-

(a) so to plan the physical recconstruction of
war damaped property that experditure on
it tails off as gradualily as possible,

(v) to initiate new alternative forms of capital
construction, and

(¢) to stimulatc the demand for consumers' goodss

The -measures by Which this may be achicved are
giscussed in the following paragraphs (10-20) «

The Maintenance Of the' General Demand for Labour

10, The measurcs which are appropriate for
anintaining the general 1level of demand for goods
~nd services, and sO for labour, may be enumerated
under the following heads: = '

Banking policye
Investment policy.
Consumption policy,_and
Budgetary policys

00D

11, Panking Policy. The banking systom co.n, by
chancing the terms upon which new funds may be -
porrowcd, discourage new capital constructicn in

lmm



\

times of excessive boom.and encourage new capital
construction in times of general depression. For
this purpose the banks can raise or lower thc rates
of interest charged by them on advances and loans

of wvarious kinds. The market for other loans may
a2lso be influenced through the sale or purchase by
the banks of sccurities in the capital market. A

sale of securities by the banks, reduces the amount
of money available in the market, lowers the price

of the sccuritics sold, and thus raises the cost of
borrowing funds in the capital market for new capital .
construction. Conversely, a purchase of securities
by the banks increascs the supply of money, ralses
security prices and reduces the cost of Dorrowing new
funds for capital construction. There is general
agrecement among economists on thesc principles of
banking policy; %but some differcnces of opinion
cxist concerning thn degrec to which monctary policy
will be c¢ffcctive if unaccompanied by other measures.

12, Investment Policy. In so far as thc State

can dircetly control works of capital construction,
these should be rcduced in times,of boom and expanded
in times of depression. Additional works of capital
construction cmploy directly o certain nunmber of -
workers in a period of general depression; but, in -
addition to this, the spending of thce incomes of those
encaged on the "public works'" maintains the demand

for other goods and services and  thus. generally
stimulat..s economic activity. The widest possible
ranze of capital construction should bc rcgulated-

on this principle Ty thc Govermacnt. = This:involves
in particular the rcgulation of capital ‘cxpenditure
by Local Authorities, by Public Jtilities and Dby the
Railways. . Boetween 1926 and 1937.eXpenditure on the
construdtion and maintenance of fixed capital by the
Central Government, the Local Authorities, thc

Public Utilitics and the Railways accountcd for more
than onc-half of the total of such expenditure for -
the whole of Great Britain; ‘and the proper planning
and timing of this block of capital expcenditure would,
therefore, constituté a very powerful weapon of control
over the total capital expenditure of the communitys
The adoption of this policy depends, thorefore, - SR
primarily upon arrangemicnts betWween the Central :
Government and ‘the Local Authoritics, Public Utilities
and Reilways (a) of a financial charactor which will
cnable capital expcnditure to be properly timed and
(b) of an administrative character which will cnable. -
~plans of capital devclopment to be preparcd in

advance with. a viewwo obtaining the maximum -amount
of flexib}lity,in”thcﬁtimingy'of their cxecution. -

13, The control of the Centxsl Govement over

the timing and planning of capital works might™
possibly be cxtonded even beyond the range indicated
in the previous paragraph.  In particular, 1t may =
Le possible for the Government in times of dopression.
(a) to adopt measures. to encourage capital investment

C lee



by private enterprise and (b) to stimulatc
works of capital development in other areas of
the world (such as the Colonial Empire) - works
which would not otherwise be undertaken and which
would lcad to the employment at home of
unemployed resources in the production of the
neccssary capital cquipment. S

14, This policy of timing expenditure on

capital development in such a way as to even out
gencral fluctuations in trade activity cannot succeed
unless the projects of capital development are
planned well ahead. Dxperience has shown the
difficulty of improvising additional schemes of
capital development during a depression; for

time must be spent in making tthe necessary plans,

. in obtaining control over the land necded for

public works, and in initiating the desired \
expenditure.  Success depends upon planning ahead
the maximum nuniber of schemes of development in such
a way that flexibility is preserved in the actual
datcs at which thc development will be undertaken.

In this way a rescrve of capital works may be
built up against future periods of general depression.

15, The immediate post-war situation must be -
controlled by a proper planning and timing of the
reconstruction of damaged property and of the
rehabilitation of industrial cquipment which has

not been fully maintained during the wars This
control should so work that, if therec is an
czcessive reconstruction boom immediately after

thc war, the less essential projccts of ,
rceonstruction can be postponed and the work thus
sprecad over a longer periods In particular the.

- payment of compensation for war damaged propcrty and
. the rcpayment of the 20 per cente of Excecss Profits

. pax for the recconstitution of industrial capital
should be carefully controlled and timed with this
objeet in view. The prope: planaing and timing

of sueh rcconstruction on the lines indicated above,
involve, as in the case of thc more normal works of
capital construction discussed above (paragraph 12),
finaneial and administrative arrangements between
the Central Government on the one hand ahd Local
Authorities, owners of private property and

business concerns on the other hand, in order to
ensure that the plans of rebuilding, etce are worked
out well in advance and that the actual expenditurc is
properly timed. The transition from the period of
post-war capital reconstruction to that of more
normal conditions will rcquire careful planning,

in such a way that, while expenditure on reconstruction
is gradually reduced, ncw projects of capital
development can be initiatcd and the dcmand for
consumption goods can be stimulatcd.

16, Consumption Policys Measurcs may bc taken
in a period of general depression directly to
stimulate the demand for consumption goods, and in
periods of cxccssive boom to restrain such demand,
These devices may take manv formsi-
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(2)

Purchases of gonsumption goods
through hire-purchase financc might
be controiled in such a way that
they were mede difficult in times
of boom and made easy in times of
depressiocn. In the absence of

such coxs:el.  hire-purchase is
liable to exaggerate trade
fluctuations: for consumers

‘are likely o engage in commitments
in excess ¢f their incomes in -
good times, and are then obliged

~to restrict their purchases I order
to repay debt in bad times.

E ( b‘ )

(e)

(d)

A direct suvimulas to consumption in

times of genercl unemployment

may be provided whrough the reduction
of direct taxes levied on income

or of indirect taxes lcvied on the.
purchase of gocds and services. or
through the payment of direct o
money allowonces by the State to'”

‘consumers. (onversely, expenditure

on consumptionh goods in times of
excessive boom may be restrained
through the raising of direct taxes
on income or of indirect taxes on
the purchase of goods and services.

if, as a result o. the long-period,
development of the social services,
it is decided to extend the scope
of Government expenditure (ecgo

by the introduction of a scheme of
family allowances) these new schemes
should be intpoisced at a time of
slack trade (when it is desired to
stimulate tire demand for goods . :
and services rather than at a time
of good trade, : -

For some +time after the war it will:
be necessary to maintain a number
of the war-time controls over the
purchase of consumption goods - such
as the schemes for the rationing

of foodstuffs and clothing. For, v
so long as scarcities of raw materials
and similar difficulties prevent the
supply of these goods on a considerably
larger scale, rationing will be required
to ensure the continuation of an
equitable distribution of the scarce
supplies. Within limits it may be
possible to time the relaxation and
removal of these restrictions on
consumption in such & way as to stimulate
the demand for consumption goods when
this is most required from the po%nt

of ¥iew of the qnempldyment‘positlon,

-
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17, Deferred credits for income tax, as suggested
the recent budget proposals, provifie an examgge gf n
financial action of the type suggested above
(paragrgph 16(b)), since. they are rinanced out of
1nc;eased dlrect taxes payable in the war period of
full employment and may be repaid in a post-war

period of slack trades Theilr repayment will, -
however, need to be carefully timede It should

be postponed, as far as possible, in any lnmedicte
post-war period of reconstruction boom, and should be
concentrated in any subsequent period in which a
general trade depression threatens the community., It
is worthwhile considering whether a scheme of this
kind - involving the accumiletion of deferred credits
out_of dirset ftaxes in periods of active trade and
their repayment to individuals in periods of cepression -
should not become a permanent feature of financial
policy after the wars

18, Budgetary Polic If the policles suggested
gbove (paragrepns 12-17) are adopted, an increase
in state expenditure and a reduction in revenue
must be foreseen in perilods of dlack trade, and a
reduction of expenditure and an increase in revenue
in periods of good traode, In other words, debt
st be incurred in years of depression; whereas
“1n periods of active. trade, when revenue 1ls
increased and state expenditure is contracted, debt
mey be repaid. The policy of preserving an annual
belance of revenue and expenditure with a constant
provision for, debt redemption must glve place to-a
policy of concentrating debt repayment in years

of" actlve trade.

19, The post-war problem of the national debt

and of its repayment will, however, be a particularly

serious one for a number of reasolsce s

(2) At ths closc of the war the nntlonal

Acht-will be much greater than before
the woery and though wor borrowlng will .
probobly be contimued at the '
proesentd.. relatively low rates of
interest or even at still lower rates,
there is bound to be & considerable
increase in the total interes* payable
on the debt. The high rates of taxation
needed to meet the interest on debt after
the last war mey have exerted a depressing
4nfluence on business enterprise and &0
~have intensified the problem of general
unemploymente For this reason 1% is
desireble to repay the debt, if repayment
can be financed in such a way as not
1tself to exert a seriously depressing

influencee

(b) There is no reason to belleve that the
repayment of debi erranged solely on the
1ines suggested in the previous payagraph
w11l be sufficient, Indoed periods in
which an excess of Government expenditure
over revenue is desirable to reduce
general unemployment mey well be more

e



frequel’t than periods of active

trade

in which debt may be repaid through an
eXcess of revenue over eéxpenditures In
other words, budgetary policy devised
solely on the lines indicated in the

- previous paregraph: might lead to a

- continued growth in the debt, which

will already be inflated and whi

ch it

will be desirable on other grounds to

reduce,

(¢) In the postewar period there are

certain

special reasons for believing that public
borrowing may heve to continue for g

nunmber of years. During the per
physical reconstruction it is pr
that a large part of the necessa

ilod of
obable

ry capital

-expenditure will have not®only to be
controlled but also to be financed by the

state; and furthsr considerable

sums

of public expendiiure of one kind or
. &nother may be recuired to ease the
- tronsition from a war—time to a peace-time

cconomys During this period public

- borrowing may prove inevitable, -

The later

transition from phirsicnl reconstruction

to & more normal pence~time econony may

well require the intitiation of new
clternative fomms oF public capital
Cevelopment and of measures to stimulate

the demond for consumera! goods and services.
This second period of troansition will

again require heavy stete expenditure and
fairly low levels of taxotion on income .

- and on consumption, i:' a general
1s to be avoided, 4

depression

20,  There are certaln methods by which -this dilemma
(between the need to reduce the burden of debt and the
need to expand expenditure and o reduce taxation in order

to stimilate trade activity) can be resolve

de

(a) In the first place, 1t is important that
in the post-war period a deflation of
money prices and of money incomes below.

- ;the level ruling at the close of the war
- should be avoided as for as possible,

For a defletion of money prices and of
money incomes rcises the real burden of
the fixed national debt and ncegssitatepn
higher rates of income tax on the reduced

level of money incomes in order to

meet the interest payaeble on it,

Indeed, -

‘there is something to be gaid for the
~continuation of a moderately rising trend
of prices and money incomes for some time

after the war as a means of mitigating
the burden of fixed debt (see parcgraphs

' 21-22 below)e
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(v) 4 capital levy at relatively high rates might be
imposed on individuals' capital wealth (with
suitable exemptions for small property and with
suitably progressive rates of levy) in order to
redeem, by one surgical operation, s large pro-
portion of the outstanding national debt.

(¢) More generally, debt cau be continuously redeemed

out of revenue without threatening to cause
general unemployment, if a form of tax can be
found, the imposition of which does not restrict
expenditure on goods and services by the taxpayer.
;Such a tax is exemplified by a tax imposed on, .
"and paid out of individuals' capital assets, For,
while a tax which is paid out of income rcduces the
demand for consumption goods and services, a tax
which is paid out of personal holdings of capital
assets does not reduce the demand for consumption
goods; and if a proper banking policy is adopted
(on the lines indicated in paragraph 11 above),
conditions in the capital market can be kept easy,
so that there are no financial obstacles to prcvent
industry from borrowing for expenditure on capital
development. It is important,  therefore, to
discover what forms of taxation are most likely’

to satisfy thesec criteria, and to rely upon these
taxes as Tar as is practicable for the raising of

- revenue. '

The General Level of Prices

€l. The measures suggested -above (paragraphs 10-20) should
serve to prevent violent fluctuations in the general level of
demand for goods and services and so in tho prices offered for
such goods and services. The same instruments of control may
be used, not only to prevent marked fluctuacions in the price=-
level, but also to determine the long period trend of money
~rices; for a somewhat more restrictive policy must be adopted
over the average of good and bad years if a gradual deflation
of prices rather than a graduval rise in the price lcvel is
desired. v :

22, A deflation of prices is liable to lcad 4o serious un-
employment, if the fall in selling prices is not accompanied

by an equally rapid rise in productivity; for o« fall in sclling
prices leads to an increased real burden on productive enter-
prise in the form of costs which are either fixcd in money terms
(as in the case of interest on debt) or are not capable of an
casy or rapid downward revision as selling prices fall (as in
the case of money wage-rates). For this reason, after the
present war every effort should be made, by the mcans suggcsted
in paragraphs 10-20 above, to preventi any serious deflation of
the general level of prices, Indeed there. is much to be said
for the continuation of a moderate upward trend of prices in
the years following the war.  (See paragraph 20(a) above).
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Wapges Policy and Unemployment

~

25. e do not advocate attempts to reduce general
unemployment by variations in the general level of
wage-rates, But in certain circumstances an adjustment
of particular wage-rates may be useful as a means of
reduc1ng unemployment; for example, to allow wage-rates
in depressed 1ndustr1es in a particular area to fall ’
mlght help to stimulate new industrial act1v1ty

in that area, or a reduction of wage-rates (as of other
costs) in important constructional industries might, in
certain 01rcumetances, hastel the recovery of industry from
depress1on

24, There 1s, however, one way in which an unwise
wage policy might seriously hinder the prevention of
“general unemployment, The underlying idea of the
proposals made -above (paragraphs 10- 20) is that measures
should be taken ‘to incrvase the total money demand for
goods and services whencver there is general unemployment
These measures will give rise to the danger of a vicious
" spiral‘of inflation, if wvidespread demands for increased
‘wage-rates arise during 4 period in which considerable
general unemployment still persists. For any attempt
to expand the total demand for goods and scrvices in a
period of rapidly rising wage-rates would involve a
continual inflation of money expenditurev monecy prices

' and money wage-rates, In fact, in order to prevent

a runaway inflation, the a,tempt to reduce general
unemployment would have to be abandoned. A wage policy
which refrains from insisting upon rapldly rising
wage- rates;~except in so far as increases in productivity
permit, is for this reason & necessary condition for a
successful effort to: prevenu such unemployment.ﬁ

Internatlonal Economic Policy and Unemployment -

25, An oulssanding feature of trade fluctuations is
the fact that they usually occur more or less
simultaneously in most of the economically dcveloped
nations, The world-wide character of the great
depression after 1929 was a striking example of this
fact., For this meason it is o1 importance that

. intérnational action should be taken to control gencral
fluctuations of trade activity., The most 1mportant
* countries should co-operate in the timing of national
policies on the lines indicated above in paraﬁruphs
10-20, designed to restrain the general level of
monetary demand for goods and services in times 6F
world-wide boom and to stimulate such demand in tlmes

of world-wide depression.
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26, There arc grecat difficulties in carrying out a

national policy on the lines indicated in paragraphs 10 to 20
above in thc gbsence of such international co-operation, If,
in a period of world-wide depression, the United Kingdom alone
attempted to maintain and expand the internal money demand
for its goods and services, while other countries made no
such attempt, the United Kingdom would endanger the balance

of its conmercial and financial relations with the rest of

the world.  The maintenance of incomes and prices in the
United Kingdom combined with the fall of incomes and prices
abroad would stimulate the British demand for imported goods,
while the foreign demand for British exports declined, The
payuent made for the excess of imports would necéssitate the
loss of the United Kingdom's reserves of gold and of foreign
exchange, unlcss measures werc taken to offset the
unfavourable Walance of trade, Such measures might take the
form of imposing special restrictions upon mports or of allowing
the exchange wvaluc of stecrling to deprecciate,

e, . For these recasons the adoption of purely national

- policies against trade deprecsions endangers any international
agreements to rcmove import restrictions and to stabilise the
exchange’value of the different national currencies. Public
opinion will almost certainly insist that a national policy
of the kind necessary to diminish unemployment, should not

he abandoned for the purpeose of preserving international
commercial and monetary agrecments, I is thereforc, of

the utmost importance to achieve intcrnstional co-operation
“in the planning and timing of national wmonetary, budgetary
and investment policies for the control of trade fluctuations.
In default of effective international actvion on these lines,
internal policy designed to prevent general unemployment must
necessarily be less effective, and its prosecution would
involve the adoption of national measures (either of exchange
.control, of exchange fluctuations or of restrictions on .
impdfts5 to control the balance of payments,

28, In the immediate post-war period the United Kingdom
together with a number of other countries will be Taced with
a strain upon its balance of payments with other cpuntries,
For the income from our overseas investments will have fallen
as a result of the mobilisation and sale of a large part of our
overseas assets, and our export - trade. will have fallen to a
low level, At the same time it will be necé€ssary to import
considerable fuantities of goods necessary for reconstruction,
for the reconstitution of depleted stocks and for the
cxpansion of civilian production, The problem of bringing

" the United Kingdom balance of payments into adjustment will,
ror these reasons, regquire careful attention, and the
gclutions adopted.must be. such as not to impede the internal
.measures against uncmployment suggested above. This
rerticular problem lies outside the scope of the present

rcmor andum, o

Summary of Problems reguiring further
investigation

29, 7The main problems cf policy, which require further
detailed study in order to apply the general principles
of policy outlined above, are the following:-
(a) The mcasurcs necessary to cnsure an casy
transfecrence of labour between occupations
industries and recgions (paragraphs 2 and 55
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(b) The cxtent to which the forms of industrial
control and organisation which are likely
to exist after the war are open Lo the
objcections raised in paragroph 5.

(¢) The extent to which capital expenditure by
- the «on%tral government, the local authorities,
public utilities and the raillways can be
planned and timed in the way suggested in
paragraphs 12-15 and the administrative and
financial arrangements which would be
nceessary for this purposee.

(d) The extent to which the ¢entral government
should, ond the mcans by which it could,
influence the timing ond planning of
capital expenditure by »rivate entcrprise
(paragraph 13), :

(e) The extent to which capital works in overseas
terpitories (such as the Colonial Empire)
could be planned c¢n the same principle
(paragraph 13).

(f) The administrative and financial arrangements
neeessary to ensurc that physical post-war
reconstruction by local authorities, public
utilities, private enterprise and property
owners in genercl is planncd well in advance
and is timed properly (paragraph 15).

(g) The measurcs, if any, which are desirable and
practicable to control hire-purchase in the
way suggested in parograph 16(a).

(h) The extent to which the lowering and raising
of rates of taxation cn incomc and on goods
and services might be uscd as a means of
controlling private expenditurc on goods and
socrvices (poragraph 16(Db).

(1) The possibiality of introducing thec system of
deferrcd credits of inccme tax, proposed in
the Budget of April, 1941, or a similar scheme,
as a permancnt pecacc-time measurc (paragraph 17)

(j) The desirability and practicability of
imposing a capital levy or of introducing
other suitable forms of taxation for the
repayment of the national debt (paragraphs
20(b) and {c)).

(k) In addition to the above problems of
internal poliey, a further study should
be undertaken of international economic
policy and of thc commercial and foreign
exchange policy of this country from the
point of vicw of thelr effect upon general
‘unemployment (paragraphs 256 to 23).

Wer Cebinet Offices,
Great George Strecet, S.Welo,
8TH JULY, 1949
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