/ WULHS ON L:0micial PULICY

I have written the Tollowing note in conseguence oi g
ctonversation we hsgd recently, in which you asked me my opinion
resarding certain points ol internal economie policy. Tuls nas set
me thinking. in order to attain clarity on these soints, I have
f'elt tie urge to survey the whole ground. This, I fear, puts a
tiresome burden on sour attention as readep. I only hope that you
will feel the results worth while.

i am concerned exclusively with long-range policy and not the
transitional beriod, although this policy may carry consequences fop
the shorter period.

Possible measures seem to me to fall into three categories,
namely:-

Lle those wnich carry furtner lines of social policy already
well defined before the war;

Ce those required by the commitments ang aspirations of
politicsal pvarties;

Se new weasuris, required by the new situation or by new
thinking about tne olg situation, tnat mey oe regarded as neutrual
&s petween political party nlatforms.

48 economlsts I think we are meginly interestedin d; and it is
there tnat I submit we shall find the means for cetting a resl
improvement in the state of' the n&ation. Tue mein topies I have in
mind are:-

I. laintensnce oi exports.
fI. ''rade Cycle.
III. Greater securit, oi employment.
IV. Population cquestion.
V. lLong-term use of surplus savings, i any.

heasures required under these apvarently disparate neads will
be found to connect togzether in a remarkable way.

Study o1 these problems shouid not be interpreted as the quest
for a'comurehensive reform or set oi reforms that will solve them.
Such reforius may in certain cases be possible. But it is also a
question of establishing new principles, wnich snould inform the
detail of administration and the planning or legislation in other
fields, like the principle of economy which played such an important
bart in late Victorian government (and, we hope, is still alive).

on behalf oi the brinciples and measures I have in mind, it
may be sald tuat they are relevant, capable of making a real
ditference to weiifare and should be non-contentious. But their
weakness is that they luck backing. The Civil Service is likely to
push along with measures, type 1, when allowed by the politicians;
the politicians will go forward with measures, type 2, (when allowed
by the Civil Servants!) But with our present system of government,
there is no one both responsible for ana capable of initiating
weasures or principles of type 5. It is precisely in this field,
therefore, that the machinery now being developed to deal with
reconstruction problems hss a unigue opportunity and responsibility.

Before I proceed to detail, I should like to say & few words
about measurcs, types 1 and 2

1 understand that there are plans for a very great gxpapsiog u
or the social services on traditional lines. ?nis may be al; right;
I cannot shake off doubts and gualms. I certainly do not think

-1-



that‘if tnis were the principsl contribution oi’ the rec.nstruction
comnittee towarus a pbetter mngiand, it would be any matter for
congratulation.

You wiil not thin. I am cynicel when I sa. that I regard the
vossibllity ol extending benefits along existing lines as s reserve
wnich we snould draw upon slowly, to meet popular demsnd, from time
to time. It we exhaust this reserve by a great gesture, imposing
a neavy burden on the isxchequer and the community (I soeak in some
ignorence oi detailed proposals) we leave future governments in an
exposed position. They have notning left "in the kitty". I am not
un-mindful that thece measures will relieve real hardship. But
there are various ways of doing that.

I we are to teke proper advantage of the special opnortunity we
should not concentrate on using up reserves, but on initiating
new t,pes oi beneficial measurecs, wnlch for the very reason tnat they
have to be pruceeded with by tentative and gradual stages, will
themselves create new reserveg thnat cun ne drawn on and sctuslly
strengtnen the power ol future sovernmente to fulfil wnat is expected
of" them in the way of further reforms. FFor example, I think we
should attemnst (my nesding IL1IL) to start o movement to grester
security oi' employment by long term controct. But we cannot clearly
0 tne wnolie way &t once. Tnus, we cnoulid not »~niy do immediete
good, but give tine future the oower or extending thnat good by
succecsive stuges. Unet 1s wnat I esll reolly constructive
(or reconstructivel) action. Tnat is a respect in wihich the record
of the :overnment of 1v06-1914 is so aumirable.

There is another reaso.: for not vein: in too much of a harry in
deciding to extend eristing vene.its. “hey involve burdeningz
the wrxcaeqguer or adding to costs or noth. iov far we vant to Jdo or
avoid doin:; either depends on the an s to all the probvlems
L to V. But wo do not yet mow what tioge ans.ers are.

o dount those wao are consgidering tiese problews muve 1t in
mind shat there may e & certsin amount ol restiveness after the war.
nere may bde some element of danger in the situation, like tnat of
1919 but wore intense. This would we uwost untfortunate at a time
when we need to be very cguick off the mark in caterins for our export

markets.

But what sort of measurss are wost likely to allay this
restiveness? I nave been informed by & very intellivent officer,
wnose official duty it is to watcn the morale oi the furrnes, thet
what worries them rmcu Jhe nmost a2hout the nost-war situation is
the question of employwent and security of employment. I don't
think they will he in the lecast impressed b, better and bigger doles
combined with vague =snd, es they will think, spoof assuraences that
the government is doing 1ts best to encourage trade. “hey will want
to sce pogitive we.sur.s to shepherd them into joos and hold them
there; but I will not anticipate b, discussi-n of 1II. meanwhile,
I should not spend an extra penny on old=-age or widows' pensions
(I o not refer to service widows, wno are in & difflerent cuse) A
until I was sure that 1 knew wnat money wos needed and that I had
sufi'icient ol it to impleuwent a schieme for Juaranteeing employment to
all of working age whno sought it. :

leasurcs, tyoe 2. Troins to keep my stand on neutrsl ground
and looking at the matter brosaly, I reel bound to consider the
economic implications ol the prograsmme of the party of "Change".
should that be in power. It is important that measures type &,
wniech are essential measures designed to effect real imoroveuwent, shodd
be devised to seem and be politicalily neutral snd acceotable to both
carties, so that we may be sure to have them; presumably the
mandste is to make them acceptable to a "nutional government™ should
the Lzrty truce coantinue for some years after tne war.

But the part, of change will need its specit'ic programme of
reiorm of the correct ideology. Happlly we know roughly what this



is, the successive "nrtionalisstion oi @ numb . r ol .ndustriec.

Tnis may well ve whittled down to the formaticn of public concerns

of the wondon Transnort tvne, £11 this in itseldy is likely to be
wriuless enoush bput will engaje o considerable smount of attention

at the nivhest level; together with the measur.s, type 3, which
would oresumably not be eschewed, it should keep the narty of

change busy for & considerable period snd secure usagainst innovetions
that are inguificiently well thought out.

Meanwhile there is the possibility that the varty oi’ no cunanie
mey, desplte its colours, press forward with @ vimilar type of
reform. It may adopt the idea of "seli-government'" for industry,
giving the "leaders" of industry statutory powers whereby each
industry may be formed into & trust or association anu be planned and
administered as a single unit.

As & social philospher one may hoose that these two t,p0es of
reform will not come to look so nmuch alike as to leave no room for
cuarrel. It is nealthy in a dewmocrscy to have plenty of scope for
acrimonious and venomous controversy in winich the victory of either
side cannot be seriously injurious to the national well-being.

As an economist, however, one is rore interested in the
similarity, the escence in both cases being the possibility of
administering :the industry, wnetner in some or all resvects, as a
unitye. vhet matter te us are the vrincivies adonted. vocialisation
or cartelisation are uere empty shells into wialch the vital
essence of policy still has to be poured. = About this we do not,

I pelieve, learn much from party vrogrammes. Thus tnere is scope
for the wisdom of the economists, ii they caen formulate it in
practical terms.

It appears to me that the Reconstruction Committee ought to
have in its pigeon-~holes a l1list of vnrinciples, to be ready in case
these formidable vrojeets are put into erffect. and I conceive that
your mconomic Section would do a moszt valuable piece oi work, if
it drafted such @ document. It mignt take a particular industry,
€.ge. trsonsport, for iliustration.

It will be evident to you that the¢ policy which economists
would formulate with regard, for instance, to railway fares and
freight rates would be very diff'erent from that likely to be
propounded by railway exverts. Similarly with regard toall the
financial arrangements, including the decisions to increase or scrap
capital eguipment.

The importance of having principles formulated is egually great
whether there is to be cartelisation or socialisation. In the
former case, we should insist on the adoption of these principles as
the prce of statutory privilege. Unhappily, the principles most
commonly associated with industrial "seli-government" are restrictive
and anti-economic.- Thus, if anything but harm is to come out of all
this the econoumists and the reconstruction committee will nave up-hill
worke On the other hand, there is great opportunity oi doing good.

I have dwelt on this because it is sometiumes said that until
we know whether there is to be &« socialict or a capitalist paraulse
after the war, it is iumpossible to plan radical reconstruction.
This might also be used as an argument ior concentrating at first
upon the old-fashined agreed social services. I do not think there
is any substance in this. I am convinced that it is the neutral
measures, type 3, tnat alone are capnable of producing radical
betterment. But even within the narrow topic of organisation of
the separate industries, the main guestions of principle that have
to ve decided, if they are to be centrally decided at all, are
independent of whether they are to be '"soci: lized" or not.



I. kaintenance oi exports

This is linked witn the provlems oi the external committee. I
take 1t to e established that, to pay our way, we shall have to
expand our exvort trades. But, 1 must digress here, 1 do not taink
that paying our way gives a good enough target.

After the war we may expect savings to be running at £700 million
per annum at present values. Once immediate reconstruction is over,
how on earth is this to be used with a population statiocnsry and then
declining? We may adobt very radical measures under V zna finance a
vast deal of current consumpiion out of budget deficits. But £7Cu
million is provabliy too much to use in that way. By radical
measures unuer iV we may arrest the uecline oif populution; that will
not be easy. 1 o not think anyone Jishes to sce & greatl increase
in these islandas. We must rely on our ungllish speskin. brothers
overseuas to maintain our relative msnpower, It seems unlikely then
that we shall be able to avoid deilation unless we cuan generate an
export surplus of some L2-30U m:llion.

Looking at the matter 1rrom a worlu vpoint or view, it seems
obvious that we ow'ht to export capitsl. we dare ohe oi° thie richest
countries but hsve no further outlet ior capital at houe.

Mr. Colin Clurk has attempted a sketech of world trends in the
next twenty years. ‘There is no doubt that ne has fallen the victim
of t he grossest exaggeration ana that nis findings are not acceptable.
To get a woria balance he hss to give us & larger I'svourable balance
than america, with an export of capital oi sbout x£1l,uvvu million per
annum, whicn ebsorps all our savings together with a consiuerable
amortization of canital due to the decline oI populction. This 1is,
no doubt, uyuite absurd. But the aobeurdity lies not in tae
assumotions oi fundamentsl trends, wanlch seem weil tnought out, but
the rapidity with wnich he allows them to operate. 1 pelieve thst
much more rmoderate assumptions about the rate of change would still
Snow us a capitel sxporter.

Ffurthermore, if we are to Live we nuct also take some risus.
We want to pet emerican suwport in checking the trend to autarky, in
cteering countries wnerever possible away Irom manuf"cturing inaustry
to better agriculture, public utilitiss, transport, housing, ete.
Now, wnatever success we nave in securiag thiat the finance oi the
steerins: committee is anonymous, whatever the Icrmal arreinrment may

be now, in the long run wns cholony is too strong.  Tne nation which
contributes nothing loses ner s&y. PThe bBattle of Aritain will take
its place alon side thue pattiec or Loratnon. 1 be ileve it to be

true tonat in order Lo ve able to ezport £1,000 wiilion, we must
export £l,2uu miliion.

4ell then the vuestiion is nowt Je looll Lo an M"exopsnsionist"
worly monetary volicy to keen our moriets primed, and tuat may
flo..t us &long. It is impossible to pauge ity cuantitutive efTect
now, put we surely cannot hope to nwve our probleus fu:ly solved

in tnat way.

In our arrcogerentes with avericn, we must sécure thet our
sxchanze 1s set at the most Ievourshle level heving money
ot exchange depreciution deoes not solve

WaZEes. i oL SosT
for, i1 it ?Tfects the cost .1 living too muen, 1% 1.l Qtl'uL?
aemands for pighsr money vwafes. OQur trouble wil . be with Ine
cininum recl wase that 1s scceptable.

et vhe Asnger of

vevices may be =auopted to subsidise =x
guen deviees 1s wnat tﬂP/ ann e et in full by our coupetitors.
Tndeed they ¢ rooch the un-nsi_thourl, in enlrlt and wlont
jeopardise our "internaticnal co-operation',
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The minimom term of emmlorment to he ot lenst o
arrangements, of course, Tor sensonal trades), If this lis i
from a lacal point of vﬁﬂﬂ, it could he secured by malzing shorter
ternis subject to a really. vnenal tax (e.z. 1CO0 of the waze).
Dismissal for inef? 1cieqcv viould n=turally bHe <llowed; it would he
in occcordance with nedern trends to malte this sub ject to avneal to
& Jjoint vorks committee.

Hotice of ftermination of contract to be at lersst sir —wonths.
To prevent the routine handing cut of suech notices, the eu*lover
would be subject to a Fine if notices exceeded ncetunl temiinations

.

b more than o ceritain amount.

b
ne transferred nis enployee Lo another Ioh of %
the same locality.

The eumloyer's contract vould, hnvever, be TilTilled

Hotice of teriidnation would also go to the Labour Exchanse,
which would he responsible Tor findin: the man snother figh.
Foilings that the state would Hay him ™11 wazes durin: the neriod
for which he was out of work.

3ut in return for this benefit the man would he under an
oblization, with due notice, %o chanze his locaility or his trade.
e would receive the necessqrr e:menses of movenent, and/or
re-training, 1f he were a sikilled man. If he was unwilline to

comply he would forifelt his woges and lavnse onto wiemmloyment
ascistance,

I suy est that the need to increase mobility in ‘the nostewar
situation is one that we ouzht to tale very serlously.
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IV, Ponmulation Tuestion

Tere cpain I need not elaborate. This will he the
norarnount problem in the coming age. All social reforms should
he scrutinised for T’(eiLﬁv..nce to it. Tt should he o daminaent
COﬂSlquqt 04 in housine and tovm-nlanning schemes. Guite
aoart from fenlly al lOW“nCSQ, subventions outside wages could
e iﬂfacted towards it, e.g. Dy the frees provision of modern

facilities to the hoxsewafe.

B

f Tonily cllowances, I will onl:r say:

(1) thet it eppears to ne a wanton waste of nmouey to Jivs
nything for the Tirst or second child;

en for subseruent children should be
on & jgeneroud sc not only to cover all actual

expenses but to ude an elenent of remuneration
to the mother Tor her services;

(ii) that vhat is giv

(iii) thet it would be a great scendel if nothing extra were
done for the HldLIS class (viz. all those from skilled
manual workers upwards); fron every point of view it
ig desirable that these should contribute their fair
share, and, if poscible, more than their Tair share
to the next gearration; but the inducsrent -ust he
proportional to income; I suggest a compulsory
insurance scheme with contributions and benefit
varving writh incone on the lines of the F.S.S.U.
scheme of nensions for university teacher S;

(iv). nothing new should be done for the growing class of old
people until this »nroblem of the next generation is
satlsLiccorily solved.

The need to eassist population is in happy accord with the
proposed Ffor naintaining exporis (I) And enything done

policy

to increase security of enplorme nt (IIT) should assist the
novulation.

v. Use of Surplus Savings.

This, though not such a paranount question as that of
opulation, has wider ranifications in the narrower sphere of

O



econonics and presents nore fornidable intel 1ecuar"1 nrobhlens.
The twoe cuestions are of course interconn egctel he more
effectLVF ve cre in orresting the decline o) wo u1 t on, the
smeller the surplus of savings will %c. "t at best we con
only hone for o stationary podpulation = d T fin@ it bOTI to
Helisve that the ssvings of a rich cou 1tfv can be nrofitably
absorbed nsrely in increasing the ceapitel equipnent vper head.

1t may be, of course, that I am nistaken, and that the
savings will bhe ebsorbed in the course of nature. But T do
not thlﬂé we cen neglect the other possibility; plens we nalie
against it will do no harm, they Will nmerely Dprove unnecessary
in the wpchot.

82  One solution would
1 a more radicsl form of

A

That is to e donn with the sa

be to mrohibit them: This would ent

corrunism than is wo bu formd, T bheliev in Russtie, and
would be obnoxious, quite “L”htl’ in v oview, to the psorle o
this country. With our rising standards of living e ore in
sight of a wide, nerhaps beilore very long alnost universal,
diffusion of prugerty ovmershin., This would be far more effective
than socialism, however radical, in mitigating ”vage slavery",

~d would diffuse an amount of happiness, scnse of security and
of responsibhility out of 1l proverticn to tThe none; iuvolved.

The = Oue“n equivalent of, for every man, hils plot of land, which
our ;actorv worler cannot heve and does not want, is hls fo} %541
house or saving certificate. It would be a most retrogade
move to call & halt to all this.
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Or is the solution to have & zero rate of intercst? do
net think this is compatible with a systen of property. I
doubt the rate of interest nust be low. Dut I imagine tha Tt
is a limit (is it 251 or 2.2) below which we cunnot force it
without causing confusion. This seems to be a point on which
econonists should form a view.

O =4

N

nere

Or can we simply recognise the Tects as Tollows: In a2 rich
society there is a tendency for accunulated savings to grow:
but with a stationary population there are not enouﬂh n1°0|1t—
vielding physical obgecus wnich it is possible to make to
represent the value of these savings; therefore we simply issue
paper to the savers; this enables contemporary consumptlon to
stand at a higher level than it otherwise could, but impcses an
obligation on future producers to surrendesr a ﬁPODOPtLOn of
their product to the ovmers of the paper as 1nterest The
future generations mlght ultinetely revolt at the systemn; but
we cannot look too fer ashead; so long as the nronQV*v is well
cistritutsd, the system should not be felt to be oppressive.

The paser would presunably be issued by the government. Is
the following a reasonable budget Tor the decade after the immediate
period of post-war reconstruction?

S.million S.million.
Annual savings 700 1. Utnost denmand for new
capital goods in a
stationary povulation 300
2, Foreirn investment 200
3., Subvention to
consurmption (= net
governnent borrowing) 200
=
s

o b

Tt might be thought desireble to sarmark this source of
funds (5) for implementing the four interconnected lines of
policy referred to in I-IV.
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I feel that the economist might object to the line of thouslt
zipressed under I on the ground that whatever is the equilibriun
rate of wages in relation to export traede ought to be the
gcuilibrium in the community as a whole, and that in equilibriun
ti.e real wage should be equal to the wage cost.

This puzzled ne for some time, but I believe I have the
true snswer. It is contained in an argument thet I have often
heard expressed by business nen, but, to say the truth, I have
only recently appreciated its point.

It devends upon the distinction bhetween the sheltersd and
unsheltered trades. Owving to imperfect competition and monopoly
it is »robebly true that the returns per unit of real capital

employed (i.e. capital measured by cost) are higher in the fornmer.

Let us suppose that Sa buys x unsheltered goods (viz. those
entering internationel trade) and v goods in ths shops. If it
were not Tor the nonomoly element in the sheltered trades it
would buy v + z goods in the shops. Supwnose that for full
employment and a bsalance of trade the wage should stand at x.

If we roaise it above Za it will stand above z 21d we shall have

unerployment. On the other hand it can stand at z/y of £a above
fa while still leaving as high a rete of »rofit on real copitel

throughout industry as obtains in the competitive nart of it.

oW

To put the same thing in another way, if the »nrofit rake-of?
were no nigher in the unsheltered then in the sheltered trades
£a would buy ¥y + 2z goods.

We cannot abolish the monopoly element in the sheltcored
trades without tsking over the whole of industry. Ve cannot
raise wages above Za without cither causing unemploynent, if
there is no exchange depreciation, or causing the prices of goods
to rise as much, if there is.

to keep wages at £a and distribute
in subventions outside wages. Ve

What we can safely do 1 \
J
£f the monopoly profit in income tax.

s
z/yv of Za (or some mart of it
o

get rough justice by takiug

It is only rough justice of course. But we should not get
nearer justice by a differential tax on monopoly elements Tor a
reason which will be obvious to you. Since actual capitsl
values represent the present value of pvrobsble profits and not
the cost value of the vhysical eqguipment, there is no probability
that existing capitalists at any tinme chosen are earning a higher
aversge reiurn on their investments in the case of the sheltered
than in that of the unsheltered trades, monopoly elements alvays
being immediately capitalised when they occur.



