1"" THE ECONOMIC ASPECTS OF THE PROPOSED REFORMS
) ‘ O SOCIAL SECURITY

Memorandum by the Economit Section of the War
Cabinet Secretariat

1o In the following memorandum we comment on certain economiec
problems which are raised by a cbnsideration of the Memorandum by
the Chairman entitled "Basic Problems of Social Security with
Heads of a Scheme" (S.I.C.(41)20) and of the Memorandum by the
Govermment Actuary entitled "Finance of the Chairman's Draft
Proposals" (S.I.C.(42)33)e We have not considered ourselves
technically competent to make any detailed criticism or proposals,
but have confined ourselves to an examination of the broadest
issues which are raised in these papers. The following list of
the headings of this paper will serve to indicate the nature of
these issues:-

I. The Burden of Increased Ixpenditure on Social -
Insurance and Assistance.

II. Social Security anc the Mobility of Labour.
I1L. Social Security and the rolume of employment.

I. THE BURDEN OF INCREASED EXPENDITURE ON SOCIAL
INSURANCE ;iND ASSIST/ANCE |

2 On the basis of the Government Actuary's Memorandum
(8.1.C»(42)33) and of work done in connection with the preparation
of the White Paper on National Income and Expenditure (Cmds6347),
we have examined the financial birden of the proposed extensions
of social security in relation to the total national income. A
morc detailed statistical account of this examination is attached
as an isnnex to this Memorandum.

3. It is cstimated (see Statistical Annex) on the basis of the
Merorandum of the Govermment jctuary that the proposed extensions of
Social Insurance and Assistance will involve an increase in cX=
penditure of some £300 millions. Will this involve a heavy or ine-
supportable burden on the country's resources? If we regard the
welfere of the beneficiaries of the social services equally with
that of the taxpayers who finance thosc services, the only way in
which these services can impose a net burden upon the community as

a whole is through their effects on rational productivity. Thus ‘
the question might be reformulated thiis: will the transfer through
the national exchequer of an additional £300 millions from tax-
payers to beneficiaries cause rates of taxation to be raised to un-
duly high levels, or in any other way c¢xercisc¢ an unduly adverse
effcet on national produciivity? Many factors have to be taken into
account before this question can be answered:-—

(i) what is likely to be the general itrend of the national
income in the post-war years?

(ii) what are likely to be the total demands of public
expenditure on the national incomG, in the way of
social services, debt, repaymcnt, ctc?

(iii) Vhat cffect will the reising of the oxtra:money have
on the ability and willingness to work and invest
of the contributors?

(iv) What effect will the payments of new or increased
benef'its have on the aoility and willingness to

work of the recipients?
Le (i) Gencral trend of Nntional Income in post-war years

The maintemance and growth of the national income in the
immcdiate post-war years will depend on the scatisfactory solution
of two problems: -thc restoration and increase of our export
trade and the avoigdance of %arge scale unemploymente If we




assume (a) that prices are some 30 per cent, higher than '!h:

in 1938 and (b) that unemployment can be prevented from
rising higher than 5 per cent. of the labour force, it may
be estinated that the net national product of the community's
productive factors wo:zld amount to some £6,500 miilions a
vear after the immediate post-war dislocation had been sur-
mounted. This would compare wita a net national income of
£4,495 millions in 1938. .
5. - Total incomes are however, greater than this; for total
incomes include national debt interest and social security
benefits as well as the net product of the community's
foetors ol production. On the same assumptions as in the
“brevious paragraph (i.e. a 30 per cent. rise in prices :
Since 1938 and a 5 per cent., level of unemployment) and on
the assumption that social security benefits inerease

in accordance with the proposals now under discussion,

total incomes would be £7,525 millions in the first settled
post=war years, as opposed to £5,094 millions in 1938.

(3¢ Table IIL of the Annex).

BN As a result of continuinz technical progress, the
hationul income 1is likely to rise - perhaps by about £100
millions a year - in the post-war years if large scale
unemployment can be avolded, ‘ -

7. (ii) Total vost—war demands on the Jational Income.

In 1935 public expenditure on goods and services, and
subsidies was £848 millions. If we allow for a 30 per cent.
rise. in prices, the 1938 level of publie expenditure -on
goods, services and subsidies would amount to some £1,100millions
Afer the war however, we may have to incur a considerably
greater tost than pre-war for armed forces to police Europe,
for reconstruction, for subsidies and for any extension of
social services (such.as housing and education) which have
not been included in Social Insurance and Assistance payments.
If we allow £1,400 millions for the post-war total of ex-—
penditure on goods, services and -subsidies, the ratio of
total public expenditure to total taxable income would rise
from some 2644 per cent. in 1938 to some 32.2 per cent. in
1944, Of this increased proportion, Social Insurance and
Assistance would account for an extra 2.8 per cent. and
National Debt Interest for an extra 1.6 per cent. ‘

ESTIMATES OF PUBLIC EXPENDITURE AND TAXABLE INCOME.
(See statistica. Annex) .

1933 1944 or ©a. v DOSt

- War yea.:
As % of - - As % of
£me  taxable £m. taxable
- income : - _ipcome

l. Public Expenditure on
goods, services and

subsidies 848  16.6 . 1400 15,6

2. Transfer Payments: ’ .
() Ngtiopal bebt 222 4.4- 450 6.0

(o) Spojal Imsurarce ooy 5.4 575 7.6
Total Public Expenditure 1847 26,4 2425 52.2

Total Taxgble Income 5094 - 7525 -




8. It would appear from the above table that on the assumptions
stated total public: expenditure would vise from some 2644 per
cent, of total taxébi@ﬁincpmes In 1938 to some 32,2 rer cent,
after the war. 1In 1938--total public revenue accruing from
‘taxation and from government income from property was 25,0

per eents of total taxable incomes, and in 1941 this figure had
- risen to 4044 per cent, It will be seen,. therefore, that the
~ 3242 per cents of taxable income necessary in the sarly post-
war period, if all sxpenditure is to be met Prom current ‘
“revenue, would involve a level of taxation which - in relation
to total taxable .incomeg - wag  about midway between the 1938
rand the 1941 levels- of taxations. : ‘

9s It nust, of course, be recognised that these post-war
estimates are very uncertain, asnd must bhe regarded more as
1llustrations of possible deyelopmgnta:than as definite fore-
casts. There are many ways in which these estimates may be
falsified:- L L

: (a) The post-war calculations have been made upon the
“hasis, of an unemployment bercentage of 5, . If there were a
‘greater volume of unemployment, the ratio of total public
expénditure to taxable incomes would rise both' because the

cost of unemployment benefit would rise and because the net _
national income would falle Thug it may be -estimated that a. .
rise of the unemployment percentage from 5 to 10 would raise
the ratio of total public expenditure from 32,2 per cente to -
5443 per cent - a verinder of the importance in the post-war
.world of s successiul policy for the prevention of large-scale
unemploymen te 5. " C . e v

(b) The levél of government expenditure on goods, servioces
and subsidies, is also uncertaine. If this figure should prove
to be £1,500 millions instead of £1,400. millions, .the ratio of
public expendituréito total taxable incomes would rise from 32,2

© to 3346 per cent.
",ﬁg;ﬁTgﬁpjv:ﬁérhdﬁs the most uncertain estimate is that of the
2 post=waAr net national income, which has been estimated at £6,500

o ~.-millions. If this figure were in fact only £6,300 millions, the

- ratio of total public expenditure to taxable ircome would rise

"+ from 32.2 to 33,1 per. cent,

(a1t is_possible that measures may be taken by some
surgical operation once. and for all to reduce the national debt;

and a reduction of national debt interest would-also reducs the
ratio of total public expenditure to taxable income,

10; 7i§ﬁf'ﬁo assess correctly the full meaning of the increased
commitments now proposed, we must consider not only the
immediate post-war years, but also the developments which are

likely“tOJOQéur“subsequently. There are two outstanding
factors which are relevaent in this comnection:= ‘(1) the age

- coposition of’ the propulation will undergo ‘a very marked change
and (ii) it is to be expected that the continulng process of
technical improvement will ralse -the net national income in the
course of time, if serious,unemployment,aanﬁbe prevented, .

1l.  One of the most marked (and most cértain) social changes in
the post-war period will be the ageing of the population as s
result of past end present demographic changes. The following
table summarises the salient changes as they are estimated (on
pbrobable assumptions asg regard to future e¢hanges of mortality and
fertility) in paragraph 17 of the White Paper entitled "Current
Trend of Population in Great Britain', (cmd. 6358).

e e



Age distribution of vmopulation of Great Britain

ao3n

T | 1961 1971
~ {Actual Pépulation Forecast Forecast
'“A' ;‘ | Number | Percent-.| Number |Percent- | Number Percent-
Be. 1 of age of " |~ of | age of of age of
Grioup Persons | total .- | Persons | total Persons | total
ii111ong PFen®” | willions popuLa Millions | P3P
G e “. _

0-15 " 10,2 | 22.1 .1 . B.4 17.9 7.6 16.5
15~-65 1.9 69,5 3240 68,3 30.5 66,4
Over 65 5.9 | - 8.4 6.5. | 13.8 7.9 17.1

Totel |- 46.0 |¥100,0.iu65:74%,2 | 100.0 46,0 | 100,0
12. on the assumptions made for this forecast the total

population will be little changed between 1937 and 1971, but

its age composition will be very different. By 1971 the number
of children (aged 0-15) ‘will be some 2% millions less than in
1937 and will comnstitute only 16% instead of 22 percent of the
total population. Adults below the age of 65 will be some 1%
millions less in numbers and will' constitute only 66% instead of
691 of the total population. . On the other hand those over

65 years of age will.be twice as numerous as in 1937 and will
constitute 17 instead of 8% percent of the total population.

13. In later yea¥s the total population would be likely to
decline considerably unless there were a considerable rise in
fertility; and the pre-war.level of fertility was already
probably some 25 percent below. the.standard necessary for full
reproduction of the - population.  These facts suggest that
measures are necegSary to promote higher fertility; and social
services - such as children's allowances, education, children's
meals, etc. - would help to reduce the economic burden of ., .
parenthood. Extensions of . gocialigedurity which improve the -
position of ‘the young are, therefore; desirable not only from
the point of view of their effects -on the health and training
of future working population but also from the point of view
of the future size of that population.

14. On the other hand, the number of old-age pensioners will
grow as the number of young workers declines. Except in so
far as increased productivity raises the national income and
the basis of taxation, the maintenance of the old is bound to
place an additional burden upon the ypung. By 1951, the =~
total expenditure on old age pensions must be expected on the
basis of the newly proposed rates to rise to some £285
millions (which is £45 millions. greater than the figure assumed
in the previous calculations of thig memorandum). After 1951,
further heavy increases must be expected, as the number of
persons in the population aged 65 or over may be expected to
increase from 5.5 to some 7.9 millions between 19561 and 1971.
Ls the population comes to consist of a larger and larger
population of elderly persons, it will become increasingly
important to ensure that the social services for the old are
not over-weighted at the expense of those which benefit the
young. H e it

15, The net national ihcomefis, hoWeVef, likely to rise as
a result of continued improvements in technique; and it is
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quite possible that such improvements may amount to as much as
£100 millions a year. If we allow for an increase of £45
millions in old age pensions between an early post-war year
(eegs 1944) and 1951, and for an increase in the net national
income from £6,500 millions to £7,200 millions in the same
period of seven years, the net effect would be to reduce the
ratio of total public expenditure to total taxable income from
32.2 to 29.9 percent. Against the growing burden of old-age
pensions we must, therefore, set any possible increase in the
national income.

16. . In considering, however, the ratio of public¢ expenditure
to .total taxable income, the following points must be borne in
mind:=~.

. .- (a) Expenditure on social insurance and assistance, like
the payment of interest on the internal National Debt, is an
“internal transfer. Inconé is transferred from onc set of
persons to another set - from the rich to the poor; from the
workers to the unemployed and sick, from the young to the old.
These payments do not constitute a loss of resources to the -
country as a whole. '

_ For this reason, it is not sufficient to look merely at
the expenditure side of the account. Total taxable income
includes both the net national income received in wages,
profits and rents and also the total of transfer incomes,
since these transfer incomes are also a source of tax revenue.
Interest on the National Debt is liable to income tax and sur
tax, and the o0ld age pensioner and the person recelving
Unemployment Benefit will pay duty on his purchases of sugar,
beer, tea and tobacco. '

. - In so far, however, as the increased or new benefits will
go to the poorest classes, they will represent a smaller
increase in taxable capacity. In ‘this narrow sense, therefore,
the burden will probably be greater than a corresponding
increase in the payment of interest on National Debt.

(b) The existence of a proper scheme of Social Security
can, if administered with this aim in view, make a substantial
contribution to the maintenance of full employment. The
maintenance of a minimum level of purchasing power is, in
itself, a great stabilising element in a country's economy.
If, in addition, the finances of the Fund could be adjusted
from time to time, as is suggested in paragraphs 34 and 35,
the Scheme wcould be helping to maintain and increase the
naticnal income. S

(¢) The proposals involve the socialisation of some
expenditure which is now covered by private insurance -and-
voluntary effort. The inclusion of Death Benefit, for
example, \in the Social Insurance Scheme, means that the amount
is now included in Public Expenditure and the contribution
thereby becomes a form of taxation though the change 1is
ddministrative rather than financial. Similarly, the increase
in the cost of old age pensions will im some degree be
counterbalanced by the reduced financial obligations of those
at present voluntarily supporting the aged. Before a final
assessment can be made of the burden of the proposals, an
allowance would have to be made for the amount which is
already being incurred privately for these pensions, benefits,
etc.



(¢) In some cases, the socialisation of expenditure which
is already covered by private effort may mean that the game
. Or a better service is provided at a much reduced real cost
“to the community. In this connection, we should support
any suggestion (cf. section 4, page 14 of 8.I.G.(41) 20) °
for eliminating any waste involved in the present
orgunisation of industrial assurance by societies using
collectors.

.

(¢) Some considerable part of the social security

expenditure is self-financing in the sense that it is covered
by employers' and employees' contributions -~ a type of lewy
which, whatever may be its economic egffects, is at least
widcly accepted and doss not fall upon the central budget.
Social security benefits and assistance were 5.4 per cent. of
‘Laxable incomes in 1938 and are likely to be some 7.6 per cent.
‘in-the early post-war period; Dbut that part of social
seourity benefits and assistance which is not covered by
compulsery contributions was only 3.3 per cent. of taxable
incomes in 193 and is likely to be only 4.5 per cent. in the
carly post-war period.

17, These considerations zo some way 4o reduce the seriousness
of the proposed increase in public expenditure. dad the
Social Insurance proposals been the only item making for an
increase in the post-war Public Hxpenditure it would be
pvossible to contemplate them without apprehension. But
Public dxpenditure will be increasing in other fields and it
1s the aggregate elffect which must be considered. This

does not mean that increased provision for Social Security
should not be made because increased money is being paid out
in other ways. It only means that if there is at any given
time an upper limit to the share of the national income which
can be taken by Publiec Expenditure, there will have to be a
choice between different forws of expenditure. In so Tar as
this might involve & choice between social services for the
youag and for the old, we consider that those whieh benefit the
Joung should obtain dué preference.

18. The financial burden of increased expenditure on Social
Lnsurance and -on Public Services generally results from the
Tacts that such expenditure involves the raising of rates of
taxation or of compulsory contributions and that high rates of
taxation are liable to have adverse effects upon incentives for
work, investment and enterprise. The payment of benefit may
also have effects -~ both favourable and adverse - upon the
ability and willingness of the beneificiaries to work.

l9. (iii) "Incentive" effects of raising the necessory revenue.

The revenue for the increased measure of Social Security
Will be raised in three ways,. from (a) Zmployees, (b) wmployers,
and (c) the State. ' .

20. (a) The employee'svcontribution is a poll tax which does

not vary with the employee's ability or willingness to works
It should have no adverse effect on incentive. ‘ f



21. (b) The employer's contribution is a tax levied according
to the number of persons in employment. A compulsory levy of
this kind on employment mey restrict the demand for labour and
may' thus impede the prosecution of a policy designed . to
prevent unemployment. The higher the rate of contribution
the more 'serious would this factor become. '

22, This arguement might be used for suggesting that the whole
of the cost of social security benefits should be made a charge
upon the general budget, so that - as in the case of other

forms of state expenditure = the necegsary revenue may be

raised in the manner which is considered most appropriate, on
general grounds. It may howsver be desired on other grounds

to preserve the contributory element in socizl insurance,

both beécause this system of finance is already widely accepted
and understood and also in order that the beneficlary from
social security may feel that he or she is not geiting something
for nothing. moreover, in the.immediate vost-war period,
éxpediency may outweight all other considerationsg and it may be
‘egsential to retain the present accepted form ol tax rather than
increase the charges on the Budget. It will almost certainly
be easier in thé reconstiruction years 10 raise the necessary
fundsrbyuemployees?;and~employers' contributions than by general
taxation. o L :

23+ Any adverse effects of employers! contributions upon the
demand for labour might be greatly mitigated, 1f not entirely
removed, by-an dlteration .in the basis of assessment of
employers' ligbility. .Thus the suggested employers' Ycharge
for dismissal"™ (sece paragraph 27 of S.ZI.C.(41)20 provides an
alternative basis for colleécting some part of the employers!
contribution-in a way which will encourage. stability, (at

both high and low levels of employment). - 4 tax of thHis kind
would, howecver, have to be paid at a time when employers were
least able to bear it. An alternative suggestion, which would
have a stabilising influence,.is that the employers' . =
contribution should vary with the length of contract for
service, the charge for employing casual labour, for example,
being considerably highér than that for employment on a monthly
basis. It might also be possible to raise any remaining part
of" the employers' contribution by means of a small levy on
profits (possibhly collected by the Board of Inland Revenue as

a small supplement to Schedule D income tax), There can be
little doubt that a levy on profits would have a less

adverse effect upon the demand for labour than a levy on

emp loyment.

24, (c) The Statc's contribution will be met c¢ither from
general taxation or from borrowings. Public borrowing has no
direct effects on incentives. Wwhether or not any particular
level of general taxation will have serious effects upon
incentives must depend upon the types of taxation used.

Thus there are probably sound reasons for believing that a tax
assess.d on capital values has less adverse "incentive!" effects



than a tax assesscd on income, If this view is corrcct,
and if it were possible appropriately to change the .
basis of assessment of' part of our direct taxes, the
community should be able to ‘sustain a given volume of )
public expenditurc with loss adverse cffcets.  Wwe do not,
however, consider that it is appropriate in this paper

to' .develop in detail an analysis of the M"incentive" :
effects of various forms of general texation; but such
an investigation is clearly needed, since public
sxpenditure in the post-war world is likely in any case
to be considerably higher than before the war, .In this
menorandum we should merely wish to point out that the
broposed post~-war extension of social security rcinforces
the need for such an examination of different forms of
taxation. ‘

25, (iv) The effects of benefits upon ability and willingness
o to work. g

The receiyt of social security benefits may reduce
the incentive to work, if - for example - unemployment
or sickness benefit were easily obtained without due
safeguards against malingering or if the receipt of old
age pensions were to force or to versuade the recipients
to give up work earlier-than they would otherwise have
done, It is to be hoped; therefore, that in the
administratiqn of social security, duly strict safeguards
Will be taken against the -possibility of misuse of '
benefits and that no measurés will be taken to .enforces or
to encourage the retirement .of old age pensionepys fram
work., This consideration gains added weight when regard
‘1s had to the probable growth of numbers in higher age
groups. R R

26. There are, on the other hand, a number of ways

in which the payment of social security beneti ts or the
extension of closely.related social services may increasce the
productive power of the working population. - The

maintenance of standards of living during sickness end
unemployment may prevent malnutrition. Such benefit,
together with the extension of health services, will

diminish the cconomic. losses of ill-=health. 4 better

fed, better housed, better clothed and better educated
working population will be more productive. Such

advantages are likely to accrue most of all from benefits
Which affect the young - such as children's allowances and the
health, feeding and education of chi ldren, Apart, therefore,



from the adventages to be zaincd Lfrom the bettor distrdbution of
the national ineome which may be brought about by social
sececurity transfer payments, there may be substanilial gains in
economic productivity, to be set against the financial burden

of such payments.

27. It is clear fr.m the preccding paragraphs that no easy

angwer con be glven to the question whether the finance of the
proposed extensions of soclal security will involve too great a
burden upon the community. Post-war public expenditure is

likely to involve high rates of taxation which may have adverse
gficcts upon incentives; but on the other hand the payment of social
security benefit; if wiscly planned, may grcatly improve the
health, welfare and productivity of the beneficiaries.  Whether or
not the proposed extensions of cxpenditure on social sccurity

are to be regarded as too oncrous, will no doubt dcpend upon what
other extensions of public cxpenditure it is desired to undertake.
But in any case the burdcn of such extensions would be mitigated,
if (1) wncmployment can be kept at a low level and the national

Cincome thus meintained anil raiscd. (ii) necans are found to reduce

the burden of national debt intercst, and (iii) carc is taken to
ensure that taxation is of a type +vhat will have  the least
possible adverse cifccts upon inccrtives.

II  SO0CIL4AL SECURITY »ND THE MOBILITY OF I.aBOUR :

23. It will be particularly importent in the post-war period to
ensure thut labour is as mobile as possible both between dlfferent
occupntions and between diffcrent rezions. For dcmobilised men
from the armned Torccs and the munitions industries will need to be
transforred to civilian occupations; and at a later stage men will
nced Lo be transferred from the work of physical reconstruction

to more normal pence~time occupationss Moreover, there is no
reason to believe that technical changes which require the con-
traction of certain industries and the expansion of others will not
continue to take place after the war at least as quickly as in the
pre-war period. A4S has been argued in paragraph 16 ebove, in the
post=wor world the community's labour force is likely to contain

a hizher proportion of older peoplc and thc numbers in the ,
population are likely to decline. For both these recsons it will
be imporitant to take measures to stimulate the mobility of labour,
for older pcople arec naturally less mobile than the young; and
with a declining population grecatoer mobility of labour is required
to prevent structural unemployment than in a period of rising
population, when the diversion of ncw entrants from deelining to
expanding industries may often suffice to prescrve a proper balance
betwecn them. : .

59, For these reasons, it is of great importance to ensurc that
schemes of social sccurity arc so devised as not to discourage
mobility of labour. 4 sufficicnt incentive to find or to accepl
another job must remain. — That is; bencfit must not be so high
that there is no net firancial gain from Work. “Cases of this

xind have occurred under the present unemployment assistance
schedule wherc assistance included allowances for a large number of
Gependent children, For this recason we desire to strogshthe

great advantage in promoting mobility which would fccruc Ivom &
system of family allowaonccs. Tf there is a universal system of
family allowances, as assumed in the rcport, (85.1.C.(41)20,

page 2, Section B) unemplioyment beneflt need not includec any
nllowances for children and the gap betwaen benefit and wages would

be increascede The relative financial alvantages of woyking would
be greater than under the prescnt system and the incentive to
worx incrcascd, _ .



SQ. While relatively low benerit may be an advantape from
the point . of view of mobility, there arc very strong econoric
-arguments in favour of a generous scale of benefits. In
particular, it will be argued below that the reccipt of
gencrous allowances by the unemployed will help to sustain
purciiasing power in times of trede depression, and will thus
help to prevent the further growth of unemployrcnt. But the
more generous is the scale of buncfit, the more neccssary it
is to stimulote mobility by direct mecans and to provide
administrative safeguards against malingering.

3l.  apert from Family Allowances any measurcs desighed to
incereasc labour mobility must depend primorily on improved
organization of the labour market, In this connection there
might be incrcascd training facilitics and allowances, the
payment of lodging allowances to workers toking jobs away from
their homes, and the payment of romoval anGg settling-in costs
for families. (These facilities might be aveilable to
employed as well as unemployed wishirg to trensfcr from
declining to expanding industries, Those who have nanaged to
nold on to their jobs may bc more suitable traineecs than the
less efficient or perhaps older workers who have bocone
uncmployed) .

2 Mobility may also be increcased by reducing disincentives.
4 pension fund run by particular firms tends to tie a man to

a particular job.  Greater mobility would result if claims to
pensions could be trrnsferable from onc fund to anothers Py
‘state pension scheme, by oflering competition, might reduce the
eficet of these private schemes.

,IIf SOCIaL SLCURITY AND ThE VOLULL OF BMPLOYMENT

53 any system of social security may have far-reoching
effects upon the volume of unemployment, not only by affecting
the mobility of labour and the willingnesg of the unemploycd to
work, but also by affecting the demand for labour. In
particular the payment of unemployment benefit on the most
gencrous scalc compatible with a preservation of the mobility
of lebour and of the willingness of ‘lebour. to work will
preserve the purchasing power of the  workers if a trade
depression starts to develop and will thus mitigate the
scverity of any such depressioii. .

34 4 social security fund from which benefits are paid and.
into which the proceeds of a regular and frequent levy (such
as the weekly contributions of employers and cmployccs) are
paid has ccrtain distinct advantages in helping o stabilise
the general demand for labours The onset of udemployment
will in this case involve not only a prompt increase in the
expenditure of the fund but also a prompt degllnq in the
receipts of the fund; and provided that no ill=informed

~10~
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cPforts are moade to counteract this so as to kecp the fund
continually in balance, the borrowing of the fund in bad
times and the repayment of its debt in good times will

help to stabilise general demonde It is of the utmost
importance in the post-war world that all stobilising
devices of this kind should be used to the utmost. Ir
therefore, the contributory principle is to be maintained
after the war, it is worth while congldering any devices
which might reinforce its efficocy as a stabilising agent.
It would be possible to vary the ratc of employers' and
cmployecs' weekly contributions according to a sliding

scale based upon a gencral index of the percentage of
insured workers unemployed - thec rates of contribution being
automatically raised when uncmployment was low and lowcred
when the uncmploymcnt was highe auceh a device would increasec
the ratc ot which the fund repaid debt or built up reserves
in timcs of low unemployment ond ot which it depleted its
reserves or increased its debt in times of bad trade. The
reduction of the rates of contributions of employers in bad
times would help to stimulate their demand for labour; and
the reduction in the rates of employecs' contributions would
inerease their purchasing power over goods and services and
thus indirectly stimulate the demand for labour. It is
estimated that at the rates proposed in S.I.C.(42) 33 total
post-wor contributions would amount to more than £230 million
a year. If these rates could be applied when the
unemployment percentage was 5 per cente or less and could be
gradually and automatically reduced - (and replaced, if
necessary, by increased state contributions) = until they
were at merely nominal rates when the unemployment percentage
was 10 per cent. or more, a very considerable stabilising
influcnce might be-exercised. . :

35, Irom the point of view of social insurance, alone such

a device might be open to certain objections, sincc it would
lead to some administrative complications and would modify .
the simplicity of fixed weekly ratcs of contribution. The
genefal cconomic advantages of such a device 'are; however,
very greate It is possible to attempt to stdbilige by the
proper timing of public works expenditurc, and it 1s ?ovbe
nhoped that this will be done aftcr the war. But cgpltal
expenditure of this kind is qifficult to turn on and off
promptly. It is possible to attempt to stebilise general
demand by reducing (e.ge) income tox rates in periods of bad
trade and by raising them in periods of good tradee. The rate
of income tax can, however, normally only be changed once a
year, and the tax is collected at an appreciably later date.
There is thus bound to be a considerablec time lag between the
onset of uncmploypment.and the effect of any consequent change
in income taXe But in control of trade fluctuations prompt
action is greatly to be desircd, since much trouble may b@
avoided if a trade depression can be stopped from developlng
into a spiral of deflations Gompulsory employersf and
employecs' contributions to social insurance constitute one
of the very few, if not the only, form of tax or compulsory.
levy which not only raises & considerable aggregate amount
but is slso collected at frequent ond regular intervals and
should, thercfore, be capable of prompt and automapiq»
adjustment to veriations in the state of trade activity.
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36. It is estimated that on the basis of the propossd
extensions of social security, total public expenditure

in the early post-war years is likely to be some 32 per cent
of total taxabls incomes., This percentage is about midway
between the pre-war ratlio of 25 per cent between current
accruing revenue and total taxable incomes and the 1941
percentage of 40 per cent, (Paragraphs 4 - 8),

37, In order that this may not lead to intolerably high
post-war rates of taxation, it is desirable to sffect any
possible reduction in the national debt, and it is essential
to ensure that widespread uncmployment does not re-appear
and that the national income is maintained at a high level.
(Paragraph 9).

38. Later post-war ysars will bemarked by a very considerable
rise in the number of old age pensioners and by o reduction in
the number of children and of young workers. This will lead
to a very considerable rise in the burden of old-age pensions;
while, at the same time, there will be great need to reducs
.the sconomic burdens of parenthood. These facts suggest

that social security benefits which improve the position

of the young should be greatly stregssed and should not be
overweighted by those which benefit the old. (Paragraphs

10 - 14 L .

39. It is to be hoped that this increased burden of old-age
pensions will be accompanied by a progressive rise in the
national incoms due to continued technical improvement.
(Paragraph 15).

40, Social S”Gurlty benefits represeént income transferred
from one set of psrsons to another; they have a utdblllulng
gffect upon the ﬂconomV‘ in many cases they represent merely
a socialisation of existing private expenditure, often at

a reduced real cost; and a considerable part of their
expenditure is flnanc =d by uoc1al oecurltJ contributions.
These facts should be borne in nind in considering the

extent to which they are in any real’ sensv a burden on

the community. (Paragraphs 16 = 7).

41, BEmployers' contributibnsto social insurance are a
compulsory levy on the number of persons employed and may
thus be expected. to reduce the demand for labour. It is
possible that an alteration in the basis of this contribution -
by the’ sdbstltutlon of a dismissal's charge, the graduatlon
of the employcrs contribution accordLng to the lungth of
contract given to the employee, or the substitution of a
small levy on profits = would help to avoid this danger.
(Paragraphs 21 - 23). .

42 The state's contrlbutlon comes out of general revunue,
and the post-war baSlu of general taxation should be
considered in order to determine whether forms-of taxation
may be devised which hav “legs adverse effects upon
incentives. (Paragre ph 24) .

43, The pgyment of benefits - particularly if dus weight
is given to benefits which improve the position of the
young and if measurecs are taken to see that the payment of
benefits do not discourage the recipients from working, -
may be so arranged as to improve the health, welfare and
productivity of the community. (Paragraphs 25 - 26).

1]
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245 There will be special nesd alter the war to nromote the
mobility of labour; and it is argued that the payment of

univsrsal children's allowances micht do much to promote this
snd. Beyond this, improvemenits in mobility must depsnd upon
improved organisation of the labour market, of which improved

T lities for, and inducements to training are an important
exanple. (Paragruaphs 28 - 32),

45,  The finance of socinl security may be used as a
stabilising influsnce in the sconomy, provided that no ill-
informed measures are taken to keep the social insurance fund
continually in balance, lloreover, it is a matter for
consideration whethor positive measures saould not be taken,
by lowering the rates of contributicns in periods of
unemployment and Ly ralsing them in periods of active trade,
to extend still further the usefulness of social insurance

as a stabilising influence. {(Paragrophs 33 - 35),

Great George Street, S.VW.1.

16T JUJE, 1942,
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STATISTICAL ANNEX,

1. This. Anncx shows the detailea working of the
calcoulations of Transfer Payments etc. used in

this I'cmorandum.

> Teble I snows the iransfer payments made in 1938 and
1941 which would fall within the scope of the Social Security
Scheme outlined in S.I.C.(41)20, together with comparative
figures based for 1944 on $.I1.C.(42)33.

(a) The 8.I1.C.(41)20 proposals. postulate a National Health
Service and a scheme oF Children's Allowances &as &
prelimianary to the Social cecurity Scheme but not part

Lof it. some allowances on account of children are
included against Widowhood and Unemployment for 1938
and 1941 which would pe excliuded under S.7.C.(41)20.(This
applies also to item (1%) in Table IT below).

(b) Supplementary pensions in 1941 amounted to £25 m. If
Pension rates had beer at the 8.I.C.(41)20 level in
1941, the Supplementary pPensions aecount would have
been £18 m. less, and “he difference included in the
Pensions fipurecs. For 1941, therefore, £18 m. has
been added to the £108m. of Pensions ageinst items (3)
and (4) and only £7 m. recorded against item (10) in
Table II below. -

(¢) Pensions ubder $.1.C.(41):0 are estimated at £251 m. for
1941; £285-m. for 1951 and «£307 m. for 1961, mainly due
to the increase in the 'tatel population over 70, For
1944, thereforc, £11 m. has been added to the estimate
of £229 m. represénting Cld Age Pensions at
S.I.C.(41)20 rotes in 1941, .

(4) Unemployment in S.I.0.(42) &3 is agsumcd to be 8% per cent
with 2 congequent cost in payments at the 5.I1.C.(41)20
level of £65.é,m¢,iHVUnemployment Benefit and £18.7 m.
in Unemployment.Allowances, These figures have been
proportionately reduvced to £38.5 m. and £11 m.
respectively (cf. item (11) of Tablé II below) on the
assumption that unemployment is. only © per_cent., .
The consecguenccs of .any higher figure are
discussed in paragraph 4. o

TABLE T ,
£ Millions -
R 1938 1941 . 1944
(1) National Health Serviee’ 13- 12 o 34
(2) chilahood . .- . .. = - 99
O ond M6 (3) old Age .. ) 94 126 §“24o
M4 and M5 24; Widowhood S ) A (=22
5) Unemployment o B2 9 38,5
(6) Disability, Invalidity
and Maternity 22 v 20 57
é?) Funeral Gepelo = - 12
8) Loss and Housewife's 1. = = - 1
. Incapacity ' : o .
sum of (3) to (8) <168 L 155 ° 370.5
(9) Furnishing . : Co - 2.5
Total of (1) to (9) 181 167 506

=14



Z. Table 1T shows the transfer payments outside the scope

¢f 5.I.C.(41)20 and the grand total of all transfer payments,

(o) The figure for War pensions and &ervice grants is
neccessorily somewhat arbitrary. The assumptions
in its calculation are that 1914-1918 war pensions
remain at their present level; that present war
nensions increaseé at present rates to £12 m. and
that service grants fall to zero.

(b) CGutdoor relief has been reduced to half its present
amount -on the assumption that the other half will
- be embraced in the proposed Social Security Scheme.

(¢) The estimates of National Debt and National Savings
Certificate interest are made by the Treasury.

TABLE II.
£ Millions
——— SRR . _ 1938 1941 1944
103, Supplementary pensions - 7 7
11) Unemployment. allowances 15 5 11
lZ% Evacuation and wartime distress - - 28 -
13 War vensions and- service grants 58 44 44,5
(lézwwputdoor relief o ' 25 13 6.5
. sum of (10) to (14) . 96 o7 69
(16) UMNational Débt interest and interest ’
on National Savings Certificates = 222 273 450
(16) Total from Table I 181 187 506
Grand Total ‘ 499 537 1025

4.  With the adoption of §.I.C.(41) 20 together with’

increases in National Debt interest, in interest on National
Savings Certificates and in War pensions consequent upon the war
end with unemployment no greater than 5 per- ¢ent., trensfer
payments would be likely to total about. £1,025 m, in the
pest-war period as against £499 m. in 1938, .

(a) Payment of interest on the National Debt etc. would
constitute approximetely £460 m. of this total. If
gneans were found in the immediate post-war period
-for liquidating part of the National Debt this
item would be correspondingly reduced,

(b) Cn the other hand, the £575 m. of social security .
payments (compared with £277 m. in 1938) include
only & minimnum allowance of & per @nt, for
unemployment, With any increase in unemployment
ebove 5 per cent., this part of the total would be
raised at roughly £10 m, for every 1 per cent. extra
of unemployment.

(c) With 5 per cent., unemployment, all but £69 m. of the
' social security payments would fall within the
S,I.C;§41§20 schene, On the assumptions of
5.1.C.(42)35, for every 1 percent, of unemployment
ebove that amount, approximately £73 m. would be
added to the costs of the S8,I.C. scheme and £2% m.
would fall outside it. '5' "
B
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5, ~ The net national iifidome in 1944 with prices 30% above

1938 ond-with unemployment no greater than 5 per cent, of the - .
labour force ' may be estimated at £6,500 m, If the total of
transfer incomes is edded to this sum: the esult glves the

total sum of taxeble 1nnomes likely to be: avq1lable in 1944,

i.e. £7,525m,. | Transfer. 1ncohes would, therefore, represent

some 13% Per cent.-of $otpl t“xable incomes and total soclal
insurancc and hsgistanet ribd sohd '7 ‘per gent, Table III shows tre
comparable flguree for 15) ‘and 1944 ¢ qn the percentageu of

total taxable - 1ncomeb which they represented ' ;

II.

' TABLE III =~ 5»_
1938 : 1941 ] 1o4a
_ . : _
. ) Em. e oA £m...“~;_% c&m, | %
(1) National Debt S T j |
interest and . ' : ’ :
interest on _ L )
National Savings |- I S P S
Certificates | 282 | - 4.4 275 4.0 450 | 6.0
(2) Social Insurancd and f f B R
zmmistammzpayments 27T . 5.4 264 3.8 575 7.6
Fmmitrres wrmﬁzhwwy‘“unm. - e PR :
( 5) Total transfer f | } R ,.: S LT e SN I
payments ‘ 499 9.8‘ 557 7.8 1,025 ,”l5.6
(4) Net national income|4,595-| = |6,338 | ¢ |6,500 | .
(8) Totel taxable ; ; | ‘ o : ;
incomes - | 5;094 100.0 | 6,875 | 100,0 | 7,526 | 100.0

wl Ty : I .

6. A fall 'of 1 pér want.: An employment w1th an a59001ated fall
in other resources would reduce the national*inceme, it may. be

- éstimated, by something like £0nm.,  Thus, with 10 per cent
unemployment instead of 5 per cent, transfer payments would be
up to £1,075 m. and natidnal- income dowx, 0. £6, 200 m, Transfer
payments. would then represent some 14.8 per cent of total taxable
incomes and social insurance and assistancc payncnds 8.6 per cent.

Tt . ’ £ 1

Lolbe

'III,

7. BExpenditure by public authorities on goods, services and
subsidies was £848 m, in 1938, With prices 30 per cent higher
end allowing some expansion in public authority expenditure in
addition, a likely estimate for expenditure by public authorities
on. goods, services and subsidies in 1944 is something like
£1,400 m. With 5 per cent unemployment this would give total
public authority expendidture as just over 32 per cent of taxasble
Ihcomes, With 10 per cent unemployment the figure would be 34
per cent, The offsetting of £233 m. in compulsory contributiong®
(8.1.C.(42) 33 ecstimate) would reduce these percentages to
29 per cent. and 31 per cent. respectlvely. :

The actuarlal contrlbutlon to unemployment 1nsurance
being on an 8% per cent basis,
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8. Table IV sets out these data for 1944.on the assumption
of 5 per ceny unemployment and the gorresponding figures for
1938 and 1941, The method of raising the funds for this
“expenditure is also spown. ' o o
e TABLE IV
i o o . .
| 1938 lo41 ¢ |- - 1944
% of %of | .| % of
£m | total | &m total £m total
Itaxable - | texable] .. {taxable
Incomes - | Incomes) ~ JIncomes

(1) current revenue® [ 1,272 |20 {2,778 |a0.c | |

(2) Ex&eséu%§ current R A “ A . '

"~ _revenue?over current we 14 |aisee | =m0
“empendituec .| 0P| E RO

(3) Total current revenue| R SR e -
“and borrowing - |1,847 | 26,4 |5,197 | 74.5 |2,485 | 32.2

"(4) Transfer payments |.7499 | 9.8 isg7 | 7.8 |1,025 13.6

(58) Expenditufe”on goods, - el
services and subsidies 848 | 16.6 |4,570% 66,5 |1,400 18.6

(6) Total current .
’ expenditure 1,347 |.26.,4 5,107 T4ded 2,425 32.2

[ (7) Total compulsoryz
~ contributions to T o o - .
- social insurance . 108 | 2.1 - 130 o 1.9 233 3.1

‘(8)-Tdta1‘expendiﬁufe
less compulsoriy -

contributions to . | ;Q
social insurance . 1,239 |24.3 4,977 72.4 "} 2,192 20,1

:# Including théméicéésfaf”current tax liasbilities over

‘current payments- - o g

® 1.cluding claims under Marine and Commodity War ﬁisks“
Insurance Schemes and War Damage Act, h



