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COMMITTEE ON FINANCE AND INDUSTRY. 

MINUTE OF APPOINTMENT. 

Treasury Minute dated 5th NOfJember, 1929. 

The Chancellor of the Exchequer states to the Board that he 
proposes to appoint a. Committee t.o inquire into banking, finance 
and credit, paying regard to the factors both internal and inter
national which govern Itheir operation, a.nd to make recommenda
tions calculated to enable these agencies to promote the develop
ment of trade and commerce and the employment of labour. 

,The Chancellor further proposes that the Committee should be 
constituted as follows ;-

THB RT. HON. H. P. MAOMILLAN, X.C.,- Chairman. 
SIR THOMAS .ALr..EN. 
MR. ERNEST BEVIN. 
'I'HE RT. HON. LORD BRADBURY, G.C.B. 
THE HON. R. H. BRAND, C.M.G. 
PRoFESSOR T. E. GREGORY, D.So. 
MR. J. M. KEYNES, C.B. 
MR. LENNOX B. LEE. 
MR. CECIL LUBBOOK. 
THB RT. HON. REGINALD MoKENNA. 
MR. J. T. WALTON NEWBOLD. 
SIR W AIIrER RAINE 
MR. J. FRATER. TAYLOR. 
MR. A. A. G. TULLOOH, 

with MR. G. ISMAY of the Treasury as Secretary. 
The Chancellor proposes that the services of MR. F. W. LEITH

Ross, C.B.,t Deputy-Controller of Finance in the Treasury, should 
be made available at all times to the Committee in order to afford 
it such assistance as it may desire. 

My Lords concur. 

• Now Lord Macmillan. 
t Now Sir Frederick Leith-Roas, K.C.M.G., C.B. 
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Report of the Committee on Finance 
and Industry. 

To THE LORDS COMMISSION~S OF HIS MAJESTY'S TREASURY. 

My LORDs, 

1. We, the undersigned Members of the Committee appointe'd' 
by Treasury Minute of 5th November, 1929-

" to inquire into banking, finance and credit, paying regard 
to the factors both internal and international which govern 
their operation, and to make recommendations calculated to 
enable these agencies to promote the development of trade 
and commerce and the employment of labour," 

have now the honour to submit our Report. 

2. We neld a preliminary meeting on 21st Novemb~r, 1929, at 
which our terms of reference and ,the general lines on which our 
inquiry should proceed were discussed. Thereafter we at once 
began the hearing of oral evidence for which purpose we held 49 
meetings. In all we examined 57 witnesses, several of whom 
attended on more than one occasion. The evidence which we 
have received was in many cases representative of the corporate, 
opinion of economic organisations and industrial bodies, but we 
have also had ,the advantage of hearing the personal views of 
numerous witnesses specially qualified to deal with the more 
technical aspects of the problems before us. ' A list of the witnesses 
examined will be found at the end of our Report and will be 
seen to include a wide and varied range of representatives of bank
ing and finance, both in this country and in the United St8ltes 
and Germany, as well as of industry and commerce from the point 
of view both of employers and of employed, while members of 
the Universities and the Civil Service and eminent economists of 
diverse schools have also lent their assistance. We have, in 
addition, received many written communications from individuals 
and from institutions and bodies interested in the various aspects 
of our inquiry. A list of these contributions is also given at the 
end of our Report. Apart from the meetings at which evidence 
was taken, we have met on many occasions for the purpose of 
hearing and discussing the views which certain of our members 
possessing exper,t qualifications desired ,to place before us. We 
also appointed Sub-Committees to deal with the preparation of 
statistics and the drafting. of our Report, which held a number 
of meetings and iby their labours materially lightened our ,task. 
We should add that, through the good offices of the Bank of 
England, the Bankers' Clearing House and others, we have had 
placed at our disposal a large amount of statistical' material hitherto 
unpublished and inaccessible. 

11590 
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To all those who have thus assisted us we desire to express our 
great indebtedness. . 

3. To our Secretary, Mr. George Ismay, we find it difficult to 
express adequately our· sense of obligation. He has done much 
more than discliarge with zeal the ordinary, if arduous, duties which 
fall to tIie lot of a secretary of So Departmental Committee; he haa 
also placed ungrudgingly at our disposal the remarkable and 
detailed knowledge whicn he possesses of our highly technical sub
ject and has thus rendered us a~sistance of quite exceptional value. 

PART I.-HISTORICAL AND DESCRIPTIVE. 
CHAPTER I.-INTRODUCTORY. 

SOMB GHiNERAL OBSERVATIONS. 

4. In addressing ourselves to the subject matter of our inquiry 
we desire to make So few general observations by way of preface. 
It would be difficult to conceive So more far-reaching investiga.
tion than that upon which we have been asked to embark, for the 
problems of finance underlie the whole field of human activities. 
Merely to deal in the abstract with the technique of the existing 
finan~ial system, domestic and international, without relatjng it 
to the actual economic circumstances of the moment, would serve 
little purpose. If our inquiry is to render any public service we 
have to concern ourselves, as indeed our terms of reference exhort 
us to do, with practical matters. But this at once leads us into 
'highly controversial regions. No doubt the duty of the members 
of such a Committee as ours is to approach their task entirely 
dispassiona.tely, but when the problems confronting them are 
found to be intimately related to the political and economic 
topics of the day, on which convictions and pre-posBeBBions, 
in some cases already publicly expressed, are ardently 
entertained, the roles of judge and advocate are apt to become con
fused and the difficulty of reaching conclusions acceptable to all 
becomes manifest. 

5. Another difficulty besetting our task has been due to the 
complexity, not to say mystery, in which the problems of finance 
are involved. Every citizen is dimly aware that in BOme way his 
da.ily business is affected by the operations of the monetary system 
but he is quite unable to appreciate how it is so dected. It is no 
exaggeration to say that to the vast majority even of intelligent 
people the principles of finance and the theory of money are a 
closed book. When we turn to the experts for enlightenment we 
find that they fall into two classes. On the one hand we have those 
who are engaged 'in the practical business of banking and finance 
and daily operate the elaborate system of adjustments of which 
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the financial mechanism is composed. On the other hand we have 
the theoretical economists who as observers and critics endeavour 
to expound the rationale of that system. Between these two classes 
of experts-the practical financiers and the theoretical political 
economists-a certain antagonism is inevitable. The theorist seeks 
to rationalise the processes which he observes and to construct a 
scientific edifice of principles. The practical man finds in his office 
that he has to deal with a world ruled not by principles but by 
compromises and is impatient of the formulas of the study which he 
generally fails to comprehend. Indeed the epithets" academic," 
" theoretical," .. doctrinaire," commonly applied to the philosophic 
thinker, have acquired a derogatory innuendo in the parlance of a 
nation which prides itself on its practical common sense and has 
an innate distrust of intellectual cleverness. The truth, as usual, 
lies midway. It is as foolish to disregard the analyses and 
generalisations of the scientific observer as it would be to believe 
that the world of finance could be successfully conducted by 
university professors. Each class has its contribution to make and 
it has been our endeavour to extract from the contributions of both 
such guidance as we could. 

6. In view of the generally uninstructed state of the public 
on matters of finance we have from the outset recognised that not 
the least important service we might render would be to act as 
interpreters of the working of the monetary system and to make 
its main principles intelligible to the ordinary mind. Indeed, if 
our recommendations are to commend themselves to the public to 
whom they are addressed, they must be preceded by an intelligent 
appreciation of the problems to be solved. But this is an aspira
tion which we have not found it easy to realise. The subject is 
peculiarly intractable to handle from the popular point of view. 
The economic experts have evolved a highly technical vocabulary 
of their own and in their zeal for precision are distrustful, if not 
derisive, of any attempts to popularise their science. Moreover, 
agreement among the professors of the science is, as we have 
experienced, even harder to find than it generally is among experts 
and in their anxiety to avoid controversy they tend to avoid com
mitting themselves to any definite conclusions. The difficulty of 
exposition really arises from the inherent nature of the subject 
matter. Political economy, like law, is not an exact science. It 
is 'concerned with a realm in which the incalculable elements of 
human psychology play a large part and the interplay of forces is 
extraordinarily complicated, and where, therefore, the exhaustive 
ascertainment of cause and effect is unattainable. But, as will be 
seen in the sequel, we have not been deterred from a.ttempting to 
describe in some detail the nature.of our financial mechanism and 
the method of its working, not indeed seeking to expound its more 
intricate refinements but confining ourselves to a general aecount 
of the system. 
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7. A period of economic depression such as that which the nation 
is now experiencing is a testing time for all our institutions, 
political, social and economic. Systems which in periods of 
prosperity have worked satisfactorily enough may at such times 
be found incapable of sustaining the stresses and strains of adversity 
and may disclose defects hitherto unsuspected. Machinery designed 
to work within a given range may jam when that range is exceeded. 
Moreover, there is a natural tendency on the part of the public to 
seek a scapegoat for any distress which may befall it and preferably 
to attribute that distress to any cause rather than its own short
comings. In the search for a cause which should absolve itself 
from blame the public in the present instance has not been indis
posed to find it in our financial system, none the less readily that 
refutations of the accusation are little likely to be appreciated. 
Accusation is always easy; defence even though well founded is 

J
Often difficult. And what is least understood is apt to be most 

. suspected. It has been our main task to examine the available 
evidence in order to ascertain to what extent, if any, the attribution 
of the present distress to monetary causes is justifiable, and then, 
so far as possible, to suggest remedies for any defects in the system 
we may have discovered. 

8. If there is one characteristic of our times more conspicuous 
than another it is the recent growth among us of a spirit of self
consciousness. In the development of every civilisation there 
comes a stage when reflection awakens. While a nation is in tIle 
making it is so preoccupied with the practical business of gaining 
its livelihood and establishing its position that it has no time to 
bethink itself. Of our own nation pre-eminently it may be said 
that it has attained its great position not by the pursuit of any 
preconceived plan, but by a process of almost haphazard evolu
tion based on trial and error and aided by the practical aptitudes 
and instincts of our race, as well as by certain fortunate accidenta 
in the way of natural resources and geographical position. There 
has lieen little conscious direction of the national activities to 
definite ends. The policy compendiously known as .. laissez 
faire n has prevailed. To this trust in the operation of natura) 
causes we owe the development of our great political, financial 
and social institutions and the amazing growth of our industrial 
activities. But we also owe to it in part many of our deficiencies, 
such as our industrial instability, our social maladjustments, our 
slums. The most distinctive indication of the change of ouClook 
of the goyernment of this country in recent times haa been it. 
growing· preoccupation, irrespective of party, with the manage
ment of the life of the people. A study of the Statute Book will 
show how profoundly the conception of the function of government 
has altered. Parliament find' itself increasingly engaged in legis
lation which has for its conscious aim the regulation of the day
to-day a.1fa.irs of the community and now intervenes in matters 
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formerly thought to be entirely outside its scope. This new orien 
tation has its dangers as well as its merits. Between liberty ani 
government there is an age-long conflict. It is. of vita 
importan.ce that the new policy, while truly promoting liberty b) 
securing better conditions of life for the people of this country 
should not, in its zeal for interference, deprive them of theiJ 
initiative and independence which are the nation's most valuablE 
assets. 

9. The lesson of all this for our present purpose is that in thE 
case of our financial, as in the case of our political and social 
institutions we may well have reached the stage when an 
era of conscious and deliberate management must succeed the era 
of undirected natural evolution. There are, as we shall see, 
already signs that the necessity for such a change of outlook is 
coming to be realised. The foundations of our financial system are 
being re-examined. Dogmas hitherto regarded as canonical are 
being questioned. The feeling is growing that our former easy
going ways will no longer ensure our prosperity in a crowded 
and increasingly competitive world. We are, indeed, at the part
ing of the ways and our future depends on whether we choose the 
right way. Hence the need for a careful study of the economic 
map. We must now choose our path deliberately and consciously. 
In other words we stand in need as never before of a definite 
national policy in our financial dispositions. 

10. But the same admonition applies here as in the case of our 
political and social management. Financial policy must not be 
so imposed as to thwart the energies of enterprise. It should 
rather be so devised as to assist and give the freest play to those 
qualities which have won for us the premier financial position in 
the world. We have to deal with a system of peculiar delicacy. 
In no department of our affairs is caution more necessary, for the 
consequences of a false step may be incalculable. But the need 
for courage is no less than the need for caution. 

11. An important thing to bear in mind is that financial policy 
can only be carried into effect by th~se whose bu~ness it is: ~e 
have in this country a great financlal and banking orgarusatIOn 
with great experience and great traditions. It is through and with 
that organisation that we have to work, for they alone are the 
repositories of the skill and knowledge and they alone ~ssess ~he 
equipment necessary for the management of our ~anClal alIaus. 
Their views and opinions, however they may faJl to commend 
themselves to enthusiastic reformers, are factors to be reckoned 
with just as much as the views and opinions of tra~e UDion~ ?ave 
to be reckoned with on questions of wages and working conditIOns. 
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J THE ECONOMIC SITUATION. 

As it existed at the time of the Committee's appointment and as it 
has since defJeloped. 

12. We recognise that the present inquiry was instituted in con
sequence of the abnormal industrial depression and extensive un
employment prevailing at the time of our appointment, and in the 
hope that we might be able, as the result of our examination of the 
financial aspect of the problems involved, to devise if not remedies 
at least aids to recovery. The situation in the closing months of 
1929 was already sufficiently grave. But the difficulties with which 
we were then faced were to a great extent peculiar to this country 
and were not shared by the world at large. Since the date of 
our appointment, however, the position has changed both in kind 
and in degree, and there have supervened upon our domestic diffi
culties grave disturbances of the economic world as a whole. This 
change of circumstances has necessarily altered the focus of our 
inquiry, as the domestic problem has tended to be overshadowed 
by the international situation. Nevertheless, however much we 
may attribute the aggravation of our industrial depression and 
unemployment to what it has now become popular to call .. world 
causes," there remain in the background those domestic causes 
which at the time of our appointment had already brought about 
the grave result of over a million unemployed and which, if not 
remedied, will continue to operate in our own case even if those 
.. world causes " are redressed. 

13. If we turn first to the position existing when we were 
appointed, we apprehend that the tendency then, and since, to 
attribute the prevalent distress to monetary policy was largely due 
to an impression that the return of this country to the gold 
standard in April, 1925-itself one of the turning points in the 
post-war economic history of the world-had impeded instead of 
promoting our economic recovery from the consequences of the 
War, and to a suspicion that there had been a. failure to utilise 
to the full such opportunities to expand credit as were still avail
able notwithstanding the unchallengeable fact that our standard 
of value had once again become an international one. Not only 
was the adequacy of the volume of credit created called in quee
tion,but the efficacy of the means of its distribution was also 
the subject of adverse discussion. It may, indeed, be said that 
at no time since the termination of the historic disputes which 
followed the Napoleonic Wars and which led to the passing of the 
Bank Act· of 1844 has the monetary organisation of our country 
been the subject of so much criticism as in recent times. 

14. Apart from the development of this critical attitude, the 
economic position of this country during the five years succeeding 
the return to the gold standard was such as of itself to render 
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indiapenao.bltl an examination of the facts and forL'tls at work. We 
are fllr from suggesting that equilibrium had betln attu.illed before 
the returu to the golJ standru'u was effected. Indeed in thtl lu.st 
year preceding that step. with an insured population betwecn tilt) 
ages of 16 and 64 of some 11.1 millions, unemployment neVtlr fell 
below a million and for the greater plU·t of the yetu' dl'ct'dt'd 
10 per cent., while during the nve sucl'eeding Ytlars to the end of 
19:.m the volume of unemployment showed no suul:ltllntio.l 
liiminution. However caused, the ex.istence in our rnilist 
of this great mass of unemployed persons profoundly uistlll'bed 
the publio mind, representing, as it docs. a form of economic 
waste by its very nll.ture irrel'Ovemble. If the lIl't output 
per worker be taken as in the ntlighbolll'hooli of £~OO 
per o.nnum, the national 10000s from the unemployment of a 
million men over a period of five years may be estimuted a.t a 
thousand million pounds. But this was not the only ularming 
phenomenon. Our export tru,de. although 110t complt,t,ely stl1gnunt, 
fl\iled. even after making all allowl1nce for chunging pril'o ItJvt.,ls, 
to maintain its progress nnd lost ground in l'Omparison with our 
l'olllptltitol's; the wholesale price index showed 1\ nmtillulllly falling 
trend; and the Bank of Englund found itstlif fl't'qut'ntly resisting 
1\ tendency to lose gold. Melultime our populatioll continued to 
iucrent'e. taxation wns mnintained nt n I(\vel higher thnn in any otill'r 
country. the national expenditure. with the con8eqllt'nt bmdl'1I on 
industry. was being constantly added to by the polil'Y of s\ll'l't'~sive 
governments. and ns 1\ result of the fall in the pril'e of imporb; the 
gt'nernl standard of consumption remniMd sub~tlll\tinlly unnlTedtld 
notwithstanding the economic depression. 

15. These features of ,the period immt'dintely preceding our appoint
ment were suffil'it'lltly ominous to cause grave anxit.'ty among thosl' 
who apprecinted their tendency. But it so hnppt'l\ed thnt our 
appointment coincided in point of time with the beginning of 1\ 

series of further tleonomil' events of an unprecedented ('hartl.cter, 
Il'ading to 1\ state of world depre~sion w hirh shows n t this moment 
fl,\\' signs of coming to an end. It will snlliet' here to sumnmrise 
these occurrences under the following mnin 1h'!Ids:-

J (i) The heavy and rnpid fnll in whol(,8alo pl'ices IIrrel~ting 
all ('Ountries nJike. Within 15 months from June. HI2\). ,vhole
snlll pril'l's fell 13 pel' «'nt. in the Unitcd Stlltes. 15 per <.'t'nt. 
in the United Kingdom. 14 pl'r cent. in Fl'llllee. {) per cent. 
in Germnny, 11 per cent, in Itnly. 15 per (.'ent. in Allstrnlill. 
11 per cent. in Canada. and go per ct'nt. in British In~il\. 

(ii) The genernJ spread of unemploymt'nt to nearly all tht' 
otht'r countries of the world. In three countries alone. Gre~t 
Britain, Germo.ny lind ,the United States. there were at tht' 
tina of 1930 probably from twelve to fourteen million rel'sons 
wholly or partly unemployed. 
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(iii) The diminution of international long-term lending which 
may be regarded as partly a. cause and partly an effect of 
the visible deterioration in the position of the ra.w ma.terial 
producing countries. Intera.cting with the fall in wholesale 
prices this has sharpened the severity of the crieis through 
which tthe debtor nations have been passing. 

(iv) The abandonment of the gold standard in one country 
after another, e.g., Australia and Argentina, following npon 
the financial crisis, with the result of increasing the unwilling
ness to lend to those countries. 

(v) The restriction of the process of investment, and conse
quently of enterprise, due to depreciation of aecuritiel and 
tIie uncertainty of the outlook, which has had the effect of 
causing resources to be held as far as possible in liquid form. 

These events have been accompanied in many countries by seriou. 
political and social unrest which haa in turn aggravated the crisis 
by diminishing their credit and deterring lenders. They have 
been unfolding themselves throughout the period of our meetings 
and we refer to them here only for the purpose of showitlg the 
far-reaching character of the phenomena with which we have been 
confronted and the complexity of the situation with which we 
have had ,to deal. We shall, of course, return to & detailed exam
ination of them in subsequent chapters. 

16. Not the least difficult part of our task has been to endeavour 
lo ascertain how far the crisis ~hrough which we are passing is 
due to monetary causes and how far to other causes. Unfortunately 
there _ are no general principles universally accepted AS to the mode 
in which monetary institutions and activities affect the ecotlomic 
situation, still less as tto the precise degree of their importance 
aa compared with other causes. Indeed we have been presented 
with a. range of opinion which at one end attributed the whole 
trouble to monetary causes and at the other entirely absolved 
them, a. divergence of view no doub-t attributable in part to vary
ing conceptions of what are monetary causes. Among the non
monetary causes ,their relative importance inter ,e is itself a sub
ject of acute controversy upon which it is not necessary for our 
purpose- to pronounce. It may well be, however, tbat in many 
instances the complaints which have been directed against our 
monetary system have been occasioned by the fact that it has 
been asked to perform feats quite beyond its compass. In the 
case of nations, as in'the case of individuals, no financial system, 
however devised, can work miracles nor can it cope with all the 
problems which may be presented to it by an unsound bational 
policy, whether internal or external. The financier is not to blame 
if the politician sets him problems which no financial expedienta 
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cab. solve. If our budgetary position is unsound, and if our 
industries, owing to the level of their costs, or for other reasons, 
are unable successfully to compete, as they used to do, in the 
markets of the world, no management of the terms and quantity 
of credit will be able to maintain our national prosperity. 

17. While !the non-monetary causes which have contributed to 
the present distress, strictly speaking, fall outside the scope of our 
inquiry, we have found it impossible to avoid some discussion of 
them, for it is only by estimating their effect thalli we can arrive 
at some delimitation of the sphere of action of monetary causes 
properly so-called. We have, therefore, attempted in a series of 
chapters to describe and analyse the principal events and forces. 
both monetary and non-monetary, which appear to us to have a. 
direct bearing upon our investigations. 
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. CHAPTER n.-GENERAL CHARACTERISTICS OF 
MONETARY SYSTEMS. 

18. Some common unit of value in terms of which transactions 
can be expressed is necessary, if only as a satisfactory measure for 

. comparing the value of one thing with that of another. With the 

1

9rowth of contractual obligations, involving the conception of 
defeITed payments, a time element was imported into transactions 
which rendered it even more essential to have a common unit of 
value as the basis on which to fix the amount of payments to be 
made at a postponed date. When a community, in order to meet 
this requirement, selects a. particular commodity such 80S gold to 
serve as its common denominator of value, or, in other words, as 
its money, that commodity is used not only for the actual settle
ment of debts but is also naturally adopted as the unit for the 
measurement of those debts. It becomes what is termed the money 
of account, e.g., the pound, the dollar, the franc. But the person 
entitled to a. future payment fixed in terms of the money of account 
may find, if there is instability in the purchasing power of money 
due to fluctuationll of pri(:es, that the value of his contractual right 
has, substantially changed when he comes to receive payment. 
The importance of stability in the value of money, that ii, in its 
purchasing power, thus becomes at once apparent if transactions 
are to be entered into with any degree of confidence. 

19. It is important to realise the wide range of contractual 
obligations which are,p.ow affected by fluctuations in the value of 
money. The policy bf modern States has greatly added to their 
number by the institution of social services which all involve future 
payments on a predetermined scale. Old Age Pensions, Insurance 
Allowances and other forms of assistance are all fixed by the 
Legislature in terms of money which, when it comes to be paid. 
may represent something quite different in value from what it 
represented when it was originally prescribed. The growth both 
of joint stock enterprise and of Government debts has also in the 
course of the past century enormously increased the number of 
fixed future money payments. Rights and interests in fact all tend 
to become more and more divorced from the underlying substratum 
of real things and are not merely expressed in terms of money but 
are actually constituted by. the right to receive money payments. 

lItis thus obvious that ,changes in the value of money may give 
rise to important changes in the distribution of the national income. 
We return in Chapter X to some of the difficulties thus occasioned. 

20. The nature of the changes which the monetary system itself 
has been undergoing cannot be better illustrated than by the altera.
tion in the emphasis placed by economic science upon the two 
functions which money is traditionally regarded as fulfilling-the 
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function of a.cting as a. medium of exchange and the function of 
acting as a standard of value, or; as it used to be put, as a common 
denominator of value. Victorian economic theory emphasised the 
first, modern theory emphasises the second, of these functions. 
This is significant of more than a. mere change of academic fashion. 
Whereas in the nineteenth century, the symbols (pound sterling, 
dollar, etc.), which expressed values corresponded to coins actually 
in circulation, this is not often the case in the modern world. 
To an ever-increasing extent, paper representatives of the monetary 
uuit constitute the hand-to-hand currency in circulation. The 
symbolic character of the monetary unit has emerged into the 
foreground while its re)ation to some actual physical material haE 
receded. 

21. Moreover, in the course of the past and the present c~ntury, 
the importance of hand-to-hand currency has been. steadily 
diminishing. Although its absolute amount grew with the trade 
and population of the world, its relative importance as the means 
of settling debts of all kinds at the same time declined. For inter
national payments, even from a very early perio~, metallic ,money 
was little used, and credit instruments in the shape of bills of 
exchange were largely employed in its place. Before the develop
ment of modern banking institutions, indeed, internal remittances 
were largely effected by means of billS, whilst in the course Of the 
eighteenth and nineteenth centuries the bank note and Government 
paper money became increasingly important'. 'But, contempo" 
raneously with the development of pa~r money as a circulating 
medium, there o.lso developed methods of econo~ising cash 'either 
by means of .• giro " transactions in the books of banks established 
for this very purpose at great commercial centres such as Amster
dam, and Hamburg, or by the use of written transferable orders 
on bankers, i.e., cheques drawn against .. running cash," the 
English equivalent of the Continental .. giro" system. In the 
modern world payments are effected by cheques ,or similar means 
to a far greater extent than by cash, though the extent ,to which' 
substitutes for cash are employed varies in different countries; 
Thus'the mass of purchasing power in a. modern community is still 
further removed from the physical objects with which it is linked 
through the monetary unit. 

, 22. The devices mentioned above are very important in that 
they have given great elasticity to the volume of purchasing power. 
When the reserves of' purchasing power of each, individual were 
held separately in the shape of current coin, what amounted in 
the aggregate to a large, amount of money was necessarily with
held from active use. tInder modern banking 'conditions, such 
reserves 'are entrusted to the banks, and it is the function of the 
banker to employ ingranting,Joans the amounts which experience 
teaches hiin are not likely to' be demanded immediately by their 
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owners. If no additional in-payments were made by customers 
and there were 'no withdrawals in cash, the volume of deposits 
of a single banker would fluctuate only with the volume of the 
loans he himself made, and the limit of his loans would therefore 
be fixed by the size of the cash reserve he deemed it necessary 
to keep. When the lending powers of the banking system as 
a whole are being considered, however, allowance has to be made 
for the circumstance that individual banks lose cash, not only to 
their customers, in consequence of demands over the counter for 
wage and other payments usually made in that form, but to one 
another, if the cheques drawn on them by their customers in 
favour of customers of other banks are in excess()f the cheques 
drawn on other banks in favour of their customers. The cash 
reserves of the banks take the form largely of deposits at the 
Central Bank, and if the different banks make a point of maiJ;l
taining a constant ratio between their deposits and their cash 
reserves (what.ever that ratio may be) then the additional lending 
capacity of a single bank, due to a greater proportion of the aggre
gate cash reserves passing to it in consequence of favourable clear
ing balances, will be offset by the smaller lending capacity of all 
those banks which have been losing cash to it through the clearing. 
If, however, the aggregate of cash reserves is increased, or if all 
the banks together decide to reduce the proportion of their cash 
reserves simUltaneously, increased lending will thereby be made 
possible; though the additional loans thereby justified will only 
assume their ultimate form gradually. An increase in the deposits 
of a single bank, accompanied by an increase in its cash reserve 
due to gold imports or to an increase in the volume of bankers' 
cash through credit operations of the Central Bank designed to 
have this effect, will, in the first instance, lead, through adverse 
clearing house balances, to part of the additional reserve passing 
iIito the hands of other banks. As they in turn expand their loans, 
again part of the additional reserves which they have previously 
gained will pass over to other banks, until, in the end, the increased 
reserves are spread over the system as a whole, lIupporting a 
larger volume of loans and deposits. Again, a single bank which 
voluntarily lowers the proportion of its reserve to its deposits, will 
impart an upward movement to the volume of credit by not restrict
ing credit as it loses cash .t.hrough the operations of the clearing. 
The volume of bankers' loans is elastic, and so therefore is the 
mass of purchasing, power, but there is a. time lag involved before 
the facto.!swhich lead to an expansion exercise their full influence. 

23. The banking system thus forms the vital link between the 
two aspects of the complex structure with which we have to deal. 
For it relate~ the problems of the price level with the problema 
of finance, since the price level is undoubtedly influenced by the 



mass of purchasing power which the banking system creates and • 
controls, and by the structure of credit which it builds upon the I 

ba.sis of available supplies of gold. Thus, questions relating to . 
the volume of purchasing power and questions relating to the 
distribution of purchasing power find a common focus in the 
banking system. 

24. If ,the money income of the community were constan~ in 
amount, stability of individual prices would be assured only if 
all goods and services were being produced in forms exactly corre
sponding to the way in which the owners of income were dispos
ing of this income. Even the stability of average prices would 
imply equilibrium between consumers' goods and the instrumental 
goods necessary for their production. But in addition to these 
factors affecting the stability of prices, the money-income of the 
community is itself a variable quantity. If Governments pursue an 
inflationary policy, i.e., meet expenditure not out of revenue or 
loans, but by the issue of paper money; or if there is an increased 
output of gold from the mines, adding to the incomes of gold 
producers and to the lending powers of the banking system; or 
if, finally, the banks pursue an easier credit policy and lend more 
freely to the business community, forces are set in motion increas
ing profits and wages, and therefore ,the poss~bility of additional 
spending arises. The effects upon the price level are complicated 
by the fact that the distribution of money-incomes may be altered 
and the rapidity with which they are spent. Thus, apart from an 
absolute rise in the price level, relative prices may be distorted and 
a new direction given to the mechanism of production. In short, 
an expansion of credit and of currency, however arising, has a 
complex effect upon the price level. 

25. The characteristic modern feature of great banks of deposit, 
investing their funds largely in short-dated commercial loans is 
historically recent. Before joint stock banking arose the field was 
already occupied (i) by the private banker, dealing in international 
bills of exchange, handling bullion and foreign exchange trans
actions, and issuing Government and other loans to the public, 
the predecessor of the modern "merchant banking" firms; 
(ii) by institutions created with special powers and privileges 
granted in return for loans to Government, the prototypes of our 
modern Central Banks; (iii) by the old country banks mostly 
possessing the right of note issue; and (iv) in certain countries by 
special banks intended to facilitate mercantile transactions in an age 
of great curren9Y disorganisation, the" giro" banks of the great 
commercial cities. It was not until !the middle of the last century 
that jQi'nt stock organisations for deposit banking, discounting, ·or 
the handling of securities began to come into existence. 
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26. But underneath the diversity of functions assigned to thl 
various clas.ses of financial institutions, there may be discernec 
certaih general features which may be summarised as follows :-

(i) Every advanced financial organisation possesses a. marke 
in which funds available only for very short periods are len 
out. This is designated the call-loan market. The immediate 
effect of an increase in ,the supply of credit is usually an in 
creased flow of funds to this market, whether, as in NeVI 
York, it iii primarily associated with the Stock Exchange, 01 

whether, as in London, it is primarily associated with thE 
market in bills of exchange, i.e., the discount market. 

(ii) Every organised system possesses a. market in whicl 
the supply of and the demand for short-period loans il 
balanced. To bring short-period lending into relation witi 
short-period demands for acCommodation is the primary fune· 
tion of commercial banks. 

(iii) Every organised system includes a market for t.hE 
adjustment of the supply of and the demand for new long· 
period capital. This is the capital market in the ordinar) 
seris·e of the term, which prepares and offers new securities tc 
those seeking opportunities for investment. 

(iv) In addition, and as an inevitable accompaniment of thE 
capital market, there must be an organisation capable oj 
transferring ownership rights in already existing securities. 
This organisadiion is the Stock Exchange. 

(v) There are usually special organisations dealing with the 
supply of savings of a. special character, or linking up the 
flow of savings with the demand for savings for special pur· 
poses. Into this category fall the insurance companies~ the 
savings banks, agricultural mortgage banks and other analogous 
inst~tutions. 

27. If the multifarious character of these functions, and of the 
agencies which perform them, is borne in mind the question of 
co-ordinatioh naturally arises. How is it possible to attain 
equilibrium between forces of 80 diverse a character? In the first 
instance, of course, equililbrium is attained, as in every market, 
through the medium of rate or price; if the whole system is in 
equilibrium, then there will be a definite relationship between the 
rates of interest or the ·price of loans in every one of these markets, 
and between these rates. and the expected return on long-period 
capital. Moreover, since the financial structure of every country 
influences, and is influenced by, the financial structure of other 
countries, the whole system of money markets will be in a posi
tion of mutually determined equilibrium. Since under an inter
national gold standard international prices tend to a common level; 
since, further,price movements are influenced by events in the 
money markets, and the money market is influenced by price 
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movements, a self-determining equilibrium of all the factors, 
national and international, is attainable, given a sufficiently long 
period of time, and the absence of disturbing causes. Thus 
variations in ,the rate of interest charged appear to be the appro
priate instrument to bring about harmony. 

28. Considerations such as these lay at the back of the long
drawn controversies between the supporters and opponents of what 
used to be called " Free Trade in Banking " in the middle of the 
nineteenth century. By that time, however, it had already become 
clear that there resided in the financial structure a tendency not only 
to harmony but also to disharmony. The necessity for some agency, 
capable of acting as a brake upon the system, was gradually 
recognised. The institution called upon to keep the financial 
structure upon an even keel is the Central Bank: in this country 
the Bank of England. Historically the principles of (lentral bank
ing were established empirically long before they received 
theoretical formulation. That there is a distinction between the 
code of behaviour appropriate to a commercial bank and that appro
priate to a Central Bank was recognised as early as 1797, was a 
bone of contention between practical authorities for nearly three
quarters of a. century thereafter, and was finally established with 
unanswerable brilliance and cogency by Walt.er Bagehot in 1873. 
We mention this long struggle to show how recent, ev~n _ in the 
case of Great Britain, is the full realisation of a.ll that is involved 
in the theory of central 6anking. 

Functions of a Central Bank. 
29. Since freedom of issue of paper money may easily, under 

the stimulus of the desire to make profit, lead each issuer to expand 
until the total amount in circulation is inconsistent with the 
retention of a sufficient reserve of gold, it is clear that the Central 
Bank should possess a monopoly of note issue, and this is indeed 
the almost universal practice of the modern world. But this does 
not of itself secure to the Central Bank control over the volume of 
credit, the modern substitute for hand-to-hand currency. This 
came about in our country through the following causes. It is to 
the interest of every commercial banker that, in the short run, his 
reserves should be as small as possible consistently with safety. 
It is equally to the advantage of each banker that there should 
be one institution carrying a large reserve available for the use of 
all in moments of emergency, provided that this institution is 
willing to utilise its reserve for tho common safety when the 
emergency does arise. Hence the one-reserve system, the founda
tion of all cen~ral banking practice, arose in--this country to meet 
a practical need and found its organ in tbe Bankof England. The 
immense importance of tbis system bas had to be recognised, .in 
newer areas in which commercial banks preceded the institution 
of central banking, by the system of compulsory reserve-deposits 
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at the Central Bank. Once the commercial banks of a country hold 
their reserves in the shape of deposits at the Central Bank, the 
possibility.of control by the Central Bank arises. For an expansion 
of credit by the Central Bank has the effect of increasing the 
reserve-deposits of the commercial banks at the Central Bank, and 
a restriction of credit by the Central Bank decredses these reserve
deposits. In the first case the commercial banks can expand, in 
the second they are sooner or later forced to contract, their own 
loans. These results follow whether or not the expansion or con
traction of credit is effected by the Central Bank through opera
tions in the money market, or through operations ill connection 
with the commercial banks themselves, i.e., whether the Ctlotral 
Bank acts by means of .. open market operations" 01' by menns 
of •• re-discounting " for the commercial banks. 

30. The C~ntral Bank should, therefore, posse3S four rights: the 
) right of note issue, the right to hold the reserves of the commercial 
banks, the right to buy and sell securities, and the right to dis
count. In return, it must so manage its operations as to be able 
at all times to meet the demands which may be made upon it, 
that is, it must be able to safeguard its cash reserve . 

. In practice the tasks which have been imposed upon the Central 
Bank make it imperative that it should hold the account of the 
Government, for the financial operations of Government are con
ducted on a scale so great as seriously to derange the money market 
unless special measures are taken to counteract the inconveniences 
which result from the inflow of revenue or the temporary easiness 
which results from interest and dividend payments. This task 
ought to devolve upon the Central Bank in virtue of its general 
function as guardian of the monE'Y market, and does in fact devolve 
upon it when it carries the Government account. 

3!. It follows that the functions of a Central Bank and the 
obligations resting upon it are of a. very specia.l charaoter, calling 
for skill, experience and judgment of a kind different from those 
which must· be possessed by commercial bankers. No banker can 
neglect the rules of prudence and of safety, but the object of a 
commercial banker is to make a profit. The situation of the Central 
Bank is such that it must often undertake operations which are not 
only not profitable, but result in losses. Its aim must be the safety 
of the financial system and the economic welfare of the country. 

32. These differences of standpoint and function are reflected not 
only in the powers, but also in the constitution, of the Central 
Bank. The frame-work of its scheme of government, the general 
powers conferred upon it, as well as the standards to which, in ~he 
exercise of its powers, it is expected to work, are usually embodied 
in legislation, which in addition to setting a t~e limit. to .the 
privileges. conferred upon the Bank, normally subjects the mstltu
tion to some special limitation upon the disposition of its profits, 
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either by directing that they shall be used in specified ways, or by 
limiting ,the total -amount which may be distributed, or by 
combining directions such as these with appropriation of profits in 
I'art by the b~ate. 

33. In the sphere of Central Bank legislation two tendencies may 
be observed. The first concerns the degree of elaboration of the 
constitutional code by which the Bank is to be governed. 'rhere 
are what may be called the British and ,the Continental traditions 
in these matters: the first leaving the Bank much more free to 
develop its constitution in accordance with changing circumstance, 
and limiting the degree of State interference to a minimum: the 
second regulating machinery in detail, emphasising the subordina
tion of the Bank to the organs of the State, and admitting some, 
in certain cases much, State participRltion in the affairs of the Bank 
itself. Such detailed regulation is explicable in many cases on the 
ground that the Bank has been set up in an environment generally 
favourable to State paternalism or under circumstances, such as a 
disorganisation of the currency, which made detailed regulation 
appear advisable. Nevertheless, rational consideration of the! 
problem will show that a Central Bank which is able to adjust it-: 
self to new necessities and exigencies without requiring an amend-, 
ment of its constitution or powers on every occasion when innova
tion is considered desirable possesses the inherent advantages which. 
an elastic structure has over a rigid one. 

34. The other tendency to which allusion must be made refers 
to the reserve requirements of modern Central Banks. In the 
earlier bank constitutions, in so far as a statutory cash reserve was 
provided for, it was against the volume of the note issue that the 
reserve was to be held. The magnitude of the reserve was either 
to be the same as the outstanding volume of notes (subject to a 
~ertain minimum of notes which need not be covered) or was to be a 
certain minimum percentage of the notes outstanding, whilst the 
reserve itself was to be composed of gold bar or gold coin aotually 
in vault. The deposits of the Central Bank were not subject to 
regulation. Contrasting the present with the former situation, we 
note some significant differences: (i) whilst the tendency to insist 
upon a minimum ratio (generally 35 per cent. or 40 per cent.) still 
exists, there is a tendency to assimilate deposits to notes for reserve 
purposes, (ii) the reserve need no longer consist exclusively of gold 
bar or gold coin in vault, but may consist, to a greater or less 
extent, also of gold bars or coins ear-marked and held at some 
other Central Bank and of foreign bills of exchange or bank 
deposits, payat>le in gold or held in some country upon a gold 
standard, (iii) where notes and deposits are statutorily convertible 
upon demand, the Central Bank is no longer obliged to meet these 
demands in gold coin, but in gold bars or foreign exchange, and in 
minimum amounts sufficiently large to prevent a frivolous use being 
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made of the power of oonversion. The effect of these mealiures may 
be shortly summed up. In 80 far as notes and deposits have both 
to be protected by a statutory reserve, the net amount of reserve 
to be kept increases. In so far as substitutes for gold, instead of 
gold itself, can be kept in reserve, the net demand for gold for 
reserve purposes can diminish if Central Banks in practice make 
full use of the opportunities of the reserve regulations. Finally. 
experience has shown that, where & Central Bank is required to 
maintain its re~rves at & certain minimum percentage figure of its 
outstanding liabilities, the maintenance of such & minimum ratio 
otTers no adequate barrier to & rapid growth of its liabilities in 
periods of expansion, whilst, at the same time, if it is found 
necessary subsequently to oontract credit, the degree of contraction 
required, in order to oomply w~th the law, is greater than would 
bave been the case if no fixed relation between cash reserve and 
liabilities had existed. 'l'hese provisions have therefore an im
portant relation to the question of the economy of gold which we 
discuss elsewhere in our Report. 

CHAPTER III.-THE INTERNATIONAL GOLD STANDARD. 

35. To restore gold Ito its old position as an international 
standard of value was the avowed aim of currency policy for a 
period of six or seven years after the cessation of hostilities. This 
aim was endorsed by two International Conferences, that of 
Brussels (1920) and Genoa (1922). Since the restoration of the gold 
standard the main preoccupation of currency authorities has been 
with the manner in which it has worked and the extent .to which, 
under the cond1tions actually experienced, it has been responsible 
for the present degree of international disequilibrium. 

36. By an international gold standard is to be understood not 
identity of the currency arrangements of aU the oountries com
prising the gold standard group but the possession by all of them 
of one attribute in common, namely that the monetary unit (i.e. 
pound sterling, dollar, franc, mark and 80 on) should possess a 
gold value prescribed by law, or, rather, a gold value within the 
limits of the buying and selling price of gold of the local Central 
Bank. In almost all countries gold ooin has now been withdrawn 
from" circulation and its place taken by paper representatives of the 
gold. The gold price of .the paper representatives of gold is deter
mined by the limits at which the Central Banks will give gold for 
paper, or paper for gold. Thus in Great Britain an ounce of 
standard gold, containing eleven parts of gold to one part of alloy, 
is legally equivalent to £3 17s. 10ld. This is the price at which the 
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Bank of England IIiust sell gold in exchange for its own' notes: the 
minimum price at which it must give its own notes in exchange for 
gold is £3 17s. 9d. 

37. 'J.'he legal determination by each of a 'group of countries of 
the gold equivalent of the monetary unit, though an essential, is 
not the only condition of an effective interna.tional gold standard; 
Something more is necessary; namely, the right freely to import 
gold and to tender it in unlimited quantities to the Central Bank; 
and the converse right, freely and in unlimited quantities, to draw 
gold from the Central Bank and Ito export the gold 80 obtained. 
During and immediately after the War there were countries which, 
though nominally, were not actually, on the gold standard because 
the rights in question did bot exist. Thus in Great Britain, 
although the holder of. Bank of England or of Currency notes was 
legally entitled to obtain gold in exchange for notes, he was, under 
war conditions, unable in practice to expont gold and was later by 
statute prohibited from exporting it except under licence. Again, 
in Sweden, gold importers were bot free to tender gold in unlimited 
quantities to the Central Bank: the Swedish krona therefore 
possessed a value superior to the weight of gold which it nominally 
represented. 

38. The right to demand gold in exchange for local purchasing 
power, or local purchasing power in exchange for gold, is not, 
however, the only guarantee of the effective working of the gold 
standard. It is sufficient if the local currency is exchangeable for 
another currency which is itself convertible into gold. It is possible 
indeed to classify currency systems based upon the gold standard 
by the extent to which the relationship between the local monetary 
unit and gold is proximate or remote. First there are the systems 
in which the monetary unit is itself a gold coin; then come currency 
systems in which conversion takes the form of the exchange by the 
Central Bank of gold bars into local currency or vice versa; more 
remote still is the connection when the conversion right takes the 
form of an exchange of local purchasing power into foreign currency 
which is itself convertible into gold bars or gold coin. Nor is it 
absolutely necessary that the right to convert should be conferred 
by statute; it suffices if the currency authority never refuses to give 
gold or the equivalent at a fixed rate for the local currency, and 
vice versa. 

Primary Objective oj the Gold Standard. 

39. The primary object of the international gold standard is to 
maintain a parity of the foreign exchanges wit~in narrow limits; 
this has the effect of securing a certain measure of correspondence 
in the levels of prices ruling all over the gold standard area. 
Incidentally it provides an objective test of the correspondence of 
local currency policy with that of the rest of the world', whilst 
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under it the currency mechanism itself provides the resources by 
which, in the event of temporary disequilibrium in the relation of 
one currency to another, equilibrium can be restored. But although 
so long as an international gold standard exists, the currency autho
rity of any gold standard country has always a. simple test of the 
effect of its policy constantly before it, the disequilibrium between 
the local currency in relation to the rest of the world leading 
to a loss of gold may be due to deep-seated causes which, if 
not corrected by measures involving a. definite change in values 
in the country iIi question, would result in a permanent drain 
of gold, or alternatively it may be due to a. merely temporary 
deficiency in the balance of payments, not in itself due to deep
seated currency derangements. A sudden check to exports 
due to the failure of a crop in an exporting country, or 
a, sudden weakening of markets in an importing country, or 
pressure on the foreign exchange market due to a demand 
for remittance in consequence of a. rush of new long-term 
issues in the capital market, or the withdrawal of short-term 
balances from a money market in consequence of political unrest in 
the borrowing or lending country, or indeed, in any part of the 
world, are instances in point. What is necessary is the possession 
of some one exportable commodity, the value of which will not fall, 
Le., for which the short-period price is not subject to change. 
Q-old is such a. commodity; so also is the exchange represented by 
a draft on a bank of the creditor country. Gold and foreign 
exchange reserves are easily mobilisable assets which are available 
at moments of emergency, when perhaps nothing else is available. 
Thus, under the inti!rnational gold standard, the currency system 
itself provides the resources by means of which equilibrium can 
be restored, so long as the causes by which disequilibrium has 
been brought about are only temporary in character, and 80 long 
as the international gold standard is itself maintained. 

40. The fact that a state of temporary disequilibrium can be 
adjusted by flows of gold or foreign exchange does not remove from 
the currency authority the necessity of caution and of interpreting 
the situation in the light of its fundamental duty of safeguarding 
the international standard. What appears at first sight to be a 
case of purely temporary disequilibrium may prove to be a symptom 
of a. more deep-seated lack of adjustment. Whilst gold exports 
need not be followed by more drastic remedial measures if the dis
equilibrium is temporary, they are always a. warning both to the 
money market and to the Central Bank itself that further action 
may later be necessary. Thus, whenever gold is lost, the Central 
Bank is provided with an .. automatic " signal of the emergence 
of conditions which may make positive action necessary. The 
ultimate aim-the restoration of the international value of the 
currency-is clear, but the action to be taken, and the precise 
moment at which it should be taken, remain in the sphere of 
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discretion and judgment, in a. word with .. management ". That 
the sphere of •• management " in this sense is wide and responsible 
is beyond doubt. For if the wrong action is taken, the state of 
disequilibrium which the monetary authority designs to COlTect may 
be accentuated or perpetuated. If, in a. state of temporary dis
equilibrium, the monetary authority takes adion resulting in a 
change in the level of values here, a new state of disequilibrium 
may be unnecessarily created. The sense in which the gold 
standard can be said to be automatic is thus very limited; it is 
automatic only as an indicator of the need for action and of the 
end to be achieved. 

Secondary Objectives of the Gold Standard. 

41. It may be considered a secondary object of the international 
gold standard to preserve a reasonable stability of international 
prices. The mere existence of an effective international gold 
standard does not, however, guarantee stability of prices as a whole 
either over space or over time. In the nineteenth century, indeed, 
price movements in different gold standard countries showed a. 
marked tendency to move together, but the absolute level of prices 
showed a considerable degree of long-period instability. And in the 
post-war period the sympathetic movement of prices over space is 
subject to a much greater degree of interference than was the case 
before the War, whilst the trend of prices over time has shown 
a very marked degree of instability. These circumstances call for 
investigation. 

42. If prices are to be kept in approximate equality over space, 
two sets of conditions, which must be present simultaneously, are 
necessary. In the first place, countries which are losing gold must 
be prepared to act on a. policy which will have the effect of lowering 
prices, and countries which are receiving gold must be prepared 
to act on a policy which will have the effect of raising prices. In 
the second place, the economic structure (as distinct from the cur
rency structure) must be sufficiently organic and sufficiently elastic 
to allow these policies to attain their objective. The first condition 
concerns central banking policy: the second limiting condition is 
not a question of monetary policy, but of the actual economic con
ditions in which such policy has to work. In practice, it may 
easily happen that where the first condition is present, the second 
is absent, and vice versa. 

43. The nineteenth century philosophy of the gold standard was 
based on the assumptions that (a) an increase or decrease of gold 
in the vaults of Central Banks would imply respectively a .. cheap" 
or a .. dear" money policy, and (b) that a .. cheap" or a .. dear" 
money policy would affect the entire price structure and the level of 
money-incomes in the country concerned. But, in the modem post
war world, neither of these a.ssumptions is invariably valid. The 
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growth. of the practice of Central Banks, by which gold inflows or 
outflows are offset by the withdrawal or creation of bank credit 
-the movement of gold not being a.llowed to produce any effect 
on monetary conditions--involves not the a.bsence of policy, 
but a. policy inconsistent with the rapid adjustment of relative 
money-incomes and prices. Thus, if at a time when gold flows 

,freely to the United States the Federal Reserve System offsets gold 
imports by sales of securities, thereby preventing credit expansion, 
th~ level. of American money-incomes and prices will not rise. 
If, at the same time, the levels of European money-incomes and 
prices are already higher than international equilibrium justifies, the 
whole burden of re-adjustment will be thrust exclusively on Europe. 
Again, if the level of British costs is out of line with international 
conditions, but gold exports are offset by the creation of fresh 

, credit by the Bank of England, the maladjustment will continue. 
Both the failure of American incomes and prices to rise, and the 
failure of British incomes and prices to fall, may be deliberately 
intended, but in that case a policy of stabilising local values has 
been, implicitly or explicitly, substituted for a policy of maintain
ing a level of values consistent with international equilibrium. 

44 . .Moreover, the effect of the policy of a Central Bank is un-
I certain when the general economic structure is itself rigid, and 

more particularly so when the object of that policy is to reduce the 
price level and the income structure. Pressure can be brought to 
bear upon the users of credit by a restriction of credit or the raising 
of bank rate, but that pressure cannot be directly brought to bear 
upon the costs of production. If the economic structure is rigid, 
then the effect may be to depress wholesale prices but to leave other 
prices unchanged, and the process of restoring incomes and prices 
to an equilibrium level through gold flows and associated bank policy 
may be interrupted or long delayed or even completely obstructed. 

45. The. degree to which the price level remains stable over a 
period of time js again profoundly influenced by policy. If gold 
were the. only form of currency, if there were no alternative uses 
for gold,and if no stocks of gold were held by Central Banks, 
the price level would be directly affected by the habits of the com
munity on the one hand and the output of gold on the other. 
Actually, in the modern world, gold plays in the main only an 

, indirect role in the determination of the price level, because the 
'\CirCUlating media consist overwhelmingly of paper money and bank 
deposits; it is this volume of purchasing power which directly 
jaffects the price level and not the amount of gold which may be 
held in reserve. Gold itself affects the price level mainly through 
the decisions ()f the holders of gold reserves as to the amount of 
purchasing power which they will allow to be outstanding against 
a. given holding of gold. Central Banks and currency authorities as 
a. whole can increase their total reserves only to the extent of the 
new gold supplies available each year for currency purposes. An 
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acute competition for gold in order to increase reserve ratios tends 
to a reduction of the aggregate amount of purchasing power against 
which the gold is held, and to a fall in prices additional to the fall 
which would in any case have taken place if, in a period of falling 
supplies of gold, a rigid relationship between gold supplies and 
additional supplies of purchasing power had been maintained, i.e., 
if reserve ratios had been left unchanged. In a period of expanding 
trade production and population, a decreased gold supply, unless, 
accompanied by a similar movement of reserve ratios, lowers prices. 
If, in addition, certain countries take steps to obtain gold solely for 
the purpose of increasing the ratio of their gold to their liabilities, 
the price level must fall still more. It falls more because the 
countries successful in the struggle do not allow their additional 
supplies of gold to affect their prices, and because the countries 
which are threatened by a loss of gold take steps to resist the loss 
which have the effect of lowering their prices. 

Conditions necessary jor the working oj the Gold Standard. 
46. The international gold standard is intended to subserve the 

general ideal of stability-as regards the relations between curren
cies, and price relationships over space and time-but it does not, 
in and of itself, guarantee that this ideal will be realised. The 
international gold standard can, under appropriate conditions, enable 
both exchange stability and a considerable degree of price stability 
to be attained simultaneously, over a wide area, but, the mere fact 
that the standard is gold, and that it is international, will not 
under all conce}vable conditions and varieties of policy, automatically 
bring about these results .. In othe~ words, there are" rules of the 
game," which, if not observed, will make the standa.rd work with 
undesirable, rather than beneficial, consequences; 

47. It is difficult to define in precise terms what is implied by the 
•• rules of the game." The management of an international 
standard is an art and not a science, and no one would suggest 
that it is possible to draw up a formal code of action, admitting 
of no exceptions and qualifications, adherence to which is obligatory 
on peril of wrecking the whole structure. Much must necessarily 
be left to time and circumstance. Central Banks, in whose hands 
the working of the international gold standard has been vested, 
no doubt largely recognise that in many respects the purely traditional 
and empirical rules by which their conduct was guided in pre-war 
days are no longer adequate as guides of action in present day con
ditions, and we consider that the following principles would be 
generally accepted:- . . 

(i) The international gold standard system involves a common 
agreement as to the ends for which it exists. . 

(ii) It should be an object of policy to secure ,that the inter
national gold standard should bring with it stability of prices 
as well as that it should guarantee stability of exchange. 



(iii) Action by individual Central Banks which, by reper
oussions on the policy of the others, imperils the stability of 
the price level should, as far as possible, be avoided. 

48. The direct influence of Central Banks upon the price level 
is exerted through an alteration of the volume of purchasing power 
brought about by changes in bank rate Of. by variations in the 
volUJDe of assets held by them. But there is also an indirect 
influence exerted 6y Central Banks to which considerable import
ance must be attributed. Ohanges in the level of bank rate affect the 
price, and therefore the yield, of investment securities. In period. 
of low bank rate the price of fixed-interest-bearing securities tends 
to rise, and their yield to fall. The supply of such securities is 
therefore gradually encouraged because the cost of borrowing ia 
lower whilst at the same time the demand for them is increased 
once confidence has returned in any degree. Long-terms funds are 
thereby placed at the disposal of Governments and entrepreneurs 
and the process of rl'lal capital formatioI! is stimulated, with the 
result that a rise of general prices is engendered. It may even be 
held tha.t the indirect effect of easier conditions in the money market 
is more important as an intermediate link in the cl1ain of events 
which leads from acute depression to the gradual restoration of 
confidence than the direct effect of attempting an expansion of 
the volume of purchasing power. FOf a Central Bank has no 
assurance that the net amount of purchasing power in existence will 
in fact be increased by the steps which it may take to that end. 
Its own operations in the market, through purchases of securitie., 
may for instance lead to a repayment to it of loans previously made 
by way of discounts; the net amount of purchasing power would 
then perhaps remain unchanged. The investment market, and 
particularly the international investment market, thus occupieR a 
place of great importance among the agencies determining price 
changes. 

CHAPTER IV.-THE MONETARY SYSTEM OF GREAT 
BRITAIN. 

49. In Chapter II we indicated that the Central Bank of the 
country must possess four rights ;-

(a) the right of note issue; 
(b) the right to hold the reserves of the commercial banks; 
(c) the right to buy and sell securities; and 
(d) the right to discount. 

In giving 8. brief description of the monetary s~stem of this 
country, it is mainly on those rights, and the machmery ~hrough 
which they are exercised, that we shall concentrate. 
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1. THE BANK .oF ENGLAND. 

50. The Bank of England is almost unique as a. Central Bank in 
that it is a private institution practically independent of any form 
of legal control save in regard to its powers of issuing bank notes 
and granting loans to the State. Itl;l foundation in 1694 arose out 
of the difficulties of the Government of the day in securing subscrip
tions to State loans. Its primary purpose was to raise and lend 
money to the State and in consideration of this service it received 
under its Charter and various Acts of Parliament, certain privileges 
of issuing bank notes. The corporation commenced .,with an 
assured life of twelve years after which the Government had the 
right to annul its Charter on giving one year's notice. Subsequent 
extensions of this period coincided generally with the grant of 
additional loans to the State. Finally by the Bank Act of 1844 the 
privileges of the BanK were continued subject to termination by 
twelve months' notice and subject to the repayment of the debt 
amounting to £11,015,100 due to the Bank by the State. 

51. Apart from statutory provisions regulating the issue of notes, 
the grant of loans to the State and the publication of a weekly 
account, Sir Ernest Harvey informed us that "the Bank of 
England is practically free to do whatever it likes with one excep
tion . . . . There is only one real prohibition that is imposed 
upon the Bank, and that is in the Tonnage Act of 1694, which 
says ,that in order not to oppress His Majesty's subjects the Bank 
is to be debarred for all time from using any of its funds in dealing 
in merchandise or wares of any description." (Q. 62). "The re
strictions, so far as there are restrictions, under which the Bank 
works in its operations are restrictions whieh the Bank has imposed 
upon itself and which, of course, it has the power to alter." (Q. 71). 

The Note Issue. 

52. For many years subsequent to 1694, the Bank of England 
remained the sale banking institution in England and Wales with 
more than six partners possessing the legal right to issue notes. 
The Bank gradually acquired an effective (though not a legal) 
monopoly of the note issue in London, and through its relations 
with Government, a. privileged position in conducting deposit 
banking . Not until 1826 was legislation passed permitting the 
formation of other banks of issue with more than six partners, but 
this relaxation was subject to the restriction that such banks should 
not be established, or issue notes, within a distance of 65 miles from 
London. In 1833 the notes of the Bank of England were given the 
status of legal tender: by the same Act it was declared that com
panies, althougli consisting of more than six persons, might carry 
on the business of banking in London and the surrounding area, bu, 
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such com~anies were debarred from issuing notes payable on de
mand. Fmally the· Bank Act of 1844 for the first time brought 
the note-issuing powers of all banks under complete legal control. 

53. Under the Act of 1844 it was provided that the issue of notes 
by the Bank of England should be kept wholly distinct from the 
banking business of the Bank. The amount of notes allowed to be 
issued was fixed at £14 millions to be covered by securities (i.e., 
the fiduciary issue), and such further amount· as might be covered 
by gold coin, gold bullion, or, to a limited extent, silver bullion. 
At the same time the powers of note issue of the country banks 
were restricted to those banks already possessing the right of issue, 
and the volume of notes which they might issue was limited to the 
a.verage amount actually in circulatio~ over a stated period of twelve 
weeks. Further, it was provided that the right of issue possessed 
by those banks should lapse in certain contingencies, such as amal~ 
gamationwith a non-issuing joint stock bank or an increase in the 
number of partners above six. Upon such Ii. lapSe the Bank of 
England was entitled to increase its fiduciary issue by two-thirds of 
the amount of the lapsed issue. By 1921 the whole of the private 
issdes had in fact lapsed with the result tthat the fiduciary issue of 
the Bank of England was eventually (in 1923) raised to 
£19,750,000. 

54. In connection with the separation of the note issue business 
from the banking business, the Act of 1844 directed that there 
should be transferred, appropriated and set apart to the Issue De
partment securities to the value of £14 millions (of which the debt 
due by the State to the Bank was to be deemed a part) and 80 much 
of the gold coin and gold and silver bullion then held by the Bank 
as was not required by the Banking Department. 'Ihe Issue De
partment was required to deliver to the Banking Department such 
an amount of Bank of England notes as, together with bank notes 
then in circulation, was equal to the aggregate amount of securi
ties, coin and bullion transferred, and the whole of the note iBBue 
was deemed to be issued on the credit of the securities, coin and 
bullion 80 appropriated and set apart to the Issue Department_ 
Apart from the minor provisions regarding the lapsing" of private 
issues, the Bank had thus no power to increase the volume of n~tes 
in any way but by the acquisition of further gold. In emergencIes, 
when the demand fot; cash exceeded the Bank's powers of payment, 
the course which was adopted was for the Prime Minister and the 
Chancellor of the Exchequer to communicate with the Bank prom
ising to lay proposals before Parliament for .authorising an excess 
note issue should the Bank lind it necessary to go beyond the statu
tory limits of issue. 

55. The currency in circulation and in bank reserves thus con
sisted) except for the fiduciary issue of the Ba.nk of England and 
the issues of the private and country joint stock banks in England, 
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together with those of certain Scottish and Irish banks of issue 
(which were not legal tender), entirely of gold and subsidiary 
coin or of notes backed by gold. Thus legal tender currency 
could only be increased by the acquisition of additional gold. In 
the early stages after 1844 the use for the settlement of trans
actions of means of payment other than legal tender currency 
was relatively limited, but the rapid growth of the joint stock 
banking system led to the development of the cheque drawn against 
sums deposited in, or loans granted by, a joint stock bank. The 
mechanism under which those banks made credit available to 
customers and the limitations on the volume created will be 
described later; it is sufficient here to indicate that the use of the 
cheque introduced into the monetary system the possibility of 
greatly expanding the amount of the country's purchasing media, 
legaJ tender currency being required in the main only for the pay
ment of wages and retail transactions, for pocket money, and for 
such part of the joint stock banks' cash reserves as they hold in 
their own custody. 

56. During the War the Currency and Bank Notes Act of 1914 
authorised the issue of Bank of England notes in excess of the 
limits fixea 6y law to such extent as might be temporarily autho
rised by the Treasury and subject to any conditions attached to 
that authority. But the important change in practice was that 
during the War and for ten years afterwards currency notes for 
£1 and lOs. were issued by the 'Ireasury, the amount and manner 
of the issues being entirely within the discretion of that depart
ment. 

57. It is unnecessary to trace here the processes by which ouring 
the War both the deposits in the joint st<>ek banks and the currency 
note issue were greatly expanded; these matters are dealt with 
in the Report of the Cunliffe Committee which enquired into Cur
rency and Foreign Exchanges after the War (Cd. 9182 of 1918). So 
far as concerns the note issue that Committee considered it to be 
imperative that the issue of fiduciary notes should, as soon as 
practicable, be once more limited by law, and the currency notes 
and Bank of England notes amalgamated 'into a single Bank of 
England issue. They favoured the principle of a fixed fiduciary 
issue embodied in the Act of 1844, subject to the continuance of the 
provisions of the Act of 1914, under which the Bank of England 
could, with the consent of the Treasury, temporarily iSRue notes in 
excess of the statutory limit. 

58. As regards the amount of the fiduciary issue the Cunliffe \ 
Committee recommended thlllt, as a temporary expedient, pending i 

final arrangements, the actual maximum fiduciary circulation in any i 

year should become the legal maximum for the following year. \ 
The Committee considered that without further experience it would 
be dangerous to lay down a precise figure for the fiduciary issue and 
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recommended a review of the position when the foreign exchanges 
had been working normally for a period of at least a year on the 
basis of a. minimum gold reserve of £150 millions. '!'hese re
commendations were accepted generally by successive Governments, 
and following the report of the Committee on the Currency and 
Bank of England Note Issues, 1925, there was enacted the Cur
rency and Bank Notes Act, 1928, whereby the note issues were 
amalgamated as one issue under ,the control of the Bank of England. 
By this Act the new fiduciary issue was fixed at £260 millions, 
this figure being approximately the amount of the actual maximum 
fiduciary issue of Bank of, England and Treasury notes for 1927, 
subject to a small deduction in respect of the circulation in the 
Irish Free State which was being replaced by a. Free State issue 
of notes. . 

59. While the Act of 1928 ma.intained the principle of the fixed 
fiduciary issue of the 1844 Act, it at the same time gave power to 
the Treasury, on the application of the Bank of England, to assent 
to an increase or reduction of the amount of the fiduciary issue, 
subject, in the case of an increase, to the conditions that any such 
authority (i) should run for a. period not exceeding 6 months and 
(ii) might be renewed or varied on the representation of the Bank 
but not so as to remain in force (with or without variation) for 
more than two years without the sanction of Parliament. Any 
authority for an increase of the fiduciary issue was directed to be' 
laid before Parlia.ment. 

60. The eight Scottish joint stock banks still possess powers of 
note issue. They may issue notes pound for pound against legal 
,tender cover held at two approved offices or held by the Bank of 
.England on their account, and in addition each bank has a fiduciary 
issue of fixed amouDtt. The total authorised fiduciary circulation 
for the Scottish banks is £2,676,350 while the average 
circulation is usually somewhat over £20,000,000. A similar 
position exists in regard to certain banks in Nor,thern 
Ireland for which the fiduciary circulation was fixed by the Bankers 
(Northern Ireland) Act, 1928, at £1,634,000 (subject Ito a period for 
the reduction of the previously existing fiduciary issues to that 
level). We were informed by Sir Ernest Harvey that at the time 
of his evidence (November, 1929) the average amount of Bank of 
England notes set aside as cover to the note issues of banks in 
Scotland and Northern Ireland was about £24,500,000 (Q. 132). 

61. Apart from these small issues, the Bank of England is at 
the present time the sole note issuing authority of the country, 
subject to the legal requirement that notes in excess of £260 
millions require to be covered pound for pound by gold. Against 
the fiduciary issue the Bank is required to hold securities to an 
amount sufficient in value to cover itt. These securities may in
clude silver coin to an amount not exceeding £51 millions; apart 
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from this, they are interest-bearing securities. From the income 
yielded by the securities held against ,the fiduciary issue there have 
to be met the expenses of printing, issuing and cancelling notes 
and the general expenses of management; the amount of the net 
profit, ascertained in such manner as may be agreed between the 
Bank and the Treasury, is payable -to the Treasury as public 
revenue. In practice this allows for the appreciation or depreciation 
of the values of the securities held. The nature of the securities 
held by !the Issue Department is left to the decision of the Bank of 
England. 

62. The Act of 1928, although it greatly enlarged the amount of 
the Bank of England's fiduciary issue; and imported a measure of 
elasticity into the issue through the power conferred on the Treasury 
to authorise a temporary increase in the fiduciary issue, confirmed 
as a normal arrangement the essential provision of the Act of 1844 
by which variations in the amount of the note issue depend upon 
the stock of gold held by the Bank, the amount being increased or 
decreased as gold flows in or flows oult. Practically all the gold 
held by the Bank is concentrated in the Issue Department and 
notes are issued up to the full amount of the assets of that depart
ment. Notes so issued but not actually in circulation are held in 
the Banking Department of the Bank and the amount of those 
notes together with the coin is the measure of the cash held 
against !the liabilities of that department to the public. 

The Banking Department. 
63. The Issue Department is thus concerned solely with the issue 

of bank notes up t{) the legal maximum. The Banking Depart
ment on the other hand, is a bank of deposit, the position of which 
can be best understood by a brief reference to the nature of the 
liabilities and assets of the department. Its liabmties comprise 
the Proprietors' Capital of £14,553,000; the Rest (or undistri
buted profits), which is not normally allowed to fall below a figure of 
£3,000,000; and !the liabilities of the Bank to its clients which 
are shown under the heads of Public Deposits, Other Deposits 
(subdivided into Bankers' Deposits and Other Accounts), and a. 
small amount of seven day and other bills. 

64. The Public Deposits include all balances of the British 
Government held at the head office and branches of the Bank, iri
cluding the Exchequer Account, the Paymaster General's account 

-from which supplies are issued to the spending departments and 
many accounts in connection with the N3Jtional Debt, the cOllection 
of taxation and Government funds of various types. 

65. The Bankers' Deposits relate exclusively to British banks 
whose main business is conducted in this country. The balances 
of other banks, such as British banks operating in the main in the 

10122 B 1I 



30 

Dominions (including the Bank of Ireland) and in foreign countries 
fall into the .. Other Accounts. II The latter head also includes 
balances maintained by foreign Central Banks, Colonial Banks, 
merchant banks and financial houses, Indian and Colonial Govern
ments, and the dividend accounts of stocks managed by the Bank 
other than the direct obligations of the British Government. 

66. Against these liabilities the Bank holds assets consisting of-
(i) .. Government Securities" under whicli fall only direct 

obligations of the British Government, including Treasury 
Bills acquired on the initiative of the Bank and not presented 
to it for discount, and any temporary Ways and Means 
Advances made to the Exchequer. 

(ii) .. Other Securities" divided under two heads, viz. :-
(a) n Discounts and Advances," which comprises bills 

of exchange and Treasury bills brought to the Bank for 
discount, and advances made by the Bank to the bill 
market and to private clients, and 

(b) .. Securities," which may include stocks guaranteed 
by the British Government, Inaian, Colonial or foreign 
securities, miscellaneous securities, and commercial bills 
purchased by the Bank on its own initiative. 

(iii) Bank notes issued by the Issue Department but not in 
circulation. The notes in circulation include not only notes 
actually in the hands of the public but also notes in the tills 
.and reserves of other banks, and notes set aside as cover for 
the note issues of banks in Scotland and Northern Ireland to 
the extent to which those issues exceed limits prescribed by 
·Parliament. The average amount of Bank of England notes 
so set aside is normally about £23,000,000 to £24,000,000. 

(v) Gold and Suver Coin which consists almost entirely of 
'Silver coin. 

The ratio which the Bank of England notes held in the Banking 
Department, together with coin, bears to the total of Public and 
Other Deposits and post bills is generally known as'" the Propor
tion ". 

67. The reserve of notes in the Banking Department is in effect 
the measure of the maximum amount of gold which the Bank could 
part with in the absence of a change in the volume of notes in 
circulation, unless the powers of extending the fiduciary issue are 
used. In practice, of course, it could not be allowed to sink to 
zero. If for any reason there is a drain of gold from the country . 
the Bank must therefore take steps to correct the situation which 
has given rise to that drain before its gold stock is too seriously 
affected. As regards the stock of gold which the Bank might desire 
at any time to hold, Sir Ernest Harvey said in evidence before os:-

•• I think it is fair to say that the Bank of England do not carry 
any fixed figure in their mind as at all times an adequate figure of 
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gold. It must be obvious that the sufficiency of the gold held 
must depend upon the changing circumstances of the moment
what is the period of the year?-is it a period of the year when we 
may be subject to considerable withdrawals from abroad ?-what 
are the liabilities which we know to lie ahead of us ?-what, so 
far as we can measure, are the claims upon us by foreign countries 
which they might enforce at any moment? We have never con
sidered, I think, that the Cunliffe Committee, in mentioning 
£150,000,000, diu more than consider a figure which in normal 
circumstances and liaving regard to the fact that gold in the 
pockets of the people had been replaced by notes would be a fair 
average figure, may I say. It is obvious that at one moment 
£150,000,000 might be sufficient, whereas at another moment it 
might be insufficient. We are not wedded to the figure of 
£150,000,000 in the least. I think there is good evidence of that 
in the fact that we have allowed the figure to be brought down. 
There is, however, one fact which must always be borne in mind. 
Whatever the figure named as the minimum below which we 
should not fall, the lower you put it the less our power of resistance 
in case of any crisis. The lower, therefore, you allow the figure 
to fall the more necessary it may be at times to take rather drastic 
measures for the curtailment of credit-for the maintenance of a 
comparatively high, or at any rate effective, rate. But we are not 
wedded to any figure. We judge the figure according to the 
circumstances of the moment, and in our judgment so far as we 
were able to estimate tlie circumstances of the time we considered 
that it was not. unreasonable to allow that figure of £150,000,000 
to be reduced to the figure at which it now stands." (Q. 152). 

68. If, however, circumstances arise such as to call for positive 
action by the Bank to prevent a drain of gold, or to encourage the 
importation of gold, the means which the Bank has at its disposal 
is an alteration in the level of the bank rate-tbe minimum rate 
of discount at which the Bank will discount certain types of bills 
for the discount market-in combination, if necessary, with open 
market operations, i.e., the purchase or sale of securities by the 
Banking Department, or it may be only with an alteration in the 
types of securities so held without alteration in their total amount. 

69. As regards the circumstances in which one of these methods 
might De employed in preference to the others, Sir Ernest Harvey 
stated: "I find it rather difficult to attach in general any order 
of importance to those methods. As regards the first ... the mere 
movement of the rate, the exact effect cannot be determined 
beforehand-at least it is very difficult to do so with any certainty. 
You know that if you put up the Rate one per cent. you will 
produce a certain effect upon rates. But the extent of the effect 
and whether it will hold or not depends upon a great many other 
circumstances. The relative importance of the different methods 
is entirely dependent upon the circumstances existing at the 
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moment. . . . The mechanism of tightening up rates by a market 
operation of some kind would be the natural method to use, if, in 
our view, the existing Bank Rate which, if effective, would be high 
enough, had for BOme reaaon or other become ineffective." 
(Q. 7519). As regards the use of the two types of market opera. 
tion, II I think our first operation would normally be to reduce the 
volume of credit by the sale of bills." (Q. 7520). II Unless we 
had clear evidence that there was a margin of credit which could 
only find employment in the short loan market, we should not 
necessarily effect any reduction in the volume of credit. If we 
do reduce the volume of credit in order to make the rate effective, 
it is only because we are satisfied that the reason for the weakness 
of the market rate is an excess of money which cannot find employ
ment elsewhere than in the short market." (Q. 7521). 

70. We discuss in Chapter XI the consequences which follow 
from Bank policy as exercised through the bank rate s.nd open 
market transactions; here we are concerned only with the 
mechanism. An alteration in the level of bank rate may, as we 
have already indicated, be made for the purpose of correcting an 
outflow of gold due to a temporary disequilibrium in the balance 
of international payments. In such a. case it may produce the 
desired result 6y its effect on international movements of short
term capital without any marked effect upon the internal position 
of this country. Or it may be designed to correct deep-rooted 
disparities in the price level in this country as compared with other 
countries, in which case it may have to be continued until the 
altered price for 'the use of money restrains or expands demand as 
the case may be. The mechanism by which this effect is trans
mittea is that by custom the clearing banks vary certain rates of 
interest, charged or allowed, by reference to the level of bank 
rate. While these normal rates are subject to many exceptions in 
practice, the general position (with occasional deviations) is that :-

(a) the rate of interest allowed by the clearing banks on 
London deposits repayable at short notice is 2 per cent. below 
bank rate; 

(b) the rate of interest charged on loans and overdrafts is 
i per cent. to 1 per cent. above bank rate, with an agreed 
minimum of commonly 4 to 5 per cent. ; 

(c) the rate of interest charged by the clearing banks on call 
money to the discount market is somewhat above the rate paid 
on London deposits. 

Thus an increase of bank rate brings with it an increase in the 
rates both fo~ short money and for bank loans. It works both on 
the international position by attracting funds to this Country or pre
venting funds from moving outwards, and on the internal posi
tion by discouraging borrowing from the commercial banks and so 
tending to a. reduction of their deposits. 
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71. But the Bank also holds a~ command the power directly 
to increase or decrease the amount of purchasing media in the 
country by open market operations. If the Bank purchases securi
ties in the market the transaction is settled by crediting the draw
ing account of the broker or other party through whom they are 
purchased. This eventually leads to. an increase in the balances 
of the joint' stock banks at the Bank of England. The Bank's 
holdings of securities will of course have been increased by the 
same operation. The deposits of the joint stock banks at the 
Bank are the equivalent of cash and the banks thus fi.!nd themselves 
with more than their usual proportion of cash to deposits and are 
in a position to grant further loans to their customers or otherwise 
to create additional credit. Since the banks as a whole maintain 
a cash proportion to deposits of from 10 per cent. to 11 per cent. 
they are in fact able to increase their deposits by some 10 times 
the cash created by the Bank of England. By the opposite pro
cess a sale of securities by die Bank of England or the calling in 
of a loan will reduce. the cash of the joint stock banks and entail 
a reduction of their deposits. The Bank of England is thus in a 
position (provided that it has knowledge of the variations in the 
note holdings of the joint stock banks) to exercise almost complete 
control over the amount of bankers' cash in the country, and thus, 
given the conventions which govern the transactions of the joint' 
stock banks, over the total volume of deposits within such limits 
as are set by the existence of the international gold standard. 
The bankers' cash may, of course, be reinforced by gold imports 
without action on the part of the Bank of England but it is within 
the power of the Bank to take steps to offset any expansion in 
deposits which might thus arise. 

72. There are normally no direct borrowing or lending trans
actions between the Bank of England and the joint stock banks. 
The connection is established through the discount market, which 
we consider later. That market employs funds lent to it by the joint 
stock banks (as well as other institutions, British and foreign) 
at call or short notice. If a joint stock bank or other lender finds 
its cash position is below normal, it withdraws call money from 
the discount market. That market, if it cannot supply itself with 
necessary funds from other banks or other sources, brings bills to 
the Bank of England for discount or borrows fJ,"om the Bank on 
the security of bills or ·Governm6'Ilt securities, thus again increas
ing the cash basis. 

2. THE JOINT STOCK BANKS. 
73. The joint stock banks, or deposit banks, are the banks with 

which the public in general deal. They carry out many familiar 
services for their customers but we are concerned mainly wi~h their 
functions as recipients of deposits and as lenders to trade and in
dustry, the financial market and other borrowers, and the mechan
ism which governs generally their operations. 

10122 B 4 
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74~ It is not unnatural to think of the deposits of a bank al 
being created by the public through the deposit of cash repreilent
ing either savings or amounts which are not for the time being 
required to meet expenditure. But the bulk of the deposits !rise 
out of the action of the banks themselves, for by granting 10an8, 
allowing money to be drawn on an overdraft or purchasing securi
ties a bank creates a credit in its books, which is the equivalent of 
a deposit. A simple illustration, in which it will be convenient 
to assume that all banking is concentrated in one bank, will make 
this clear. Let us suppose that a customer has paid into the bank 
£1,000 in cash and that it is judged from experience that only the 
equivalent of 10 per cent. of the bank deposit need be held actually 
in cash to meet the demands of customers; then the £1,000 cash 
received will obviously support deposits amounting to £10,000. 
Suppose that the bank then grants a. loan of £900; it will open a 
credit of £900 for its customer, and when the customer draws a 
cheque for £900 upon tlie credit 80 opened that cheque will, 00 
our hypothesis, be paid into the account of another of the bank's 
customers. The bank now holds both the original deposit of £1,000 
and the £900 paid in by the second customer. Deposits have thus 
increased to £1,900 and the bank holds against its liability to 
payout this sum (a) the original £1,000 of cash deposited and (b) 
the obligation of a. customer to repay the loan of £900. The same 
result follows if the bank, instead of lending £900 to a customer, 
purchases an investment of that amount. The cheque which it 
draws upon itself in payment for the investment is paid into 
the seller's bank account and creates a. deposit of that amount in 
his name. The bank, in this latter case, holds against its total 
liability for £1,900 (a) the original £1,000 of cash and (b) the in
vestment which it has purchased. The bank can carryon the process 
of lending, or purchasing investments, ontil such time as the 
credits created, or investments purchased, represent nine times the 
amount of the original deposit of £1,000 in cash. 

75. The process is much the same when we remove the assump
tion that" there is only one bank. The credit granted by one bank 
may reach the· accounts of customers in another ba.nk. There is 
thus established a claim by the second bank upon the first for cash, 
and· the ~bility of the second bank to grant loans is improved 
in 80 far as that of the first bank is reduced. Over the banking 
system as a. whole therefore, loans and investments made by the 
banks increase their deposits. There is, however, a. limitation 

. on this process. A bank which is actively creating deposits in this 
way will· naturally find that a. considerable part of the cheques 
drawn against them will be in favour of other banks. It will thus 
lose part of its cash reserve to those banks and must proceed to 
limit its loan operations if its normal cash ratio is to b~ maintained. 
In practice. therefore, no o~e bank. can afford to pursue a policy 
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of creating deposits by making loans or irivestments which is much 
out of line with the poficies of other banks. 

76. The cash which the banks hold is partly in the form of bank 
notes and coin maintainetl in tills and reserves to meet current 
demands by customers and for exigencies, and partly in the form 
of a deposit with the Bank of England-the bank of the bankers. 
The latter credit affords first the means of settling day Ito day 
balances between banks and secondly the means of obtaining any 
further supplies of notes or coin that they may need for current 
use. A further cash item is represented by balances with other 
banks and cheques on other banks in course of collection. These 
claims on other banks, which are settled wilthin a day or two, 
usually amount to about 3t per cent. of the deposits, varying of 
course with the amount of business done by the bank. 

77. For the ten London clearing banks, Ithe division between the 
cash in hand and the balance at the Bank of England was as 
follows for the years 1919 to 1930. The figures are the annual 
averages of the monthly figures supplied to us by the banks: 

;£ mills. Proportion to Current and 
Deposit Accounts* 
(average for year.) 

--
Cash in Balance 

at Bank of Cash in Balance Total Hand. 
England. I Hand. at Bank. Cash. 

-_.-

1919 ... ... 112·4 103·9 7·4 6·9 14'3 
1920 ... ... 105·8 83·7 6·2 4·9 11·1 
1921 ... ... 110·7 96·1 6'3 5'5 11·8 
1922 ... ... 107·5 92·9 6'3 5·4 11·7 
1923 ... ... 103·8 87'3 6'4 5·4 11·8 
1924 ... . .. 103·8 88·3 6·4 5·5 11·9 
1925 ... ... 103·7 86·2 6'5 5·4 11·9 
1926 .. , ... 103·1 86·1 6·4 5·4 11'8 
1927 .. , ... 105·1 85·3 6·3 5·1 11·4 
1928 ... . .. 104·5 83·6 6·1 4·9 11·0 
1929 ... ., . 104·4 82·9 6·0 4·8 10·8 
1930 ... ... 103·6 84·5 5·9 4·9 10·8 

* These percentages differ somewhat from those shown by the published 
monthly IItatements of the Clearing Banks for the reasons stated in the 
notes to Appendix I. 

78. The figures included in the monthly statements are the 
a.verage of the aggregates of the figures of each bank on its weekly 
II ma.ke-up" day. There are in fact four different days of the 
week on which the banks compile their weekly balance. Thus if 
one bank improves its cash position on the make-up day a.t the 
expense of the cash position of the remaining banks, it follows tha.t 
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the monthly statement would not reflect !the true daily cash position 
of the banks as a. whole. Since the end of 1928 the Bank of 
England has shown separately in its weekly account the actual 
Bankers' Balances as on Wednesday of each week and a com
parison of the two returns throws considerable light upon the true 
cash position. 

79. The Bank of England figure covers a wider group of banks 
than the ten clearing banks whose figures are shown above. Never
theless' if we exclude the larger balances maintained at the end 
of each half year, it shows that for 1929 the Bankers' Balances 
averaged on each Wednesday about £62 millions a.nd for 1930 
about £63 millions. If we Jtake the clearing banks' figures (ex
cluding the half yearly figures) the average balance at the Bank 
of England works out at about £77 millions for 1929 and £78 
millions for 1930. It is evident, therefore, that the clearing banks 
do not maintain from day Ito day so high a proportion of cash as 
is shown by the monthly statements, and although we have not 
available all the data required to make an exact calculation, it 
seems probable that the balance maintained by those banks (ex
cluding the halI yearly periods) is appreciably below £60 millions 
or less than 3! per cent. of deposits. It is probable therefore that 
the total cash reserve kept (apart from balances with other banks 
and items in transit), is over all about 9! per cent, against the 
published figure of nearly 11 per cent. 

80. Behind the actual cash reserves the banks maintain a volume 
of assets which are readily realisable in case of need to meet with
drawals. In order of liquidity these are :-money at call and short 
notice lent to the bill market and to a small extent the Stock 
Exchange, usually about 7 per cent. or 8 per cent. of deposits; 
bills of exohange and Treasury bills, usually about 13 per cent. 
to 15 per cent. of deposits; and investments consisting mainly of 
a mixture of shorlt-dated and long-dated bonds and stocks (largely 
British Government securities), usually about 16 per cent. of 
deposits. The remaining large item on the assets side consists 
of the delbts of the customers of the banks in respect of the loans 
and advances granted to them by the banks, the normal percent
age of which varies for different banks between 50 and 55 per 
cent. of deposits. . 

81. The following.table of the percentages which the various 
assets (other thad cash) bore to deposits in the years since 1919 
shows how closely these percendiages have been adhered to by the 
banks as a whole; though it may be that minor accounting changes 
conceal or account for small variations. As between individual 
banks, there are, however, fairly substantial variations in the pro
portions in which their assets are divided. The percentages are 
calculated from the Mlnual averages of the monthly figures given 
in Appendix I. 
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Proportions to Ourrent and Deposit Accounts. 

I 
Money at I Money at I 

Call. Short Notice. Bills. I 
Invest- I menta. Advances. 

----- -

1919 I 1·5 7·2 17·6 23'3 38·4 ... ... 
I 1920 ... ... 1·4 4·4 15'1 21·4 48·4 

1921 ... ... 1·6 4·2 20·4 19·9 45·1 
1922 ... ... 1·7 4·8 18·8 24'6 41·7 
1923 ... .. 1·5 5·2 16·5 23·4 45·2 
1924 ... ... l'g 4·9 14·3 22·6 47·9 
1925 ... ... 1·5 5·7 13·6 19'1 51·3 
1926 ... ... 1·6 5·9 13·0 17·7 53·3 
1927 ... ... 1'5 6·9 12·7 16·4. 54·2 
1928 ... ... 1·7 7·3 13·2 16·1 54·0 
1929 ... ... 1·7 6·9 12·7 15·8 55·5 
1930 ... ... 1·9 6·2 14·7 I 

16·2 53·6 

We add a further table showing the total deposits of the ten 
clearing banks in each year since 1919 and the division of this total 
into current accounts payable on demand and deposit accounts 
payable after date or notice, together with the proportions of each 
to total deposits. 

Proportion Proportion 
Total Current Deposit of Current of Deposit - Deposits. Accounts. Accounts. Accounts to Accounts to 

total. total. 

;£ mill. ;£ mill. ;£ mill. 
1919 ... ... 1510·7 1015·9 494·8 67·2 32·8 
1920 ... ... 1719·7 1097·6 622·1 63·8 36·2 
1921 ... ... 1753·6 1024·7 728·9 58·4 41'0 
1922 ... ... 1707·4 998·3 709·1 58·5 41·5 
1923 ... ... 1614,1 965·6 648·5 59·8 40·2 
1924 ... ... 1615·7 950·0 665·7 58·8 41'2 
1925 ... ... 1602·7 922·5 680·2 57·6 42·4 
1926 ... ... 1608·9 921·4 687·5 57·3 42·7 
1927 ... ... 1658·6 932,1 726·5 56·2 43·8 
1928 ... ... 1708·9 953·7 755·2 55·8 44·2 
1929 ... ... 1738·0 940·1 797·9 54·1 45·9 
1930 ... ... 1740·8 920,8 820·0 52·9 47·1 

82. On the general question of the proportions in which the 
banks normally divide their assets we may quote from the evidence 
given by Mr. Hyde :-

•• We must bear in mind that our deposits are in a very cCl'Il
siderable part payable on demand, and even those deposits that 
are fixed for a period may be payable on demand by arrangement 
with the depositor" (Q. 866). This puts the banker under an 
obligation :to keep available an amount of cash .. which is very 
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much more than sufficient to meet any demand that may be made 
upon us .. (Q. 867). II After we have allowed for the £40,000,000 
of cash that we keep in absolutely ready form to meet withdrawals 
we have then to consider how we shall spread the rest of our assets, 
bearing in mind two principles. First, that we must keep still a 
large proportion of our assets very liquid so that if there are with. 
drawals from our cash owing to the shrinkage in our deposits, we 
can replenish the cash and still maintain very large liquid 
resources" (Q. 869). .. Then the second point is that we have to 
earn a profit. You can quite well understand that our expenses • 
are heavy . . . therefore we have to see that we use the 
remainder of our assets as well as we can in making profits.. For 
that reason we distribute our assets over a variety of different forms 
of employment so as to secure two objects, first of all, liquidity, 
and, secondly, profits" (Q. 870). 

83. With regard to the particular increase which has taken place 
in the percentage of advances, Mr. Hyde said that while some 
part of the addition over the normal ratio of the Midland Bank 
represented their desire to accommodate customers, •• part of it 
represents the fact that at some time in the past our deposits were 
on a. higher plane and we let out part of them to trade and we 
cannot now, without putting trade to considerable difficulty and 
inconvenience, get it back from trade immediately. It has got to 
be a slow process" (Q. 906). Mr. Goodenough attributed the 
increase largely to the inability of industries which had obtained 
credit to repay their liabilities (Q. 624). 

84. Despite the small variations, the figures we have quoted 
show a. remarkable adherence to the conventional distribution of 
assets over a period of years, and this feature has to be kept in 
mind in considering the position of the commercial banks as the 
distributive agents for credit throughout the commercial, industrial 
and financial world. Given the maintenance of a certain cash 
base the banks will always in time expand their deposits to a 
figure of some nine or ten times that base, but it does not neces
sarily follow that they can distribute their assets immediately in 
the proportions at which they normally aim. In certain circum
stances it may be, indeed, that the efforts of the bankers to employ 
their cash remuneratively will set in motion forces which will 
themselves bring about a reduction of their deposits. The general 
process may be summed up briefly as follows. 

85. A bank has each day to take a view of its general cash 
poSition. \ Loans and advances are constantly being granted and 
repaid, . bills mature every day and investments are being repaid 
at interVals. If the result of these day to day changes is to show 
an increase in the cash balance relative to deposits, the bank 
has to find means of employing its surpius resources at a profit. 
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Its aim ultimately is to distribute its assets in the normal pro
portions, but it cannot, for example, at once expand advances to 
its customers, since it is dependent upon the volume and quality 
of applications made by would-be borrowers. In the first place,. 
therefore, the bank finds an outlet for its surplus cash, either by 
lending money to the market or by buying bills or investments. 
The choice will be dependent largely upon the view taken by the 
bank as to the liquidity of its position, the nature of the demands 
which it anticipates in the early future, amd the relative profit
ableness of each type of transaction. The natural outlet in the 
first instance is, however, the grant of additional loans to the 

. bill market. That market has then an increased volume of funds 
seeking remunerative employment while nothing has affected the 
supply of bills for discount. Competition for bills may force the 
rate of discount down, and though some bills may be attracted 
to London for discount from other markets, the weakening of the 
rate may be sucli as to lead to the possibility of an outflow of gold 
and thus entail restrictive measures by the Bank of England. It 
is possible, therefore, that in certain circumstances the cash base 
may have to be contracted before the banks have had the oppor
tunity of employing their resources in loans to industrial or other 
borrowers. 

86. If, however, such conditions do not arise and the cash base 
remains unaffected, the general policy of the commercial banks will 
be to restor~ the normal distribution of their assets. As and when 
the demand for advances increases they will be ready to withdraw 
accommodation from the money market. How far this readiness 
may affect the actual demand for advances is a matter upon which 
the views of our witnesses appear to differ. In one case we have 
been told that the demands for advances for industrial purposes 
are continually -in excess of the ability of the bank to lend; in 
most cases the evidence we have received is to the effect that the 
banks have not been compelled, by reason of their cash position, 
to reject any application for an industrial loam which they regarded 
as a desirable loan to grant. 

87. In general, however, it is clear that the ability of the com
mercial banks to grant loans to their customers ultimately depend~, 
under existing joint stock banking practice, upon the provision of t~e 
necessary cash base by the Bank of England. If the commerCIal 
banks have made loans up to that percentage of their deposits which 
they have adopted as aworking basis,either they must cease togrant. 
new loans except to the extent that existing loans are reduced, or 
the cash base must be expanded by the Bank of England. The 
determination of what is an adequate supply ·of credit rests ulti-. 
mately therefore with the Central Bank. As to the fac~ors upon 
which the Bank frames its judgment we quote. from SIr Ernest: 
Harvey's evidence :-" It is to the joint stock banks that weh_av~. 
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. to look for guidance as to the needs of industry for an increat!ed 
volume of credit or for signs that the volume of credit is in excess 
of requirements. . The barometer to which we look is the 
volume of money that is seeking investment in the short market, 
presumably for the reason that, except in 80 far as additional short 
assets may be necessary for the restoration of bankers' proportions, 
the funds in question cannot find employment elsewhere than 
in the short market. . We have to look to the volume of 
the private deposits considered in conjunction with conditions in the 
money market, and we have to measure on that basis the adequacy 
of the volume of credit-always, of course, h&ving regard to the 
external position, the state of our reserve, the position and trend of 
the exchanges" (Q. 8848). 

3. THE ACCEPTING HOUSES AND THE DISCOUNT MARKET. 

88. In the British monetary system, these organisations play an 
important part. In contrast with most other countries, the func
tion of accepting and discounting bills of exchange is very largely 
performed in this country by highly specialised firms and companies 
instead of by the commercial banks, although the latter do a .not 
unimportant share of the business. It is unnecessary to enter into 
a. detailed account of the work of these organisations since we 
are concerned particularly with the manner in which one of them, 
namely the discount market, as an intermediary between the Bank 
of England and the commercial banks, acts as the principal user 
of the short-term funds of the latter. 

89. International trade is largely financed by bills of exchange 
drawn on banks or banking houses. The process may be briefly 
described by an example. A British importer wishing to import 
goods from a foreign country will go, say, to his accepting house 
and ask them to open a confirmed credit in favour of the foreign 
exporter through some bank in the exporter's country. The 
exporter, on exporting the goods and obtaining the .ship's 
bill of lading, will attach the latter together with an in
voice, msurance policy and any other relevant documents 
to a draft for the sum due to him drawn on the London accepting 
house and ask the local bank to discount the bill 80 that he may 
receive his money at once. Relying on the confirmed letter of 
credit and the first-class standing of the accepting house the bank 
will be ready to do this. It will then send the draft and the docu
ments to its London agent with orders to present it to the accepting 
house for its acceptance. The draft being accepted, the agent can 
either hold it for collection till maturity, or discount it at once in 
the discount market and recoup his principal abroad. The exporter 
therefore receives his money at once; the importer secures credit 
for a period; the discounter of the bill abroad obtains an instru
ment freely negotiable, and the accepting house receives an accept
ance commission for the use of its name on the bill, either retaining 
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the documents until the bill is repaid or, as is often done, parting 
with them at once to the importer. The risk run by the accept
ing house is therefore the insolvency of the importer. 

90. The details of the transaction will vary with the 
particular case. The accepting house may stipulate that 
the importer must give security, either in the form of 
the relative documents (such as bills of lading, &c.) or 
some other form, or it will often give a blank credit to a client 
who is well-knoW'll and financially strong. The importer must place 
the accepting house in funds in time to meet the payment of the 
bill on its due date. The accepting house does not, therefore, 
actually provide cash in respect of its acceptances, though it must 
always be ready to .. take up" its acceptances whether or not 
funds have been received to cov~r them. Its function is to guar
a.ntee . due payment of the bill and in this way to make it one 
which will be readily discounted by banks or by the discount 
market. For this guarantee it makes a charge which in general 
varies from one to two per cent. per annum accordi'llg to the credit 
of the customer and the character of the risk. 

91. We have given as an example the case of imports into this 
country. But the same system of acceptance may apply to exports 
from this country or to imports and exports between any two 
foreign cou'llkies. The variations in the type of transactions 
financed by sterling acceptances are indeed exceedingly numerous. 
It is very common too-almost a rule, in fact, where a joint stock 
bank accepts-for the facilities given to be granted by the London 
acceptor not directly to the foreign client but through the channel 
and under the guarantee of a foreign bank. A German bamk for 
instance is given by an English bank or accepting house a certain 
limit of credit which it is free to use for the re-imbursement busi
ness of its clients. These clients then finance themselves by 
drawing sterling bills on London. 

92. The world-wide standing of the London accepting houses, 
in combination with the discounting facilities available and the 
maintenance of a free gold market, has led to the use of Ithe 
sterling bill for international transactions in all parts of the world 
and not only for transactions in which this country is concerned 
either as importer or exporter. While the mere acceptance of a 
bill does not involve the immediate financing of trade in cash, 
bills always tend to be discounted in the market in which they 
are accepted. If there were no counterbalancing factor the exist
ence of the accepting business would mean that the resources of 
London were being applied to the financing of a large part of the 
world's trade. In fact, however, the accepting houses and the 
joint stock banKS hold substantial deposits of foreign money. Sir 
Robert llindersley in evidence before us said of his own firm :
.. My foreign deposits which I lend to the discount market, or 
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drawn upon me, and therefore I get a commission and London is 
not asked to produce any money for it because the foreign deposits 
wmch I have are sufficient to finance the bills" (Q. 1157). He 
thought also that a very large proportion of those deposits would not 
be made were it not for the acceptance business (Q. 1158). In 
his view also this position was likely to be typical of all accepting 
houses (Q. 1232). On a similar point Mr. Hyde, giving evidence 
for the Midland Bank, said :-" The tota.l of the deposits that we 
have from foreign banks, the total money that is placed in London, 
that can be used in London, is more than twice the total of all 
our advances and all our acceptances to foreign banks put together . 
. So on balance we get a considerable sum that is being used in 
advances to home trade-home cl,lstomers " (Q. 953). These ex
tracts explain one source of the funds which reach the Discount 
Market. 

93. Since this evidence was given we have received from the 
clearing and certain other banks and from the acceptihg houses 
figures showing their total acceptances on foreign account and the 
amount of foreign money deposited with them or held by 4 them in 
sterling bills on foreign account. These figures, while not com
plete, throw considerable -light on the position_ They will be 
found in detail in Appendix I (with some notes on their com
position) but we reproduce the main items here: 
I.-Deposits and Sterling Bills held in London on foreign account. 

£ mills. 

30th 3lat 30th 31st 

- .June, Dec., June, Dec., 
1927. 1927. 1928. 1928. 

30th 31st 
June, Dec., 
1929. 1929. 

30th 
June, 
1930. 

S1st 
Dec., 
1930. 

Sh 
March 
1931. 

Held through Bank of England, Clearing Banks, and Scottish Banks. 

Deposits ... 1123'2 116·8 132·0 139·4 126·4 118'S 171·4 164·6 146·2 
Sterling Bills 129·0 161·6 158·5 195·S 190·0 200-2 147·8 144·7 136·8 

Held through Accepting Houses, etc. 

Deposits ... 76·1 89·3 96·4 104·3 86·4 79·2 86·5 
Sterling Bills 9·4 13-1 g'l 16·9 14'5 19'4 8·6 

Advances to Discount Market by certain foreign banks, etc. -

Advances ... 38:~~ "·'1"·.1 36·5 34·0 42.sI35'1 

Aggregate of 

376·0 419-2 443'3/502'91453'8 
Deposits, 

456'6/434'5 Bills, etc .... 451·1 

35-7 

--
407·1 
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Il.-Sterling Bills accepted on foreign account. 

I ~I~I~I~I~I~I~I~I~ June, Dec., June, Dec., June, Dec., June, Dec., March 
1927 1927 1928 1928. 1929 1929 1930 1930 1931 

By Clearing I I I 
Banks and I 
Scottishl II! 
Banks ... 1 31·4 31·7 38·5 51·3 51·6 40·0 43·2 35·7 32·3 

~;"!;::,p!~;.1 91' 5 .108' 0 125' , .2.". '1 150 , , , 135·7 13,", c"':' 120·5 

Total... ..'1122.91139.7 165.41200.5 202.51175.7 175·3 161·0 152·9 

94. The Discount market in London consists of three public 
companies, with capital and reserves amounting to about 
£6,215,000, four private companies with a capital of £1,625,000, 
17 private firms and 8 running brokers (who act as intermediarielil 
only) with a capital of roughly £8,000,000. For the most part this 
capital is invested in securities which are used as a guarantee for 
loans granted by the banks and others. For the bulk of its re
sources actuany employed in discounting bills, the market relies 
mainly upon direct borrowing from the clearing and other banks, 
and from accepting houses and other financial institutions, but 
partly upon deposits made by the public, for which generally 
interest is paid at 1 to t per cent. above the rates paid on deposits 
by the banks. 

95. The loans and advances made by the joint stock banks to 
the market constitute their second line of liquid assets. For money 
at call or short notice the banks normally charge a rate of interest 
somewhat above that paid on bank deposits, but in addition they 
lend overnight at a. lower rate any surplus money which they have 
in hand as a result of day to day changes in their balance sheet. 
The discount market is in the first instance therefore largely de
pendent for its resources upon the volume of the funds which the 
clearing and other banks and accepting houses have available for 
use in this way. Should the market be shont of money-by the 
calling in of loans by the banks or by an increase in the volume 
of bills for discount-it is able to apply to the Bank of England 
for accommodation. On this aspect we may quote from the 
evidence of Sir Ernest Harvey :---=" At the Bank, our regulations 
as regards the bills we accept, though they are not governed by 
aily statutes or anything of that kind, are, in fact quite definite, 
and have been taken more or less as a model by most foreign 
Central Banks. They are, that the bills should bear at least two 
good British names, one of which must be the acceptor. The dis
count market knows that.· Of course, the bills may represent, let us 
say, a sale of cotton by the United States to Great Britain; they 
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may represent movement of produce from the East to Great 
Britain; they may also represent movement of produce between 
two foreign countries which is financed by credit obtained from Ito 

British house, and where they accept the bill, although the bill 
relates to a movement of goods abroad, it is a British acceptor. 
The market knows that it can always get its accommodation at Ito 

price. Of course, I do not mean to say that any member of the 
discount market can come in and get accommodation to an un
limited ex,tent. The relations between the Bank and the discount 
market are exceerungly intimate. Seeing the sort of obligation 
that the Bank accepts towards the discount market, we claim the 
right to be kept fully informed regarding their position, if need 
be, to see their balance sheets, and the right-of course in the 
strictest confidence-to the very fullest information (Q. 365) ... The 
rate paid by discoUilt houses to banks for shon money, call money, 
of course, has nothing to do with us at the Bank; that is a matter 
for the banks themselves. . .• It is generally understood that 
they charge a. minimum of about one per cent. below bank rate 
(Q. 370) .... There is a lot of other money that is lent on call. 
Wbat the propol'ltions are it is difficult to say. I have often asked 
people and I should estimate-I may be quite wrong-that the 
bankers' call money is probably about 50 or 60 per cent. of the 
call money in the market. The other call money is call money in 
the hands of private lenders and if Ithey cannot get such a rate as 
the bankers will expect to get . . . they will cut the rate at 
once . . . and that is the call money which may act as a depress
ing factor on discount rates. But, of course, that is a factor over 
which we really have no control. . . . The rate at which the dis
count house can generally sell its bills to the Bank is what is known 
as bank rate. . . . Advances to the discount market are usually 
made for periods of a week and at a rate of one-half per cent. over 
the bank rate. I say usually. There is no rule that absolutely 
governs it, but that is the usual practice" (Q. 371). 

96. From this brief review of ilie mechanism of our monetary 
system we may now see the machine as a whole. The Bank of 
England, as the Central Bank, is in complete control of the creation 
of the cash base of the country, subject to such limitations as result 
from the statutory restrictions upon the issue of legal tender money 
and the obligation to meet demands for the export of gold. As 
regards the, former, however, the provisions of the Act of 1928 
permit of the expansion of the note issue by an increase of, the 
fiduciary portion. 
J 97. By its control over the cash base the Bank of England 

is in a position to, regulate the volume of bank deposits, so long 



45 

as the joint stock banks adhere to their normal practices in regard 
to the distribution of their assets, or indeed to offset any change 
which might be made in those practices. The volume of deposits, 
in turn, is the approximate measure of the amounts which the 
commercial banks are prepared to employ in various ways and more 
particularly I from the point of view of our inquiry I the amount 
which they are ready Ip lend to trade and industry if the demand 
for accommodation is forthcoming. Money so lent and actively em
ployed in production is disbursed in wages and other pa.yments and 
becomes the incomes of those who will purchase commodities. It 
is through this relationship that the creation of credit affects the 
level of prices. 

98. The link between the Bank and the commercial banks is 
established through the discount market which is the first outlet 
of any surplus funds held by the banks and from which funds 
are withdrawn when the banks find it necessary to replenish their' 
reserves. If the withdrawal causes a shortage of funds in the 
market, the market borrows in one form or another from the Bank 
of England and the accommodation given by the Bank provides 
the means of replenishing the cash resources of the commercial 
banks. 
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CHAPTER V.-THE SPECIAL PROBLEMS OF 
GREAT BRITAIN. 

99. At the time of our appointment the outstanding feature of the 
trade and industry of this country was that they were not merely 
depressed, but that they were depressed in relation to the state of 
the rest of the world. The world-wille depression has since 
obscured the special characteristics of the British situation, but it 
is nevertheless an essential part of our task to review the economic 
condition of this country as it stood during the earlier period. 

100. In the first place we must recall the chief characteristicB 
of our economy. We are a small island, crowded with a popula
tion of 46,000,000, of whom about 80 per cent. live in towns or 
urban districts. We have under existing conditions to import 
60 per cent. of our food, and, in fact, in 1930 imported altogether 
articles of the value of £958 millions (excluding re-exports) or 
£20 17s. Od. per head, a figure high in comparison with most 
countries. We are enabled to pay for these imports partly 
because we are a great industrial and exporting country , 
but-since our commodity exports alone would be insuffi
cient-very largely because, as a great commercial, financial, 
shipping and entrepot na.tion, we draw an income of BOme 
£195 millions from the rest of the world in banking, insurance 
and other commissions, and in shipping freights, and because, 
by the investment of our past savings abroad, we have buiLt up 
large foreign assets, from which we draw each year in interest 
about £270 millions.- We are thus the antithesis of what 
the economists term a .. closed system." We are dependent 
on very large imports to maintain our standard of living and 
on very large exports to maintain employment; but to pay 
for those imports we have become largely dependent on our 
interest from our foreign investments, and on our profits as inter
national bankers, merchants and so forth. Since 1913 our net 
imports have increased from £659 millions to £958 millions in 1930, 
though, as prices have risen and the territory covered has changed, 
the volume of imports into Great Britain and Northern Ireland 
increased by 18 per cent. only; our domestic exports, while increas
ing in value from £525 millions in 1913 to £571 millions in 1930 
owing to higher prices, have in volume decreased by about 32 per 
cent. if changes in the quality of goods are left out of account. 
While the increase in imports .of food and raw materials has helped 
to maintain our standard of living, the decrease in exports and the 
increase in imports of manufactured goods have caused much of our 
unemployment. 

101. Before the War we managed to combine, with a standard of 
living higher than that of almost any other country i~_ the world, 

• These figures relate to the year 1929. For 1930 the income from com
missions, shipping, etc. is esti~~ted at £160 millions a':ld the i~co~e from 
overseas investments at £235 mllbons. The figures do not Inc1ude8lUklUg fund 
repayments estimated to be of the order of £30 millions per annum. 
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a flourishing and growing export trade. Although our costs were 
higher than in most other countries, we were still able to compete, 
though under a growing pressure from our rivals. We owed this 
favourable position to the advantage of being the first in the field, 
of having long had an established position, a.nd of the world evinc
ing a keen demand for our special products. Moreover, we were 
assisted greatly by the vast sums we lent abroad which were used 
by the borrowers largely in making purchases in this country. 

102. Since the War the situation has greatly changed. We have 
had of recent years a large and continuous amount of unemploy
ment, heavy direct taxllltion and a diminishing volume of exports. 
On the other hand, tIie standard of living of the employed in 
certain industries has not only been maintained but considerably 
raised. 

103. This change in our situation took place before the world 
recession in trade. It cannot, therefore, be attributed to causes 
affecting the world as a whole, although that is not to say that the 
causes may not to some extent have heen external to this country. 
The outstanding fact is that up to 1929 we suffered from trade 
depression in many of our great industries, accompanied by a more 
or less steady figure of 1,000,000 unemployed, at a time when 
other countries were enjoying a considerable degree of prosperity. 
It is not, of course, to be inferred that this mass of unemployment 
represented continuous unemployment week after week of the same 
persons. The fluctuations in the composition of the total are large; 
in 1930, for instance, out of 12 million workpeople insured, neaFly 
8 millions drew no unemployment benefiJt at all; and of the 
remaining 4 millions, the benefit drawn by about 2 millions in no 
single case exceeaed 100 days in all. 

104. The fluctuations in the percentage of unemployment in 
recent years are shown by the following figures (which relate to 
Great Britain only) compiled by tlie Ministry of Labour :-

1922 
1923 
1924 
1925 
1926 
1927 
1928 
192IJ 
1930 

Total number of 
insured persons 
aged 16 to 64. 

(lst July) (000). 
10,855 
10,903 
11,061 
11,271 
11,422 
11,526 
11,629 
11,834 
12,138 

Mean of 'mOnthly 
percentages of 
unemployed. 

14.1 
11.6 
10.2 
11.0 
12.3· 

9.6 
10.7 
10.3 
15.9 

• Affected by general mining stoppage; the ~gure excludes, however. 
persons disqualified for benefit by reason of trade dIsputes. 
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in Great Britain and Northern Ireland for the years 1924 to 1930 
published in Statistical Tables relating to British and Foreign Trade 
(Omd. 3737) throw up clearly the heavy and continuous unemploy
ment in certain of the basic industries, despite, in some cases, a. 
large reduction in the insured population engaged in those industries. 
In general engineering, steel-smelting and iron and steel rolling 
mills, and ship-building-the industries which had been greatly 
expanded during the War-the insured population, if represented by 
100 in 1923, had·fallen by July, 1930, to 92.3, 88.7 and 78.6 respec
tively. Yet, even so, throughout the period unemployment 
remained much above the average. Coal prospered up to 1924 by 
the damage to the French and Belgian mines and subsequently by 
the occupation of the Rubr. But for the six years 1925 to 1930 
this industry, representing about one-tenth of the insured popula.
tion, has been responsible for about one-sixth of the total unem
ployment despite a contraction in the insured population in the 
industry of about 128,000. In later years, cotton (in which the 
insured population has remained almost constant) and to some 
extent wool, began to affect the position seriously. Among other 
industries which show a high average of unemployment are docks, 
shipping, public works contracting, and building, but in the latter 
two at any rate the cause is prObably mainly the intermittence of 
employment and short-term fluctuations, accompanied by a. sub
stantial expansion in the insured popUlation.· 

_ On the other hand the severity of unemployment has not been 
very marked in the distributive services, despite an expansion of 
some 43 per cent. in tlleir insured population Ilince 1923; nor in 
electrical engineering, printing, or banking and! finance. 

106. These statistics tend to show that the real unemployment 
problem in this country is that of continuous depression in 
some areas and in some industries, which are in fact those in 
which the economic development of this country has been mainly 
exhibited in the past. Over a large part of the insured popula.
tion, certainly more than two-thirds, and probably three-quarters, 
employment between 1921 and 1930, with the exception of the 
interruption caused by the coal dispute in 1926, has either been 
entirely regular, or subject to such slight intermittence that it can 
be regarded as regular by pre-war standards. t 

107. An examination of the position from another angle, that of 
employment, fortifies this conclusion. Estimates of the number 
of insured workpeople aged 16 to 64 in employment in Grea' 
Britain show the following resulU 

.. See Evidence before the Royal Commission on Unemployment Insurance 
pp.l17-8~ 

t Ibid, p. 119, 
t Ibid, p. 116. 
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Estimated number of insured persons in Employment in Great 
Britain (excluding persons sick or directly involved in trade 
disputes). 

1924 11925 11926 11927 11928 /1929 11990 

(Thousands) 

1st Quarter ... 9,360 9,560 9,800 9,840 10,010 10,030 10,020 
2nd Quarter ... 9,620 9,610 8,890 10,080 10,050 10,270 9,870 
3rd Quarter ... 9,530 9,510 8,460 10,060 9,970 10,300 9,690 
4th Quarter ... 9,550 9,710 9,050 10,030 9,990 10,230 9,480 

Thus, although there were 900,000 more unemployed at July, 
1930, than at March, 1924, there were actually over 300,000 more 
insured workpeople employed in the third quarter of 1930 than in 
the first quarter of 1924, and the position throughout 1929 was 
from this aspect markedly better than 1924. Nevertheless, even 
in that year, the increase in employment did not keep pace with 
the increase in the numbers of the insured population. 

108. It must, of course, be recognised that the complicated rules 
which determine what is an unemployed person on the live register 
of unemployed, and the variations in qualifications for benefit which 
have from time to time affeoted the numbers on the register, make 
it impossible to draw detailed conclusions from this brief sketch 
of the unemployment position. But, from the aspect of our 
inquiry, it is important to establish the fact that the mass of unem
ployment has been, and is, mainly concentrated in the heavy 
industries, and latterly in certain of the textile trades, all of which 
figure largely in our export business. 

109. The broad inference is that, as Professor Clay put it in evi
dence before us, the post-war unemployment problem in this 
country up to 1929 included an element amounting to perhaps 7 per 
cent. of the insured popUlation which was new and not attributable 
to the causes which explained pre-war unemployment. This mass 
of unemployment. is attributable directly or indirectly to the Wax 
and the disturbance in economic conditions it created by, first, the 
excessive expansion of the metal, engineering and explosives indus
tries in relation to any probable peace-time demand; second, the 
interruption of our export trade, dislocating the foreign exchanges 
and stimulating competitive industries abroad, to the permanent 
injury of our export industries; and third, the discontinuance, 
up to the close of the post-war boom period, of the normal and 
necessary adjustments of industry to the continuous ~echnical, com
mercial and competitive changes that would have gone on if there 
had been no wa,r. 
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110. "It is not, of course, to be denied that substantial headway 
has· been made towards the readjustment necessary to meet the 
changed situation in several directions. Indeed, as the figures of 
insured workers show, contraction in the coal industry and in severa.) 
others has already gone far, and war-expanded industries have been 
relieved of a large part of the excess labour they had absorbed. 
Essentially, however, throughout the whole period there has been 
a large problem of labour adjustment to peace-time conditiona 
which in the main was independent of monetary conditions and 
in itself insoluble by monetary means. 

111. In addition to this problem of internal adaptation of war-dis
tended industries to peace-time conditions, certain general changes 
in world economic conditions, to which we need only refer briefly, 
have borne heavily upon this country. Pre-war Britain waa 
essentially adapted to supply the world in particular with coal, 
textile goods and other manufactured articles. But since the War 
she has had Ito face the development of the cotton industry in 
the East; the substitution in a substantial degree of oil and hydro
electric power for coal; the generally less favourable terma on 
which the agricultural countries of the world have been able to 
sell their products, affecting not only the demand for our manu
factures but also ibringing a reduction" in domestic agricultural 
prices; the disorganisation of trade with China and India and 
many other countries resulting from political and other forms of 
disturbance, and to a large extent from the fall in the value of 
silver; the currency disorders in various European countries 
followed at a later date in some cases by stabilisation of the 
currencies on a basis which gave a substantial temporary stimulus 
to their exporlt trades; the growth of tariffs and alterations in tariff 
policies; and a great development of nationalism. 

112. It is beyond question that such a concentration of disturb
ances, of widely varying type, must impose a great strain on any 
economic system. They fall obviously with peculiar severity upon a. 
country such as ours of which the economic structure has for many 
generations been especially developed to support a large volume of 
international trade, and to conduct, with substantial profit to itself, 
a major proportion of the world's financial busipess. Unemploy
ment is inevitably created in some industries. Even in favourable 
circumstances ~t can only be absorbed in the more prosperous or 
in new indusltries over a period of time during which produc
tion is dislocated, and it will only be so absorbed if, in fact, those 
industries themselves offer to the business man an expectation of 
profit from his enterprise. 

113. Unfortunately, the conditions in this country have not been 
favourable either to the mamtena.nce of the output of the basic 
irJdustries at what might reasonably have been expected to be its 
post-war level or to the development of the less exposed or new 
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industries. From a period commencing some time after the War, 
the currency policy of the country was directed to the reduotion 
of the inflated price level of the War and immediate post-war 
period preparatory to the return to gold. This necessarily involved 
a reduction of money costs of production. It is probable that 
equilibrium had not been achieved even prior to the return to gold, 
and there was, moreover, a marked difference between the 
behaviour of costs in the SCH!alled sheltered and unsheltered indus
tries. But the'return to gold in 1925 itself required the reduction 
of sterling prices and, consequently, of money costs of production 
to an extent which i& variously estimated. At any rate, the actual 
situation which wail disclosed in the years following the return to 
gold marks that step as the beginning of a new series of difficul
ties for our trade and industry. Wh81tever the disequilibrium 
between costs and prices which still existed in 1924, it was seriously 
accentuated by the adjustment of sterling prices to gold prices. 
If gold prices had continued Ito rise, as they had been rising just 
previously, those difficulties would have largely vanished; as it was 
gold prices fell and the hopes then entertained in that respect 
were disappointed. 

114. It is naturally very difficult to assess our disadvantages in 
costs of production, and the situation can only be tested by examina
tion from more ,than one aspect. If it be looked at from the posi
tion of wages, which constitute so large a part of the costs of most 
manufactured products, the Ministry of Labour statistics show that 
over the whole period 1924 to 1929 money wage rates have re
mained practically unchanged at 170 to 175 per cent. of the pre-war 
level. In the period 1st January, 1925, to 1st January, 1930, the 
cost of living index fell from 180 to 166, or 8 per cent., while whole
sale prices fell from 100 in 1924 to 82 in 1929, a fall of 18 per cent. 
Real wages, as measured by the cost of living index, rose by 8! per 
cent. 

115. Measured over the period 1924 to April, 1931, the fall in 
the cost of living index has been 18 per cent., that in the wholesale 
index 38 per cent., and the rise in real wage rates about 20 per 
cent. The rates of wages do not, of course, take account of over
time, short time or unemployment; in addition, the wage-earners 
have throughout this period had the benefit of the increased social 
services and shortened hours. For those in employment Professor 
Bowley's index of earnings shows a fall of about 1 per cent. from 
December, 1924, to December, 1929, in comparison with a fall 
in the cost of living index of 8 per cent. in that period. 

116. These figures are, however, averages, which conoeal a wide 
diversity in the relative positions of workers in different industries 
and occupations. Although the average weekly rate of wages IS 
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still some 70 per cent. above the 1914 level, the increase in many 
industries exposed to foreign competition is much below the aver
age, and in some cases is substantially below the increase in the 
cost of living index. On· the other side, this fall is, of course, 
balanced by a relative improvement in the wage rates of indus
tries and occupations hot directly exposed to foreign competition. 

117. It would be misleading to- infer from so brief a. statement 
as we have giv.en that the relative positions of wage-earners are 
to be judged by a. comparison of rates at two points of time. 
Account must necessarily be taken of the state of adjustment of 
wages in different industries at the datum line. But such refine
ments are unnecessary for our purpose, which is merely that of 
forming a judgment on broad lines of the factors which may have 
impeded industrial recovery. With the absolute level of wages 
and with the question whether the standard of living which can be 
maintained on a given rate is a desirable or undesirable standard, 
we have nothing to do. But the very existence of the unemploy
mentproblem demonstrates that there is a disparity between price~ 
and costs of production, which has the result of diminishing or 
eliminating profits and damping down all incentive to the expan
sion of output. 

118. If Great Britain were a. closed system, having no trading 
relations with the outside world, both diagnosis a.nd remedy would 
be less difficult. For, provided that the disparity was not due to 
money wages and other costs rising faster than physical efficiency, 
it would presumably be the result of a failure of the purchasing 
power, paid out by entrepreneurs to meet their costs of produc
ltion, to return to them in its eritirety in the shape of the selling 
proceeds of their output. The right policy in these circumstances 
would therefore be for the banking system to stimulate investment 
by reducing the cost of borrowing, increasing Ithe supply of pur
chasing power and discouraging the hoarding of balances. 

119. But for a country which adheres to an international gold 
standard and in the economic life of which foreign trade plays a 
large pant, a disequilibrium associated with unemployment may 
arise in any of three ways :-(i) it may be due to a domestic 
situation of the kind just described in which entrepreneors as a 
whole are failing to receive back as sale proceeds the equivalent 
of what they have paid out as costs of production, (ii) it may be due 
to a situation of a similar character, but existing in the world as 
a whole, or (iii) it may be due to domestic costs having risen 
relatively to those of foreign competitors. Moreover, even if the 
Itrouble had arisen mainly under the first head, some of the remedies 
which would be appropriate in a -closed system may be injudicious 
or impractica;ble, because of their tendency to cause excessive 
foreign lending, short or long. -
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120. The unemployment which existed at the time of our appoint
ment was probably due, in the main, to the first and third fadors. 
While we have been siUing, it is evident that the second factor has 
supervened in an aggravated degree, so that the present situation 
is highly complex. The remedy of the first factor still remains to 
some ex.tent within our own control, but the difficulties and dangers 
of applying a remedy are much increased in an adverse international 
environment. To remedy the second factor, international 
co-operation is necessary. 

121. On the question of !the relative costs of production here and 
aibroad we require to examine the position in some detail. An 
adverse change in our effective costs of production compared with 
those elsewhere might be due to any of the following causes :-

(i) Our technical efficiency of production might be declining, or 
increasing less rapidly, than that of our foreign competitors. It is 
extremely difficult to obtain a satisfactory. statistical test of this. 
Doubtless our technical efficiency is not what it might be-but 
that is usually so; nor is a falling short of the highest a peculiarly 
British characteristic. It is true also that several of Great Britain's 
most important traditional industries are not amongst those which 
have been showing, of late years, the most rapid technical pro
gress, and that we may have been somewhat slow, partly for reasons 
arising out of the War, in applying ourselves on an adequate scale 
to some of the newer industries. 

On the whole, however, we incline to the view that the short
comings of this country in !technical efficiency as distinct from 
organisation may not have been so great or have played so large 
a part in producing our present difficulties as is sometimes supposed. 
This view is based on an examination of the relevant statistics 
rellllting to the year 1929; we take this year rather than 1930, 
partly because detailed statistics for 1930 are not yet available, 
but chiefly because for purposes of comparison with foreign 
countries the figures for 1930 are much confused by the effects of 
the world depression, an influence which has to be excluded for 
the purposes of the statistical test which we are trying to make. 

In 1929 our exports of manufactured goods, though declining, 
were still greater than those of any other country in the world. 
At the same time our real wages, whilst comparing unfavourably 
with those in the United States (which country, however, is unable 
to compete with us in world markets in our principal staple 
exports such as coal or textiles and many iron and steel products) 
were much higher than those paid by any of our chief European 
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competitors, ~s shown in the following table (for January, 1930) 
based on hourly time-rates of wages :-

Great Britain 100 
IIolland 87 
Germany 77 
France 58 
Italy 43 

If we could retain so substantial an export trade in spite of so 
great a disparity of wage-rates, it would seem unlikely that our 
technical efficiency can have been much inferior to that of our 
competitors. 

TIie figures for the increase in output per head per hour given 
in Appendix VI confirm this conclusion. Those figures suggest 
that hourly output per hea.d in 1929 may have been quite 10 per 
cent. greater than in 1924 and 33 per cent. greater than in 1907. 
To take particular industries, the output per worker increased 
between 1924 and 1929 by 27 per cent. in the case of coal, 20 per 
cent. in iron and steel, and 15 per cent. in engineering and ship
building, though the extreme depression in the volume of sales 
caused a decline in textiles. Indeed, it could scarcely have been 
possible for British employers to have paid in 1929 real wages 
ten per cent. higher than in 1924 for hours 10 per cent. less than 
before the War, if they had not been making great technical 
progress, or if they had been falling seriously behind their com-· 
petitors in technical efficiency. 

122.-(ii) Access to our established markets may be made much 
more difficult by reason of increases of tariffs in those markets, 
or analogous measures, and our relative costs may require to be 
reduced if we are to be in the same position as before relative to 
competitors working under the protection of the tariffs. It is well 
known that this factor has played an important part, particulatly 
in the case of textiles. Striking evidence of the increase of tariff 
rates will be found in Section IV of Statistical Tables relating to 
British and Foreign Trade and Industry (1924-1930) (emd. 3737). 

123.-(iii) An adverse change in our position may take place 
owing to a change in the relative values of the national moneys 
in which the costs of production are paid without a corresponding 
change in the amounts of these costs expressed in terms of the 
national moneys. 

It is here that we find the major part of the explanation of the 
adverse change in our costs of production compared with those 
elsewhere. The process of raising the gold-value of sterling, which 
culminated in the return to the gold standard at the pre-war 
parity, necessarily involved an increase in ~ur costs of pro~oction 
in terms of gold unless these costs were bemg reduced pan passu 
in terms of sterling, which has not been the case. 
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Furthermore, the difficulties which this brought on our manu
facturers were seriously aggravated by the fact that shortly after
wards several of our most serious competitors, in particular France, 
Belgium and Germany, suffered changes in the gold-value of their 
national moneys of precisely the opposite kind. That is to say, 
the rates at which they stabilised their currencies in terms of 
gold had the effect of decreasing their gold-costs of production, 
except in 80 far as these costs expressed in the national currency 
were tending to rise, which was only partially the case. It is 
difficult, or impossible, to obtain an exact statistical measurement 
of the competitive handicap which the relative over-valuation of 
sterling and under-valuation of certain other countries have imposed 
on our exporting manufacturers. But it is certainly substantial. 

124. We must, therefore, attribute 'the difficulties of those of our 
industries which are either substaJIltially dependent on exports or 
which are exposed to the competition of foreign imports largely to 
the fact that sterling costs did not prove adjustable to the change 
in the value of sterling necessary as a consequence of the return 
to gold at the pre-war parity; and still more so to the heavy fall in 
world prices which has since occurred. 

125. This lack of adjustment has not, however, been a pheno
menon working uniformly in all types of industry. The industries 
which have to sell their products at world prices in the face of 
foreign competition have in fact made substantial reductions in cost 
of production; indeed wage rates are low in comparison with other 
occupations. But the export industries require the services of 
transport and other occupations in which wage rates have been 
substantially improved as compared with the pre-war level and must 
therefore carry in their costs of production some part of the 
increase in the more sheltered industries. In these circumstances 
the expol't industries are drivoo, if they are to be successful in 
competition, to force their own costs yet lower in so far as the 
position is not met by increased efficiency in the transport and other 
occupations above mentioned. At the same time the cost of living 
is in part held high in relation to wholesale prices by the very fact 
that costs in the home services have been maintained, and the 
burden on the wage~arner in the export industries is thus 
intensified. 

CHAPTER VI. - THE DISEQUILIBRIUM BETWEEN 
DEMAND AND SUPPLY. 

126. The difficulties of tliis country which we have surveyed in the 
preceding Chapter have been added to by the course of events 
in the world at large. The period since 1925 has been at the same 
time one of rapid .economic development and adjustment and one of 
great instability. Not only the monetary policies of other nations 
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but also the changes in the volume and the nature of production 
have had their reactions on this country. Pressure has come from 
many directions and in many forms. The total situation is com
plex, and we think it desirable, therefore, to review at some length 
such of the factors in it as are relevant to our conclusions on the 
m0netary aspects of the problems presented. 

127. If we survey the world lIB a whole, a. distinction needs for 
some purposes to be drawn between Europe and other Continents. 
For though the disorganisation of currencies and the one-sided 
development of production in response to war demands extended 
beyond Europe, the weight of destruction, disorganisation and 
social and economic disintegration operated with special intensity 
in that Continent. Broadly speaking whilst the rest of the world 
progressed, in some areas with great intensity, throughout the 
whole of the period under survey-until the equilibrium of pro
duction was everywhere shattered by the international crisis 
through whicli we are still passing-in Europe, before absolute 
progress could be registered, a period of recovery had to take 
place. The firet ph3JS8 of recovery WIIB completed by 1925. Up 
to that time, it was not suggested that currency reform and 
economic reconstruction stood in any sort of opposition to one 
another. Industrial recovery depended upon the restoration of 
order in the sphere of currency, for the instability of the currency 
was not only depriving the countries affected of the assistance of 
foreign capital, but was undermining the whole foundation of the 
social and economic structure. 

128. The years which have elapsed since 1925, when Great 
Britain's return to the gold standard definitely ended the period 
of currency experimentation which had begun in 1914, fall into 
two sharply divergent phases; the first sub-period ending with the 
year 1928; the second commencing with the accentuated Wall 
Street boom of the spring and summer of 1929. In the first sub
period the circll:IIlstances and the technique employed in working 
the gold standar<l: itself were on balance favourable to economic 
progress and to t~~ re-establishment of the prestige of the standard. 
It is true that in Great Britain the return to gold was followed 
by industrial disputes in 1926, and, in consequence, by a marked 
decline in production for the time being. But the coal dispute and 
generat stoppage, which might have been expected to produce 
serious' difficulties in maintaining the international parity of the 
pound sterling, did not in fact lead to any such result, in conse
quence, no doubt, of the co flight from the franc" which preceded 
the de facto stabilisation of that currency at the end of the year 
1926. In other respects the European situation during t?ose years 
was improving. The Dawes Plan had put the Reparations ques
tion upon a reasonable basis in 1924, and the Dawes Loan had 
enabled the Reichsbank to accumulate the necessary funds for the 
reha.bilitation of the German currency. 'Ihe recession of German 
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business in 1926 was successfully overcome. The work of financial 
reconstruction undertaken by the League of Nations in Austria., 
Hungary, Greece and Bulgaria, the stabilisation of the franc, the 
lira and the belga, together with the settlement of the Reparations 
question and the more friendly political relations between France 
and Germany, created an. atmosphere favourable to investment 
and economic enterprise. In tIle sphere of central banking also, 
conditions· were propitious. Friendly understanding existed 
between the Central Banks of the United States, Germany and 
this country. It appeared not impossible then that these banks 
might, in conjunction -with the Bank of Fra!lce, jnaugurate a new 
era of successful and intimate co-operation. Prices were indeed 
falling in the earlier part of this period, but not at such a rate as 
seriously to impair equilibrium at a time when rationalisation was 
beginning markedly to affect costs. 

The Production of Raw Materials and Foodstuffs. 
129. Inadequate and unsatisfactory as the statistical material may 

be, there can be no question that the tendency towards an in
creasing return from human effort and a growing command over 
the resources of nature persists and has persisted in recent years. 
Thus it appears from the data collected by the Economic Section of 
the League of Nations· that, in comparison with the position in 
1913, the world's population had by 1925 increased by some 5 per 
cent., whilst the general index of production had! risen by 18 per 
cent. Excluding cereals and other foodstuffs, the index of produc
tion had risen by no less than 25 per cent. In other words, the 
command over the sources of well-baing-in so far as these are 
measured by the growth in the volume of materials available for 
working up into more finished forms-had increased, even by 1925, 
much faster than the population. 

130. If comparisons are made, not between 1913 and 1925, but 
between 1913 and 1928, much the same impression is received, with 
the significant difference that by 1928 the position of Europe re
latively to the rest of the world had greatly improved. Between 
1913 and 1928, tIle J>QpuIation of the world increased by 10 per cent., 
the production of foodstuffs and raw materials together by 25 per 
cent. Foodstuffs taken alone had increased by 16 per cent., raw 
materials by no less than 40 percent. Moreover, to quote from the 
League of Nations Memorandum, " The apparently very rapid and 
substantial progress achieved by Europe in the period given repre
sented, until 1925, a recovery of lost ground. In that year, the 
European index on the base of· 1913 stood at 103. The indices of 
all the other Continental groups were very substantia,lly higher. . . ~ 

* The following figures (unless otherwise stated) are obtained from the 
Preliminary Memorandum on Pro·duction and Trade and the Memorandum 
on Production and Trade 1929 to 1928/29, issued by the Economic and Finan
cial Section of the League of Nations. 
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In 1923 ... all.the indices except tha.t for Europe, which stood 
at 85, were well .above the pre-war level. The rising figures for 
these Continents, therefore, during the whole period 1923 to 1928 
represent rather normal progress than recovery. . .. In Europe 
the rate of growth since 1923 has averaged some 5.8 per cent. per 
annum, while in the rest of the world it was only 2.4 per cent. 
According to the preliminary information a.vailable, this differen
tiation in the rate of progress continued during 1929. If the 
U.S.S.R. were excluded from Europe, the differences would be 
still greater."· 

Ths Growth o/International Trads. 
131. From the sta.ndpoint of international t.roAle, the growth haa 

not been quite 90 marked, whether as regards Europe or the world 
as a whole. If 1913 be taken as base, the quantum of international 
trade increased up to 1928 by some 24 per cent.; more rapidly, 
that is to ,say, than the growth in the volume of foodstuffs produc
tion; less rapidly, on the other hand, than the growth in the 
production of raw materials. Nevertheless, the rate of growth 
was more rapid than the growth of world popula.tion-24 per cent. 
&.gainst 10 per cent. As rega.rds Europe alone, the population 
growth (including Russia) of eight per cent. contrasts with a rate 
of growth in the quantum of international trade of some seven per 
cent. The divergence in the movement of the index of production 
of materials and foodstuffs and of the quantum of foreign trade is 
natural. For with the growth of population in the raw material 
and foodstuffs producing countries, a larger proportion of the loe&! 
produce is necessarily consumed locally; international traae doea 
not consist merely in a transfer of foodstuffs and raw materials, 
but of an exchange of these goods for manufactured articles, and 
the terms of interchange have altered to the disad:vantage of the 
raw material producing areas; lastly, internation&! trade is greatly 
affected by the volume of capital issues, the quantum of which 
depends upon circumstances having little direct connection with 
the conditions affecting production. Taken all in all, however, 
the statistics so far adduced prove that the general conditions have 
been favourable to a growth of materi&! welfare throughout the 
world. 

The Growth 0/ Production generally. 
132. This favourable impression is strengthened if the indices of 

production which are now available for vario1ls countries are drawn 
into the picture. Production as 81 whole-still more production as 
represented by offici&! indices which do not pretend to cover the 
entire area-is subject to the vicissitudes of cyclical and other 
influences and is therefore liable to unequ&! growth from year to 
year. A recent foreign survey of the ground shows the position 
as follows:-

• M.",oNJfldum Oft Productioft, de., 1923 to 1925-9, pp. 16-17. 
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Industrial Production in Various Countrie.s.· 

Monthly Average 1929 = 100. 

Monthly Average / England /Germany/ U.S.A./ France / sweden/ Austria I Poland 

1925 ... ... - 81·8 88·2 77·4 78·5t - 72·7 
1926 ... ... - 77·6 90·8 90·3 80·7 76·4 71'3 
1927 '" ... 96·2 98·4 89·0 78·8 85·2 89·6 88·7 
1928 ... ... 94·3 98·3 93·3 91·0 81'5t 100·5 100·3 
1929 ... ... 100·0 100·0 100·0 100·0 100·0 100·0 100·0 

1930 1st Quarter 99·2 92·4 87·4 103·0 110·3 87·5 84·8 

" 
2nd 

" 
92·2 89·4 87·4 103·1 99·3t 89·3 80·0 

" . 3rd 
" 

89·0 80·8 76·5 99·6 93·3 79·7 82·3 

The general impression given by the statistics 1son~ ~Y. fairly 
continuous improvement up to 192.9, followed by sharp declines 
in 1930. The same impression is derived from an inspection of 
the figures given in a recent British official pUblicationt :-

U.K. Canada. U.S.A. Germany. France. 
Base Period. 

1924=100 1919-24= 1923-25= 1928=100 1913=100 
100 100 

1924 ... ... 100 116 95 69 108 
1925 ... ... - 125 104 83 107 
1926 ... ... - 146 108 79 124 
1927 ... ... 107 156 106 100 109 
1928 ... ... 106 173 111 100 127 
1929 ... ... 112 193 ll8 102 139 

1930-1st Quarter 111 173 105 94 144 

" 
2nd 

" 
103 175 103 91 144 

" 
3rd 

" 
100 158 92 82 139 

The Effects of Increased Production in relation to Demand. 
133. It is not difficult to find an explanation of the forces which 

made for increased production during this period. In consequence 
of the situation during the War, when demand' was great and 
labour scarce, the standardisation of industrial methods and the 
introduction of labour-saving machinery necessarily received a 
grea.t impetus. At the same time, the advantages to be gained by 
an in~crration of works and the building up of horizontal and 
vertical combinations in industry were very substantial. These 
forces did not cease to operate after the War was over. In some 

* Deutschlands Wirtscha/tliche Lage an der Jahreswe'1lde 1990/S1, 
published by the Reichskreditgeselbcha/t, Berlin, p. 3. 

t Influenced by labour troubles. 
t Tables relating to British and Foreign Trade and Industry. [Cmd.3737], 

p.375. 
10122 C 
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countries, as in the United States. the growth of new needs and 
wants made it easier in the industries supplying those wants to 
organise production upon an ever vaster scale, and thus to obtain 
the well-recognised economies of large-scale production. In other 
countries, such as Germany, the pressure of heavy international 
debt payments, and the consciousness that the productive machine 
had been allowed to fall behind, combined to stimulate a process 
of reorganisation. What prosperity and the demand for still greater 
well-being achieved in the one case was enforced in the other by 
the pressure of want and scarcity. Thus the many-sided movement 
known as rationalisation has exerted a steady influence, making 
towards a reduction of costs, in all industrial countries, though the 
impetus thereto differs from case to case. 

134. H8id the technical changes in question been confined to 
mandacturing industry, a situation similar to one which has before 
occurred in the world's history might have repeated itself. 
Industry might have been reducing its costs, whilst the cost per 
unit of agricultural output might have been rising, thus altering 
the terms of exchange in favour of the agricultural countries. The 
actual development has been very different. For agriculture also 
has become subject to the influence of the technical advances of 
recent years, with the result that the absolute volume of agri
cultural production has greatly expanded, without a corresponding 
rise in the cost of production. On the contrary, recent mechanical 
inventions have created a problem of surplus labour in the agri
cultural regions of the world, at a time when technical changes 
were tending to reduce the chances of employment in industry, 
and when simultaneously the substitution of artificial products (for 
example, of artificial silk for cotton) was narrowing the market 
for, at least, some agricultural products. 

135. Technical changes and the partial substitution of artificial 
for natural products, combined with a relative decline in the growth 
of population,thus created a situation of BOme danger even before 
the depression of 1929-30 occurred. The danger presented was 
that of the relative over-production of certain kinds of foodstuffs 
and raw materials and of a consequent fall in the prices of those 
products below the general level of prices. Moreover, if the 
general price level is falling the situation of producers of articles 
in over-supply is much aggravlllted. Industry tends to be depressed 
generally, and the demand falls away much more rapidly, relatively 
to the supply forthcoming, than it would in times of stable or 
rising prices. 

136. It is beyond doubt that the rapid increase of production of. 
e.g., wheat, rubber, -coffee was a factor making for instability of 
economic conditions in the countries largely dependent for 
their prosperity._ upon these products, even before the generaJ 
dislocation of the price level occurred. In such a state of over-
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production of particular commodities the natural remedy is a 
restriction of the supply. The process by which the weaker 
producer is eliminated is necessarily one accompanied by much 
hardship and-especially if the article is largely produced by small 
cultivators or small units-it takes considerable time to produce its 
effects. Attempts to rationalise, not only the costs of production 
but the conditions of supply, whether by attempting to control the 
output, or the quantity allowed to come upon the market, in the 
effort to achieve a fair measure of price stability and a guarantee 
both of profit and permanent employment to the producing unit, 
are therefore perfectly understandable and cannot be condemned 
out of hand. In fact, a variety of stabilisation schemes have been 
adopted in recent years and have been applied, either in particular 
areas or over the whole of the world, to rubber, sugar, zinc, coffee, 
nitrate, copper, iron and steel, tin, wheat, cotton. The majority 
of these schemes· designed to secure orderly conditions of pro
duction, marketing and price have in practice failed to achieve 
their object. It is beyond our province to investigate the causes 
of failure. ,We are concerned rather with the results, and from 
that aspect it is clear that such schemes, when they do come to 
grief, are themselves a further cause of price instability. Especially 
is this the case where the temporary success of the scheme evokes 
a further addition to the supply or where a substantial part of the 
current output ha.s been held off from the market. For, as the 
Federa;l Farm Board of the U.S.A. remark in their First Report
•• the accumulation of a substantial volume, the most of· which 
necessarily must be in the visible supply, has a somewhat depress
ing effect upon prices. Announcement that such accumulation will 
not be sold is not sufficient to reassure buyers unless the quantity 
thus held renders difficult the purchase of supplies adequate to the 
demand. Even then the demand is curtailed or limited to 
immediate requirements, and forward buying in anticipation of 
future needs is lessened." 

137. The position of the raw material producing countries has thus 
been an extraordinarily difficult one. Higli prices during and im
mediately after the War stimulated production, and by increasing 
the national income and financial strength of the producing countries 
made it easy to obtain capital loans; and this situation encour
aged the consumption of additional imports and a postponement of 
the pressure on the national .economy of the interest payments on 
capital loans. The very increase in production helped to bring about 
lower prices. and these lower prices led to the adoption of various 
sahemes to prevent prices from depreciating further. The partial or 
cvmplete failure of these schemes forced prices still lower! and dis
couraged capital imports, thus increasing the pressure towards a 
forced sale of exports to meet external payments of interest and for 
other purposes. 

10122 02 
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Changes in ths Rate 0/ Growth of Demand . 

. 138. If, in certain cases, the most conspicuous feature in the situa
tion threatening a rupture of the economic equilibrium of supply and 
demand has been an over-stimulus to supply from changing con
ditions of technology and price, lD others rupture has been pro
duced by a definite falling off in the rate of growth of demand. 
In these latter cases, it has not been a positive increase in the 
Tolume produced so much as the existence of a permanent excess 
capacity to produce; relatively to the changing demand situation, 
which has caused depression and dislocation. A distinction should 
be drawn, in other words, between such a CMe as artificial silk, 
where temporary depression has been due to a great increase in 
world-demand leading to an even greater increase in world-supplL 
and the case, e.g., of coal, which has had to meet the competition 
of oil and water-power with the result that the coal industry has 
been depressed throughout the world. The coal industry and the 
cotton industry-to some extent the woolien industry also--are in
deed the leading examples of industrIes in this class; for, although 
the older centres of the cotton industry have found their situation 
aggravated by an increase in manufacturing capacity in newer 
centres, it is clear, to quote from the Memorandum on Production 
issued by the League of Nations, that the II generality of the 
depression through which the cotton industry is passing can be 
judged by the figures showing the number of weeks of forty-eigbt 
hours during which the total number of spindles from which returns 
were received were stopped." These figures. which relate to the 
half-years ending January 31 for the years 1926 to 1929 show a con
siderable degree of depression even before thp onset of the crisis in 
1929.· Or, as the same authority elsewhere points out, II During .the 
last three years the amount of cotton consumed has been practically 
stationary. But this is due to the fact that during this period the 
takings of the Russian mills have steadily increased, and there 
has been a similar increase in the use of cotton in some of the minor 
producing countries . . If these two users (i.e. Russian and minor 
producing countries)' of cotton be ignored, it will be found that the 
consumption in the year ending July 31st, 1929. was lower in all 
the Continental groups (excepting South America. where the 
cllange was slight) than it was in the commercial year 1926-27." t 

The Effects of Tariffs, tic. 
139. A further influence affecting the equilibrium of supply and 

demand throughout the poet-war period has been the increase in the 
growth of restrictive policies in the shape of Tariffs and Sub
sidies, Import and Export Prohibitions, the exploitation of the 
administrative features of the tariff for protective purposes, and the 

• See Table XXII ill M emomndum on Production, 191$-1918-9. p. 56. 
t Ibid, p. 54. 
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retention of the national market for local manufacturers by the 
~xclusion of foreign firms from public works contracts. More
over, the number of separate Customs areas has increased in con
sequence of the break-up of the old European Empires. One of 
the effects of these commercial policies consists in the tendency 
to increase surplus capacity. The break-up of Europe resulted in 
the old industrial organisation of countries like Austria-Hungary 
being parcelled out among the Succession Sta.tes. If the spinning 
section of the cotton trade was mainly located in one State, and 
the weaving in another, efforts were directed in each, through the 
instrumentality of the State, to setting up a new weaving and 
spinning section respectively. The net effect was to increase the 
total world capacity beyond the point at which the total equip
ment could find employment. No doubt to some extent the com
mercial policies which permitted these developments merely antici
pated the inevitable. The growing rationalisation of agriculture 
brings with it, for instance, the necessity of finding alternative 
methods of employment for the displaced agricultural popUlation. 
But the attempt to solve the transfer problem so created by the un
co~rdinated tariff activities of a large number of independent 
a.uthorities may very well accentuate the Ita:ansitiona.l difficulties in
volved, by action which increases the duplicatioD of productive 
capacity and the consequent wastage of capital. 

CHAPTER VII.-GOLD AND ITS DISTRIBUTION. 
140. The questions relating to the production and distriibution 

of gold have recently been under consideration by a Delegation 
of the Financial Committee of the League of Nations which has 
already issued two interim reports.· In these circumstances we 
think it unnecessary to review these questioDs in the detail which 
might otherwise h9.Ve been required. 

141. With the departure of the majority of countries from the 
gold standal'd during the War, the distribution of the world's 
monetary stock of gold naturally underwent a vast change. In 
particular during the earlier years of the War gold flowed largely 
to the United States in exchange for the gooas required by Europe. 
At a later date gold flowed to that country when instability of 
the currency in various European countries caused a flight of 
capital. Thus when the international gold standard was restored 
the E"uropean countries held only £741 millions, or 35 per cent. 
out of the then existing aggregate gold stock of £2,102 millions, 

* First Interim Report, C. 375. M. 161, 1930, II j Second Interim Report, 
C. 75. M. 31., 1931, II. 
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ill comparison :with the £1,138 millions (or 63 per cent.) held in 
1913 out of a total stock of £1,803 millions. On the other hand 
the North American holdings had risen from £429 millions in 
1913 to £950 millions in 1925, or from 24 per cent. to 45 per 
cent. of the total stock. 

142. The general return to the gold standard created an intensi
fied dema.nd for gold, especially in European countries, for the 
reconstitution of Centra.l Bank reserves as and when currencies 
were sta;bilised. For some time the demand did not become acute 
owin,g to the adoption in several cases of the gold exchange 
atandard, but following the stabilisation of the franc, a large de
mand for gold arose from France. During the period 1925 to 
1928 European gold stocks increased by about £165 millions or 
some £18 millions more than the total addition to world stocks 
in that period. At the same time the gold holdings of South 
America increased substantially, the loss falling in the main on 
North America. Since then the main feature has been the flow 
of gold from the debtor countries to the creditor countries, and, 
in particular, France and the United States, accompanied by even 
more severe reductions in the foreign assets of the debtor countries. 
Thus, the American gold stock rose from £880 millions to £944 
millions between December, 1929, and December, 1930 ; the 
French gold stock rose from £336 millions to £431 millions during 
the same period. A continued growth in the aggregate gold stock 
has in fact been accompanied by a growing concentration in a. few 
countries. It has been estimated that the world's monetary stock 
of gold rose during 1930 from £2,301 millions to £2,407 millions.· 
Of these amounts eight countries (Germany, Great Britain, France, 
Italy, Spain, United States, Argentina, and Japan), held 80 per 
cent. and 82 per cent. at the two periods. Of the amount con
trolled by those eight countries, the United States, France and 
Grea.t Britain controlled 74 per cent. and 78 per cent. at the 
beginning and end of the period. 

143. These cha~ges both in the amount of the gold stock and 
in its distribution have given rise to much discussion. On the 
mat point it is argued that the stock of monetary gold is being 
added to at a slower rate than that at which the physical outpui 
of the world's industry and trade is increasing and that this goes 
someway to explain the fall in prices which has already taken 
place and in any ca.se threatens a fall in the future. On the 
second point, it is argued that whether or not there is an absolute 
shortage of gold, the distribution of ·gold has itself been such as 
to bring about a fall in the world price level. 

• Selected Documents on the Di8tribution of Gold 8ubmitted to the Gold 
Delegation. C. 102. M. 38, 1931, II •. 
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T.he Output of and De1lUJ,nd for Gold. 
144. So far as the absolute output of new gold is concerned 

the views of expert witnesses, both before our Committee and the 
Gold Delegation I)f the Financial Committee of the League of 
Nllltions, leave little room for doubt. The long-run tendency is 
for gold production to fall, though the rapidity of the decline in 
yearly output is differently assessed by different experts. Prospect
ing and mining for gold has now become a highly scientific and 
capitalised industry and as the world is more and more thoroughly 
surveyed the chances of discovering another field to take Ithe place 
of the Transvaal, which now supplies about half the total world 
ou~put, steadily diminish. Moreover, as Mr. Kitchin, whose own 
estimates are somewhat higher than the official estimates pre
sented to the Geneva Committee,· stated in evidence before us, 
.. If there is any important new discovery, it will (unless alluvia.l 
is concerned) reach appreciaJble figures only after many years' 
work. While it would not be reasonable to dismiss the possibility 
of considerable add~tions from new sources-the analogy of the 
history of gold itself and of other metals forbids that-it is not 
prudent to attempt to speculate on whalt is unknown and unassess
able." (Statement, paragraph 18.) 

145. Apart from new sources of supply, the possibility of a 
fuller exploitation of known supplies is afforded by future improve
ments in metallurgy and by the fact that a fall in mining cost
due to falling prices as distinct from additions to technical know
ledge-leads Ito a more thorough utilisation of the gold-bearing 
ores. But, apart from the fact that an improvement in gold pro
duction through falling prices is analogous to curing one disease 
by inoculating a worse one, not very much reliance, 'we are given 
to understand, should be placed upon further improvements as an 
element in solving the problem. It must be concluded, therefore, 
that, so far as can be foreseen, the gold output of the world is 
likely to diminish. Mr. Kitchin, in fact, estimates that within a 
decade, the world's annual output of gold will have fallen from 
£83 millions to £76 millions. (Statement, paragraph 19.) A sub
stantial part of this output is absorbed by industrial consumption 
and by hoarding in the East. Over the periods 1890-1914 and 
1915-1929 it is estimated by Mr. Kitchin that about 42 per cent . 

. of new production was required for these purposes. The Gold 
Delegation concluded on the available evidence that the non
monetary demand might amount Ito £37-41 millions a year. 

146. There is no precise means of estimating the actual future 
needs of gold for monetary purposes. We reproduce in Appen
dix III an estimate of the monetary demand for the years 1930-
1940 made by the Gold Delegation on alternative assumptions as 

* The difference is not inappreciable, being of the order of six per. cent. in 
~h. total production for 1930 to 1944. . 
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to (a) the proportion of gold reserves to notes and sight liabilities 
maintained by Central Banks and (b) the annual rate of growth 
of world productivity. Apart from changes in existing currenoy 
regulations and practice, the Delegation concluded that the incre
ment of new gold for monetary purposes would by 1934 fall short 
of the requirements of the price level assumed by the argument. 
The estimates of the Delegation took as their starting point· the 
volume of the notes and sight deposits of Central Banks for the 
year 1928. Since that date there has of course taken place a heavy 
'fall in world prices which, if it were to prove permanent, would 
b~ accompanied DO doubt by a substantial reduction in the aggre
gate volume of notes and deposits. But this, as we have indicated, 
would represent an acceptance of the position rather than a. remedy 
for it. 

147. Whilst the available figures serve as a warning that, unless 
definite steps are taken to avoid the danger, a. fall. of prices due to 
:i!Ilsufficiency of gold will undoubtedly occur in the future, they by 
no means prove that the gold problem is one so closely linked with 
the physical facts of gold production as to make the outlook in 
any way a hopeless one. On the contrary it seems probable that, 
given good will and understanding on the part of the world's mone
tary authorities, the dangers threatening the price level can be 
postponed for a period of time sufficiently long to deprive the 
problem of practical importance. 

148. In the first place, the maintenance of a stable price level 
is not bound up with an inevitable annual increment in 
the volume of the various forms of purchasing power held 
by the public--coin, notes 8/Dd deposits in commercial banks. 
Changes in habits may alter substantially the amount of pur
chaSing power which the public desire to hold in various forma 
and, 8.S the world situation improves and confidence is restored, the 
holding of purchasing power in cash or liquid deposits may decline 
in importance. Thus even if a constant relation must be main
tained between the growth of Central Banks' liabilities and the 
desire of the public to hold liquid resources, a rate of growth 
of the former less than that usually assumed as necesssry will 
suffice. In the second place, the relation between total Central 
Bank liabilities and gold supplies is influenced by the form which 
those liabilities take. For in so far as the legislation governing 
Central Banks' reserve ratios requires a smaller (or no) reserve to be 
kept against deposit liabilities, a growth in these liabilities relative 
to total liabilities will diminish the pressure upon the available 
gold supplies. In the third place, it is not necessary that the 
volume of note issues should continue to be regulated, as it i. 
now, by reference to the amount of gold held in reserve. If, as 
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we recommend in Part II of our Report, the principle is adopted 
that gold reserves should be held, not primarily against note issues, 
but to meet temporary deficiencies in the balance of international 
payments, there need be no obstacle to the creation of a much in
creased volume of purchasing power without any increase in the 
supply of monetary gold. 

149. Some of the directions in which remedial measures might 
be found to avoid a future shortage in the supply of gold were 
indicated by the Gold Delegation as follows :-

(a) the concentration of all monetary gold in the reserves 
of Central Banks; 

(b) the economising of these reserves by the reduction of 
the current legal minimum reserve ratios, full recognition 
being given to the varying requirements of different coU'lltries 
in accordance with their economic circumstances; 

(c) a common understanding between Cen.tral B3IIlks as to 
the reduction, as occasion demanded and circumstances per
mitted, of the proportion of total gold cover held in practice 
(i.e., the excess of cover over the legal minimum ratio). 

150. These measures would all be helpful. We would only add 
to them the desirability of recognising the point which we have 
emphasised at the end of paragraph 148, namely, that there is no 
reason why the volume of purchasing power need be related in the 
rigid way which has characterised banking legislation hitherto with 
the volume of gold held in reserve. 

The Distribution o/Gold. 

151. The present distribution of gold is very generally held to 
be unsatisfactory: a maldistribution to which is to be attributed 
a. large measure of responsibility for the heavy fall in prices in 
recent years. It is necessary, however, to look beyond the statis
tical facts of the existing distribution and consider the causes 
which have brought that distribution about. 

152. The fact that a substruntial gold reserve is held by a Centra.l 
Bank serves no doubt to create confidence in the credit structure 
of the country concerned. But now that, with small exceptions, 
gold coin has been withdrawn from circulation, an internal demand 
for gold cannot arise. The sole practical use of a gold reserve is 
to serve as a medium of meeting a deficit on the balance of inter
national payments, until steps are take'll to bring it again to 
equilibrium. 

153. In the period since the return to gold the balance of inter
national payments between gold standard countries has been 
affected by many circumstances of 8m abnormal character. The 
monetary policies adopted, the course of international trade, the 
erection of barriers against the free flow of commodities, and 
political instability have all played a. part in eontributing to the 
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movement of gold upon an unusual scale. Thus there has arisen 
in many countries a. great stress on gold reserves. That pressure 
inevitably takes the form of a contraction of credit to prevent the 
undue depletion of gold reserves, with the result, if the ,train iJ 
continued, of a. dimi'Ilution in business and investment activity 
and a fall in prices. It is to the instability of post-war inter
national finance and especially to the irregularity of the flow of 
credit between debtor and creditor countries that the present di .... 
tributioo of gold and the pressure which the process of re-distribu
tion has exeI1!ed on credit policies must be largely attributed. 
Amongst the causes of that instability the followi'Dg are the most 
outstanding :-

(a) The burden of the War debts: the principal debtor, 
Germany, has until recently not been able to discharge her 
obligations by means of the delivery of goods but has been 
forced to adjust her. situation by short and long borrowing. 
from abroad. 

(b) The entry of the United States into the group of the 
chief creditor countries has caused a dispersion of initiative 
and responsibility in the leadership of international finance. 

(c) Many of the loans incurred since the War have been for 
non-productive purposes, having been of a political character or 
to balance budgets or to support the exchanges, or to build up 
currency reserves. Thus there have been many influences at 
work on the market rate of interest and on the movement of 
obligations in the international market which have had no close 
relation to the actual yield of new capital enterprise. 

(d) The perils of the war and post-war period and the un
fortunate currency experiences of many countries have led to 8. 

greatly increased preference for liquid assets as compared with 
long-term securities. Especially there has been 8. tendency on 
the part of many countries to pile up liquid claims in the lead
ing financial centres, instead of embarking on foreign fixed in
vestment or funded obligations. France, the third largest 
creditor country in the world, appears to have employed 
virtually the whole of her international surplus during the last 
three or four years in the purchase of gold and short-term 
liquid claims; whilst the attitude towards long-term foreign 
securities of the investors of the United States, which is now 
the second largest creditor country next after ourselves, haa 
fluctuated violently. The effect on prices internationally of an 
increased preference for employing resources in the purchase of 
liquid claims, including gold, is the same as is that of hoarding 
in 8. primitive community. It is to this increased, and undue, 
preference for the employment of resources in a liquid form, 
ratber than to the shortage of new supplies of gold, that the 
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raU of prices is to be attributed; though of course it is the case 
that a suddenly increased rate of supply of new gold, if it could 
have occurred just at the right moment, would have increased 
the supply of liquid assets and would, therefore, have served 
to diminish the degree of tension set up and hence the fall of 
prices. 

(e) Movements of gold have ceased of late to have what used 
to be considered their .. normal " effect on the domestic credit 
poTicy of certain countries, notably France and the United 
States. In recent years it has been impossible to rely on action 
being taken by both the country losing gold and the country 
gaining gold ,to preserVe international equilibrium, the one 
meeting the other half way, as we explain in paragraph 185. 

154. We conclude that the important factor for consideration in 
the problem of the so-called maldistribution of gold lies in the 
removal or mitigation of the underlying causes which have led to 
the present concentration and we return to this aspect of the matter 
in our recommen.dations. Indeed, even a large increase in the 
current supplies of new gold would not do much good so long as the 
causes persist which have led to the present maldistribution of gold. 
For the additional supplies woula soon find their way to the same 
destinations. 

CHAPTER VIII.-THE SEQUENCE OF EVENTS SINCE 1925. 

155. When in 1925 Great Britain took the decisive step of 
restoring the gold stanaard, the French, Belgian and Italian 
currencies were not yet stabilised; in Germany the stability of the 
new currency had only been maintained by a drastic rationing of 
credit by the Central Bank in 1924; the future of Indian exchange 
was not yet determined; and the Federal Reserve System had only 
recently developed in a deliberate manner its system of open 
market operations as an instrument of great flexibility in the 
control of credit conditions. The full implications of the technical 
changes taking place in industry were not by any means clear; 
and, although in this country the volume of unemployment 
was already giving rise to grave concern, a general feeling was 
abroad that with the restoration of the gold standard and the settle
ment of The Reparations question the era of extreme instability had 
definitely passed away. 

156. Outranging all these factors in ultimate importance, how
ever, though influencing them and being in turn influenced by them, 
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was the development of the economic situation in the United States. 
For a century the United States bad been borrowing heavily from 
Europe. America. had freed berself from indebtedness to Europe 
during the War; and thereafter it appeared that the tide had 
definitely turned and that the United States, having undergone 
the transition from a largely agricultural to a predominantly manu
facturing country was about to repeat the history of Great Britain 
and to emerge as an exporter of capital upon a vast scale. For 
some years after the end of the War, indeed, the growth of 
American capital exports was the indispensable means of recovery 
of economic conditions in the rest of the world. Issues of long
period securities in the United States reached their maximum in 
the four years 1925-1928, during which period tht' net amount 
offered on long period account aggregated $4,789 millions, or nearly 
£1,000 millions-an amount twice as large as tbe volume of long
period capital issues (£482 millions) floated in London during tbe 
same period. At the same time, American concerns were also 
investing largely in foreign enterprises. Whilst the net amount 
advanced on long-term account by the United States was in reality 
somewhat less than these figures would seem to indicate, there 
can be no doubt either that America.n foreign investments assumed 
lIu'ge proportions in these years or that they had striking effects 
upon the areas-Central a.nd South America. and Central Europe
where the investments were chiefly made. 

157. To this movement many factors contributed-the desire of 
the great industries to safeguard their foreign markets; the senti. 
mental attachment of American citizens of Central European origin 
to their original countries and the desire to aid them; the high rates 
of bond interest ofi'erea; the belief that the world was now once 
more politically and economically stable; the desire to assume a 
dominating role in Latin America; at times also (especially in 1927) 
a temporarily depressed condition of American business; a rate of 
per capita. savings so large as to outstrip the possibilities of profit
able investment at home in periods of business quiescence. But 
at a crucial moment one other factor intervened to accentuate tbe 
process. That factor was the policy of the Federal Reserve System 
in the second half of 1927. 

158. Broadly speaking, the United States continued throughou, 
the post-war period to gain gold, until by the middle of May, 192;, 
the gold stock of the U.S.A. reached its maximum figure of 
$4,700 millions. It had been the avowed policy of the Federal 
Reserve Authorities to regard this gold stock as a trust fund, and 
therefore to prevent such an expansion of credit in the United 
States as would necessitate the permanent retention of the whole 
stock as a permanent reserve. The policy of gold sterilisation was 
the objective expression of this point of view. In 1927 the moment 
seemed to have arrived when the exigencies of the local credit 
situation coincided with the necessities of the outside world. In 
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the autumn of 1927 the Reserve System encouraged low money
rates in the N ew York market and thereby stimulat.ed a boom in 
international securities. Gold flowed out, and by June, 1928, the 
United States had lost $600 millions of gold, the gold stock on 
23rd June, 1928, being $4,099 millions against $4,700 millions 
on 16th May, 1927. * The effect of these various incidents can 
be thus summed up. Easy credit conditions had more than restored 
the pre-war ratios between gold and the short-term liabilities of 
European Central Bankst and had, in conjunction with other 
circumstances, generated a· period of world prosperity which, inter 
alia, enabled Great Britain to recover to some extent from the 
direct effects of the return to the gold standard and the industrial 
troubles which had followed upon it. 

159. But the credit situation in the United States was now to 
change, and to change disastrously in its reactions upon the rest of 
the world. In the first place. cheap money in the Unit.ed States 
strengthened the tendency, already present in spite of a relative 
ebb of business in 1927, to a rise in the price of common stocks. 
From 1925 to 1928 building and other construction in the United 
States was on an unprecedented scale, reaching the colossal aggre
gate of $38,OOO,000,000t for the four years together (or about 
£160,000,000 a month), which was about double the value of the 
construction in the four years 1919 to 1922. The putting into 
circulation of this enormous volume of purchasing power, which. 
was not directly associated with any corresponding increase in 
the production of immediately consumable goods, caused a huge 
growth of business profits, which culminated in 1928 and 
1929. At the same time the market value of securities increased 
in an even greater proportion than profits, the process of the 
appreciation of securities being greatly assisted, apart altogether 
from the influence exerted by cheap money and business prosperity; 
by the belief that a .. new era" had dawned in the United States 
due to mass production and rising money wages. The difficulty 
of determining what was a reasonable basis for capitalising the yield 
of securities made it possible for securities to sell at 30 to 40 
years' purchase, or even more, without upsetting public opinion, 
and they did, in fact, sell at such values. With such glittering 
chances of stock appreciation before their eyes, it is not surprising 
that it began to be more and more difficult to float international 
loans in New York or to sell bonds to American investors, nor that 
the prices of already existing bona issues should decline. To the 

* See F(>deral R(>serve Bulletin. January, 1930-p. 2. 
t Mr. Loveday's figures show that the ratio of Gold Reserves to notes and 

sight liabilities of Central Banks and demand deposits of commercial banks 
amounted (in Europe) to 14.0%, 13.2% and 15.2% respectively in 1913, 1927 
and 1928. Memorandum on p.l03 of First Interim Report of the Gold Dele
Ilation of the Finnncial Committee of the League of Nations .. 

t Cf. "Planning and Control of Public Works" compiled by the National 
Bureau of Economic R(>search in New York. 
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bullish bond market of 1924-27 had succeeded the bullish stock 
market of 1928-29~ 

160. From the very beginning of the more spectacular stage of 
the boom the Federal Reserve Authorities watched the situation 
with misgiving. By three successive stages in 1928, the New York 
Reserve rate was raised from 31 per cent. to which figure it: 
had been reduced in August, 1927, to 5 per cent. in July, 1928, and, 
at the same timt!, in an effort to get control of the market, securities 
held by the Reserve System were sold upon a large scale, whilst the 
volume of open market acceptances had fallen to a bare minimum 
of $75 millions by July, 1929. These measures proved sufficient 
to prevent the demand for Reserve Bank credit from expanding by 
more than the amount required to offset gold movements but could 
not cope with other elements in the situation. As the Annual 
Report of the Federal Reserve Board for 1929 remarks, II The 
problem was to find suitable means by which the growing volume 
of security credit could be brought under orderly restraint without 
occasioning avoidable pressure on commercial credit and business. 
With the system portfolio of Government Securities practically 
axhausted by the sales made in the first half of the year 1928, the 
main reliance in a further firming of money conditions must have 
been further marking up of Federal reserve discount rates, unless 
Bome other expedient could be brought to bear in the situation. II 

161. 'Ihe Reserve Board being unwilling to permit the Reserve 
Banks to raise the discount rate stm fudher, the Reserve System 
tried to check the rising flood of speculation by moral suasion and by 
bringing pressure to bear upon the New York member bankll, 
hoping thereby to cut off the supply of call-loan money to the Stock 
Exchange at the source. But though the supply of call-money 
from the New York Banks was successfully cut off, the total volume 
of call-money continued to rise. The effect was to raise the level 
of call rates to a. figure which made investment in such funds 
highly attractive, and there was thus drawn into the vortex of 
American speculation a mass of short-money, not only from non
banking agencies in the United States, but from European countries 
as well, though as regards European funds the bulk came from 
deposits previously made in the United States. America exerted a 
double pull on the European monetary and financial situation. 
Capital was placed in American securities and contributed to their 
rise; the rise in price stimulated further speculation and demanded 
further amounts of cal1-money; the call rate rose and this, together 
with rises in other associated rates attracted further European 
money to the United States. But, more important, the rise of 
ca.ll-rates to highly attractive levels impeded investment by all those 
who thought the situation essentially unstable. By investing in 
call-money. they kept their position liquid, and at the same 
time earned upon their funds at least as much as, if not more than, 
they would have obtained upon foreign investments, without any 
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risk at all. A further deterrent to foreign investment had thus 
arisen. The increase in the gold steck of the United States 
indicated the pressure on European and other money markets. 
Between June 23rd, 1928, and January 11th, 1929, the gold stock 
rose by 7 millions of dollars; between that date and October 
25th, 1929, it increased by a further 282 millions. A general rise 
in European bank rates followed the gold drain to the United 
States, and was accompanied by a general stiffening up of open
market rates in the European money markets. Finally at the 
beginning of August, 1929, the New YQrk bank rate was itself 
raised to six per cent. By that time the peak of production had 
already passed, and the business conditions which provided the 
justification for the boom were definitely at an end. 

162. The effort to stop the boom in the United States, and the 
European attempt to resist the redistribution of gold, which 
followed upon the flow of funds to the United States, led every
where to a policy of dear money, almost at the moment when 
economic conditions were .becoming ripe for a policy of cheaper 
money. For thf' index of industrial production ceased to expand 
in the United States after June, 1929, when the Reserve Board's 
index reached a maximum (1923-25 = 100) of 126 (seasonal varia
tions being eliminated). Moreover, by the miaale of 1929 the 
construction boom in the United States had passed its peak. 

163. Upon the influence of boom conditions and monetary policy 
iL the United States on the working of the gold standard were 
superimposed the effects of French monetary policy. The stabili
sation of toe franc, though it had taken plaee at a rate much above 
the lowest to which the franc had fallen, had nevertheless left the 
French price level considerably below that of the outside world. 
Further, the period of stabilisation involved in France, as it had 
previously done in the case of Austria and Germany, a readjust
ment of the per capita holding of currency so as to bring the 
amount into line with normal needs. Thus, a stabilisation boom 
combined with an increased per capita demand fOl currency to 
swell the aggregate demand for franc1! which could only be supplied 
by the Bank of France. This shortage of currency was accen
tuated by the abnormally high figures of the French Treasury 
balances. The note circulation did in fact rise considerably. In 
1927 the average yearly circulation had been 53.5 milliards. In 
the next three years the circulation. rose (half-yearly averages) as 
follows :-59, 61.2, 63.1, 65.9, 70.4, and 73.8 milliards, the amount 
in the autumn of 1930 being affected by the discredit attaching to 
certain banking institutions, which led to a marked hoarding of 
currency. The importance of these developments from the stand
point of the international· gold standard was that they involved 
an enormons inflow of gold into France. 
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visions of the law by which the Bank of France is governed. Pre
ceding and during the period of de facto stabilisalion a special Act 
had permitted the Bank of France to buy foreign exchange and to 
issue notes against such purchases. (Law of 7th August, 1926.) 
So long as the influx of French balances and the sa.le to the Ba.nk 
of foreign assets could be carried out through a transfer of foreign 
exchange, no positive pressure was brought to bear on foreign 
money markets, though they continued to run the risk that gold 
might ultimately be taken. But the tra.nsition from de facto to 
de jure stabilisation was a.ccomplished by means of a law (June, 
1928) which did not incorporate any provision for making per. 
manent the right to issue notes against foreign assets; on the con· 
trary, the law of August, 1926, was repealed, and the resulting 
legal position of the Bank of France in regard to the purchase of 
foreign. exchange has remained obscure. Moreover, the new law 
did not give the Bank power to buy even French Government 
securities in the open market, and thus to satisfy the demand for 
currency by purchases giving banks and holders of securities addi
tional deposits at the Bank which they could take out in note8 
if they desired. The Bank of France was thus practically deprived 
of two important instruments of modern central banking technique 
-the right to issue currency not only against gold, but 30180 against 
the equivalent of gold, and the right to increase the volume of 
credit and currency by operations in securities initiated by itself. 
These changes in the French situation coincided with that change 
in the American situation-the end of the period of cheap money 
in the United States-to which we have already referred. 
Currency was drawn in the first instance from the commercial 
banks leading to a reduction of their cash balances. In 80 far 
as the banks possessed assets, i.e., bills of exchaIige, which the 
Bank of France was prepared to rediscount, and to the extent that 
they were prepared to part with these bills, a replenishment of 
cash balances beca.me possible. In so far as bills were not avail. 
able, or, alternatively, to the extent that the banks did not desire 
to part with them, this method of meeting the situation failed. 
It was possible to satisfy the demand in another way, however. 
The banks could sell their foreign balances for francs, thus appre
ciating francs and bringing a flow of gold to France. The 
existence of these balances was due either to the original flight 
from the franc or to their replenishment owing to the failure to 
invest in the purchase of foreign securities the credit balance 
accruing to France on the eurrent balance of indebtedness. Very 
great quantities of gold did, in fact, flow in. The net changes 
of the significant .items are as follows :-. 

* These figurel are taken from a paper on French Monetary Policy read by 
Mr. B. G. Hawtrey before the Manchester Statistical Society in January, 1931. 
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Change, betwten June 25th, 1928, and December 26th, 1930. 

(Millions of francs.) 

Discounts and Ad
vances 

Gold 
Foreign Exchange 

+6,467 
+24,643 

-382 

+30,728 

Notes 
Private Deposits 
Public Deposits 

+17,664 
+5,954 
+5,611 

+29,229 

165. For a time, between Jane and December, 1928, the Bank 
allowed its foreign exchange holdings to increase to a total of 32,641 
millions of francs. Thereupon up to May, 1929, exchange holdings 
fell by 6,132 milhons and gold holdings increased by 4,485 millions 
and these changes must be presumed to reflect the deliberate 
intention of th~ Bank. But thereafter the Bank maintained a 
.. passive" attitud&-its holdings of foreign exchange hardly 
varied, but it alluwed gold to reach it freely. Bank rate was indeed 
lowered to 3! per cent. in February, 1928, and to 3 per cent. in 
the same month a. year later. But this was a situation which a 
lower bank rate could do little to correct. Before the Wall Street 
crash something could have been done to stimulate foreign 'invest
ment and thus to turn the tide of gold away from France. But the 
universal depression thereafter was not a propitious moment at 
which to begin, and of the 25 milliards of gold acquired in these 
thirty months, over l4i milliards were acquired between 
September, 1929, and December, 1930, i.e. during the period of 
depression. 

166. The burden of these gold movements was thrown upon two 
markets, London and New York, the position of which, of course, 
differed very much. Whilst in the calendar year 1929 gold exports 
from Great Britain to France amounted to £33 millions and in 
1930 to £55.2 millions, the exports to France from the U.S.A. 
amounted during the same period t<l £28 millions-or less than 
one-half of those from this country. The period of heavy gold 
exports to France from America had k ... ken place earlier; from May, 
1927. to June, 1928, France ha·d taken some £47 millions. Nor 
was the gold drain to France the only significant flow of gold from 
Great Britain-Germany took £18.4 millions in 1929 and £16.2 
millions in 1930, whilst a heavy export of £7.9 millions took place 
to the United States in 1929. The plessure on the London money 
market is indicated by the average yearly stock of gold coin and 
bullion held by the Bank of England. This rose from £148.6 
millions in 1926 to £150.1 millions in 1927, rose again to £162.6 
millions in 1928. to faU sharply to £146.9 millions in 1929. And 
though in 1930 the average rose again to £155.1 millions, the 
explanation is only partly satisfactory since the gold inflow in that 
year was fed by .. distress shipments" from Spain, Argentina. 
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Brazil and Australia which reflected the economic malaise of the6e 
areas. The pressure on the Bank is marked by the fact that. 
whilst in 1928 and 1929 of the bullion sold in the London market 
about one half was bought by. the Bank, in 1930. of an amount 
of £43.91 millions sold, the Bank was able to buy only £1.41 
millions. 

167. The important issue from the standpoint of the working of 
tlie gold standard in this country is the reaction of Bank of England 
policy to the events we have outlined. Bank rate had been reduced 
to 41 per cent. in April, 1927. and remained unchanged till 
February, 1929, when it was raised to 51 per cent., the average 
gold stock ha.ving fallen from a maximum of £173 millions for the 
month of September, 1928, to £150.g millions in February, 1929. 
Bank rate was not again raised until September 26th, 1929, when 
it went up another one per cent., the Bank having lost gold steadily 
after July, so that the average monthly figure for the gold stock 
stood at only £130.9 millions in October. If the figures of the 
Banking Department are studied for the two critical years under 
review, it will be found that the range of variation of the Bankers' 
Deposits was less than the variation in the Reserve. While there 
was some reduction in the volume of Bankers' Deposits, part 01 
the fluctuations in the Reserve was offset by movements in the 
Securities, and this applies to an even greater extent to the 
quarterly movement than it does to the fluctuations over the two 
years taken in their entirety :-

Banker.' D.po.it.. Be.e"" 01 Note. and Coi,. 
in Banking Departm,nt. 

- Increase (+ ) Increase ( +) 

(£ mills.) or (£ mil ... ) or 
Decreaae (-) Decrease(-) 

(£ mills.) (£ mill •. ) 

1928 1st Quarter ... 66·9 - 41·2 -
2nd 

" ... 62·9 -4,0 47·6 +6·3 
3rd 

" ... 68·6 +6·7 69·1 +11'6 
4th 

" ... 64·5 -4,1 46·6 -12,' 
1929 1st 

" ... 64·0 -0'6 64·3 +7'7 
2nd 

" ... 62·1 -1,9 58·7 +4'4 
3rd 

" 
... 63·9 +1·8 35·4 -23,3 

4th 
" 

.. , 61·5 -2,4 32·8 -2,8 

-5,4 -8,4 

168. In the critical third quarter of 1929, whilst the Reserve of 
the Banking Department fell by over £23 millions, the Bankers' 
Deposits actually increased by nearly £2 millions. The gold move
ments were thus not allowed to affect the basis of credit at that 
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time, though over tlie period as a. whole the loss of gold was 
allowed to reduce the credit basis to some extent. Stated 
positively, Bank policy in so far as it made use of the weapons of 
open market policy and of bank rate consisted, it wouIa appear, in 
preventing the lull rigour of the international gold movements 
from affecting the volume of credit except in so far as it might be 
directly influenced by rising bank rates: and the rise in bank rates 
to a really deterrent level was long postponed. 

169. But it must not be overlooked that, throughout the whole 
period since the return to the gold standard, the economic structure 
of this country has been exposed to quite exceptional strain, and 
that business opinion has been in consequence exceptionally sensi
tive to movements in bank rate, with the result that a level of bank 
rate not in itself highly deterrent to enterprise so far as its influence 
upon the profitableness of business is concerned may nevertheless 
have had psychological repercussions out of all proportion to the 
absolute magnitude· in the movements of the rate. Moreover, 
in estimating the net influence of Bank of England policy in recent 
years, and especially before the American collapse in the autumn 
of 1929, allowance has to be made for the circumstance that the 
Bank has at times brought its influence to bear in a manner, which, 
as in the instances of unofficial embargoes on the flotation of 
new capital issues, is incapable of measurement ill quantitative 
terms, but which, nevertheless, has exercised, at particular 
moments, a considerable influence upon the movements of business. 

170. Since 1925, Bank of England policy has had to adjust itself 
to four major episodes: the return to gold itself, the inauguration 
of a cheap money policy in the United States in 1927, the stock
market boom, an.d the French gold drain in 1928-29. The view 
has been expressed that on occasion throughout these years, the 
Bank, by pursuing a less restrictive or more expansionist policy 
might have induced a similar policy elsewhere. But in the early 
days of the return to the gold standard a Central Bank inheriting a 
certain body of experience, and faced in any case with relatively 
difficult and novel problems would naturally hesitate before 
ina.ugurating a policy the success of which was doubtful and 
the failure of which would be attended with grave results. In fact, 
the Bank attempted at this early stage, so far as possible, to stabilise 
the volume of credit which it placed at t.he disposal of the banking 
system, whilst keeping the level of rates sufficiently above those in 
other centres to ensure the retention of foreign balances here. 

171. During the period. of cheap money in the United States, 
which lasted from August, 1927, to February, 1928, the Bank main
tained its rate unchanged at 4i per cent., whilst its gold stock 
and Reserve in the Banking Department increased, accompanied 
by a decline in the Securities, deposits remaining substantially 
unchanged. In· view of the fact that American monetary policy 
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was intended, inter alia, to relieve the European situation, i~ 
remains an open . question whether the Bank might not, at that 
time, have pursued a somewhat more venturesome policy without 
running IIony overwhelming risks. In any case, by the end of 1928 
the Bank had again lost a substantial part of Lbe gold it had 
acquired in the second and third quarters of the year. 

172. During 1929 the Central Banks of the wprld were faced by 
a combination of circumstances of • most a.bnormal character. In 
so far as that situation, reviewed in the light of history, induced 
drains of gold either of a temporary character (the American boom) 
or of a kind not amenable to the usual instrument of banking 
policy (the French inflow), requiring therefore a policy of 
acquiescence rather than of active opposition, it. can be said that 
Bank of England policy was of the kind appropriate to the problems 
presented by the unfolding phenomena of the time. 

173. II tbe events of the last five years are passed in review with 
the object of determining what lessons are to be drawn from them 
to serve as guides to future action and policy, it ill necessary to 
distinguish between the incidents which are capable of recurrence, 
and those which may fairly be deemed to be of a purely passing 
and. evanescent character, however disturbin~ they may have been 
at the moment of tbeir actual occurrence. The world is not likely 
to have again to experience the simultaneous pressure on the 
monetary machine of an American stock exchange boom of such 
exceptional dimensions and a drain of gold for restocking purpose. 
of quite extraordinary magnitude. This unique conjunction of 
events which gave to the years 1928-9 their peculiar impreu ia 
not likely to recur. After all allowances for these unusual or novel 
manifestations of the world order have been made, it is clear, 
nevertheless, that the working of the international gold standard 
requires, in the modem wo~ld, a realisation that the forces making 
for disequilibrium are very powerful and that any mechanical appli. 
cation of the purely empirical rules derived from pre·war experience 
could easily lead to very grave and unsuspected results. 

174. Among the causes which may make for disequilibrium two 
stand out most prominently. In the first place, the working of 
the gold standard may from time to time be seriously &frected by 
the recurrence of boom conditions in American economic and finan. 
cial conditions. In the second place, the gold standard is liable 
to be affected by the breakdown, after a period of expansion, of 
the process of international investment. The immense growth of 
the financial and economic power of the United States has altered 
the scale, if not the -terms, of the problem of American.European 
economio relations, and thrown upon the European Central Banke 
-in the absence of any definite guarantee that the Federal Rese"e 
Banks will be permitted by publio opinion to co-operate at all 
times whole-heartedl), with Othff Central Bank.-o. task of great 
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difficulty, which can only be solved by common understanding 
and action. The vast technical changes now manifesting them
selves in the sphere of agricultural production are only one among 
a number of features which give to the flow of international funds 
a new social and political significance. The working of the gold 
standard must be adjusted to these striking changes in world con
ditions, and the task of adjustment must be entrusted to the Central 
Banks. 

CHAPTER IX.-THE COURSE OF INTERNATIONAL 
INVESTMENT. 

I.-THE PROCESS OF INTERNATIONAL INVESTMENT. 

175. The substantial variations in the volume of international in
vestment in recent years and especially the abrupt reduction in the 
last two years, have contributed largely to the troubles which have 
overtaken both the raw material producing areas of the world, such 
as Australia and Latin America, and (to a smaller extent) those 
Central and East European countries which, in consequence of 
the war and of the poSE-war inflation, have become impoverished 
and unable to provide for themselves the capital of which they 
stand in need. 

176. The supply of capital to overseas areas is for some countries 
an indispensable element in their development and, in so far as 
it is itself subject to irregularity, imports irregularity also into their 
economic life. For it is largely through capital movements that 
these overseas areas are linked up with the ebb and flow of economic 
activity in other. and particularly the capital exporting, countries 
of the world. The processes by which these fluctuations are trans
mitted are briefly;-

(a) The borrowing countries use a part of the capital bor
rowed for the purchase of constructional goods from the in
dustrial countries, and the purchasing power thus circulated 
in the industries producing those goods provides at least some 
part of the market for the raw materials of the borrowing 
countries. 

(b) In part the capital borrowed is used in the employment 
of labour in constructing railways or other plant, and is thus 
expended in the borrowing country itself. The borrowing 
country has acquired, through the loans granted to it, purchas
ing power in the lending country which it wants to employ 
locally. There is thus a demand for -remittances from the 
lending country to the borrowing country and the exchange 
moves in favour of the borrowing country, which in these 
circumstances can either allow credit to expand at once Ol' 
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import gold to form a basis for expansion. In either case the 
local demand increases and imports are stimulated. The in
crease in employment in the borrowing country caused by the 
expenditure of the loa.n moneys provides the means of absorb
ing these additional imports. 

(c) Moreover, the adjustment of interest payments on capital 
previously borrowed frequently requires that there should be 
a steady stream of loan-moneys flowing towards these areas, 
so that the sums borrowed can be used to prevent a weaken
ing of the exchange rate if, for any reason, it is impossible 
to meet interest payments by means of an export of local 
produce. Ultimately it is to be expected that interest on loans 
should be met out of the increase_d production made possible 
by the loans. If the increased production takes the form of 
exportable raw materials, the drafts drawn against the exports 
furnish the means of meeting the interest payments: if the 
increased production is in the form of general development 
(roads, etc.) the interest should be provided by taxation, which 
would reduce local spending power and thus diminish 
imports which would otherwise have been consumed locally. 
:But this process of transfer works with great friction because 
.of the fluctuating character of all raw material production 
and the lack of diversity in the production of raw material 
countries. A bad harvest, or series of bad harvests, plays 
havoc with the mechanism. In the absence of fresh capital 
10ans, the flotation of which depends in the main upon world 
.credit conditions, the gold or foreign exchange reserves of the 
local banking system must be used. If these sink to a point 
which engenders lack of confidence in the stability of the local 
.currency, or if a fear that they will be exhausted causes a 
:flight from the local currency, there may be no alternative 
except a departure for the time being from the gold standard. 

177. The recent history of the South American Republics well 
illustrates the practical aspects of the matter. During the years 1924 
,to 1929 the United States and this country, respectively, made loans 
to South America approximating $1,200,000,000 and £50,000,000. 
'Take, for example, the small Republic of Colombia which received 
.over those years $170,000,000. There was a great boom. Com
petitive railway building and other public works sent up wages 
"by leaps and bounds: imports vastly increased: food was imported 
where before it had been produced locally. When the golden 
·streamceased there was a collapse. Imports ceased and Colombia 
"thus added its small quota to depression in the industrial countries. 
Prices fell precipitously and Colombia is only now recovering 

:gradually from its previous excess. 

178. This example caD. be multiplied in Brazil, Peru, Chile and 
.even perhaps the Argentine, and certainly in Australia. The United 
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States made loans to South America on an undesirable scale; Great 
Britain with equally good intentions had already shown the wa,y 
in the case of Australia. 

179. The economic position of Germany again has been much in
fluenced by the ebb and flow in the tide of international invest
ment. Germany's working capital, much reduced by the war, was 
enormously diminished by the. subsequent vast inflation. Her 
needs in this direction, her Reparations burden, and the necessity 
to build up a gold reserve, all compelled her to borrow very largely. 
In addition to large amounts of long-dated capital taken up by 
States, municipalities and industries, estimated in the Final R€port 
of the Agent-General for Reparation Payments to amount to £335 
million for the period 1925 to the end of April, 1930, German 
banks and other borrowers have taken up a very great amount of 
short-dated capital. In the period following the stabilisa
tion of the mark, and especially' during the boom in the 
American bond market, the imports of capital into Germany 
resulted in checking exports, in raising the standards of 
expenditure by the public authorities, and in encouraging a 
generally higher standard of life among the population. The 
dangers of over-borrowing were regarded so seriously by the autho
rities of the Reichsbank as to lead to an official control of capital 
loans ra.ised abroad for purposes not regarded as increasing German 
productivity, and short-period loans, in particular, were regarded 
with disfavour. Nevertheless, the net movement of capital in
wards wa.s on such IL scale as to affect profoundly the rhythm of 
German economic life; and the partial cessation of the flow, as 
well as the uncertainty whether capital could be borrowed or not, 
which has been the result of events in America and elsewhere since 
1929, has had the result of profoundly modifying the economic, and 
through it, the political situation in Germany. It has become 
steadily clearer that Germany's heavy debtor position has placed 
her at the mercy of her creditors; if she cannot continue to 
borrow she must, by any reduction in costs necessary, increase her 
exports and reduce her imports, thus affecting the equilibrium of 
other countries ·tra.ding with her and her customers. 

180. It is unfortunate that, in practice, a cessation of loans to 
raw material producing countries generally coincides with a period 
of lower prices for their products, and, conversely, large capital 
imports accompany higher raw material prices. This tendency is. 
the natural outcome of the preferences of investors, who are much 
more likely to lend to a country when it is prosperous and enjoying· 
prices for its crops which are high relatively to the general level 
of prices. 'rhus the alternations ·of prosperity and depression are. 
likely to be particularly severe in those countries, for the national 



income is in the one case in1lated both by large sale. at high 
prices and by the effects of the expenditure of loan proceeds, a.nd in 
the other case deflated by the absence of loan expenditure a.nd by 
small sales at low prices. Nor do borrowing countries-at any 
rate the raw material producing areas-possess mea.ns which 
might help to stabilise their balance of payment. in time of bad 
harvests. For they do not, as a rule, draw large payments for 
services-such as shipping, insurance a.nd merchant transactions-
but on the contrary have to pay for such transactions carried out 
on their behalf. Generally also their foreign investments are 
small. 

181. In certain cases, moreover, particularly in the case of 
Germany, the cessation of foreign lending has been accompanied by 
an increase in the export of capital, short or long, by her own 
nationals, the combined effect of these two movements being, of 
course, greatly to accentuate the difficulties of the local situation. 
The causes of this double pressure are clear: a Jack of confidence in 
the economic and political outlook of the area concerned deters 
foreign investment and encourages a flight from the local money 
market. In so far as the direct effect of a cessation of capital 
imports a.nd of an increase of capital exports is to increase the 
strain on the foreign exchanges, the two movements work in the 
same direction and accentuate one another. 

182. Statistics rela.ting to the movements of international capital 
supplies are notoriously difficult to interpret. The volume of new 
capital issues (issues for conversion or redemption being excluded) 

. throw no light upon the movements of private investments a.nd 
may be in part or in whole offset by the movements inwards of 
short-term or long-term funds for investment purposes. Never
theless, the figures for public flotations on the one hand, and the 
figure for the excess of credit over debit items in the balance of 
indebtedness, i.e., the net balance on income transactions, throw 
some light upon the fluctuations in the capital flow, although they 
may not be an accurate guide to the volume of capital investment.· 
The tendency of the British and the American figures is not to 
compensate each other, but to reinforce one another; rising 
together (so far as issues are concerned) sharply between 1925 and 
1928, and falling in 1929. Thus, between 1928 and 1929, the net 
capital movements outwards from the United States fell by 561 
million dollars, or £115 minions, while the total overseas issues on 
the London market declined from £143 millions to £94 millions, 
a total decline of £164 millions, a figure not far short of one-half 
of the absolute amount of New York and London combined in 
the year 1928. 

• Bee Appeodis IV. 
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II.-INTERNATIONAL INVESTMENT AND INTERNA
TION AL DISEQUILIBRIUM. 

183. Apart from new loans a.nd purchases of securities in other 
countries, a creditor nation's claims on the rest of the world show, 
each year, a net surplus. A debtor country on the other hand, which 
requires and borrows money from other countries for capital de
velopment, possesses current claims on the rest of the world which 
are normally less than its liabilities. If, for the time being, it 
cannot borrow, it must try to meet the deficiency, 80 far as it can, 
by the export of gold. It is roughly true, therefore, that, if creditor 
nations do not lend their surplus, that surplus, so long as all 
parties remain on the g~ld standar~, can only be employed in 
increasing the gold reserves of the creditor and diminishing the 
gold reserves of the debtor nations, with the ultimate result of the 
former finally having all the gold and the latter none. 

'184. Since no country, not even a young and.developing one, can 
borrow incessantly and largely without incurring an external debt 
greater than it can stand, debtor countries which wish to be able 
to maintain their surplus gold holdings must not depart too 
far from a balance between debts to and claims on the rest 
of the world on income account, while creditor countries must, 
unless they are ready to upset the economic conditions, first of 
the debtor countries and then of themselves, be prepared to lend 
back their surplus instead of taking it in gold. In other words, 
all must perform their part towards maintaining a reasonable 
equilibrium. 

185. Formerly, it was assumed that tbe efflux and influx of gold 
itself produced a new equilibrium by altering the level of prices in 
the lending and receiving countries respectively and thus modifying, 
through an alteration in exports and imports and through the short 
money market, the debtor position of the first and the creditor 
position of the second. Gold standard countries were indeed sup
posed to meet each other half way, each altering its conditions 
sufficiently to produce the desired equilibrium. This result might 
be soon reached in normal and quiet times between highly developed 
countries, able rapidly to adjust their short-money position and 
their balance of payments, and willing to let the increase or decrease 
of gold if need be freely modify their economic conditions. But in 
actual fact to-day the position of debtor countries is apt to de
teriorate rather than improve as a result of their having to export 
gold. For it is usually beyond t!J.eir power to adjust their balance 
of payments so rapidly and completely as to permit a complete 
cessation of borrowing; yet, in so far as they export gold, their 
credit as borrowers suffers. Thus, having lost their gold and not 
being able to borrow, they are forced off the gold standard. And 
creditor countries, on the other hand, when they have accumulated 
more than their fair share of gold, far beyond their legal require-
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ments, fearing to provoke an inflation by letting the new gold pro
duce a rise in prices, try, in effect, to make themselves insensitive 
to further imports. Thus, when equilibrium is profoundly upset 
between creditor and debtor nations, the whole world suffers. The 
'adjustments to be made are greater than can be accomplished by 
a movement of short-money funds or by a small alteration in prices. 
The debtor countries suffer a serious deflationary crisis and some 
of them, probably failing to meet their problema by drastic 
measures, may be forced off the gold standard; the creditor coun
tries will be affected both by the depression in the debtor coun
tries and by the influx of large quantities of gold. Here is, perhaps, 
the major part of the immediate explanation of the collapse of 
international prices which we describe in the next Chapter. 

CHAPTER X.-THE FALL OF INTERNATIONAL PRICES 
AND ITS CONSEQUENCES. 

186. The general effect of the world depression upon the price 
level of commodities at wholesale cannot be more strikingly summed 
up than by saying that during the course of the year 1930, the 
Board of Trade mdex number (base 1924=100) fell by 17 per 
cent.; that the Economist index number fell between Feoruary, 
1930, 8IlId February, 1931, from 84.2 to 66.5 (base 1927 = 100) or by 
over 21 per cent.; that BOme commodities suffered a fall of price 
within ,the year of between 40 and 50 per cent. and that, by 
February, 1931, an the main groups of commodities, with 
one exception, as measU1'ed by the Economisrt lindex number 
(l913=100), were 'below their pre-war price, as the following 
table shows:-

(A1Ierage 191$=100) 

Cereals Other Min- Miaee))- Com-
Date. and Foods. Textiles. eral •. plete 

Meat. aneou •. Indell. 

Average 1924 ... 159·9 169·9 210·6 145·2 131·6 159.3 .. 1928 . .. 145·0 149·4 161,7 111·9 119·3 135,1 .. 1929 ... 135·6 136·8 141·9 116·2 112·7 127·1 .. 1930 ... 113·' 122·9 99·1 101·6 101'6 106·8 
.End Feb.: 1930 ... 119·5 132·2 115·1 110·1 108'4 115·1t .. Jan.: 1931 . .. 94·8 110·8 75·8 91·6 90·4 91,8 

II Feb.: 1931 ... 92'9 108·' 78'0 93'5 90·6 91·8 
\ 

Within tbe' period February, 1930 - February, 1931. the group 
Cereals anCJ Meat fell by 22 per cent., the group Other Foods by 
18 per cent., Textiles by as much. as 32 per cent., Minerals by 
15' per cent., and Miscellaneous by 161 per cent. 
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187. When wholesale price movements are compared with move
ments in the cost of living index and with index numbers of 
average weekly wages, it is at once apparent that the fall in the 
former has been much grea.ter than the fit.ll in the other series ;-

(Base 1924 - 100 in all cases) -
Wholesale Prices Cost of Index No. Industrial (Board of Trade). Living of Average Production --
AlI I Total 

Index Weekly (Board of 
articles. non-food. (MIL). Wages. Trade). 

1924 1st Quarter ... 99'9 100·5 101 t 2nd 
" ... 98·5 100·3 97 100 100 3rd 
" ... 99·3 99·1 99 

4th 
" 

... 102·3 100·1 103 J 
1928 1st 

" ... 84·6 81·1 94 100·2 109·8 
2nd .. . .. 86·1 81·4 94 100·0 103·6 
3rd .. . .. 83·8 80·5 94 99·7 100·2 
4th .. . .. 83'1 79·9 96 99·5 108·4 

1929lat .. ... 83·6 80'5 93 99·5 110·6 
2nd .. ... 82·2 79'7 92 99·5 112·0 
3rd 

" 
... 82·1 79·3 94 99·3 110·7 

4th .. ... 80·7 78·1 95 99·0 114·0 
1930 1st 

" 
... 76·9 74·8 92 98·8 111·0 

2nd .. ... 73·4 71·5 88 98·3 103'1 
3rd 

" ... 70'7 ,68·1 89 98·3 99·5 
4th 

" ... 67·0 6-1'5 89 98·3 99·0 
1931 1st 

" ... 64·0 62·2 85 98·0 95·4 

. 188. The fall in the wholesale price index number is, of course, 
m no way a phenomenon confined to this country. Indeed, since 
the articles comprised within the scope of a wholesale index number 
are largely internationally-traded commodities, the rate of fall of 
their prices must be much the same in all countries, allowance being 
made for differences of qualities and ,tariffs and the movements 
of freight rates. We publish in Appendix V a set of wholesale 
index numbers for various countries from which it will be seen 
that between January and December, 1930, the price fall in Japan 
has been 2() per cent.; in Canada 19 per cent.; in the Netherlands 
18 per cent.; in the United Sts.tes and Italy 16 per cent.; in 
France approximately 14 per cent.; and in Germany 11 per cent. 

o 189. The same feature of a much sharper fall ill the wholesale 
level of prices than in the level of the cost of living, which is charac
teristic of the position in Great Britain, is. to be noted in other 

t . Th th t· . Cost of Living Index tood t 126 .' coun rles. us e ra 10 Wh I' ·1 I . sam 
. 0 esa e ndex . 

January, 1930, and at 142 in December; in Germany, for the 
Bame months, at 115 and 120; in France (1st Quarter 1930, com~ 
pared with .Iai)t Quarter) at 101 and. 120. , Thus, all over the world 
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the wholesale price i'Ildex haa been falling abruptly and the 008' 
of living haa nowhere completely adjusted itself to the fall in the 
level of wholesale prices. 

Consequences 0/ the Fall in Price •• 

190. The consequences which follow from&. fall in prices of the 
severe dimensions recently experienced are complex and rea.ct 
with unequal incidence upon different types of income. They may 
be briefly summarised as follows :-

(i) All incomes fixed in terms of money, such as interest 
on ,the National Debt, debentures and other fixed-interest 
securities, remain unaltered. Thus incomes derived from those 
sources are a1>le to purchase an increased proportion of the 
national output at the lower price level now prevailibg. On 
the other hand, such incomes will, of course, lose this advan
tage if the fall of prices proves to be temporary, and mean
while the rate of interest on all new lending should fall. 

(ii) Many other incomes, which are not contractual in the 
same way as is interest on the National Debt, are fixed by 
custom or by statute. In the l3ltter category fall, for instance, 
many classes of pensions and u'Ilemployment relief. Unless 
and until measures are taken by Parliament to alter these 
charges, the recipients benefit in the same way as do holden 
of contractual mcomes. 

(iii) The proportion of the national outpu' which can be 
purchased by these classes ·of recipients being increased, the 
amount left for dietribution between the remaining sectioos of 
the community is reduced, with the result that so long as 
salaries and wages are unchanged the final residue available 
for profits is inadequate. 

(iv) The attempt to effect an adjustment sets in train .. 
series of consequences making for acute trade depression and 
unemployment. 

(v) In the sphere of international debts also &. large fall of 
prices greatly increases the real burden falling upon the debtor 
nations. 

191. It is apparent from this summary that&. severe fall in prices 
upsets the entire balance of every kind of money settlement. It 
works to tbe advantage of those whose incomes are protected 
by contract or otherwise and to the disadvantage, either in the 
form.·of reduced incomes or of unemployment, of those who receive 
the residue of tbe national income. It brings with it the problem 
of reducing coets. For the entrepreneur, faced with a. fall in the 
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price of his commodity and the money receipts he derives there
from, must seek to reduce his money costs of production whether 
in the form of wages or otherwise. 

192. Thus when prices faU the first person upon whom the impact 
falls is the business man (unless the fall is due to an increase in 
efficiency). Nothing occurs automatically to change' his costs of 
production save in a minority of cases where wages are regulated 
by changes in the cost of living or by sliding scales based on selling 
prices, and even here, whatever reduction takes place necessarily 
lags behind the fall of prices in articles of international trade. The 
result is, in the first inst&nce, a narrowing of the margin between 
prices and costs, that is to say, a diminution of profit. The burden 
of reducing costs is thrown on business men to effect as best they 
can. 

193. Some part of their costs, e.g., rates. and taxes and interest 
charges, it is not in their power to diminish. As regards the rest, 
their first effort, naturally, is to increase efficiency. But an 
important increase may not be possible unless they have been 
failing to do their best previously. Moreover, it will not help 
them competitively unless they can increase their own efficiency 
faster than their rivals are increasing theirs. Next they will, no 
doubt, cut out various items of expense which were never justifiable 
on strictly business principles, but were due to kind-heartedness, 
old custom, and for the sake of the amenities of life. If this is 
not enough, there are various further measures which they can 
take gradually in greater or less degree. They will cut out some 
of their marginal and least profitable lines of business, which are 
not essential to the maintenance of their connections and their 
organisation-which will already have the effect of somewhat 
reducing employment. They will resist rises of salaries and 
wages, which otherwise they would have been inclined to grant. 
They will endeavour to adjust the conditions of labour so as to make 
it cost less without earnings being reduced. And fin'ally they may 
be compelled to join issue with their men to seek a general 
reduction of wages. 

194. But the pace at which these things will happen will tend 
Ito vary widely from industry to industry. Where fixed overhead 
costs are a. small rroportion of total costs, the employer will be 
brought much sooner to the point where he has to choose between 
closing down or seeking to lower wages. Moreover, such cases will 
largely coincide with the cases where labour costs are a. large pro
polltion of the whole, so that there is little room for reducing total 
costs except by reducing labour costs. On the other hand, there 
are also many industries where fixed overhead costs are large, so 
that it will be worth the employer's while to accept much less 
than a normal contribution towa.rds interest, replacement, etc., 
before financial considerations will impel him to close down. Such 
a. situation will preclude expansion or even the replacement of old 



88 

plant as it wears out, 80 that it may spell a slow, long drawn-out 
ruin for the industry without the trouble being brought to a head 
by a sudden crisis. Between the extremes there are industries 
and firms at every intermediate position. 

195. This procedure for adjusting incomes to upward changes in 
the value of money works well enough if the changes are gradual 
and if they are moderate relatively to the rate of technical progreu. 
For the pressure put upon the business world by the declining 
margin between prices and costs will be limited in its elIect to 
putting a brake for the time being on the rate of expansion and 
on the upward movement of incomes corresponding to the increased 
efficiency due to technical progress. It may even be beneficial by 
enforcing those necessary minor economies which get forgotten in 
a period of wide margins between prices and costs, and by 
regulating the relative rates of progress as between dilIerent 
industries. Moreover, the higgling of the labour market betweoD 
employers and trade unions may be healthy and of a tendency 
to produce a proper equilibrium between the advantages oITered by 
different industries, without threatening serious loss or serious 
hardship.to anyone. 

196. But if the change in the value of money is large and rapid 
the result is chaotic. Extreme hardship and injustice will prevail, 
and great loss to the income and wealth and productive power of 
the whole community. For the individual members of the com
munity can be ranged in a long line, according to the degree in 
which their incomes are susceptible to pressure, beginning with 
those whose incomes are protected by contract. such as the 
recipients of interest on the national debt, through workers in 
sheltered industries protected by powerful unions, to workers in 
unsheltered industries, where labour is a large part of the cost, 
as in the case of coal. The process of bringing about a reduction 
of incomes will be protracted and unequal in its incidence, and 
years may pass before the injustices as between different 8ets of 
individuals will have worked themselves out. 

197. Thus, although a severe fall in prices, if permanent, in itsell 
necessitates a reduction of costa if business is to continue on & 

profitable basis, the process of effecting adjustment involves great 
friction. That it has not been made in this country we show 
elsewhere. The result is that businells, being onprofitable, i. 
depressed, output is reduced and unemployment results. We 
think that the recent increase in unemployment in every part of 
the world, ~ccompanied by a decline in production, can in the main 
be &ttributed to the fall in the level of prices, unaccompanied by 
a. proportionate reduction of money costs, however brought about. 

The Relation 0/ Falling Price. to Inf1utmmt. 
198. In the modern world, where a willingness to assume risk is 

an essential element of economic life, the praces. of investmen' is 
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seriously affected by the reduction of profits due to a disparity 
between prices and costs of production. .An inevitable accompani
ment of sharply falling profits is a decline in' the yield of ordinary 
share capital, and therefore a faIl in its market price, as has 
indeed ta.ken place. Under these conditions it becomes increas
ingly difficult to finance new enterprise by the issue of ordinary 
shares. And yet in a period of faIling prices it may in many cases 
be imprudent to finance enterprise by means of fixed interest
bearing securities, for the further prices fall, the more onerous 
the capital taken up on fixed terms of interest becomes. It has 
for two generatiolls been a subject for discussion and dispute 
among economists as to whether periods of rising or periods of 
faIling prices are more fruitful of technological improvement. TIie 
!truth would appear to be that whilst periods of falling prices 
afford the greater inducement to cut costs, they do not necessarily 
afford the greater opportunity to do so, if the capital necessary can 
only be obtained on terms which will increase the aggregate risks 
which the entrepreneur must run. 

199. The deterrent effect upon the process of introducing improve
ments due to the uncertainties of the future may, it can be arg)led, 
be offset by the greater margin of saving available from recipients 
of fixed incomes and by the fact that they are obliged, because of 
the rise in the value of fixed-interest securities, which commonly 
occurs in periods of falling prices, to accept a lower yield in the 
shape of interest. It is through these falling yields, indeed, that 
the burden resting upon the entrepreneur may be reduced, though 
very gradually. And with an increased willingness on the part 
of the public to invest their money in long-dated securities, these 
results will be obtained and may be an indispensable part of the 
process of recovery. But, so long as the economic outlook is 
very uncertain, and the public are disinclined to venture their 
savings. the additional savings possible to certain classes when 
prices fall (even if the aggregate for all classes were the same, 
which is more than doubtful) may merely be hoarded for the 
time being. If the public choose to hold their savings in liquid 
form, this may hinder the process of re-equipping industry or 
lowering the yield of securities; and, in so far as this is the case, 
the process of industrial and economic recovery is held up. The 
reluctance to venture savings is, in fact, a marked feature of the 
present depression and as potent a cause prolonging and deepening 
it as is the reluctance of the entrepreneur, depressed by his heavy 
losses, to seek new loans for bew construction or the extension of 
his enterprise. 

The Effects upon Public Finance. 

200. In the direction of public finance also, a large faU in prices 
produces serious reactions affecting Ithe equilibrium of the National 
Budget by its operation both on the revenue and on the expenditure 
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of the State. We need only summarise brielly the direction. in 
which pressure is felt : . 

(i) The revenue of the State tends to be affected unfavour
ably in aU its branches. Business depression reduces the. 
volume of profits (including dividends distributed) liable to 
Income Tax and Eurtax; the valuation of estates liable to 
Est.ate Dutie~; the volume of transactions . liable to Stamp 
dutIes; the YIeld of Customs and Excise duties by reason not 
only of a reduction in the volume of goods consumed but of • 
fall in values. Consequently, in so far as the State must meet 
charges fixed in terms of money, it must meet the situation 
by an increase in the level, or an extension of the field, of 
taxation. 

(ii) At the same time, the circumstances of the time tend to 
swell expenditure in certain directions with a view to relieving 
the unemployment situation or providing for the unemployed. 

(iii) A high propoJtion of State expenditure is contractual 
in the form of debt interest and can only be reduced by con
versions, either voluntary or on maturity, in favourable cir
cumstances. A furtber large block of expendilure is fixed in 
terms of money by Acts of Parliament (e.g. Pension Allow
ances of many kinds, contributions to Health and Unemploy
ment Funds and other Social Services) and is not rea.dily 
a.lterable when changes take place in the value of money. 

201. Examined from the point of view of the total tax burden, 
the position is that nominal Imperial taxation fell between 19'20/1 
and 1929/30 from £22 per head to £14.8 while the burden of local 
taxation remained unchanged at £3.9 per head. Thus total tax ... 
tion fell from £25.9 to £18.7 per head. Bot tbe change in pricel 
in that period has meant that the commodity value has risen from 
about £18 to £20 (expressed in 1924 values on the basis of the cost 
of living index); a reduction of nearly one-third in the nominal 
value of the taxa.tion imposed has yet left an increase in the real 
tax burden. 

202. Whilst it is difficult to form an estimate of the contractual 
elements involved in the Budget in the shape of pensions and social 
services, there seems to be little doubt that, including debt interest, 
some 60 per cent. to 70 per cent. of the total ordinary expenditure 
(excluding self-balancing items) is of this nature. Thus with a 
falling price level, while revenue faUs, a very large proportion of 
expenditure is. more or less fixed in terms of money. There are 
some favourable influences to be set on the other side, such al 
the lower cost of the Floa.ting Debt and the possibility of large
scale conversion operations. Nevertheless, it would appear as if • 
most important consideration for those in charge of the public 
revenue to bear in mind, so long as the future course of pricel is 
uncertain, is the avoidance of any form of obligation involving 
lit large addition to the contractual obligations of the State. 
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203. The budgetary problems referred to in the foregoing para
graphs are not, of course, peculiar to this oountry. The_fact th8Jt 
the fall of prices is a world-wide phenomenon has meant a general 
increase in the burden of indebtedness. But the problem is par
ticularly acute in this oountry in that the recent fall of prices was 
not preceded, as was the case in many other countries, by a. period 
of intense inflation followed by devaluation of the currency and, 
consequently, the destruction Ito a greater or smaller extent of the 
original debt burden. Relief from the weight of internal indebted
ness was obtained in this way over a large part of Continental 
Europe; most marKedly in Germany, Austria and Hungary, but to 
a great extent also in France, Belgium and Italy. On the other 
hand it must not be overlooked that 'Grea.t Britain is still on 
balance a great creditor nation on long-term account, so that the 
fall in the price level has increased the commodity value of the 
whole of her external assets in the shape of sterling investments; 
whilst for Germany, as a debtor both on long-term and short-term 
account, the price fall has resulted in a serious addition to the 
burden of external indebtedness, both Government and industrial. 
And what is true of Germany is also true of those overseas 
countries which stand in the relation of debtors to this country. 
Indeed, as these areas produce commodities which have felt the 
price decline most heavily, their economic situation has deteriorated 
the more seriously; since their national income is more closely 
dependent on the sale of a relatively restricted number of com
modities. Areas like Brazil, Argentina, Malaya and Australia, 
dependent upon sales of coffee, wheat and maize, tin and rubber, 
wool and hides and wheat, h!Lve felt the shock of falling prices 
the most. The result has been that their budgetary position has 
become very difficult; their exchange position no less so. The 
efforts to maintain faith with their credit<>rs have imperilled the 
stability of their Governments, and this in its turn, has made 
it more difficult for them to raise fresh loans in the international 
capital market-loans which are vital to their further eoonomic 
.development and the realisation of their political stability. 

204. In many respects it is the social rather than the directly 
economic consequences of falling prices which are most serious. 
For price changes raise delicate issues of equity between different 
classes of the community, the resolution of which presents grave 
difficulties. The payments received by the faotors of production ulti
mately constitute income, and income is received by men and 
women with standards of social justice, with ideas of settled expec
tation and with a natural reluctance to make the necessary sacrifices. 
The tensions so set up are paralleled by the tension between creditor 
and debtor nations. Thus violent price changes (for what we 
have said applies mutatis mutandis to rising as well as to falling 
prices) initiate social as well as economic disturbances which leave 
no part of the national or international order unaffected. But we 
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feel that the significance of wha.t has been taking place in recen~ 
montlis is not always fully grasped. A study of history would, we 
believe, confirm the opinion that it is in the changes in the level 
of prices, and in the consequentia.l alteration in the position of 
debtors and creditors, entrepreneurs and workers, peasants and the 
tax gatherer, that the main secret of social trouble is to be found. 
Looked at from tthis point of view the events of the last decade are 
of the most extraordinary kind. A very violent depreciation of 
money was sufficient in the immediate post-war period to destroy 
over a. large part of the continenti; of Europe all rational economic 
calculation and all orderly social and economic development. This 
violent movement was followed in turn by a period of relative 
stability in which material well-being progressed markedly. This 
phase has now been followed by a violent down-turn of pricee the 
effects of which upon political and social stability have already been 
very great. 'rhe prob~ems thus raised transcend in importance any 
others of our time ana generation and we have regarded it as our 
main task to expound their significance and to bring forward 
suggestions for their solution. 

CHAPTER XI.-THE INFLUENCE OF MONETARY 
POLICY ON THE PRICE LEVEL. 

1. MONETARY AND NON-MONETARY FAOTORS. 

205. Many of our witnesses can be divided into two groups 
according ro the way in which they answer the question whether 
the fall of prices is primarily due to monetary causes. But this 
difference of opinion may have appeared greater than it really 
is owing to a confusion as to just what is meant by the question. 

206. Those who assent that the fall of prices is primarily due 
t<> monetary causes may mean by this that the fall is due to a 
failure of the monetary machine throughout the world to adjust 
itself ro general economic perturbations. ThOBe who deny the 
same proposition may mean that the changes and disturbances 
which are ultimately responsible for thf' fall of prices are non
molletary in origin and chara.cter. But there is nothing neces
sarily inconsistent between these two statements, and both of 
them may be true. Or it may be that those who emphasise 
monetary causes do so "because they believe that the monetary 
machine could have adjusted itself to the non-monetary changes 
and 80 have avoided the fall of prices, if this machine had been 
operated with greater knowledge and wisdom, wliilst those who 
emphasise non-monetary causes may do so because they believe 
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that it has not been within the power of the monetary machine 
to offset the effect of non-monetary changes on prices, so that 
the fall of prices could only have been avoided, if at all, by bring
ing to bear on the non-monetary factors. Here there is indeed 
a difference of opinion, but it is one, probably, of degree and of 
practical judgment as to what is or is not feasible. 

207. Obviously the general price level must be governed by 
the volume of purchasing power directed to the buying of current 
output relative to the volume of this output. Moreover the be
haviour of the world's banking and monetary systems as a whole 
must have a considerable influence on the volume of such pur
chasing power. To this extent, at least, the general price level 
is rightly described as a monetary phenomenon; and the contro
versy turns on ,the degree to which in practice a monetary system 
can exert its influence to remove difficulties due to changes in 
the rate at which such purchasing power circulates or in the uses 
to which it is put. 

208. On the other hand, it seems to us equally clear that the 
economic difficulties of the post-war decade are primarily due, 
not to any wanton misbehaviour on the part of the monetary 
factors themselves, but to unusually large and rapid changes on 
,the part of what are rightly described as non-monetary pheno
mena, these non-monetary factors again themselves producing 
monetary changes. In particular, war and post-war non-monetary 
causes led to the great and unwanted flow of gold to the United 
Sltates from which such vital consequences have ensued. For 
example, in the foregoing summary of events we have attributed 
great importance (i) to ,the unusual instability in the demand for 
capital resulting from the losses and intarruptions consequent 
on the War, (ii) to the changes in the established relationships 
between debtor and creditor countries consequent on the War debts, 
(iii) to the rapidity of technical changes in manufacture and agri
culture, (iv) to the shifting character of demand resulting in a. 
want of .balance between the demand and supply of services as 
against manufactured products, of new types of manufacture as 
against old, and of manufacture as a whole as against agriculture, 
(v) to the rigidity of wage-rates, (vi) to the growth of tariffs, 
(vii) to the embarrassments of Budgets, and (viii) to violent changes 
ill speculative activity in New York and elsewhere. 

209. Our view is, therefore, that the price level is the outcome 
of interaction between monetary and non-monetary factors, and 
that the recent world-wide fall of prices is best described as a 
monetary phenomenon which has occurred as the result of the 
monetary system failing Ito solve successfully a problem of un
precedented difficulty and complexity set it by a conjunction of 
highly intractable non-monetary phenomena. Whether the inter-
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national monetary system could have solved its problem is a 
matter 'on which we should hesitate to express a dogmatic opiniob. 
It is probable that the difficulty of our national problem was much 
increased by the relative over-valullltion of the pollnJ sterling and 
under-valuation of many other currencies. But the satisfactory 
handling of the internatiobal problem, even if it was theoretically 
practicable, might have required 110 degree of knowledge. expe
rience and prescience which no one in fact possessed or could have 
been expected to possess. 

210. It will be sufficient for our purpose, in putting forward 
our recommendations in Pam II of this Report. to hold that it 
should be our object to increase the power to exercise deliberate 
control over the price level; that there is nothing inherently im
practicable in this; ,that with the gradual growth of knowledge ahd 
experience. and particularly with the furt~er development of suit
able machinery for regula.r international co-operation, the possi
bilities of such deliberate control should steadily increase: and that 
we should forward these ends to the best of our powers by being 
ready to attempt the task and to gain experience by practice. 

2. THE TASK OF THB MONETARY SYSTEM. 

211. The .task of the monetary system, as we see it, is, there
fore. to balance. so far as it ca.n, by changes in the quantity and 
terms of credit, the effect on the price level of certain fluctuating 
factors, which. whether we prefer Ito call them or their underlying 
causes monetary or non-monetary. are largely outside the direct 
oontrol of the monetary system. The fluctuating factors in ques
tion are. principally. ,the three following:-

(i) The proportion of bank credit which is employed for 
financial purposes as distinct from the purposes of new current 
output: 

(ii) The degree of preferebce felt by investors for the em
ployment of their funds in more liquid or in less liquid forms: 

(iii) The readiness of enterprise to embark on expansion 
of one kind or another, given the financial terms on which 
the necessary resources cab be raised. 

The greater the amount of bank credit which is being used f01" 
financial purpose!!, the greater the desire of investors to keep 
their funds liquid and Ithe greater the reluctance of enterprise to 
move forward on given terms. correspondingly greater-getlerally 
speaking-will have to be the volume of bank credit and the easier 
the terms on which the banking system is ready to lend. in order 
to keep the price level from falling; and oice oersa when it is a 
case of preventing a rise. 
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212. It is no doubt less difficult to check a boom than to stimu
late activity. during a slump; but the checking of a boom may 
well prevent the subsequent depression from being as deep as it 
would have been if the boom had been allowed to proceed ,un
checked. In certain extreme states of speculative excitement or of 
depression and general want of confidence, it may indeed be well
nigh impossible for the banking system to exercise sufficient 
restraint or to provide sufficient stimulus. But such states of 
excessive excitement or depression are generally reached as a 
result of the excitement or the depression having been allowed 
to feed on itself; and it does not follow that the banking system 
could not have prevented the aberration if it had acted soon 
enough and drastically enough. The fact that a motor car is not 
well-adapted for getting itself out of a ditch once it has fallen 
in does not prove that it is beyond the powers of good driving 
to keep it in the middle of the road. 

213. We pass, therefore, to a brief consideration of the means 
at the disposal of the banking system for performing its task. It 
would take us much too far into a difficult and intricate subject 
if we were to attempt a full analysis .of the causes operating on 
the price level. But some account of the way in which we con
ceive of the monetary system as exerting its influence is a necessary 
introduction to the recommend8ltions which follow in Part II. 

3. THE FUNCTIONS OF BANK RATE. 

214. The methods by which a modern Central Bank controls 
the volume and ter,ms of credit in its domestic monetary system 
consist, in the main, (i) in what are now known as .. open market 
operations," that is to say the purchase or sale of assets in the 
market on the initiative of the Central Bank itself, and (ii) in 
varying the terms on which it will purchase assets on the initiative 
of the seller, which is conveniently summed up as .. bank rate 
policy. ,. The effects of the two methods are different in detail 
and in the rapidity of their influence on the various elements in 
the market ra.ther than in essence. It will be sufficient for the 
purposes of this section if we discuss the general consequences of 
the tightening or relaxation of the volume and terms of credit; as 
the result of deliberate policy on the part of the Central Bank, 
under the general designation of •• bank rate policy." 

215 ... Dear money" (and mutatis mutandis" cheap money") 
produces a long chain of consequences, some of which result quickly 
ana some only in the long run. The most i:rilportant are, in the 
order of their norma.l time of occurrence, the following :-

(i) Dear money tends to diminish the net amount which a. 
country lends abroad or to increase the amount which it 
b01TOWS. Both short-term lending and long-term lending are 
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affected, though it is the former which feels a change soonest 
and most sensitively. Thus there is an immediate favourable 
effect on the country's balance of international payments and 
hence on its foreign exchanges and its gold reserves. This 
assumes that the change in bank rate is & cha.nge relatively 
to rates elsewhere and is not merely keeping pace with changes 
elsewhere. 

(ii) Dear money tends to curtail enterprise at home and the 
volume of purchasing power which is put into circulation. 
Some part of the purchasing power which is thus curtailed 
would have been spent on imports or on home-produced goods 
which are now released for export. Thus dear money has a 
favourable effect on a country's It visible" balance of trade; 
which, again, has a favourable effect on the country's balance 
of international payments and hence on its foreign exchange. 
and on its gold reserves. 

(iii) The curtailment of enterprise at home has the secondary 
effect (by its influence on demand relative to supply) of 
making it impossible for producers who are still continuing 
operations to sell their output at as high a price as before. 
Owing to the various difficulties in the way of closing down, 
especially if the trouble is expected to be of short duration, 
and since even a reduced price will generally show some margin 
over prime cost, some producers will-for a time at least
accept a lower price for their products. This, again, will 
help the country's .. visible II balance of trade. 

(iv) 'Ihe fall of prices considered under (iii) is a faU of 
prices which is not accompanied by a corresponding fall of 
(:osts and is, therefore, at the expense of the producer. If such 
a fall continueI!' for any length of time it necessarily puts a 
pressure on producers to reduce costs, including wages if 
necessary. When costs as well as prices have fallen, the 
help to the country's II visible" balance of trade resulting 
from the fall of prices will be on a more durable and reliable 
basis. 

216. Now it is not to be assumed on every occasion on which 
bank rate is raised that the whole of this train of consequences 
is desired or intended, or will in fact ensue. It depends on how 
deep-seated is the cause of the disequilibrium in the country's 
balance of international payments. But it is the peculiar property 
of bank rate policy that it exercises a pressure in the right direction 
whether the problem is merely one of momentary short-period 
adjustment or whether it is of a more fundamental character: 

217. Thus the Bank of England has felt in the past, as we have 
been told in evidence, that it will be pursuing the safest course 
if it keeps its eye primarily on the movements of the foreign 
exchanges as the indicator of the balance of international payments, 
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and then effects its changes in bank rate mainly in response to 
such movements. For whether it be a passing trouble or whether 
it be an occasion for a more fundamental readjustment, this will 
be the right remedy. 

218. There ~an be no doubt, in our judgment, that" bank rate 
policy .. is an absolute necessity for the sound management of a 
monetary system, and that it is a. most delicate and beautiful 
instrument for the purpose. Nevertheless there are certain limita.
tions to its usefulness, unless it is supplemented in certain ways. 
In particular:-

(i) The business world has found it difficult hitherto to interpret 
the meaning of a change of bank rate in any particular instance. 
They may be uncertain whether it merely represents an effort to 
correct a temporary maladjustment in the international short-loan 
position or whether it is the beginning of a contraction which will 
produce a curtailment of enterprise and business losses until the 
necessary adjustments have been effected. Thus a change of no 
great significance which is likely to be merely temporary or seasonal 
may cause undue alarm and may have a seriously unfavourable 
psychological reaction on business confidence. The only remedy 
for this is to be found, we suggest, in a diffusion of knowledge as to 
the relevant facts and a readiness on the part of the Bank of 
England to inform the money market, and the joint stock banks, 
whenever it can, as to its views of the situation. If the public was 
enabled to distinguish changes in bank rat~ intended merely to 
equalise supplies of short-term funds between different international 
markets from changes made necessary by excessive costs or exces
sive activity at home and intended to cause a contraction of 
domestic credit, some unnecessary disturbances to confidence might 
be avoided, and.in course of time industry would learn to be more 
philosophical about changes made for non-industrial reasons. We 
make certain proposals concerning this in Part II of our Report. 

219.-(ii) A policy which waits upon movements of gold may 
be too tardy. For these movements are often the . last event in 
a situation which has been developing for a considerable time. If 
we had a more complete knowledge, both scientific and statistical, 
of what is going on in our economic system, it might be possible 
to act sooner with great advantage, to correct aberrations before 
they have gone too far and thus keep business and enterprise on 
a more-level keel. It would be better (if it is possible) to develop 
gTeater powers of diagnosis and not to depend so much on a com
paratively late-appearing symptom. Such a policy would require 
definitely to be less automatic and would thus undoubtedly place 
greater responsibility on the banking authorities. 

220.-(iii) Bank rate policy, guided and governed by the tendency 
of gold to move, is a means of maintaining the stability of the 
exchanges rather than the stability of business. It is a means of 
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keeping us in step with the rest of the world; of keeping us, not at 
at a steady pace, but at the same pace as others. Indeed so far from 
preserving a. stability of prices, profits and employment, the main
tenance of stable exchanges has the effect of transmitting to our 
credit system any serious disturbances, of a cyclic"oJ character or 
otherwise, which may be a.ffecting the rest of the world. 

All this, of course, is inherent in belonging to an international 
standa.rd and is not the fault of bank rate policy which will merely 
be carrying out successfully the duty laid upon it. Nevertheless 
these considerations serve to emphasise the importance of two 
matters to which we shall refer in Part II of our Report, namely, 
the expediency of international co-operation with a. view to keeping 
a ateady pace for the international system as a whole, and the 
desirabilitJ' of protecting our own national system 80 far &8 we can 
from being unduly sensitive to international perturbations of a 
temporary character. 

221.-(iv) Bank rate policy is quite a ,v.roper instrument, not only 
for the correction of temporary disequihbrium in the international 
loan market, but a.180 for regulating the pace of e~pansion and 
enterprise at home and for putting pressure on costs to accommodate 
themselves to changes in our relative situation or in the inter
national price level. But it is only adequate by itself for such 
purposes within certain limits. When substantial changes in the 
level of our industrial costs are necessa.ry to correspond to sub
stantial changes in the value of money, changes in bank rate alone 
cannot hope to achieve all that is necessary. In such a case, how
ever necessary it may be that bank rate policy should be employed 
to maintain the international value of our currency, some other 
supplementary means must be found to restore equilibrium. For 
consider how bank rate policy works out in such a case. Its 
efficacy depends in the first instance on reducing the profits of 
business men. When in the effort to minimise this result, output 
and employment are contracted, it depends on decl'easing the 
amount of business profits and increasing unemployment up to what
ever figure is necessary to ca.use business men either to decrease their 
costs by additional economies or to insist on, a.nd their workers to 
accept, a reduction of wages. But public opinion does not ea.sily 
acquiesce in such a process. And the reduction, if and when effected, 
will fall unequally and unfairly on those sections of the community 
who a.re least protected by contract, least able to defend themselves, 
and often least able to afIord the sacrifice. 

Moreover, those who are in charge of our monetary system will 
~naturally and excusably-be reluctant to carry through 80 ruth
less a policy to its proper conclusion, with the result that we may 
continue for a long period in a depressed condition with severe losses 
and severe unemployment and yet with not enough of both to 
compel by force majeure the necessary reaajustment of incomes. 
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Moreover once such a condition of depression has become firmly 
established a policy of dear money will no longer be necessary to 
ensure its continuance; for it will contain within itself the seeds 
of its own perpetuation. 

4. THE SUPPLY OF CREDIT TO BUSINESS AND ENTERPRISE. 

222. We have seen that, apart from its immediate influence on 
the international short-loan market, bank rate policy-and the same 
is true of •. open market " policy--operates, as a method of currency 
management, by its effect on the terms and the quantity of credit 
which the banking system as a whole is in a position to afford to 
business and enterprise. For in making an adequately high bill 
rate effective in the market, the Bank of England varies the amount 
of its assets, and hence of its deposits, to the necessary extent, 
which, in turn, has the effect of changing on a much larger scale 
the quantity of credit made available by the joint stock banks, since, 
when the banks' deposits at the Bank of England are increased by 
a given amount, these banks feel themselves free to increase their 
own assets by nine or ten times this amount. 

223. It has been explained to us in evidence that when the action 
of the Bank of England impels the joint stock banks to increase or 
decrease the volume of their assets (and hence of their deposits), 
the first effect of the change is likely to fall on the banks' more 
liquid assets, namely, their bills and their loans to the money 
market, and, next on their investments; whilst, if they aTe forced to 
curtail their advances, they will first of all cut down advances of a 
financial or personal character and will be most reluctant to refuse 
advances to their customers for normal business purposes. 

224. Thus the effect of credit expansion or contraction on the 
amount of business advances will be mainly indirect. The expan
sion or contraction of the amount of credit made available by the 
banking system in other directions will, through a variety of 
channels, affect the ease of embarking on new investment proposi
tions. This, in turn, will affect the volume and profitableness of 
business, and hence react in due course on the amount of accom
modation required by industry from the banking system. Finally 
the diminished (or increased) profitableness of business will 
diminish (or increase) the desire to embark on new investment 
propositions. Thus what started as an alteration in the supply of 
credit ends up in the guise of an alteration in the demand for 
credit. 

225. It is for this reason that cont.roversy is apt to arise as to 
the connection between business depression (or the opposite) and 
the policy of the ba.nking system in decreasing (or increasing) the 
volume of credit. For example, it has been put toO us, on the one 
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hand, that the maintenance of the basis of bank credit. and there
fore its volume, at the actual figures of recent years instead of at 
some higher figure. however inevitable it may have been. haa had 
an important infiuence in depressing British business and in causing 
unemployment. On the other hand •. there haa been a. decided 
preponderance of evidence from banking quarters to the effect tha·t 
BOund borrowers for purposes of a. kind which it is suitable to finance 
by means of bank loans have seldom or never been refused adequate 
accommodation by their bankers. Broadly speaking. the evidence 
which we have received from business quarters haa also supported 
this view. But these two views are. for the reasons just given. not 
necessarily inconsistent with one another. For it is a. usual 
characteristic of a. process of restriction to reduce business profits 
below normal, just as it is a usual characteristic of an infiationary 
process to swell them above normal; and the reduction of profit 
naturally diminishes the eagerness of the business world to expand 
the scale of production or to seek bank advances on a larger scale. 
Indeed, anyone would expect that a. restriction of credit, once it was 
well under way. would greatly diminish the pressure on the banks 
for new advances for the purposes of business expansion. Thu8 
it would be a mistake to conclude from the absence of such pressure 
that a restriction of credit haa, therefore, had no adverse infiuence 
on the volume of output and employment. 

226. Since, then. it is a. rare event for the banka-except. quite 
properly, at the height of an infiationary boom-to restrict the 
accommodation required by their business customers for liquid 
employment in their own businesses, the banks regarding this 
as having the first claim on their resources. it follows that the 
effect of a. restriction of credit on business activity operates. as 
we ha.ve said above. in a ditterent way . We think it would be 
generally accepted. as a brief summary of the case. that .. restric
tion of the volume of credit has to be associated with .. higher 
market rate of interest than would rule if the volume of credit 
were gre8.lter. that an enhanced rate of interest operates in a. 
variety of ways as a deterrent to new capital enterprise and the 
volume of current business, that the reduction of new enterprise 
has an all-round adverse effect on the level of profits. that the 
reduction of profits has an adverse repercussion on the volume of 
output. and so on. 

227. This train of events is partly brought about in .. direct 
and obvious way j but partly also in .. more obscure manner 
through its effect on the prices of long-term securities and on the 
ease and comfort of the new-issue market. Two examples will 
illustrate the character of what occurs. II, at .. time when the 
public is showing an increased relative preference for liquid asset~ 
the banking system-which is the main creator of liquid assets
does not increase the available volume of such assew in the shape 



101 

of bank deposits, it is inevitable that the price of non-liquid 
assets should fall; for the increased desire to hold liquid assets 
must either be satisfied by an increased supply of such assets or 
held in check by the loss which has to be incurred in exchanging 
non-liquid assets for liquid assets. In the second place, the banks 
are themselves large holders of investments, as distinct from (bills 
and advances; ana for the banks to keep the supply of advances 
for productive business equal to the demand for them does not 
serve to dispel the adverse effects of credit restriction, if it has 
to be done at the expense of the banks' investments. 

228. We may now consider in the light of the above, the actual 
figures of the leading banks of England and Scotland for the 
six years from the beginning of 1924 to the end of 1929 (see 
Appendix I). During these years the banks did indeed increase 
the volume of their commercial bills and advances by the very 
large amount of £222,000,000. But £205,000,000 of this was 
found by the sale of investments and Treasury bills ano. the net 
increase in the banks' earning assets was only £70,000,000. More
over this was occurring at a time when the public was showing an 
increased disposition to hold money on deposit aA:count, fixed 
deposits increasing during the same period by £132,000,000. 
Except in so far as this increase in fixed deposits was offset by 
an increase in the assets of the banks, the tendency (by reducing 
the velocity of circulation) was in the same direction as that of a 
contraction of credit. 

229. Or we may look at it in another way. According to the 
hest evidence we can obtain, industrial output per head increased 
over the period covered Iby the above figures (1924-1929) by 10 per 
cent., whilst the numbers seeking employment in the insured in
dustries increased by 7 per cent. Thus the potential output of the 
country may have increased by some~here between 15 and 20 per 
cent. If at such a time it is found that the active deposits are 
substantially unchanged or slightly reduced, it is evident that 
deflationary forces- have been at work though they have taken the 
form primarily, not of a reduction in the basis of credit, but in a 
lower velocity of circulation for bank deposits as a whole, due 
to a larger proportion of them having been held on fixed deposit 
account. Further, the effect of such forces on enterprise I and 
employment is bound to be adverse so long as they last; an expec
tation with which the actual facts of the period from 1924 to 
1929 are fully consistent. 

230. We do not mean to imply by the above that it was within 
the power of the Bank of England to allow a. larger basis of 
credit than it actually allowed. For it is arguable that, during 
the greater part. of the period, the duty laid on the Bank by 
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Parliament to maintain the gold value of sterling at the figure 
to which it was restored in 1925 was incompatible with appreciably 
easier cred1t conditions than actually existed. 

5. THE INFLUENCE OF THB BANKING SYSTEM ON INVESTMENT. 

231. There can be no doubt as to the power of the banking 
system (subject to international limitations which we deal with 
below) to increase or decrease the volume of bank money. But 
what is not so certain is its power to control the volume of bank 
money which is actively employed. When it is a case of contract
ing the volume of bank money, the question is how drastic the 
contraction must be to produce an effect, rather than whether 
the banking" system can achieve its purpose if it is sufficiently 
determined. For whilst a buoyant and optimistic market for 
investment and enterprise may contrive for a time to carryon the 
same volume of business with a diminished supply of credit, there 

. are definite limitations to the possibilities of this. When, however, 
it is a case of expanding the volume of bank money ~ith a view 
to stimulating active investment, the view is often expressed that 
the powers of the banking system may be altogether inadequate, 
since the additional bank money created may simply lie idle as an 
addition to liquid funds. 

232. In discussing the power of the banking system to overcome 
this difficulty, we need to distinguish sharply between a more or 
less normal situation, and one of acute business depression at or 
near the bottom of a severe slump. In normal conditions we see 
no reason to doubt the capacity of the banking system to influence 
the volume of active investment by increasing the volume and 
reducing the cost of bank credit. For in ordinary circumstances 
the new-issue market is responsive to the ease of bank credit, and 
.the additional real investment which ensues on a brisker new
"issue" market serves to increase profits generally and hence to 
stimulate enterprise in various directions. The effect of cheap 
and abundant credit on the willingness and ability of dealers and 
others to carry increased stocks, and hence to increase their orden 
to the manufacturer, is also important. Indeed it is more usual 
to emphasise the extreme ease of stimulating enterprise and in
vestment in these ways, and hence the danger of inadvertent or 
excessive action, rather than the difficulty of providing by banking 
llleans a sufficient stimulus to produce a noticeable effect; and 
this view is obviously the right one. 

233. 'Ihus we consider that in any ordinary times the power or 
the banking system (subject of course as before to international 
limitations) to increase or diminish the active employment of 
money in enterprise and iIivestment is indisputable; and it is 
equally indisputable that an increased activity of money in these 
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ways will tend to raise prices and that a decreased activity will 
tend to diminish them. 

234. In the midst of an acute slump, however, a mor:e difficult 
problem is presented. When conditions of extreme uncertainty 
and depression have developed, a mere change in the cost of short
term credit will not be sufficient !by itself to attract borrowers for 
purposes of new enterprise who on other grounds are reluctant. 
Moreover, a limit is easily reached below which it is not practicable 
to reduce the cost of credit any further. An appreciable part of 
the charges made for loans by the joint stock banks represents, not 
pure interest, but their actual expenses in carrying on their 
business. Thus even if pure short-term interest, for transactions 
into which no element enters but pure interest, falls so low as to 
1 per cent. per annum, the minimum rate which must be charged 
to the bulk of borrowers will never.theless remain at an appreciably 
higher level than this. In fact the cost of short-term loans to most 
borrowers falls with the greatest difficulty below 4 per cent. Besides 
this fact, the extra inducement to borrowers of such a rate, com
pared with (say) 5 to 6 per cent., will not be very appreciable so 
long as prices are falling and profits small and precarious. 

235. Some authorities have concluded from this that in such 
circumstances the monetary authority is largely impotent \although 
it does not follow that earlier action by the monetary authority 
might not have !been efficacious) and cannot expect to promote a 
revival of confidence and of trade until its efforts 'l,re supplemented 
by some adventitious event bringing a stimulus from some other 
quarter. 

236. As to the correctness or otherwise of this view, it is par
ticularly difficult for us to dogmatise as there has not hitherto been 
any adequate opportunity for putting the opposite view to the test 
of experience. But we ourselves are inclined to the view that the 
monetary authority is not so powerles~ as is sometimes supposed 
and that the danger, if any, is rather in the direction of letting 
loose too strong a force, which it might be difficult to control later. 

237. The preceding argument has dwelt, it will be noticed, on 
the cost of credit rather than on its quantity. What would be 
the result of the monetary authority largely increasing the quantity 
of bank credit in the circumstances supposed, whilst leaVing the 
rate charged for loans to find its own level? For it will always 
be possible for the monetary authority to effect this J>y the purchase 
in the market of e.g .• Government securities. It would seem saft' 
to conclude that the price of Government securities would rise as a 
result both of the direct action of the Central Bank and also of 
the action of the rest of the banking system in endeavouring to 
find a nse for the idle funds which the Central Bank would be thus 
placing at its disposal. A rise in the price of these securities must 
in due course be reflected to some extent in the price of other 
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securities of & less prime class. Conversion operations would be 
facilitated. And gradually the rise of price beginning with securitie. 
of the highest class will spread over wide classes of securities in
cluding most of those where the special risks of the slump are 
relatively unimportant. Moreover it may not need very drastic 
action on the part of the Central Bank to produce this result. 
For as soon as the course of prices for high-class securities has a. 
markedly upward trend, it is likely that many persons who have 
hitherto preferred to keep their funds liquid will alter their pre
ference in favour of securities. 

238. So far, however, nothing will have happened except It 

rise in the market price of certain classes of fixed-interest securi
ties. This in itself will not directly affect the prices of commodities 
or the volume of output and employment. But it will have 
affected by this time the cost of long-term borrowing by first-clas. 
borrowers; and there are, as a rule, various types of fixed invest
ment such as houRe building and the expansion of public utility 
undel'takings which are fair1y sensitive to changes in the long
term rate of interest. There are many schemes, for example, 
which are not worth while at 5 per cent., but become profitable, 
on the best estimates which can be made, if long-term funds are 
obtainable at 4 per cent. Or again, a fall from 6 per ccnt. to 
4! per cent. in the rate of interest on loans against bouses is 
nearly as good as a fall of 25 per cent. in tbe cost of production, 
when it comes to calculating the minimum level of rent whicb 
will prove profitable; and there is reason to think that the demand 
for house-room is elastic. 

When, therefore, this point has been reached, the effect of 
abunda.nt credit on the long-term market will be to bring abOut 
an increase of actual new enterprise. The repercussions of thi" 
on business confidence and on the actual level of profits may tben 
be expected to break the vicious circle. 

239. It is 119t argued that this chain of. events can be completed 
quickly. It may occupy a considerable time. The contention 
,is that a.n "increase in the basis of credit is a step which can be 
Itaken by the Central Bank in the supposed circumstances without 
any risk of untowa.rd consequences-for at the worst the effect 
will be nugatory-whilst there is fair reason to expect that it may 
do something Ito set in train the course of events outlined above. 
Some of us take the view th&t, provided the policy waa adopted by 
Central Banks generally, the most hopeful form of attack on the 
existing depression would be along these lines. The same method is 
one which could be, and ought to be, employed with great effect in 
the opposite circumstances, namely, in face of an incipient infla
tion. In such a ca~ Central Banks should sell the securities which 
they had accumulated during the depression. Indeed they would 
bave to be careful bot to allow too large a basis of credit to 
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persist when once the vicious circle had been broken. The method 
proposed would in fact have the additional advantage 'thad; it 
would put the Central Banks in a stronger position for curbing the 
next tendency towards inflation, because they would have a larger 
volume of securities for open market operations. 

6. INTERNATIONAL LIMITATIONS. 

240. We have entirely neglected in the preceding section the 
limitations which are actually set to a policy on the lines con
sidered by Ithe duty of adhering to an international standard. It is 
evident that a Central Bank which belongs to an international 
system cannot afford to maintain credit conditions which are out 
of relation to those which aMain in the rest of the system. For 
otherwise the additional liquid funds made available in the domestic 
market will endeavour to find an outlet in foreign money markets. 
where better terms are obtainable by lenders, with a resulting loss. 
of gold. 

241. It is necessary, therefore, in any policy, whether of expan
sion or contr&.ction, which is adopted by a particular Central Bank 
that due attention should be paid Ito the relation of this policy 
to the policies which are being pursued by the other Central Banks. 
It is a condition of adherence to an international standard that a 
Central Bank must not get much out of step with the average
movement of other Central Banks, under penalty of provoking 
large movements of gold. It is for this reason that we shaH lay 
so much emphasis in what follows on the importance of inter
national co-operation. 

--"-
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Part U.-Conclusions and Recommendations. 

CHAPTER I.-THE MAIN OBJECTIVES OF THE 
MONETARY SYSTEM. 

I.-THE GOLD STANDARD. 

1. THB RECENT WORKING OF THE GOLD STANDAIlD. 

242. Unfortunately, the antIcipations of those who were respon
sible for our return to the gold standard in 1925 have to a. large 

. extent not been fulfilled. Whether tpese a.nticipations were 
justified at the time, and what other course was' practically possible, 
are questions on which we do not all agree, but which it would be 
unfruitful now to discuss. The six years since that act of policy 
have, for the reasons stated below, proved to be of a. very abnormal 
character and the sacrifices which a. return to gold at the old parity 
involved have not been compensated by the advantages of inter
national price stability which were anticipated . 

. 243. The accomplished fact of the restoration of our currency to 
the pre-war gold parity and its maintenance there for a period of 
six years creates, however, an entirely new situation; and it by no 
means follows, even if the view be held, as it is by some of us, 
that a mistake was made in 1925, that the consequences can be 
repaired by a reversal of policy in 1931. 

244. Apart from the more general considerations relating to the 
gold standard which we discuss below, there have been two sets of 
difficulties in the way of its working to advantage in recent years, 
one of which we may expect, and the other of which we may hope, 
to be temporary. 

245. The first set of difficulties has been caused by the fact that 
. the various gold-parities established by the countries returning to 
the gold standard did not bear by any means the same relation in 
each case to the existing levels of incomes and costs in terms of the
national currency. For example, Great Britain established a 
gold-parity which meant thal her existing level of sterling incomes 
and costs was relatively too high in terms of gold, so that, failing 
a. downward adjustment, those of her industries which are subject 
to foreign competition were put at an artificial disadvantage. 
France and Belgium, on the other hand, somewhat later estab
lished a gold parity which, pending an upward adjustment of their 
wages and other costs in terms of francs, gave an artificial advant
age to their export industries. Other countries provide examples of 
an intermediate character. Thus the distribution of foreign trade, 
which would correspond to the relative efficiencies of different 
countries for different purposes, has been seriously disturbed from 
the equilibrium position corresponding to the normal relations 
between their costs in terms of gold. This, however, has been a. 
consequence of the manner in which the post-war world groped 
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its way back to gold, rather than of the permanent characteristics 
of the gold standard itself when once the equilibrium of relative 
costs has been re-established. though. even after six years, this is 
not yet the case. 

246. The second set of difficulties has resulted from the inter
national lending power of the creditor countries being re-distributed, 
favourably to two countries, France and the United States, which 
have used tbis power only spasmodically, and adversely. to the 
country, Great Britain, which was formerly the leader in this field 
and has the most highly developed organisation for the purpose. 
This re-distribution of lending power has been largely due to the 
character of the final settlement of the War debts in which this 
country has acquiesced. For although Great Britain suffered during 
the War a diminution of lier foreign aSEets of some hundreds 
of millions, she has agre~d to a post-war settlement by which 
she has resigned her own net creditor claims, with the result, that on 
a balance of transactions, virtually the whole of the large annual 
sums due from Germany accrues to the credit of France and of the 
United States. This has naturally had th~ effect of greatly increas
ing the surplus of these two countries, both absolutely and relatively 
to the surplus of Great Britain. The diminution in Great Britain's 
international surplus, due to her war sacrifices remaining uncom
pens3Jted by post-war advantages, has, however, been further 
aggravated recently by the adverse effect on her visible balance of 
trade of the first set of difficulties just mentioned, namely, the 
differing relationships between gold and domestic money-costs on 
which different countries returned to the gold standard. 

24 7. Tbis re-distribution of lending power need not, however, in 
itself have interfered with the working of the gold standard. The 
difficulties have arisen through the partial failure of the two re
cipients, during the last two or three years, to employ the receip~s 
in the way in which Great Britain had always employed hers, 
namely, either'in the purchase of additional imports or in making 
additional foreign loans on long-term. On the contrary, they have 
required payment of a large part of their annual surplus either in 
actual gold or in short-term liquid claims. This is a contingency 
which the normal working of the international gold standard does 
not contemplate and for which it does not provide. 

248. But this set of difficulties, too, one may hope, though with 
less confidence, to be a temporary phenomenon. Should it not pr~ve 
so, we can scarcely expect the international gold standa~d to SUI'Vl:ve 
in its present form. If for any reason, however p~ausible from its 
own point of view, a creditor country, after mnking all the pur
chases it desires, is unwilling to lend its remaining surplus to the 
rest of the world, there can be no solution except the ultimate 
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destruction of the export trade of the country in question through 
a relative reduction in the gold-costs of other countries. If there 
were no international standard, but each country had its own 
domestic currency subject to fluctuating exchanges, this 801u~OD 
would come about at once. For in this event the exchanges of 
France and the United States, for example, would by now have 
risen to 80 high a level relatively to the rest of the world that 
their exporters would have been driven out of business, so that 
their unlent surplus would have disappeared. Acoording to the 
classical theory of the gold standard, the same result should ensue, 
though more slowly and painfully, as a result of movements of gold 
inflating oosts in those countries and deflating costs elsewhere. 
But in the modern world, where, on the one hand, inflows of gold 
are liable to be sterilised and prevented from causing an expansion 
of credit, whilst on the other hand the deflllition of credit set up 
elsewhere is prevented by social causes from transmitting its full 
effect to money-wages and other oosts, i.t may be that the whole 
machine will crook before the reaction back to equilibrium has 
been brought about. 

249. Unfortunately upon these two sets of a.bnormal difficulties 
there has supervened, starting in the United States, 0. business· 
slump of a. more normal type though of quite unusual dimension!!, 
further aggravated, in the opinion of some, by being associated 
with the necessity for a transition from the high rates of interest 
appropriate to the War and post-war period back towards the lower 
rates which were typical before the War. 

250. Naturally the total result leads. some people to question the 
desirability of adhering to an international standard. 

2. THB QUESTION OF AN INTERNATIONAL STANDARD. 

251. This brings us to the question whether adherence to .an 
international standard may involve the payment of too heavy Ito prlce 
in the shape of domestio instability. Many countries, both to-day 
and at former times, have found that such continued adherence 
involves a strain greater than they can bear. But these are 
generally debtor countries, the trade of which is concentrated on 
a narrow ranrre of primary products subject to violent disturbances 
of prices. If we leave aside the position to-day, experience does 
not show that & creditor country with diversified trade is liable to 
suffer undue domestio strain merely as the result of adherence to 
an international standard. We are of opinion, therefore, that we 
'should not be influenced merely by the exigencies of the moment, 
if there is reason to believe that there may be important counter
vailina advantages on a longer view. If we need emergency 
meas;res to relieve the immediate strain, we should seek them in 
some other direction. 
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252. In the particular case of Great Britain we believe that there 
are such advantages. One of our most valuable sources of income, 
indeed one of our most important export industries .. is the practice 
of international banking and associated services. Along with our 
shipping and our staple export industries this has been for a long 
period past one or our main sources of wealth. It is by no means 
clear that the possible advantages to our export activities from the 
fact that a fluctuating exchange would automatically offset the 
rigidity of money-incomes would balance the unquestionable loss 
to the first named; and we might be a poorer country on balance. 
It is not necessary, in order to reach this conclusion, to exaggerate 
the benefits which accrue to us from our international financial 
business. They are not so enormous as to outweigh all other con
siderations. For example, it is not likely that they have gone even 
a fraction of the way towards compensating the losses of wealth 
through unemployment in recent years. It is not our case that 
industry should be sacrificed to finance. It is, rather, that the 
benefits to industry from a fluctuating exchange would be in
adequate to compensate the losses in other directions. For whilst 
a fluctuating exchange would have undoubted advantages in certain 
conditions, it would often be merely substituting one form of 
instability for another. It would not be possible for a country 
so intricately concerned with the outside world as Great Britain 
is to escape so simply from the repercussions of instability 
elsewhere. 

253. There is, moreover, a further reason which cannot easily be 
weighed merely in the balance of our own direct economic 
advantage and which weighs more heavily with us than any other. 
There is, perhaps, no more important object within the field of 
human technique than that the world as a whole should achieve a 
soupd and scientific monetary system. But there can be 
little or no hope of progress at any early date for the 
monetary system of the world as a whole, except as the result of 
a process of evolution starting from the historic gold standard. 
If, therefore, this country were to cut adrift from the international 
system with the object of setting up a local standard with a sole 
regard to our domestic situation, we should be abandoning the 
larger problem-the solution of which is certainly necessary to a 
satisfactory solution of the purely domestic problem-just at the 
moment, maybe, when, if we were able to look a little further 
forward, the beginnings of general progress would be becoming 
visible. 

254. We conclude, therefore, that we shall best serve the purpose 
for which we were set up, and have the greatest hope of securing a 
sufficient general agreement to lead to action, if we base our 
recommendations on the assumption, which we hold justified, that 
the next phase of monetary policy must consist of a wholehearted 
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attempt to mnke the existing international standa.rd work more 
satisfactorily. It is possible-though we believe that hard expe
rience will teach them otherwise-that some countries may be 
unable or may fail to work an international standard in a satis
factory way. But this is not yet proved, and it would be unwise 
for us, who have so much to gain by it, to give up the attemp~ 
to secure a sound international currency. 

3. DEVALUATION. 

255. It has been represented to us that, without in any way 
departing from the principle or the practice of adherence to an inter
national standard, it is desirable for us in the national interest to do 
now what might have been accomplished with much less difficulty 
in 1925, namely, to revise the gold-parity of sterling. Such a step 
is urged on the ground that, if we diminished the gold equivalent 
of the £ sterling by 10 per cent. thereby reducing our gold-costs 
automatically by ,the same percentage, this would restore to our 
export indus~ries and to the industries which compete with im
ported goods what they lost by the return Ito gold at a figure which 
was inappropriate to the then existing facts, and that it would also 
have Ithe great advantage of aJJecting all sterling costs equally, 
whether or not they were protected by contract. 

256. We have no hesitation in rejecting this course. It is no 
'doubt true that an essential attribute of a sovereign state is a power 
at any time to alter the value of its currency for any reasons deem cd 
to be in the national interest, and that legally, therefore, there is 
nothing to prevent the British Government and Parliament from 
taking such a step. The same may be said of a measure writing 
down all debts, including those owing by the State itself, by a 
prescribed percentage-an expedient which would in fact over a con
siderable field have precisely the same effect. But, while all things 
may be lawful, all things are not expedient, and in our opinion the 
devaluation by any Government of a currency standing at its par 
value suddenly and without notice (as must be the case to prevent 
foreign creclitors removing their property) is emphatically one of 
those things which are not expedient. International trade, com
merce and finance are based on confidence. One of the foundation 
stones on which that confidence reposes is the general belief thd all 
countries will seek to maintain so far as lies in their power the 
value of their national currency as it has been fixed by law, and 
will only give legal recognition to its depreciation when that 
depreciation has already come about de facto. It has frequently 
been the case-we have numerous examples of recent years-that 
either through the misfortunes of war, or mistakes of policy, or 
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the collapse of prices, currencies have fallen so far below par that 
their restoration would involve either great social injustices or 
national efforts and sacrifices for which no adequate compensation 
can be expected. The view may be held that our own 
case in 1925 was of this character. The British currency had 
been depreciated for some years. It was obvious to the whole world 
that it was an open question whether its restoration to par was in 
the national interest and there is no doubt in our minds as to 
our absolute freedom at that time to fix it, if it suited us, at a lower 
par value corresponding to the then existing exchange. But it 
would be to adopt an entirely new principle, and one which would 
undoubtedly be an immense shock to the international financial 
world, if the Government of the greatest creditor nation were 
deliberately and by an act of positive policy to announce one morn
ing that it had reduced by law the value of its currency from the 
par at which it was standing to some lower value. 

257. Moreover, considering the matter from another point of 
view, in the environment of the present world slump the relief to 
be obtained from So 10 per cent. devaluation might prove to be dis
appointing. It is not certain that, with world demand at its 
present low ebb, such a measure would serve by itself to restore 
our export trades to their former positIon or to effect a radical 
cure of unemployment. On the contrary, in the atmosphere of 
crisis and distress which would inevitably surround such an extreme 
and sensational measure as tile devaluation of sterling, we might 
well find that the state of affairs immediately ensuing on such an 
event would be worse than that which had preceded it. 

4. THE PllOSPECTS OF THB GOLD STANDARD. 

258. The course of events in the last two years has had the effect 
of forcing So number of CQuntries off the gold standard. But these 
are all debtor countries; and if matters continue as at present, 
it will be thB debtor countries of the world, and not So creditor 
country such as Grea.t Britain, which will be the first to find the 
strain unbearable. We consider that the leading creditor countries 
of the world should consult together to prevent matters from 
continuing as at present; and we deal at length with international 
co-operation in the next chapter. In order that Great Britain 
may speak with authority in such discussions, it is essential that 
her financial strength should be beyond criticism. This largely 
depends in the near future on an increase of her surplus available 
for new foreign lending. 

259. In this connection it may be worth while to summarise the 
result of certain .information which we have collected. For it is of 



112 

a reassuring character and goes some way to answer certain 
criticisms which ha.ve been made, or doubts which have been enter
tained, regarding one aspect of the financial position of this 
country. In view of the large volume of foreign issues 
which have been floated in recent years in London and of the 
common belief that, in addition, British investors have made large 
purchases in the United States, partly of foreign bonds initially 
issued in New York and partly of American securities, whilst at 
the same time our· surplus for new foreign lending has been 
diminished, it has been surmised that Great Britain must have been 
financing some part of her new foreign investment on long-term by 
means of an increase, and perhaps a dangerous increase, in her 
short-term liabilities to foreign centres. We have accordingly 
made it our business to collect for the first time as full a. summa.ry 
as possible both of foreign liquid resources in London and of British 
acceptances on foreign account. We take this opportunity of 
thanking the Bank of England, which has done the detailed work 
on our behalf, and the numerous financial institutions which have 
willingly co-operated in supplying the information, since they have 
enabled us to fill what was perhaps the greatest gap in our previous 
knowledge of the financial commitments of thiiJ country. We 
cannot claim that our figures are complete and they could doubtless 
be improved with further experience; but we believe that they may 
cover, in quantity, nearly the whole field. The most important 
item about which we have no information is the total of sterling 
bills held in their own custody by foreign banks, and it may be 
that this item is a more fluctuating one than the items for which 
we have obtained figures. We were prepared to find that these 
totals might give some support to the fears expressed above, but 
in fact they are reassuring. 

260. The figures are given in full in Appendix I (with some 
notes upon the items included therein) and may be summarised 
as follows :-

Deposits and Ster- Sterling Billa 
End of Year. ling Bills held in accepted on Net Liability 

London on foreign of London. 
account.* foreign account. 

£ £ £ 
1927 419,000,000 140,000,000 279,000,000 
1928 503,000,000 201,000,000 302,000,000 
1929 451,000,000 176,000,000 275,000,000 
1930 435,000,000 161,000,000 274,000,000 
1931 (March) 407,000,000 153,000,000 254,000,000 

* Exclusive of sterling bills held by foreign banks in their own custody. 
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261. We have not obtained figures prior to 1927. We think it 
probable that in the period between the return to the gold standard 
in 1925 and the end of 1927 London's net liwbility was increasing 
substantially, since the French balances abroad were mainly built 
up during that period. But these figures show that in the last 
three years so far from there having been a large increase in 
London's short-term liabilities, there has been a small decrease 
in their amount, so far as we have been able to ascertain it. t 
The preliminary figures which we have obtained for the first 
quarter of the present year indicate that this tendency has been 
continued. 

262. We have not obtained figures of British balances abroad, 
i.e., of British short-term claims on foreign centres (which may 
be quite considerable in amount), or of various other items which 
would be required for a complete picture. It would be desirable 
to obtain these, as we recommend later in Chapter V. 

263. It seems probable, therefore, that in sp1te of the reduction 
of our surplus, the whole of our net purchases of foreign securities 
have been paid for out of our currently accruing surplus on income 
account. It is possible, we think, that this surplus may be some
what larger than the usual estimate. 

264. As regards the immediate situation, it- is also interesting to 
note that the trade returns, unsatisfactory though they are, bear 

t It is interesting to compare these figures with the comparable items for 
the United States. (The American returns also include other figures reducing 
their total net liability, which we have not yet been able to collect for Great 
Britain.) 

Deposits and Bills Dollar Bills Net Liability End of Year. held in U.S.A. on accepted on 
foreign account. foreign account. of New York 

£ £ £ 
1927 637,000,000 83,000,000 554,000,000 
1928 595,000,000 104,000,000 491,000,000 
1929 632,000,000 171,000,000 461,000,000 
1930 573,000,000 168,000,000 405,000,000 

The figures of dollar acceptances are taken from the Annual Reports of 
the United States Department of Commerce on the Balance of International 
Payments of the United States and the New York Federal Reserve Bank 
Monthly Review. The figures issued by the American Acceptance Council 
are somewhat higher. 
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out the conclusion that the worst strain of a situation such &s the 
present falls on the raw material countries. During the first 
quarter of this year the quantity of our nports fell off by more 
than 30 per cent., where!\s the reduction in the quantity of our 
imports was only 6 per cent. Nevertheless, &s 8. result of the catas
trophic fall of raw material prices, the visible balance of trade has 
been actually less adverse to. us than in recent years, the net 
position in terms of. money moving £5 millions in our lavour, 80 

that less of our surplus under other heads (i.e., from foreign in
terest, shipping, etc.),. is being required to-day to finance our 
imports than in 1930 or in 1929. 

265. The same point cap be strikingly illustrated by what haa 
happened in the case of the single commodity wheat. At the price 
prevailing in December, 1930, the annual cost of our wheat imports 
would be about £30 millions less than it was in 1929, and .£60 
millions less than in 1925. It is obvious what a large contribution 
this single item represents to the national cost of supporting the 
present volume of unemployment. It is 8. great misfortune both 
for us and for the raw material countries that we should have a great 
volume of unemployment through their inability to purchase from 
us as a result of the fall in the price of their produce. Dut merely 
from the point of view of our balance of trade it is not to be over
looked that the latter fact not only balances the former but may 
even outweigh it. W-/3 conclude that the underlying tino.ncial facts 
are more favourable than had been supposed, and that Great 
Britain's position as 8. creditor country remains immensely strong. 

H.-THE INTERNATIONAL PRICE LEVEL. 

1. TaB IMMEDIATB NECBSSITY TO BAISB PRICES ABOVB TaBIB 

PRESBNT LBVEL. 

266. We mean by the international price level in this context the 
composite price at wholesale of the' principal foodstuffs and raw 
materials entering into international trade· as measured by the 
best-known wholesale index numbers. We do not consider that 
a high degree of precision in the definition of this is necessary or 
practicable. 

267. We are emphatically of the opinion that, even if a lurther 
fall of wholesale prices be avoided, their stabilisation at approxi
mately the present Jevel would be a serious disaster for all countries 
of the world alike; and that the avoidance of such an event should 
be a prime object of international statesmanship. 

268. The losses which are now being incurred by nearly all 
categories of product!rs of average efficiency in llearly all countries 
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of the world are an overwhelming proof that the fall of commodity 
prices has gone far beyond the substantial reduction which might 
be justified in the case of many important commodities by the 
increases in productive efficiency which have been achieved in 
recent years. Consequently, even the continuance of the present 
price level-quite apart from a further fall-must prolong business 
losses and the unemployment which the attempt to avoid these 
losses necessarily brings with it, until a substantial downward 
readjustment of money-costs has been somehow brought about. 
This would mean a reduction of money-incomes except to the extent 
that efficiency can be increased yet further. But it is obvious that 
the reduction of money-incomes must encounter resistance. Each 
individual, whatever may be the ultimate effects upon his standard 
of life, resents the lowering of his salary or his wages by economic 
pressure, and cannot readily believe that this can be necessary 
at a time when the technique of production is making revolutionary 
strides forward. Governments and Central Banks will, justly or 
unjustly, be blamed for the misfortune. Social unrest will tend 
to make moderate and rational remedies more difficult the longer 
they are delayed. 

269. The classes who have suffered by ,the fall are the share
holding class in general, the entrepreneurs and those thrown out 
of employment; they have suffered partly by a direct reduction 
in the national income, partly by the transfer of wealth from them 
to the rentier and the employed. If, on the other hand, an adjust
ment is brought about by a rise in prices, purchasing power will be 
transferred from the rentier and from those earning salaries and 
wages to the shareholder and entrepreneur ill the shape of larger 
profits; though if, as a result of the adjustments, the national output 
is increased, the salaried and wage-earning class as a whole may 
easily gain more in increased employment than they lose in the 
purchasing power of their money earnings. The fact that an 
adjustment of all non-contractual incomes to the new level 
does not affect the rentier is of particular importance in 
Great Britain at the present tjme on account of the vast increase 
of national indebtedness contracted in terms of money as com
pared with Great Britain herself before the War and with most 
of her neighbours to-day who have by a depreciation of their 
currencies written down their war debts to a modest figure. 

270. The increase in the burden of internal War debts ensuing 
on a rise in the value of gold money will present a most difficult 
problem if incomes generally become adjusted to the new lower 
level. But in addition to this, there is the intractable problem of 
international indebtedness. The internal obligations arising 
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out of the War contain to-day no provisions, such as were intro
duced into ,the Dawes Plan, for changes in the value of gold. 
Moreover, the fall in the prices of raw products is facing the debtor 
nations of the world, which are dependent on the sale of such 
products, with tasks of exceeding difficulty. Superficially the 
creditor countries may appear to obtain a. corresponding advan
tage. But this may prove delusive. International credit is a. 
fragile plant. The effect of the pressure of the present price 
level on the credit .of debtor countries may, if it is long con
tinued, prove so serious that their ability to contract new loan a 
will be dangerously impaired. The vicious circle will then be 
complete. Creditor countries will find that the security of the loan a 
which they have already made is evaporating. And the "Whole 
system of international loans, on which the trade and prosperity 
of the world and the development of its natural resources 80 largely 
depend, will be seriously affected. 

271. Thus, a failure by the Central Banks of the world to 
attempt to redress the fall of prices, in our judgment, 
would endanger the principles on which modern economic society 
is founded, namely, the dependence of the productive process on 

, the expectation of normal profit to individual concerns, and the 
sanctity of contract. For to allow prices to fall, whilst social force a 
maintain wage-costs, obliterates profit; and the attempt to reduce 
non-<lontractual incomes, without the power to abate contractual 
incomes immediately, jeopardises, both nationally and inter
nationally, the sanctity of contract. 

272. At the present time, the objective of raising the inter
national price level would probably command widespread, though 
not universal, approval. When, however, it begins to rise again, a 
more widespread difference of opinion will soon emerge as to how 
far the recovery should be allowed to go. Beyond saying that a 
large rise towards the price level of 1928 is greatly to be desired, 
it is difficult for us at the present date to be very precise, because 
the exact answer will depend on the course of events in the mean
time. To the extent that efficiency-earnings may have fallen in 
terms of money during the continuance of the slump, the first of 
our reasons, namely, the difficulty of effecting a change in the 
level of incomes will have spent its force. But the force of the 
second reason, namely, of the burden of indebtedness, will not 
have been weakened to an equal degree. Moreover, a point may 
come when the encouragement of a further rise, though desirable 
in itself, may be difficult or impossible without running the risk 
of setting loose uncontrollable forces which will generate an un
desired inflation carrying the price level much beyond the equili
brium point, with toe prospect of an injurious reaction, equally 
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uncontrollable, at a subsequent stage. Thus the decision in detail 
will have to be left to the exercise of practical judgment at a later 
date. 

273. Nevertheless, we think it much more likely that attempts 
!!lay be made to stop the revival prematurely than to allow it to 
proceed too far . We believe that this would be a great mistake. 
It is often argued, and it may well be true, that the power of the 
banking system to hold a !business expansion in check is greater 
than its power to revive business when depression has set in. If, 
however, we are over-prompt to check every expansion, yet hesi
tant in the face of every depression, the net result will be a steady 
lowering of the price level with all the attendant evils of such 
a prospect. As soon as business begins to lift its head again, 
we may be sure that austere voices will be raised declaring that 
there is an incipient inflation of credit present which must be 
scotched, when, in fact, the existing deflation of prices will not 
yet have been redressed. After so severe a depression as the present 
one, when we have to travel such a long way to reach the most 
expedient position of equilibrium, it will be most important, in 
our judgment, to be slow to accept such advice. 

2. THE LONG-PERIOD STABILITY OF THE PRIqE LEVEL. 

274. Yet whether or not the ultimate price level will be as high 
as we might have wished having regard to all the social expedi
encies involved, a point will eventually come when, taking the 
world as a whole, international prices will have been restored to a 
level which is appropri3Jte to the then existing levels of salaries and 
wages and to the burden of monetary indebtedness. When this 
point has been reached, monetary policy directed towards raising 
the price level further must, of course, cease, and there must be 
substituted for it a policy which has as its objective the sta.bility of 
the international price level. 

275. Thus our objective should be, so far as it lies within the 
power of this country to influence the international price level, first 
of all to raise prices a long way above the present level and then 
to mainta.in them at the level thus reached with as much stability 
as can be managed. 

276. We recommend that this objective be accepted as the 
guiding aim of the monetary policy of this country. The accept
ance of such an objective win represent in itself a great and notable 
change. For before the War scarcely anyone considered that the 
price level could or ought Ito be the care and preoccupation, fa.r 
less a. main objective of policy, on the part of the Bank of England 
or any other Central Bank. 
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III.-,INTERNATIONAL CURRENCY MANAGEMENT. 
277 . We have concluded that a restoration of the international 

price level should be a prime object of in,ternational statesmanship. 
How far such a restoration of the international price level is ill fact 
feasible is, however, a further question. We believe that the out
come is likely ,to depend in part on a complex conjunction of 
economic factors in the world at large ()f a kind which is not 
directly controllable at the centre. Nor can we give a. confident 
answer to doubters in advance of an actual attempt ,to solve what 
is a practical problem. We can do no mure than a.im at this 
objective to the best of our powers and persevere with pra.ctical 
eJionts along the lines to be suggested below I or in any other wsy 
which may commend itself. 

278. At the same time we see no great reason to doubt· the 
feasibility of a.ttaining the objective of a higher price level in due 
course, provided that' the Central Banks of the leading creditor 
countries will work together with this end in view. No one would 
doubt the ability of a closed monetary system to bring about a rise 
of prices; in fact it is only too easy. Thus tho chief ground of 
hesitation is the difficulty of securing adequate co-operation among 
Central Banks, rather than any obstacle inherent in the nature 
of the problem. The subsequent maintenance of stability may 
prove more difficult but experience alone will supply a. confident 
answer. 

279. We have already investigated in the previous section the 
ways in which the 'banking system can expect to influence the price 
level. The question of the praotical steps in the right direction 
which it is worth while to attempt at the present time we discuss 
in the next ensuing chapter. 

IV.-DOMESTIC CURRENCY MANAGEMENT. 
280.-{i) The monetary system of !this country must be a 

, Managed System.-It is not advisable, or indeed pra.cticable, to 
regard our moneta.ry system as an automatic system, grinding ont 
the right resu1t by the operation of natural forces aided by a. few 
maxims of general application and some well-worn rules of thumb. 
The major objectives of a sound monetary policy-for example, the 
maintenance of the parity of the foreign exchanges without un
necessary disturbance to domestic business, the avoidance of the 
Credit Cycle, and the stability of the price level-cannot be attained 
except by the constant exercise of knowledge, judgment and 
authority, by individuals placed in a position of unchallengeable 
independence with great resources and every technical device at 
their disposition. 

281.-{ii) The managing authority should be the Bank of Eng
land.-It is not necessary in !this country, as it was in the United 
States before the War, to create a new organ for the centralised 
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(!ontrol of the monetary system. For we have in the Bank oKEng
land an excellent instrument for the purpose; independent of 
political influences, yet functioning solely in the public interest; 
with long traditions and experience and clothed witbri..vast prestige, 
yet not distrustful (as we have learnt in evidence) of evolutionary 
change or hesitant of new responsibilities; entrenched in the 
centre of the struggle for profit and with access to the arcana 
of the market, yet itself aloof and untinged by the motives of 
private gain. 

We put forward later in Chapter ITI certain recommendations 
which affect the Bank of England. But these recommendations 
are directed to the strengthening of the Bank and to the augmenting 
of the forces at its disposal for the attainment of its pr.oper 
objectives. 

Nor do we consider that any of our recommendations are incon
sistent with the general direction of change which the Bank of 
England has already laid down for i.tself, as compared with its 
methods and organisation in the decades before the War. We 
):lave received evidence of the Bank's willingness to adapt itseli 
to the new conditions and problems with which it has found :itself 
presented. It would not be a true picture to portray new and 
lively elements of contemporary thought and enterprise springing 
up elsewhere in the City but held down by the weight of the 
conservatism of the Bank of England. 

282.-(iii) The endeavour of domestic management should be to 
promote the stability of output and of employment at a high level 
by influencing the regular flow of savings into investment at home 
and abroad so far as is compatible with the international situation.
The problem as to how this influence is best exercised is essen
tially a practical one. So far as short-term loans are concerned, 
the banks both are and ought to be the main source of supply; 
and it should lie, therefore, within the powers of the banking 
system to regulate their rate oj flow without undue difficulty. But 
the main source of supply of funds for long-term investment must 
be, normally and properly, outside the banking system; so that 
the influence of the banking system on the volume of such invest
ment must be mainly indirect. 

Nevertheless, since fluctuations in the activity of long-term 
investment are just as likely to upset the even flow of savings into 
useful employment as fluctuations in the demand for short-term 
loans, it may be that the monetary authority will do well to con
cern itself more deliberately with this aspect of the market than 
it has done in the past. 

In any case, the London machinery for the issue of long-term. 
loans should be of such a character that the facilities for home 
borrowers a:t:e at least as well organised as those for foreign 
borrowers, so that the stream of savings is distributed appropriately 
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between home and foreign loans. It follows that the technique 
of !that part of our financial system which is concerned with our 
function of international banking should be so adjusted as to lead 
it to interfere a.a little a.a possible with the maintenance of an appro
priate supply of credit to meet the requirements of domestic trade 
and industry. We return to this maltter in Chapter IV. 

283. This completes our outline of the main objectives of our 
monetary system. If we have raised expectations that we shall be 
able to propose in our detailed recommendations a sure and certain 
means of attaining these objectives, we fear that such expectations 
will be disappointed. 

284. There is nothing, we believe, intrinsically out of reach in 
any of these objectives; but this does not mean that they are easy 
or immediately practicable of achievement. In the first place, the 
most important of them depend on international agreement and 
collective action and cannot be reached by a single country, which 
belongs to an international system, acting alone. In the second 
place, they cannot be attained by Act of Parliament, but must 
result from the exercise of a skilled discretion of a somewhat novel 
character for the full use of which the necessary experience doe. 
not yet exist. For this reason we have reduced to the leas& 
possible the legislative changes which we propose. We have aimed, 
rather, at suggesting a framework within which the necessary 
discretion can be most successfully exercised. Indeed, we attach, 
in a sense, more importance to the deliberate and explicit adoption 
of the main objectives of the system "9 we have laid them down, 
than to our subsequent'suggestions in matters of technical detail. 
For many of the latter do not very greatly modify or enlarge powerl 
which already exist. 

CHAPTER H.-PROPOSALS RELATING TO INTER. 
NATIONAL MONETARY POLICY. 

285. In our statement of objectives ~we have recommended :
(i) That this country should continue to adhere to the inter

national gold standard at the existing parity; 
(ii) That we should use our influence to lower the inter

national value of gold in terms of wholesale commodities; and 
(iii) That, after prices have been raised sufficiently, we 

should aim at maintaining a stability of prices at the higher 
level thus reached. 

It is evident that the second and third objectives require inter
national collaboration for their a.ttainment, linee any influence 
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which this country can exert on international prices must be, at 
the best, limited. We deal in. the first part of this chapter mainly 
with proposals for attaining the third objective, which is of a 
permanent character, and in, the second part with the second 
objective, which is concerned with the immediate situation to-day. 

I.-PROPOSALS OF A PERMANENT CHARACTER. 

1. MAIN OBJECTIVE OF CENTRAL BANKS TO MAINTAIN STABILITY . 

286. The main objective of Central Banks acting in co-operation 
in the management of the. international gold standard should be to 
maintain the stability of international prices both over long periods 
and over short periods-i.e., they should both keep the average 
steady over a period of years and avoid fluctuations round this 
average from year to year. Or alternatively-if this alter
native were to receive superior support-they should prevent 
prices from falling to a greater extent tlian is justified by 
the increase in the efficiency of production. Stability over 
long periods is largely a question of rthe adequacy of the quantity 
of gold available for their reserves taken in conjunction with the 
proportionate volume of credit created on this basis; stability 
over short periods, or in other words the mitigation so far as 
possible of the Credit Cycle, is, we believe, largely a question of 
co-operative monetary management. 

But while these objectives can be simply and shortly sta.ted 
the difficulties in completely achieving them are great and manifold. 

2. USE OF CENTRAL BANK RESERVES. 

287. The first difficulty, but in our view not the greatest, is the 
question of the adequacy or inadequacy of. the future supplies of 
gold to serve as a basis for the world's currency and credit systems. 
It is important, no doubt, not to overlook the possibility of a problem 
arising at some future time as the result of an excessive supply 
of gold and of an unwillingness on the part of Central Banks to 
offset an increase in their gold stocks to the degree which would 
be necessary to avoid a large upward movement of prices. But 
in order not to burden our argument with what would be in present 
circumstances a purely hypothetical discussion, we shall generally 
assume in what follows that tEe problem is one of preventing 
the inadequacy of the gold reserves of the Central Banks as a. whole 
from unduly limiting their power to increase the volume of credit. 

288. Without co-operative steps to put the Central Banks of the 
world in a position to counteract in case of need a possible short
age in the supply of gold, such a shortage might indeed prove a 
serious obstacle to future prosperity. But our belief is that such 
counteracting steps present little difficulty, if public opinion can 
be educated to regard the use of gola reserves in a reasons.ble 



122 

light. A fundamental step in the right direction was taken, in 
our view, when as a result of the War the aotual use of gold 
coins in circulation was abandoned and the obligation was imposed 
on many Central Banks to convert their notes, no longer into 
gold coin, but into either gold bullion or foreign gold exchange 
at their option. Thus. we may expect not only that all gold 
available for currency purposes will be employed henceforward 
ill the reserves of a Central Bank as & basis for currency but 
that the Central Bank will be freed from the danger of an internal 
drain. Its primary duty indeed remains to maintain the value 
of its notes at par with gold, but it fulfils it, not by its obligation 
to change them into gold coin, but by freely shipping gold bullion 
or selling foreign gold balances to maintain the par value of irts 
exchange. The sole use of a gold reserve to-day IS, therefore, 
to enable a country to meet deficits in its international balance 
of payments, until the appropriate measures can be taken to 
bring it again to equilibrium. This being the case, it is para.
doxical that, in the numerous cases where countries have since 
the War re-established or established for the first time the gold 
or gold exchange standard, the consequent legislation has almost 
always expressed the total reserves of gold or foreign gold exchange 
as a definite percentage of the Central Bank's note8 outstanding 
(plus in several cases its sight liabilities). Such a basis has no 
meaning except in so far as the resulting size of the reserve repre
sents by a coincidence the maximum probable expo~ strain on 
the particular country in question in respect of a temporary dis
equilibrium in its balance of payments. It is quite clear, if we 
take for instance the United States and France, that this is not 
so in their cases and that their holdings of gold now far exceed 
any conceivable export Iiltrain to which they might be exposed. 
Moreover, the proportional gold reserve system forces an excep
tionally drastic restriction of credit as BOOn as the reserve approaches 
the legal minimum and. therefore impels Central Banks to keep 
their reserves well above the legal limit. For this reason alone, 
therefore, greater freedom for the Central Banks in the use of their 
reserves is very desirable. 

289. Under this heading, we strongly agree, therefore, with the 
general purport of the recommendations of the Gold Delegation 
of the Financial Committee of the League of Nations in their 
Second Interim Report. We hope that the following principles 
will be adopted by Central Banks generally :-

(i) All gold standard countries should agree that they will 
not allow gold to pass into active circulation, whether in 
the form of coins or of gold certificates; 

(ii) Central Banks should give colleotive consideration from 
time to time to the question whether it would be in the general 
interest that the legal requirements in force in different 
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countries as to gold reserves should be relaxed or tightened 
up, and should undertake to use their influence with their 
Governments to secure changes along the lines indicated, so 
far as is compatible with their domestic situations. At the 
present time it is probably desirable thwt the legal require
ments as to the gold reserves of Central Banks should be 
relaxed; 

(iii) Central Banks should be permitted by the laws of their 
respective countries to reckon balances with the Central Banks 
of other gold standard countries, or with the Bank for Inter
nationa.l Settlements, as the equivalent of gold for all 
the purposes of the law. This would be a merely optional 
and permissive provision and would not force the discretion of 
any Central Bank; 

(iv) There is also a further principle of central banking 
of a somewhat different character which must be observed if 
Central Banks are to be in complete control of the situation, 
namely, that Central Banks must not be unduly limited in 
their power to expand their deposits otherwise than against 
a corresponding increase in their holdings of gold or the 
equivalent of gold. Such undue limitation may result if 
the class of assets which the Central Bank is entitled to 
hold is too narrowly prescribed by law. Similarly, it should 
lie within the power of a Central Bank to restrict the volume 
of its deposits otherwise than by decreasing its holdings of 
gold. 

~O. With these provisions it should, we think, be within the 
power of the Central Banks collectively for some time to come, if 
not indefinitely, to ensure that the available quantity of monetary 
gold would not operate as a limitation on the use of a wise dis
cretion as to the volume of currency and bank credit to be created 
by the gold standard countries as a whole. Whether the gold factor 
would or would not operwte in fact as a drag on the price level 
must, of course, depend on the way in which individual Central 
Banks were working the system, whether they were accumulating 
gold reserves greatly in excess of legal requirements, and on how 
far they were availing themselves of the power to hold part of 
their reserves as foreign balances. But this would be equally 
true whatever-within wide limits-might be the current supplies 
of gold. We hold, therefore, that the current and prospective 
supplies of new gold from the mines need not necessarily prevent 
the international gold standard ftom functioning successfuNy. 

291. On the other hand, we think it very important that the 
above recommendations should be carried into effect. For other
wise, we fear-although, as we have explained, we do not regard 
the limited quantity of the supply of new gold as the main explana
tion of the present depression-that many Central Banks, being 
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anxious concerning the adequacy of their gold reserves, will be 
in constant danger ()f nipping oII a revival of confidence, of causing 
a premaAiure reaction in activity, and of ultimately dragging down 
prices or keeping them down below the level which we have in
dicated as desirable. Without these changes, as well as others to be 
D;lentioned Ibelow, the international gold standard will be capable of 
functioning to the disadvantage of the world as a. whole and will 
lack that element of durability which is in itself an important 
requisite of a currency system. 

3. POST-WAR CHANGES IN GOLD STANDARD. 

292. But even if gold itself were eliminated as a cause of in
stability through being in scarce or excessive supply, and if Central 
Banks were to be given greater freedom than now in the use of their 
reserves, are we justified in supposing that comparative stability 
of international prices can be achieved by a wise and concerted 
policy on the part of the Central Banks? It has to be remembered 
that it is the essence of an international standard that it causes 
all countries adhering to it to become, so to speak, a. single 

\ .. magnetic field". Disturbances in one country are almost neces
sarily transmitted to :the others, the severity of the disturbance 
being in proportion to the economic weight a.nd strength of the 
country in which it origina.tes, Therefore all gold standard coun
tries, and particularly all important ones, are vitally interested in 
each other's stability. Particularly if any country in a. dominating 
position pursues a course which may appear to suit its interests, 
but is inconsistent with the maintenance of stability in the rest 
of the world, much damage is done certainly to the latter and 
probably in Ij;he end to the former also. 

293. Serious instability of price movements and interest rates is, 
moreove!l", a great obstacle to the smooth flow of capital from the 
creditor to the debtor countries, more being lent at times of great 
investment activity than the latter can properly use produc
tively, and in the subsequent reaction the flow being completely 
stopped. It is not always the lending countries, however, who 
are at fault. It is by no means unusual for borrowing countries 
to borrow unwisely-in too great amounts and un productively . 

'Borrowing brings about an inflation of demand, rising prices, 
profits and all the usual appearances of prosperity. This leads 
the borrowing country to borrow more and the lending country 
to be willing to lend, until the real excessive burden on the former 
is revealed either by an internal reaction or by a. cessation or 
diminution of lending, both leading to reversal of the former 
prosperity. 

294. So great in the past ten years have been the reactions of dis
turbances in one country on conditions in another that, if we were 
to take this period as a. fair criterion, it would be necessa.ry to 



125 

conclude that the power of the Central Banks by their joint and 
several efforts to secure stability carried a very little way. The 
Federal Reserve System of the United States has endeavoured to 
keep that country on an even keel since the War and yet, even if we 
ignore the violent move}pents of the immediate post-war period, 
it has been unable to prevent one of the greatest oscillations of 
boom and collapse in history. Again the Bank of England has 
aimed for some years to bring about an equilibrium between this 
country's conditions and world conditions, but, while prices have 
fallen, costs have remained rigid and the desired equilibrium has 
not been attained. The Bank of France, restricted by legal enact
ments, was unable to prevent its vaults being filled with many 
millions of gold which it did not want. 

295. Nevertheless the violent movements of the post-war period 
are no doubt exceptional and, while we cannot hope that they are 
yet at an end, we may reasonably look for a gradual improvement. 

,As we have pointed out in paragraphs 245-6, the re-entry of a 
number of countries into the gold standard, some under the influence 
of deflation and others under the influence of inflation, produced 
anomalies which are not likely to appear in anything like so acute 
a form under the normal operation of the gold standard. If these 
anticipations are well founded, it may be asked whether the aim 
of Central Bank policy should not be to return to the more auto
matic working of the gold standard of pre-war days, when, as it is 
supposed, the Central Bank's discount rate was raised more or 
less as a matter of course when gold went out and lowered when 
gold came in. In fact, however, the automatic operation of the 
gold standard even then was more or less limited to the sphere 
of the Bank of England and was satisfactory in its results only 
because London was then by far the most powerful financial centre 
in the world, had " sight" claims on the rest of the world much 
greater than those of the world on her, and could thus by the 
operation of her bank rate almost immediately adjust her reserve 
position. Other countries had, therefore, in the main to adjust 
their conditions to hers. But post-war condtitions are widely 
different. In the first place, New York has risen to be an exceed
ingly povr.erful monetary centre with as strong a pull on the gold 
resources of the world as London. In the second place, the liquid 
resources held by foreigners at both monetary centres are enor
mously greater than they were before the War (the aggregate 
amounts in London and New York alone are about £1,000,000,000), 
partly as a result of the French inflation and stabilisation, partly 
owing to widespread lack of confidence, and partly owing to the 
development of the gold exchange standard. Not only is the 
liability thus imposed on these centres great, but movements of 
gold may take place on a. considerable scale which a.re due, not to 
any fundamental disequilibrium of prices or other deep-seated 
conditions, but merely to temporary causes for which a change 

10122 E 2 



126 

in bank ra.te may not be a. suitable remedy. The gold exchange 
, standard itself, whatever its merits in economising gold, has addeo 
. considerably to the complexity of the gold standard system. In 
. the third place, both the Federal Reserve Bank of New York and 
the Bank of England have developed very considerably the" open-
market " system which has been found in certain respects extremely 
effective. It is in itself, however, the antithesis of an automatic 
system. Thus, we believe, &11 Central Banks are faced with the 

'necessity of So greater .. management .. of their currency systems, 
involving inevitably greater responsibilities and &lso So more urgent 
need of co-operation. 

4. OBSTAOLES FAOING CBNTRAL BANKS. 

296. In this task of management, the Central Banks are faced 
with three main classes of difficulties:-

(i) Non-monetary causes of instability j 

(ii) Possible divergences between the interests of their own 
country and those of the world outside j 

(iii) Inadequate control over the monetary machine and it8 
working. 

297.-(i) We have &1ready referred in this Report to many non
monetary causes of disturbance, such as polistical troubles, war 
debts, seasonal variations, over-production in some direction or 
other, changes in ta.riffs, the collapse of the silver exchange, large 
changes in fashion and in demand, embarrassments caused by 
budget deficits or over-borrowing by Governments, rigidity of in
ternal economic conditions, and lack of confidence resulting from 
aU these j such causes for instance as many of those with which the 
Commonwealth Bank of Australia or the Banco do Brasil has been 
faced. 'rhese are all conditions which must hamper and may 
nullify any effective control by a Centr&1 Bank. 

298.-(ii) Probably the most important difficulty is the apparent, 
and sometimes the real, divergence between the immediate domestic 
ihterests of a particular country and those of the world 88 a whole. 
Whilst we should not deny the possibility of &. real temporary 
divergence, we think that this would be the exception, not the 
rule, and that such apparent divergences of interest would generally 
prove to be illusory or avoidable if fully understood. 

Take, for example, the position of France in 1930. It might 
have been supposed that France, largely free at that time from 
unemployment or other symptoms of industrial crisis, might have 
had interests divergent from most of the reat of the world, which 
was in the throes of an acute phase of the slump. It may 
indeed have been the case that an expansion of credit, 8uch as 
was prolbably desirable elsewhere, was undesira.ble in France. 
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Nevertheless it was clearly in France's interest not to attract 
gold from abroad in excess of what the Bank of France really 
wanted. For the influx of gold was calculated to produce three 
sets of consequences dettimental to French interests :-

(a) It was likely to cause an unwanted expansion of credi~ 
withih France; 

(b) It was likely to injure the French export trade by 
lowering foreign prices relatively to French prices and con
tracting the volume of demand; 

(c) It was likely to have a seriously disturbing effect on 
the stability of the existing settlements of war debts. 

It follows, as M. Moret, the Governor of the Bank of France, 
has pointed out in his review of the year 1930, that there was no 
way to harmonise the interests of France and those of the rest of the 
world except by an increase in French foreign investment at 
long-term, corresponding to the increase in France's foreign 
favourable balance in excess of her desire for imports whether 
ih the form of commod1ties or of gold. M. Moret declared that 
the solution could only be found by encouraging foreign loans 
by France at long-term, that this would be a good policy for 
France, and that the troubles in 1930 were due to reforms with 
this object in view having failed for a variety of reasons to be 
very effective. We think that this is the right explanation, so 
that there was no real divergence in this case between national 
and iDJternational interests. 

-More generally, when a. situation occurs-as it well may
where the circumstances of a particular country make it desirable 
that there should be some temporary contra,ct~on of domestic 
credit a.t a time when there is no such necessity in the world at 
large, it is by no means inevitable that a disharmony of interest 
should arise. For in such a case the last thing desired by the 
country contracting credit is to attract short-term funds from 
abroad or to pUJt pressure on the gold reserves of the rest of the 
world. An influx of gold, quite apart from any embarrassment 
it may cause to other Central Banks, would merely hamper and 
nullify the efforts of the Bank receiving the gold to oontrol 
inflationary tendencies a.t home. Moreover, the influx of short
term foreign balances under the influence of a temporary attrac
tion is, and should always be regarded as, the equivalent of a. 
negative gold reserve and consequently as a potential source of 
future weakness. If this is recognised, there exists, we suggest, 
a way to avoid mutual embarrassment, nam~ly) that the Central 
Bank which is contracting credit should offset the international 
effect of this by increasing its own foreign short-term assets. 
There would probably be a. limit to the scale on which it would 
car~ to do this; but a moderate operation on these lines might be 
!Sufficient in normal circumstances, provided that steps had been 
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ltaken in good time. This assumes that the Centra.l Bank in ques
tion would be in the possession of a sufficient volume of assets 
disposable in the domestic market to be able to reduce tho aggregate 
volume of credit to a degree adequate to its purpose and 8Jt the 
.same time to replace a part of its existing assets by foreign balances 
or bills. But in any case the possibility of its being able to 
coDJtrol its domestic situation must depend on its possession of 
adequate "ammunition" for the contraction of credit on the 
requisite scale. 

In the ·more normal case where a Central Bank is contracting 
domestic credit in order to bring its local conditions into line with 
international conditions and so avoid a prospective loss of gold. the 
particular difficulty with whicli we have been trying to deal would 
not; of course, arise. . 

299.-(iii) But, even if there need be no real divergence of in
terest, a Central Bank may not possess over its own monetary 
system a control adequate to prevent a wide departure from 
stability. As we have already explained (para. 71), the control of 
the Bank of England over the amount of bank money in London 
within the limitations of an international standard is remarkably 
complete. But this is not equally the case elsewhere. The control 
of the Federal Reserve authorities over the creation of bank money 
in the United States, or its equivalent in the shape of direct loans to 
the call-market, is not .as automatic, with the result that the 
Federal Reserve system has great inflationary and also great 
deflationary possibilities. Nor has either the Bank of France or 
the Reichsbank a control equal Ito that of the Bank of England. 

Moreover, even if a Central Bank can control the amount of 
bank money and credit, it cannot easily control their uses or deter
mine the purposes to which they shall be put. For the use to which 
bank credit is put the Central Bank must rely very largely on the 
commercial banks and other financial institutions. Furthermore, 
if expansion or contraction of credit leading to rising or faIling 
prices has once gathered momentum, the capacity of a Central 
Bank to check it, certainly to check the contraction, becomes much 
more difficult, and the same volume of credit in a period of great 
activity has an effect on the price level quite different from thlllt 
which it has during a period of depression. 

300. Added to all these problems is the question as to the degree 
of stability which should be aimed at. We have said that the ulti
mate aim should !be stability of the international price level, mean
ing by this the composite price at wholesale of the principal food. 
stuffs and raw materials entering into international trade as 
measured by the best-known wholesale index numbers. Difficult 
problems will no doubt arise as to whether any particular fall in 
prices is due to a greater ease or efficiency of production and 
different views may be taken as to whether such changes should be 
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counteracted by monetary influences. The general price level, for 
instance, might fall because of a heavy fall in the price of one com
modity, e.g., wheat or cotton. Are Central Banks to attempt to 
counteract this influence by a general rise in other prices ? We do 
not think it necessary to give a dogmatic answer to such questions. 
What can emphatically be said is, that instability of prices is a 
serious evil, that monetary influences on prices are more controllable 
than any other, and that the Central Banks should ·therefore so 
control such monetary influences as to favour stability rather than 
instability. 

5. CENTRAL BANK CONTROL OVER. THE VOLUME AND TERMs OF 

BANK CREDIT. 

301. The method by which the Central Banks must attempt to 
achieve their aim of maintaining stability of the international price 
level over long and short periods is through their control of the 
volume and terms of bank credit. It is when we approach the 
questions relating to the control of credit, the causes of the Credit 
or Trade Cycle, and the alternations of prosperity and depression, 
that we reach some of the most fundamental and difficult problems 
in economic theory and practice, on which there still exists among 
experts very considerable difference of opinion. With these we 
do not intend to deal at length. But this should not be taken 
to mean that we do not regard them as of the greatest importance. 
When practical bankers and husiness men can explain clearly the 
causes of the Trade Cycle, why prosperity is followed by depref!.o 
sion, and depression by prosperity, and can find practical means 
to avoid the economic waste caused thereby, and when they can 
adjust more satisfactorily the powers of the modern world to con
sume and absorb wealth with its powers to produce wealth, they 
will have more justifica.tion than they now have in· ignoring and 
treating as of little or no consequence economic research 
into these very difficult but vitally important problems. The prac
tical man is satisfied to make profits when the sun shines, and to 
bear his losses when the bad times come, regarding these alterna
tions more or less as laws of nature, when very often they are due to 
the working of the monetary machine and are to some extent at 
any rate under human control. But, if they are even partly under 
human control, it is of the utmost importance for the betterment 
of humanity and the stability of society that such methods of con
trol as may exist should be worked out and pult into practice, even 
if, as is and will remain true, there exist no simple scientific rules 
by the mere application of which such control can be exercised. 
The management of currency and credit is essentially an art and • 
not a. science. 

302. In this connection we quote Governor Strong's evidence be
fore the Stabilisation Committee of Congress in 1926 :-" 'l'here is 
no magic formula that can be introduced into the Federal Reserve 

10122 E 4 



130 

Act to control prices . . . . I have discussed these matters 
with many economists and students of prices and purposely have 
always carried the discussion through the same course. We have 
agreed on the record of the past in the Federal Reserve system 
pretty generally, as to what has been done and the eilect of whd 
has been done. We have generally agreed as to the conditions at 
the present moment .... But, when I ask them, • Now, we have 
got to decide something to-day; you are in the position of running 
in the Federal Reserve system; what are you going to do to-day 
that will have an influence on the future? ' !the answer is always 
the same. • -Well, you are the practical fellows who are running 
this; you have got to decide that.' And that is the difficulty. 
Our examination of the past produces the moet accurate know
ledge of past action and re-action, but when it comes to a decision 
as to what we are going to do for the future, then just human 
judgment has got 11:0 govern. There is no mathematical formula 
for the administration of the Federal Reserve system or the regu
Ia.tion of prices." 

303. The function of a Central Bank should be to regulate the 
volume and price of bank credit, i.e., II short" credit, so as to 
maintain output and employment at the maximum compatible with 
adherence to the international gold standard and with maintenance 
of the stability of the international price level. Credit is essentially 
unstable. Credit conditions which tend to genera.te a rise in prices, 
lead, if uncontrolled, to still higher prices, and, when the re-action 
commences, falling prices produce in themselves a further fall. 

1 The Credit Cycle in fact on which so much economic research has 
been expended seems to be the eilect of monetary conditiona upon 
human psychology. If we take the depth of a depression, we find 
easy money, idle balances, but no confidence, and, therefore, 
reduced investment and reduced output. In time, shortage of 
stocks,or a fall in the rate of interest, or some other cause, will 
bring increased demand for goods of some kind or another; after 
a period of such increased demand pricea will rise; output and 
investment will increase, a.nd consequently purchasing power; the 
improvement will spread from one industry to another, restoring 
confidence; with the increase in profits the readiness to embark 
on capital outla.y will increase. Meanwhile the growth in employ
ment and wages will have increased purchasing power still further 
and may in time bring actual rises in wages. As the process con
tinues, capital issues become grelliter a.nd greater until, finally, the 
new investments in buildings and fixed plant are no longer able 
to yield the rate of interest or profit upon which their optimistic 
promoters had been reckoning. At the same time, just when 
enterprise is beginning to yield less, the over-extension of banking 
credit will cause an increase in interest rates, and the pressure on 
the banking system for short-term advances will bring about a 
certain restriction of credit. Moreover, unless an equivalent rise 
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in prices is taking place elsewhere, the country's balance of pay
ments may be affected, gold may be exported and pressure on the 
Central Bank's reserves lead to further restrictions. 

304. We have attempted this very inadequate account in order to 
show !that the problem of a Central Bank must be, not only to 
watch the short-money market, the gold movements and the pres
sure on the exchange and conditions abroad, but also the internal 
price level, the unemployment figures and the capital market. 
Control of credit conditions is always eas~er before a boom has 
commenced in earnest. When tha~ has once happened, to prevent 
its development to a stage ultimately leading to a reaction, and 
to prevent the reaction running its full course, are both difficult. 
Yet a Central Bank, if it attempts to curb an upward movement, 
may and will be criticised for cutting shont the country's nascent 
prosperity. Even when the recent American boom had grown to 
very great proportions, there was strenuous and widespread oppo
sition in every quarter, even the most author1tative, to any attempt 
seriously to control it. To the difficulties of the control by a 
Central Bank of its own market must be added !the additional 
difficulty of securing concerted action by several. Even if it were 
conceded that such concerted action would generally be effective 
if it were taken soon enough, it may be argued that 1t is not in 
fact practicable to detect and interpret the obscure premonitory 
signs of the financial weather soon enough or accurately enough, 
or with a high enough degree of probabil1ty, to procure concerted 
action amongst a number of independent authorities, each of which 
is likely to have its own ideas based on its local information and 
to maintain them with tenacity. Here again only !time can show. 
There is no need to minimise the difficulty of the high enterprise 
which we should like to see the Central Banks of the world put in 
hand. 

305. It is possible, indeed, to prescribe the objective of Central 
Bank policy. It is possible to suggest ways of increasing the means 
at the disposal of the Central Banks. But the use made of their 
discretionary power to vary the value of currency and credit, and 
the !terms on which the latter is granted, must depend on expe
rience and the daily exercise of prescience and a wide discretion. 
Any great measure of success, indeed, will only be reached as a 
result of a long process of experiment and evolution. At present, 
any deliberate effort at stability, however crude in its methods and 
pa~tial in its success, would be a great improvement. It is suffi
cient for the time, therefore, to indicate the direction and objective 
.of progress. 

6. CONCLUSIONS. 

306. We now venture to state our conclusions in summary form ' 
as follows :-

(i) The aim of the Central Banks should be to maintain 
the stability of international prices both over long periods and 
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over short periods; i.e., they should both keep the average 
steady over a period of years and avoid 1luctuations round this 
average from year to year. 

(ii) The method of achieving this object should be so to 
regulate the volume and terms of bank credit as to maintain 
as much stability as possible in Ithe rate of new investment 
and new enterprise generally, both at home and abroad. By 
these means alternate excesses of enthusiasm and depression 
might be avoided and the demand for the new output of the 
instruments of production and other forms of capital in the 
world at large kept in better equilibrium with the proportion 
of income which is currently available for such purposes
neither in excess nor in defect. 

(iii) With this end in view the Central Banks should confer 
together at frequent intervals to decide whether the general 
tendency of their individual policies should be towards a relaxa.
tion or a tightening of the conditions of credit; and their 
bank rates and other instruments of credit control should then 
be adjusted accordingly, without prejudice to their policies 
relative to one atlother remaining at the free discretion of 
each separate institution. Nor should they be afraid of small 
and frequent changes. For otherwise action may be unduly 
deferred. Such small and frequent changes would also have 
the advantage of accustoming the public not to a.ttach undue 
importance to every necessary adjustment. The Central Banks 
must Ibe prepared to keep in constant touch with conditions, 
to make small changes in response to small indications, and 
to reverse the tendency with any noticeable change in the 
underlying facts. 

(iv) This form of joint policy should be consistent with a 
full measure of autonomy for each national institution. In 
particular, each Central Bank should remain free to attract 
gold to itself whenever it deliberately desired to do so, without 
incurring blame or exciting complaint from the other Central 
Banks; Ito raise its own bank rate relatively to that of the 
others, even though this were contrary to an agreed general 
policy of reducing rates, if it deemed this to be necessary for 
the protection of its own gold position; and also to raise its 
own bank rate for the sake of checking inflationary tendencies 
at home, even if the tendencies abroad were of a contrary 
character. 

(v) But each Central Bank should .undertake to do its best 
to avoid the importation of unwanted and unnecessary gold 
merely as a resuLt of leaving natural forces to work themselves 
out unchecked. It should be the duty of each Bank to avoid 
an unbalanced international position which was the result of 
accidental circumstances or the unintended repercussion abroad 
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of its domestic policy. In parlticular, if the effect abroad of 
a curtailment of credit, intended merely to counteract a 
domestic infiationa.ry tendency, was unintentionally to attract 
gold, there is a presumption that this effect should be offset 
by the Central Bank in question being prepared to increase 
its own balances elsewhere. 

(vi) In particular, Central Banks should consider the rate 
of long-term investment as well as short-term investment as 
falling within their purview, and should rtake whatever steps 
may lie within their power, and are suited to their local cir. 
cumstances, to counteract any tendency which their own 
nationals may show either to keep ,their investible resources 
excessively liquid or to undertake excessive long-term commit
ments. 

307. Doubtless experience and the natural course of evolution 
may suggest many modifications in, and additions to, this rough 
outline. But we have thought that it might serve to crystallise 
opinion and give aid towards a more coherent scheme of Central 
Bank collaboration than has existed hitherto, if we were to venture 
to go further than mere generalities as to the desirability of such 
collaboration. 

li.-PROPOSALS TO MEET 'l'HE PRESENT EMERGENCY. 

308. The previous sootion is mainly directed to more or less 
permanent methods for preserving economic and financial equili
brium internationally. We must now consider what special steps 
can be taken to escape from the existing position of acute dis
equilibrium. 

309. Chapter IX provides an introduction to this section of our 
recommendations. We have there explained the difficulties which 
necessarily arise if the creditor nations as a whole are unwilling to 
lend to the debtor nations as a whole the surplus due from the latter 
to the former, after the former have taken all that they are disposed 
to take in the shape of goods. We think that the first measure 
towards the restoration of the international price level must neces
sarily be taken on the initiative of the creditor countries, and that 
it must consist partly in a greater willingness to buy and partly 
in a greater willingness to lend. The former will result from a 
revival of enterprise and investment within the creditor countries 
themselves; and the latter will permit an increase of purchasing 
power and a recovery of consumption, to the accompaniment of a 
revival of capital expansion, in the debtor countries. 

310. Failing this the creditor countries will soon have sucked in 
all the gold available in the hands of the debtor countries and this 
may entail a series of defaults, preceded, in the effort to avoid such 
a dishonour, by a severe curtailment of credit and purchasing power 
attended by a low or falling price level. 
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311. How little margin there is left for a continuation of what hal 
been happening during Ithe last two years may be illustrated by the 
following ta.ble. The creditor countries comprise Grea.t Britain, 
the United mates, France, Belgium, Holland, Switzerland and 
Sweden. The debtor countries comprise the rest of the world 
except Spain and Russia. which are included in neither class. 

Gold in Central Banks and Treasuries.-

January 1st, 1929. January 1st. 1930. January ht,1931. 

-- £ £ 

I mi1~on •. 1 millions. % millions. % % 

I 

Creditor countries ... 1,277 65 1,391 69·5 1,664 74'5 

Debtor countries ... 680 85 610 80·5 531 25·5 

* In this table the gold stocks held by Central Banks and Traa.uric. in 
1929 and 1980 have been increased by £23 millioDs and £19 million. respect
ively in order to make the figures comparable, as during 1929 and 1930 gold 
was transferred from private banks in Australia to a total of about £23 
millions. 

312. 'Ihus in two years the creditor couIitries ha.ve increased their 
proportion of the monetary gold in the world from two-thirds to 
three-quarters. The debtor countries probably require a.mongst 
them new loans from the creditor countries to an aggregate of not 
less than £400,000,000 per annum in normal circumstances, unless 
the creditor countries increase their imports relatively to their 
exports as compared with what they were before the commence
ment of the world depression. It appears, therefore, that the 
total gold stocks of the debtor countries would cover this sum for 
little more than a. year. Moreover, much of the gold is held by 
those of the debtor countries which are least hard-pressed, and 
probably at least two-thirds of it is immobiliRed under the laws 
regulating their gold reserves. It is unlikely, therefore, that the 
debtor countries can continue much longer to square their inter
national position by parting with gold at the rate of £70,000,000 
a year, as they have been forced to do in the last two years. 

313. The efforts of the debtor countries to meet their debts by 
contracting their imports and expanding their exports may even 
have the effect of worsening their position through its adverse effect 
on the prices of their exports. These figures emphasise the impos
sibility of the debtor countries as a. whole meeting their obligations 
otherwise than out of new loans or by selling more goods at better 
prices. For the creditor countries to fail in taking steps to relieve 
this stringency would be exceeClingly short-sighted having regard 
to their own creditor position. 
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314. It is, however, an important aggravation of the difficulties of 
solving this problem that it is not possible even for a. creditor 
country to go far in the direction of increasing either its own 
buying or its own lending unless the other creditor countries are 
moving more or less in step. For if it does, the claims thus created 
against it will be used by the rest of the world not to buy more 
goods but to meet the demands of the other creditor countries. 
For this reason some measure of co-operation and consultation 
amongst the creditor countries is highly desirable. This means, in 
the main, a concerted policy between the Central Banks and issuing 
institutions of Great Britain, France and the United States. 

315. The prospects of such a policy appear to be becoming much 
more favourable whilst we are preparing this Report. France, in 
particular, is making preparations for several important issues 
which are likely to be helpful to the general situation. It may be 
useful, however, that we should suggest briefly certain general prin
ciples of action. The most difficult task is likely to be to find 
borrowers of sufficient standing to give confidence to investors. 
We deal with this matter, therefore, rather more fully at the end 
of this chapter. 

(i) The desirability of foreign loans being made by the leading 
creditor countries on a greater scale than in the past two years 
should be generally accepted. 

(ii) It follows that the Central Banks and Treasuries of these 
countries should do everything that lies in their power, compatibly 
with tbe requirements of their own gold position, (a) to remove 
any legislative or administrative hindrances in the way of opening 
their financial markets to the reception of foreign loans, and (b) to 
permit a volume of domestic credit which will encourage the market 
to take full advantage of any foreign issues which they may think 
attractive. 

(iii) It is not essential that the loans should be made to the 
weaker debtor countries. It is often better that such countries 
should be helped by improving the market for their exports than 
by enabling them to add to what may be already an excessive 
burden of indebtedness. A loan to any borrower who intends 
to employ it for increased real investment will, by raising the 
aggregate of buying power in the world, tend to raise both the 
prices of commodities and the volume which can be sold and thus 
to improve the trade balances of other countries. Indeed, a loan 
to a solvent borrower to finance new productive enterprise is a 
more radical remedy than a loan to a distress borrower to meet 
the demands of urgent creditors in respect of past transactions; 
for it will do much more to make the wheels of the world's 
commerce go round again. 

(iv) It follows that it is not even essential that new loans should 
be foreign loans, provided that they are for the creation of new 
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capital assets (though the quantitative effect on the outside world 
of a loan of a given amount will not be so great if it is for domestic 
use). For construction programmes within creditor countries will 
tend to increase the imports of such countries relatively to their 
exports, and this will relieve the pressure on the debtor countries. 
If a creditor country is disinclined to lend its savings to & debtor 
country, then let it employ these savings at home. It is only to do 
neither, but to B.<:cumulate, or endeavour to accumulate, the surplus 
savings in gold, which serves to embarrass the debtor countries as a. 
whole. We repe&t that it is the simultaneous reluctance of creditor 
countries either to lend or to buy which is the cause of the crisis. 
If, for example, the value of the current building and coDstruction 
in the United States to-day were as great as it was in 1928, the 
effect of this on the demand for primary commodities and on their 
prices would cause a large and immediate relaxation of pressure 
throughout the world. Similarly, the recent decline of the build
ing and construction boom which had existed in France almost 
ever since the end of the War has much aggravated the effects of 
the l'eluctance of the French investor to lend abroad. 

(v) It is for these reasons that Central Banks should favour 
& persistent and determined policy to maintain an abundance of 
cheap credit in their domestic money markets, sufficient both to 
satisfy the unusually large demands for liquid resources due to 
nervousness in the financial world and also to support any new 
productive enterprises coming forward. Very low rates of dis
count prevail, it is true, already, but have so far failed to bring 
about the transfer of money from short-term to long-term loans. 
The main practical obstacle which we see in the way of & resump
tion of long-term investment is the shortage of acceptable and will
ing borrowers for the purpose of new enterprise, due to the general 
unprofitableness of industry. The ·task is, therefore, a double 
one; partly to attract borrowers of unquestioned standing by a 
low rate of interest on long-term loans, partly to increase the 
supply of attractive loans. With the first end in view, Central 
Banks might use their influence to promote confidence in the 
duration of low short-term rates and to persuade the member banks 
of their system to reduce the rate of interest allowed on deposits, 
so as to discourage the public from withholding their resources 
from the investment market. 

316. The greatest difficulty, however, which we foresee is the 
fulfilment of the second task, namely, to remedy the shortage of 
definitely sound borrowers for the purpose of new enterprise. The 
vicious circle is complete. The decline of new enterprise has 
reacted adversely on profits and prices, and the low level of profits 
and prices stands in the way of new enterprise. It is for this 
reason that some of us think that in the domestic field it may 
be necessary to invoke governmental enterprise to break the vicious 
(:ircle. In the international field measures of an analogous kind 
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would have to take a somewhat different form. In this case also 
the vicious circle is complete. The unwillingness to lend, coupled 
with the frequently unwise use of borrowed funds, has destroyed 
the credit of borrowers, which reinforces the unwillingness to lend. 
In many cases, no single creditor is ready to take the risk which 
is absolutely required in the interest of creditors as a whole. It 
may be, therefore, that some form of guaranteed credit is required. 

317. We believe that certain tentative enquiries have been made 
by those responsible with a view to discovering whether inter
national action in these matters would meet with general assent. It 
may be that so far it would have been premature to summon &n 
international conference. But as time passes by the readiness to 
seek a way out through organised international co-operation is 
likely to increase. 

318. If, therefore, world public opinion was to become ripe, there 
would be advantages in a general international discussion on what 
might be described as " 'rne Restoration of International Trade." 
In this event schemes might he considered for loans guaranteed 
by a joint fund to which borrowers would contdbute a percentage 
of the sum borrowed in return for the guarantee, any ultim!lJte 
deficiency on the fund being met by the guarantors. 

319. A Government guarantee scheme is only one alternative, 
perhaps the simplest, although attended with certain dangers which 
we need not here elaborate. We know that other proposals with the 
same end in view have been under discussion by the financial 
authorities of the large creditor countries, such, for instance, as the 
creation of a private International Corporation with a large capital, 
partly paid, subscribed by aU the big financial institutions in the 
centres concerned who are interested in foreign loans. Any scheme 
which meets the end we have in view has our sympathy. 

CHAPTER III.-PROPOSALS RELATING TO DOMESTIC 
MONETARY POLICY. 

1. THE Nom ISSUE. 

320. The function of the Bank of England which has been 
historically the chief concern of the legiSlature is the note issue. 
Amending Acts have been passed from time to time, but no change 
in principle has yet been made in the Act of 1844. The separation 
between the Issue Department and the Banking Department of 
the Bank of England and the peculiar form of the Bank's statutory 
return date from that Act. The Currency and Bank Notes Act 
of 1928 re-settled the amount of the fiduciary issue and introduced 
new provisions of elasticity for varying the amount of the fiduciary 
issue subject to certain conditions; but the principle of the fiduciary 
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iss~e. was ~~ltere~ .and its amount was merely adjusted to the 
eXlstmg po6ltlOn ansmg out of the amalgamation of the Treasury 
note issue with the Bank's note issue, and was not re-settled on the 
~asis of a. fun~mental reconsideration of what might be appropriate 
In the new Clrcumstances . 

. 321. We thin~ tha~ the time has now come for a thorough re
VIew and reconsIderatIon of the whole matter. We deal first with 
the principle of th.e fiduciary issue and secondly with the less im
portaDJl; matter of the separation of the Departments, which is 
mainly a matter of form. 

The Principle oj the Fiduciary Issue. 

322. The present system of a. fixed fiduciary issue (cf. para. 53 
et seq.) arose at a time when a. large part of the business of the 
country was conducted by means of gold coins and bank notell, the 
system of payment by cheque being still imperfectly developed and 
gold coins and 'bank notes circulating alongside one another. There 
had been certain notorious occaaionll when the Bank of England 
had put an increased volume of bank notes into circulatioo, as a 
result of freely discounting bills, regardless of whether these notes 
were in substitution for gold or were a net addition to the monetary 
circulation. The reformers of 1844 thought it desirable to set a 
limit to the free discretion of the Bank in this respect by enacting 
that, beyond a. fixed sum known as the fiduciary issue. the Bank 
of England· should be prohibited from issuing additional notes 
except in substitution for gold coin by withdrawing an equal amount 
of the latter from circulation into the Bank's reserves. Long 
before 1914 the first stages of credit inflation had ceased to be 
marked by an increased issue of notes, inflation or deflation being 
initiated not by changes in the note circulation but by changes in 
the amount of the Bank's deposits. Nevertheless up to 1914, the 
old system retained BOme remaining trace of significance, inasmuch 
as gold and bank notes still circulated side by side in the country 
and were legally interchangeable. But with the exclusion of gola 
coins from the domestic circulation and the confinnation of this 
exclusion by the Gold Standard Act of 1925, the old system has 
lost almost entirely its original meaning. 

323. In present day conditions when the active circulation of 
notes is mainly reqUIred for the purpose of meeting wage payments 
and small transactions usually settled in cash, an expansion in the 
active note issue is likely to be a result of active trade ensuing 
with a.n a.ppreciable interval &fter an expansion in the Bank's 
deposits. Thus it is the latter which is now the factor of dominating 
importance. a.nd the somewhat anomalous position arises that while 
the Bank is not regulated by law in respect of its deposits it remains 
so regulated in respect of the note issue which was a hundred years 
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ago the initiating cause of inflation but to-day is the factor which 
is the latest to be affected by the forces of expansion or contrac
tion. 

324. Since, however, the tendency of modern monetary manage
ment is, rightly we think, to confer upon the Central Bank in
creased powers of elasticity in meeting cha.nging cond1tions, it 
should not be counted against the present system that it 
leaves to the Central Bank too great a power of varying 
the volume of deposits. The criticism to which the present 
system is open is rather that the principle of the fixed 
fiduciary issue is wrong in Ithat it associates the amount 
of the gold which the Bank of England should hold immobilised 
and una.va.ilable for export with the amount of the active note 
circulation. Formerly, when the Bank's gold was held for two 
purposes, partly to meet an external drain a,nJi partly to meet an 
internal dra.in, it may have been reasona.ble to ea.rmark a sub
stantial part of it for the latter purpose. But now that the second 
purpose haa disappeared, and has in foot been abolished by law, 
so that the gold reserve of the Ba.nk of England: is held for no 
other purpose than to meet a foreign drain, the effect of enforcing 
the principle of the fiduciary issue is to forbid the Bank of Engla.nd 
to use by far the greater pa,rt of its gold for the only purpose for 
which it is held or could be useJi. At present (April, 1931) the 
Bank holds about £145 millions in gold, at hoJiday seasons its 
note circula.tion rises to about £380 millions and the fiduciary issue 
is fixed at £260 millions. Thus £120 millions of the gold held by 
the Bank (the difference between the maximum circulation a,nd 
the fiduciary issue) is immobilised and a.t certain times of the year 
only £25 millions is actually available. On this basis by far the 
greater part of the gold holding is immobiliseJi when the note issue 
is at its seasonal maximum, an amount equivalent to about 30 per 
cent. of the note issue at those periods. 

325. We cannot regard as satisfootory a system under which so 
high a proportion of the gold stock is locked up in such a way as not 
to be available for export if the Central Bank should so desire. The 
Act of 1928 indeed recognised the need for elasticity by empower
ing the Treasury, on the application of the Bank of England, to 
enlarge the amount of the fiduciary issue for a limited period of 
time. During the passage of the Bill a statement was made on 
behalf of the Government, with the concurrence of the Bank, 
illustrative of the circumstances in which the authority would be 
exercised. The main points of the statement are shown in the 
following extroots· :-

"Clause 8 of the Bill makes a statutory provision intended to be 
used, not reluctantly and with hesitation in time of crisis, but when
ever the Governor of the Bank feels that the present limit on the fiduciary 
limit is unduly restrictive, to be used, not in defiance of the law, but in 

* Hansard, 14th May, 1928, Cols. 744--746. 
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accordance with the statutory provisions intended for the purpose. 
. . . . Wo are replacing an illegality by a legal power intended to 
be used, not in a crisis, but before the crisis arrive.. I do not pretend 
to be able to forecast every contingency which may cause the Governor 
of the Balik to make the application, and which may make the Chan
cellor of the Exchequer of the day agree to an increaae in the fiduciarr 
issue jbut let me examine lOme of the possible eventualities. • • • • 
An emergallCY of the type of the crises of 1847, 1857 and 1866 may ne .... r 
recur. Just as in 1847 and 1866 the knowledge that the ~etter had 
heen issued to the Bank prevented a run upon the Bank, 10 the pro
vision made in Clause 8 may itself prevent the panio from which th_ 
crises arose. 

" But a new kind of emergency has beoome poesible. Now that the 
foreign banKS have adopted the practice of accumulating a large 
reserve of sterling bills, it is always possible that, owing to a change in' 
policy upon the part of those banks, a large Bum of gold might be with
drawn ill a ahort time by the realisation of those balancee. The proba
bility is that such a measure would be avoided by co-operation amongst 
the central banks, as IWII6 indeed advised in the Genoa resolutions. But if 
the withdrawal of gold lWas insisted upon, it might become neceeaary 
to extend the fiduciary issue, and that would be an occalion which 
would justify the Governor of the Bank in asking for that espanaion, 
and the Treasury in granting it. 

" A third contingency is the possible competition for gold among the 
central banks ...•• Should the Bank of England find that, owing to a 
lWorld demand for gold, credit would be unduly restricted, not &I a 
check on speculation, but to the injury of legitimate requirements, then 
the Bank can request the Treasury to extend the fiduciary ilHlue and 
so free gold in the hands of the Bank for further credit operation •. 

" Moreover, the principle of a fixed fiduciary issue itself necessitate. 
lOme provision .being made for normal growth. It was only by an 
accidental combination of circumstances that the Act of 1844 did not 
require an expansion of the fiduciary iBlue from time to time. • . • • 

" The pl'ovision in the Bill for increase in the fiduciary issue i. not 
intended therefore to be a mere legislative substitute for the crisia 
letter. On the contrary, it is intended to be used not in a crisi. but 
before it and to prevent undue stringency arising from any of the cau_ 
l have mentioned." 

326. We think, Ilevertheless, tha.t 8.S 8. normal means of pro
viding elasticity, in conjunction with a gold position such as that 
disclosed in the foregoing paragraphs, the arrangement of the Act 
of 1928 is open Ito substantial criticism. With a relatively small free 
balance of gold, circnmstances might well arise that were yet far 
from emergency conditions. in which it was desirable to let gold 
flow freely from the country without affecting credit conditions here. 
It might even be desirable to increase the amount of gold avail
able for export well in advance of this being absolutely required. 
Yet it seems to us that an approach by the Bank of England to 
the Treasury for permission to increase the fiduciary issue would 
be interpreted as a. sign of lVeaknes8 and be the occa.aion of nervous
ness at a. time when the opposite effect on sentiment was to be 
desired. While we see no objection to the provisions of the Act 
of 1928 as the means of meeting a real emergency, we think that 
their use in relatively normal circumstances is likely to give rise 
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to great misunderstanding of the position and we believe that it 
would be preferable that the Bank should have control over a. much 
larger proportion of the. total gold stock without calling in aid 
these provisions. If the object of the fixed fiduciary issue is to 
tie up the Bank of England, well and good. This. may be inad
visable but it is intelligible. Bu~ if its object is not to fetter the 
Bank but merely to require it to make a public declaration of what 
will be interpreted as weakness, at the most inadvisable moment 
for creating such an impression, the disadvantages of liberty and 
of regulation are, it seems to us, heaped on one another. 

327. As regards the right principles for regulating gold reserves 
in the changed circumstances of to-day, we may, without entering 
into a long argument, summarise our views very briefly as 
follows :-

(i) If it is thought unnecessary to fetter -the discretion of 
the Bank of England in regard to the volume of its deposits, 
which in a modern system is the significant and operative 
factor, there can be no good reason for fettering very narrowly 
its power to issue notes. 

(ii) There are great advantages in a high degree of mobility 
for the gold reserves of Central Banks. For the task of recon
ciling international exchange stability with domestic credit 
stability will be made easier if the Central Bank is free on 
occasion to allow wider fluctuations in the proportion of its 
total assets which is made up of gold and comparable items. 
It is also desirable that the public should become accustomed 
not to attach undue importance to fluctuations which the Bank 
has deliberately permitted. 

(iii) In present circumstamces it is highly desirable that 
throughout the world the disadvantages of the immobility of 
gold, and of laws whereby a very high proportion of the 
world's total stock of gold is rendered sterile, should be modi
fied, and we should not maintain any legisla~ion which con
flicts with this aim. 

(iv) Nevertheless, it is not unreasonable to regard some part 
of a. country's gold reserve as not belonging to the Cen~ral 
Bank's nwsse de manreuvre for normal daily use, but as 3IJ1 

ultimate reserve, not to be brought into consideration in 
ordi;nary cases, but kept as a last resort for use only on grave 
;national occasions and after special deliberation between the 
Government and the Bank. Such a reservation can be justi
fied both by its effec~ on confidence and m itself. 

(v) The proper amount of this ultimate reserve cannot be 
reached as a fixed proportion of the. note circulatioo (which is 
the usual principle abroad) or as the excess of the note circti~ 
lation over a. fixed figure (which is the principle of the British 
fiduciary issue). For it depends on quite different factors from 
those which determine the note issue. A change, for 
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example, in the habits of the public in paying by note or by 
cheque respectively cannot affect the appropriate amount of 
the gold which we hold against emergencies. 

(vi) Just as the amount of gold held by the Bank should 
be settled independ'ently of the volume of the note issue, so 
any precautionary limits which it may be thought advisable 
to set to the Bank's power of note issue should be settled 
in.dependently of the amount of gold which it is required to 
hold. The best form of limitation on the discretion of the 
Bank of England in regard to the volume of its note issue, is, 
we think, the system which prevailed in France for many 
years before the War, namely, &n &bsolute maximum subject 
to modification from time to time by law or by Treasury 
Minute. 

328. We consider, therefore, thilt the best means of regulating 
the note issue &nd Ithe gold reserves of the Bank of England would 
be the following:-

(a) That Parliament should give the Bank of England power 
to put into circulation notes to an amount exceeding by • 
moderate figure what has been found by experience to be the 
normal note circulation. Thus if we take the seasonal maxi
mum of the present note circulation (exclusive of notes in the 
Banking Department) at £380,000,000, the absolute maximum 
beyond which the Bank of England must not go might 
be set at £400,000,000, this figure being subject to modifica
tion by law from time to time. Provision should also be made 
for additional temporary elasticity by permission of the 
Treasury on application by the Bank of England similar to 
the provisioo in the Act of 1928. 

(b) That the Bank of England should by law not be per
mitted to allow its gold reserve to fall below (say) £75,000,000, 
except temporarily by permission of the Treasury in accod
ance (again) with & procedure similar to that laid down in the 
Act of 1928. In proposing this figure as 8. statutory minimum 
we do not contemplate that the Bank of Fmgland would 
actually allow its gold to fall so low in any ordinary circum
stances. 

The Bank of England would thus be given greater freedom for 
the handling of all normal day to day problems, whilst it would 
be required, as at present, to confer with the Treasury a.od obtain 
its assent whenever highly exceptional circumstances might require 
some further temporary measures of elasticity. 

329. We should add at once, to prevent misunderstanding, that 
we are not in favour of a reduction in the Bank of England's 
normal stock of gold. So far from this being the c&se, we recom
mend in para. 354 below that the Bank's normal holdings of 
gold or its equivalent in foreign exchange should, ito view of the 
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large liability of London as an international banking centre, be 
larger than they have been in recoot years. What we envisage 
therefore in the future is a Bank of England with both increased 
resources a.nd greater freedom. It is necessary, however, to say 
that freedom ancr willingness, if oc~asion requires, to export gold 
in considerable amounts presupposes power also to draw it back 
from abroad in case of need. This again presupposes that this 
country maintains a sound position in respect both to its Govern
ment finances and its balance of payments. 

The Separation 01 the Departments. 

330. We now turn to the secondary question whether the exist
ing separation between the Issue Department and the ·Banking 
Department of the Bank of England should be continued. 'rhis 
peculiar provision arose out of long-dead controversies which we 
need not revive; for the reasons which originally led to the separa
tion of the departments have no interest or relevance to-day. 

331. The only solid reason, apart from the advantages of con
tinuity and the dislike of changing ancient forms, has been of a 
different charaoter, llamely, that the separation of the Issue Depart
ment has provided a. convenient formula for dividing the profit.;s of 
the Bank of England between the Treasury and the Bank itself. 
This division might of course have been made in a different way and 
is so made in other countries. But the British system is as follows. 
Broadly speaking the profits -of the note issue belong to the 
Treasury and the remaining profits belong to Ithe Bank of England; 
and the segregation of certain assets in the Issue Department 
allows of the profits of the note issue being calculated, af,ter de
duction of certain expenses, by means of the actual net profit earned 
by these segregated assets taking into account not only the interest 
earned but also capital appreciation or depreciation. This 
peculiar arrangement has the effect, however, of making the share 
of profits accruing to the Treasury depend, not (as might 
perhaps have 'been expected) on the volume of notes in circulation 
or on the earning assets of the Bank, 'but on the fixed amount of 
the fiduciary issue. Thus the Treasury share of the profits· does 
not depend on the variable element in the note issue, but only on 
the earnings of such assets, fixed in amount (at present 
£260,000,000), as the Bank may choose to set against the fiduciary 
issue. If, however, it is desirable to calculate the Treasury's 
share of the profits in this way, it is not necessary to have the 
paraphernalia of the Issue Department for the purpose. The same 
formula could be used without a separation of the departments. 

332. But in faet, as we have mentioned, the amount of the 
fiduciary issue is not absolutely fixed. It can be altered by Treasury 
Minute (as explained in para. 59), subject to certain limitations of 
time, on the application of the Bank of England. Now if the 
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fiduciary issue is increased, this has the effect under the present 
arrangement, other things being equal, of increasing the share of 
profits which accrues to the Treasury a.nd of diminishing the share 
which a.ccrues to the Bank of England. This a.ppears to us to 
confuse in a highly disadvantageous way two matters which ought 
to be kept separate. 

333. Witnesses from the Treasury a.nd from the Bank of England 
have defended the existing system, on the ground that, if a.nd 
when the fiduciary issue were to be increased, other things would 
not be equal. For they presume that this step would not be taken 
unless the Bank was losing gold and was replacing t.his gold by 
earning assets, in which case it is reasona.ble that the income from 
these ad4itional earning assets should be assigned to the Treasury. 
They also told us that even if an increase in the fiduciary issue 
were to affect adversely the Ba.nk's share of profits, this would 
have no influence on the Bank in reaching a decision whether or 
not to apply for such an increase. 

334. This seems to ult to overlook two considerations. In the first 
place, if the existing system were retained, it would be a mistake 
if the Bank were never' to apply for an increase of the fiduciary 
issue except when it had actually lost or was about to lose gold 
to the full amount of the proposed increase. In the second place, 
even if the Bank had lost an amount of gold equal to the increase 
in the fiduciary issue, it does not follow that it would have wholly 
replaced this gold ·by earning assets; for the loss of gold ought 
sometimes to be allowed to have its direct effect of curtailing 
credit. 

335. Thus the separation of the Departments has not, in our 
opinion led to a. 881tillfactory formula for fixing the Dank'H payment 
to the Treasury. A precautionary increase of the fiduciary issue by 
no more than £25,000,000 might under the present system reduce 
the Bank's profits for the time being at the rate of £1,000,000 per 
annum; and even though the Bank might be entirely indifferent 
to a loss of this magnitude, it is not reasonable that a necessary 
piece of public policy should have this arbitrary and perhaps 
embarrassing consequence. 

336. On more general grounds we see no advantage in the separa
tion of the departments. It is confusing and misleading to anyone 
who is not an expert. In particular the Bank's so-called .. re
serve" a.nd its so-ca.lled .. proportion" have quite different mean
ings from those attaching to these terms elsewhere and lend them
selves to erroneous comparisons with other institutions and to an 
under-rating of the real strength of the Bank of England. It is in
conceivable that anyone settling the matter afresh to-day would 
devise the present form of statutory return. Moreover, if our 
recommendations made above for the future regulation of the note 
issue and the gold reserves are adopted, the separation of the. 
departments must necessarily come to an end. 
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337. We recommend, therefore, that the payment by the Bank to 
the Treasury should be fixed, as is in effect the case at present, by 
setting aside the net earnings of certain securities, but that these 
should not necessarily be of the value of £260,000,000. We suggest 
that the amount of securities so set aside should vary with the 
average amount over yearly periods of the excess of the Bank's 
notes and <l,eposits over its stock of gold and of silver coin. This 
would protect the Bank from the risk of large variations in its 
profits arising out of fluctuations, due to considerations of public 
policy, in the respective proportions of its gold and its earning 
assets. Without such a provision the Bank might find itself 
seriously embarrassed on some future occasion if its stock of gold 
were to rise to a high level without a corresponding expansion of 
its notes and deposits. 

338. We recommend fUl1ther that the form of the Bank's statu
tory weekly return should ·be amended by the amalgamation of the 
statements relating to the two departments, so that the consolidated 
Bank return <taking for illustration the actual amounts in round 
figures for April 29, 1931) would appear as follows :-

Proprietors' Capital 
Rest ... 
Public Deposits 
Bankers' Deposits ... 
Other Deposits 
Notes in Circulation 

£ 
14,500,000 

3,500,000 
17,000,000 
49,000,000 
37,000,000 

350,000,000 

£471,000,000 

Government Securities 
Discounts and Advances 
Other Securities 
Silver Coin 
Gold 

£ 
274,000,000 

7,000,000 
39,000.000 

4,000,000 
147,000,000 

£471,000,000 

339. The above scheme, which recognises the independ"ence of 
the note issue and the gold reserve and gets away from the false 
suggestion that the appropriate volume of the note circulation is 
closely bound up with the amount of gold in the vaults of the Bank, 
seems to us to be the best. 

340. Not only is this the best system for this country. We also 
attach great importance to it as a first step towards dissociating iu 
the world at large the question of the right level ,of a country's 
gold reserve from the question of regulating the note issue. If 
the view could be generally accepted that gold reserves to-day are 
held solely to meet temporary deficiencies in the balance of inter
national payments, and if their amounts were determined by what. 
was reasonably necessary for this purpose, this would be the greatest 
safeguard we can imagine against the risks of a future shortage in 
the supplies of gold relative to the natural growth of the world's 
money-income. 

341. There is a further matter, though not of fundamental sig
nificance, to which we think it desirable to call attention. It seems. 
that a substantial proportion of the •• notes in circulation " are 
not in fact in active circulation at all but are held, many of them 
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year in and year out, in the safes of the joint stock banks, which 
are in the habit of holding a. much larger proportion of their cash 
reserves in the form of actual bank notes, instead of as deposita 
with the Bank of England, than is required by them as till-money. 

342. This praotir8 is doubtless due to historical causes. The 
large qua.ntity of bank notes held by the joint stock banks is a 
survival from other times, when notes played a much larger propor
tionate part in making payments, when the banks were much 
smaller and less able, therefore, to average requirements over a wide 
a.rea, when communications were slower, and when periodic runs 
on country banks were still So lively memory. Since large quantities 
of notes are now held continuously in the vaults of the head 
offices, it is evident that they are no longer needed for their 
former purpose. But there has been no incentive to the banks to 
change their habits, since neither Bank of England notes nor 
Bank of England deposits earn interest, so that it is So matter of 
indifference to the banks in which form their cash reserves are 
held, provided that they have enough bank notes to provide till
money and enough Bank of England deposits to provide for the 
clearing. 

343. The total quant1ty of bank notes thus held by the English 
clearing banks has amounted recently to about £105,000,000 and 
has been steady round about this figure. This represents about 6 
per cent. of their deposits. We understand that So smaller quantity 
of bank notes would be fully enough to provide the banks with till
money. If the Bank of England were to increase the facilities for 
obtaining notes at short notice, when required, by establishing 
depots in various parts of the country, some 4 per cent. of their 
deposits might be sufficient. This would enable the clearing 
banks to pay up to (say) £40,000,000 in bank notes into the 
Bank of England, and to increase their deposits with the 
Bank of England to an equal extent, without any incon
venience to themselves. We may mention that the Federal 
Reserve System of the United States has recognised the desir
ability of the member banks keeping their legal reserves in the 
shape of deposits with the Central Institution, and not in bank 
notes, by providing that only the former reckon towards So member 
bank's reserve requirements, till-money being for this purpose 
excluded. 

344. If the banks were to do this, the effect would be to decrease 
the active note circulation by So corresponding amount and to in
crease the bankers' deposits with the Bank of England by the same 
figure. Incidentally it would mean that the present artificially in
flated figures of note circulation would be reduced to an amount 
which corresponded to the notes actually in circulation, so that the 
Bank return would present So truer picture of the situa.tion. At 
present the possession of these surplus notes gives the banks a .... 
certain influence over the state of the Bank of England'. 



147 

return, which they may value-thougliit is not one which, in our 
opinion, they ought to have. For it enables them to affect the 
Bank of England's published .. reserve" and .. proportion " 
within quite wide limits, according as they choose from time to 
time to exchange deposits at the Bank of England for notes and 
f)ice f)ersa. Changes of this kind are, at present, a most disturb
ing feature of the Bank's return; for it is iinpossible to know 
whether changes in the notes taken out represent a real increase in 
the circulation or merely a manoeuvre on the part of some joint 
stock bank. This fact reinforces ths desirability of the change of 
principle which we recommend above, since after this change has 
been made it will make no significant difference whether the clear
ing banks hold notes or Bank of England deposits. But for the 
same reason it will make it a matter of indifference to the clearing 
banks themselves how they hold their reserves and thus remove 
any reason for reluctance which they might otherwise have felt in 
falling in with our suggestion to pay in notes. 

345. If this proposal were adopted, iJt should be for consideration 
whether the maximum figure for the note issue should not be fixed 
at some lower figure than £400,000,000. Its adoption would also, 
it is true, greatly mitigate the practical evils of continuing the 
present fixed fiduciary system; indeed it might in effect give the 
Bank of England more latitude than our own proposals. But it 
would not meet the point of principle or achieve the important 
object of separating explicitly the question of gold reserves from 
the question of note issue. It would merely provide a means of 
rendering the existing system. of regulation a dead-letter, without 
establishing any right principle in its place. 

346. Finally, we think that it would point the right road to 
further progress if some provision were made, in the event of other 
Central Banks accepting a similar provision, for balances with the 
Bank for International Settlements to be allowed, at the discretion 
of the Bank of England, to reckon for all purposes of the law as the 
equivalent of gold. This provision might be of the highest value 
in the future course of the evolution of international banking and 
would provide an important precedent in the development of 
methods of international banking practice for the economy of gold. 
In the event of the Bank for International Settlements failing to 
develop along the lines which would make it advisable for use to 
be made of this discretionary power, the Bank of England would, 
of course, be free to make no use of it. In any case this suggestion 
is not directed to the immediate situation, but is, rather, a matter 
for consideration in connection with long-distance monetary policy. 

2. THE RESOURCES OF THE BANK OF ENGLAND. 

347. The outstanding characteristic of the London money and 
investment markets has been the comparatively small amount of the 
resources of the Central Institution in relation to the vast amount 
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far from this being anything new, it carries on the traditional 
pre-war system. This pre-war system depended on the extreme 
liquidity of London's claims on the rest of the world. In 1913 the 
sterling bill was the foundation of the system; a large part of the 
outstanding volume of such bills represented acceptances on behalf 
of foreign clients; and consequently any measures taken by the 
Bank of England to curtail the volume of sterling bills resulted 
within a few weeks in the maturing of claims by London on the 
rest of the world. The Bank of England chose, therefore, mainly 
to depend on its power to contract the volume of acceptances by 
its control of the money market, and was content, having this 
power, to economise in the amount of its other liquid resources. 

348. The Bank of England still has this power in an uncommon 
degree and can still afford to place great dependence upon it. But 
relatively to the growth of other factors, its efficacy is less than 
it was. It is advisable, therefore, to review the position in the 
light of the factsll.nd figures of to-day. 

349. We pick out the following elements as deserving particular 
notice :-

(i) The figures given in Appendix I show that the volume of 
sterling acceptances on behalf of overseas clients has fluctuated 
widely in the course of the last four years, varying between a 
minimum of £123,000,000 in June, 1927, and a maximum of 
£203,000,000 in June, 1929.- But these figures are dwarfed by 
the Treasury Bills in the market, which is a new feature since the 
War, the amount of these Bills, outside Government Departments 
and the Issue Department of the Bank of England, fluctuating 
during the same period between £472,000,000 and £525,000,000. 
Moreover, since the War an acceptance market in New York has 
been organised on a considerable scale. Dollar acceptances on 
foreign account have fluctuated in the four years 1927-30 between 
£107,000,000 and £200,000,000. t 

(ii) It has been explained to us that there is some connection 
between the volume of sterling acceptances for foreign clients 
outstanding at any time and the volume of bills and deposits held 
in London on foreign account. Consequently, fluctuations in the 
volume of sterling acceptances outstanding are partly otTset by 
corresponding fluctua.tions in the volume of bills and deposits 
held in London on foreign account. 'Ihus, the maximum 
fluctuation in the excess of such bills and deposits over sterling 
acceptances on foreign account is less than the maximum fluctua
tion in either of these elements taken separately, being no more 
than £50,000,000 in the course of tha four years for which we 
have statistics. 

• Taking half-yearly dates. 
Taking end of the year date •. 
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(iii) Before the War London's short-term position with the 
rest of the world was probably well balanced. To-day her gro,ss 
liabilities for foreign short-term bills and deposits are largely in 
excess of her claims in respect of her acceptances. (Account 
cannot be taken of our deposits abroad since figures are not avail
able.) This is mainly due (as is also the case in New York) to 
the magnitude of the abnormal French deposits held in London 
and to the Ilrowing practice on the part of Central Banks and 
other banks abroad of holding a large portion of their liquid 
resources in this way. This may be expressed by saying that 
London is now practising international deposit banking, as distinct 
from international acceptance business and the deposits associated 
with this, on a larger scale than before the War. 

(iv) There is a new feature, closely associated with (iii) above, 
which is at the same time a convenience and a danger. Not only 
is London eonducting a larger business than formerly as a deposi
tory of international liquid funds, but so also--ano. on a still greater 
scale-is New York. This means that there is a substantial quan
tity of such funds ready to move from one money market to another, 
according to the attractions of the rate offered. It follows that 
changes in the short-term rate of interest in London relative to 
New York are even more potent than before the War in regulating 
the net position of our international balance sheet. Perhaps they 
are too potent, for part of the relief comes in a different, and less 
desirable, way than formerly. A rise in discount rates in the 
pre-war money market functioned mainly by calling in our claims 
on the rest of the world through the contraction in the volume 
of our acceptances. A rise in discount rates to-day is more liable 
to function in part by increasing our liabilities to the rest of the 
world through the attraction of short-term funds from abroad. 
Thus, the ease with which we can for a time meet claims on us by 
attracting precarious short-term deposits, while it is certainly a 
great convenience, may also be a danger unless we avail ourselves of 
it only with the greatest moderation and prudence. 

(v) The volume of foreign long-term financing which is ready 
to offer itself in London, provided that terms can be arranged, is 
much greater than it used to be relatively to the annual surplus 
which we have available for this purpose. This applies not only 
to the new issue market, but also to the large volume of so-called 
.. international" stock exchange securities which find a ready 
market in, and move easily between, different international centres 
of finance. In particular, foreign government bonds and the like 
which are issued in New York in the first instance are subsequently 
almost as likely to find a home here as in, the United States. 
Moreover, our annual surplus for new long-term foreign invest
ment is not only smaller absolutely than it used to be, but is also 
smaller relatively to our total annual savings and to the scale of 
the market and is subject to sharp fluctuations, amounting to as 
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much as £100,000,000, according to the estimates of the Board of 
Trade (see Appendix IV), between one year and the next. 

350. All this may be summed up by saying that there is much 
more risk than there used to be of our financing long-term invest
ment by means of attracting short-term foreign funds of a precarious 
eharacter, and thus gradually slipping into a less liquid position 
than is desirable. This may result in our having to maintain 
.short-term rates over a long period at a level inappropriate to 
domestic requirements in order t.o retain the precarious foreign 
funds which we have inadvisedly employed in a non-liquid way. 

351. Or we may put it thus. Before the War our liquid inter
national assets mainly consisted of the Bank of England's gold and 
our sterling acceptances on foreign account. These were believed to 
be, as a rule, at least equal to and sometimes substantially in excess 
of our short-term international liabilities. To-day we have greatly 
increased the latter as a result of the development of our functions 
a.s a depository of international short-term funds, whilst the former 
have not been increased correspondingly, with the result that our 
liabilities may be as much as double our liquid assets, reckoning 
these as made up of our acceptances and our surplus gold hitherto 
available for export. Regarded in this way our total position is 
much less liquid than formerly, whilst the use of our traditional 
balancing factor, namely bank rate, may operate as much by in
creasing our short-term liabilities as by calling in our short-term 
assets. To these latter should, of course, be added our deposits 
a.broad held at short notice, for which we have no figures, but 
even so we believe the position to-day to be less liquid than before 
the War. 

352. Our conclusion is that the Bank of England's liquid assets 
ought to be increased at the first opportunity to a substantially 
higher figure and maintained thereafter at this higher figure as the 
normal. At the same time we should be prepared to see without 
oonoern very wide fluctuations in the aggregate of these assets. We 
think that the instrument of bank rate should be used sparingly 
when the objective is merely to balance moderate changes in the 
short-term position by attracting foreign funds and not to affect the 
domestic situation. Bank rate is rightly used when the Bank of 
England deliberately desires to contract credit either at home or 
in the world at large. Its use is of much more doubtCul utility 
when there is no desire on the part of the Bank to contract credit 
either here or abroad, the main point of maintaining a high bank 
rate being to attract foreign funds. The temporary contingencies 
which the attraction of foreign funds is intended. to meet wou,ld 
often be better met in the opposite way, that is to say, by the Bank 
relinquishing its own liquid assets rather than by borrowing liquid 
assets from abroad. This course would not only be more prudent, 
but it would be much more effective in circumstances in which, 
apart from the exigencies of the short-term position, the wish of 
the Bank would be to relax credit conditions in the world at large 
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rather than to contract them. For rising rates in London must 
have a tendency to contract credit everywhere, whereas if London 
were both in a position to release gold and other liquid assets and 
willing to do so, it would have a precisely opposite tendency-which 
is what will be desired in the circumstances assumed. 

353. For these reasons we consider that the pre-war system in this 
country under which only relatively small fluctuations in the gold 
reserve of the Bank of England were permitted, and bank rate was 
operated with this end in view, needs to be supplemented to-day. 
We think that in the modern world, having regard to the scale 
of international operations and the size of other money markets, 
the Bank of England should feel itself free to see, without anxiety, 
very large fluctuations in its own liquid assets between their 
minimum and their maximum. The magnitude of London's 
international operations to-day requires, that is to say, that 
the normal level of the Bank of England's liquid international 
assets should be materially higher than it now is, that these liquid 
assets should exist to be used at not infrequent intervals, and that 
money markets at home and abroad should be made accustomed to 
view these fluctuations as a sign of strength and as a part of the 
Bank's regular machinery for the control of credit. We consider 
that at present the disparity between London's liquid resources 
and those of other large international countries is too great and 
should be diminished. 

354. The recommendations which we have made above regarding 
the fiduciary issue would have the effect of releasing for this purpose 
a larger proportion of the gold already held than is available at 
present. But this would not be enough by itself. It would enable 
the Bank's stock of gold to fluctuate between extremes of (say) 
£175,000,000 and £100,000,000. But for the Bank to raise its 
stock of gold above the former figure might be undesirable unless 
the present pressure on the supply of gold becomes relaxed or other 
Central Banks become content with a smaller normal figure for 
their own gold reserves. Thus it would seem advisable for the Bank 
to supplement its gold reserves by liquid funds held abroad either in 
other important financial centres or perhaps with the Bank for 
International Settlements if that institution evolves in a manner 
suitable to this purpose. We suggest, therefore, that in addition 
to gold reserves fluctuating between (say) £100,000,000 and 
£175,000,000, the Bank might maintain other foreign liquid 
resources fluctuating in amount up to £00,000,000. A part of these 
foreign resources might belong to the securities allocated against 
the note issue. But even so some increase in the total resources 
of the Bank of England might be required. We make a proposal 
bearing on this in paragraph 370 below. 

355. We must emphasise, however, that there is one important 
corollary to the freer use of its liquid resources by the Bank of 
England based on normal holdings of an increased amount. The 
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Bank must not be tempted into meetJ.ng by exports of gold an 
adverse position of a character for which bank rate and a con
traction of credit is the appropriate remedy. The exchanges may 
prove adverse to us either on account of a trade or investment 
expansion at home of an inflationary character or on account of the 
movement of capital items resulting from the performance of our 
functions as a centre of international finance. We recommend an 
increase in the Bank's resources and a .free use of these increased 
resources in appropriate circumstances, because our busineBB of 
international banking on a great scale may prove incompatible with 
the reasonable stability of domestic business and enterprise if we 
cannot afford to allow a movement of even ten per cent. in our liquid 
international liabilities without taking steps most upsetting and 
sometimes highly injurious to our domestic trade. But it must not 
be inferred from this that we are in favour of any hesitation in the 
use of bank rate and credit contraction when the immediate problem 
of management is to check boom conditions or rising prices at 
home and is not primarily concerned with movements of foreign 
capital. 

3. THE DAY-TO-DAY POLIOY OJ!' THB BANK OJ!' ENGLAND. 

356. The chief means at the disposal of the Bank of England for 
the management of the monetary system are the following :-

(1) The official bank rate. 
(2)" .. Open-market" operations (or the deliberate refraining 

from them) which, afte~ taking account of the changes, if any, 
in the Bank's gold reserves and in the Public Deposits, have 
the effect of changing the aggregate amount of the Bank'. 
Private Deposits. 

(3) .. Open-market" operations which consist in changing 
the form of the Bank's assets without changing their 
quantity. This may take any of three forms :-

(i) The Bank may offset movements of gold by buying 
or selling securities; 

(ii) The Bank may sell short-dated securities (e.g. 
Treasury Bills), and at the same time buy long-dated 
securities (e.g. Consols); 

(iii) The Bank may force the market to discount or 
obtain advances on the official terms, with the object of 
bringing market rates into closer conformity with these, 
by selling securities (which might be regarded as a variant 
of (2) above). 

(4) There are certain technical devices for directly influenc
ing the foreign exchanges, namely, sales or purchases of foreign 
balances (i.e. so-called II gold exchange" methods), dealings 
in forward exchange, and small variations in the Bank's buying 
price for gold. 

(5) The use of the Bank's personal influence over, or advice 
to, prominent elements in the money market. 
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357. Of these (1) was the traditional instrument, upon which 
chief emphasis was laid in all pre-war accounts of the Bank's 
methods. We have explained in paragraph 352 above our reasons 
for thinking that this instrument should be used sparingly for tem
porary adjustments of the international balance of payments and 
should be mainly reserved for occasions when the Bank deliberately 
wishes to contract or to expand credit either at home or in the world 
at large. We have also indicated in paragraph 221 the difficulties 
which arise in employing the instrument of bank rate when the 
ultimate requirement is to secure a substantial reduction in the 
general level of money-incomes. But between these extremes of 
purely temporary adjustments at the one end and exceptional 
long-period adjustments at the other, there are many contingencies 
for dealing with which the instrument of bank rate as traditionally 
employed by the Bank of England is excellently suited-in par
ticular the control of the Credit Cycle and the regulation of the 
rate of slow, normal change in the level of money-incomes so as 
to maintain conformity between money-incomes at home and 
abroad. 

358. Since the War method (2) has been greatly developed and 
perhaps plays the major part in the case of the smaller day-tO-day 
movements, as contrasted with larger changes. We think that 
the evolution of the Bank of England's methods in the direction 
of a greater reliance on the habitual use of open-market operations 
bas been wisely conceived and should be developed further. There 
are. however, two respects in which the Bank of England's position 
for the effective use of this method might be stren.,athened. 
Hitherto the Bank has had no accurate information as to the 
quantity of cash held by the clearing banks, whereas it IS the 
aggregate of these banks' cash and Bank of England deposits 
which determines the amount of credit which they create; nor 
has tbe Bank had accurate information as to the division of the 
deposits of the clearing banks between current accounts and fixed 
deposits, whereas a change in the volume of credit produces 
different consequences according as it corresponds to an increase 
in current accounts or in fixed deposits. The volume or the 
bankers' deposits with the Bank of England (taken in conjunction 
with their holdings of bank notes which, as may be seen from 
Table I in Appendix I, have been remarkably steady) is the main 
determinant of the volume of domestic credit, and the question of 
the right amount of these deposits, from week to week as circum
stances cbange, sbould, we think, be a main pre-occupation of 
the Bank of England. As appears from Sir Ernest Harvey's 
evidence. this is, in fact, one of the matters to which tbe Bank pays 
attention. But judging from the average amount of these deposits 
quarter by quarter in recent years (cf. the table in para. 167), we 
are not clear whetlier enough allowance has always been made for 
changing circumstances. On the other hand, the fluctuations of 
the bankers' deposits at the Bank of England over shorter periods 
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may be, from the clearing banks' point of view, more frequent 
and more unpredictable than they would be if tLe Bank were to 
depend for its management of the market rate of discount day by 
day less on restricting or expa.nding the banks' cash and more on 
direct co-operation with the banks and on the Bubstitution of one 
kind of asset for another within the Bank of England's own 
resources. The Bank of England's difficult task of regulation 
may, we hope, be made a little easier by the adoption of some of 
our other proposals, in particular those for an increase of the 
detailed information at the disposal of the Bank, for a more 
precise understa.nding as to the cash reserves maintained by the 
clearing banks, and for a closer collaboration between these banks 
and the Bank of England. 

859. Method (3) has doubtless been employed by the Bank from 
time to time, especially in cases (i) and (iii). But dt-liberate 
exchanges between the Bank's holdings of long-aated and of 
short-dated securities respectively, with the object of influencing 
the margin between the market rate of interest on the two types 
of securities, may not have played in the past as important a part 
in regulating the rate of investment a.a they might. We think that 
the policy of bringing to bear such influence as the Bank may 
possess for widening or narrowing the margin between long-term 
a.nd short-term rates of interest in different sets of circumstances, 
with a. view to encouraging fixed investment or liquidity aa the 
case may be, should be frequently considered and should some
times form the basis of action. Very often the Bank may be able 
to bring to bear all the influence which it needs to exercise on the 
long-term rate of interest by opera.ting on the short-term rate, 
which has usua.lly been considered its more direct concern. But 
occasions may arise when this will not be sufficient. 

360. 'Ihe methods which we have grouped together under (4) 
have played no great part hitherto in the Bank's scheme of control. 
We have already proposed above (para. 354) that" gold-exchange .. 
methods might properly playa greater part ~day than formerly, 
and have recommended that the Bank should increase its interest 
in international liquid assets other than gold. We have alro had 
before us proposals relating to the forward t'xchanges and to a 
widening of the gold points with a view to increasing the power of 
influencing the movement of foreign funds through changes in 
the margin between the spot and forward rates of foreign e1-change. 
These are matters of detailed technique which the Bank of 
England will no doubt be"ready to consider; but they lie IIOmewb&t 
beyond our own competence and we make no recommendation. 

361. We come finally to method (5), that is to say to the Bank's 
personal influence over the other elements in the money market. 
These elements fall into four groups :-(a) the Money Market 
proper; (b)"the Issuing Houses and the Accepting Houses; (e) the 
great Clearing Banks. 
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362. The contact between the Bank of England and the money 
market proper is adequately close and successful. The practice of 
frequent meetings between representatives of the Bank and the 
leading bill brokers by which the wishes and intentions of the 
Bank are confidentially communicated to the latter needs no im
provement. 

363. The contact between the Bank and the leading issuing 
houses is also intimate. We understand that important foreign 
issues made by these houses are seldom underwritten in London 
unless the Governor of the Bank of England has been first consulted 
and that any opinion he may offer will carry great weight. The 
weakness of this control arises in a different way. It is partly due 
to the possibility, and often the probability, that foreign bond 
issues may be made elsewhere and then or subsequently be to a. 
large extent re-offered in London. 

364. Coming to the third group, the great clearing banks, we 
think that there might with advantage be closer contact between 
them and the Bank of England. Our suggestions on this head 
follow in the next section. 

4. THE RELATIONS OF THE BANK OF ENGLAND WITH THE JOINT 

STOCK BANKS. 

365. In the United" States the member banks of the Federal 
Reserve System are required by law to maintain balances with their 
Reserve Bank bearing a specified relation to their deposits. Their 
till money is not allowed to reckon for this purpose. The pro~ 
portion of reserves to deposits actually held depends on the divi~ 
sion of the member banks' deposits between demand deposits and 
time deposits. But in practice it has worked out in recent years. 
at. a. percentage between 7 and 9 of the deposits, in addition to 
till money of about 2 per cent., making in praotice about 9.5 per 
cent. altogether. 

366. In Great Britain there are no legal requirements. But for 
BOme time pa.st, subject to one exceptional movement, the actual 
practice of the ten London clearing banks has not changed. They 
publish monthly figures of reserves in cash and at the Bank of 
England which up to 1927 averaged 11.7 per cent. of their deposits 
and now (owing to a change of practice on the part of the Midland 
Bank which used to keep a higher reserve than the other banks) 
ave:age about" 10.8 per cent. The interpretation of this figure is 
subject, however, Ito the two observations following. 

367. The banks have not distinguished in their published state
ments between their holdings of Bank' of England (or Treasury) 
notes and their deposits with the Bank of England. They ha.ve, 
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however, furnished us with separate figures for these two items, 
which may be summarised as follows:-

(A.nnual average. 01 monthlll figure. omitting I,m. and December.*) 

Per Cent. Balance with Per Cent. Cash in hand Bank of -- (£ 000). of England of 
Deposits. (£ 000). Deposita. 

1919 ... 110,733 1·5 86,915 6·9 
1920 ... 105,567 6·2 14,855 4·4 
1921 ... 111,216 6·4 90,741 5·2 
1922 ... 108,744 6'4 88,395 6·2 
1923 ... 104,604 6·5 83,333 6·2 
1924 ... 103,714 6·4 83,640 6·2 
1925 ... 104,448 6·5 81,209 5'1 
1926 ... 10S,786 6·5 80,716 5·0 
1927 ... 106,067 6·4 78,746 4'8 
1928 ... 105,011 6·2 17,877 4·6 
1929 ... 105,067 6·1 16,934 4·4 
1930 ... 103,880 6·0 78,S62 4·5 

.-
• These montbs are omitted because of the exceptional half-yearl,. window

dressing operations which are discussed later. 

368. Thus of the total ratio of 10.5 per cent. here shown only 
4.5 per cent. is held in the form of balances with !the Bank of 
England. As we have already indicated in paragraph 79 the la.tter 
figure is, however, 110t quite what it appears to be. The monthly 
figures published by the clearing banks are not !true daily averages 
but are averages of one selected day in each week of the month. It 
seems that, in order to present a better appearance, most of the 
banks concerned are 8It pains to manipulate their balances with the 
Bank of England on the selected day of the week so tha.t they 
stand at a higher figure than usual. Moreover, each of the four 
biggest institutions pursuing these practices selects a. different day 
of the week for the purpose, calling in loans from the money 
market on its own selected day, but returning them next morning 
in time for !the next big bank to call them for its making-up day. 
Thus a certain part of the published reserves of the clearing banks 
in the shape of deposits with the Bank of England is like a. stage 
army, the same liquid resources doing duty four times over in 
the course of each week. At the end of each hall-year the same 
practice, euphemistically known as .. window-dressing," is 
followed on a. grander scale. On these occasions other banks 
which only publish figures at these dates also make a. brave show 
in their balance-sheets with deposits at the Bank of England, 
which !they temporarily acquire for the purpose. The net result 
is that the average Bank of England balances of the clearing 
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banks are less than 3.5 per cent. of their deposits (perhaps not 
more than 3 per cent.) and those of. the banks of the country as 
lit whole less than 3 per cent. 

369. We have made some attempt to estim3lte the magnitude of 
this practice. A comparison of the balances with the Bank of Eng
land as published by the clearing banks with the bankers' balances 
(which include other accounts besides those of the clearing 
banks) as published weekly by the Bank of England suggests that 
the monthly " window-dressing " has the effect of increasing the 
apparent cash reserves of the clearing banks by at least £20,000,000 
over the true average figure. In the case of the end-year window
dressing the aggregate deposits with the Bank of England offered 
by the banks of the country as a temporary display on December 
31st-the only figures with which most of them supply their share
holders and their customers-appear to be about £75,000,000 in 
excess of the figure normally held. 

370. We are not aware that these practices serve any useful 
purpose. We think that they are not creditable to our banking 
system; and we recommend that they should be given up at once. 
Our recommendations on this and allied matters are as follows :-

(1) The monthly statements now published by the clearing banks 
are the result of pressure put upon them 40 years ago by Mr. 
Goochen, then Chancellor of the Exchequer. Certain recom
mendrutions for changes were made subsequently by the Cunliffe 
Committee, but only one bank (Lloyds Bank) has adopted them 
in full. Their form is not now as useful as it could be and is 
capable of certain improvements. We recommend that the banks 
should be asked to publish their statements in futUre in the form 
set out in Chapter V which substantially corresponds with the 
form ih which, at our request, they have kindly furnished us 
with their figures for recent years. 

(2) In these monthly statements the returns made of the cash 
in hand and of the balances with the Bank of England should be 
true daily averages. 

(3) We have shown above that the reserves now published by 
the clearing banks are, omitting June and December, about 10.5 per 
cent. of their deposits, made up of 6 per cent. in Bank of England 
notes and 4.5 per cent. in balances with the Bank of England. 
We recommend that the London clearing banks should aim at the 
maintenance on the daily average of each three-monthly period of 
an amount of cash in bank notes and balances with the Bank of 
England of not less than 10 per cent. of their deposits. 

(4) For banks other than the London clearing banks, we have 
not available the statistical information necessary to make a definite 
recommendation as to their cash balances. Under present arrange
ments they often need to hold balances with their clearing agents, 
but we do not know the terms upon which Buch balances are held. 

]0122 F 2 
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We think it possible that machinery could be devised under which 
these balances would be held at the Bank of England and operated 
upon by the clearing agents. The position of the Scottish banks 
is, moreover, complicated by the arrangements in connection with 
their note issues. We think, however, that the banks other than 
the clearing banks should aim at the maintenance on the daily 
average of each three-monthly period of an amount of cash in 
bank botes and balances with the Bank of England of a given 
percentage of their deposits and we recommend that the appro
priate percentage should be arrived at in each case after consultation 
with the Bank of England. 

'lhese proposals would probably involve some increase in the 
amount of reserves held by the banks, so that it would place on 
them a small additional burden. It needs, therefore, to be justified 
in the public interest. In a modern banking system, where member 
banks are in a position to hold earning assets which can be quickly 
turned into cash at the Central Institution, indirectly as in Great 
Britain or directly as in most other countries, the amount of reserves 
which they require strictly for their own safety and convenience 
may be extremely small. Since their reserves earn no interest, 
there will, therefore, be a tendency to whittle them down gradually 
by one means or another to the lowest figure which will not disturb 
public opinion. Moreover the main reason for expecting the banks 
to keep reserves above the minimum needed for daily convenience is 
no longer primarily the safety and solvency of the banks them
selves, as it was in former times, but the necessity for providing the 
Central Institution with adequate resources wherewith to manage 
the monetary system and safely furnish the member institutions 
with precisely those conveniences, for rapidly liquidating earning 
assets, upon which the latter depend when determining the 
amount of their cash reserves. Thus the appropriate amount of the 
reserves of the member banks cannot now be left to their own 
individual self-interest but must be governed by the proper require
ments of the system as a whole. 

In a country such as France, where bank notes still playa. very 
important part. the resources held by the Central Bank against the 
note issue may be fully adequate to its requirements and the ques
tion of the balances held with the Central Bank by its member 
banks may be a matter of comparatively small importance. But 
in countr~s such as Great Britain and the United States, where 
the great bulk of the business of the country has come to be 
transacted by cheques, this is not the case. The substantial ques
tion before us is, therefore, the adequacy of the resources of the 
Bank of England for all possible contingencies. 

We have already expressed the opinion that the resources of the 
Bank of England ought to be augmented with a. view to increasing 
both the amount of its own liquid reserves and the amount of its 
earning assets a.vailable for various types of open-market operations. 
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Since 1913 there has grown up in the United States their great 
Federal Reserve System with aggregate deposits more than three 
times the banking deposits of this country. Against these deposits, 
reserves approximating 7l per cent. must, in practice, be main
tained with the Federal Reserve Banks, which also have the 
advantage of resources held against a substantial note issue. As a 
result the average deposits held in 1930 by the member institutions 
with the Central Institution in the United States and in Great 
Britain respectively compare as follows :-

United States 
Great Britain 

£, 
488,000,000 

65,000,000 

This disparity is far greater than that of the magnitude of the 
two banking systems or of their international responsibilities. We 
feel that it has only to be stated in order to carry the conviction 
that our leading banks should be expected to contribute somewhat 
more to the strength of the Central Institution. Some small pro
portion of the revenues of our banks could be spent in no better 
way than in thus strengthening our monetary system at its founda
tions. For the quantities which were appropriate to pre-war 
conditions are no longer in scale for a country which intends to 
maintain its position as one of the chief financial centres of .the 
inodern world. 

(5) The adoption of these recommendations would provide some 
increase in the resources of the Bank of England. But it would 
not, we think, provide a sufficient increase in view of the considera
tions which we have urged above. We suggest, therefore, that 
the Bank of England should consider an appropriate increase in the 
amount of its capital. 

(6) We think that there might sometimes be an advantage in 
allowing a slight elasticity on the initiative of the Bank of England 
in the reserves recommended above for the joint stock banks. 
That is to say, the power to relax or tighten up this figure might 
be a useful addition to the Bank of England's means for effecting 
a relaxation or contraction of credit. We make the suggestion, 
therefore, that as to a variation within certa.in narrow limits, the 
banks should accept the advice of the Bank of England as to the 

. average figure at·which they should keep ,their reserve balances-
the Bank indicating to tEem from time to time the advisability 
of a change (which probably should be quite small on anyone 
occasion). The advantage of this technique, as compared with open
market operations, would lie in the fact that the Bank of England 
is somewhat narrowly limited by custom in the classes of securities 
which it can buy or sell, whereas the effect of an alteration in the 
reserve proportions of the joint stock banks could be spread over 
the whole of the assets of those banks. 

10122 Fa 
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Whatever ratio of reserves be fixed as suitable, it is in any event 
most important that it should be rigidly adhered to by the banks. 
For the power of the Bank of England to control the aggregate 
volume of credit in the country by means of open-market operations 
and other moo.sures essentially depends on the rigidity of this ra.tio. 

(7) We have carefully considered ;whether our recommenda
tions as to the cash reserves to be maintained by the 
banks should be given statutory effect or whether they should 
be left to the good-will of the banks concerned. We think that 
there are substantial advantages in the traditional procedure of this 
country by which our banks are not subjected to any special 
legislation. It would be preferable, therefore, that these recom
mendations should be carried into substantial effect by agreement 
between the Bank of England and the banks concerned. All the 
matters in question are perfectly susceptible of settlement by agree
ment since those who would be the parties to such an agreement are 
responsible and substantial concerns and few in number. We 
should hope, therefore, not to find any serious difficulty in the way 
of such a. solution. 

371. There remains the question whether any improvement or 
extension is possible in the present system of consultation and co
operation between the Bank of England and the large clearing 
banks. The evidence which we have received has given us the 
unpression that these relations might with advantage be somewhat 
closer than they now are. It is a. result of causes originating in 
the now distant past that there is still a degree of aloofness snd 
remoteness in the daily re1a.tions between the Bank of England 
and the clearing banks which does not exist, for example, between 
the Bank of England and the merchant banks, the leading issuing 
and accepting houses, and the bill-brokers. 

372. This is a. matter upon which it is, of course, impossible to 
make precise recommendations. But we suggest for the considera
tion of those concerned that it might be extremely useful if there 
were frequent and regular meetings between representatives 
of the Bank of England and of the clearing banks, at which 
opinions would be exchanged in a. free and intilllate manner, the 
clearing banks taken into the confidence of the Bank of England 
to a greater degree than seems to be the case at present, and their 
co-operation invited with a view to making the policy of the BUlk 
of England fully effective. 

373. Perhaps we may usefully give a few examples of the sort of 
cases we have in mind where such oo-operation might be useful. 
The joint stock banks playa. much greater direct part than formerly 
in attracting foreign deposits to this country, since they accept such 
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deposits at rates of interest which do not always bear the same 
relation to the market rate of discount. It is well that there should 
be a harmony between their policy in this regard and th~ wishes of 
the Bank of England. Again, we consider that the rates allowed 
by the clearing banks on fixed deposits should not always be 4eter
mined as at present but sometimes with a. view to influencing the 
public to be more or less willing, as the varying circumstances 
may require, to employ their savings in less liquid forms. 

374. Above all, it is desirable th8Jt the clearing banks should be 
made aware in the plainest possible manner whether the general 
tendency of the policy of the Bank of England at any time is 
towards a relaxation or towards a contraction of the conditions of 
domestic credit. At present a small expansion bY' the Bank of 
England in the basis of credit may be employe4 by the clearing 
banks in the bill market in a way which may weaken the foreign 
exchanges, merely because of their uncertainty whether the small 
expansion which they have observed represents definite intention 
cr is merely iln accidental reflection of other forces and will probably 
be reversed soon afterwards. 

CHAPTER IV.-PROPOSALS RELATING TO THE 
CAPITAL MARKET FOR HOME INVESTMENT. 

375. Each great financial centre has its own characteristics. But 
the City of London can still claim to be the most highly organised 
international market for money in the world. Its freedom and 
elasticity are without parallel. Its accepting houses and its discount 
market provide unequalled facilities for the financing of national 
and international commerce; whilst the former, in their capacity as 
issuing houses, playa large part in the placing of international issues 
of a long-term character. Lastly the great British joint stock banks 
have the pre-eminent merit that their financial strength and 
liquidity are beyond any question. It may be that we are too far 
removed in tbis country from the days of great banking failures 
and panics, and the ruin following from the destruction of confi
dence, to esteem at its proper worth the enormous value of an 
impregnable ba~king system. 

376. It is noteworthy, however, that, speaking generally, the 
exceptional merits of the City of London lie in the facilities given 
by the short-term money market for the employment of home or 
foreign funds; in the financing of trade and commerce, also both 
home and foreign; and in the issue of foreign bonds, as 
distinguished from the financing of British industry. The combine~ 
facilities offered by the accepting houses and the discount market 
have for very many years been made use of by bankers, merchants 
and traders throughout the world; they have been equally available 
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to, and have in fact been largely made use of by British merchants 
and traders. In·so far as these facilities have not been even more 
largely made use of by the latter, the reason must lie in the fact 
that they ha.ve been able to find all the credit they wanted as 
cheaply or even more cheaply from the joint stock banks themselves. 
But the relations between the British financial world and British 
industry, as distinct from British commerce, have never been so 
close as between German finance and German industry or between 
American finance and American industry. 

377. For the peculiar characteristics of the London money market 
we must look naturally to its history. England has always been a 
great commercial and trading as well as a great industrial nation; 
commerce in fact preceded industry. It was in London that this 
commerce centred and London was the great entrepat for trade 
between the Continent and the rest of the world. London's 
financial organisation adapted itself to the needs of this world-wide 
commerce and it was there that the great private merchant banking 
houses settled and flourished. On the other hand, when British 
industry began its great growth in the nineteenth century, there 
was no particular reason why it should look to the London market 
for its financial requirements. Industry in those days was, so far 
as each unit was concerned, on a comparatively small scale; its 
basis was in the main a. family basis, as the names of many of the 
great English businesses still show; its capital was provided 
privately and it was built up and extended out of profits; in so far 
as it required banking facilities, it found them from the independ
ent banks, often family banks, which in general had their head
quarters in the provinces, and particularly in the Midlands and the 
North, where the new industries flourished. Moreover, there had 
existed for many years in this country a large class of investors 
with means to invest, who exercised an independent judgment as 
to what to invest in, and did not rely as in some countries entirely 
on their bankers. Industry therefore, though making full use of 
the ordinary banking· facilities offered by the joint stock banks, 
maintainea its independence of any financial control. 

378. In Europe, particularly in Germany, there has been a 
different relationship between b3/Dks and industries, and bankers 
have been forced to associate themselves more closely with indus
trial development. This is not because industrialists there were 
more ready than in England to share the control of their busi'llesses 
with bankers or financiers, or that bankers would not, conditions 
being otherwise, have willi'llgly adopted the attitude of their Eng
lish confreres. It arose rather out of the necessities of the situa
tion-from the scarcity of capital a.nd of independent investors. 
Industry started later in these countries than with us. I'll order 
to compete with us, it required more help than it could obtain from 
its own private resources or from the public, whose power of in
vestment was small, and the banks were driven to assist industry 
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to obtai'll permanent as well as short-dated capital. Accepting 
these heavy responsibilities, they were obliged to keep in more 
intimate touch with and maintain a more continuous watch over 
the industries with which they had allied themselves than were 
the English banks. The following. quotatioos from the evidence 
given to us by Dr. Goldschmidt indicate in broad outline the Ger
man system :-

•• It should never be forgotten that Germany owes the great 
industrial development of the sixties, the nineties and the 
first decade of this century in a large measure to what one may 
well describe as this' entrepreneur' spirit in banking. .. 
The relationship between a bank alDd an industrial or trading 
company commences with the latter's foundation. Scarcely a 
single important company in Germany has been founded with
out the collaboration of a bank. Whether it is a case of con
verting a private firm into a limited company, or of exploiting 
a new invention by establishing a new enterprise, the assistance 
of a bank is always invoked. The bank examines the situation 
and, when necessary, obtains reports from experts in the 
particular line. . .. If the bank, after examination, decides 
to found the company, it draws up the scheme of financing, 
determines the amount and the type of capital to be issued, 
and then, in some cases, itself takes a part of the shares into 
its security portfolio with the idea of issuing them at a later 
date. In this way the founding bank becomes at the same 
time the issuing bank, the latter functions beginning, however, 
only with the introduction of the shares to the Stock Exchange 
through the intermediary of the bank." (Statement of Evi
dence, paras. 5-6.) 

379. In France on the other hand, while investment capital 
was greater than in Germany, the individual investor was, speak
ing generally, a very small capitalist, unwilling to exercise an 
independent judgment. He therefore relied almost entirely on the 
investments suggested to him by the big banks which made prac
tically all the industrial issues and thus assumed a measure of 
responsibility for them towards the public. The connection 
between banks and industry thus established, while less intimate 
than in German)", was much closer than in England. In additioo, 
in Paris, certain powerful banks developed a great and influential 
business, not as ordinary joint stock banks of deposit like the Eng
lish banks, but as II banques d'affaires" more closely interested 
in industry and development of all kinds both at home and abroad. 

380. In the United States conditions were again entirely dif
ferent. But it was to the development of American industry in 
the widest sense that the financial world of New York devoted 
itself rather than to international finance. The great industries 
and the railroads were affiliated in general to particular banking 
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h01lses, and in the building up, and in particular in the merging, 
of most of the great American corporations, some house or bank ha.a 
played a leading part, with the consequence that the relationship 
between them has usually remained a close· and continuous one. 
It may be said that all industrial issues of well-known companies 
are sponsored by some responsible issuing institution; the smaller 
issues by smaller firms, the larger by large firms or large banks. 
In both cases it is common for a group of issuing institutions to 
combi'lle in making the issue. In every case the names of the 
issuing institutions appear prominently on the prospectus, so that 
the eublic are left in no doubt as to who is sponsoring the issue. 
Taking this responsibility, the issuing mstitution naturally 
attempts to keep in close and continuous touch with the company 
after the issue. So far as the large banks in New York, Chicago 
and other centres are concerned, the issues in which they are 
interested are made usually through subsidiary Securities Com
panies. Moreover, the American banks are closely concerned with 
industry from another aspect. The banks lend either directly or 
through brokers very large amou'llts of money to investors and 
speculators against industrial securities of all kinds. The loans 
of this kind mlltde by Reporting Member Banks are sometimes at 
least equal to the loans made direct by them to industry. For 
this reason also the banks take a great interest in the stock 
market BInd in the industrial securities quoted there. 

381. Thus, under a. different system, American banks, private 
and public, perform for American industry substantially the func
tionl! that German banks perform for German industry. The con
nection is a looser one; the number of banks competing is far 
greater; the problem of finding the necessary capital no doubt 
is much easier; and industry otten needs banking assistance far 
less. Yet at the same time the American banks engage their 
issuing credit in the eyes of the public for the soundness of the 
issues they support, and this very fact leads, as it must always 
do, to a closer and more intimate association between banks and 
industry than where no such responsibility is assumed. 

382. But, while this cursory account indicates-wha.t indeed is 
a truism-that differing historical conditions have led to different 
developments in each country, it is necessary to consider much 
more closely what, under modem conditions, is likely to be the 
relationship between finance and industry most beneficial to the 
community at large, before we can judge whether there are any 
improvements which can be made in the case of this country. 

383. Taking first !the very broadest view over the modem world. 
we believe that in any community which wishes to keep in the 
V;l.n of progress the financial and industrial worlds should be
closely integrated through appropriate organisations. Bankers, 
or financial leaders, who are in touch with the leaders of finance 
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in other countries, who have a thorough knowledge of the economic 
and financial conditions, not only of their own, but of other 
countries, and who are in a position to watch and Ito judge of 
the underlying changes taking place in those conditions, should 
be able, if they are in confidential and continuous relationship with. 
industrialists, not only to supplement the information at the dis
posal of industrialists themselves but also to give aid of very great 
value in all financial problems. 

384. Industry is yearly becoming more internationalised, and 
British industry, if it is not Ito be stranded in a back-water, will 
find institutions closely in touch with international finance in
valuable in many ways as intermediaries. British companies in the 
'iron and steel, electrical, and other industries must meet in the 
gate diheir great American and German competitors .who are 
generally financially powerful and closely supported by banking 
and financial groups, with whom they have continuous relation
ships. British industry, without similar support, will undoubtedly 
be at a disadvantage. But such effective support cannot be obtained 
merely for a particular occasion. It can only be th€' result of 
intimate co-operation over years during which the financial in· 
terests get an insight into the problems and requirements of the 
industry in question and the industrial interests learn the value 
of the support which financial interests can give. The future 
development of British industry, particularly in the establishment 
of enterprises abroad, is greatly dependent on co-operation of dihis 
character, since a knowledge of foreign conditions, farsighted plan
ning and large supplies of capital will be, or may be, all required. 
And in the realm of foreign investment it is primarily towards 
British-owned enterprises abroad that we should wish to see our 
energies and capital turned" rather than merely towards subscribing 
to foreign Government and municipal loans, which absorb our 
available foreign Ibalance while doing little for our industry and 
commerce. So far as heavy industry is concerned, we may find 
ourselves cut more and more out of the world if our competitors, 
advancing with combined and powerful industrial and financial 
resources, develop a.broad one "tied" enterprise after another, 
or in the alternative purchase from us enterprises previously 
" tied II to us. 

385. In the last few exceedingly difficult years it would have 
been of high value if the leaders, for instance, of the steel or ship
building or other industries had been working in the closest co
operation with powerful financial and banking institutions in the 
City with a view to their reco~stitution on a profitable basis. The 
tasks still confronting us require great financial as well as industrial 
experience. It has been repfesented to us strongly in evidence 
that a great deal remains to be done in more than one important 
industry in overcoming sectional and individual opposition to 
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desirable amalgamations and reconstructions designed to eliminate 
waste and cheapen costs. It was stated to us that very important 
economies and much greater efficiency are possible if there are 
concerted movements to that end. We believe this to be the 
case and we believe also that these results can often only be obtained 
if there is some independent authority (such as a financial institu
tion) able to review an industry as a whole from outside, to suggest 
plans of re-organisation, and to assist in the provision of finance. 
But industrialists on their side must be willing to co-operate. 
There are grounds for supposing that progress has been often very 
slow from the fact that the industrialists interested have not been 
ready themselves to take any wide view or recognise the enormous 
changes now taking place in the world and in methods of produc
tion. The greatest possible reduction of costs is particularly 
essential- in our basic industries and in industries which are in 
competition with foreign countries since only by this means can 
their future be secured. We are not in a position to go into 
detail in this matter, but we desire to express a strong opinion 
that sectional interests should not be allowed to stand in the way 
of re-organisations which are in the national interest. 

386. In a second direction we see advantages in a closer co
operation of industry and finance. It is all-important to the com
munity that ·its savings should be invested in the most fruitfui 
and generally useful enterprises offering at home. Yet, in general, 
the individual investor can hardly be supposed to have himself 
knowledge of much value either as to the profitable character or 
the security of what is offered to him. How easily he can be 
misled in times of speculative fever by glittering-even tawdry
appearances is proved by the experience of 1928, as the following 
striking figures will show. . 

In that year the total amount subscribed for capital issues 
whether of shares or aebentures of 284 companies was 
£117,000,000. At 31st May, 1931, the total market value of these 
issues as far as ascertainable was £66,000,000 showing a loss of 
over £50,000,000 or about 47 per cent. In fact the public's loss 
has been greater since many of these shares were no doubt sold 
by the promoters at a high premium. Still more striking perhaps, 
70 of the above companies have already been wound up and the 
capital of 36 others has no ascertainable value. The issues of these 
106 companies during that year amounted to nearly £20,000,000. 

387. That you cannot prevent a fool from his folly is no 
reason why you should not give a prudent man guidance. We 
believe that our financial machinery is definitely weak in that it 
fails to give clear guidance to the investor when appeals are made 
to him on behalf of home industry. When he is investing abroad 
he has the assistance of 10ng-4'stablished issuing houses, whose 
reputation is world-wide. When subscriptions to a foreign issu& 
are invited by means of a public prospectus, it is almost certain 
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that that issue will be vouched for by one of these issuing houses 
whose name will be evidence that it has been thoroughly examined 
and the interests of the investors protected as far as possible. 
For the issuing house's issuing credit, which can easily be affected, 
is involved, and it is very highly to its own interest to make sure 
that the issue is sound. If, as must from time to time happen, 
something goes wrong with the loan or the borrower the issuing 
house regards it as its duty to do everything it can to put matters 
straight, and, indeed, to watch continuously the actions of the 
borrower to see that the security remains unimpaired. These 
duties are sometimes very onerous and involve a great deal of 
labour and expense, as well as judgment, skill and experience. 

388. Contrast this with nearly all home industrial issues. There 
are, it is true, one or two first-class houses in the City which per
form for certain first-class companies the same functions as the 
older issuing houses perform for foreign borrowers. In addition 
these latter are to a limited extent entering the domestic field, 
though, for the reasons we give later, their direct interest must 
probably remain limited. Again, the advice of stockbrokers, when 
asked for, may be a safeguard but it is scarcely sufficient to take 
the place of the responsibility of a first-class issuing house. With 
these exceptions the public is usually not guided by any institu
tion whose name ~nd reput3Ation it knows. For in the main all 
issues are made in the same way. Each of them has in the most 
prominent position and in much the heaviest type on the pro
spectus the name of a joint stock bank-in the great majority of 
cases one of the .. Big Five "-as receiving sUbscriptions to the 
issue. It is perfectly natural that an inexpert investor, seeing 
the name of a well-known bank on ,the prospectus, should believe 
that the bank in question vouches in some way for the issue. But 
he is mistaken. None of the Big Five regard the!llselves, except 
in very rare cases, as fathering the issue or in any way responsible 
for it beyond seeing th3At the prospectus complies generally with 
the law and that the issue is on the face of it respectable. None 
of them would wish the public to assume that they vouched for 
the issue and the figures of profits and assets, etc., given in the 
prospectus, in the same way as the issuing houses vouch for 
their issues. They frequently know the company through having 
had banking relations with it over a series of years. On the oth~r 
hand, they may know practically nothing of it. The Teal issuer 
may be the company itself, if it is a strong and good one, or a 
finance company or syndicate-few large, many small, some good, 
some indifferent, some bad-and sometimes it is a company or a 
syndicate got together for ,the sole purpose of making a particular 
issue. The investor may not realise that the all-important point 
is not the name of the bank receiving subscriptions but that of 
the company or syndicate really responsible for the issue; the 
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more doubtful the Issue the more likely it is that this name will 
appear in very modes.t and retiring print. III the case of big, first
class companies, the names of which are a sufficient guarantee in 
themselves, and which probably issue their own securities, this 
system is adequate. But in most other cases the public is left 
without a guide, with the results which we have indicated a.bove. 
It would in our opinion be an important reform that relations 
between finance and industry should be so developed that issuing 
institutions of first-class strenglth and repute should vouch to the 
investor more normally and more -fully for the intrinsic soundness 
of the issues made and that the joint stock banks should not give 
Ithe appearance of sponsoring issues so long a~ in fact their real 
responsibility is limited to receiving subscriptions. In this way 
the investor would be encouraged to support well-vouched issue, 
and ibe put on his guard against others. 

389. It is important, however, Ito recognise clearly that no finan
cial institution which assumed the responsibility of vouching for 
industrial issues could do so on the basis of an isolated connection 
formed with the industry solely for Ithis purpose. Responsibility 
of this kind can only be the outcome of a close and continuous 
celationship with the industry concerned, different in kind from 
the relationship now existing between the joint stock banks and 
industry. 

390. -While from the investor's point of view there would be un
doubted advantages in a closer connection between British industry 
and the City of London, we think that the financial community 
and industry would both benefit. We believe it not unfair to say 
that certainly in American and German .banking circles, and 
possibly in French also, there :would be found many more men 
with an intimate knowledge of the problems of industry than in 
England. Ceftainly in all these countries it is easier to obtain 
immediately from banking sources full and accurate information 
on anY' partiCUlar industry and on any particular company in that 
industry. A really big American bank for instance would have a 
large department engaged! in studying particular industries and the 
companies engaged in it, in keeping in close touch with develop
ments and in being ready to provide any information required. If 
those at the head of our financial world have a close knowledge of 
industry, they will be far more able to assist in meeting the 
problems of the future than if finance and industry are in water
tight compartments. We have indeed no sympathy with the idea 
that the banks should in any way manage industry. We endorse 
Dr. -Goldschmidt's statement that" a banker must never forget 
that he cannot and must not be an industrialist. He can only play 
his real part in assisting a company by concentrating on the tasks 
and possibilities which present themselves from time to time in the 

- case of every industrial enterprise. It is and must be the rule 
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that the industrialists themselves should be" responsible for the 
business and general management of a company and that the banker 
should be the adviser in matters of finance." (Statement of 
evidence; para. 14.) 

391. Every industrial and commercial company has a double 
financial problem, namely, to provide itself with adequate 
permanent capital and to obtain, as occasion warrants, temporary 
or seasonal credits, either of a self-liquidating character or to be 
repaid ultimately out of the issue of more permanent capital. It 
ma.y also have-and perhaps in increasing measure-a third 
problem, namely, to provide itself with what are known as inter
mediate credits. Short-dated credits are endless in the variety of 
their conditions, and to provide them is the principal function of 
the banks. As lIuch advances form the most lucrative part of their 
assets the banks indeed are very willing to do so, so long as their 
total lies within their customary percentages and within the limits 
set by general credit policy. In this direction British industry 
certainly suffers under no handicap in comparison with its com
petitors. The great English banks, undoubtedly among the • 
strongest financial institutions in the world, 11$e and have used 
their resources freely, sometimes too freely, in the provision of 
advances to industry. In general we are satisfied that, subject to 
the conditions imposed by the necessity of accommodating our
selves to the outside world, our banking system is adequate and 
satisfactory in the provision of the normal short credits to industry 
and their distribution. It is appropriate to say here and in con
nection with short-term credit that all concerned would benefit by 
a more extended use of commercial bills (i.e. bills given by a pur
chaser to a supplier) which have hirgely disappeared as part of. the 
mechanism of home business. To those who find it necessary for 
good reason to give extended credit, finance would be rendered 
more easy if their " accounts receivable .. were in the form of com
mercial or trade bills rather than in the form of mere debts. 

392. There are two other questions; whether our financial 
organisation is as fitted as it might be to supply industry (i) with 
intermediate credit and (ii) with long-dated capital. 

393. Intermediate credit may be defined generally as credit 
advanced for periods ranging from one or two up to five years. 
It is necessary, we think, to divide into at least three main classeR 
the types of transactions for which intermediate credit is required, 
namely: (i) hire purchase or instalment sales, (ii) advances against 
deferred payment, (iii) long-term contracts. 

Class (i) would cover the sale of various classes of goods of which 
the legal ownership can be retained by the seller until payment is 
completed, e.g., motor cars, motor lorries, pumps, electrical 
machinery and appliances, agriCUltural implements, and so forth. 
These classes comprise articles represented in general by sma 11 
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units which can be claimed and removed by the seller if payment 
is not ultimately completed. 

Class (ii) would cover the sale of larger units such for instance 
as ships, also coke-ovens or machinery which after erection is not 
removable and the ownership of which, therefore, passes in fact 
from the seller. The security therefore no longer resides in the 
goods themselves and the seller must rely to a greater extent on 
the soundness of the buyer and on such other security as he can 
obtain. 

Class (iii) would cover large contracts for railways, harbours, 
roads, drainage, water-works and 80 forth. 

394. In the case of all these cla.sses, we believe that adequate 
credit facilities for use internally in this country are available 
and are being developed, but that in the case of Classes (i) and (ii) 
not so much use is made of them as is possible and desirable. 
Recent experience appears to show that, on proper lines and with 
sound supervision, the risk of loss in the granting of such credits 
is small, while on the other hand their value in stimulating home 
consumption should be great. The use of electrical and mechanical 
appliances by the great bulk of the population is capable of very 
great extension and would, we believe, be greatly facilitated by 
the more widespread application of instalment buying, the advant· 
ages of which much outweigh in our view any disadvantages 
which are alleged against it. It is, of course, essential that British 
traders should be made fully aware of the facilities which exist 
and that they in turn should be prepared to make use of them. 

395. We do not feel 80 sure, however, that credit facilities to 
cover sales or contracts abroad are so adequate, particularly in 
the case of Classes (i) and (ii). With the immense growth in the 
mechanisation of industry throughout the world, the demand for 
longer credits for financing the production and sale of machinery 
of all kinds appears to be growing . The purchaser abroad requires 
very often two or three years before he can complete his payments, 
and therefore contracts are likely to go to those sellers who can 

. provide sufficiently long credit. Since we must look in the future 
particularly to exports in which skill and experience largely enter, 
we believe that facilities for financing exports of machinery of all 
kinds are of particular importance. At present, however, we do 
not believe that the facilities ava.ilable here in the case of foreign 
trade are so complete as those provided in some other countries, 
and we think that it would in fact often be necessary for British 
traders to obtain either directly or indirectly such facilities from 
foreign institutions. This is a situation which should be remedied 
and British institutions, similar to those which cover the ground 
satisfactorily at home, should be developed for the purpose of 
assisting British industry and trade abroad. We see no reason 
why sufficiently strong institutions should not create a market for 
their own short-term securities by means of which any sound 
business negotiated might be financed. 
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396. As regards Class (iii), namely, long-term contracts abroad, 
British contractors will normally be in competition with foreign 
contractors. Such contracts are usually for account either of Gov
ernments or municipalities, and, as the work is often extended 
over some years, loans to finance them are required only gradually, 
and generally the authority for which the work is being carried 
out pays as each section of it is completed. The risks of any bank 
or financial institution taking up the business are first that the 
Government or public authority wHI be unable to pay; secondly, 
and more important perhaps, tha.t disputes as to the carrying out 
of contracts will arise; and thirdly that, if the contractor were to 
fail, the bank might be forced .to make its own arrangements to 
complete the work. In the past the names of the great British 
firms have been known in every part of the world. The first essen
tial ,to-day is that the new generation of contractors should have 
adequate financial resources of their own. In that case we believe 
that the joint stock banks and other existing institutions should 
be able to provide at any rate some of the credit facilities required. 
It is true that longer credit facilities are needed in such cases than 
it is customary for banks to give. But up to a certain small 
proportion of their advances the banks would run no undue risk 
in financing sound contracts of ,this character. We suggest, how
ever, that the financing of such contracts should be more par
ticularly one of the lunctions of the class of institution .to which 
we refer below. Foreign contractors undoubtedly obta.in such 
facilities more easily than British contractors and it would be a 
misfortune if the latter were, on account of their inability to 
obtain the financial assistance required, Ito have to withdraw from 
a field in which Great Britain has been so prominent in the past. 

397. Coming back now to the more general question of the rela
tions between finance and industry, and in p-articular to the pro
vision of long-dated capital, we believe that there is substance in 
the view that the British financial organisation concentrated in the 
City of London might with advantage be more closely co-ordinated 
with British industry, particularI;y large-scale industry, than is now 
the case; an4 that in some respects the City is more highly 
organised to provide capital to foreign countries than to British 
industry. We believe this to be due in part to the historical 
organisation of British industry and to the fact that mdustry, 
having grown up on strongly individualistic lines, has been anxious 
to steer clear of anythi'llg which might savour of banking control 
or even interference, this attitude coinciding with the views which 
prevail in this country as to the province of sound banking. Never
theless a further developmen~ of our fi'llancial organisation is pos
sible, which would be distinctly beneficial and need not be incon
sistent with these traditions. 
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398. We are bound to point out, however, that unless British 
industry can at !Lny rate be reasonably assured of normal profit. 
no development such as we suggest has any chance of success. 
No institution acting as an intermediary between industry and 
investor can possibly succeed unless the securities which it in
duces the latter to buy prove to ·be sound and remunerative. Any 
concern devoting itself to industrial financing faces peculiar diffi
culties, for it must have a considerable capital BlDd yet it is without 
a. .. bread and buHer " business such as ordinary deposit banking 
or acceptance business provides. 

399. The functions which should be performed by such a con
cern may be summarised as follows :-Acting as financial advisers 
to existing industrial companies; advising in particUlar as to the 
provision of permanent capital, its amounts and types; securing 
the underwriting of and issuing the company's securities to the 
public and, if necessary, assisting previously in arranging for the 
provision of temporary finance in anticipation of. an issue; assisting 
in financing long contracts at home and abroad, or new develop
ments of an existing company, or founding companies for entirely 
new enterprises; acting as intermediaries and financial advisers in 
the case of mergers or in the case of negotiations with correspond
ing international groups; and generally being free to carry out all 
types of financing business. 

400. These are functions which are often difficult, which entail 
considerable risks and which may involve the temporary locking-up 
of large sums. 

Such a concern must :-
(a) be provided with a substantial capital: where it is 6 

case of financing large contracts for periods up to five years, 
it might be able to supplement its resources by the issue of 
its own short-term notes; 

(b) be able to rely on the co-operation of existing institu
tions with large monetary resources in the making of tem
porary advances: otherwise it might either be unable to carry 
out its functions or its capital might have to be too big for 
it to earn satisfactory dividends; 

(c) build up a competent and expert staff; establish gradual 
connections with industry; and instil confidence in its issuing 
ability and credit. 

401. We have considered whether these are functions which 
the big joint stock banks might themselves carry out. They have 
the great advantages (i) of representing such aggregations of 
capital and deposit resources that their financial capacity, would 
be undoubted; (ii) of being, through their immense numoer of 

. branches and through the large sums they already lend on short 
credit, in touch with industry in 6 way not possible for anyone 
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else. But for various 'reasons we think it doubtful whether the 
banks can with advantage depart from their traditional banking 
sphere. 

402. For other reasons the same conclusion seems necessary as 
regards the great private banking houses. These houses, with very 
few exceptions, undertake a large acceptance business involving 
them in a corresponding liability to the holders of their bills. It 
has always been recognised that acceptance business necessitates 
the maintenance of a high degree of liquidity and is not consistent 
with serious liabilities in respect of industrial financing. . 

403 While, however, we do not propose a change in the 
character of present banking practice, we think that the co-opera
tion of the big banks is required both in taking an interest in the 
share capital of such an institution and being ready to provide 
such credit facilities as the institution may require pending a public 
issue. The best course might be if the leading private institutions 
and the big banks were to co-operate in creating one or more such 
concerns. We understand that the creation of the Bankers' Indus
trial Development Company was due originally to the belief t.hat 
help in these directions might be given to industry by the City, 
which was not being given. We have been told, however, that 
the authorities of the Bank of England consider, as we do, that 
these are not proper permanent functions for a subsidiary of a 
Central Bank. It would seem desirable, therefore, that the 
Bankers' Industrial Development Company should at a convenient 
stage be definitely separated. from the Bank of England, have an 
independent existence, and rely upon its profit-making capacity 
as a private institution. It is possible that it might form a nucleus 
for tha.t closer co-operation between finance and industry which 
we think is required. 

There is no reason why the field should be limited to any 
one institution. In fact it is too wide for that to be desirable. 
In practice, any concern entering it might find that some special
isation over one or two particular industries was desirable. Vl e 
must repeat, however, that the success of institutions directing 
themselves to the interests of British industry must depend finally 
on the profit-making capacity of that industry. They may belp 
by their co-operation towards that end, but industrial problellls 
must in the main be solved by industry itself. 

404. It has been represented to us thlllt great difficulty is expe
rienced by the smaller and medium-sized businesses in raising 
the capital which they may from time to time require, even when 
the security offered is perfectly sound. To provide adequwte 
machin.ery for raising long-dated capital in amounts not sufficiently 
large for a public issne, i.e., amounts ranging from small sums 
up to say £200,000 or more, always presents difficulties. The 
expense of a public issue is too great in propol1tion to the capital 
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raised, and therefore it is difficult to interest the ordinary investor 
by the usual method; the Investment Trust Companies do not 
look with any great favour on small issues which would have no 
free market and would require closely watching; nor can any 
issuing house tie up its funds in long-dated capital issues of which 
it cannot dispose. In general, !therefore, these smaller capital 
issues are made through brokers or through some private channel 
among investors in the locality where the business is situated. 
This may often be the most satisfactory method. As we do not 
think that they could be handled as a general rule by s. large con
cern of the character we have outlined above, the only other alter
native would be !to form a company to devote itself particularly 
to these smaller industrial and commercial issues. In addition to 
its ordinary capital, such a company might issue preference share 
capital or delbentures secured on the underlying debentures or 
shares of the companies which it financed. The risks would in 
this manner be spread, and the debentures of the financing com
pany should, moreover, have a free market. We see ho reason 
why with proper management, and provided British industry in 
general is profitable, such a concern should not succeed. We 
believe that i.t would be worth while for detailed inquiries to be 
made into the methods by which other countries attempt to solve 
this particular problem. 

CHAPTER V.-PROPOSALS RELATING TO 
INFORMATION AND STATISTICS. 

405. Exact quantitative knowledge concerning the chief elements 
of the monetary and financial system is, we consider, of the utmost 
importance, both to provide the necessary data on which to base 
the management of the system and also for the purpose of making 
gradually possible a more definitely scientific treatment of these 
problems than. the existing state of our knowledge of the facta 
allows. There are, moreover, many matters of importance which 
are now the subject of controversy, yet need not be so if they could 
be put to a statistical test .. We should aim, therefore, at obta.ining 
a complete inventory of the economic life of the community under 
its several aspects in such a form that we could crosB-check the 
accuracy of our information by being able to work up to the final 
totals from more than one direction. 

406. Except in the case of unemployment statistics which are 
required for administrative purposes, this country (which was the 
pioneer in statistical surveys) has been falling seriously behind the 
United States. We think that a substantial.annual sum could not 
be better spent than on the strengthening of the statistical depart
ments of the apprtlpriate Ministries, and that in course of time a 
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corpus of reliable knowledge could be buiLt up which might save us 
from mistakes involving a waste of resources worth many hundreds 
of times the total cost of acquiring the knowledge. There can be 
few worse perversions of the ideal of wise economy than a narrow 
limitation on what we spend for the improvement of economic 
knowledge. 

407. We are hopeful that a moderate impulse in this direction may 
be sufficient 8Jt the present day to produce valuable results, because 
we see signs in several directions of a far greater willingness than 
existed a few years ago to impart business and financial informa
tion. Several of the clearing banks have begun to publish figures 
supplementary to those traditionally required of them; and we 
understand that the Bank of England has taken steps of late with 
a view to a development of its activities in the collection of 
statistical information. 

408. The statistical information, the collection of which we 
recommend, can be divided into ,that part which is of a definitely 
monetary or financial character, and that part which covers the 
industrial and economic field in general. But both are equally 
necessary for the purposes of the scientific management of the 
currency. For the sel!ond category of statistics is as essential 
as the first for the correct and prompt diagnosis and prognosis of 
the position and prospects from day to day. 

We recommend, therefore, that the following sets of statistics 
be collected as completely and as promptly as the circumstances 
permit :-

1. MONETARY AND FINANCIAL STATISTICS. 

1. THE MONTHLY RETURNS OF THE CLEARING BANKS. 

409. These should be amplified on the lines, broadly speaking, of 
the returns for recent years with which the clearing banks have 

"kindly supplied us as published in· Appendix 1. More particularly. 
they should show separately :-

(i) Cash in hand (true daily average). 
(ii) Balance at the Bank of England (true daily average). 
(iii) Money at Call (a) in sterling. 

(b) in foreign currencies. 
(iv) Money at Short Notice· (a) to the Money Market. 

(b) to the Stock Exchange. 
(0) in foreign currencies. 

(v) Treasury Bills. 
(vi) Commercial Bills (a) in sterling. 

(b) in foreign currencies. 
(vii) Loans and Overdrafts. 
(viii) Current Accounts (exclusive of internal funds and 

accounts of the bank itself). 
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(ix) Deposit Accounts (inclusive of internal funds and 
accounts of the bank itself). 

(x) Investments (a) in British Government securities. 
(b) in other Securities. 

(xi) Acceptances outstanding (separately from engagements 
for forward foreign exchange, etc.). 

2. CLASSIFIOATION 011' LOANS AND OvERDRAFTS. 

410. Certain of the banks have prepared from time to time a 
classification of their aggregate of loans and overdrafts correspond
ing to the different classes of their customers. In the evidence 
which they have given us they have kindly amplified these par
ticulars; but hitherto this classification has not been made regularly, 
or on a uniform basis, or as comprehensively as might be. We 
recommend that the banks should be invited to prepare at a.nnua.l 
intervals (or at quarterly interva.ls if that be practicable) a classi
fication of ,their total loans and overdrafts on some such broad linea 
as the following-

(a) Loans to concerns engaged in .. productive" industry 
(mining, manufacture, etc.); 

(b) Loans to concerns engaged in commerce, transport and 
cllstribution; 

(c) Loans to concerns engaged in finance, insurance, etc.; 
(d) Loans to agriculturists; 
re) Loans to concerns and persons engaged in professions, 

entertainments, personal services, etc.; 
(I) Loans to private persons:-

(i) for house building; 
(ii) for other purposes; 

Each of these general headings, and particularly (a), should then 
be sub-divided further so far as is practicable. In fad, in BOme 
cases the banks have already proceeded to more details than the 
above. It would be helpful if care could be taken to sub-divide
class (a) into industrial classifications which correspond as closely 
as possible to the classifications used in other industrial statistics 
(c/. para. 423). 

3. RsTuRNS P'ROM THB OTHER JOINT STOOK BANKS. 

411. It is at present a serious gap in the aggregate banking 
statistics of the counltry that no figures are available for British 
joint stock banks other than the clearing banks except at dates (at 
the end of the year or of the half-year) which are not representative 
of the normal position. We recommend that the Treasury or the 
Bank of England should be asked to prepare a list of the institu
tions which should be reckoned as being II banks .. for the purpose 
of making statistical returns-a list which might be limited, if it 
seemed advisable, to joint stock banks with deposits in excess of 
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(say) £1,000,000. These institutions should be asked to supply 
the Bank of England with tlie same information as that for which 
we ask in the case of the clearing banks, and aggregated totals 
might be published monthly. 

4. RETURNS FROM OTHER INSTITUTIONS. 

412. There remain three important classes of institutions not 
covered by the albove, namely the merchant bankers, British banks 
doing -business mainly abroad though having their head office in this 
country, and foreign institutions with branch offices here accepting 
sterling deposits. It would be a. great advantage if periodic state
ments of their sterling deposits could be obtained from all these 
institutions. These returns might be quarterly rather than monthly, 
and there would be no objection to the institutions in question 
being allowed to furnish the figures privately to the Bank of 
England, which would ha.ve the duty of publishing aggregated 
figures only. 

5. FOREIGN BALANOBS AND FOREIGN LIQUID ASSETS HELD IN 
STKRLING. 

413. We attach first-class importance to ,these figures being col
lected as comprehensively as possible and published. We have our
selves made a first attempt in this direction and have printed the 
results iIi Appendix I.' Whilst these figures probably cover by far 
the greater part of the ground, there are doubtless omissions and 
defects which could be remedied with further experience; the most 
important omission is tha.t of sterling bills held in their own port
folios by foreign institutions, whether located in London or abroad. 
We recommend that the Bank of England should be charged with 
the duty of collecting ,these statistics to the best of its ability. We 
think that the figures are more likely to be accurate and complete 
if the returns for individual institutions are treated by the Bank 
of England as confidential, only the aggregated results being pub
lished. We attach importance to these results being made public 
at monthly intervals. In the long run the advantages to confidence 
and prestige of the figures being known will far outweigh any sup
posed advantages from suppression. We believe that a knowledge 
of the figures which we have collected relating to recent periods 
would have increased confidence, if they had been known at the 
time. No doubt if the amount of tne gold reserve had not been 
published hitherto some fears might be entertained as to the results 
of pUblication. So it may be in this case. But for those who 
would stand high in the world's estima.tion the greatest candour 
and readiness to submit to pUblicity are now required. Moreover, it 
is exceedingly desirable that the principal data on which the Bank 
of England bases its decisions should be generally known. For the· 
natural action of the market is more likely in that case to march. 
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with the intentions of the Bank and the decisions, being intelligible, 
will carry more weight. 

We suggest, at the same time, tha.t it might be useful for the 
Bank of England to collect for its own confidential use somewhat 
more detailed information than could easily be obtained for pub
lication, since figures affecting the position of individual foreign 
institutions would be involved. In particular, the separate con
fidential returns made to the Bank of England might be divided 
up according to the country on behalf of whose na.tionals or insti
tutions the bills and balances were held. 

6. TRB VOLUMB OP ACCEPTANCES. 

414. Hitherto no figures have been available for the aggregate of 
sterling acceptances outstanding in London on home and foreign 
account respectively, such as are available for dollar acceptances 
in New York. Even the figures for II Acceptances, etc." published 
by the clearing banks are liable to be deceptive, because with accept
ances some of them have lumped together engagements for forward 
foreign exchange and other items. 'Ibis is a serious gap in our 
picture of the financial position. . 

We recommend, therefore, that the Bank of England should 
collect comprehensive figures and publish the aggregated results 
at monthly intervals. In this case also the figures for individual 
institutions should be treated as confidential, whilst the Bank 
might find it useful that the confidential returns made to it should 
be divided up according to the domiciles of the parties on behalf of 
whom the bills have been accepted. 

With the figures of bills and balances held, and of bills accepted 
on foreign account, the Bank of England will be in possession of 
essential data which are at present lacking. The burden of meeting 
liabilities to foreign institutions, should repayment be claimed, or 
if the net result -of a great number of transactions BOme one way 
and some the other happens to be adverse, must necessarily fall 
on the Bank of England. Yet hitherto the Bank of England has 
been, as it were, in the position of a head office, charged with the 
maintenance of adequate reserves yet without accurate information 
either as to the volume of deposits and other liabilities incurred by 
its branches, or as to the liquid contra assets held by them in the 
shape of matU1~ing acceptances. 

7. THB VOLUHB OP CHEqUB TRANSACTIONS. 

415. We have a.t present detailed figures, admirably compiled by 
the officials of the Clearing House, of the volume of cheque trans
actions passing through the •• clearing ,. in London and the chief 
provincial centres. Unfortunately these represent an incomplete 
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and somewhat arbitrary selection from the aggregate of cheque 
transactions, or " bank-debits " as !this aggregate is called in the 
United States. For they exclude transactions between customers 
of a single bank which are settled internally and have no need to 
pass !through the Clearing House (and, owing to the concentration 
of British banks into a small number, the amount of these is now 
large) ; and they also exclude cheques which are informally cleared 
between neighbouring banks in towns or localities where there is 
no " provincial clearing." 

The total turn-Over figures have in fact been given to the Board 
of Trade by the ten clearing banks since January, 1930, but they 
have not been published hitherto either by the Board or by the 
banks themselves. We print them in Appendix 1. We recom
mend that similar figures should be obtained from all banks and 
published at monthly intervals. We suggest, further, that they 
might be subdivided into a number of groups according to the 
districts where they arise. The districts chosen should cover areas 
comparable to those used in other industrial statistics. 

In general it should be borne in mind in any method of classifica
tion which is adopted that an important object of these figures is 
to make it possible to separate, so far as practicable, the figures 
arising from Stock Exchange and money market transactions from 
transactions arising out of the earning and spending of the com
munity's current income. 

416. We suggest that the Bank of England might usefully 
publish a monthly bulletin of statistics including the material 
which, we understand, the Bank already compiles for the informa
tion of foreign and lX>minion Central Banks, and also the fresh 
material which would become available as the result of the pre
ceding recommendations. 

8. THE BALANCE OF TJl.ADE. 

417. We recommend that the figures now published annually by 
the Board of Trade, makj.ng up our international balance sheet of 
the items due to and by this country on income, and in part on 
capital, accolmt, should be placed on a more exact basis. The figures 
for recent years, which we print in Appendix IV, have doubtless 
been the best obtainable without elaborate special inquiries for 
making which the necessary resources have not existed. But 
they have been partly based on pioneer· private enquiries, made 
by The Economist, Sir Robert Kindersley and others; they have 
been subject in recent years to frequent (and large) revisions 
after publication; and it is evident that there is so much guess-
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work in them as to render them liable to an unduly wide margin 
of inevitable error. We believe, however, that it is only a. matter 
of taking sufficient pains to make them reasonably accurate and 
that it is thoroughly worth while to do this. 

The collection of the figures of foreign bills and balances, 
which we recommend above, will go a. long way towards making 
this possible, since the lack of such figures is the greatest gap 
in the compilation. But there are also other items which might 
be put on a. more exact basis. In particular the amount of the 
receipts in respect of sinking funds on existing foreign loans, on 
which Sir Robert Kindersley has thrown much light and which 
he has shown to be substantial, should be regularly and precisely 
a.scertained from ,the banks and issuing houses concerned. Foreign 
holdings in British companies, as to which The Economi8t has made 
BOme most interesting sample inquiries, should be ascertained in 
detail. The net proceeds to the borrower of new foreign issues 
currently made in London should be supplied in every case by the 
issuing houses. Brokers and banks (including foreign brokerage 
and ba.nking houses with London offices) should be required to 
make returns of the volume of securities purchased and BOld by 
them on foreign stock exchanges for British clients, and on British 
stock exchanges for foreign clients-vital facts, all estimates con
cerning which are at present pure guess-work. The estimates of 
the miscellaneous items forming part of our so-called II invisible 
exports," such as shipping earnings, acceptance commissions, in
surance premiums, brokerages, tourist expenditure, emigrant 
remittances, etc., should all be placed on a more secure basis of 
ascertained fact. 

Then only shall we know with sufficient accuracy the trends 
and changes of the financial position of this country f)i8-a-f)U the 
rest of the world. 

ll. GENERAL INDUSTRIAL AND ECONOMIC STATISTICS. 

9. THB CENSUS OJ' PRoDUOTION. 

418. The foundation of the general industrial statistics of this 
country is the periodical Census of Production. All economic 
enquirers owe an immense debt to the first-class pioneer work per
formed by the Board of Trade from the first census of 1907 onwards. 
But we think that the time has come for a. great extension of this 
work and for the provision of the much larger resources necessary 
to secure a prompt handling of the material collected. For the 
value of the work done has been greatly impeded by a. lack of 
the necessary resources, the damming up of the sources of know
ledge seeming to many people the most obvious, and easiest, form 
of retrenchment when a. demand for economy is being made. 

The first Census of Production related to the year 1907, thp. 
results of the second Census relatine to 1912 were never worked 
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up or published owing to the War, and the second effective census 
was not made until that relating to the year 1924. Owing to 
lack of staff the final and detailed results of this Census have not 
yet been published, although a further Census relating to the year 
1930 is now in course of ascertainment. 

The delay in publishing the results of the 1924 Census of Pro
duction has, indeed, been so serious that some of the results, when 
they are available, will be of comparatively little value except to 
the economic historian. The following comparison between this 
country and the United States may be of interest :-

Census of Production relating to 
year. 

First of preliminary reports 
Conclusion of series of preliminary 

reports. 
Final report 

Great Britain. 
1924 

February, 1927 
March,1928 

Oply two volumes 
yet published 

(in June, 1930 
and April, 1931). 

U.S.A. 
1927 

May, 1928 
May, 1929 

April, 1930 

It is also desirable that the scope of the Census of Production 
should be extended so as to yield similar and comparable informa.
tion in regard to the distributive trades, of which no systematic 
statistical survey has ever been undertaken. 'Ihis would probably 
require increased statutory powers to be given to the Board of 
Trade, as would be the case with a valuable minor extension of 
the Census of Production which should be considered, :namely, 
the granting to the Board of Trade of powers to obtain from manu
facturers details of the value of the principal materials used. This 
information is available, for instance, in the principal industries 
covered by the American and Canadian Censuses of Production, 
and lack of it makes many of the most important industrial 
sta.tistics, relating to the dependence of one industry upon another, 
extremely chaotic. 

We recommend that from 1932 onwards the Census of Produc
tion should be biennial or, if possible, annual, though a more com
pletely comprehensive inquiry might be taken at quinquennial 
intervals as at present. The census of manufacture is now biennial 
in the United States and in the Dominions. Great advantages 
would accrue both to knowledge and to the difficult technique of 
carrying through these inquiries, if they could" become a regular 
routine, instead of being spasmodic efforts at relating periods so 
far apart as to be, in the rapidly changing modern world, only 
partially comparable. It is indeed essential for sound judgment 
as to the trend of events that we should have accurate and up-to
date information as to the volume of the country's output and as 
to the change from year to year in the output per head of those 
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employed. We'have found in the course of our inquiry that simple, 
fundamenta.l facts of this kind, which ought to be securely known, 
are the subject of guess work and controversy about which nothing 
certain can be safely asserted. 

10. TIm VOLUMB OF WAGES PAID. 

419. In accordance with the recommendations of the Balfour 
Committee the Ministry of Labour in 1928 repeated the Census of 
Earnings which had been held in 1924. It is possible that this 
work may be repeated; and from these data, taken in conjunction 
with known figures of the number of insured workers in different 
industries, it is possible to make a good estimate of changes in the 
total .. pay-roll" of manufacturing industry. But it would be 
desirable to extend the scope of these periodical inquiries into earn· 
ings. Outside manufacturing industry, the Ministry of Mines gives 
detailed figures of total earnings in coa.l mining and the Ministry 
of Transport gives annual figures of earnings on the rail· 
ways. But for agriculture and for other .forms of transport 
we have informllltion relating only to time rates and not 
to average earnings; whilst for about a third of the whole 
national .. pay-roll," represented by wholesale and retail 
distribution and domestic and personal services the only in
formation available derives bom one or two spasmodic special in
quiries. In view also of the very large annual sum now paid in 
salaries (perhaps nearly half of the wage bill of some £1,600,000,(00) 
it is very desirable that the Census of Earnings be extended, per
haps under the auspices of the Board of Inland Revenue, to cover 
the whole field of salaried workers, making !t possible to obtain 
estimates of the total of salaries paid in various industries and 
services, and of changes from year to year. 

11. THE VOLUMB OF RETAIL SALEs. 

420. The Bank of England has recently undertaken the com
pilation of an index of retail sales based on returns from a number 
of the larger stores throughout the country. We think that thepe 
figures are valuable, and that their compilation should be continued 
and amplified as opportunity offers. Such an index with weights 
based on consumption at the present time rather than before the 
War would be 'of great va.lue, particularly it it could be extended 
so as to give some estimate of a price index which would cover the 
whole field of consumption. 

12. THB AGGREGATE AND TIm DISTRIBUTION OP' PRoP'ITS. 

421. At present we are dependent for our estimates of the profit
ableness of business in general and of particular industries on the 
partial samples compiled, e.g., by The Economist, from the pub
lished accounts of public companies. In several respects tbese 
figures are an unreliable index of the position as a whole. 
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No published results in detail are available from the rich material 
at the disposal of the Board of Inland Revenue apart from certain 
special inquiries by Mr. W. H. Coates, which were published in the 
Appendices to the Colwyn Report on National Debt and Taxation. 
We strongly recommend that a fairly detailed survey of the profits 
of different industries and services relating to some recent year 
should be undertaken and published, and that thereafter the Board 
sho,uld use this comprehensive survey as base year and carr'y the 
figures forward annually by means of estimates so as to show year 
by year the movements of profits in British industry as a whole 
and in Ithe main industries separately. When the figures are 
available over an extended period of time they should be a very 
nseful indication of economic trend. 

13. THE VALUE OF CAPITAL CONSTRUCTION. 

422. Finally, we recommend that an attempt should be made 
to obtain early information, as accurate and comprehensive as the 
circumstances permit, of the value of contracts completed within 
the previous twelve months together with the value of contraots 
(as below) on hand still to be completed. These are statistics in 
which this country is at present particularly deficient. Yet they 
are of much impol1tance to a Central Bank in determining whether 
and how far new capital construction needs from time to time to be 
encouraged or discouraged. It would proba,bly be necessary to 
require that notification should be made Ito appropriate local 
authorities of all building and construction undertakings exceeding 
a certain minimum sum in value. 

Virtually the whole field of capital construction would be 
covered if we could obtain full returns of the value of contracts 
from the following industries :-

(1) building and contracting; 
(2) engineering (including all branches, together with con-

structional engineering); 
(3) electrical trades; 
(4) the heavy motor industry; 
(5) shipbuilding. 

Building plans have in all cases to be referred to the appropriate 
local authority. But full statistical returns are only obtained from 
certain cities and towns, in which for certain minor administrative 
reasons London is not included. There is, moreover, no machinery 
for recording those cases where the plans are not proceeded with 
and the figures for some years are in consequence of little value. 

There is at present no machinery for recording capital construc
tion under the other heads indic8lted above and even for the total 
money value of all production of capital which goes under these 
heads we have to rely on rather difficult estimates. 

Except in the case of building and constructional work, returns 
of orders for capital goods (machinery, etc.) exceeding a certain 
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minimum sum in value could probably be best collected from the 
engineering firms and others which manufacture the ~a.pital goods. 
A similar statement would be required from importers and dealers. 

14. CO-ORDINATION OF STATISTICAL WORK OF DIFFERENT 
DEPARTMENTS. . 

423. At various points above reference has been made to the 
necessity for maintaining the proper comparability between 
different industrial statistics. The four Government Departments 
principally responsible for industrial statistics-the Registrar. 
General, the Board of Trade, the Inland Revenue and the Ministry 
of Labour-use, at presen~, three quite different industrial classi
fications. The figures of the Ministry of Labour, although this 
classification is now in line with that of the Census, are not fully 
comparable since they refer to insured workers only. Over the 
greater part of the industrial field it is impossible to ma.ke com
parisons between the Census of Production on the one hand and 
the Census of Population or the Ministry of Labour figures on 
the other hand. Again the Earnings and Hours Inquiries of the 
Ministry of Labour use a classification which is similar to (although 
not identical with) that of the Census of Production, but which is 
different from the classification of their figures of employment and 
unemployment. In general, the most detailed and careful com· 
parison of these various figures does not enable the investigator 
to make use of any industrial figures except for a few broad groups 
of industries. Doubtless these anomalies have grown up for 
reasoils of administrative convenience. But for statistical and 
economic purposes much of their value is thus lost. 

A similar difficulty prevails in regard to statistics compiled on a 
regional basis. It is desirable that, as far as possible, all these 
statistics should be on a plane of comparability. 

424. It is probable that the bulk of these statistics could be 
obtained with the voluntary co-operation of those concerned. Never
theless the value of statistical returns can be greatly impaired by 
the recalcitrancy of a few of those from whom figures are required. 
In any case in which the departments concerned consider that they 
would need a power to require information if the statistics are to 
be sufficiently comprehensive, we recommend that they should be 
given such power unless in any particular case there seems to be 
especial reason to the contrary. The practical value of the 
statistics, the regular collection and prompt publication of which 
we recommend, will increase considerably in course of time after 
a fairly long series of figures are available for purposes of 
comparison. 
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425. We attach very great importance to this part of our recom
mendations being carried into effect. For the completer informa
tion, which would thus be put at the disposal of those responsible 
for deciding policy, may prove to be an indispensable preliminary to 
their being able to work out practical methods of management for 
attaining the objectives of the monetary system. To put on a 
more scientific basis our acquaintance with the fundamental facts 
and trends of our economic life, and to replace empiricism by 
ordered knowledge, might prove to be the greatest step forward 
that it lies within our power to take towards raising the economic 
well-being of our country to the level which the technique of pro
duction would allow, provided only that our machinery for collee
Itive action was such as to facilitate the whole of our productive 
resources being brought into fruitful activity. 

CONCLUDING NOTE. 
426. We have now completed all the recommendations which 

we are able to make for remedial acti()IIJ. by the monetary machine 
itself. If our recommendations relating to international action are 
given effect, we should hope for a great improvement in the 
situation in due course. If, however, progress along these lines 
is delayed or if the action taken is insufficient, we believe that our 
own monetary authorities will not be able to remedy matters with
out assistance from changes in other non-monetary factors by which 
the volume of our domestic output and employment, and in par
ticular our balance of trade, are also much influenced. 

427. Thus it is of the greatest importance that other domestic 
action, not of a strictly mooetary character, should be taken as an 
essential condition to the monetary authority being in a position 
to employ effectively the methods of monetary policy. But when 
we came to. consider the various alternatives which have been put 
before us for domestic action of this character, we found consider
able difficulty in deciding just how far our terms of reference ex
tend and where to draw the line between matters lying within 
them and those lying beyond. It has been a. further difficulty that 
some of these alternatives raise matters of active political con
troversy and cover ground where a general agreement among the 
members of this Committee was scarcely to be expected. 

428. In face of these difficulties some of us have felt that there 
is nothing which, in our capacity as members of this Committee 
and within our terms of reference, we can usefully add Ito the fore
going chapters. Other members of the Committee, however, have 
felt that some further exploration of the problem, even though it 
leads into non-monetary ground, is part and parcel of their view 
of the monetary situation a.s a whole. We have thought it best, 
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therefore, to give as Addenda- to this Report certain memoranda 
which set forth the views of those of our members who feel that 
our Report would be incomplete without further explanations and 
proposals. 

We have the honour to be, 

My Lords, 

G. ISMAY, Sec1'eta1'Y, 

23rd June, 1931. 

Your obedient Servants, 

MACMILLAN, Chairman. 

THOS. ALLEN. t 

ERNEST BEVIN.t 

R. H. BRAND. 

T. E. GREGORY. 

J. M. KEYNES. 

L. B. LEE. 

CECIL LUBBOCK.! 

R. McKENNA. 

J. T. WALTON NEWBOLD.§ 

WALTER RAINE. II 
J. FRATER 'IAYLOR. 

A.A.G.TULLOCH. 

- The Addenda are as follows :-
1. By Sir Thomas Allen, Mr. Bevin, Mr. Keynes, Mr. 
. McKenna, Mr. Fr&ter Taylor and Mr. Tulloch (see 

page 190), subject in the case of Sir Thomas Allen and 
Mr. Bevin to a joint reservation (see page 209). 

II. By Mr. Brand (see page 210). 
III. By Professor Gregory (see page 217). 
IV. By Mr. Lee (see page 237). 

t Subject to the Reservation on page 239. 
: Subject to the Reservation on page 241. 
§ Subject to the Reservation on page 241. 
II Subject to the Reservation on page 257. 
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ADDENDUM I. 

Proposals relating to Domestic Monetary Policy to meet 
the present emergency. 

1. We ha.ve signed the Report of the Committee without reserva.
tion.· But in our opinion it is incomplete without certain further 
observations. Rightly or wrongly, we conceive it our duty to 
consider possible methods of increasing the a.bility of the banking 
sy'Stem to put into effective operation the principles of action which 
we have recommended a.bove. For if the situation rema.ins un
changed in other respects, we doubt whether it lies within the 
power of the banking system to restore employment to a satisfactory 
level. 

THE EXPANSION OF CREDIT FOB DOMESTIC PURPOSES. 

2. The upshot of the preceding chapters may be summarised as 
follows. For the world as a. whole the best hope of a remedy lies 
in a moneta.ry policy designed to increase the volume 01. purchasing 
power, to increase the ease of borrowing if n6008sa.ry by guarantees, 
to diminish the rate of interest long-term as well as short-term, 
and to stimulate in every possible way the spirit of enterprise and 
the volume of investment. 

3. If Great Britain were, like the world, a closed system, tl~e 
sa.me moneta.ry remedies would be equally applicable here. Dut 
unfortunately this is less true of us than of any other country. Our 
economic a.ffairs are intricately bound up with all international 
system. Consequently the power of the Bank of England to 
initiate an independent policy, irrespective of what is going on 
abroad, is strictly limited. . 

4. Whether it is as limited as-to judge from its policy ovt"r 
recent ye&rs-the Bank of England has believed, is open to debate. 
Mr. Hawtrey has expressed in evidence most forcible and interest
ing views to the contrary. He urges that the power of the Bank 
to influence the rest of the world, and to refuse to be led by it, 
whilst not what it was before the War, is nevertheless great. He 
contends that the amount of foreign balances, which we run the 
risk of losing if we make money relatively cheap in Londfln, is not 
so large as is commonly supposed. Whatever may have ueen true 
a little time back, we are not prepared to accept Mr. Hawtrey'. 
views as fully applicable to the present very abnormal circum
stances, where confidence is liable to be disturbed; and it would, 
we think, be asking too much to expect the Bank of England to 
make an experiment of uncertain outcome in the existing environ-

• EJ:cept in the case of Sir T. Allen and Mr. Bevin. 
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ment. It is its duty to put absolute safety first. At the same 
time there may be much more force in Mr. Hawtrey's general line 
of argument than is usually admitted. We do not believe that 
the position abroad need always prevent the Bank of England from 
furnishing additional credit, provided there is a real opening for 
its employment in increased domestic enterprise. It would be un
safe for the Bank to increase materially the total volume of credit 
without considering how it will be employed. But this should 
Dot be urged as an argument applicable to cases where there is a 
reasonable prospect of the new money finding its way into domestic 
enterprise. 

5. Moreover the' risks of expanding credit would be much 
diminished if the Bank of England would take the clearing banks 
more into its confidence, in the way in which it has traditionally 
confided in the leading accepting houses, and invite their co-opera
tion. We desire to state this conclusion with some emphasis. 
While the quantity of money is controlled by the Bank of England, 
the way in which additional supplies are used can be largely 
directed by the clearing banks, and co-operation between these 
banks and the Bank of England is essentiaL The Committee as a 
whole have recommended in para. 372 that this should be done. 
If this recommendation is acted upon, so that the clearing banks 
on their side can make it clear when they are in a position to direct 
additional credit into, domestic channels and when they are not, 
and the Bank of England on its side can tell the clearing banks 
when an expansion or contraction of credit is intended to have its 
natural repercussions on the foreign shortcterm loan position and 
when it is not, it will be much easier than it is now to ensure that 
domestic enterprise and investment of whatever kind shall never 
be starved of the accommodation which it requires. In spite of 
some evidence to the contrary which has been offered to us, we 
are not convinced that this has invariably been the case in recent 
years. 

6. To-day, ho~ever, the main trouble is not a limitation on the 
amount of available bank credit, but the reluctance of acceptable 
borrowers to come forward. Thus the first step must probably be 
some kind of direct stimulus, for example, a considerable fall in 
the long-term rate of interest payable by typical borrowers, or 
some kind of State action. Either of these conditions here, with
out corresponding conditions elsewhere, can scarcely avoid putting 
some strain on the international position of the Bank of England. 
To meet this strain a strengthening of the country's surplus on 
the balance of trade is required. It is also true that the Bank 
would be in a better position to exercise its full moral influence 
internationally if its power to retain its gold was beyond question. 

7. Thus we are led inevitably to consider whether any other 
measures are practicable which would restore or increase the Bank 
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. of England's. ability to employ its monetary power in a construe. 
tive way-though. BOme of Ithese measures may seem to lead U9 

away from monetary policy proper. 

AN ANALYSIS OF THE ALTERNATIVES. 

8. We know no way in which the initial impetus to increased 
employment can be given except by (i) an increase of exports, 
(ii) the substitution of home-produced goods for goods now im
ported, or (iii) an increase of investment at home-though once 
the vicious circle can be broken in any of these ways the increased 
purchasing power of the men put back into work will furLher 
increase employmellit in supplying their needs. 

9. This may be put quite shortly by saying that we must either 
increase our favourable balance of international payments, or find 
an outlet for more of our savings at home, or, better still, do both. 
Indeed the whole problem may be made to centre round the 
balance of trade.* We can increase our surplus by exporting 
more or importing)ess. We can export more only if world trade 
revives, or if we reduce our gold-costs faster .than our competitors 
reduce theirs, or if we give the export industries some kind of 
special advantages. Similarly we can import less only by a rela
tive reduction of our own costs or by some restriction on imports. 
Finally we can only find employment for more of our savings 
II<t home by increasing thE' enterprise of borrowers or by somehow 
8ubsidising the cost of borrowibg. 

10. In practice, therefore-putting on one side the increase of 
our efficiency relatively to that of our foreign competitors, the 
desirability of which, if we can do it,is obvious and common 
ground between all parties-the practical courses open to us come 
down to_,three :-

(i) A reduction of salaries and wages; 
(ii) Control of imports and aids .to the export industries; 
(iii) Domestic enterprise assisted by State action, or subsi-

dies to private investment at home. 

* For the amount of international surplus which we currently need for nd 
foreign lending depends on how much of our saving is trying to find aD 
outlet abroad. The greater the amount which finds an outlet at home, the 
smaller the international surplus which we require in order to be in 
equilibrium. Thus to restore our position and to make full employment 
possible, we require both to increase our surplus on the balance of trade and 
also to find increased outlets for our savings at home. When the excess of 
our total savings over that part of them which we can employ at home is 
equal to our surplus on the balance of trade, there need be no monetary 
obstacle to the full and profitable employment of all our resources of men 
and plant. This analysis enables us to narrow down the alternativeL 
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There is probably no serious dispute as to all these courses, con
sidered apar,t from their social and long-period consequences, hav
ing some effect in the right direction. The difference between us 
and those who emphasise the importance of the first might be 
expressed by saying that they feel on a balance of considerations 
that there is not enough to be hoped for in practice from a cautious 
application of (ii) and (iii) and that there is great danger in losing 
sight of (i), which is more fundamental in their judgment and 
in the long run " sounder" ; whereas we feel exactly the opposite, 
namely, that !the practical results of an attempt to reduce salaries 
and wages are likely to be exceedingly disappointing. They feel 
that it might be dangerous to divert the public mind from what 
they believe to be the ultimate necessity of (i) by offering remedies 
under (ii) and (iii) which may prove specious; whereas we believe 
that nothing is more likely to produce stale-mate than to concen
trate public attention on (i). 

11. We now proceed to consider in turn the three courses open 
to us. The first and the second, let us repeat, would benefit the 
situation primarily by increasing our foreign investment and by 
enlarging the power of the Bank of England to pursue without 
embarrassment a policy of stimulating enterprise both at home and 
abroad; while the object of the third would be ,to increase home 
investment by methods which did not run the risk of unduly 
increasing at the same time the tendency to lend abroa-d more 
,than our foreign trade surplus can support. 

I.-A REDUCTION OF SALARIES AND WAGES. 

1. THE NEElD FOR SOME ELASTIOITY OF MONEy-INCOMES. 

12. Certain preliminary observations are here necessary for the 
avoidance of misunderstanding. So long as the standard of value 
is subject to wide fluctuations in terms of consumable commodi
ties, it is essential tha.t there shall be a reasonable elasticity and 
mobility in the level of the money-incomes which workers and 
others are ready to accept as equitable. If money-incomes have 
been established at a level appropriate to a C8l1tain purchasing 
power of money and if purchasing power then undergoes a large 
increase, the fortuitous advantage which will then accrue to. those 
whose money-incomes are unchanged may be quite inappropriate 
to ,the new situation and without substantial justification. Great 
evils must needs result, and have resulted, from the excessive 
rigidity of various types of money-income in such circumstances. 
This is just as true of the rigidity of rentiers' incomes as it is 
of the rigidity of wage-earners' incomes. We think, therefore, 
that it would be quite wrong to regard the level of money-incomes, 
with which we happen to find ourselves at any time, as sacrosanct. 
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13. For example, the cost of living, as measured by the Ministry 
of Labour index number, has fallen 18 per cent. since 1925 and 
12 per cent. since the beginning of 1929. In so far as this is due 
to increased productivity, or to a movement of the terms of foreign 
trade in favour of this country (so that our exports a.re exchanged 
per unit for a larger quantity of imports than before), it is arguable 
that these advantages should be enjoyed by recipients of money
incomes in the shape of increased purchasing power. But in 80 

far as it is due to a change in the value of moneY' for other 
reasons, an attempt to retain the fortuitous advantages thus 
accruing will involve an· unjustifiable transference at the expense 
of the entrepreneur, .which must seriously disturb the efficient 
workirig of the economic machine and be the cause of unemploy
ment. It may be, therefore, that some downward adjustmentll 
in the quantity or value of money-incomes of every kind are called 
for on these grounds so . long as the present low level of general 
prices continues. A readiness Ito accept the fact that the valu" of 
incomes is something which must be accommodated to changing 
circumstances is, indeed, an essential condition of the sound work
ing of our economic system, 

2. REDUCTIONS OF SALARIES AND WAGES AS A REMEDY FOB THB 
INTERNATIONAL SLUMP. 

14. A primary reliance on reductions of salaries and wages as 
a means of restoring employment and of recovering our inter
national equilibrium might, however, require much more drastic 
action than can be easily justified, or is likely to be accepted, merely 
on the grounds just given. It is impossible to calculate in advance 
what increase of employment could be expected from a given aver
age reduction of wages. But the relation of the one to the other 
might disappoint the expectations of many people, inasmuch as a 
false analogy is often drawn from the obvious great advantages 
to an individual employer of a reduction of the wages which he 
has to pay. For each employer perceives quite clearly the advan
tages he would gain if the wages which he himself pays were 
to be reduced, but not 80 clearly the disadvantages he will suffer 
if the money-incomes of his customers are reduced. Just as it is 
to the advantage of each producer that every product should be 
cheap except his own, similarly it is to his advantage that aU 
costs and wages should be high except those which he him!!elt 
incurs-since the demand for his product comes from the incomes 
which are paid out as costs by other producers. 

15. On the other hand, a reduction of the costs of British 
manufacturers as a whole which is not associated with an equal 
reduction of the incomes of their customers, plainly benefits them. 
So does a reduction of costs which brings them new customers. 
The first applies to those of them who manufacture for export. 
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and the second ,to those of them whose products, if they were 
cheaper, might be substituted for goods now imported. But this 
assumes that a, reduction of costs here does not provoke a, corre
sponding reduction by our foreign competitors. For just as a 
reduction of his costs only helps a domestic manufacturer if it 
applies to him alone and not to all his neighbours, 80 internationally 
a reduction of costs only helps British manufacturers if it applies 
to them alone and not to the whole world. 

16. Thus there are two subtractions which it is necessary to 
make from the prima. facie advantages of general wage reducti0ns. 
In the first place many purely domestic industries will only obtain 
secondary advantages, since what they gain in reduced costs will 
be offset by the diminished purchasing power of their customers; 
so .that the greater part of the primary advantages of wage reduc
tions would be concentrated in the foreign trade industries, i.e., 
those which work for export or compete with imports. In the 
second place, even in the foreign trade industries we cannot be 
certain in advance that wage reductions here will not be countered 
by corresponding cuts on the part of our chief competitors. 

17. It might be, therefore, that an attempt to remedy unem
ployment by general wage reductions would, require very large 
reductions. As an illustration, an average reduction of money 
wages by 10 per cent. would, since it would reduce total costs 
by much less than 10 per cent., have much less effect on our 
foreign trade than a tariff of 10 per cent. on all imports and a 
subsidy of 10 per cent. on all exports. Yet it would be optimistic 
to expect even from the latter more than a partial remedy. The 
same concluslOn follows from a comparison between the wages 
paid here and ,those paid Iby our chief continental competitors. 

18. If the position had to be met by an average reduction of 
money wages only throughout all industries sufficient by itself 
to restore our foreign trade to an equilibrium position, it might 
have to be, in present conditions, as great as 20 to 30 per cent., 
though any such estimate must necessarily be liable ,to a wide 
margin of error. The corresponding reduction of real wages 
would not, of course, be nearly so great as this, inasmuch as 
there would be a substantial fall in the costs of home products 
and services. Nevertheless an IIlttempt to secure any such reduc
tion might be expected to produce social chaos and react most 
unfavourably on trade generally. 

19. These considerations are far from intended to lead up to 
the conclusion that ;the remedy of reducing money-costs in terms 
of gold is one which can be avoided in all circumstances. But 
they emphasise the grave difficulties of an approach to the problem 
along these lines, and they raise a doubt as to whether reduotions 
of salaries and wages are the right way of dealing with the existing 



196 

international slump. It is not easy to see how we can expeot a 
revival in our'foreign trade, on a. sufficient scale to be of much 
value to us, by any other means than through a. revival of world 
demand. To meet the immediate problems, arising out of the 
world slump, a policy intended to direct increased purchasing 
power into the right channels, both at home and abroad, with 
a view to restoring equilibrium at the present level of costs, would, 
therefore, be much wiser, in our judgment, than a. policy of trying 
to cut our costs faster than the rest of the world can cut theirs. 

3. THE ULTIMATB LEVEL OF SALARIES AND WAGES. 

20. Nevertheless, it is quite possible that, when the international 
sluJl1.p is, in the maturity of time, righting itself, we shall cob
tinue to find ourselves faced with difficulties due to our money
costs being still too high relatively to our neighbours. For in 
the long run we cannot support a level of money-costs in terms 
of gold which is out of equilibrium with similar costs elsewhere
and this is true quite independently of our adherence to the gold 
standard. This, perhaps, is. the fundamental reason why some 
would think it wise to begin at once to take steps to bring down 
our costs, not necessarily Ito the level which would be required to 
restore our foreign trade in slump conditions, but at least to the 
level which may be required to put us on equal terms with our 
chief competi.tors when the slump conditions are ended. We must, 
therefore, endeavour to express our views on this issue as clearly 
as we can. 

21. There are two distinct questions on which we have to form 
a. judgment. First, what is the likelihood that the existing level 
of money wages will be beyond our capacity when the violence of 
the present Credit Cycle will have spent itself? Secondly, if in 
the event 1t does prove necessary to reduce the prevailing level 
of money-incomes, should the reduction be a. general one applic
able to all classes of income, and by what means should it be 
brought about? 

22. It is obvious that it is much too soon to attempt an answer 
to the first question. It depends on the level a.t which money
costs expressed in terms of gold settle down in the countries 
which buy our goods or compete with us in producing them. 
This in turn depends on the success of the efforts recommended 
in the Report of the Committee for raising the international price 
level by increasing, through investment and otherwise, the effec
tive volume of purchasing power throughout the world. Lt also 
depends on the time which will elapse before any success attends 
on these efforts and on the duration of the slump. For the longer 
the slump lasts, the more probable it is that country after country 
will feel itself compelled to resort to competition in wage-cutting. 
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This will be a counsel of despair, especially for debtor countries, 
since universal wage-cutting will help no one and will merely 
serve to rivet on :the shoulders of the debtors a heavier burden 
of monetary obligation. But in the downward race anyone who 
can get a little ahead of his neighbours will snatch a temporary 
advantage, and no one can afford to lag far behind under penalty 
of losing all his trade. For this reason we may be compelled to 
follow suit. Nevertheless we should not take the lead in what is 
BO contrary to the common interest, and we should be as reluctant 
as our circumstances permit to press closely behind those who are 
leading the way in this direction. 

23. If remedial measures are delayed, the pressure towards wage 
reductions in the rest of the world may prove overwhelming. If 
so, we must grapple the problem firmly on lines to be considered 
below. The position may change quickly. But the available 
statistics have not convinced us that it is, as yet, either necessary 
or desirable to engage in competitive wage-cutting. 

24. The matter may also be looked at from another angle. 
Apart from competitive considerations, does the present level of 
wages represent an unreasonable, and in the long run an im
practicable, demand on the part of labour for too large a share of 
the joint product of industry? No doubt, almost everyone in a 
country such as Great Britain is gaining advantages in the purchas
ing power of his income through the exceedingly low relative prices 
of many articles of food, which he cannot expect to retain when the 
international slump is over. But this is not a peculiarity of wages 
-it applies equ'ally to every class of income in a country which is 
temporarily in a position to import large quantities of goods at 
distress prices. We have, therefore, postulated some rise of inter
national prices as a necessary condition of the maintenance of the 
present level of British money-incomes. The question whether the 
British worker is receiving too large a share of the British national 
dividend as compared with the other classes of the community is 
another matter. It is not proved, in our opinion, that wages have 
been recently a much larger proportion than formerly of t~e total 
value of the product-at any rate not up to 1929. The available 
statistics suggest that there has been a remarkable degree of 
stability in the proportionate division of the produce (see 
evidence, 47th day). Moreover there is another consideration which 
impresses us. If we can pay for present standards both for the 
employed and for the unemployed, and at the same time add to 
our capita.l wealth (as we believe to be even still the case), with 
nearly a quarter of our 'industrial resources idle, does not this 
suggest that we should have a comfortable margin over if we could 
manage to bring back into activity the whole of our resources
even after allowing substantially for the loss of our present 
temporary advantage from the unduly low prices of our imports? 
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25. ThuB the problem seen in this light is one of disequilibrium 
rather than of excessively high standards; and the task upon which 
we shou.ld concentrate is that of remedying the disequilibrium 80 

as to brmg our productive resources into full play, rather than of 
attempting to lower standards. 

4. MEANS OF ADJUSTING MONEy-INCOMBS. 

26. Whatever efforts we may make and however high the hopes 
we entertain, it remains true, unfortunately, that our efforts and 
hopes may be defeated. It would be absurd to maintain that we 
can continue to adhere to the existing level of money-incomes 
irrespective of the value of money. 'We have, therefore, to consider 
what measures we should recommend if an adjustment of money
incomes becomes plainly unavoidable. 

27. We are here considering, not normal wage-adjustments of 
the kind which we have discussed at the commencement of this 
section, but a substantial general change, amounting to (say) 
10 per cent. or more, in the level of money-costs and incomes, 
designed to remedy a position of national disequilibrium due to a 
change in the value of money. 

28. We consider that a change of this character cannot, with 
equity, be concentrate.d on salaries and wages, but should apply 
to every category ot income alike, including those protected by 
contract. The benefit of an increased value of money is just 88 

fortuitous in the case of the f'entief' as in the case of the wage
earner, and the burden on enterprise and on the Budget of having 
to pay the same amount of money as before to meet interest 
charges, though the value of money is greater, is similar in 
character to the burden of having to pay the same money wages 
as before. Moreover a great social change of this kind cannot be 
carried through except by general consent. 

29. This view is reinforced by a consideration of the monetary 
history of recent years. A large part of the National DeM was 
incurred at a price level much higher than that which now prevails. 
The long period of deflation which culminated in the return to 
gold at the pre-war parity had the effect of increasing the burden 
of this Debt. The fall in world prices which has occurred more 
recently has caused a large further aggravation of the burden. In 
view of the fact that the increase in the value of sterling was 
deliberately intended, it seems difficult to require a reduction of 
salaries and wages without proJ2osing any modification of the 

'uncovenanted blessings which accrued to the holders of the National 
Debt and of claims on money generally and to other classes whose 
incomes have remained unaffected. 

30. Our conclusion is, therefore, that if a substantial change 
should become necessary, it must be a general change and apply. 
so far as possible, to every class of income alike. 
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31. If this conclusion be accepted, it follows that it cannot be 
left to natural economic forces to bring it about by the mere pressure 
of events. For this would certainly not result in an equal all
round change. In Chapter XI the Committee have explained 
that the pressure which can be brought to bear on the economic 
system by a restriction of credit, whilst suitable for the purpose of 
effecting the comparatively small adjustments of ordinary times, 
is not an appropriate means for effecting large changes. Yet, in 
effect, it is upon this method that we have been relying hitherto. 
The rate of long-term interest and the volume of credit are main
tained at levels which are deterrent to investment, and the unem
ployment which ensues is, undel; a laissez-faire system, the natural 
form of pressure to secure a reduction of wages. What alternative 
means are open to us for an orderly contraction in terms of gold 
of money-incomes in general? 

(a) Devaluation. 

32. Theoretically the most obvious and comprehensive method 
of effecting the desired object would be to leave money-incomes 
alone but to change the monetary standard, e.g., by diminishing 
by 10 per cent. the gold parity of sterling. This would have the 
advantage of bringing the direct, initial benefit to those industries 
which need it most, namely, to the foreign-trade industries. It 
would involve no interference with contract, since debts are legally 
fixed in terms of sterling and not in terms of gold. It would affect 
every class of income without the necessity of any other special 
measures. For a country which was not an internat-io')al banker 
and was not owed large sums from abroad fixed in terms of sterling, 
this would be the simplest solution. 

33. We have already agreed, however, that for a country in the 
special circumstances of Great Britain the disadvantages would 
greatly outweigh the advantages, and we have concurred with our 
colleagues in rejecting it. 

(b) Tariffs plus Bounties. 

34. Precisely the same effects as those produced by a devalua
tion of sterling by a given percentage could be brought about by a 
tariff of the same percentage on all imports together with an equal 
subsidy on all exports, except that this measure would leafJe 
sterling international obligations unchanged in terms of gold. This 
proposal would avoid the injury to the national credit .and to our 
receipts from foreign loans fixed in terms of sterling which would 
ensue on devaluation. 

35. Under existing commercial treaties, however, there would 
be praCtical difficulties in the way of a direct subsidy to exports. 
Nevertheless, various plans might be propounded for combining 
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some form of restriction of imports with granting sundry indirect 
advantages to the export industries, which would represent an 
a~pro~imation to the ab~ve scheme. We consider that a plan of 
thIs kind would be 60 Immeasurably preferable to devaluation 
that it is foolish even to discuss the latter while the former remain~ 
untried. 

36. It is worth while to remark that, if the level of domestic 
money-incomes is such that our international equilibrium would be 
restored. by a red~ctiou of money-in.C?mes or by the devaluation 
of sterlIng, then It follows that, faIlmg the adoption of one or 
oth~r of these two expedients, the optimum distribution of the 
natIOnal resources between different uses will result not Crom 
Free Trade, but from as near an approximaiion as is' practicable 
to a Tariff plus Bounties measure on the above lines. 

:37. The avowed object of such a measure as this would be to 
Teduce the value of a given money-income; though the cost of 
living might be expected to rise by only a fraction of the percentage 
rate of duty. Its advantages would be two. In the first place 
it would Ibefair; for every description of money-income would be 
affected equally. In the second place, it would involve no dis
turbanceto confidence and no breach of understanding with our 
foreign creditors. 

(e) A National Treaty. 

38. 'There remains the project of a national agreement for the 
general and simultaneous adjustment of all money-incomes by a 
tax on incomes which, for one reason or another, are exempt 
from the general cut, and an adjustment of all salaries and wage" 
and other money-incomes not protected by contract. There would, 
inevitably, be great practical difficulties in the way of a re-settle
ment of this kind, ,and we cannot say how far they could be over
come without giving more examination to the details of some such 
scheme than it has been possible for us to give. But in the last 
resort it is at least theoretically conceivable that by means of a 
National Treaty, on some such lines as this, an escape from our 
currency difficulties could be found. 

II.-CONTROL OF IMPOR'TS AND AIDS TO EXPORTS. 

39. Proposals under this heading raise political and social issues 
which extend far beyond the necessities of the present emergency. 
A specific may be appropriate to a particular situation, and yet be 
rejected in obedience to wider considerations more extended in 
time. We do not propose to attempt any such summing up of the 
final balance of advantage and disadvantage, having regard to all 
the relevant factors, as would be needed to justify a definite recom
mendation. We shall confine ourselves, therefore, to considering 
briefly the uses of tariffs or Import Boards, etc., and subsidies on 
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articles of foreign trade regarded as an expedient to meet a situation 
in which a country has a large unemployed surplus of labour and 
of plant which it is unable to bring intO use in the conditions 
imposed on it by its economic relations, arising out of relative 
rates of interest and money-costs, with the rest of the world. 

40. The fundamental argument for unrestricted Free Trade does 
not apply without qualification to an economic system which is 
neither in equilibrium nor in sight of equilibrium. For if a 
country's productive resources are normally fully employed, a 
tariff cannot increase output, but can only divert production from 
one direction into another, whilst there is a general presumption 
that the natural direction for the employment of resources, which 
they can reach on their merits and without being given special 
advantages at the expense of others, will yield a superior national 
dividend. But if this condition of full employment is neither 
fulfilled nor likely to be fulfilled for some time, then the position 
is totally different, since a tariff may bring about a net increase 
of production and not merely a diversion. 

41. It appears to us, therefore, that, if imports were to be 
controlled, whether by a tariff with compensation for exports, or 
by Import Boards, or in some other way and home-produced goods 
substituted for them, there is a presumption, so long as present 
circumstances last, that this would mean a net increase of em~ 
ployment and of national productivity. Into the rate of the tariff 
and the classes of 'the articles affected we do not enter. 

42. The arguments most commonly adduced on the other side
apart from long-period considerations which we are not pretending 
to discnss-are the following :-

(i) It is said that the restriction of certain kinds of imports 
would curtail foreign buying power and so diminish the market for 
our exports. This would be true if we were to use our improved 
balance of trade to import gold and the consequent loss of gold 
!by the rest of the world had the effect of causing a contraction of 
total credit. But if we make use of our improved balance of trade 
to expand investment at home with the result of increasing our 
imports of food and raw materials (an expansion which would 
have led to a loss of gold by us if we had attempted it without a 
contemporaneous restriction of imports) or'to increase our foreign 

lending, then it need have no adverse effect on the market for 
our exports. 

(ii) It is said that a restriction of imports would tend to increase 
the cost of production of our exports. This is a question of degree 
depending on the kind of restriction imposed. Clearly a sub". 
stantial tax on imported raw materials without a rebate for exports 
would have a seriously adverse effect on exports. At the othe!" 
extreme, it is not evident that a tax on the importation ,of luxury 
motor cars or an Import :Board for pig products would have any 
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appreciable consequences of this kind. It is easy to conceive both 
of a tariff, accompanied by appropriate rebates, and of Import 
Boards the effect of which on the cost of exports would be small 
compared with that of other factors. Nor is there any reasoll 
to suppose that the effect on exports need be commensurate with 
the etIect on imports. 

Nevertheless, even if these measures were so devised as to im pose 
only a small handicap on our exports, this would be p1'o tanto an 
objection. The logical course, in our opinion, would be to fiDel 
ways of giving equivalent advantages to the export industries. For 
much of the argument in favour of a restriction of imports applies 
equally to a subsidy to exports. A direct subsidy would be open 
to various practical objections. But it would not be difficult to 
find other ways of giving back to the export industries advantages 
at least equal in amount to the comparatively small disadvantages 
which would be imposed on them by those etIects of restricting 
imports by a taritI or otherwise which would be individually too 
small and incalculable to be dealt with by means of a rebate. 

(iii) The third objection, which is most commonly heard, relates 
to the etIect on the cost of living of the working classes. The 
force of this objeotion depends partly on the character of the 
tariff or other measures in view, and partly on a comparisoD with 
the etIect on the cost of living of those measures to which the 
tariff is otIered &S an alternative. 

For example, & given amount of revenue raised by taxing manu
factured imports would probably increase the cost of living les8 
than if it were raised by taxes on tea, sugar, beer and tobacco. 
Or again, if it were to diminish the necessity to reduce wages or 
had the etIect of increasing employment at the existing wage, 
its etIect on working-class standards would probably be favourable. 
We think that a scheme could be devised which would have no 
adverse etIects on working-class standards. 

43. Since many of the arguments in favour of a restriction of 
imports apply equally in favour of schemes of assistance to exports, 
some system of restricting imports, accompanied by a policy of 
giving advantages to the e.xport industries, would seem to be the 
most practical plan of aotlon. 

44. Fina.lly, the immediate etIect of such measures in reviving 
business confidence and a spirit of enterprise scarcely needs to be 
emphasised. 

45. For these reasons and also because relief would be given 
both to the Budget and to the balance of trade, it would seem 
that restrictions on imports and aids to exports would run well 
in double harness with the other class of remedy which we next 
discuss, namely, schemes of capital dev~lopment. . For it is 
obvious that the whole of the resources reqUlred for capItal develop
ment at home are necessarily found within the country and as a 
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resuLt of our own efforts and sacrifices, except in so far as their 
effect is to diminish our net foreign surplus, whether by decreasing 
our exports or increasing our imports. Thus the .. burden" of 
such schemes, for which we need to make special provision is 
exactly measured by the burden on the balance of trade. If, 
therefore, we were to expand investment at home and control 
imports, we should get the favouraible effects of both schemes on 
domestic employment and avoid the disturbing effects of both on 
our international balance. 

IlL-SCHEMES OF CAPITAL DEVELOPMENT. 

46. We see no reason to doubt that new capital investmprJ 
home would, in present circumstances, create additio. Vif),jO Qt/iae 
ment-s.ubject. ~nly dio the qualificati.ons explained belo~. ellJploy~ t 
f~om tl.11S. ad~ltlOnal employm~nt bemg less than appeak f'~o fal" 
slght, It IS hkely to be consIderably more. For 10 addItIo~Qt 
the men directly employed and Ito the men occupied in making 
and transporting the materials required, there will be a further 
set of men put into work to supply the needs created by .the addi
,tional purchasing and consuming power of the first .set of men, 
and so on. 

47. The objections whieh have been advanced against an un
qualified acceptance of this conclusion are the following ;-

(i) It has been argued that ii is not possible to ensure that 
any particular scheme of investment will mean additional expendi
ture. It may merely cause a. diversion of finance and of resources 
from different expenditure which would have occurred otherwise. 
If the national productive resources. were fully occupied, this might 
be the case. Or if the banking system were Ito limit the volume 
of credit in a certain way, it might be the case. But in present 
circumstances, when the physieal limit on further capital output 
is far from reached, there is no reason why the action of the bank
ing system need stand in the way of additional investment, unless 
this investment was throwing too heavy a burden on the balance 
of trade-a contingency which we deal with below. For the 
theory that there is in any sense a fixed loan fund available to 
finance investment which is in all circumstances fully employed, 
or that the amount of dihe savings of the public always exactly 
correspond to the volume of new investment, is, we think, mis
taken. At one time some such view as this appears to have 
influenced British policy. To a questionnaire from the Inter
national Labour Office in 1927 the British Government replied ;
.. The decision taken by the Government at the end of 1925 to 
restrict grants for relief schemes was based mainly on the view 
,that, the supply of capital in this country being limited, it was 
undesirable to divert any appreciable proportion of this s1,lpply 
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from normal trade channels ... • The Treasury \Vhite Paper, 
emd. 3331, p. 43, was also capable of interpretation in this 
sense. We gathered, however, from the evidence of Sir R. 
Hopkins that it would be a mistake to attribute this view to the 
Treasury at the present time. 

(ii) It has been argued that, whilst investment spontaneously 
undertaken by priv8lte industry would help employment, there 

. may, nevertheless, be some offsets to schemes deliberately 
'lregi1)eered by the Government. For the effect of such schemes 
on the minds of business men might be such as to make them less 
inclined to launch out themselves. This might be true of 
" unfair" Govemment-aided schemes, by which some private 
~o ;J· ... ·~L~:;iv~ --assistance from which other substantially similar 

~;'" S.~e-cl}> debarred. It might also be true that business confi
~'" ~ould be injured if the Government were Ito sponsor 
obviOUSlY wasteful, foolish or extravagant projects. But in general, 
provided the schemes are wisely selected, we see no presumption 
in favour of the view that "official" investment need seriously 
compete or interfere with .. unofficial" investment. Indeed, on 
the contrary, if "official" investment is successful in restoring 
the.'lo]ume of output and of profits, this may help to restore the 
business optimism which is a necessary condition of expansion. Lt 
may be that a dose of .. official .. investment will be helpful in 
breaking the vicious circle and restoring the conditions in which 
we can again increase our reliance on norma.l ., unofficial ., 
investment. 

(iii) It has been objected that the tendency of such schemes will 
be in the direction of raising prices in this country and thereby 
hamper our e%port industries in their efforts to retain their hold 
on foreign markets. If our available plant were fully occupied, 
there might be much force in it. But in existing conditions, we 
do not doubt that outpm could be expanded in many directions in 
re~ponse to an iQcreased demand. with an insignificant increase in 
price. Indeed, some witnesses have gone so far as to maintain 
that, if output were to be increased, prices would be reduced, 
basing themselves upon the lower cost per unit of production when 
plant is fully employed. 

In any case. we should attach limited importance to this objec
tion because, in so far as output; cannot be increased except in 
response to a higher level of prices, this obje::tion applies equally 
to all remedies for unemployment of whatever character, except 
those which involve a. reduction of wages. 

(iv) It is sometimes argued tha.t home investment may not only 
embarrass our export industries for the reason just di~ussed, bllt 

* " Unemployment and Public Works," International Labour Office, 1931, 
p.30. 
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will also put a fresh burden on our balance of trade, because it 
will tend to increase our imports, both to furnish raw materials 
and to provide for increased consumption, particularly of food, by 
the newly employed. This is clearly, to some extent, the case. 
But here again it is an objection which applies to all remedies for 
unemployment. Any increase of employment is likely to bring 
with it increased imports of the raw materials of our industries and 
of the articles of working-class consumption. But this is scarcely 
a reason for not providing employment. The point is t- lit,,, 

regarded, rather, as a reason for not embarking t~\ rashly .. to 
large-scale schemes without arranging at the same tiPlJ as to how 
the necessary increment of imports is to be paid for. 

It is at this stage that considerations which are more of a 
monetary character come in. It is the business of the Bank' of 
England so to regulate our net rate of foreign lending that it does 
not seriously exceed our available trade balance. A recovery of 
domestic output must, when it occurs, present the Bank with a 
problem of this kind. But schemes of capital development would 
have to be on a larger scale and mature with greater rapidity than 
i~ at all probable, before they would present the Bank with too 
heavy a task, unless they were to be undertaken simultaneOusly 
with a general breakdown of confidence due to other causes. We 
are still a creditor country on a large scale, and it would be an 
overwhelming condemnation of our present methods if proposals 
for increasing employment were to be rejected on the ground that 
we ca.nnot pay for the raw materials which the men would handle 
and the additional food, etc., which they would consume, if they 
were to be brought back into employment. 

(v) It is feared that State-aided schemes are likely to put some 
burden on the Budget and therefore to lead to the evils of increased 
taxation. If, however, we lump together-as we should for the 
purposes of this argument-the Budget and the Unemployment 
Fund, we feel quite confident that the relief to the Unemployment 
Fund and the additional yield of taxation, resulting from the in
creased employment provided by the schemes in question, would 
materially outweigh the direct cost of the schemes to the State. 

(vi) A final objection-which may, we think, have weighed with 
the Treasury-is based on the possible effect of loans, made or 
sponsored or guaranteed by the Government, on the rate of interest 
on British Government sE'curities, with the result of postponing 
the date at which large economies can be secured by a conversion 
of the War Debt to lower rates of interest. 

This is a natural, but nevertheless dangerous, pre-occupation. 
Over any short period it is evident that the prices of Government 
securities may be affected by competing issues. But it is an exact 
inversion of the truth about the rate of interest to suppose that it 
can be reduced by refraining from new capital investment. Apart 
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from the short-period fluctuations around the equilibrium position, 
the rate of interest must tena to fall as the accumula.ted wealth 
and prosperity of the country in the shape of capital assets 
increases. The contrary view is based on BOme such fallacy as 
that .. surplus" financial resources can be gradually built up, 
un embodied in any physical form. It is supposed that if we 
.. save It a part of our current income and do not" use up .. these 
savings in capital schemes, we can in some way hoard them up 
.kg)1')6~e at a later date and that these .. accumulated .. savings will 
on·~o,..ally strengthen our .. financial" position. These ideas are 
! S,)bably derived from a false analogy between tlie position of a 

.. Hicular individual or finn and that of the community as a. whole. 
For a particular firm can clearly accumulate .. liquid" resources, 
unembodied in any physical form so far 6S toe firm itself is con
cerned and constituting realisable claims on the rest of the com
munity. But ,a little reflection will show that the community as a 
whole cannot increase its .. liquid" resources by the various 
members of it building up claims against one another. 

We have dwelt for a moment on this highly abstract point 
because mistaken ideas about it may be the explanation of much 
latent, unexpressed hostility or reluctance to the general idea of 
organised capital development. It is one of the cases where un
instructed commonsense tends to believe exactly the opposite of 
the truth. 

48. Toe main obstacle in the way of remedying unemployment 
by means of organised schemes of investment is probably to be 
found, not so much in any of these arguments, as in the practical 
difficulties of initiative and organisation. It is not easy to devise 
well-conceived plans on a large scale. It is not easy to 6t them into 
the existing scheme of things, even when they have been con
ceived, without all sorts of difficulties, frictions and delays. And, 
finally, the period of preliminary planning and designing, which 
must elapse before they will provide their full quota of employment, 
may be somewhat lengthy. It is difficult to improfJi&B good schemes. 
If they are to be thoroughly wise and economical, they may often 
need as much as two years' preliminary gestation. Yet we have 
seldom been ready in recent years-though suIisequent experience 
bas taught' us that we ought to have Been-to sit down calmly to 
prepare plans for the remedying of unemployment two or threft 
years hence. This difficulty has increased with time. For by now 
most of the good plans which can be quickly improvised have been 
used up, and the best plans still left in the cupboard are those 
which will yield their results most slowly. 

49. If, therefore, the organised planning of capital investment 
is to be relied on as a remedy for our economic ills, it allould, we 
think, be approached from DOW on in a somewhat different spirit 
from toat which was natural three or four years ago. We must be 
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prepared, that is to say, to look some way ahead, and get to worK 
OIl well-conceived projects without laying too much emphasis on 
the rapiaity with which they can be executed. 

50. There is the more reason for this, in that the problem of 
finding an outlet at home for a substantial proportion of our current 
savings is likely to be with us for some time to come. We recom
mend, therefore, that we should now attack the task of Capital 
Development in this country in a much more systematic and far
sighted manner than hitherto. It should not be an objection to 
a scheme that its execution will be spread over many years or 
that the period of preparation will be somewhat prolonged. After 
several years of living from hand to mouth, a point has come 
when it need not be considered an imprudence to look ahead. 

5l. It falls outside our scope to proceed to details in a matter 
of this kind. But we may illustrate our argument briefly:-

(i) A considerable part of the larger towns and industrial centres 
of the country need re-building and re-planning on a comprehensive 
scale. At present they offer neither beauty nor convenience nor 
health. Much of tbe industrial housing of the country is of an age 
when buildings of that character are, of necessity, only fit to be 
demolished. It seems an insanity to keep a large proportion of 
the building trade out of employment when this is tho case. 

(ii) Some of our staple industries need to be refitted and re
planned on modern lines, at the cost of a substantial capital ex
penditure. In several cases, there is much to be said for re
planning an industry as a whole. Apart from tariffs, and the like, 
we see no reason why our staple industries should wait before 
putting their house in order. In cases of proved necessity, we 
should not be opposed to measures of compulsion, in conjunction 
with the provision of adequate and cheap finance. It may be 
that we should develop an imprOVed organisation for handling aU 
matters of this kind. It would be outside our scope to pursue 
this subject in detail. But we think that efficiency and fore-thought 
might be much increased if a body were to be set up which might 
be designated the Board of National Investment, in the hands of 
which all matters relating to the deliberate guidance of schemes of 
long-term national investment' would be concentrated. 'Ihilt 
Board might be entrusted with the duty of raising funds not 
only for the local authorities which now borrow through the 
Local Loans Fund but also for other local authorities. including 
municipalities, for the telephones, for the roads and for such 
further schemes of national development as those which we have 
suggested a'bove. But this is a big subject and it would lead us 
too far afield to develop it as it des~rves. 
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(iii) The recommendations of the recent Committee on the 
Electrification of the Railway System obviously deserve the most 
careful consideration in this connection. 

52. The fundamental objection to these expedients, in the minds 
'of those who dissent from them, i8, however, on a different plane 
of thought. They consider that all these devices are merely tem
porary shifts to enable us to postpone facing the problem, which 
sooner or later we shall be compelled to face, namely, that our 
money-costs of production are too high compared with those else
where; whilst at the same time they are of a character which, to 
judge from experience, are often used unwisely and may remain as 
an incubus on our economic system long after their special pur
pose has passed away. 

53. The ultimate differences between those who feel this and 
those who think that it is worth while to gain a breathing space 
are not so much matters of theory as of the practical judgment of 
probabilities and of what is most prudent. But we suggest that 
a heavy burden of proof lies on those who cannot join with us in 
our plea for efforts to increase activity rather than to reduce 
standards. For if we 'can do what we are doing with nearly a 
quarter of our industrial resources idle, what might we not do if 
they were all employed? We are impressed for many reasons 
with what seems to us to be the greater wisdom and prudence of 
concentrating public attention on constructive schemes for en
couraging national trade and national development rather than on 
efforts to drive down the general levels of salaries and wages. 
Let us, in conclusion, briefly recapitulate !!Ome of them :-

(i) If, at the present juncture, when we are near the bottom or 
a world slump of unparalleled violence, all countries alike were to 
seek equilibrium by competitive wage cuts, we should merely 
confirm the low level of prices and rivet on ollr shoulders an in
tolerable burden of debt fixed in terms of money. 

(ii) We doubt whether it is wise to attempt fundamental ad
justments, which may not be required, at a time so abnormal as 
the present, when similar difficulties are confronting all countries 
alike and when it is impossible to gauge with any accuracy the 
degree of adjustment which may be necessary in the long run. 

(iii) We see no solution of the grave problem of social justice 
presented by any proposal to reduce salaries and wages whilst 
leaving untouched those money-incomes which are protected by 
contract. 

(iv) Even if it were desirable to secure a large all-round reduc
tion of salaries and wages, we foresee immense practical difficulties, 
perhaps insuperable difficulties, in the way; whilst the social costs 
of an attempt which failed would be incalculable. 
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(v) We prefer, therefore, to pin all our hopes on a recovery of 
world prices, and to strain all our efforts to secure it; whilst 
making, immediately, a great concerted attempt to avoid the 
immense waste of the national productive resources now going on. 
lf these hopes are falsified by the event, much will by then have 
happened iu the world, which we cannot now foresee. Public 
opinion, both here and abroad, will be ready for many things 
which it would be useless to consider now. And the whole matter 
will have to be reviewed again. 

(vi) Meanwhile, we are not convinced that we canllot in the 
long run, when all our productive resources are at work, continue 
to support permanently, and even improve, our existing working
class standards. It may well happen, if we can gain a ,breathing 
space, that the recovery of world prices, the revival of business 
optimism, the reorganisation of the older British industries and 
the steady increase of technical efficiency may eventually render 
unnecessary a reduction in the prevailing level of salaries and 
wages. 

THOS. ALLEN.· 
ERNEST BEVIN.· 
J. M. KEYNES. 
R. McKENNA. 
J. FRATER TAYLOR. 
A. A. G. TULLOCH. 

·SUBJECT TO THE FOLLOWING RESERVATION. 

We have signed Addendum I in company with Mr. Keynes, Mr. 
McKenna, Mr. Frater Taylor and Mr. Tulloch, but, while approv
ing the general approach to the subject, we do not necessarily agree 
with every statement therein. We think it vitally important to 
emphasise that to acquiesce in the present or a lower wholesale 
price level, with the idea of adjusting everything down to it, is fatal. 
We are in full agreement that the only possible policy is to try to 
raise the wholesale price level and to maintain or improve the 
standard of life. 

If this cannot be achieved internationally within a reasonable 
time, we agree that national action of an emergency or short-time 
character should be tried. 

We should have preferred the course of devaluation because of 
its effect upon the whole of the dead-weight debt and other fixed 
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charges, but we agree that great weight must be attached to the 
consideration that to endorse a de facto devalua.tion is easier than 
to devalue after a return to pre-war parity. 

With regard to the tariff proposal in the Addendum we take the 
vieW! tliat, precedent to any tariff, our other recommendation for 
a large measure of State planning and reorganisation, particularly in 
the basic industries, with the provision of Transport and Power as 
State services, should be put into effect. Then, if the alterna.tive 
remained, tariffs would be preferable to all-round reductions in 
wages and salaries, provided that at the same time steps were taken 
to safeguard the export trade and to prevent the exploitation of the 
consumer. 

In a. general way we do not believe in tariffs, and we are rather 
more apprehensive as to their effects than the other signatories. 
Nevertheless, our view is, if we have to make a choice, it should 
be in the direction indicated. 

The other points in the Addendum, such as schemes of Capital 
Development, Board of National Investment, etc., have our strong 
support. 

ADDENDUM II. 

THOS. ALLEN. 
ERNEST BEVIN. 

1. We recommend in Part II, Chapter III, of our Report that 
greater freedom should be given to the Bank of England in the 
employment of its reserves. But this greater freedom, which also 
involves greater responsibility, can hardly be nsed satisfactorily 
if our exchanges are to be subjected to a constant strain with the 
result that, while it might always be easy to lose gold, it might be 
hard to get it back except by means of a restriction of credit and 
relatively high interest rates which would be definitely harmful. 
For the greatest service which the monetary machine can render 
British industry and commerce at the present time is to maintain 
plentiful credit and cheap money rates, so that, as soon as some 
confidence returns, production and enterprise will be encouraged 
by means of an increase of purchasing power without any adverse 
effect on our exchanges. It seems to me, therefore, of the first im
portance that the surplus on our balance of trade should be increased. 
Notwithstanding that we own greater foreign assets than any other 
nation and receive annually from the rest of the world, as a resu" 
of the efforts and savings of past generations, a sum of some £300 
millions in respect of interest, redemption and dividends and have 
the greatest .. invisible exports", the surplus on our balance is 
now small, since the great bulk of these annual sums due to U8 

is now required to pay for our imports. Our relatively high level 
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of internal costs and money incomes limits the power of those 
of our industries which compete with foreign industries either to 
export or to compete with foreign goods imported into this country, 
while it maintains internal consumption. Thus, as is shown in 
Part I, Chapter V, the volume of our exports has diminished and' 
that of our imports has largely increased. It is this condition , 
tliat renders a mere increase of purchasing power without a strength
ening of our balance of trade impracticable. 

2. In order that the surplus on our balance of trade should be 
larger, it is necessary to increase our exports or diminish our 
imports or do both. There appears no reason, however, to suppose 
that the normal course of events will by itself bring this result 
about. Rather tha contrary. For, though many other adverse 
circumstances have since the end of the War pressed upon our 
export industries, our relatively high level of costs,tending to en
conrage imports and discourage exports, is of long standing and 
has undoubtedly cont,ributed to their difficulties. It must be 
remembered that, before the world slump began, the great bulk of 
our unemployment, which for years has never fallen below about 
1,000,000, came from those of our industries which were subject 
to foreign competition. Unless world prices rise again quickly and 
substantially, the disequilibrium f~om which they suffered is likely 
to be intensified if, as is happening now, other nations, whose 
economic conditions are more flexible, take earlier and more definite 
steps than we do towards some adjustment of costs to the lower 
level of prices. When a crisis like the present one overtakes all 
countries, in none of them does the business world sit with folded 
hands and wait for the monetary authorities to restore the conditIons 
previously existing. Every industrial and commercial unit in each 
country is moved by the incentive of self-preservation to set to at 
once and try to adjust itself to the altered conditions. Its essential 
problem is to !bring costs and prices again into such a relationship 
that the various factors of production, those which depend on 
profit as well as those receiving a fixed money-income, may 
obtain adequate remuneration, so that the operation of each unit 
will again become profitable, idle plant be restarted, output in
creased and, gradually, new development undertaken. 

As a result of the great fall of prices without an equivalent reduc
tion of costs, production all over the world is resulting in losses 
instead of profits. It is sometimes argued that a reduction of costs 
(in particular wage costs) will do nothing to alter this situation, 
because the reduction of costs is a reduction of incomes and involves 
therefore a destruction of purchasing power. But costs do not repre
sent the whole of the incomes derived from production and still 
less do wage costs. These incomes include profits, and it is on 
profits being normal that the whole activity of private enterprise 
depends. The first impact of a I'eduction of costs is felt in an 
increase of profits or a substitution of profits for losses. A ra-
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distribution of the present proceeds of industry so that more of 
the proceeds would accrue to the shareholder and entrepreneur 
would not reduce the existing volume of purchasing power, but 
would induce entrepreneurs, by additional orders for raw material, 
plant and labour, to expand the volume of employment, and thus 
should lead rather to an increase than to a decrease of purchasing 
power. So long as enterprise promises a loss rather tban a profit, 
no one will borrow and the normal process by which money is 
generated through the lending operations of the banks is interrupted. 
But a reduction of costs would alter the outlook, borrowers would 
come forward and money would become available to pay the addi

. tional incomes arising from the additional production. For this pro
cess to be continued, it is necessary that the banking system 
should be able freely to grant the necessary credit and for this to 
be possible without any weakening of our exchanges the strength
ening of our balance of trade is again seen to be essential. 

Moreover, in the present situation, where the products of the 
raw-material countries are so exceptionally low in price, the manu
facturing countries will be forced to reduce their costs so far as 
possible in order to facilitate the exchange of industrial as against 
raw-material products. So long as, and to the extent that, world 
prices do not rise, there must, therefore, everywhere be a pressure 
to reduce costs, either by increasing efficiency or by a direct reduc
tion of money-incomes . 

. 3. If this diagnosis is correct, it is likely that, failing special action 
on our part, our costs will become higher rather than lower rela
tively to other countries' costs with the consequent tendency for 
profits to remain low, for capital to make etTorts to leave the country 
and for exports still further to diminish and imports still further to 
increase. This tendency can only be reversed by (i) a diminution of 
costs by means of either (a) greater efficiency or (b) a direct re
duction of salaries and wages, or (ii) special measures such as a 
taritT for the restriction of imports accompa.nied presumably by some 
direct assistance to our exporls. 

4. It would no doubt be agreed on all hands, even by those who 
support a. tariff on other grounds, that by far the best method of 
diminishing imports and increasing exports would be by a greater 
increase in our efficiency relatively to the efficiency of our com
petitors. It is, indeed, only by constantly increasing our output for 
a given amount of labour that we can increase our standard of 
life. If wages are to be maintained, there is need of the most 
active co-operation towards the greatest efficiency and elasticity by 
industrial and financial leaders and by Trade Unions. I believe 
that there is a very great deal of leeway to be made up and that 
opposition to reform does not come from one side alone. If 
the object of the Trade Unions is to maintain real wages by a 
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higher output per man, they must recognise how vital it is to 
remove hampering restrictions, to facilitate the greatest possible 
mobility of labour and to prevent unemployment insurance from 
being itself the inevitable cause of permanent unemployment. But 
prejudiced resistance to changes obviously needed in the interests of 
the community is to be found also in those directing and managing 
industrial and public utility companies. If private enterprise is to 
hold its own, this resistance must be overcome. I believe, therefore, 
that there are still very big opportunities to reduce costs by greater 
efficiency in the widest sense of modernising both production· and 
selling and limiting harmful 'Competition. With the growing 
mechanisation of industry throughout the world, very cheap produc
tion of many kinds of goods is possible in more backward countries 
even with relatively unskilled labour. It is by constantly keeping 
in the van in the more skilled industries that we must maintain our 
position. 

5. Secondly, we can reduce imports and increase exports by a 
direct reduction in money-incomes, i.e., salaries and wages. The 
cost of living has fallen in this country and real incomes have, 
therefore, risen by 18 per cent. since 1925 and by 12 per cent. since 
1929. If there is a. general rise in world prices, real incomes will 
again fall but, even if world prices were to rise, say, to the 1929 
level, the disequilibrium which alreadyexistea in that year might con
tinue to show itself as before in large and persistent unemployment. 
If prices remain at or' near their present level and other nations 
adjust their costs to that level, while we do not, then our balance 
of trade will probably become constantly more unfavourable, and 
a situation might arise which might force an adjustment of all 
money incomes. If ,on the other nand-and this is perhaps the 
most likely outcome-a new level is established by both prices 
rising and costs falling, then in so far as we have not relatively 
increased our efficiency, we musl make at least equal adjustments 
in costs to those made by other nations to maintain even our 1929 
position. It would appear, therefore, that, so long 8S prices remain 
at or near their present level, reductions of salaries and wages 
(particularly in the sheltered industries), and obviously in unemploy
ment benefit too, are necessary if we are to maintain, and still more 
to strengthen, the surplus of our balance of trade and thus keep 
monetary conditions favourable to increasing enterprise and employ
ment at home. Reductions in salaries and wages have taken place, 
and are taking place, in other countries, and particularly in Ger
many where Reparation payments cause a strong pressure in this 
direction. The developments in the rest of the world in the next 
six months or year in the direction either of rising prices or 
falling costs will show us more clearly the extent of our problem 
in this respect. What is certain is that no country can support 
permanently both a fixed exchange and a fixed level of money costs 
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in terms of gold which is out of equilibrium with costs elsewhere. 
Ultimately one or the other must give way. 

6. If any practicable diminution of costs under the two headings 
of (a) greater efficiency and (b) direct reduction of money incomes is 
insufficient to bring us near to equilibrium, then I do not think that 
we can sit down and do nothing. In order to protect our eichanges 
and to enable the Bank of England to maintain credit conditions 
favourable to home industry, it might become necessary to take steps 
to restrict imports either by a general tariff on aU imports or by a 
more specialised protective tariff, or by some restriction of un
necessary imports. I say nothing about the many other important 
aspects of a tariff, as I confine myself here to its relationship to 
the monetary problem. From that point of view it does not seem 
possible permanently to combine Free Trade with a rigid economic 
system under which money-costs in terms of gold remain out of line 
with t.hose elsewhere and cannot be aLtered. But import duties, 
while diminishing imports, would tend also to diminish exports, 
unless accompanied by rebates, subsidies, or some other aids direct 
or indirect, which would cheapen the cost of our goods to 'he 
foreigner at the expense of the British taxpayer. It would, more
over, be unlikely that any new exporting industries, to which in 

. these changing times we must look forward to help us, would get 
under weigh, unless they also received similar assistance. Further
more, if any rise in prices internally, resulting from a tan1f, merely 
leads to a proportionate increase in salaries a.nd wages, and there
fore in costs, then our disequilibrium will remain unaltered and a 
condition of affairs will be cre!IJted in which another tariff •• dose •• 
will again be necessary to produce a temporary adjustment. 
It was, for instance, the experience in Australia that successive 
increases in the tariff followed upon, or were followed by, succes
sive advances in the CO&t of labour, and involved that country in 
a vicious circle of e~er-ascending costs and prices. 

Thus the strengthening of our balance of trade by means of a 
tariff is not likely in my opinion to be as satisfactory for our export 
industries as a reduotion of costs under the two other heads dis
cussed above. 

A protective tariff, as distinguished from a flat-rate revenue tariff. 
might increase certain exports as a result of giving the industries 
protected a sure foundation in the home market. But, having regard • 
to our difficulties already existing in 1929, I am doubtful whether 
any assistance in the form of reb!IJtes, subsidies, et~., which it will be 
practicable to give under a tariff system will enable exports in 
general to flourish without a reduction in our costs relatively to 
foreign costs. 

7. While an increase of home enterprise is of the greatest im
portance, flourishing export industries are in my opinion needed 
botD to raise our standard of life ana to employ fully our population, 
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8S well as to strengthen the surplus on our balance of payments. 
One-third of all the workers engaged in manufact'Jring are dependent 
directly for their livelihood on the amount of export trade which 
we still retain. I disbelieve wholly in any plan of insulating our
selves from the rest of the world or that there is not future scope, as 
world prosperity grows, for our 40,000,000 people to trade on a much 
greater scale than at present with the remaining 2,000,000,000 
people in the world. ,We may aim at using nearly all our savings 
at home so that the pressure of capital to find an outlet abroad is 
diminished, but it is hardly possible to suppose that if we live to 
.. ourselves alone" the savings available for use can ultima.tely 
be as large, and therefore our standard of living as high, as they 
would be if we exchanged our products freely with all the world 
and maintained our commerce and our shipping. It is true that, 
until world conditions generally improve, we cannot expect any 
very great increase in exports. But to diminish exports and in
crease imports, aa we' are tending to do now, to the point 
at which we shall ultimately require the whole of the proceeds of 
the interest on and redemption of our foreign assets to !balance the 
'ilurplus of our imports, is not to lay our foundations very safely. 
1n the first place we should cease to be a creaitor nation and have 
no money to lend abroad. This would not only mean a great 
alteration in the position of Lonaon as a financial centre. It would 
also be very unfortunate from the point of view of the develop
ment of the British Empire. We should be surpassed in wealth 
and influence by those who took our place as creditor nations. 
Moreover, our foreign assets constantly require replenishment, for 
they are always being diminished by repayment, by losses, or by the 
failure of our debtors and for this reason alone some surplus on our 
balance of payments is required. 

8. I do not consider that greatly increased capital expenditure by 
the Government or other public authorities is a solution of our 
difficulties. There is everything to be said for schemes, however 
large, which are in themselves desirable and remunerative (such as 
railway electrification may prove to be) and which improve our 
national plant and lead directly or indirectly to large economies in' 
costs. '!'he fact that we are spending over £120,000,000 per annum 
on unemployment without anything to show for it is a strong 
additional reason for not rejecting off-band projects of real promise. 
But the efficacy of public expenditure is severely limited by practical 
difficulties. Any large scheme requires many months of examina
tion and preparation and, if commenced now, could not be actually 
taken in hand for at least one or two years. If a number of very 
large schemes were projected now, the Government might come with 
great demands upon the capital market at the time when conditions 
were improving and private enterprise itself might need large capital 
funds. Outside such an exceptional case as the electrification of t.he 
railways, large and Iemuneraiive schemes are probably quite 
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limited. If they are not remunerative, but involve annually a. 
burden for interest ana sinking fund on the Budget, they would 
have the great demerit of adding permanently to ,our expenditure 
at a time when direct taxation is already too high. Anything, 
indeed, which increases the present or prospective burdens on the 
Budget obviously requires the narrowest scrutiny. \Vhatever may 
be the merits of capital expenditure by the Government, they do 
not compare in their effect on unemployment and industry with 
the placing of private enterprise on a more profitable basis. 

9. If prices rise not at all or only slightly and meanwhile other 
countries adjust themselves either by a reduction in costs or by 
going through a process of inflation, no lowering in costs, 
either by greater efficiency or by a reduction in non-contractual 
money incomes, can be expected to solve our problems. 
The burden of our high costs and our huge debt might 
then prove intolerable, unless mitigated by lIacrifices on the part of 
all sections of the population. The problem of contractual money
incomes is, however, extremely complex, and differs fundamentally 
from that of salaries and wages in that the recipient of a con
tractual income must accept the risk of loss from movements in 
the value of the currency equally with the prospect of gain. 'Ihe 
.. rentier " has gained by the fall in prices; he will lose, if they 
rise again. An extreme illustration of his risks may be seen in the 
cases of Germany, France and Belgium, where a permanent de
preciation of the currency has involved him in -final and irre
coverable loss. Moreover, the n rentier Of-and that term covers 
both individuals and institutions-is in fact inextricably mixed with 
the investing part of the community, which as a whole, has made 
BOme gain from the fall in prices through holding fixed-interest 
securities, but has at the same time suffered through the writing 
down or complete loss of part of those holdings and through the 
very heavy losses on their investments in shares. It is this com
plexity which makes the application of any general scheme to all 
money-incomes 80 difficult, and which therefore makes a rise in 
world prices so essential to any normal solution of our difficulties. 

10. Finally, the difficulty of securing a world rise of prices 
and the dangers of the present world economic situation are 
greatly aggravated by the Reparations and Inter-Allied debt 
problem. In the fil'st place, the pressure on Germany to increase 
her exports necessitates the utmost possible reduction in all her 
costs, including all salaries and wages, which have in fact already 
been very considerably lowered. This, in turn, increases the pressure 
on all her competitors and particularly on U6 to follow suit. 
Germany is so important a factor in overseas trade that this in
fluence in the direction of holding prices down mast be consider
able. Moreover, the payment of these great sums, mainly to the 
United States and France, very considerably aggravates the 
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problem of the debtor countries referred to in Chapter II of Part II 
of the Committee's Report, renders the German situation dangerous 
to the whole international credit structure, and accentuates the 
tendency of gold to flow to the United States and France which is 
particularly undesirable at a time when neither of them are lending 
their surplus back to the world. If it were possible to wipe out the 
Reparations and Inter-Allied debt payments, by far the greatest 
single step would, in my opinion, have been taken towards the 
recovery of world prosperity. Indeed until some fresh settlement 
of this problem, rendered necessary by the great fall in prices, is 
made, I do not believe that we can expect any recovery. 

R. H. BRAND. 

ADDENDUM III. 

Introduction. 

1. I desire in this note to express my views upon the present 
situation and upon the various proposals which have been put 
forward as cures, or at least as palliatives, for the evils complained 
of; further, to present some observations upon certain of the 
problems which fall directly within the Terms of Heference and 
have already been touched upon in the Report of the Majority 
of the Committee. 

2. It is common ground that the difficulties with which we are 
contending result from the accentuation of the pre-existent local 
depression of trade and employment through the world depression, 
which, beginning in the second half of 1929, has now lasted for 
nearly two years without showing any marked tendency to come to 
an end. The disequilibrium between prices and costs, which was 
a special characteristic of this country before the world depression, 
has now become a world phenomenon. But the fact that dis
equilibrium has become general means also that the degree of 
disequilibrium in this country has now grown cumulatively greater 
than it was before. 

The Local Situation. 

3. It is obviously impossible for this country, by any special 
action it can take by itself, to cure the world situation; although 
as a country which is one of the two largest creditor nations, with 
a capital market upon which a large part of the world habitually 
relies, with a Central Bank enjoying great international authority 
and prestige, and with a popUlation with a high per capita volume 
of exports and a high per capita consumption of internationally 
traded goods, we are in a position powerfully to influence the course 
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of world events, even if the allowance is made for the special di .. 
-abilities under which we are labouring. Our duty in this con
nection would seem to be a twofold one: to abstain from action 
which, if genera.lised, would result in making the world situation 
as a whole worse than it was before, and to follow policies which, 
whilst benefiting ourselves, will also help to alleviate the world 
situation. Apart from all other considerations, therefore, and 
considering solely the world situation, to embark upon a regime of 
tariffs and to refuse obstinately to face the question of costs are 
both undesirable. For to adopt the first will undoubtedly encourage 
a general tendency to further economic isolation on the part of 
other countries, thus impeding the recovery of world trade; whilst 
to refuse to face the second issue will lay us -open to the charge 
that we are seeking the co-operation of other countries in obtaining 
a rise in the world-level of prices because we have neither the will 
nor the ability to take the steps necessary to bring us into line 
with what is taking place elsewhere. We must be in a position 
to convince other countries that we are not dependent on their 
goodwill to save us from difficulties which, however mistakenly, 
they believe to be largely of our own making, before we shall be in 
a position- to represent to them successfully that co-operation in 
the field of credit is a necessary part of the process of recovery . 

. The mischief will not stop at this point, however. By one means 
or another, the world, as a whole, will climb out of the present 
depression, as it has recovered from previous ones. If recovery 
takes place in the outside world without any definite steps towards 
international co-operation having been achieved, it is certain that 
they will then become impossible for a long time to come; for it 
is not in periods of prosperity that efforts of this kind are likely to 
be inaugurated. And our moral and economic position alike may 
be permanently injured; our moral position by our failure to convert 
the rest of the world to om way of thinking; our economic position 
by our failure to make the adjustments necessary to accommodate 
ourselves to changes in the world as a whole. 

The World Situation. 

4. As far as the world situation at the moment is concerned, two 
solutions are presented for consideration. It is urged on the one 
hand that a concerted effort should be made to raise the level of 
prices; it is urged on the other that the way out of the present 
impasse is to reduce costs. 

It is argued by some of those who support the first solution that 
it is impossible to solve the problem of a depression in any other 
way: for a reduction of costs cannot result in anything else except 
an endless sequence of changes, in the course of which prices first 
fall, to be followed by faIling costs, which in their turn result in 
prices faIling again, requiring a further fall in the level of 008ts and 
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BO 00.. Thus the only result of the process is a cumulative fall of 
price's, which has merely the effect of increasing the burden of in
debtedness and all other fixed charges, and does nothing to revive 
industry and employment. 

It is argued by some of those who Bupport the second solution 
that concerted efforts to raise the level of prices by means of 
additional credit-creation are not in any case likely to be made. 
Secondly, that a. period of falling prices and depressed trade brings 
with it a necessary process of elimination of unsound borrowers 
and undertakings whose disappearance is necessary for a revival of 
sound business and of confidence in borrowers-a process of weeding 
out which' would be delayed if plentiful credit were immediately 
available. But the longer the process is delayed, the greater will 
be the liquidation necessary when, at long last, further credit 
creation proves unavailing to prevent the collapse of unsound in
stitutions. Thirdly, it is argued that the process of credit-creation, 
if successful, involves the danger that revival may take place upon 
a scale and with a rapidity that may make it imperative quickly 
to withdraw this additional quantity of credit.. But in the face 
of violent opposition by the business classes this necessary policy 
of subsequent contraction may prove impossible, and the over
stimulation thus given to the upward phase of the cycle may be 
followed by an even worse collapse than the one to overcome which 
the policy was first attempted. 

5. Neither set of contentions appears to dispose conclusively of 
the policy against which it is directed, and there seems to me to be, 
no necessary inconsistency in the simultaneous application of both 
policies. To demonstrate that if costs are cut there will be a 
revival of trade is not tantamount to a demonstration that, there
fore, the process of revival should be accomplished solely by this 
means. To demonstrate that a process of credit expansion would in 
the end revive business is not the same thing as proving that ex
clusive reliance should be placed on this method of attacking the 
problem. For it may well be that difficulties which would manifest 
themselves if only one method were employed may be absent if 
both are utilised. 

(a) The reluctance to admit that a. reduction of costs will alle
viate the situation resulting from the present universal maladjust
ment between prices and costs, springs from a. confusion Ibetween a. 
reduction of costs and an effective destruction of purchasing power. 
The argument upon which this reluctance is ultimately based can 
be stated as follows. Money costs re:eresent income accruing either 
to wage earners or others taking part in the processes of production, 
and in the form of income; therefore, constitute the purchasing 
power from which flow the receipts accruing to producers. If costs 
are reduced, therefore, it follows that purchasing power is dimin
ished, and the relationship between receipts and costs remains 
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unaffected. At the lower level of costs, receipts will still be ill
sufficient to cover costs, just as they were at the higher level of 
both costs and receipts. 

(b,) But the fact is that a. reduction of costs is not necesssrily 
tantamount to a. proportionate reduction in aggregate receipts, 
because, so long as the costs remain above prices, unemployment 
ensues. It 'follows, then, in spite of the fact tha~ what is paid out 
in costs reappears later in the form of receipts, that the aggregate 
volume of receipts is less than it would have been if costs had been 
lower and unemployment had been less. 

Again, given the present level of prices and costs, production, 
it is freely admitted on all hands, results in losses to the 
entrepreneur. A redistribution of the present proceeds of industry, 
such that more of the proceeds would accrue to him, and less to 
the other factors of production, would not reduce the existin!1 
volume of purchasing power, but would induce him, by a.dditional 
orders for raw material, plant and labour to expand the volume 
of output and of employment, though it might admittedly, so 
long as the aggregate volume of employment ha.d not been appreci
a.bly affected, change the nature of demand somewhat through 
changes in tlie distribution of the proceeds of industry. But the 
mere fact that unemployment was falling would restore to the 
industries producing consumption goods pan of tlie demand which 
they might have temporarily lost. It would not be true to argue 
that such an iIIllPulse to the expansion of production would be held 
up by the impossibility, at the new level of costs, of finding the 
volume of purchasing power, in terms of money, necessary to 
sustain it. For if prices and costs are in adjustment, the de 
facto volume of purchasing power available must always be suffi
cient. But it is not difficult to see further that once given the 
emergence of !profits to the average entrepreneur, a. series of reper
cussions in the field of credit-creation are likely to take place which 
will remove the danger (if any) that the expansion of production 
and employment will be checked by insufficiency of purchasing 
power. For entrepreneurs are more willing to borrow, and bankers 
more willing to lend, in a. period when profits are emerging than in 
So period when industry as a. whole is sustaining losses. It may be 
argued, therefore, that the adjustment of costs to prices is the 
necessary preliminary to the inception of monetary processes which 
will initiate an upward movement of prices, and thus assist such 
adjustment in those portions of the field of production where j~ 
has not already taken place. 

(c) The view that an adjustment by means of a fall of costs, 
rather than by means of a. rise of prices, is objectionable, not be
cause it fails to achieve its object but because it would increase the 
burden of debt charges, requires separate cOnsideration. U prices 
remain permanently at a lower level, the purchasing power of 
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debts will increase considerably; as they will equally increase if the 
reduction of costs takes the form of increasing efficiency. But if 
the adjustment of prices and costs results in increasing employment 
and output, the real burden represented by debt charges upon out
pu. as a. whole ma.y still be a. smaller one than it would have been 
if the adjustment had not been made. For, if the adjustment 
had not been made, the debt charges would have had to be met 
out of a smaller dividend. Moreover, as has just been argued, it 
by no means follows, once prices and costs have been brou!1ht 
more closely into line than is now the case, that a low level'" of 
prices will be tpermanently imposed upon producers. Purchasing 
power has not been destroyed but only redistributed; and a revival 
of activity will, partly in virtue of tile banking repercussions 
associated with it, partly in virtue of the direct effects produced 
by increased trade, help to raise the price level. There is, therefore, 
no reason to suppose that an adjustment of costs to prices must 
involve a. level of prices permanently as low as that now existing: 
nor that, even if it did, considerations relating to the 'burden of 
indebtedness would b. a final reason for refusing to make the
adjustment, if no other solution were possible. 

(d) On the other hand, it is impossible to deny that the process 
of adjusting costs to prices is one which necessarily involves much 
hardship, and individual inequality and difficulty, and raises such 
far-reaching issues of social stability, that, if it could be avoided, 
even if only in part, by cheap money and credit expansion, very 
weighty allgUIIlents would have to be advanced to justify inaction 
on the part of the banking authorities. The argument that it may 
later be necessa.ry to retrace the steps taken and to deflate credit. 
in order to a.void over-expansion at that stage, cannot be con
sidered a. sufficient reason against present action. For, in aU 
probability, the process of recovery from a depression so severe 
as the present one will be slow, and ample statistical and other 
material is available for the guidance of the monetary authorities,. 
nor will the technical forms, which any repressive measures (which 
may indeed subsequently prove necessary) would have to take. 
present any unusual features. In these circumstances the case 
against present action, on these grounds alone, cannot be con
sidered conclusive, though I would agree that the dangers appre
hended are by no means entirely imaginary. Nor, in my opinion. 
can the argument that some liquidation of weak positions is a 
necessary part of the process of recovery be pressed too far. For, 
as the depression continues, the circle of weak borrowers becomes 
wider and wider; for the losses sustained as a consequence of the 
depression gradually undermine the position even of those who 
were originally entirely creditworthy. To assert so much is by no 
means to deny the truth tha.t in the upward phases of every cyclical 
movement of trade some branches of production and some sources 
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of supply become over-developed, and that additional credit crea
tion ca.nn<>' overcome ilie difficultiea associated with the position 
of such industries and areas.. All iliat is oon~nded for here is that 
efforts to prevent the general situation from deteriorating \00 
markedly should not; be withheld because such ef[orta will be 
unable to solve the special difficulties associated wiili particul&r 
cases. To &Hemp' to prevent prices from falling further is not 
.. inflation" but an efIon at stabilisation. 

6. Thus ilie shon-run problem must be attacked, in my judg
ment, both from ilie side of 006t-reduction and of credit policy. 
The important issue from the standpoint of this country is the 
price level which will ultimately emerge as ilie result of ilie 
policies actually pOl'Bued. n would be unwise to calcul&te upon 
a price level being reached, even if recovery takes place now, which 
would restore ilie precise relationship which existed, before the 
events of 1929, between ilie level of British money incomes and 
prices and those of ilie outside world. Even iliis relationehip wu 
an unsatisfactory one. From ilie standpoint of this country, ilien, 
a still lower level of outside cost.s and prices would mea.n an inten
sification of our problems, and this makes ilie task of suggesting 
remedies still more difficult than it would in any case be. 

The Economic Position 0/ Great Britain. 
7. n is impossible to judge between the merits of the various 

alterna.tives which lie before this country witbout BOme previous 
consideration of its economic position. II all the available evidence 
pointed unambiguously in a single direction, choice between alter
natives might be easier. Bo&, unfortunately the position is not 80 

simple; the evidence available allows no such WlIIliBtakeable in
ferences to be drawn. 

(i) n would be an error to assume that there haa not been a 
substantial increase in productivity during ilie last decade and 
unjustifiable to argue iliat the general economic position is one of 
unrelieved gloom. On the oontnry, unnecessary apprehensions on 
iliese grounds are entertained both at home and abroad, and the 
widespread impresoion to the contrary which baa been allowed to 
prevail has itself been a factor of some importance in aggravating 
ilie undoubted difficulties of receni years. n appears from the 
evidence submitted to us that the index of output per head rose 
between 192! and the first quarter of 1930 by as much as 13 per 
cent. (manufacture and mining combined) whilit &g.,aregate output 
rose during the same period by nearly 10 per cent., and in manu
facturing industry alone by 13 per cent. General considerations, 
moreover, warrant the assumption that considerable improvements 
in productivity must have taken place. For, though a large pari 
of the explanation lie3 in the change in our fnour of the terms 
of trade. owing to the extraordinary faD in the prices of food and 
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raw materials and the reduction in the net volume of our foreign 
investment, the paradox of a rising standard of life coinciding 
with unemployment both for capital and labour upon a considerable 
scale throughout the last decade would otherwise be inexplicable. 

(ii) In spite of the known difficulties in transferring labour from 
one occupation to another, it is well-known that transfer on a con
siderable scale has in fact taken place, with the result that the pro
portion in different industries has shifted markedly. Moreover, 
whilst between June, 1924, and August, 1930, the numbers of 
unemployed in all insured industries rose from 1,085,000 to 
2,119,000, the numbers seeking employment rose from 10,430,000 
to 12,094,000. The numbers actually in employment at the later 
date were thus 600,000 in excess of those employed at the earlier 
date, in spite of a doubling of the volume of unemployment. 

(iii) Though the volume of our export trade iIi. 1929 was still 
below what it had been in 1913, nevertheless it io not the case that 
particular branches of British export industry have shown no 
elasticity. The contrary impression which has grown up is due to 
the fact that in 1913 .so large a proportion of our total exports of 
manufactured articles were concentrated in just ;those groups of com
modities which have suffered severely since, so th3lt, if a weighted 
average of all exports is taken, the total still falls considerably 
below that of 1913. But this conceals the important fact that, in 
other directions, the volume of British exports in 1929 was above 
that of the last pre-war year. Thus it appears from the calculations 
of Professor G. W. Daniels- that, taking the volume of trade in 
British exports (articles wholly or mainly manufactured) as 100 
in 1913, the volume in 1929 was only 86.1. But out of the twenty 
groups comprised within this rubric, twelve showed an increase 
over 1913, eight showing a. decline: the latter apart from the 
Miscellaneous Class including Cutlery, Machinery, Manufactures 
of Wood and Timber, Cotton and Woollen and Silk Yarns and 
Manufactures and Appa.rel: whilst other grOUP!! (including even 
Iron and Steel and Manufactures thereof) had either maintained 
their position or in some cases had substantially improved it. 

(iv) Nevertheless, there are other aspects of the situation which 
are not so encouraging, and which require to be taken into con
sideration before final judgment can be passed. 

(a) The fact that the terms of trade have shifted in favour of 
this country has meant that we have been able to buy our imports 
of food and raw materials on cheaper terms, i.e., to obtain the same 
or a larger volume of such goods at less expense to ourselves in 
terms of the volume of exports. This necessarily reacts on the 
volume of employment in the exporting industries, other things 
being equal. But what is true of this country vis-a-vis of countries 

* Recent Changes in the Overseas Trade of the United Kingdom. 
Manchester Statistical Society. November 1930, Table VII, ~. 17. 
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producing foodstufIs and raw materials, is equally true of all other 
industrial nations and does not therefore serve fully to explain why 
the rate of growth in our export. should have fallen behind those 
of our leading competitors. The recent investigations of Mr. 
Loveday have shown tha~ some of the conventional explanations, 
particularly the handicap imposed by an appreciating currency, 
fail to account for this phenomenon, since other countries which 
have undergone the same monetary experiences have expanded 
their trade more rapidly than we have.-

Moreover, if it is .argued that our older, staple export industries 
have suffered from the effects of changes in demand which lower 
prices for our exports could not have prevented, it must be borne 
in mind that this is only part of the truth. For competition be
tween articles is, partly at any rate, a matter of price, and lower 
prices might have prevented, e.g., part of the substitution which 
has been going on between different fuels. Moreover, part of our 
export markets have been lost to new competitors producing the 
same article, e.g., cotton goods, and in this case, at least, it is 
clear that comparative prices must have played a considerable raJe. 

(b) Again, even before the world-depression began, the volume of 
unemployment was in the neighbourhood of one million. It is 
known that. this figure does not represent an unchanging army of 
individuals crystallized out of the main body of wage-earners and 
unable to find work, but largely represents a body of persons 
sometimes in employment and sometimes out of employment. 
Moreover, absence of adequate training or of natura.l aptitude, 
housing difficulties and the like' causes of immobility between em
ployments (including the psychological and other elIects of un
employment insurance) make it impossible to argue simply from the 
fact of unemployment to the fact that existing leve-Is of wage-costs 
are necessarily too high to ena.ble the expanding trades to absorb 
the whole of the labour available at the existing level of selling 
prices. But, since it is probable that with lower wage-costs a lower 
level of prices could have been established, and therefore a lower 
level of demand could have been tapped, there is reason to suppose 
tha.t part of the failure to absorb unemployed labour must be con
nected with the level of British costs. How much of the continuing 
volume of unemployment can be explained on this ground alone it 
would be difficult 1i9- say, but in my opinion it is a considerable part 
of the whole. For a rigid level of Costs not only fixes the margin 
of profitable exploitation of existing industries at a point dilIerent 
(and higher) th60n it would have been if costs had been lower, but 
also inhibits new industries from establishing themselves at all. 

Ce) Lastly, there is the undoubted fact that throughout the 
greater part of the period which has elapsed since the return to 
the gold standard the Central Bank has found the task of main-

* A.I,oveday. Britain and World Trade: especially pp. 152-171. 
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taining the interna.tiona.l parity of the pound sterling 8. difficult one. 
The difficulties with which the Bank of England has been con
tending can be easily enough explained, if the fact is accepted that, 
at the time when the gold standard was restorea, the then level of 
sterling prices, costs and money-incomes was inappropriate to the 
parity chosen, and that, in the absence of a rise in world prices 
sufficient to diminish the disparity between world costs and British 
costs, the only alternatives open were to reduce British costs suffi
ciently, or to pursue a monetary policy which would offset the 
tendency to increasing imports s.nd diminishing exports resulting 
from an unadjusted cost position. There is thus no difficulty in 
understanding the course of monetary policy in recent years. The 
easiest method of adjusting the money market position which 
arose from inelastic exports and rising imports, combined with the 
desire to invest abroad, was to maintain a level of money rates 
which would allow of the use of foreign balances as an equilibrating 
item. 

It is true that thp. problem thus presented to the Bank of England 
was eased by the gradual improvement in the volume of British 
exports before the world depression began, and has been eased since 
by the fall in the world prices of food and raw material imports. 
Moreover the figures cited in paragraph 260 of the Report warrant 
the assumption that there has not been, in recent years, a pro
gressive increase in our reliance on the method of equilibrating 
the Balance of Payments by taking up foreign ba.lances, but rather 
the contrary. Nevertheles8, the Bank is still faced with the task 
of preventing ,too rapid an outflow of the volume of foreign balances 
now held here: the level of money rates is still managed with 
this end in view, and the assumption that our monetary pos~tion 
would be more comfortable if the level of our costs permitted a. 
greater elasticity in our export trade is not invalidated Iby showing 
that, so far as our short debt position is concerned, the dangers 
and difficulties of the position have been somewhat exaggerated in 
the past, and that, over a course of years, improvement had 
been taking place. But in so far as optimism is warranted on this 
ground, and if the fuller information now available suggests that 
the precariousness of the position of the Balance of Payments has 
been exaggerated, one is entitled also to draw the inference that 
some of the emergency measures which have been put forward as 
means towards improving the Balance of Payments are perhaps not 
as urgent as they appear to some of my colleagues. 

8. The attitude tabe adopted towards measures for overcoming 
the presend; difficulties must to a large extent turn on the 
assumptions to be made regarding the future developments of the 
economic position of thIS country. If the view is ,taken that factors 
intrinsic to this country make continued participation in world 
developments on the old scale impossible to us, or if, alterna;tely, 
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the opinion is entertained that the trend of world events is in any 
case such as to require a fundamental change iu the clireotion of 
our productive efforts, more drastic modification of our economic 
institutions may be required than would otherwise be the case. 

It is centainly one of the consequences of the increasing command 
over resources that all over the world the demand for direct services 
and for luxury goods is expanding more rapidly than the demand for 
the older staple prOducts: a change which is indicated by the 
growth in all countries of the distributive trades, the amuse
ment-industries, and so on. From the standpoint of the older ex
porting nations, such developments of demand involve both losses 
and gains. In so far as they can no longer rely upon the same 
proportion of ,the population finding employment in the traditional 
manner it implies immediate loss: in so far as these changes 
in demand imply alternative methods of employing popula.tion 
within their own frontiers the loss is balanced by gain: for the 
growth of these industries everywhere implies that, provided the 
transfer problem can be solved, there is no reason to suppose that 
a failure of foreign trade to expand in the old directions means a 
permanent loss of well-being. Moreover, a failure of demand to 
expand does not necessarily, in the case of the older industries, 
mean that the absolute scale of the industries concerned must 
contract. All that it means is th8lt they will ho longer expand at 
the old rate. Provided that there are not at work specially 
deterrent local influences, the shift in demand does not mean a 
present loss of employment, but only that, in the normal course of 
development, other industries and employments will gradually 
assume greater importance. And, as regards the newer industries 
producing lUXUry goods, the development of an export trade in 
these is stimulated by the very causes which explain the relative 
stagnllltion of the older staple trades, i.e., the emergence of new 
kinds of demands. 

9. Turning now to the case of Great Britain, the following con
clusions appear to be warranted :-

(a) The material prosperity of a country does not depend 
directly upon whether it is engaged upon manufacturing for 
export (thus obtaining indirectly the goods it requires for its 
own consumption) or whether it meets its own beeds for goods 
by direct local production,but upon the productivity of its capital 
and labour. Thus a decline in foreign trade is consistent with 
increased prosperity, provided that increased efficiency means 
the replacement of foreign by home-produced goods at falling 
costs, and provided that demand shifts towards sources of 
satisfying wants which cannot be supplied from abroad (e.g. 
services). 

(b) On the other hand, so long as world population and 
trade continue to expand, there is no reason to suppose that 
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this country cannot continue as a great exporting nation, 
furnishing either staple products or new products, so long as 
our costs are upon a. competitive level. 

(c) Even if there are changes in the world situation dis
advantageous on bala.nce to us (and some unfavourable 
phenomena are certainly present) one-third of our workers in 
manufacturing industry are still engaged in working for ex
port. Any emergency measures which may be adopted for the 
purpose of reducing this proportion cannot possibly appreciably 
diminish the magnitude of the population so engaged in the 
short-run, whilst they might ha.ve serious repercussions upon 
that part of our foreign trade which under any circumstances 
we would require to maintain. And the indirect benefits which 
might be expected to follow from such measures, i.e., the 
stimulation of demand for products of many different kinds due 
to increased employment and production, would equally follow 
if the mass of unemployment in the export trades were reduced, 
e.g., by a reduction of costs. 

10. The nature of the problem which we have to solve is often 
misunderstood. It is not merely a question of providing alternative 
sources of employment at any standard of life : any amount of em
ployment of a sort could be found by the simple expedient of cutting 
off all foreign trade. The problem is to find alternative sources of 
employment yielding (without adventitious assistance through sub
sidies or other transfer-expenditure) at least as high a standard of 
life to the mass of the population as was yielded by the old sources 
of employment. Whatever may be the case in the long run, I do 
not myself believe that this problem can be solved without the 
assistance of vigorous and flourishing export industries: or of 
industries capable, by their efficiency, of replacing goods at present 
imported by new domestic production. 

Suggested Remedies. 

11. It is, I think, common ground that a failure of world prices 
to rise above the very low level which they have now attained
still more, a further fall-would, in any event, create a situation 
of great gravity for this country, both as regards the question of 
adaptation to the new level of costs elsewhere, and also as regards 
the continuance of the stream of income from abroao, representing 
interest and sinking fund payments on its past investments. Some
thing in the nature of the National Treaty advocated by Mr. Keynes 
and those of my colleagues who have signed Addendum I might 
then become almost inevitable, and the sacrifices of money-income 
called for from producers of all classes might have to be compen
sated by additional taxation on rentier and contractual incomes (or 
alternatively by revalorisation agreements on the lines of those 
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which have sometimes been adopted after a period of currency 
instability, .so as to bring debts more into consonance with the 
altered value of money). There is no need to emphasise the 
great difficulties which would attend measures of this kind, but 
their immediate adoption is not in question. Some recovery of 
world prices is to be expected, a.nd in so far as prices do recover, 
the margin of cost disadvantage to be overcome will correspond
ingly diminish. If it is admitted, on the one hand, that there 
might have to be an adjustment of the scale of money-incomes of 
so abnormal a kind as to require a special procedure, and if it is 
admitted, on the other hand, that some adjustments of incomes are 
"normal " in the sense of arising inevitably out of the changing 
conditions and circumstances of economic life, and therefore re
quire no special justification, one is left with an intermediate 
region of adjustment, greater than the normal, less than the 
absolutely abnormal, which does require separate discussion. But 
until we have seen at what level of prices world recovery will 
take place, this intermediate region is necessarily indeterminate in 
magnitude. The alternatives before us are simple. We may 
attempt to adjust costs: or we may attempt by special devices to 
interpose a cushion between ourselves and the outside world, in 
the hope that thereby we may avoid, in part or in whole, the 
adjustments which might otherwise seem inevitable. Three other 
alterna.tives are also open to us : to do nothing at all, but deliber
ately await events, hoping that a favourable further tum of the 
tide may float us away from the dangerous rocks towards which 
we are drifting: alternatively by some nationsl action (if that be 
possible) to change the whole direction of our productive effort. 
Lastly, we may devaluate or abandon the gold standard. 

12. If we do nothing at all but wait upon events we must face 
the danger, though not the certainty, of a cumulative loss of export 
markets, of growing lack of confidence in the economic strength of 
Great Britain as a consequence of continued large-scale unemploy
ment, heavy fiscal burdens, and of what would be read by the world 
as our evident and acknowledged inability to overcome the rigidities 
and inelasticities of our economic and social system. We would 
not, in any case, have to face any sudden catastrophe, for 80 lung 
as our foreign balances are not swept away by a sudden panic, 
the excess of our visible imports over our visible exports can be 
compensated by a gradual decline in the volume of our new 
foreign investments: a decline which would became inevita.ble if 
increased taxation reduced the margin of new saving through 
inability on our part to expand the national income. All that 
would happen would be that our economic strength would gradu
ally diminish, and with the diminishing of that strength would go. 
the hope of a progressive improvement of the standard of life of 
the population as a whole. What has just been said assumes no. 
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improvement in the world price-level, and adjustment to that price
level by all countries other than ourselves: a. process which in any 
event involves the danger that our sterling assets in the shape of 
foreign loans will have i\uffered a substantial diminution in conse
quence of voluntary or involuntary default. For my own part, I do 
not believe it possible to sit still with folded arms waiting for 
something favourable to turn up. 

13. There is no reason to reargue here the case against a tamper
ing with the standard of value. Independent and premeditated 
action on these lines would represent such a violent breach of 
national faith, and give such a blow to confidence that ita ultimate 
consequences can hardly be foreseen. That they would be of the 
gravest and most unfavourable kind, at any rate to a nation 
situated as we are, can hardly admit of doubt. 

14. National action to change the direction of our productive 
effort would have to take the form of a large scale development of 
Public Works, planned in advance to absorb a large proportion of 
the national labour-force for perhaps a whole generation. As a. 
contribution to our immediate difficulties such a pian suffers 
from the most obvious defects. So long as capital equipment and 
labour-power are out of employment, and current savings are 
hoarded Ibecause of lack of confidence, it is, of course, true that 
national works are not impossible because they cannot be financed 
except at the expense of withdrawing resources from other possible 
avenues of employment. But the most urgent problem which we 
have to face concerns the export industries, and it is not easy to 
S66 how plans of.. national development would much assist these 
industries in the short run. Development works of any kind will 
(i) absorb unemployed labour of some kind, (ii) give assistance to 
the constructional trades supplying material and equipment, (iii) 
indirectly stimulate demand for other labour through increasing 
the purchasing power of workers .and employers engaged in the 
constructional trades and of the workers directly employed in the 
development work itself. But the indirect demand unda heading 
(iii) will not necessarily be confined to home products, so that, to 
the extent that imports.of fooastuffs and raw ma.terials increase, no 
direct stimulus to home demand will result under this head. How 
much assistance will then be a.fforded to the capita.l &nd labour in 
the export industries must thus be very conjectural, depending upon 
(a) the rapidity with which plans can be developed., (b) the a.mount 
of work which can be set in hand within a given period of time, 
(c) the nature of the work undertaken, {d) the demand generated 
directly, and the proportionate distribution of this demand between 
home and foreign products, (e) the direct proportion of the demand 
accruing to industries formerly engaged in making for export, 
(f) the transferability of la.bour and capital to take advantage of 
improvements in demand for goods other than those which th!2'Y 
formerly helped to make. As 81 short-nm contribution to the 



problem, I cannot believe that the policy of Public Worb hils 
much to offer to the export indu&triu, in which, after all, the bulk 
of our unemployment is ooncentrated. As .. long-run oontnbution 
to our economic problems, it raises other issues, both fiscal ~d 
economic, which fall outside the scope, however interpreted, of 
the present inquiry. 

Tlu Problem 0/ th, Tariff. 

15. It has, however, been suggested that .. remedy lies within 
our grasp, which can be applied in the short-run, and from which, 
at any rate in one of its forms, much can be expected. It has been 
suggested that the imposition of .. Customs duty (of Bay 10 per 
cent.) upon all imports, accompanied by .. subsidy upon all exporte 
(also of 10 per cent.) would (a) improve our balance of trade, (b) 
reduce the real burden of aU the sterling costs of British industry. 
including fixed chalges, (c) increase revenue, less, of oourse, 
the cost of subsidies. It would be equivalent in ita effects upon 
home-income to .. devaluation of 10 per cent. in the standard of 
value, without raising any of the difficulties attendant upon .. 
direct attempt at devaluation. Even if such .. tariJf policy proved 
impracticable, import duties oould still be imposed, accompanied by 
aids to the export industries, similar in effect to, thougb no& 
identical with, a direct subsidy. It has even been suggested that 
such a tariff, in the light of our present situation, is the ideal 
method of securing the optimum distribution of our national 
resources. 

This last point, though of DO great practical importance, would, 
if it were true, be of great scientific interest. I believe it to be 
invalid. A flat rate of import duty accompanied by .. flat rate of 
subsidy on the f.o.b. value of exports would indeed make conditions 
even as between the export industries and industries using 
home-produced materials and domestic labour, and selling in the 
home-market. But it would not make oonditiona even as between 
the production of either of these classes of goods and the pro
duction of good& intended for home consumption out of imported 
raw materials: nor would it make oonditiona even between the 
first two classes of goods and the rendering of services, in 80 far as 
those who render services would have to pay more than before for 
raw materials and equipment without receiving .. subsidy. (Are, 
e.g .• ships built of foreign steel but owned by English firms on the 
British re¢ster to receive a subsidy or not 1) But this point is of 
quite subsidiary importance as compared to the other issues raised. 

16. It is only as a possible solution of the monetary difficulties 
at'sociated with the present emergency that I am concerned with 
this, or indeed any alternative, proposal involving the imposition 
()f duties upon imports. As a suggested method of overcoming 
disequilibria associated with monetary difficulties the tariff suffers. 
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indeed, from the fact that it is unable to remove the fundamental 
defect which is complained of, so that, unless it is constantly 
being adjusted to meet changes in the situation, its use as a 
monet'ary instrument is liable to create new difficulties of its 
own. Moreover, a review of history -does not warrant giving the 
tariff a very high place as a method of relief from monetary distress. 
But neither a priori considerations nor historical example con
stitute, in our present circumtances, a sufficient answer to the case 
put forward by some of my colleagues. 

I demur, in the first place, to the definition of this expedient 
as an emergency measure; one which can be dropped without 
difficulty when the circumstances which called it into existence 
have passed away. For such a tariff would tend to perpetuate 
those disparities between British and foreign costs to the existence 
of which it would, ex hypothesi, owe its existence. So long as 
these disparities lasted, retention of the tariff could and would 
be urged as a method of defence, but so long as it was hoped 
tliat the tariff would remain, there would be no need to make 
the efforts necessary to· overcome the disparities involved. It 
might, perhaps, be said that some recovery of world prices is to be 
expected and that, in so far as foreign money-costs rose, tlie 
fact would become so patent that a widespread agitation directed 
to the removal of the duties would follow. But if a rise in world 
prices is to be seriously hoped for, within a measurable period 
cf time, this very fact would be a decisive reason for avoiding 
(unless other grounds than the nature of the present emergency 
can be invoked) any measures which, once imposed, would involve, 
in the virtue of their very nature, their permanent retention. If 
a revival of world prices is not to be hoped for, the tariff ceases 
to be an emergency measure and would become an integral part 
of the fiscal and economic system of the country: the more cer
tainly, the longer the period of time involved. ·Moreover, the tariff 
history of other countries shows with what tenacity a tariff is clung 
to, even when, to the eyes of impartial spectators, the industries 
calling it in aid are clearly able to do without its assistance. If 
the tariff does what it is asked to do during the emergency period, 
there will be a natural reluctance to part with so valuable an 
instrument: if it does not, it can be pleaded that failure to 
achieve success was due to the inadequacy of. the tariff protection 
actually afforded. If the tariff is to be adopted at all, it is likely 
to be permanent. 

But if anticipations in this respect are well-founded it appears 
impossible to suppose that Parliament and lPublic opinion will be 
concerned mainly with the monetary (and supposedly temporary) 
aspect of the proposal. Discussion would turn, and turn rightly, 
upon the relative merits of the proposal, as compared with possible 
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alternatives, as a permanent instrument of fiscal policy. What is 
recommended for 8. special and temporary reason would be attacked 
and defended on other and more far-rea.ching grounds altogether. 

17. I question, in the second place, whether a tari1l would 
. not result in a spurious equilibrium likely to cause a new series 
of disequilibria in the course of time. In general, the beneficial 
effects anticipated could only follow if the reduction in real costs 
we~e effective. An attempt to adjust the level of costs, especially 
wage rates, to the effed; of a rise in the cost of living, would at 
once produce new disequilibria. But, apart from its intended 
effect in assisting British industry to replace competitive imports 
by British products (which would assist employment) it is 
claimed for the measure that it would help in reviving business 
confidence and the .• spirit of enterprise ". But in order that 
it should have these effects, it is not enough that it should create 
a temporary mood of optimism, to be dashed later on by the 
failure of the tariff to function as it was intended to do. If, as a 
result of the imposition of tariff duties, a sharp fall in the volume 
of competing imports takes place, and the volume of foreign in
vestment is not adjusted to the change in the position of the 
Balance of Payments, gold would flow in freely, to be utilised 
to serve as the basis of an expansion of credit. 

Thus, if the tariff is at all successful in a.chievin~ its objects, it 
seems reasonable to suppose that it would result 10 a temporary 
boom in home industries, and that, under these circumstances, a 
check would be given to foreign investment, at least for the time 
being. In the early stages of revival, the Central Bank miglit 
find it difficult to offset gold imports by sales of securities, for it 
would then be liable to be attacked for running counter to the 
policy of the Government of the day in restoring .. confidence .. , 
and the anticipated effects upon the volume of credit are, there
fore not only possible, but, under the circumstances, not 
improbable. 

The money-income of Eociety would thereupon expand: especi
ally if diminishing unemployment and rising prices led to a rise of 
money wages. Thereupon, at the new level of money-incomes 
(the tarllI being supposed to remain unchanged) a. new stimulus 
to imports and check to exports is brought into being, a.nd a new 
disequilibrium between domestic and foreign costs is set up: to 
be followed either by the collapse of the boom or the imposition 
of a still higher level of tariffs in order to avoid the threatened 
breakdown of II confidence ". I agree that the question can only 
be answered definitely by a cOIDJ>arison between particular, 
~lternative projects. A sliglit measure of tariff protection would 
necessarily have slight effects. But this would apply to the bene· 
ficial, as well as to less attractive, consequences to be expected 
frow the imposition of import duties. 
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18. Thirdly, I believe that the proposal for a tariff upon all 
imports accompanied by a. subsidy upon all exportll would prove 
hopelessly impracticable, and that the effects of any tariff which 
would be likely to be imposed would differ markedly from those 
which. it may be held. would follow from a flat rate of import 
duty accompanied by a flat rate of subsidy. My belief is not 
based merely upon the circumstance that, if such a flat-rate tariff 
and subsidy were imposed, it would be met by countervailing anti
dumping duties in foreign countries and that, in order to avoid 
the danger of the application of such duties, equivalent advantages 
to the export industries would have to be devised, the subsidy being 
dropped in favour of such alternatives. I flo not think that the 
technique of tariff-making is so little understood by foreign countries 
as to make it at all difficult for them to apply special measures 
against British goods, merely because we would attempt to grant 
our export trades concealed, instead of open, bounties. 

The main object of the proposed tariff is not to collect revenue 
but to counterbalance the disadvantages of the British level of 
costs, as well as to keep out part of the existing imports of goods. 
But I feel that Parliament would not view with any great favour 
a scheme of tariff legislation which, whilst it would involve, in all 
probability, very considerable administrative expenses, would not 
have the advantages of leaving a large additional net revenue in 
the hands of the State. In combination with a wbsidy, which 
would make an additional volume of exports possible, the revenue 
aspect of tfie proposal is hardly worth taking seriously into con
sideration. But this would diminish the practical attractiveness 
of the proposal very much. 

19. The probability then is that the tariff as introduced would 
depart from the postulated sim,plicity of form and purpose ('on
templated. Though this is not the place to discuss at length the 
advantages and disadvantages of Protective Tariffs, it is not stray
ing beyond the limits of the permissible to point out that the more 
complex and elabora.te the tariff, the less can be predicted, in the 
absence of definite knowledge of what the concrete details are, 
of the effects of a tariff upon the position of the export trades. 
In considering the effects of the imposition of a tariff upon exports, 
it is not enough to take account of the direct reactions which 
might be expected to result, but attention must also be paid to the 
indirect reactions. Foreign goods excluded from the British market 
do not simply disappear; they rea.ppear, in the guise of increased 
foreign competition, in neutral markets. The net increase in em
ployment under all heads which will result from the imposition of 
tariffs is therefore likely to be smaller, and the damage to the export 
trades greater, than appears at first sight. The trade of the world as 
a. whole, of COUTSe, is not a fixed magnitude, and it by no means 
follows that in the long run neutral markets will not be in a position 



to absorb both a grnter amount of British goods and of the goods 
of countries directly competing with ourselves. But if this argu
ment is valid, it is also valid to argue that an increase in the imports 
of manufactured articles into this country is not inconsistent with 
an increased demand for domestio products, in the long run, pro
vided the productivity, and therefore the consuming power of the 
country, continues to incre&se. 

Tha Problem 0/ COIU. 

20. The only alternative which has not yet been discussed is a 
reduction of costs. Since cost reduction is inextricably mixed up 
with the question of wage levels, both absolute and relative, and 
with the question of the standard of life of the population, it is 
inevitable tha.t this issue should be one which rouses some uninten
tional, and perhaps as much interested and. calculated, misappre
hension. I propose to set out the issue as succinctlf as possible. 

(a) The problem &rises partly because we may n~ have increased 
our efficiency in the last ten yean as rapidly as some of our com
petitors; partly because we had not, even before the world slump, 
entirely overcome the disadvantages attaching to the choice of ratio 
M which we return~ to the gold standa.rd; partly because world 
prices have fallen heavily since. It is very natural that producers, 
both employers and employed, should resent the imputation that 
the whole of the problem of adjustment is doe to faulta originating 
on tIieir side: that it is entirely • question of deficiency of organis
ing skill, and of productive capacity. But it does not follow that 
additional efforts and sa.criti.ces may not now have to be called for. 

(b) A reduction of costs is not necessarily tant&mount to a reduc
tion in wage-rates, still less of money-incomes. What is required 
is a reduction of cost per unit 0/ output, and 6uch a reduction may 
be quite consistent with rising money-incomes. Thus the worken 
may be right in insisting that a reduction of costs should not take 
place uniquely ~ their expense, through wage-cuta and nothing 
else. Our methods of organisation, salesmanship, the choice of 
leadership, etc. ,are all elements over which Labour has little dired 
executive control, but which are extremely relevant to the problem 
of cost-reduction. Still, if costs are to be cut by improved organisa
tion and technique, it must be borne in mind that the Labour move
ment must contribute its fair share to the solution of the problem. 
Public attention is largely concentrated upon w&ge-issues, but there 
are other elements in the situation as well; insistence upon the 
maintenance of practices and regulations which have the direct 
effect of keeping costs up. If Labour desires to cut costs and refuses 
to allow wages to alter, it must &t least be willing to alter practices 
which increase per unit cost. Ii can hardly be asserted with truth 
that this has always been the case. 
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(0) If it is urged that" finance" must contribute its share to the 
burden of cutting costs, the answer is that through conversions and 
reorganisations the fixed capital involved does have its remuneration 
reduced!, whilst the owner of equities gets nothing, or gets less, 
unless and until profits begin to re-emerge. -

(d) It may be argued that, if the cutting of costs leads to a fall 
of prices, and British goods can again be sold at a competitive 
level, profits will not re-emerge, i.e. purchasing power will be 
destroyed and not re-distributed. But an increase of sales which 
permits of a reduction of overhead costs on the whole of the output 
may still be consistent with the emergence of profits. 

(e) It is argued that not only labour-incomes, but all incomes, 
have benefited, in terms of real purchasing power, from the fall 
in foreign prices relative to our prices. This is true, but if it is 
used as an argument against a possible reduction of wage-rates, it 
is invalid. For the level of money-wages may be too high to permit 
of full reabsorption in other directions. The gain. through the 
alteration of the terms of trade in our favour involve.~ a transfer 
of labour into alternative occupations, and, if it is to be absorbed in 
these occupations, labour may have to accept a lower marginal 
wage, because in those ot}ier occupations, there has not been a 
shift of the terms of trade in favour of the British seller. 

(I) Whatever reduction of wages and salaries ma.y ultimately 
prove to be necessary, it by no means involves an equivalentreduc
tion in the standard of life. A 10 per cent. wage or salary reduc
tion is not equivalent to a reduction of real income of as much as 
10 per cent., even if other costs do not fall. 

(g) If no wage and salary reductions take place and unemploy
ment expands, a point must come when working-class purchasing 
power as a whole will be less, given a certain combination of em
ployment at given wage rates plus unemployment at a certain rate 
of unemployment pay, than it would be if wages and unemploy
ment were both lower. 

(h) There is nothing in the fact of wage or salary reduction 
which implies that wages and salaries can never be raised again: 
or that an immediate wage reduction implies a permanent lower
ing of the standard of life of the bulk of the population. The 
standard of life of the world, and of particular areas, is governed 
in the end by productivity, and there is every reason to suppose 
that, highly organised as the Labour Movement is almost every
where in the modern world, successive increases in productivity 
will be reflected in a rising standard of life, as has indeed been the 
case throughout the modern industrial era. 

(i) The view that a reduction in the price of British exports due 
to wage reductions would be nugatory, because such reductions 
would simply force on equivalent reductions elsewhere, is not in 
a-ecordance with the facts. Such wage reductions as are taking 
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place-some at least on a scale which suggests that not aU the 
organised workers in the country are enbrely beyond being appealed 
to in these mattere-have followed and not preceded reductiona 
elsewhere. Moreover, it is not necessarily the exporl industriea 
themselves which should suffer any reduction of wage rates, but the 
ancillary and sheltered trades whose wage rates and standards have 
been maintained at the e~nse of the standard in industries leas 
able to protect themselves. 

21. There is no reason to suppose that this country has exhausted 
the possibilities of rationalisation, using that word in the largest 
sense: and it may very well be the case that, in order to push on 
as fast with rationalisation schemes as the urgency of the situation 
requires, intervention by the State, both in the way of arming an 
industry with statutory powers and by way of guarantee, may be 
required. But-even in the absenoe of a catastrophic alteration 
of world pricee-such schemes may not prove enough: and IIOme 
alteration in .the scale of wage rates may be necessary. Those who 
do not wish to see wage rates reduced, or who think it impossible 
to do so, in the main urge measures whlch will have tbe same 
economic effect-the imposition of a general tariff. Indeed, unle. 
the tariff does have this effect, it will not be a solution of that 
aspect of the British economic situation which concerns the mem
bers of this Committee. 

22. It is true that a tariff, if succuslul in reducing the ,landa,tI 
of life all round, would hit classes of the community who would 
not only not be affected unfavourably by a reduction of costs, but 
who would gain from such a reduction. 'Ihat wage-earnera should 
dislike wage reductions at a time when it ca.n be plausibly 
argued that the rentier gains is Il() doubt perfectly natural, even 
though the economic depression bas much reduced the '\'alue of 
investments in industry, and even though among the ultimate 
beneficiaries from the rise in real value of the National Debt are 
the working-class members of Trade Unions, Friendly and Build. 
ing Societies, etc., owning blocks of War Loan. But the problem 
confronting us is one which cannot be settled on emotional 
grounds alone. The difficulties in the way of special taxation 
of the rentier are very great. But it D clear that 
any considerable reduction in the money value of 'the 
National Income must invol'\'e increased direct taxation to meet 
debt charges, unless a successful larg&-scale conversion operation 
can be undertaken in the near future. Such increased taxation 
(the basic rate of Income Tax having already risen in recent yean 
by 121 per cent.) will fall in the main upon rentier aud ("ontrae
tua.l income, and constitutes an offset to any increase in DOn-work. 
ing~laSB well-being due to reduction of prices and costs, wruch would 
not, if money wages feU. accrne to those dependent upon income. 
from labour. 
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23. In the course of the last decade we have become, as a nation; 
highly sensitive to considerations of equity as between class and 
class. At the same time, partly in consequence of our desire to 
translate our ideas of equity into pr!K!tice, our economic and social 
structure has become less fluid and less amenable to change. To 
sacrifice elasticity to equity is tolerable so long as, in the outside 
world, changes are not proceeding at so rapid a pace as to make 
adaptation on our part, even if only with a time-lag, ultimately 
impossible. It may be that we are now faced by a turning point 
in the liistory of the world price level, to which, in the end, the 
level of costs in the outside world will adapt itself. If this diag
nosis of the situation proves to be correct, it would be out of the 
question for us to maintain a. level of costs out of all proportion 
to costs elsewhere. It may, on the contrary, prove to be the case 
that the world is now in the trough of an unusually deep depression, 
recovery from which will bring with it a renewed rise of prices. It 
is too early yet to say definitely which of these things will happen: . 
but it is clear that a world rise of prices would greatly mitigate 
the severity of the task which would otherwise confront us. So 
long as the present degree of uncertainty as to the future level of 
prices prevails, to defer action, in order to take thought, is perhaps 
legitimate. But to defer action simply lie cause we are as a. nation 
afraid of acting at all would be a confession of moral weakness, 
neither creditable to the traditions nor beneficial to the economic 
future of the country. 

'1. E. GREGORY. 

ADDENDUM IV. 
1. As the result of the construction which has been pl!K!ed upon 

the terms of reference the question of how Industry could be re
organised, reconditioned and financed has not been touched upon in 
the Report. In consequence the evidence which has been received 
on behalf of Industry has been singularl)" deficient in constructive 
proposals which might suffice to place Industry once more on a 
sound financial a.nd competitive basis, and this deficiency is 
observable particularly with reference to those bra.nches of Industry 
which rely to a large extent on their export trade. It was reiterated 
by most witnesses representing industry tha.t costs of production 
were much too high, that reductions could be brought about, and 
that the trade of the country could be retained if not regained (i) by 
an increase in the efficiency of both employers and employed, 
(ll) by an all-round reduction in salaries and wages, (iii) by the 
setting up of a general system of tariffs. But no evidence was 
received as to the effect which all or any of these vital proposals 
would have either on the cost of living or on the cost of production 
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or on the egport trade. The process of rationalisation is now well 
advanced in certain industries but this process cannot be success
ful without a clear conception of what is being aimed at and how 
it is to be achieved. And if this process is to be continued and 
even accelerated it is of the highest importance to consider how 
it may be affected by the adoption of the proposals (ii) and (iii) and 
what under altered conditions may be the results of the process in 
the transitional stages of re-organisation. It is difficult to see how 
these three proposals or any of them could be accepted or acted 
upon without the most careful investigation. 

2. It undoubtedly is the case that defective methods of distribu
tion and the want of adaptability in some trades have been factors 
contributing to the loss of the expor.t trade no less than high costa 
of production. The need for a concerted pl&n in dealing with each 
trade or certain groups of related trades was never more apparent. 
'If it is by mass production, by careful and systematic investigation 
of our markets, by reaching the consumers and knowing their 
needs that the bulk export trade is to be won back, then all sectiona 
of each particular trade should be linked up so that production 
could be concentrated in the works best equipped for the purpose. 

3. So long as industry delays in adapting its selling and dis
tributive methods to the new circumstances of world trade, so long 
may. we expect to lose ground in the world markets. In these 
circumstances new capital necessary for keeping plant up to date, 
apart altogether from expansions, will be unobtainable, and without 
up to date equipment there is no hope of competing on equal terms 
in overseas markets. And so the vicious circle will continue. 

4. The only hope of the necessary investment on reasonably low 
terms depends in many industries on the assistance of some form 
of State guarantee. But the State in the interest of its own 
financial responsibility, a,nd in the interests of the trade concern~d, 
should make its assistance dependent on rapid re-organisation. 
The guarantee of a. whole trade linked up for a common purpose is 
far more secure than that of particular enterprises whose power 
to repay may be destroyed by the unfair competition of enterprises 
hard pressed for, ready cash in their own locality. 

5. The leaders of the Trades Unions should be brought into 
much more active touch with employers in the process of re
organisation and so increasingly to understand and appreciate the 
difficulties with which employers have to contend and the nrgent 
necessity for greater efficiency. 

6. Greater efficiency, however, is required not only in the work. 
shop but in the office and the board room, and the leaders of the 
Trades Unions ought to be able and ought to be encouraged to 
promote such efficiency by pointing out wha.t they regard as canses 
of friction and loss of energy and to make suggestions for their 
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removal. Employers often overlook the fact that the workers in 
a. trade are as much concerned to promote its prosperity as they 
themselves. 

7. By such co-operation it should be possible to build up a live 
machine which would be able to devote itself to retaining and re
gaining trade instead of dissipating energy in perpetual disputes 
on questions of wages and conditions of work. 

S. While I venture to express my regret that the scope of the 
inquiry was held to exclude an examination of the probable effects 
on finance and industry of proposals to which I have referred, I 
am conscious that this is not the place in which an individual 
member can fittingly attempt such an examination and subject to 
the foregoing comments I am content to sign the Report. 

L~ B. LEE. 

RESERVATION BY SIR T. ALLEN AND MR. BEVIN. 
We join in signing the foregoing Report in the !belief that its 

recommendations tend to alter the direction of our monetary system 
from the basis of a contractionist policy to one of expansion, but 
desire to make the following reservations on certain items. 

With regard to the terms " money costs ", " wage costs ", and 
.. wage rates", which are mentioned in various paragraphs of the 
Report, we may state that the Committee had no opportunity of 
examining any evidence on international wage costs, so that no 
real inference can be drawn as to money costs in the different 
countries, merely from the figures of actual time rates of wages. 

On the other hand, we take the view that insufficient emphasis 
has been given in the recommendations to other money costs, 
particularly the effect of the dead-weight debt. Evidence was given, 
that the effect of this is such that where in 1911 for the National 
Debt internal interest alone industry had to find £16 millions per 
annum, it now has to earn and hand over to the State £277 millions. 
while other fixed charges on industry have increased in like pro
portion. 

At the same .time the State, Public Authorities, and Public 
Utility Bodies have had to incur fresh debt on the construction of 
public work as a consequence of the depression and the failure of 
private enterprise to keep the workers fully employed. Hence it 
will be seen that Management and Labour are called upon to bear a 
burden almost too great for them, especially having regard to the 
falling price level. 
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We disagree with the recommendation in paragraph 202, page 
90:-

.. Nevertheless it would appear as if a most important con
sideration for those in charge of toe public revenue to bear in • 
mind, so long as the future course of prices is uncertain, is the 
avoidance of any form of obligation involving a large addition 
to the contractual obligations of the State." 

We take the view that any such recommendation would render 
impossible any solution or easement of the unemployment situation 
and would hold up such necessary internal work as Housing, Slum 
Clearance, Public Work and other schemes as mentioned in 
Addendum I. 

In fact, private enterprise baving proved totally unable to lift 
the country out of the morass in which it is, there seems no alter
native but for the State to grapple with the problem and for large 
measures of State planning, which must involve further contractual 
obligations, to be adopted. 

We al80 desire to point out that the Committee decided to ex
amine monetary policy only on the basis of the gold standard and, 
therefore, no alternative to the gold standard was examined or 
di~cussed; but we .take the view that, if it is found impossible to 
give effect to the recommendations on international policy (para
graph 251 and Chapter II, Part II), owing to unwillingness on the 
part of the countries concerned to co-operate, a point may be reached 
when this country may be cOmpelled to go off the present form of 
the gold standard, and we take the view that the Treasury and the 
Bank of England should be considering an alternative basis in order 
to minimise disturbance if such a contingency should arise. 

In regard to paragraph 281, we are firmly convinced that the 
great powers which the Bank of England already possesses, and 
which are contemplated should be developed more fully in the 
future, ought no longer to be left in the hands of .. body which is in 
form a private profit-making institution, even though in practice it 
acts as if it were a public body. From the point of view ()f popular 
confidence, which is so great an element in these mattera, we are 
convinced that the Bank of England ought to be transformed into 
a public corporation. While it should remain free from political 
influence, its Governing body should not, even in form, be repre
sentative of private stockholders, nor should its membership be 
drawn very largely from one financial group. We think the 
minimum change required is the appointment of the Governors by 
the Crown, the establishment of an Advisory Council representing 
industry, commerce, etc., and the transformation of the stoci into 
fixed-interest bonds. 

With reference to the recommendations in Part II, Chapter IV 
(paragraph 403), we join in the recommendation for the creation 
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of new machinery for financing industry, but strongly -recommend 
that, instead of being a private institution, it should be a public 
corporation. ' 

THOS. ALLEN. 

ERNEST BEVIN. 

RESERVATION BY MR. LUBBOCK. 
I have signed the Report, with the following reservations :-

(1) With regard to Chapter ill of Part II in particular and 
also to other portions of the Report which relate to the Bank of 
England, I refrain from expressing assent or dissent, because, 
while I have shared in all the Committee's discussions, I have 
felt that it would not be proper for me, as a Director of the 
Bank who has been closely concerned in its policy and adminis
tration, to be a party to any conclusions or recommendations 
affecting the Bank which it may be my duty hereafter to con
sider in my capacity as one of its Directors, and with regard 
to which it may be that my position has disabled me from 
taking an entirely impartial view. 

(2) By the terms of our reference we were limited to the 
consideration of Banking, Finance and Credit, and it is only 
with regard to these questions that the Committee can make 
recommendations: but I do not fully share the hopefulness in
dicated Iby some passages in the Report that some form of 
positive action on the part of those in control of Banking and 
Credit would be effective in relieving 'the present economic de
pression. .. Banking action necessarily follows, not leads, In
dustry" (Clay §25); and while the monetary machine must. 
do what it can to open the way for a revival of our Industries, 
it is in other (non-monetary) directions and by other means. 
that thE' conditions of such a revival must principally be sought. 

CECIL LUBBOCK. 

RESERVATION BY MR. NEWBOLD. 

1. Whilst concurring generally in those chapters which are 
purely descriptive of the existing monetary situation and of the 
features of the post-war world as set out in the Majority Report, 
I do wish most definitely to declare that neither in the evidence 
presented to us nor in the deliberations within the Committee 
has it been proven to my satisfaction that either the difficulties 
peculiar to this country or those experienced by the world at large 
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ca.n be at?"ib~ted in the main to monetary causes. Further, I 
Wlsh to dissoClate myself from the opinions implicit in the argu
ments of my colleagUes that this complex crisis has resulted from 
some inexplicable variation from the normal functioning of what 
they call the economic system. Rather do I regard the implJ88' 
at which has been arriving every country wherein prevails the 
economy of commodity production and ma.rketing as the inevitable 
consequence of the operation of principles whose finally irreconcile
able character has only been made visible when they have become 
not local and exceptional but world-wide in their application. The 
theories which my colleagues have brought to bea.r upon the mass 
of material coming within the purview of this Committee have 
borne at every stage the stamp of their origin within an age and 
an environment wherein it was taken for granted that the whole 
WQrld responded or reacted to the ordered rhythm of the classio 
finance, commerce and industry of this country. Always, the golJ 
standard game has been regarded as only properly to be played 
to the rules accepted in London. Tha.t others should have ad
justed it to what they regarded as the requirements of their agri
culture, industry and commerce has been treated as if it was a 
grievance. The approach to the whole problem has been insular, 
as if the objective to be attained was the restoration in thia country 
of :conditions for everyone as fa.r as possible akin to those of a. 
.nationally exclusive past rather than of an internationally inclu
sive future. At the same time, as could only be expected of those 
who think within the limitations of an economic system wherein 
the prime motive is the making of eo profit, the minds of the majority 
of the Committee have sought always a measure of relief for those 
categories of income rendered most rigid by the necessity of main
taining II the sanctity of contract" by recommendations that, if 
they mean anything at all, mean the drastic reduction of wages 
and sala.ries. This is a measure to which, equally in the nature 
of things and not because of any conscious conspiracy. is turning 
the employing class of every counttI. Failing that co-operation 
between them which, save under the panic impression of the 
superiority of the State-directed competition of the Five Yea.r 
Plan, they find it so distasteful to adopt, thia process of ever reduc
ing the real wages of the working class is something whi~h will 
be continued indefinitely. But now that the debtor countnes are 
being subjected to the same insistell:t deman.ds for a reduction ?f 
their standards of life, e.g., Austraba, Brazd, Germany, etc., 10 

order that the creditors may not suffer, the crisis is in a fair way 
to become chronic. In such an event nothing but obstinacy can 
blind us to the fact that the whole economic and social structure 
of a country such as this, organised over generations with eo view 
to world-wide commerce, is in imminent peril of complete collapse. 
Organised with a view to world-wide commerce this country may 
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be, but for a commerce which was not competitive with others and 
which has in its every participant a prejudice or, at any rate, a. 
predisposition against abandoning his own independence and co
operating otherwise than on paper with his compatriots. Such 
considerations are, I contend, if non-monetary in character, yet 
as essential to the stating of the problem as the numbers and con
ditions of our unemployed population. The mere fact that the 
•. pressure of unemployment in an industry as an instrument for 
persuading men to accept wage reductions is made much less im
portant than it used to be " by reason of the unemployment insur
ance system, as urged by Professor Pigou and that, thereby, the 
edge is taken off the internal operation of the bank rate, doubtless 
determined the majority of the committee to give 80 much atten
tion to these matters. But an alternative item in the special 
problems of Great Britain I suggest, with all due respect to my 
colleagues, is the backwardness of the technique and management 
and salesmanship of industrialists and traders which causes them 
always to seek at the expense Qf others, be it the Bank or the 
wage-workers or the unemployed, the economies which they can
not see how to make in their own expenditure, whether in or out 
of business hours. There is in every class in this country an 
attitude towards individual expenditure which, however appropriate 
to the conditions of a world wherein its industry, its commerce 
and its finance were virtually unchallenged and unchallengeable in 
their self-sufficiency, is now a national danger. Savings urgently 
needed for the replenishment of the capital requirements of indus
try and commerce can be and are dissipated not only by the draw
ing of these into and through the Treasury to be paid out to the 
recipients of what are erroneously called social services to expend 
at their own discretion, but just as much by the direct uneconomic 
outlay of individuals. The right of the latter to do what they like 
with their own is equally anti-social and contrary to the interests 
of the nation if advanced by a workman or a rentier. Resistance 
must be put up relentlessly to the argument, from whatever angle 
offered, that a greater part of the national increment shall be made 
available to or retained by the consumer. Whether the capital 
accumulations are directed into reproductive channels by private 
or public authority is not the direct concern of the economist. That 
is for others to decide, not for the members of this Committee. 

2. The tendency in the world is towards some or other form 
of planned economy. That is determined by three prime con
siderations. The first is, no doubt, a reaction from the altogether 
temporary ecstasy of laissez-faire that prevailed in the interlude 
betweeI;l. the breakdown of a society rooted in agriculture and the 
development of another based on industry. The second results 
from the recognition of an evident necessity Ito adjust the rela
tions, internally as well as externally, of economic entities which 



244 

do not exist any longer in f1acuo as did England in the age of the 
Industrial Revolution. The third springs spontaneously out of the 
requirements of the new technique of power and transport. This 
latter being comparatively recent is still 80 novel to monetary 
theorists and practitioners-always in the nature of things tending 
to be removed as far as possible from realities-as to encounter 
from them a frank denial. But even if it is fantasy to the banker, 
to the engineer it is a fact. 

And in this difference of outlook begins the difficulty of bringing 
into conjunction the banker and the industrialist. For the latter 
has evolved, in the age of the engineer, a complex of commodities 
which, as each has been swung into its place in the scheme of 
production, has lost its original economic character and become 
a value only under a certain set of circumstances. It has become 
so static as to have forfeited almost every quality of the commodity. 
It has ceased to be negotiable. Lt can no longer enter into 
exchange. Such being the case, the banker must regard it with 
extreme suspicion. For he has gone in exactly the opposite direc
tion, evolving an ever more abstract equivalen.t of the commodities 
of commerce so that, even more than the merchant, he must 
endeavour to maintain his medium negotiable under all conceivable 
conditions. 

3. The bankers' bank, which is the Bank of England, has there
fore a duty to do that renders it fUilctionally antipathetic to the 
immediate requirements of industry. Apart fro!D its management 
of the National Debt, its receipt of monies of tlie Government and 
its issue of the currency-which latter services as is shown else
where mingle with its banking transactions-the Bank of England 
has as its particular role the rendering of a series of services not 
to industry but to commerce. 

Its long-term investments mus.t have the negotiability of asset. 
guaranteed by Parliament or public authority or public corporation 
of unimpeachable solvency. Its .short-term investments must have 
equally ;the exchange value attached to the most impeccable com· 
mercial paper. 

Historically, the Bank guards the subject against the fraudulent 
default of the Crown in its engagements to restore borrowed monies 
intact. So, also it has not ceased for centuries to safeguard him 
against that abuse. to which is prone all sovereign power-the 
debasement of the currency. 

This latter is the invariable expedient of the spendthrift. From 
it result most of the evils of this present day in 80 far as these 
are attributable to monetary C30JseS and which must ensue from 
either such a condition as prevailed during and immediately after 
the War in all belligerent countries or as recently existed in the 
United States. 
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4. It is in my judgment inherent in certain of the proposals made 
in the Majority Report. Subject to the unceasing criticisms of its 
credit policy when no longer acting in accordance with parliament
ary, statute, it will be very difficult for the Bank of England con
tinuously to resist the pernicious counsels of inflation. The aban
donment of the gold standard being recognised as something which, 
direotly demanded, would be rejected outright, the eventual attain
ment of this objective is 8Ought, like certain other oblique attacks 
on the wages of the workers, to be obtained by these indirect 
means. If reductions in Ithe wages of the workers are unavoid
able, then we will have them made in honest money. At least, we 
wish to know where we are and not to be made the victims of 
that supreme confidence trick, a price index to be compiled and 
corrected according to the conflicting estimates of a committee of 
economists whose minds would invariably be in a state of unstable 
equilibrium. The bias which is as visible as it is unwitting in the 
whole method of approach of the theoretical supporters of the 
existing economy, makes it impossible for the workers or their 
representatives to trust their rates of remuneration to a method of 
adjustment that is so subjeCltive. That fact, taken together with 
the inadequacy of economic science, makes it essential that the 
measure of value shall continue to be as nearly as possible auto
matic. This automrutic character indispensable in the measure of 
value is attained most completely by gold. To this latter material 
belongs the peculiar quality of attracting and retaining over very 
long periods of time a socially necessary quantum of labour sub
stantially invariable. This quality formerly possessed in consider
able degree by a second metal, viz., silver, has been forfeited by 
it during more recent years with Ithe result that it has become 
desirable to take formal cognisance of an actual change and all 
the world over to arrange for its de-monetization. 

S. The changed conditions of metalliferous mining which have 
resulted in the enormous increase in the output of silver, since 
it is brought to the surface in the same complex ores as the zinc 
and lead in such immense demand as base metals of modern 
industry, have made this step, 80 disastrous for the owners of 
hoards of that metal in China. and India, eventually unavoidable. 
But, in view of the known fact that 80 great a superstition attaches 
itself to the subject of the monetary mediar-whether metal or 
paper-as often to assume nothing less than the grossest form of 
fetishism even in countries of high economic and cultural develop
ment, it is open to question whether the decision to implement 
the demonetisation of silver was made with the necessary caution 
and tact. The same disregard of the interests and beliefs of others 
than the monied magnates which marked the return to the gold 
standard in Europe has characterised its adoption in Asia. So, 
in both continents ha.ve the final arbiters of economic and, con
sequently, of political power aggravated the unrest already result-
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ing from industrial and agrarian revolutions of the most unsettling 
character. Now, as in preceding centuries, the development of 
trade and, in its train, of industry is conditioned by the volume. 
the velocity in circulation and the unvarying value of the monetary 
media. Such being the case, the opening up of China and India 
necessitates the adoption of a. sound and stable currency and the 
establishment of a. banking system similar in character to that 
already existing in Europe and America. All the more urgent i8 
it, therefore, that as little prejudice as possible shall be aroused 
in East as well as in West against a. machinery that is absolutely 
essential to civilised society. 

6. In view of the recognised relationship between the difficulties 
in the Eastern markets and the collapse of industry and employ. 
ment in this country, as also to no small extent in Central Europe, 
I have no apology to make for labouring a point which I believe my 
colleagues have most unhappily avoided. 

7. Returning to the main theme of the gold standard, I wish 
to dissociate myself entirely from the viewpoint of those who 
regard our difficulties as due to the inadequacy or even the mal. 
distribution of gold. These supposed causes are themselves merely 
phenomena resulting from factors far more fundamental. Gold is 
but the objective basis whereon can be reared, so far 8S the 
subjective faciar of confidence permits, an edifice of monetary 
media equalling the sum total of the mass of values existing within 
any given area within which those media. circulate. The sub. 
]ective factor of confidence is at least of equal importance with 
the objective factor of gold. They vary in inverse ratio to each 
other. Credit was the creation of the years during which peace 
between the nations of high commercial development and within 
the na.tions of high industrial productivity was virtually undisturbed. 
Credit was an expansion of the monetary media. which radiated 
outwards from the centre of the most stable State and, 8S timt" 
went on, encountered and inter-mingled with similar if les8 
vigorous emanations from the centres of such States as had adopted 
as the measure of value and the standard of price the same objec
tive reality-gold. 

8. The subjective factor of t:onfidence has 'become since the out
break of the Great War a variable and ever more uncertain 
quantity. The destruction wrought by the actual conflict as well 
as the disorganisation of commerce and industry caused by the 
severance of trade connexions and the diversion of capital and 
labour to employment of little economic value, was nggravated b,v 
the altogether reckless distortion of currency and credit all of which 
left an appalling legacy of deceit in the guise of internal indebted
ness. Then, as the incompetence and ruthlessness of govemment!4 
became utterly intolerable, there ensued revolutionary movements 
which, together with the disturbances of the normal economic inter
course perpetuated or provoked by the Peace Trea.ties, caused a. 
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flight of capital from one after another country of Eastern and 
Central Europe. The efforts made to stabilise the new States 
as well as to repair the damage done to the financial fabrics of 
Austria and of Germany have all been futile. The whole crazy 
improvisation is ·in imminent danger of collapse. 

9. In this intensification of the chaos which is the normal con
dition of capitalism, there has occurred a continuous, if by no 
means constant, dislocation of industry in the creditor as well as 
the debtor countries. Wages have been driven down, employ
ment has been disorganised. Simultaneously, the resolve of the 
United States to avoid internal conflicts calculated to shake there, 
also, the edifice of an economy jerry-built about a skyscraper of 
credit, has led to the restriction of immigration. So, there has 
been no outlet for the surplus labour of the Old World. 

10. It has Ibeen necessary, therefore, to find the money to main
tain the mass of workers who could not be employed at a profit. 
This money can only be raised, at any rate immediately, from 
those who have a surplus over and above what they need to 
maintain themselves and perpetuate the profit-making species. 
In such a situation, widening since the autumn of 1929 until it 
has come to coincide with well-nigh the whole world, it is absurd 
to lay the blame for the crisis upon a mere measure of value. It 
is not gold which is scarce but confidence which has fled. 

11. Even more absurd, if anything, is it to pretend that by the 
erection of still more obstacles ~ the free flow of commodities 
any nation requiring to supplement its native resources by means 
of imported food-stuffs and raw materials, as does ours, can do 
other than intensify the chaos from which, as an economy organised 
to produce for export, we stand more than any other on the 
whole planet to suffer. 

12. In view of the fac·t that the industries of this country, apart 
altogether from those obviously producing primarily for export, 
have been operated for years, for decades and, in some cases, 
for generations to supply the needs of shipping, of shipbuilding, 
of railway communications (almost invariably promoted to feed 
one or other of the great ports), and of the equipment of the 
works wnd the foddering of the workers engaged in export busi
ness, nothing but an invincible ignorance of the economic history 
of Great Britain can palliate the suggestion that we ought, other
wise than gradually, and working to an agreed plan, to substitute 
a home demand for an overseas trade. 

13. In the latter, also, this country has developed a financial as 
well as a commercialconnexion and an aptitude for the exchange 
o.f commodities and the furnishing and supervision of credit facili
tles which, employing no inconsiderable part of the population, 
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constitute at the same time services of which the whole world 
has need now and will continue to have indefmitely far into the 
future. 

14. In the retention, the improvement and the extension of 
these activities, needing less the investment of huge aggregations 
of capital ~han the ever more expert activities of the human 
element, I would strongly urge my countrymen to seek the maxi
mum gain from the highly individualistic character of the national 
genius. 

15. Since, however, an active commerce cannot continue to exist 
apart. from a vigorous industry, it is necessary that the la.tter 
should be able to hold its own with industry in other countries 
whose original lee-way of technical inexperience, capital insuffi
ciency, political insecurity or geographical inequalities is now being 
rapidly overcome. 

Again, special aptitudes for the production of articles of enduring 
. quality suggest that more emphasis should be laid upon the train

ing and equipment of the national labour force th8lll upon the 
reduction of its wage rates to the level of a labour force recruited 
rather for low-grade production. 

16. It is eminently reasonable to infer that 80 soon as' the mass 
demand of the world has beoo met for articles of indifferent finish 
and unimaginative uniformity-a proceeding not likely to be very 
long deferred should the world be enabled by its creditors to 
escape from the present impasse-there will arise an ever greater 
and greater demand for articles of more marked i'I1dividuality than 
standardised industry can produce. It is such a market which we 
must maintain our disproportionately numeroos craftsmen and 
tradesmen again to supply. 

17. The temptation to yield to an entirely ephemeral preference 
on the part of our overseas customers for the articles of crude work
manship and indifferent finish is one which must be decisively 
rejected. 

18. That being so, alike abroad and at home, it is essential that 
the banking institutions, subserving the needs of a highly 
individualistic commerce and a specialised rather than a rigidly 
standardised industry, shall attain in their peTsonnel a ready 
adaptability to continuously changing conditions of trade rather 
than that they shall be required to immobilise vast credits in the 
finance of grandiose plans for ret'ooquering markets in Latin 
America or secnring a substantial share of so nnsubstantial a de
mand as offers in Soviet Russia. 

19. Liquidity of assets is so paramount a necessity for banks 
of commerce -that it is impossible otherwise th8lll emphaticaJIy 
to reject counsels, from whatsoever quarter they come, which 
would have as their consequence the ea.r-marking for years ahead 
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of such revenues as might or might not result from so many supe1'
ficially attractive propositions as have been dangled before us. 

20. This same consideration causes me to view with no less 
distrust the continuance on the boards and, may be, in the 
management of the joint stock banks of a personnel so obviously 
drawn from families, traditionally associated with the constituent 
firms by the amalgamation or absorption of which" the Big Five" 
and the several more provincial banks have swelled to their present 
impressive proportions, linked altogether too closely in blood rela
tionship and in business connexions with great industrial enter
prises urgently needing to be subjected to what Sir Josiah Stamp 
described as " a few healthy bankruptcies." I cannot rid myself 
of the feeling that much of the criticism levelled at the Bank of 
England by the spokesmoo of the industrialists and their friends 
among the joint stock bankers is motived by such " unmention
ables " as the frozen credits of the boom years of inflation. 

21. The volume of overdrafts which, in the event of a general 
movement to liquidate the cotton, woollen, coal, steel, shipbuild
ing and certain other industries one after the other, if not all at 
once, would be discovered to be as rigid as the Greenland ice-cap, 
the wary answers of witnesses coming before us from the joint 
stock banks made abundantly evident. To be brutally frank with 
the critics, let me say that ihe suppleness and ingenuity of their 
argumentative methods have in no sense detracted from the im
pression made on my mind that their real grievance against the 
system of credit control exercised by the Bank of England is th.at 
it compels, as an alternative to extinction, an accommodation of 
industrial, commercial and banking practice to the conditions of 
a world economy that will not wait upon the customary convenience 
of England. 

22. Exposed, the one much more and the others much less imme
diately to the buffets of the external money market, after all these 
years of experience, it ought not to be beyond the powers of the 
Bank of England and the banks of commerce to adapt themselves 
to an epoch of economic change which, far from approaching an 
end, is only at its very outset. 

Either those in control have not yet felt to the full the discomfort 
and distress which, in ever widening circles, sweep upwards through 
the rest of society or else these people, highest and, therefore we 
may assume, oldest in the hierarchy of capitalism, are in the 
economic sense so senile that they are incapable of evolving any 
Dew ideas of practical utility. 

23. Since no new form of organisation can properly take its place 
on the stage of history until that out of which it springs is already 
outworn, there can be no question of substituting the present con
trollers of the credit system so long as they can satisfy the reason
able needs of the public. 
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But the' latter cannot tolerate indefinitely the continuance of 
those mutually exclusive poses which have, from 1826 onwards, in 
greater or leeser degree characterised the relations of the new 
banks, arising out of the Industrial Revolution and the old Bank, 
that has held on its haughty way ever since it was constituted to 
give permanent shape to the principles of the Whig Revolution. 

24. Both of them continue to live, 80 far as practicable, in the 
past. So, not needing unduly to make a virtue of its necessity, I 
content myself with recommending to the banks of commerce the 
timely example of the Bank of England which has relegated the 
profit-making instincts of its stock holders to the rear, has selected 
its directors much more with a view to give expression to the 
several economic interests of the countIj' than was formerly the 
case and is slowly but surely accustoming itself to the idea, 
altogether without precedent, that it should become the servant 
not of property alone but of the entire public. 

For neither party can the change-over be easy. Each of them 
shares too much in the rigidity of mind and method that 
characterises a commerce and an industry which have so casually 
evolved over generations from such rudimentary origins as have 
those of Great Britain. 

25. Here, in a measure equaIled nowhere else in the world, the 
three forms of economy have grown up not apart from but in
extricably entangled with each other. The merchant has been 
manufacturer at one and the same time that he or his nearer 
relations have been engaged in the business of banking. The 
entire economic structure of this country requires overhauling and 
to complain as querulously as many people continue to do that 
it is too big a problem is no more and no less than moral 
cowardice. 

26. Immediately, however, my concern as a member of this 
Committee is with banking, finance and credit, and to that I Rm 
addressing myself when I insist that never must there be a repeti
tion of the laxity, the favouritism and the general muddle which 
have marked the relations of the commercial banks with the 
moribund industries of tbis country since the end of the War. 

27. Sir Josiah Stamp, answering Mr. Lennox Lee concerning 
the .. great personal jealousies .. in the business world, went on to 
say that .. behind them are various banking positions of unknown 
degrees of solidity and jealousy . . . . I cannot help think
ing-this is only an impression of mine, and I am not able to back 
it up with statistics or facts-that the joint stock banks who are 
carrying the weak members should once and for all give up looking 
for better times for those particular members and also maintaining 
the priorities for their own benefit and keeping the beautiful 
position of their own balance sheet. They ought t-o precipitate 
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matters by pressing the debtors and making them deal with the 
situation. It (Q. 4070-71.> 

But •• hard doctrine " as this seems to Sir Josiah Stamp, still 
harder must it seem to many of the hereditary banking dynasts 
whose votes count on the boards of the .. Big Five It as well RS in 
the ordinary and extraordinary general meetings of c.olliery, steel 
and kindred concerns in South Wales. on the Tees, around 
Sheffield and to the landward side of Newcastle, Glasgow and 
Liverpool. 

28. The majority on these bank boards would do well, however, 
to note that whilst Sir Josiah Stamp said, replying to a question 
by Mr. Bevin as to whether by healthy bankruptcies he meant those 
of the banks, that the latter" are so strong that they can stand a 
good bit of it," there may well come a point at which even they 
may be pulled over. So soon as that point is approached it is 
probable that opinion will undergo a subtle modification and that, 
so far from it being insisted that" it is best to keep politics out, It 
the responsible heads of the commercial banks will have discovered, 
as on other occasions, that there are limits to the risks that private 
enterprise can reasonably be expected to incur. But it is equally 
probable that opinion will have altered at least as much, if in an 
exactly opposite direction, so far as concerns the role of the state 
in relation to private enterprise suffering from the consequences 
of its own ineptitude. 

29. This warning is perhaps the more necessary in view of the 
disposition shown before this Committee of bankers to expect the 
Chancellor of the Exchequer to be as reluctant to restrict borrowing 
by means of Treasury bills when they have difficulty in finding 
employment for their cheap money, as he should be eager to do so 
when the difficulty in finding employment is confined to the wage
workers. 

30. At this stage it may be as well to remind the Bank of 
England that the wage-workers, constituting as they do the over
whelming majority of the electorate, are labouring under no un
warranted apprehension when they see in the raising or lowering 
of the Bank Rate a means deliberately designed and operated .• to 
adjust" their wages. The possession of such a power by an 
institution, acting in compl~te independence of parliamenta,ry 
control, is an anomaly which could not continue to exist in this 
country, side by side with popular sovereignty, were it to be 
exercised other than with an ever-growing discretion. 

Unless it be that we are the least logical of people or that the 
exercise of this power rests with a ,man held in immense regard, 
there is no reasonable explanation t.o be offered for the perpetua.
tion of a condition of affairs that flies in the face of common-sense. 

10122 I 
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31. But whilst, in principle, I agree with Mr. Bevin and Sir 
Thomas Allen that the Bank of England should not be an institu
tion owned and operated privately, I am unable to see any case 
adequate for the change they propose in its constitution other than 
as an integral part of a. carefully co-ordinated plan for such a funda
mental re-organisation of our national economy as lies beyond the 
terms of reference of this Committee. 

Already actingnnder Charter from the Crown and hedged about 
iIi their control of the currency by Parliament-from a whittling 
away of which ·control, as will be seen below, not they, but I dissent 
-so long as the Governor and the Court of the Bank of England 
continue to show themselves, in the essential spirit of our unwritten 
constitution, so eminently ready to adjust their methods to tit in 
With those of the Government of the day, I am not prepared to 
waste words over what seems to me to be purely a point of political 
theory . 
. 32. At the same time I dissent, along wi.th Lord Bradbury, from 

the proposed reform in the law relating to the note issue recom
mended by the Majority of the Committee. Lt is a. relaxation of 
the control properly to be exercised by the Treasury (and 80 by 
Parliament) over the monetary attributes of sovereignty, from time 
immemorial vested in the Crown. 

Robed in whatt'ver tine phrases, supported by whatsoever 
specious reasoning, . it remains a challenge presented naturally 
enough at twsparticular stage of social democratic advance to par
liamentary ascendancy by the protagonists of private property 
ready, as soon as the State no longer reflects their interests, to 
push it to one side . 

Collaborating, as it is ever more necessary that the Bank of 
England should, with the Central Banks of other sovereign Stnte~, 
it must Dot cease to be, in the tinal analysis, at all times en rapport 
with the· Treasury. . 

Released from the legal limitations imposed upon its powers of 
note issue, extremely improbable as it is that under the existing 
control there· would be any departure from the solid gold basis of 
the currency, the human factor alone would stand between the 
country and the possibility of inflation. There is no guarantee 
that another Governor might not reverse the policy of the present. 
The latter is probably strong enough a personality to stand up 
against the influences Ito which, in the event of the adoption of 
the Majority recommendations,he would certainly be ceaselessly 
subjected. But there is no guarantee that his successors will be 
as unbending .. 

In any case, I am at one with Lord Bradbury in regarding the 
proposed change as in the highest degree mischievous . 
. ·33. An expansion of credit is something that can only be em
barked upon with safety to the extent that collaboration can b& 
assured between the Central Banks. The bigger the reserve of 
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gold or the less the degree of uncertainty existing in and between 
the several countries the greater can be the amount 6f credit made 
available. 

34. But the experience the world has had of the resu)ts of credit 
expansion in the United States during the last decade, when the 
powers of production have beeh developed without any effort at 
regulation other than by rthe rate of profit to be made over a yeESn 
short period,. should have afforded it a salutar:y lesson in the fa,lr~'>:y 
of the quantIty theory of money. Dra~Il ~~lther by a ~umlb~ . 
forces, not least powerful among whIch was the deSIre ofl 
propertied classes of Europe to evacuate the not inconside~ 
pant of their wealth that could, under present day conditions I 
transferred abroad, the gold that poured into New York bed~
the basis of a fabric of original bank credit which found embodi~ 
ment in a technique of production capable of attracting to it a. 
mass of labour-power !that, despite t~e high level of wages, grew 
by leaps and bounds. Remaining in private control in the same 
way as had done the much less phenomenal gains of British manu~ 
facturers during the heyday of their prosperity, it found outlets 
of re-investment thrut were no more economically sound (or, for 
that matter, socially desirable) b~ause they happened to be located 
at home rather than sought overseas. Put back into the businesses 
of the owners or ma,de the basis of loans to others, the actual and 
anticipated profits or American capitalism in Ithe twentieth century 
differed in degree rather than in kind from those of BritisQ 
capitalism in the nineteenth. Tha.t the collapse has been cata: 
clysmic is to be explained by reason of those tremendous changes 
in technique to which, in his evidence, Dr. W. W. Stewart, former 
Director of Research to the Federal Reserve Board of the U.S.A., 
and, later, Adviser to the Bank of England, so continuously re

.ferred. The industries of to-day as distinct from those of yester-
day are locked into great chains of production, procesEi linking 
with process, so that finance has had, willy-nil~y, to follow snit. 
The immobilisations of capital and of credit ao demanded having 
been such as bankers are properly loath Ito make, the tendency 
in' this, as in previous cycles of .. boom" there and elsewhere, 
was for the pyramiding one on top of the other of ill-considered 
and ill-managed corporations given the flattering name of invest
ment trusts. 

35. The dire and long-drawn process ofliquidaltion of all the 
multiplicity of crazy ventures-and not a few that did not even 
go crazy, but which have been pulled down in the common Wreck 
-should, supposing it stops before it completes the ruin oLan 
already war-shattered world, leave the tangible assets of the many 
in the effective possession of few enough financial houses to mak~ 
their reduction and reorganisation according to something like ,a. 
world plan of rationalisation possible. 

10122 I 2 
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36. Such being the obvious tendency consequent upon the oon
tinuous defl3Jtion of credit, hitherto available from banking as well 
as non-banking sources for the unregulated development of the 
world-wide production and distribution complexes made possible 
only by the most modern technique, it seems to me essential that 
wh3Jtever plahs may be evolved in this country for the recondi
~ioning of the basic industries should not run counter to this drift, 
. er hecoming more definite and deliberate, towards an inter
hationa1 eC4lnomy. Since dominant political influenc~s in all 
countries without exception reflect the passions and prejudices 
surviving from a deaQ past rather than any purpose in a living 
present, the more separate these new economic entities can be kept 
from the structure of the national state, here as elsewhere, the 
better. Whilst it appears, unhappily, all too probable that gov
ernmental compulsion will require to be applied in this coullJtry 
-and that quickly-to overcome the opposition and inertia of old
fashioned business men to what is called rationalisation (much 
better if brought about by the banks) and that a. National Plan
ning Council may become a necessary organ of the State, it 
would be calamitous that the basic industries of this country should 
be reorganised into national units with a view to make them ready 
to compete rather than to be co-ordinated with their opposite 
numbers in other countries. 

37. Such a development must involve ever more rapidly repea.ted 
calls for new capital expenditure which, whether made by public 
or private enterprise, will come to entail an intolerahle drain on 
the resources of this country. 

Not once only will it be necessary Ito. accept such recommenda.
tions as, with the commendable logic of capitalism, Mr. Brand is 
frank enough to make in his addendum, but again and again, as 
often as new funds must be attracted to or, at leaat, dissuaded' 
from fleeing the country. 

3S. However, wages cannot be cut and social services slashed in 
this and in the way that Dr. Goldschmidt, of the Darmstadter und 
National Bank of Berlin, made it plain in his evidence (Q. 7345-48) 
he considered economically necessary, without provoking just such 
industrial, social and political reactions as have followed upon their 
adoption in Germany. They must, in their turn, affect unfavour
ably the credit, first of one country and then, as this desperate 
remedy becomes general in its application, of all countries. 

39. Quite apart from the question whether this country can hope 
to command the r~sources necessary to retain a. lead which it ma.y 
have been found practicable for awhile to recover, the external 
repercussions of such an effort must be disastrous to the peace of 
the world. 
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40. The present opportunist drift in all parties toW(ards an 
economic re-organisation either national or imperial in its loyalties 
must militate against the attainment of those conditions of stability 
with flexibility, alike at home and abroad, which can ,alone permit 
of the orderly because essentially automatic operation of the gold 
standard and of the credit system. 

41. For -that reason particularly desirable is it that the provision 
of the long-term credits necessary to re-habilitate British industry 
shallibe entrusted to a corporation such as the Bankers' Industrial 
Development Company, the responsible heads of which are engaged 
in the finding of funds for similar enterprises in other parts of the 
world. Members of firms which are continuously figuring in 
consortiums of financial houses, international and intercontinental 
in their scope, for the collection and allocation of credits to re
organise and re-condition the basic industries and public utilities 
of many and varied countries are surely, subject to the checks 
appropriate to be provided by a National Planning Council, acting 
in consultation with the Bank of England, best qualified to under
take the task. 

42. The actual range and method of the re-organisation of in
dustry are no concern of this Committee except in so far as it 
is necessary to envisage the potentialities of the credit resources 
available to meet the demands that may be made upon them and 
to estimate the reaction of such long, intermediate, or short-term 
immobilisations of money on the financial fabric. 

43. The urgency of improving the national trade balance does, 
however, require that consideration should be given to such alter
native proposals as may tend in that direction. Whilst deprecat
ing most strongly the adoption of either the expedient of a tariff 
of a general character, whether for revenue or protectionist pur
poses, or of a reduction in real wages and salaries, I would place 
the maximum emphasis on the need, if only as a temporary 
expedient during this period of acute national difficulty, for a 
revision on the part of everybody from the highest to the lowest 
of what have come to be customarily regarded criteria as to what 
constitutes essential expenditure. The dissipation of capital 
reserves, actual or potential, in the rendering of services or the 
manufacture of commodities which, whilst they may attract to 
the persons interested therein high wages and considerable profits, 
detract from rather than add to the productive capacity of the 
national labour force, is an extravagance which this country can 
no longer afford. It is monstrous that policies so calculated to 
dislocate our commerce as a revenue tariff, to disturb our industry 
as wage reductions, and to shatter our whole financial structure 
as a serious canvassing of devaluation, should be so much as 
listened to in advance of a nation-wide stock-taking of what indivi
dually, even more than collectively, -we can or cannot afford. In 
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.the event that no sustained initiative in this matter is forthcoming 
from those who are supposed to set the tone and give the lead to 
their less favourably situated fellow-subjects, then the same end 
must be sought by other and less agreeable means. Whether this 
shall be by taxation bearing much more heavily on income un
economically expended, by drastic extension of excise duties or by 
a stringent limitation of imports contributory to the luxury trades, 
it will be for others to determine. However it is done, by voluntary 
·action or by discipline enforced from without, steps must be taken 
. without any further procrastination to encourage savings so that 
these may be made available for the re-conditioning of the basic 
industries and the transport services as well as for the provision 

'of housing, health and higher educational facilities necessary to 
raise the intJellectual no less than the physical standards of 
efficiency ot the national labour force. 

44. Going outside the terms of reference of this Committee as 
it would be to indicate the industries to which financial assistance 

.might well be given, there is one exception to which it is par
ticularly pertinent to call attention. Even as it is essential to 
reduce the volume of dispensable imports so is it necessary to 

. increase the amount of exports. For this country there is a category 
of unusual importance, the so-called II invisible exports." 

45. Amongst these is one capable of very considerable expansion, 
provided always, of course, that it is possible to throw oft the 
lethargy and dispel the conservatism of those who are needed to 
;make of it a commercial success. 

The Tourist Industry has great potentialities, having regard to 
the romantic as well as the more nearly sentimental appeal of 
Great Britain and of Ireland to the more prosperous as well as 

_the more cultured of the emigrant nations. But until much has 
been done to modernise hotel accommodation, to improve transport 
in the more picturesque parts and generally to cater for people 
who are accustomed to superior plumbing and a more rational 
system of interior lighting and heating-just to mention a few 
of the deficiencies-a revenue running into tens of millions sterling 
will continue to be lost to this country. 

With the rapid falling away of our shipping prosperity, as well 
as the reduction of our overseas investments, this is a source of 

·income which we can no longer neglect. 
The constant ptesence in their midst of visitors from other lands 

'across theaeasmay also prove helpful to the inhabitants in what 
'n. distinguished French economist recently described as II the Happy 
'Valley. " 

);:.' " J. T. WALTON NEWBOLD. 
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RESERVATION BY SIR W. RAINE. 
1. After a most caxefw study of the Report and its recommenda

tions I feel that it is too indefin~te in its practical issues. conae-_ 
quently I ,consider I should express what I believe ~re some prac
tical proposals for the improvement of the present position. because 
in my opinion it is useless to ,tinker longer with a situation which 
has every appearar.ce of becoming even worse. unless we dras
tically alter our ~ethods. 

2. The Report has been largely devoted to a. survey of our Finan
cial Institutions. in order to show what important· pant they have 
played in developing British trade. It is true that in the Century 
concluding with 1914 the British people were so II 'busy II that the 
policy of laissez faire was readily' accepted, It suited British 
psychology. The period since 1914 has shown the British people 
that the British system, which,has ~orke~ so smoothly for them. 
requires revision; in fact. bitter experience hasrevea.led the fac! 
that had we taken earlier notice of some of the disadvantages we 
would not have found ourselves in the position we areta-day. The 
War. undoubtedly. exposed much which had before remained 
covered: there is no doubt also ,that the events which have followed 
in the last decade have so far as Great Britain is concerned revealed 
to us that, however good and efficient our system was, we must 
in. the light of, recent history adjust ourselves to the altered con
ditions, or the alternative 'will be that we shall be left behind. 

3. Leaving aside the world slump which has affected everybOdy, 
the root of the trouble has been the re-division of Europe as the 
result of the Treaty of Versailles. Several small nations, which 
previously formed parts of larger units, are now working out their 
own destinies. The smaller nations wish to enjoy the same 
standard' of living as hitherto. They found themselves in 1919 
with legacies of war machinery, which were quickly converted into 
weapons of industry-new factories with up-to-date equipment. It 
must not be overlooked that Great Britain was not invaded during 
the War; Belgium and large portions of France were not only 
invaded but devastated. In the process of reconstruction these 
countries have obtained the most modern equipment. We being 
~ older country were unable to quickly grasp the significance of 
all this new machinery; we were still very busy and wages were 
high. True we had various set-backs, but it can hardly be denied 
that the Ruhr trouble of 1923, again put this country in a false 
pos~tion; judging by subsequent. events Great Britain would have 
suffered less without the monetary but doubtful benefits of inflated 
prices and booming trade of 1923. Had that not occurred, we 
should probably have come face to face with the realisation of the 
altered conditions before 1924, and with this great advantage to 
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ourselves, that the position would not have become so desperde as 
to cause us to grope almost in the darl,t to tind a. way out. 

It is useless to legret what has gone, btlt rather, calmly ond 
deliberately, to find a solution of the problems which beset our 
path. 

4. Two factors require to be mentioned at the Otltset :-
(i) These new nations, in particular, have by means of Tariffs 

never hesitated to protect their industries, enabling their people 
to have constant employment-true at lower wages and on 
worse conditions than in Great Britain, which has permitted 
them to produce cheaply and to send us their surplus products 
at prices with V'hich we could not compete. 

(ii) Since 1925, we have only had on one occasion less than 
1,000,000 unemployed, whereas in the meantime the Continent 
of Europe, as well as the United States, has enjoyed a period 
of almost unexampled prosperity. 

These two f~ts, the second .of ~hich is really a corollary of the 
first, are worth careful exammatlon. 

5. The end of the War brought with it an ethical fervour in 
this country, which unfortunately had no solid foundation. Honest 
and praiseworthy attempts have been made by our people in all 
walks of life Ito bring about an international state of affairs. the 
results of which were intended to raise the standards of living 
of the nations, but for one reason or another success has not 
attended these efforts, and in particular in the realm of trade and 
industry. 

6. In 1927 an International Conference at Geneva expressed the 
opinion that Tariff walls were too high. It is interesting to quote 
Crom the Report of the British Representatives. They stated 
that, .. If other countries do not move towards a policy more in 
accord with the views of tbe Geneva. Conference, a reaction from 
its traditional open market policy seems probable. It is believed 
there is a growing volume of public opinion in this country, which 
will not continue to accept without effective protest the present 
high tariffs and barriers which confront the British exporter." 
The reply to all this is that Tariff walls are higher to-<1ay than 
ever before. 

The present Government has made serious attempts to obtain 
reductions of Foreign Tariffs, but in vain. 

7. Free Trade was undoubtedly the cause of the great prosperity 
of this country in the latter half of last century, but we are faced 
to-day with a new condition, inasmuch as the countries of 
Europe, and some in Asia, have reached a state of industrial 
development which carries with it a. standard of efficiency in most 
respects equal to and in some cases superior to our own. 
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8. We have had some experience of Protection in this country 
from which it is safe to say that, were we to embark upon a 
regular system of Safeguarding, we should not be sailing upon 
an uncharted sea. Figures taken out of their proper setting can 
be made to prove anything, so I dismiss the statements as to 
whether in any pal1ticular year we exported more or less of allY 
safeguarded article than before the trade in question was safe
guarded, but hasten to look at the essential facts :-

(i) Are there more factories in dihis country producing say 
Motor Cars and Tyres than in 1925? 

Have not some of these factories been built by foreigners 
as the result of Safeguarding? British labour is employed 
which means the wages are spent in this country. 

(ii) Have not the prices to the consumers been reduced? 
(iii) Are we not importing fewer of these commodities? 
(iv) Are not more people employed in these and other safe-

guarded industries? 
9. The forecast of the British Representatives to Geneva has 

proved to be correct. 'fhe volume of public opinion has grown 
which is protesting against high Tariffs that are preventing the 
free flow of our manufactures into other countries, whilst our 
open market policy enables these countries to send into Great 
Britain surplus manufactures at prices which in some instances 
would barely pay the British costs of labour. Bankers, manufac
turers and even some economists who were traditionally Free
traders are amongst those who, whilst still theoretically Free
traders, now take the view that owing to the serious position in 
which we find ourselves some drastic changes are absolutely 
necessary. 

10. I may add that an ex-Chancellor of the Exchequer recently 
addressing an assembly of business men stated that unless some
thing is done at once this country will in the next two years become 
further embarrassed. The argument that imports must be paid for 
by exports is undoubtedly true, but how are we accomplishing 
this? Very fortunately for us, we, in our days of prosperit}1, 
invested vast sums abroad from which we derive annually some 
hundreds of millions of interest; we also render great services for 
which we are paid, such as shipping, banking, insurances, etc., 
but the policy of discrimination in regard to shipping has largely 
reduced this source of income and produced unemployment. Still 
further attempts in this_ direction are now being considered which 
will further C!urtail our revenues from shipping. Whether the 
calculations by which we arrive at the figures of our annual Balance 
Sheet are scientifically correct or not, the basis of comparison is 
more or less accurate, and the fact evolves that this account, which 
a few years ago showed an available balance for further investment 
of £150 to £250 millions. was last year only £39 millions. The 
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world slump had no .doubt something to do with this low figure, 
but· the naked fact remains that this process already described is 
proceeding with relentless certainty. It will find us before manj 
years pass with a debit instead of a credit balance. 

11. The Commlttee has been considering proposals to meet the 
present emergency. Summing up the situation I am forced to the 
conclusion .that p~otection of our industries is essential and that it 
is necessary to .state the fact in unequivocal language. I would 
limit the protection, however, at the outset to & Re"enue Duty on 
all imported- manufactured articles, which should be imposed 
immediately t the only exception being that the usual preference 
should be accorded to our Dominions. I do not minimise the 
difficulties of such & course, but I am reminded that this country 
is still the greatest creditor nation and we are the largest market 
in the world. Drastic remedies are required. 

12. I do believe that such a remedy would, notwithstanding its 
difficulties, have the immediate effect of creating an atmosphere 
of confidence which would be the forerunner of a rapid improv&o 
ment in trade. 

13. I am not unmindful of the fact that exports are vital to the 
well-being of this country but I am convinced that our DominioDs, 
as well as those foreign countries which have almost unlimited 
quantities of various food supplies, would be only too wishful to 
enter into arrangements with us for our mutual benefit. Besides, 
some of these countries as well as our Dominions must continue to 
supply us with foodstuffs in order to pay for the interest on and 
repayment of their indebtedness to us. Thus, if we did not arrive 
at the ideal state of Free Trade, we would at any rate enjoy freer 
trade. 

14. It is unquestionable that we have lost sight of the import
ance of ourh9IDe market. Should expectations not be realised that 
all foreign .nations, both those who supply foodstuffs as well as 
those whQ·do not, did not meet our changed policy by an adjust
ment of their own, some at any rate would be obliged to do so. 
Xt is anticipa.ted! we would recapture a large portion of our home 
trade in manufactures. . 

15. There is a measure of agreement amongst commercial people 
that this intricate question should be lifted out of the realm of party 
politics. I may say that I am approaching this subject with as 
much impartiality as is possible, but with the sincere idea that 
Protection of industry is one of the chief steps to be taken to save 
our country. Immediate action is necessary in order to save the 
situation; the undoubted adjustments which would have to be made 
could be reached later as the result of negotiations. 

16. Some reference must be made to what is known as .. Capital 
Development Schemes. II During the whole of the last decade 
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Local Authorities have spent many millions in this way, in order 
as was hoped to deal with what was expected to be merely a. 
temporary phase of unemployment. However, as the years have 
passed and the situation has become worse instead of better, the 
number of such possibilities of Capital Development has steadily 
decreased. Even after the deduction of much Government help, 
which the taxpayer has had to find (an~ which has kept up to a. 
certain extent the high rate of taxation), the Local Authorities 
have been left with debts the liquidation of which will for some 
years prevent that reduction of local rates which is essential to hE'lp 
our manufacturers and! producers to reduce their overhead costs. 
Moreover, it must not be overlooked that many of these schemes 
have not been carried out on an economic basis. 

17. Judging by the limited experience of Safeguarding, new 
factories would undoubtedly be required, so that efforts in this 
method of Capital Development would be beneficial because, a.s 
soon as they were completed, they would become the means of the 
production of wealth. 

18. Apart from such schemes just mentioned, there are two 
others of such magnitude that they would take years to complete; 
in the meantime large numbers of unemployed would find work. 
An additional benefit would be increase.d employment in the trades 
producing the necessary materials. Further, it is common know
ledge that for every man in ordinary employment another man 
finds employment to produce the necessities of life for the first
named and his family. The two schemes are:-

(a) The electrification of the railways. 
(b) Drainage of those parts of the country which are BO 

frequently flooded. 
19. With regard to the first, the Report of the Committee on 

the Electrification of Railways has just been published. It is 
safe to say that the change over from steam to electricity would 
take at least ten years, not only for monetary reasons, but also 
from the fact that unless it were carried out gradually the meri· 
displaced might easily outnumber, for a time at any rate, the 
number engaged in the new work essential for ~he change over to 
electricity. . 

.. There is no doubt. judging from the experience of other countries 
which have electrified their railways either wholly or partially, 
that the ultimate result of the cha/Ilge would give us a new lease 
of life in our transport system, besides being a great step in the 
clirection of enabling us efficiently to compete again in the world's 
markets, provided that Tariff walls were not further raised against· 
us. 
~. In respect to (b) Drainage, there is little doubt that well 

devised schemes would avoid, probably for ever, the devastating 
effects of flooding which at certain seasons of the year the traveller 
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can see for himself from the railway train as he journeys to di1Jerent 
parts of the country. I am informed it would improve the naviga.
tion of those rivers which are navigable. The cost of this work 
could in the first instance be paid for by public loans, the subsequent 
liquidation of which ought to be met by a. small charge per acre 
which would amount to far less than the costs incurred at present 
by those concerned. 

21. Both these schemes would have the result of equipping U8 

better for the battle of life. In the case of the .agriculturist it 
ought certainly to remove from his mind the constant fear of 1088 
and even bankruptcy, through causes for which he is not per
sonally responsible and over which he has 110 control. Certain 
Harbour Authorities should also derive great benefit. The main
spring of enterprise is profit. That an industrial or commercial 
enterprise should make profits is not injurious to the community, 
but under free competition rather a. measure of its usefulness. The 
employee rightly desires his fair share of the fruits of his labour. 
It has been distressing to employers to have to insist on reductions 
of wages, but could they have acted otherwise under existing con
ditions? 

22. I believe that, with the introduction of changes such as are 
advocated above, real wages will advance and the state of alIaira 
produced will approximate to the conditions of pre-war days. Of 
course, we shall have Cycles of Trade, as in former days.' but we 
will hot see ourselves merely enjoying the overflow of booming 
conditions of Continental countries. 

The British are a. practical people. If they find that the expec
tations of the suggested changes in our Fiscal System are realised 
they will be grateful, but if I am wrong in my suggestions it will 
be recognised tha.t an honest attempt has been made to rectify a 
very grave situation which has become so perilous to our welfare. 
Moreover, are our foreign competitors wrong in their policy? 

23. I do not feel myself competent to express an opinion upon 
the recommendations regarding the Note Issue as set out in Part n. 
Chapter m. 

24. I dissent from the II Proposals Relating to Information and 
Statistica" detailed in Part n, Chapter V. I consider that the 
trouble and expense is unnecessary, as the statistics when available 
will be out of date; besides there are now published such mas'lea 
of sta.tistical information, which should enable the practical person 
to form correct iudgments on trade and commerce, whilst the 
ordinary theorist lias adequate data at his disposal for the examina.
tion of all the a.bstract problems which he may desire to investigate. 

WALTER RAINE. 
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MEMORANDUM OF DISSENT BY LORD BRADBURY. 
ll. I regret to find myself i~ disagreement with most of the 

conclusions formulated in this report. Leaving out of account for 
the moment the effects of the recent heavy fall of world prices, I 
think the main causes of the economic troubles of Great Britain 
since the War have been (i) the burden of unproductive debt, (ti) 
overlavish expenditure by the State and local authorities, (iii) ex
ce$6ve cost of transport and distribution and of the products of 
sheltered and protected industries, and (iv) the attempt b." ~", 
classes to maintain a standard of living higher than is jUl:ltiS ~bu 
the facts of the economic situation. ~a y 

2. The burden of unproductive debt is partly that of ( d 
:Weight' debt arising out of the War. But this is by no'~ -
the whole story. The debenture debts of, and bank lQans t6',~" 
industries which cannot, or can only just, make ends meet, and 
the maintenance of railway rates at !the level necessary to provide 
a return on capital which has to a large extent ceased to be 
economically productive-to take only two instances-are burdens 
of a very similar nature. 

Out of the total prodJlce of industry the creditor and the St3lte 
-on behalf of the rentier and also to meet public expenditure on 
services other than the debt on a vastly enhanced scale-take a 
much larger proportion than before the War; transport and dis
tribution also take a larger proportion (teste the wider gap between 
wholesale and retail prices). The remainder after providing for 
the remuneration of labour is in many industrit:s not enough to 
leave a sufficient margin to induce the entrepreneur to continue 
his exertions or hazard fresh capital. The weake&t close d0wn and 
the maintenance of the workmen thrown out of employment in
creases the pressure on those still at work. The next weakest then 
succumb and the process seems likely to continue until the volume 
of production is so reduced as to be unable to suppocl over the 
whole country even the standard of life at present enjoyed by the 
unemployed. 

It is no doubt true that the payment of the interest on internal 
debt and allowances to unemployed workmen- are merely" a trans
fer of incomes within the country ", but (except in so far as they 
are met by the taxation of rentier or the unemployed workman him
self) it is a transfer from !the producer to the non-producer. If 
it goes far enough it will leave the producer with no motive to 
produce and in the end cease perforce because there will be 
nothing to transfer. 

* The burdens on productive industl'Y arising from the charges for dead
weight debt and those arising from the cost of maintenance of the unemployed 
are very similar in character and effect. but the latter have the peculiarly 
devastating property of varying inversely with the production which has to 
support them. 
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That catastrophe has not occurred earlier is mainly the result 
of"the tremendous strides in the technological efficiency of industry 
which have taken place concurrently, but to take full advantage 
of ,these considerable capital expenditure is necessary and when 
industry is unprofitable the necessary capital is not forthcoming. 

3. If this is a true diagnosis it appears to me that the malady 
is 1000 deep-seated to be removed by any manipUlation of currency 
or credit. 

True if it were possible to raise the price level the burden of 
o~bwould be decreased and, in the (what seems to me improbable) 
s· ~ ~ t jf the workmen being content to accept the same money 

J,ant otwithstanding the. i~c~eased money cost of liv~ng, th~ re~l 
. ¥~~ iabour would be dlmlillshed. But any appreClable nse In 

. f.!,'" price level above the level of world prices withoUlt reducing the 
-"'gold value of the pound or abandoning the gold standard altogether 

is impossible, and I agree with the majority of the Committee that 
recourse to either of these expedients would be most undesirable. 

I am of opinion that the real remedies for our economic troubles 
lie in the main in a field outside the terms of referen('e of the 
present Committee. 

4. In regard to the interna.tional working of the gold stan(}ard, I 
agree that efforts ought to be made to secure by international 
agreement a better distribution of existing gold stocks and greater 
economy in the use of the metal but the attempt made in the 
Report to formulate the objectives ,to be aimed at seems to me 
in conception too ambitious and for application too nebulous. 

5. Under the head of International Monetary Policy of a. Per
manent Character (Part n,Ch. IT) a. word of caution is necessary 
particularly as regards the objective in the more distant future. 
I doubt whether the fixation, by co-ordinated action of the Central 
Banks, of the world value of gold at such a. level as would secure 
II. stable average level of wholesa.le world prices is feasible or even 
desirable. Such a. proposal really means the substitution of 
an index figure for gold as the standard of value and (apart 
bPm the utility of gold as an ultimate reserve in the event of the 
new system breaking down-iL contingency which it would be im
prudent ;to ignore) the new unit of value would, if the proposal 
were adopted, be better represented by a. counter to be issued by 
a trustworthy international authority. The world would then be 
saved the labour and expense of gold-mining and the Central 
Banks the worry of having perpetually to devise expedients to 
adjust the value of that no longer necessary commodity to the value 
of the new unit. 

Whatever theoretical case can be made out for such an innova
tion-with or without the retention of gold as an accessory-I doubt 
whether too proposal will come within the range of practical inter
national politic8 during the lifetime of the youngest of U8. 
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Nor is stability of average prices necessarily desirable. Suppose 
that the present progress of scientific agriculture is not maintained 
and that, owing to the increase of the population of the world, 
food and raw materials tend to rise in price relatively to manu
factured products even though manufacture does not become more 
efficient, is it ideally desirable to have stability of average prices, 
i.e. a fall in the prices of manufactured goods to compensate for 
the rise in the price of food and raw materials? Surely that would 
intensify the difficulties of adjusting costs to prices on which my 
colleagues have laid so much stress. ' 

I would, therefore, in regard to the more remote future, conf 
~yself to aiming by inte.rnational co-('p~ration at, s~lCh ~('.I'ur 
lD the use of gold as wIll correct the III effeC~s <)~, ~ __ 

failure of gold prodl,lction to keep pace with the l"{ V~ .l,.-..,,-----

requirements. The difficulties in the way of effective i-.lternational 
agreement to secure such economies are so formidable that any 
theoretical danger of excessive economy resulting in world-inflation 
may safely be ignored. 

6. When I come to the measures outlined for dealing with the 
present world crisis, I agree that a general increase of the world 
price level would materially alleviate the present economic 
depression, and incidentally obviate the painful adjustments which 
will otherwise be required to bring our domestic price level into 
relation with that of the outside world. It seems to me, however, 
that the treatment of this subject in the Report is at once too 
sweeping and too sketchy. I cannot associate myself with such 
statements as that in paragraph 271 that" a failure by the Central 
Banks of the world to attempt to redress the fall of prices would 
endanger the principles on which modern economic society is 
founded." Nor do I regard it as advisable for the Committee to 
treat what may in fact prove to be impracticable as an .. immediate 
necessity." Further, if the remedy is to be administered, those 
who prescribe it should at least be prepared to specify the manner 
and extent of its application. But the Committee (pal'agraph 266) 
•• do not consider that a high degree of precision in the definition 
of this (price level) is necessary or practicable." In paragraph 277 
similarly, they admit that they cannot •. give a confident answer 
to doubters" as to whether a restoration of the price level is in 
fact feasible. Again, on the cardinal question as to whether 
Central Banks are to attempt to counteract a fall in the price of 
one commodity by a general rise in other prices, the Committee 
(paragraph 300) .. do not think it necessary to give a dogmatic 
answer to such questions." -Moreover, the trouble is admittedly 
an international one which cannot be solved by this country alone; 
and it is well known that in certain other countries, particularly 
France, public opinion is not only unwilling t~ promote an increase 
in the price level but is determined to oppose it. The Central 
Banks in France and most of the continental countries have no 
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power to undertake open market operations which will be required 
¥ any su~h attempt were to be made. This being the case, even 
if theoretically there may be much to be said for the Committee'. 
views, they seem to have little relation to the real facts of the 
actual world. 

.. T am in agreement as to the necessity of co-ordinated efton 
part of the creditor countries to aid the debtor. But it 

\e remembered that, even before the crisis, many of the 
countries were applying new loans not to the creation of 

o. CD ,;tive assets, but to meeting international deficits on revenue 
p·c/l tt-a, process which if co~tinued leads inevitabl~ to default. 

. -a-... C;;h Ot!~~~n 1tal!c~s ~he.dry1Og up of the supply IS sooner or 
1~~ labour '\11' '0;'1. It IS. difficult to see how. the stre~ can be 

~{)/Jtl. '!" .,,·n1 ¢,?: ~ ·~til they have put theIr houses 10 order. 
l?\ 'IIqy- thel'e is ~lp,/. (9 A "t:.~ the intention and ability to do this, 
9~;",..ranting of loanl>-.:tr tIde over the necessary interval should 
J'e arranged. In some cases, no doubt, guarantees will be neces
sary. In such cases I should prefer, whenever possible, that the 
guarantees should be those of groups of private institutions, both 
because this would secure that the propositions handled were limited 
to those involving only fair commercial risks, and also because 
mistakes when made would be wiped out by the painful but salu
tary process of ordinary liquidation instead of going to swell the 
already well-nigh intolerable burden of permanent deadweight 
debt. 

8. The revival of enterprise in the creditor countries themselves 
will, as pointed out in the Report, in itself improve the situation 
of the aebtors and this is equally true whether the revival takes 
the form of increased production of capital or of consumable goods. 

The tendency of long-dated high-class securities to rise in 
value, which is invariably observable in times of commercial depres
sion, will undoubtedly encourage certain classes of constructional 
enterprise, but I cannot accept as valid much of the argumentation 
on this topic contained in Chapter XI of Part I or the conclusion 
that it would be wise to create credit for which there is admittedly 
no demand with the hope of artificially inHating security values 
and so cheapening long-date credit for capital enterprise. 

The.Report itself admits that such surplus credit would become 
dangerous and would require to be retracted once a trade recovery 
were well under way. The retraction would inevitably depreciate 
the value of the securities into which its creation had lured the 
investor and an unpleasant impression would be created. 

In an individualist society capital can only be provided by 
inducing individuals to forego present enjoyment in exchange for 
future advantage. It is no doubt a convenience to all except the 
individuals who have made the present sacrifice that, the capital 
having been provided, the future advantage should be diminished 



267 

or fail to materialize altogether. When the capital investment 
takes the form of securities representing money claims this will 
happen if the rate of interest is reduced by artificial supplies of 
cheap money and if the enjoyment value of the capital claim 
itself is diminished by raising the price level. Both these results 
can be brought about by expanding credit. Indeed, if the expan
sion is great enough, the future advant~ge reaped from the saru
fice may easily in terms of enjoyment be less than the S2. and 
itself-the ultimate loss of real value in respect of the U'pret. 
claim. being gre.ater than the,~tf~~~t:.J~Q.Eli.Y!iI~j~~il!agJDims~«r'-' 
. ThIS BuperfiClal~y clever '~': ... el.;~ d'llot" .. ~ .Illea,&"~"'" J~ . 

tlve the momen~ Its modu,··~·eserve~ lhe qrtru>.'ISl. '+')~' ~- ~ 
fixed money cla.lms dear",b. ~C-!. p'prlce-...z.lJ.d destroyb~" .1 

saving in order to invest in such claims. 'f)"", ~ , ~~_t __ 

So far as the result might be to encourage investme~;; .. -P.tn~kes 
instead of fixed money claims the change, within limits, miglil,T "" 
salutary, but the plan is put forward for the purpose of stimulat
ing capital development by means of loans, and this it can only 
achieve in so far as it may succeed in hoodwinking the real 
investor. 

If currency .. management" is to be used to facilitate 
manoeuvres of this type, the sooner we return to an .. automatic .. 
system the better. Honesty, even if stupid, is a better founda
tion for credit than the most adroit finesse. 

9. Turning to the proposals contained in the Report for action 
in the domestic sphere, I find little which appears to me to be 
likely to be useful and much that will in my opinion be positively 
harmful. Q, 

The reCOIT ~endations for fundamental alterations in the regula
tions governing the note issue and for the amalgamation of the 
Issue and Banking Departments of the Bank of England fall into 
the latter category. 

To allow expansions of the volume of legal tender money to 
be made otherwise than in exchange for gold appears to me to 
be a dangerous innovation which is likely to jeopardize the main
tenance of the gold standard. 

It must be remembered that the times at which an increase in 
the legal tender circulation is required are timcs of trade activity 
and rising prices-conditions which invariably go together .. At 
such times money· tends ,to be plentiful and inflation is apt to 
develop unless the expansion is kept in check. 

An outflow of notes into circulation under the existing system 
tends to contraot the basis of credit by reducing the cash reserves 

* I say" mOnl'Y" rather than" credit" because a large part of the increase 
of purchasing power arises from the coming into employment of balances 
previously idle without nny increase in the total of bank deposits. 
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of the biUlks. If the exchanges are favourable the deficiency is 
made good by the import of gold. If they are unfavourable, credi\ 

'TJansion is checkEd nntil they become so, with the result that 
'rice level is prevented from rising to t.he point. at which ~ 

'Qe an actual gold outflow and requirl! an even greater 
... ~ ~ 'estriction to stem it. 

,~~,,,, 4l 

, .~ ~ ~ gold reserve for the currency should, in my view, never 
~ ~w an amount equal to the maximum foreseeable oontrac

. .t~f the circulation at any given moment, plru whatever may 
() § .. " lou 1101:10.. -, •. ~ .• :~- ........ a .. l'\...--'~r·~um figure required to main-
,.(r' '.Jl~ process whlCh if co~tlDued I. reserve for great national 

. -lm,h I'lrc"mstances t~e drylDg up 01 
Ot .... _..... •.• . .liffi 1t. 

'¥~~ labour 11" ·.cUmulatec-:':"("'~n' !1!.. see.; ~: the upgrade a reserve 
... ~ ... )~. ·~~~1. ·!aeet exchanoi ":!qilirements should these arise when 

1be1'6 ,. " ... 
elllergel.J1c or on the dowiIgrade and pro tanto the evils of high 
It gOl;":"· ..... OW)striction of credit. are avoided at. moments when 

is creS' _~1!~1l1arly harmful. 
flndeed to insist on gold import as a condition of currency expan

sion tends to slow down the processes of r&lsing and lowering 
internal prices to adjust them to variations of world prices and 
so contributes towards that stability of the internal price level 
which the Committee recognize as a desideratum. 

11. But quite apart from these considerations of practical ex
pediency, in regard to which the balance of advantage is in my 
view heavily in favour of the existing regime, there are funda
mental differences of principle between the two systems. The 
system of the Bank Act of 1844, which is continued in its essen
tials under existing legislation-, is based on the principle of safe
guarding the gold value of legal tender money by providing that 
expansion and contraction in volume can only take place in ex
change for gold, and of leaving the volume of banking credit, 
whether created by the Bank of England on the basis of the 
legal tender money in the Banking Department, or by the joint. 
stock banks on the basis of legal tender in their own hands or Bank 
of England credit, or again by other institutions on the basis of 
joint stock bank credit, free to expand or contract according to 
the ease or difficulty of obtaining legal tender money. 

So far from this being a rigid system it is, with a free gold 
market, a perfectly elastic system, subject only to the qualification 
that expansion can only take place when the foreign exchanges 
are favourable and contraction is enforced when tbey are 
unfavourable. 

• The provisions of Section 8 of the Act of 1928 do not in themselves meaD 
more than giving statutory recognition to the practice previously followed 
without legal authority in emergenciea and providing machinery for varying 
the amount of the fiduciary issue in the event of permanent changes taking 
place in the total currency requirement. of the country. 
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12. 'fhe system proposed by the C<>mmittee if carried to its 
logical conclusion,· ignores the volume of legai tender. altoget~er 
and seeks to maintain the gold value of the pound by dll'ect actlOn 
by the Bank of England on the volume and prIce of bank credit. 
It does not, however, provide any real criterion of the occasion for 
such action, or of how far it should be carried when embarked 
J.lpon, but leaves the settlement of these questions to the ~ncon
~rolled judgment of the Bank of England upon economIC and 
financial ten1r~es which are admittedly most difficult to i~t~rpret: 
. ~nder t~· ~ ',- .~,;~ stew WEll ~!e :: c~~re~cy _§Yste~agJIllmS~~rr 
It IS true liJ' IiChe r~~nf.;·"Q.ther nece~tlart~· ... " me~~,,~ .... , If . 
in regard to whit'l:'.-,:,<" the reserve, the C{Cease to~' ~ L 
~~dit system under~.J';"b '-c-, business: ~ ":.,.- un~> { i_ _ 

lomt stock banks are free to create .... -."1 Bank ot "~~' 
ing prudence permits on the basis ot ·",uu.ry P~!:~~~,;s.'l> . ~ 
curr~ncy. They ~ave a commercial ~duce~ugla;;~b. ~ ~_d~g 
credIt to the maXlffium amount compatIble WltJl tlie safeguardmg 
of their banking reserves and are in a position to reply to criti
cism (which 80 long as human nature remains unaltered will 
always be readily forthcoming) that they exp3.nd too slowly or 
contract without necessity that at any rate they are sacrificing 
profit to safety. 

Under the new system the Bank of England is to have free dis
cretion (subject only to certain extreme limits which would not 
in praotice be enforcea.ble) to take, according to its judgment of 
what is in the general interest, without risk or cost to itself
indeed the plan goes out of its way to safegua.rd the bank from 
loss arising out of its discretiohary action-steps which will acutely 
affect the lives and fortunes of the lieges. The facts on which 
it has to form its judgment are so difficult to interpret tha..t legiti
mate differences of opinion as to the wisdom of the steps taKen 
are likely to arise on almost every occasion. 

This surely is to place a private corporation in an impossible 
position and must iead before long, in a democratic community, 
,to complete government control of the Bank of England to be 
followed in due course,smce the plan will not work without giving 
wide discretionary powers to the joint stock banks also, by govern
meht control of these banks. I am in agreement with the 
majority of the Committee that such control is undesirable. 

Further the Bank of England and the joint stock banks 
are not the sole credit-ereating organs. A comprehensive plan 

* 'lYnder the proposals as they stand the maximum limit of the fiduciary 
issue and the minimum limit for the gold reserve would indeed operate to 

'require an attempt to be made to revert to something like the old system in 
the event of an acute crisis, i.e., in the face of the very conditions which 
necessitate a temporary suspension of the old system even when it has heen 

. in operation. I regard it as certain that the suggested maximum and 
mimmum could not in practice be enforced. 
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~or ~he ,direct co~trol of credit would ha.ve to have regard to those 
mS~lItutl0D:s (whlC,h are increasing in numbers and importance) 
which budd credit, structures on the basis of deposits in joint 
stock banks not unlike those built by the joint stock banks them

'selves on the basis of their cash in hand and at the Bal1k of 
Englalld. 

1~. It is, no doubt true that .. 108S~f gold sometimes-in the ex-
ceptional cll'c~mstances of recent yea %,it would perhaps be true to 

. .' often-6l'lse~ from ca~,*:s other ~'Ion .. real tendency of the 
o q "~d to. ilf'\nr"~late. snd sImilarly as. -<10. '~ of gold from causes. ot.her 
P'(l'" .. nroce~D WhlCD ... ~ ""-, :nued 1. rat.. flprtlUatiot'..'i 0(' foreign 

~~<:~s tne.,drymg up 01 <~litical rather than 
~ £~umD.late~('¥ll' .~?~-':,.(1c disturbances in ~ar-

_T' 641 "''''J ... ..:..·~!e tendeh~ ~:O.. ..6turb the normal working 
... (' ~~ ~ e; e 9,J'ularly Whcy. '" ~~ that special reserves in, this 
connec~ ~in~~ ·....sea Or of e ... :nti~ch reserves might properly take 
the fonlI .. .:1gn cou~~.m.nce by the Bank of England of liquid 
resourc ... : .,?old st~ centres in foreign countries or of balances with 
the Bank 4-7J• International Settlements (if that institution proves 
suitable for the purpose). By this means an additional demand 
on the world's gold stock would be avoided. 

The same expedient might usefully be resorted to in regard to 
further additions to the currency re£erve proper if and when a 
figure is reached which it is undesirable to exceed for considerations 
of general economy of gold. 

14. On the question of the desirability of .. strengthening" the 
Bank of England I have no real data for expressing an opinion. 
Whether its reserves (published and unpUblished) are sufficient for 
the efficient performance of all its duties is 8. matter on which the 
Bank alone is in a position to judge. and the Bank has not only 
not asked for an increase but not even remotely hinted that an 
increase would be welcomed. 

I see no objection to the Bank of England being allowed to 
increase its capital if it thinks it necessary or desirable either in its 
own interest or the public interest to do so. 

On the other hand I see no reason for asking the joint stock 
banks to increase either their legal tender reserves or their bala.nces 
with the Bank of England above the amounts required to provide 
for their actual requirements and their own security. Pe~ contra 
I would not relieve them of the necessity of maint&ining the 
reserves necessary to protect themselves against the depletion of 
their stocks of legal tender by expansion of the dema.nd for internal 
circulation. 

The right to issue legal tender money being a prerogative of 
the Crown, it is right and proper tEat the profits of the Issue 
Department should accrue to the Exchequer. This is secured by 
the present arrangements. which I see no sufficient reason to alter. 
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The Bank of England is placed in exactly the same position finan
cially as it would be if there were no note issue and all money 
of unlimited legal tender were gold. I hold that the Bank of 
England, like any other banker, should in regard to its banking 
activities so arrange matters as to be able to afford to keep in the 
Banking Department whatever reserves of legal tender money are 
necessary for safely carrying on its business. After all, the object 
of increasing the fiduciary issue, if an increase is made, is a simple 
one-to provide the Banking Department with more legal tender 
money either to use or to hold in reserve. In so far as the addi-

~ tional money is used, it will hA income-producing, in so far as . 
. iii held in reserve it is .u,,:, me8ecessary or unnecessIP'-'~ If : • '!>' (on_-

L 
• 

. ) IL necessary addition to ()ease to:ve, the cost of keepl':':";....- .. ·tL 
cidental expense of the bJ i • ·tg 'Ibusiness : if it is unnecessary, ' ' '--
create it at all? . r '-

It is no doubt true-as indicated in paragraphs 334 and 335 of 
the Report-that if the Banking Department runs short of ready 
money it may have to part with income-producing assets. But 
that is quite a common experience in the world at large and it is 
not usually considered to be a ground for compensation. 

It is also true, as pointed out in paragraph 337, that the cost of 
.. sterilizing" gold imports which could not be arrowed to have 
their normal effect of expanding the basis of credit might seriously 
embarrass the Bank. But this has nothing to do with the profits of 
the note issue, and in fact, in the interests neither of world economy 
of gold stocks generally nor of the proper working of our own 
currency system ought such surplus stocks to exist except accident. 
ally and then for very limited periods. If surplus gold is the re'lult 
of an excessive influx of foreign balances, its accumulation should 
be checked in the manner indicated below: if it is the result of an 
unduly low domestic price level, it should be allowed to form the 
basis of credit until the disequilibrium is corrected. 

Under the gold standard, gold in quantities which can be digested 
is a food, in excess it becomes a poison. The system ought to be 
worken in such a way as to leave to other nations what they require 
for food, not to take it and then have to lock it up so as not to be 
poisoned by it. 

15. As regards the proposed amalgamation of the Issue and 
Banking Departments of the Bank of England, this would no doubt 
be a natural-perhaps a necessary--consequence of the adoption of 
the other proposals in regard to the Note Issue. 

n the present note-issue system is maintained, I would also 
retain the independence of the two Department!;, Apart from 
the objection that the amalgamation removes familiar land-marks 
and involves a more or le!'ls prolonged period of uncertainty in the 
minds of those who are concerned in monetary business before 
experience has taught them what practical conclusions to draw 
from the new figures, the separation is in fact the embodiment of 
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the principle which has dominated the British monetary system 
for nearly a century that, with a sirict control of currency, a large 
degree of freedom can safely be given to credit. The Issue Depart
ment is bound by precise rules. In the Banking Department the 
Bank of England has free discretion. 

While it is no doubt true"that since the restoration of the gold 
standard it has not been possible for the Bank of England to be 

• 1 ,~ iT} its credit policy wholly or even mainly by the level of 
.,e in the Banking Dep&rtment, the traditional recognition 

.\ ~eserve has to be protected has undoubtedly strengthened 
~" "f the Bank in taking measures which though necessary 

I _J 110 be disagreeable . 

. 16. I am not satisfied that all the difficulties which have caused 
the Bank to depart from traditional practice in the direction of 
elaborate " management '.' are permanent or irremovable. 

A large part of them were the consequence of currency derange
ment at home and abroad resulting from the war and subsequent 
stabilisation. 

Other disturbing influences in my view have been the enormous 
accumulation of liquid credit arising mainly from too narrow a 
margin between short and long money rates and the excessive 
volume of Treasury bills, and possibly the attempt (due to what I 
believe is a misreading of the report of the Cunliffe Committee) to 
maintain the gold reserve in the neighbourhood of £150,000,000 
instead of allowing it to find its own equilibrium point.· 

* Under the existing currency system, either ae it existed before the War or 
in the form in which it was re-established by the Act of 1928, the total 
volume of legal tender adjusts itself to the requirements of the country at a 
level of prices determined by the balance of payment' operating on the 
exchanges. The amount of gold which can be retained is therefor. equal to 
the total legal tender required for circulation and bank reserves Ie .. the 
fiduciary issue. If, a8 I believe to have been the case, the total of legal tender 
required has since the fiduciary issue W&8 fixed at £260,000.000 been leu than 
£410,000,000, it follows that an attempt to retain £ 150,000,000 of gold i, 
trying to put a quart-:-or at any rate more than a pint--of water into a 
pint pot. 

The proposal of the Cunliffe Committee was gradually to reduce the fiduciary 
issue until a figure was reached which experience should prove 11'&8 conaistent 
with the retention of £150,000,000 of gold under normal conditione and thf'n 
to fix the fiduciary issue at the amount to which it hlld actually been reduced. 
It became desirable, however, to make the transfer of the note iuue to the 
Bank of England before the experiment initiated on the recommendatioD of 
the Cunliffe Committee had been continued long enough and before conditions 
had become sufficiently normal to arrive at a reliable judgment, and the 
fiduciary issue was fixed on the best evidence available at £260,000,000. If, 
once the £260,000,000 fiduciary issue had been fixed, the gold reserve had been 
left to find its own equilibrium point and this had proved to be Ie .. than 
£150,000,000, we could either have contented ourselve. with the smaller figure 
or, if we still attached importance to the £150,000,000, have reduced the 
fiduciary issue (choosing a moment when gold was flowing in) by the neceasary 
amount. 
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17. It is in my opinion highly probable that the embarrassing 
accumulation of what are euphemistically termed liquid funds, but 
which I should prefer to call surplus credit, which has been a. 
characteristic feature of recent years has been to a large measure 
aue to the attempt to retain a larger stock of gold than is required 
for the working of the currency system on the lines of the actual 
fiduciary issue from time to time-since 1928,£260,000,000. 

An outflow of gold arises from one or more of the following 
three causes, an unduly high internal price level, an excess (\f 

foreign lending or a withdrawal of foreign balances. It mal 
stemmed -by a return of foreign balances, a withdrawal of m 
lent abroad- (or sale of securities having an international ma 
or an alteration in the relative volume of exports and import,,--_ 
a faU in internal prices. A rise in bank rate will tend to brL- . 
the first two corrective forces into operation more quickly than the 
last, but if the outflow of gold has caused a reduction of the basis 
of credit the return of foreign balances and withdrawal of money 
lent abroad will not increase it again unless and until they actually 
cause gold to flow in. If such an inflow begins before the price 
level has been adjusted the maintenance of a -high bank rate can 
do nothing but mischief. The rate should be lowered to the point 
necessary to check the inflow and leave the reduction in the basis 
of credit to have its effect on the price level. 

But if an attempt is made to maintain the actual stock of gold 
above the figure which represents saturation point on the basis of 
the actual amount of the fiduciary issue, it means that equilibrium 
of the exchanges will be _ produced by the attraction of foreign 
balances by means of a high bank rate with a volume of credit and 
currency too large to bring about the necessary adjustment of price 
level. If it be desired to retain the surplus gold, these balances 
must either be retained by the continuance of a high bank rate, 
or brought back by another rise, if a lowering of the bank rate 
has caused their 'withdrawal and a consequent renewal of the gold 
drain. 

Thus the high bank rate becomes chronic and so far from doing 
any good merely makes matters worse, since by depressing industry 
it diminishes production and by releasing credit from industry 
increases the amount of short money, whereas, if the gold had been 
allowed to go and the basis of credit had been restricted in the 
first instance, remedial forces would have been put into operation 
with which no subsequent movement of balances could have inter
fered. 

Indeed we owe the creditor position which we occupy in the 
world more than to anything else to our willingness in the old days 
to part with gold freely whenever the exchanges required it and 

* i.e. British liquid funds in foreign centres or foreign bills held in London 
(which a bank rate higher than that of foreign centres drives to the centres 
having a lower rate). Long-date loans cannot, of course, be withdrawn. 
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to defer raising the bank rate until the depletion of the reserve in 
the Banking Department of the Bank of England made it necessary 
to do so. This kept our internal prices almost continuously down 
to the level necessary to secure a favourable balance on the inter
national exchange of goods and services, which was largely absorbed 
by foreign investment before it could lead to an excessive gold 
influx. 

l8..The fact that this creditor position exists is not without 
danger, since it is obvious that it makes it possible for us to dispense 
with the favourable balance on goods and services eo long as the 
deficiency can be made up by an excess of interest on existing 
foreign investments over new foreign investment and indeed 
longer if we are prepared not to increase or even to diminish the 
corpus of our foreign investments themselves. 

But a diminution of new foreign investment will probably con
tract the volume of our exports and so reduce our visible exports, 
while the weakening of our creditor position will reduce our remun
eration for international services which is a very important part of 
our invisible exports. Any temporary relief therefore that we mi~ht 
secure in this way would be at the cost of a progressive future 
decline. 

19. But, quite apart from the undue accumulation of short money 
which results from attempting to deal by means of bank rate alone 
with a. situation for which the proper remedy is an efflux of gold, 
the volume of such money generally since the War has been of 
such magnitude as to render the task of the Bank of England 
in controlling the supply (as distinct from the price) of the basis 
of credit extremely difficult. The main cause of this has been the 
enormous amount of Treasury bills. This has resulted not only 
in increasing the dimensions of the bill market (and so making 
larger scale operations necessary to produce a given effect) but 
also in a.ltering its character. When the holdings of the market 
were mainly commercial bills drawn on London on foreign account, 
a rise in ba.nk rate diminished the supply of these bills. Now that 
the market holdings are largely Treasury bills and other Govern
ment "floaters," a restriction in the volume of bankers' cash, 
followed by a reduction of their market money, merely drives the 
" market" "into the Bank," i.e., forces "the Bank of England 
to recreate the credit it has previously withdrawn-the discomfort 
traditionally associated with that lodging being largely mitigated 
by the fact that the general taxpayer bears a large part-sometimes 
more than the whole-of the expense in the form of a higher dis
count rate when the bills fall due for renewal. 

20. Apart from the difficulty which it creates in the control of 
the volume of credit by the Bank of England, the excessive volume 
of Treasury bills has harmful effects of a more general character. 
When credit has to be restricted the renewal ot the bills comes 
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into direct competition with the demands of industry, tending to 
force up the rates which industry has to pay for accommodation. 
Further it encourages both directly and indirectly the accumula
tion of liquid funds by industrial concerns. Treasury bills not 
only provide a. convenient and profitable vehicle for the employ
ment of such funds, but they enable the banks to hold large fixed 
deposits at comparatively high rates of interest without risk to, 
themselves. '.~ 

The result has been that large and wealthy concerns to a ml' 
greater extent than formerly carry on their business by mean! 
accumulated funds instead of with borrowed money. The 4 
sequence of this is that the pressure of credit restriction, wI 
it becomes necessary, is rendered very unequal in its inciden(!e:--
These large concerns are in no way hampered by a rise in short 
money rates-indeed they actually profit by it-and the whole 
burden is thrown on the weaker concerns which trade with 
borrowed money. In so far as the latter may be compelled to 
curtail their activities, the former can expand to fill the gap with
out cost to their profit and loss account for interest charges, since 
the loss of interest on the liquid funds so employed will be offset 
by the higher rate on the remainder. 

21. It thus follows that the first result of an attempt to restrict 
credit is merely to transfer business from the weaker to the 
stronger concerns, and before an impression can be made on the 
total volume of active purchasing power the pressure on the weaker 
concerns may become so acute as to drive them out of business 
altogether. We might reach a state of affairs in which the whole 
of the trade and industry of the country would be carried on on 
the basis of credit balances against which the banks would hold 
cash, Treasury bills and securities only. High money rates would 
then be powerless to check expansion unless and until a point 
was reached at which it would be more profitable to the industrial 
concerns to keep their balances on deposit than to employ them 
in industry, or prices had risen so high that they not only had 
to employ the whole of them but borrow as well. 

The former situation would be an impossible one for the banks 
except in so far as the deposits to be immobilized did not exceed 
their own short-date assets-otherwise they would lose money 
heavily, while the latter would not arise until inflation had gone 
far enough to disorganise the whole financial structure. 

The truth is that any considerable volume of idle deposits repre
senting dormant purchasing power which can at any moment 
become active purchasing power, not merely without the help but 
even in the teeth of the opposition of the banking system, is a 
menace to the system itself. So long as the volume of such deposits 
is small in proportion to ba.nk advances, the banks can, by bringing 
pressure to bear on debtors, counteract the increased activity of 



creditors,but a poirit maybe reach~ atwhi~h this ill no longer 
~asible and then ,the whole machine breaks down. 

22. !tis very desirable-it may' even in the not remote future 
become vitally necessary-that idle deposits in the joint stock banks 
should be, reduced to a minimum and that the total deposits of 
~hese bankS should be confined; as far as possible, to the necessary 

"Jlrculating medium of trade and industry . 
• 'The best methods of bringing this about are :-
, (1) Reduction'in the volume of Treasury bills, thus diminish-

,ing the ~eld fOf the profitable employment of liquid resources . 
. geI;lerally. r .' 

(2) Working the gold standard, in &uch 'a way that when a 
rise in the bank I.ate becomes necessary the period of the high 
rate shall be of brief duration, and for the rest keeping short 
money rates as low as possi.J:>le (see above). 

(3) Avoiding any acti<?qwhich will tend. artificially to indate 
,.the prices of long-date securities, and so diminish their relative 
attractiveness as, an investment· for reserves. 

23. I am aware that Treasury bills are asourceof"considerable' 
profit both to the banks and the market and play 80 la.rge a part 
in. their daily life that they can scarcely picture-at any rate are 
uniLble to contemplate with equanimity-a. world without them. 
But the Sabbath was made for man not man for the Sabbath, 
arid if it is desirable, as, I believe it is, in the interests of the 
financial system as a whole, that the amount should be drasticallY 
curtailed, the banks and the market must adapt themselves . 

. Inland trade bills (the revival of which would be very healthy 
fortra.de and industry themselves) might with advantage fill up 
a part of the gap. 
'24; It would be well also that the volume of inactive' deposits in' 

the joint stock banks should be reduced by the sale by the banks 
of long-date securities ro their customers. The improvement of' 
their cash proportion would enable them when occasion arises ,to 
increase their active deposits by purchase of inland bills and by 
advances to trade and indUStry. When there was a large number 
of. banks whose advances were largely confined to particular locali
ties, and particular, trades, a. reserve of high-class readily ~arket
able securities as a. second line of defence was essential and an 
II over-lent " position was rightly regarded as evidence of weak
n~ss. This is still the case in regard ,to the surviving smaller 
banks and might be the case in regard to the big banks if they 
pursued sufficiently different policies to cause large cash transfers 
frOID one to another, but so long as they .. keep in step" and 
contirie thei,r advances to, proper banking propositions (covering 
any which b!lCQme .. frozen" by creating reserves) there i~ now 
no real necessity for maintaining 1\ large volume of investments. 
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25. It is a mistake to suppose that, during the period from the 
restoration of the gold standard until the beginning of the world 
slump, trade and industry in Great Britain were uniformly or even 
generally unprofitable. The Income Tax returns, ~ndeed, are con
clusive evidence to ,the contrary. Generally speaklDg, apart from 
the export industries and industries (including agriculture) directly 
exposed to foreign competition in the hOIne market profits were 
above the normal, and this notwithstanding the burden of taxa
tion, unemployment and' high money rates. This to my mind 
proves that the trouble was due not to a shortage but to an 
excess of currency and cred1t which had the effect of raising prices 
wherever prices could be raised and raising costs generally, includ
ing those in the export industries and industries in which prices 
could not rise because of foreign competition. The effed;of 
•• safeguarding " in certain of the latter industries was to extend 
to them the advantages of the naturally If sheltered" industries 
and increase the pressure on the remainder. In ,these conditIons 
-I am dealing with the period prior to the world slump-a 
diminution of internal purchasing power resulting in a fall in 
the domestic price level would ll.ave been far from being the 
unmixed evil which some <If my colleagues appear to imagine. A 
comparatively small fall in prices would have encouraged the export 
trades and diminished the pressure of foreign competition in the 
home market on those industries which are exposed to it. Even 
assuming the rigidity of money wages; which is by no means 
absolute, some costs would have 'fallen and mor,e certain markets 

'and increased output at the lower price level might have com
pensated largely for the lower prices themselves. To the sheltered 
and protected industries on the other hand and to the distributing 
trades, reduced· purchasing power in the hands of the public would 
have meant diminished sales, with the result that they would 
have cut prices (as ,they could well afford to do) in the hope of 
recovering their turnover. The result would have been a much 
healthier distribution of profits as between sheltered and~n
sheltered trades, and a diminution in t,he cost of living greater 
than the fall in prices in the unsheltered trades. This would have 
paved the way to a reduction of money wages without diminUtlii9n 
-possibly, even with ,increase-of real wages in these trades and 
in the transport services. The . latter, if it could have been 
effeoted, would' have reduced the cost of Hvingstill further and 
given further help to the export trades. 

26. It is possible that these desirable changes may still'come 
about without deliberate 'restricltion of credit if reCovery from the 

,world slump proceeds mote. slowly in thisco'imtry than aJbroad--'-a 
not improbable event, regard being had to the fact tha.t our dis
equilibrium before ;the slump began w!ls more pronounced than 
that of most foreign countries.· A rise in world prices with 
Qomestic price~ 'remaining stationary. or following only slowl>,:, 
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would have the same effect as a fall in domestic prices not reflected 
in world prices and would avoid a large part of the friction 
inseparable from the latter process. 

But this hope will be disappointed if the price level is pre
maturely raised by well-meant but ill-~vised measures directed 
to accelerating trade recovery. 

27. In the case of a country situated as we are, & recovery to be 
durable must begin with the export trade. This will give a firm 
foundation for expansion of the home trade. Attempts to revive 
the home trade while the export trade remains unprofitable will, 
if successful, merely re-establish the old disequilibrium. 

28. Another cause of trouble has been the excess of long-term 
ioreign investment over what was available from the balance of 
internatio:a::.! payments. This became possible without loss of gold 
by reason of the inflow of foreign short money but it made neces
sary the stereotyping of high money rates to retain that shon 
money. The effect of ocntinuously high rates for short money waa 
to increase the attractiveL~Ss of short as compared with long-date 
investment a.t home. This sLould have been counteracted by a fall 
in the price and improvement in the yield of long-date securities 
but the excessive amount of unemployed bank deposita, and prob
ably to some extent the necessary preoccupation of the Treasury 
and the Bank of England to secure the most favourable terma for 
funding maturing obligations and to pave the way lor a conversion 
of the 5 per cent. War Loan, inhibited thia tendency, thus increas
ing the relative attractiveness of the high rates offered by foreign 
long-term borrowers. 

Governments can, and do, do much-ttometimes sa1utarily but 
more usually with mischievous consequences-to interfere with the 
free play of economic forces but no Government has yet succeeded, 
though many have tried, to prevent capital finding its way to a 
more a.ttractive mar~et. Measures designed for that purpose are as 
effective as the fabled enterprise of building a wall round a swallow 
in order to enjoy the blessings of perpetual spring. 

In the old days the British investor waa content with a much 
lower return on home than on foreign investments by reason of 
his conviction that the fonner gave him better security. This waa 
an enormous advantage to British industry. More lately the prefer
ence has been less marked. Recent and prospective events rather 
tend to show that after all Great Britain may not compare un
favourably with the rest of the world for political and economic 
stability and the old preference may revive. But be that aa it 
may, excessive foreign investment and consequent trouble with 
the exchanges can only be checked by a fall in price of home 
securities to whatever may be in fact the competitive level. 

29. It is in my view of great importance that the present oppor
tunity created by the prevailing distrust of foreign innstment, 
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cheap money and absence of industria~ 
restored the market in home gilt-edged ~ol Petiti 
be taken advantage of first to fund a cG\;es to°lJ. Tf1bicb 
the Treasury bills (other than those held h, lble fal>OIlr rb. ba.l>e 
and public departments) and other Gov~i"/alJ.Jr·oPoJ.tt ol1la 
maturity and: to effect, if possible, a conve

4
' d of 1i:lJ. °1lJ. of 

War Loan, and that thereafter home sec ebt of 'If,alJ., 
find their natural level. ? 5 Per-:!''', I. , 

_"(-r b 7 

30. It will be seen, therefore, that so far ~o.v e y 
relation to currency and credit is concerned I ..... '<> 

removal of obstacles which have arisen to the r '<l~..,tio . \ 
of the existing system and have no confidence inaY 'to 
result from a radical change in the system itself. "~·)nin ~ 

The steps which I have suggested for removing su'2.')uld \ 
would, I believe, restore to our financial system the abih\ \ 
charge its proper function-that of honest broker betwe~~ 
who have real values to exchange at home or abroad. To e~\ 
more of it is to fall into the ancient fallacy of mistaking money k 
wealth. ' 

The existing system thus restored to efficient working would 
resume its old role of an efficient policeman to prevent our buying 
from abroad more than we can afford. 

The proposed system gives no such safeguard and requires the 
creation of elaborate machinery for securing the maintenance of 
a proper balance of international payments. 

As to the nature of that machinery the Report is silent, but I 
understand that various members will have divers and possibly 
conflicting panaceas to present in addenda. Until light shines 
upon this chaos it seems imprudent to proceed further with the 
creation of the new world. 

31. The Report contains proposals relating to International 
Monetary Policy of 81 Permanent Character, proposals relating to 
International Monetary Policy to meet the present emergency and 
proposals relating to Domestic Monetary Policy of a Permanent 
Character, but there are no proposals relating to Domestic 
Monetary Policy to meet the present emergency. 

Here again alternative suggestions will, I believe, appear in 
addenda. 

Expedients which ha.ve been much canvassed--not necessarily a.s 
alternatives-are intensive capital development and attempts to 
stimulate agriculture and the industries whose products are subject 
to foreign competition in the home market by import duties. 

32. The latter seems to me to be merely enlarging the list of 
sheltered trades at the expense of the export trades while, if these 
are compensated by bounties, we may find ourselves suJbsidizing the 
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.jsh . goods at the expense of the British 
b\i1mportB-llt net loss to the national economy 

• to . 
. 'q?et l totf' 

.• ')t~~\l11let 0 ntensive capital development any suggestion 
"<IJ'o.o\e. . stimulated by credit inflation regardless of the 

..<;.,._. '_ ~s t~le to finance itt is wholly mischievous. Such 
27 tba'\lis 'cessful are likely to create 0. situation which can 

d " real ~~Nith by wide-spread liquidation, followed by still 
f ura eXlJI'-t.pression. Further, it is doubtful whether the in1la
t~U' only~}rs' caSh would have any early result other than to 
Of ( zno~le purchase of securities by the banks from their 
1 tiG, . thus increasing their idle deposits with the danger of 

~'a.n unmanageable credit situation when a real revival 

/ .' tins connection it must be realised that only current savings 
I J available for capita.l expenditure. Past savings in the form of 
./l1e bank deposits can, it is true, be so employed by their owners, 

. - but, if and when they are so used, the use of them, unless credit in 
general is restricted PTO tanto, will have the same effect on the 
price level as the creation of an equal amount of new credit. 

The same considerations apply to works undertaken by the State 
or Municipalities out of the proceeds of state or municipal loana 
and to works financed under state guarantee, unless real savings 
are available, with the further objection, even when this condition 
is satisfied, that unless the works are sufficiently income-producing 
to cover the loan 'Charges their effect is to increase the burden of 
dead-weight debt which is already crushing industry. 

If there were substantial reason to hope that works of this 
character would permanently reduce uneD;lployment and 80 save 
an appreciable proportion of the present expenditure on relief, it 
would be worth incurring this latter risk, but I am not satisfied 
that real savings sufficient for any considerable effort on these 
lines are in fact available. . Savings are hard to make in hard 
times. Unless they are available, it is not feasible to start a last
ing trade revival by intensive capital expenditure at home. The 
essence of such expenditure is that it does not create an imme
diately saleable product. The expenditure itself, however, is in 

* This would not be the case if the effect of the tariff W&l to raiae the 
general domestic price level by a percentage equal to that of the dutiea and 
bounties, but in"that event the dutiel would ceaae to be protective and the 
bounties to be helpful. The only advantage of .Iuch • plan would be that it 
would pro tanto reduce the real burden of debt upon production. Apart from 
many other obiections to it, it is questionable whether it would afford relief 
on a scale sufficient to compensate for the friction aDd 1088 which its operation 
would entail. " . 

t I have not apace for a 'critical examination of the doctrine of the neW' 
Ichool of econouiist. that the profit. reaulting frolJlc&pital expenditure will 
themselves provide the savings to finance it. The cynical maxim "let UI eat 
aRd driRk for to-morrow we die" hAl at lea.t the common-senae to recognise 
by implication that difficulties may .riae from the policy if death faill to enlue. 
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the main, through wages, upon articles of consumt~ Ii 
through materials, upon. other immediately saleable p/~~<I. 
of which are available for export. It will stimulate . e 
at a rising level of prices of the articles of consu ~~. -
materials, it will also encourage imports and diminiSlCr~' 
the industries immediately affectE;ld and increase cost. -
industries. It will, in fact, have an inflationary effect \ 
with that resulting from the issue of forced currency. ' 

34. Part II, Chapter IV.-I concur in the recommenda\' 
tained in this chapter in regard to the Capital 'Market t 
Investment. " 

35. To sum up, I am of opinion that the causes Whi\ 
impeded the development of trade and industry and led to i 
ing unemployment during recent years are in the main 0 . 

the domain of banking, finance and credit and that any re' 
within the scope of the terins of reference of the Committee- \. 
at best, merely touch the fringe of the real problems. . 

36. At! regards the matters falling within the terms of reference 
my conclusions are as follows :-

(1) It is to the best interest of this country to continue to 
adhere to the international gold standard at the existing parity, 
but efforts should be made to secure by international agree
ment a better working of that standard. 

(2) Our existing domestic currency system should be main
tained, reform being directed to removing the obstacles which 
have interfered with its efficient working and not to funda
mental alterations in the system itself. 

(3) The banking system discharges adequately and efficiently 
its proper function of providing short-date credit. It is not 
advisable that its functions should be extended, but a closer 
touch with industry in certain respects would be advantageous. 

(4) Better machinery than at present exists should be 
devised for providing domestic industry, through institutions 
other than the ordinary banks, with long-date credit and 
permanent capital. 

(5) The best contribution which the State can make to assist 
industry and promote employment is strict economy in public 
expenditure and lightening the burden of debt by prudent 
financial administration. Attempts to give positive assistance 
by diverting international trade from its natural channels, the 
State-financing of enterprises other than the ordinary public 
services, or the artificial cheapening by State guarantees of the 
supply of capital to particular undertakings are more likely 
to retard than to accelerate the restoration of a healthy and 
progressive national economy. 

BRADBURY. 
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APPENDIX I. 

NOTES. 

Table 1 gives an analysis of the main items of the monthly returns of the London 
Clearing Banks, commencing with January, 1919, in a form which differs from the 
published monthly returns principally in the following respects :-

(a) Cash in hand and Balance at the Bank of England are shown separately. 
(The cash items in the table do not include Balances with, and cheques in course 
of collection on, other banks in the United Kingdom.) 

(b) Money at call and short notice is shown under the heads of (i) Money at 
Call, (ti) Money at short notice to the Money Market, and (iii) Money at short 
notice to the Stock Exchange. 

(e) Treasury Bills discounted and Commercial Bills discounted are shown 
separately. 

(d) Deposits are divided under the heads of (i) Current Accounts and 
(ii) Deposit Accounts. There is no universally recognised line of division 
between the two, but as far as possible current accounts are taken as sums 
payable on demand and deposit accounts as sums payable after date or notice. 

(e) The head of Acceptances Outstanding does not include engagements 
for forward foreign exchange and other items frequently grouped under this 
head. 

The statistics are the aggregates of the ten London Clearing Banks, but in the case 
of the National Bank figures relating to offices in England only have been included. 
For some items in t.he table in the early years estimated figures have been taken. 

Table 2 gives the monthly figures of six Scottish banks on the same basis as is 
adopted in Table 1. The six banks are :-Bank of Scotland; British Linen Bank ; 
Clydesdale Bank Limited; National Bank of Scotland ~imited; Royal Bank of 
Scotland and Union Bank of Scotland Limited. In the case of one bank money 
at notice to the Stock Exchange is not distinguished; in another case money at call 
is included with money at short notice; and in another case the balance at the Bank 
of England is included in cash in hand and no money at short notice is given. 

Tables 9 and 10. The figures of the London Clearing Banks comprise foreign 
deposits, etc., held by the principal London offices and offices in Liverpool, Manchester 
and Bradford. The figures of the Scottish Banks cover foreign deposits, &c. in 
London and, in some cases, at a principal office in Scotland. Deposits, Sterling 
Bills and Acceptances are each classified under the heads of-

(a) Banks with Head Offices abroad (including the Dominions). 
(b) Foreign (including Dominion) GoverIlJIlents. 
(e) Other foreign customers, including companies with head offices a.broad. 

It should be noted that under this classification, deposita, etc., held for, e.g., 
the Commonwealth Bank of Australia are included, while deposits, etc., held for, 
e.g., the Chartered Bank of India. Australia and China, and the Bank of Australasia, 
whose head offices are in London, are excluded. The figures do not in every case 
relate to the dates indicated in the tables but they are in all cases within a few 
days of those dates. 

Table 11. This table combines the aggregate figures shown in Tables 9 and 10 
with the aggregate figures of 30 Accepting Houses and Banks, compiled on the 
same basis. A further addition is the aggregate amount advanced to the Discount 
Market by Banks with head offices abroad and other foreign customers. 

As indicated in the Report, the Table does not cover sterling bills held in their 
own portfolios by foreign institutions and agencies whether located in London or 
abroad. Nor does it cover acceptances by the Exchange Banks.(with one or two 
exceptions). 

101211 J[ 



Date. 

January 
19111. ... ... ... 

February ... ... .. . 
March ... ... .. . 
~~ ... ... .. . 

'" ... ... 
June ... '" ... 
July ... ... .. . 
Augnlt ... ... ... 
September ... ... ... 
October ... ... ... 
November ... 

'" ... 
December '" ... ... 
Monthly Averall8 ... ... 
Monthly AveraCo (exclud. 

In8Juneand _mber), 

lanunry 
1920. ... ... . .. 

Fobruary ... . .. ... 
Marcb ... ... .. . 
April ... ... .. . 
May ... ... . .. 
June ... ... ... 
July ... ... .. . 
AUlllllt ... ... 
Bepwmber ::: 

'" ... 
October ... 

'" '" JioYember ••• ... . .. 
December ... '" ... 
Mont.b17 A verall8 ... ... 
Mont.bll. A...,. .. (exclud· 

Inl una AIIIl D....,bar) 

TABLE I.-ANALYSIS OF THE MONTHLY RETURNS OJ' THE LONDON CLBAJUNQ BANKS. 

(£000 throughout.> 

Balanee 
Mon~o~!:.bort 

~ 
Com- Advan_ 

Cub at Bank Money merclal Invest- (I.e., . Current Depoelt In of at To the To the DIe- BIlla ment.. Loalll and Accounta. Account.. lland. Call. Stock Die- Over-EnaIand. Money Ex- counted. oounted. dlafte). Market. chao go. 

28,810 105,895 225,169 91,788 822,878 475,828 107,848 90,284 14,653 983,881 442,822 
104,360 81,167 24,606 102,930 14,478 197,941 9O,2~8 826,168 482,818 930,776 462,098 
105,400 92,206 23,762 108,723 14,07& 183,605 93,176 827,664 606,873 961,639 467,086 
118,069 85,146 26,806 112,227 14,022 197,076 91,270 828,362 608,436 962,437 472,138 
110,546 88,928 24,730 112,068 16,6IZ 213,196 92,178 829,967 610,761 970,640 483,720 
117,160 246,041 28,026 182,764 16,200 182,408 89,642 828,846 627,697 1,118,248 613,816 
113,141 117,823 22,877 90,419 17,492 110,631 100,821 872,802 693,248 l,On,942 492,864 
112,131 81,647 28,125 86,728 17,117 137,036 106,621 876,834 614,983 l,OO~.039 600,003 
111,883 81,720 19,467 83,739 17,416 136,662 107,691 877,696 662,020 1,032,210 608,622 
114,964 76,OU. 22,216 ' 64,700 24,834 149,264 141,142 872,2l!O 659,881 1,040,471 629,290 
113,989 ",660 16,064 63,264 26,361 187,943 146,637 876,690 692,749 1,063,108 636,849 
124,664 181,016 21,663 62,9711 22,782 90,900 183,869 880,148 780,967 1,121,680 ':;S6,286 ---------
111,428 108,861 112,9111 110,868 17,698 1611,236 108,848 861,417 679,688 1,016,1110 '94,888 ---110,788 80,916 22,117' 90,469 17,44' 168,761 106,1127 860,801 6611,708 1196,8011 486,894 

---------
118,036 88,IIAS 21,980 60.779 22,80D 104,511 1112,147 880,799 777,880 1,184,782 678,802 
104.983 74,678 ll2,O18 62,686 26,llI!6 87,186 168,08' 87ft,6111 816,761 l,114,2t17 669,692 

95.88B 69,764 20,063 67,369 27,032 78,8411 188,198 870,898 861,71D 1,119,926 674,017 
911,416 82,776 23,648 '9,620 23,966 68,794 148,497 868,268 861,661 1,118,(,86 688,711 

100,949 60,41<11 23,06' 48,718 22,6911 711,146 182,4~6 870,082 860,62l1 1,076.201 697,180 
10~,922 123.868 28,22' '11,680 21,201 83,620 121,278 871,0311 844,488 1,108,496 616,862 
108,647 78,818 24.798 66.272 20,774 116.276 148,878 869,744 888,llI!lI 1,080,481 684,766 
107, 7~1 118,466 24.497 66,3011 111,8211 134,081 148,478 868,'96 8:14,01' 1,076,6911 848,714 
108,777 74.876 24,748 66,811 21,087 137,968 133,440 864,142 881,172 1,078,771 846,269 
110,861 82,277 26,~61 64,UIIl 20,114 166,740 162,938 860.877 822,807 1,0""'.468 666,~22 
110,936 68.26' 26,961 64.616 18,89S 177,436 168,6811 867,010 816,848 1,072,446 871,0117 
107,686 182,324 26,6111 60,111111 17,806 168,1116 16i,798 867,097 816,128 1,118,688 684,180 

106,7611 88,728 113,824 64,810 111,987 116,661 144,221 867,718 881,690 1,0117,628 822,067 

106,607 74,866 113,698 64,101 112,486 l14,'116 146,667 868,UII 881,1162 1,0116,441 '10,626 

Accepo 
Total tan_ 

Depoelt.. out-
atandJni. 

1,426,853 43,989 
l,882,8U. 48,992 
1,408,676 67,823 
1,434,676 46,166 
1,464,860 48,738 
1,627,068 62,660 
1,604,808 62,007 
l,609,042 67,827 
1,635,832 68,910 
1,669,761 66,247 
1,698,467 83,839 
1,676,1116 108,442 

1,610,748 81,469 

1,482,608 67,662 

1,708.034 107,276 
1,683,8~9 110.687 
1,693,942 119,028 
1,7U7.296 87,468 
1,672,3!!1 72,046 
1,718.868 6',206 
1,716,187 69,864 
1,720,800 66,9117 
1,720.040 64,242 
l,766.0l!O 60,067 
1,743,648 611,206 
1,71/7,818 811,840 

1,7111,6116 76,7M 

1,711,967 77,681 



1921. 
January ... ... ... 112,234 92,648 24,829 52.910 19,123 184,194 170,840 852.615 810,027 1.100,887 698,902 1,794,289 58,380 
February ... ... ... 108,651 84,620 20,217 49,267 18,205 168,998 150,768 352,166 822,805 1,044,455 697,361 1,741,816 47,4U 
March ... ... .. . 109,643 73,785 21,063 47,415 19,277 148,697 125,226 848,792 844,468 1,003,154 691,576 1,694,730 42,608 

~~ ... ... ... 113,203 89,827 26,860 52,207 18,107 147,480 136,346 346,071 823,170 989,958 708,019 1,697,977 89,923 ... ... ... 113,768 88,012 23,235 56,026 20,229 184,248 181,666 345,706 807,637 996,197 718,927 1,715,124 39,600 
June ... ... ... 110,557 112,886 29,342 55,671 18,959 222,620 130,083 344,056 795,743 1,029,494 735,353 1,764,847 86,676 
July ... ... ... 111,850 89,548 81,557 60,218 17,572 252,725 136,470 343,026 789,977 1,024,602 744,296 1,768,898 34,091 
August ... ... ... 112,745 94,153 28,131 56,334 16,430 257,218 125,348 837,861 776,514 1,006,247 737,660 1,743,907 29,558 
September ... ... ... 112,421 84,436 80,840 67,411 16,779 277,198 126,186 346,149 767,683 1,018,963 740,598 1,754,556 29,400 
October ... ... ... 108,689 105,650 81,790 68,168 15,789 283,992 124,206 364,467 769,649 1,036,908 756,864 1,793,772 84,208 
November ... ... ... 108,959 104,832 29,923 51,215 16,673 287,549 121,859 854,498 748,807 1,006,729 758,739 1,765,468 41,378 
December ... ... ... 106,204 132,490 28,996 61,104 19,016 279,756 130,830 861,478 735,518 1,044,977 763,078 1,808,055 89,944 .------------
Monthly Average ... ... 110,744 96,066 27,232 54,829 18,013 224,556 134,068 848,822 790,166 1,024,756 728,864 1,753,620 89,410 ------------
M~~h}~~!~~~e~~~~~: 111,216 90,741 26,844 54,117 17,818 219,230 184,790 848,032 795,073 1,022,260 724,794 1,747,064 89,680 

---------
1922. 

January ... ... ,.u 111,713 93,541 84,591 60,065 22,532 280,746 134,039 890,479 736,762 1,038,376 763,378 1,801,754 40,301 
February ... ... ... 108,514 81,920 35,827 61,073 19,823 264,164 124,945 414,475 725,135 1,022,568 755,664 1,778,232 39,590 
March ... ... .. . 107,587 97,217 27,223 54,543 22,761 220,090 101,259 418,220 725,786 987,579 729,362 1,716,941 36,204 
April ... ... ... 112,626 93,322 30,314 61,364 23,280 195,782 104,188 433,434 720,183 989,062 732,388 1,721,460 86,664 
May ... ... ... 108,604 88,169 33,884 59,556 25,412 205,620 120,613 438,082 699,169 994,787 728,799 1,723,586 36,126 
June ... ... .. . 99,870 112,935 34,163 64,622 24,417 202,160 113,511 437,613 701,719 1,018,402 729,660 1,743,052 33,322 
July ... ... .. . 108,300 86,873 27,116 61,209 24,391 206,727 116,050 439,570 699,509 1,005,342 705,553 1,710,895 32,684 
August ... ... ... 110,612 81,623 24,915 58,809 25,478 186,674 104,889 440,459 698,020 978,463 687,656 1,666,119 28,807 
September ... ... ... 108,267 82,301 28,189 . 56,682 22,883 177,395 105,349 430,205 695,805 963,769 674,749 1,638,518 29,564 
October ... ... ... 106,398 88,249 27,746 55,670 23,123 202,242 112,207 406,752 705,891 991,364 674,965 1,666,329 34,402 
November ... ... ... 104,823 90,732 26,465 54,264 22,733 184,262 106,567 405,577 717,720 984,127 667,441 1,651,568 42,512 
December ... ... ... 102,392 117,719 25,662 58,082 23,777 170,086 116,413 897,049 717,288 1,011,318 659,724 1,671,042 47,527 

------------
Monthly Average ... ... 107,475 92,883 29,675 58,827 23,384 207,996 113,336 420,576 711,832 998,346 709,111 1,707,457 36,475 

---------
Monthly Avera~ (e",clud-

Ing June and ecembar). 
108,744 .88,395 29,627 58,322 23,242 212,370 113,011 421;225 712,298 995,544 711,995 1,707,539 85,685 



Date. 
Cash !a::: Money 

In of at 
Hand. England. Call. 

TABLE l-continued. 

Mone}' at Short 
Notice. Tre881U'y 

Bills 
To the I To the Dis· 
Money sri!' eounted. 
Market. chauge, 

Com· 
merclal 

Bills 
Dis· 

eounted. 

In .. est
meDUI. 

Ad .. ancel 
(I.e., 

Loam and 
Over

drafts). 

Current Depoelt 
Account.. AccounUl. 

Total 
Depoalt.. 

Accept
ancel 
out

atandlna. 

.January ~.~23.... ... 106,768 82,655 28,047 61,1117 21,2511 197,154 181,402 891,542 717,458 1,015,461 655,423 1,670,884 48,003 
February... ... ... 104,626 88,981 24,326 68,755 25,942 169,478 111,126 382,184 729,311 975,477 647,207 1,622,684 46,980 
MRl'ch ... ... ... 104,329 71,576 24,059 57,472 28,400 142,827 108,413 869,430 732,999 949,866 629,935 1,679,801 46,605 
April '" ... ... 103,"8 84,518 28,098 60,304 27,085 133,670 119,266 8611,408 729,180 959,369 635,322 1,594,691 45,529 
May ... ... '" 105,611 84,217 23,746 69,342 26,345 138,875 117,487 369,109 730,064 952,437 636,956 1,589,393 42,835 
.Jllne ... ... ... 94,889 99,601 24,436 65,416 29,600 136,236 119,315 874,383 733,832 984,825 643,421 1,628,246 38,398 
.luly,;. ... ... ... 108,835 83,860 21,378 60,277 24,093 144,555 128,825 8711,927 728,990 973,016 645,163 1,618,179 89,028 
August ... '" '" 105,039 81,977 24,891 69,653 21,130 137,676 120,310 879,603 724,611 945,138 644,250 1,589,388 86,976 
8eptember... ... ... 105,823 83,618 24,794 61,008 20,747 139,868 115,937 3711,741 722,574 942,905 648,978 1,691,888 88,345 
October ... ... ... 108,617 86,401 22,761 69,349 22,629 151,415 117,878 378,846 730,138 951,990 658,964 1,610,954 43,2P9 
No .. ember '" ... ... 103,647 85,537 24,463 63,294 23,072 140,256 117,805 378,279 731,954 941,787 666,552 1,608,339 60,030 
December... ... ... 105,420 114,269 26,265 65,164 23,684 131,094 129,764 378,882 742,937 1194,935 669,878 1,664,818 60,232 
~~-----------I~~~II-=~~I-~~-----I-----r----I--~--·I--~--~-~---~-----I---~-I-~.-------
Monthly AYerRile ... ••• 108,821 87,267 24,771 60,164 24,482 146,084 119,751 877,611 729,504 1165,600 648,604 1,6U,105 ",688 
~~--~------'I-----------------~~-I·~--·I-----·I------I-----·I-----·I------I~---I----
Monthly AYerage (nclud. 104,604 88,8SS 24,666 60,127 24,070 148,667 118,795 877,806 727,728 1160,745 646,876 1,607.620 '8.768 

Inll .lune and December). 
-----1:-:'02':'"'-. ---\-----------1-------1-----\-----1----\----1---·+----
.January ... 
F.bruBry ... 
MIlI<lh ". 
April .. . 
May .. . 
June .. . 
July... .. . 
.Ugu8t ... 
September ... 
October .. , 
No ... mber '" 
December ... 

Month17 • Y1!I'IIII8 ••• 

••• 108,545 
••• 102,984 
••• 101,970 
••. 104,928 
•.• 108,032 
'" 100,003 
••• 102,934 
••• 105,096 
••• 108,614 
••• 102,609 
••• 108,630 
••• 108,0114 

••• 103,767 

Monthly .... ra1l8 (ezclud· 103,7U 
Ina June and Deeember). 

81,403 
90,783 
78,810 
85.226 
86,237 

108.489 
82.622 
79,466 
77,824 
83,663 
90,616 

114,430 

88.276 

83,640 

23,299 
20.117 
26,943 
25,339 
24,449 
27,629 
22,497 
26,667 
25,698 
U,7H 
23,607 
26,061 

24,21& 

58,990 
62,734 
54,622 
62,621 
64,598 
66,992 
65,680 
66,681 
65,674 
67,984 
66,771 
63,7911 

19,928 
19,208 
21,706 
25,075 
20,625 
22,698 
21,849 
21,784 
22,732 
22,748 
26,651 
28,492 

143,629 
116,230 
96,612 
96.829 
93,758 

102,385 
108,911 
103,2411 

l1li,4111 
107,647 
100,942 
88.228 

141,818 889,847 '143,718 974,752 677,813 1,852,066 66,Sa 
128,180 384,176 '154,646 1137,049 670,061 1,607,110 61,642 
113,056 S78.077 771,686 933,768 655,978 1,589,746 66,969 
115,188 874,957 771,812 940,0114 600,071 1,600,165 64,450 
135,234 867,737 '172,320 940,760 661,867 1,602,127 62,411 
126,764 364,5I' 778,156 980,138 667,311 1,647,449 47,146 
131,628 864,8l1li 770,394 954,827 667,019 1,621,846 45,168 
120,688 868,81' 772,760 931,671 662,121 1,5118,7112 .z,168 
121,801 856,8l1li '177,954 944,796 6611,481 1,6(14.276 44,064 
123,550 851,879 786,891 943,471 660,731 1,609,202 60,691 
121,7l18 848,553 7110,426 935,610 670,847 1,606,457 6Z,OMI 
182,115 837,517 794,807 9to3,44O 671,21>8 1,654,728 70,1107 

67,166 22,791 104,768 125,6011 864,702 '176,1\18 1160,081 666,7111 1,016,747 M,4118 
I---~----~------~----~~-----~------I------I·------+------66,620 22,230 106,660 124,724 867,440 771.741 943,680 664,I11III 1,608,679 63,692 



1925. 
lanuary ... ... . .. 106,807 79,027 23,299 60,872 31,809 103,622 143,002 331,501 798,529 955,483 668,741 1,624,224 78,932 
February ... ... . .. 106,275 82,828 24,714 66,662 31,550 91,938 130,958 324,710 806,186 933,978 678,120 1,612,098 71,456 
Marcb ... ... .., 103,818 75,216 25,223 62,178 81,878 72,726 120,563 319,889 827,876 922,484 662,204 1,684,688 67,106 

~~ ... ... . .. 102,500 84,779 23,722 69,026 29,960 65,839 127,451 314,821 829,923 906,292 881,734 1,588,026 63,890 ... ... .. . 104,204 82,853 23,180 56,165 28,465 69,962 119,174 810,184 828,785 885,178 687,689 1,572,862 66,951 
lune ... ... .. . 102,337 106,673 24,660 61,286 81,098 81,642 110,887 303,509 835,616 936,100 687,988 1,623,083 60,338 
July ... ... .. . 103,769 77,068 27,114 67,065 28,292 106,228 126,146 295,083 833,141 916,670 691,134 1,607,704 47,336 
August ... .., 105,426 77,794 26,724 65,149 29,049 106,155 121,531 292,018 819,496 903,865 683,338 1,687,198 47,508 
September ::: ... ... 106,368 82,271 25,043 66,101 27,612 108,296 129,301 291,238 814,844 910,846 684,969 1,696,814 60,911 
October ... ... 105,460 82,776 24,242 60,493 80,807 107,256 135,601 294,030 815,981 920,072 681,160 1,601,222 66,315 
November ::: ... ... 101,852 87,479 22,743 67,259 30,964 97,271 139,962 294,496 814,916 918,858 678,316 1,597,173 66,673 
December ... ... .. , 97,133 115,611 26,904 62,136 85,357 80,672 126,709 293,566 834,607 961,726 676,671 1,638,297 68,686 ------
Monthly Average .. , ... 108,662 86,189 24,797 61,108 30,570 90,959 127,607 306,419 821,650 922,637 680,162 1,602,699 60,500 ---------
Honthly Avemge (exclud· 104,448 81,209 

Ing lune and December). 
24,600 60,987 80,039 92,929 129,369 806,797 818,968 917,362 679,739 1,697,101 60,698 

------------
1926. 

lanuary .. , ... .. . 104,369 76,817 24,997 68,886 32,488 102,179 129,600 293,775 838,441 934,248 672,118 1,606,361 67,874 
February ... ... ... 106,227 82,165 26,506 67,138 81,248 77,574 122,585 286,664 844,061 909,157 674,576 1,583,783 62,724 
Marcb ... ... ... 103,718 77,843 22,969 67,412 81,722 66,908 114,185 282,645 855,874 899,162 665,974 1,665,136 68,485 
~~I ... ... ... 104,005 78,533 28,019 60,476 30,340 76,733 113,643 279,777 851,801 894,923 674,818 1,569,741 66,419 ... ... ... 103,697 81,797 24,116 57,446 30,826 73,695 111,211 278,931 852,128 895,607 670,765 1,566,372 51,156 
June ... ... .. . 102,848 106,025 25,420 63,163 31,101 95,666 104,959 279,098 861,687 942,692 685,008 1,627,700 46,949 
lu1y ... ... ... 100,089 80,434 25,645 72,512 81,928 119,583 113,778 282,114 852,639 931,346 688,923 1,620,269 44,240 
August ... '" ... 102,249 87,672 23,471 64,148 80,705 123,003 100,385 282,847 865,991 921,670 691,437 1,613,107 43,177 
September ... ... ... 104,920 83,057 23,012 68,294 29,598 117,621 90,731 284,663 861,541 909,388 693,806 1,603,194 43,445 
October ... ... ... 105,298 78,957 24,904 69,042 33,434 124,479 95,169 288,167 865,381 929,269 700,885 1,629,604 47,662 
November ... ... ... 104,301 79,872 23,164 66,288 34,617 117,949 102,354 288,025 869,772 920,296 710,978 1,631,274 61,903 
December ... ... ... 96,154 119,743 27,400 62,989 86,949 115,985 95,033 286,771 887,258 969,141 720,861 1,690,002 61,779 ---------
Monthly Average ... ... 103,072 86,076 24,960 63,149 32,079 100,938 107,799 284,456 858,039 921,408 687,466 1,608,874 62,068 ---------~ 
Monthly Average (exclud· 

Ing lune and December). 
103,786 80,715 24,670 63,164 31,690 99,962 109,359 284,760 854,763 914,507 684,372 1,598,879 52,608 



TABLB 1-continued. 

Date. 

Money at Short I Treaeury 
N otlce. Billa Balance Money To the DIB-

Oaeh lat Bank I at I To the I Stock counted. 
In of 0aII. Money Ex. 

Band. EnsJand. Market. change. 

Oom· 
merc\al 
~Illa 
DIB

counted. 

Inveet
mente. 

Advancea 
(I.e., 

Loaneand 
Over

drafte). 

Aocept
Onnent I DepoeJt I Totel I ancea 

Account.. Account.. DepoeJt.. out-
.tandlni. 

1927 • 
.January 
February 
March 
April 
May 
June 
.July 
Auguat .. . 
September .. . 
Ootober '" 
November .. . 
December .. . 

104,290 
104,668 
104,436 
108,219 
106,119 
105,440 
103,225 
105,302 
109,328 
107,584 
107,510 

94.1182 

80,878 26,772 68,534 84,781 135,612 100,948 284,527 885,008 987,499 725,165 1,662,658 61,656 
83,106 23,730 64,224 83,901 121,882 93,226 276,165 886,889 906,8" 723,629 1,628,878 49,271 
74,416 23,942 68,616 86,440 101,498 88,067 278,933 897,612 896,734 715,488 1,612,222 51,661 
83,459 26,189 69,568 87,076 97,337 97,737 270,686 892,828 904,421 722,208 1,626,629 51,994 
tl1,558 22,292 66,846 .0,256 87,911 106,727 270,886 896,992 908,214 720,139 1,628,353 50,690 

109,807 23,750 78,857 41,380 93,480 96,219 270,045 909,376 961,504 727,871 1,689,376 48,6411 
82,523 25,638 71,420 89,269 112,069 105,869 272,568 902,081 987,944 715,622 1,653,666 46,987 
75,737 26,445 85,944 89,118 105,201 97,247 270,794 901,808 929,824 719,444 1,649,268 44,776 
77,239 24,920 76,631 40,472 113,988 94,664 268,972 909,141 933,532 721,136 1,664,668 4',699 
76,638 25,784 81,897 43,286 184,127 100,102 272,946 901,479 963,548 732,796 1,686,388 47,468 
71,908 23,628 87,696 41,580 129,732 99,856 270,802 900,648 933,648 742,439 1,676,987 62,776 

126,866 29,821 84,712 47,026 117,828 100,996 268,806 1107,459 983,379 752,018 1,736,3117 68,160 

Monthly A_Ie ••• 106,091 ~ 25,288 76,868 li9,M8 112,660 96,421 272,552 8911,l11S 932,128 726,488 1,6&8,611 49,464 

Monthly Avera!!e (ex.lud· 106,067 -;s:m 114,928 74,066 88,817 118,980 98,88S 278,177 897,848 924,060 728,796 1,847,866 49,178 
Ina June and December). -------1---1------------1828. 

January 

~~ 
April 
May 
Juue 
July 
Auguat .. . 
September .. . 
Ocl<lbtor .. . 
November .. . 
December .. . 

Jlont.hlyA .......... 

107,182 
106,189 
105,719 
103,840 
108,2U 
9S,961 

100,847 
102,74S 
107,2S6 
106,2~8 
108,828 
10ll,Ul 

... ,104,467 

Month/y A _~e (esclud. 1106,011 
Ina J un. and Deoember). 

77,424 
70,628 
70,606 
71,977 
79,957 

106,881 
82,667 
81,682 
77,680 
86,002 
80,202 

118,267 

83,818 

77,877 

28,460 
29,783 
80,352 
28,705 
27,231 
lIS,267 
28,866 
27,522 
27,876 
25,781 
25,140 
84,071 

28,421 

17,87S 

79,966 
77,136 
76,612 
81,878 
78,754 
74,2111 
81,946 
78,224 
76.498 
76,039 
74.287 
77,1110 

77,687 

78,084 

45,084 
47,458 
60,879 
61,956 
49,221 
48,232 
44,111 
42,4M 
46,858 
50,154 
49,410 
60,583 

67,951 

127,438 
100,228 
80,5411 
85,961 
76,071 

100,822 
121,410 
120,903 
121,872 
l1S,211 
120,466 
118,870 

107,717 

67,6511 1107,811 

117,978 
lOS,389 
101,810 
109,618 
115,3114 
122,880 
183,919 
125.188 
117,776 
116,562 
124,677 
12-&,1148 

118,208 

117,071 

279,099 
lISO,IlS2 
273,054 
271,260 
271,072 
266,147 
271,427 
272,978 
280,768 
279,040 
277,166 
281,080 

176,384 

176,683 

918,688 
909,638 
822,710 
921,217 
822,154 
1127,580 
1122,516 
1122,997 
1119,214 
1127,208 
1130,466 
843,414 

928,653 

921,184 

967,014 
929,501 
920,241 
1130,998 
827,1121 
977,838 
1168,978 
848,1101 
845,5211 
1158,064 
9411,228 

1,;)26,1811 

868,"6 

~141 

748,890 1,715,1104 
738,129 1,867,680 
729,094 1,649,836 
735,817 1,666,816 
786,818 1,664,237 
768.297 1,730,688 
7611,968 1,728,1141 
762.698 1,706,694 
762,710 1,708,2~1 
768,466 1,726,5211 
777,950 1,727,178 
7811,038 1,810,227 

766.197 I 1,708,1141 

762,008 I 1,8110,1" 

1>4,288 
57,626 
60,266 
60,204 
60,864 
82,007 
80,743 
87,758 
66,925 
68,1178 
76,866 
83,848 

66,821 

",800 

to 

~ 



1929 • 
.January ... . .. . .. 108,174 81.149 27.019 75,997 46.989 132,514 137,352 280.727 947,528 988.835 786,771 1,775,606 86,463 
February ... ... ... 103,398 80,629 26,652 66,862 45,202 112.247 135,077 278,054 965.716 948.079 796,4~8 1,744.547 85.~~4 
March ... ... ... 102,755 83,056 23,807 65,746 45,178 76,385 124,228 276,449 968,910 930,103 781,6M 1,711,769 81,214 

~~ ... ... ... 102,932 70,167 27,722 80.209 45,909 74,399 121,447 277,758 970.056 932.304 785.os6 1.717,340 78.101 ... ... ... 106,747 78.407 30.306 72,264 47,436 75,929 121,801· !76,684 961,248 918,171 790,218 1,708.389 78.367 
.Juno ... ... . .. 91.515 107,869 28,452 67,754 47,434 90.688 118,257 275,527 978.888 970.437 795.228 1.765.665 74.534 
.July ... ... ... 103,847 80.020 26,402 73,258 46,724 105,336 125,275 273,864 973.328 954,70& 794.890 1.749.595 68,917 
August ... ... ... 106,018 72,07 26,725 81,293 43,249 100,881 122,352 273,910 966.959 926.649 797.914 1.724.563 64.540 
September ... ... ... 106,678 65.542 32,233 81,253 44,577 106,381 117,690 278.578 960,163 931,210 798 • .,5 1.729.685 64,723 
October ... ... ... 105,554 76,428 31,836 88,705 39,550 109,272 113,994. 274,343 953,270 920,636 814.037 1,734.673 65.939 
November ... ... ... 104,567 81,535 31,403 75,502 35,741 107,852 119,957 266,765 959.406 903.136 818.755 1,721.891 67.632 
Decembor ... ... ... 110,087 117,506 34,309 83,042 32,528 87,759 116,788 267.433 962.243 957,680 815.106 1.772.786 66,6111 ------------
Monthly Average ... ... 104,356 82,893 28,906 75,990 43,376 98,304 122,851 275.008 963,976 940,162 797,880 1,788,Q42 73,561 

------------
Monthly Avorage (exclud-

Ing .June and December). 
105,067 76,934 28,411 76,109 4~,056 100,120 123,917 275,713 962,658 935,383 796,423 1,731,806 74,158 

1930. 
.J!\nuary ... ... .. . 106,973 75,506 40,572 78,007 31,718 111,972 124,952 269,592 955,561 918,472 814,292 1,732,764 64,668 
February ... ... ... 104,491 71,866 32,633 70,160 31,579 90,194 113,425 266,063 960,004 875,693 802,598 1,678,291 64,410 
March ... ... . .. 102,407 67,524 30,468 75,836 34,452 83,134 97,392 262,043 961,090 876,706 780,591 1,657,297 64,446 

~~ ... ... ... 105,449 74,884 32,431 75,620 33,445 89,104 131,487 265,221 948,701 901,143 797,416 1,698,558 66,699 ... ... ... 102,366 82,045 29,957 72,351 36,943 97,140 152,177 269,452 939,731 897,459 819,690 1,717,049 64,632 
.Jun. ... ... . .. 96,791 108,140 30,015 79,560 82,369 111,841 140,754 270,539 954,123 954,363 826,899 1,781,262 69,308 
.July ... ... ... 108,636 83,147 32,025 90,974 27,189 138,456 137,754 281,062 934,432 986,320 828,181 1,764,501 65,190 
August ... ... ... 106,113 79,710 31,683 83,203 23,262 139,346 132,941 290,657 918,659 916,825 821,343 1,787,168 52,148 
September ... ... ... 103,414 76,335 33,216 82,576 23,541 155,563 123,981 294,243 913,071 927,942 820,921 1,748,863 60,868 
October ... ... ... 103,850 84,789 85,045 90,184 22,230 164,476 125,029 298,897 906,498 928,760 837,817 1,766,577 50,381 
November ... ... ... 101,199 87,812 30,672 83,208 22,463 180,642 127,172 302,148 904,657 924,903 844,126 1,769,029 61,862 
December .... ... ... 107,017 122,663 38,324 79,171 23,522 181,839 119,359 308,431 904,652 991,821 846,603 1,838,424 61,764 ------

84,6351 83,078 Monthly Average ... ... 103,551 80,071 28,476 128,642 127,198 281,529 933,432 920,784 820,081 1,740,816 67,980 

Monthly Average (exclud· 103,880 78,362 32,860 80,212 28,582 125,003 126,626 279,937 934,240 910,322 816,687 1,727,010 68,469 
Ing June and Deoember). 

1931. 
37,478 .Janu!\I'Y ... ... ... 102,705 84,222 '86,947 22,042 197,082 1 121,849 326,290 891,948 961,984 842,105 1,804,089 60,222 

Febru!\I'Y ... ... ... 101,787 82,876 29,966 62,272 19,813 166,999 112,183 333,696 899,586 912,728 829,561 1,742,289 49,856 
March ... ... ... 99,842 63,388 26,231 67,836 22,259 128,780 96,363 834,664 916,355 895,201 798,040 1,693,241 47,407 



Date. 

lanuary 
1919. ... . .. ... 

F.bruary ." ... ... 
Marcb ... ... ... 
~~il ." ... ... ... ... . .. 
luu. ... ... .. . 
July ... ... . .. 
Auguat ... ... . .. 
S.ptember .. , ... ... 
Octob.r ... ... ... 
Nov.mber .. , '" ... 
D.cember ... '" ... 
Monthly Average ... ... 
Montbly Average (exclud· 

Ina June and December). 

1920. 
lanuary .. , ... ... 
February ... .., ... 
Marcb ... ... ... 
April ... ... ... 
May ... ... ... 
June ... '" ... 
July ... ... '" Auguat ... '" .-September ... ... ... 
October ... ... '" November ... '" ... 
December ... '" ... 
Monthly A varase ... '" 

Monthly A veror. (exclud-
IlllIJuneand _mber). 

TABLB 2.-ANALYSIS OJ' THB MONTHLy,RBTURN8 OJ' SIX SOOTTISH BANKS.* 

(£000 throughout). 

Mon.yat Sbort 
_ Com· Advancee 

Casb Balance Money . NotIc •• Treasury merclal (I .•.• 
In at Bank at To tbe ITO the 

Billa Billa Invest- "Loaneand Current 
Band. of CeJI. Money Stock Dis· Dla· ments. Over- Accounts. 

England. 
Mark.t. cb::~e. 

counted. counted. drafte). 

10,296 2,872 1.566 8,112 274 29,116 2,991 34,518 21,690 80,791 
9,808 2.766 160 1,937 270 22,661 3,175 36,273 22,999 26,868 

10,016 2,740 426 8,125 271 20,639 8,860 86,866 23,612 25,930 
10,660 2,669 1,618 4,980 276 28,844 2,811 85,328 23,363 27,648 
11,096 2,016 805 2,162 265 26,095 8,256 86,236 24,201 27,944 
11,284 2,062 875 2,407 190 21,608 8,464 86,336 25,681 30,836 
11,396 2,048 1,826 9,074 195 12,017 8,607 40,791 28,777 81,832 
10,862 2,217 330 4,106 187 9,124 4,078 43,297 29,435 28,197 
10,684 1,903 840 8,349 193 13,671 8,601 43,144 30,232 27,742 
11,012 1,620 1,804 4,884 195 17,594 8,817 42,916 29,281 28,745 
11,167 661 846 8,075 159 19,824 4,664 42,858 30,901 29,021 
11,268 659 216 2,9S8 143 19,968 4.756 42,854 81,697 28,632 

132 -------10,786 1,985 8,761 217 19,621 8,623 88,992 26,797 28,681 ------------
10,694 2,121 820 8,979 227 19,883 8,626 88.872 26,438 28.471 

------------
11,074 432 988 4,205 126 20,747 6,551 42,926 81,544 27,999 
10,791 424 1,676 4,045 107 17,946 6,647 40,371 84,829 27,025 
14,549 687 1,894 7,611 488 16,152 8,865 63,437 63,796 64,568 
15,097 1,110 2,292 8,504 4S9 15,0:\5 8.970 53,238 52,712 '5,150 
19,729 1,213 2,718 10,001 794 21,900 13,404 64,896 65,567 56,959 
20,089 928 2,330 9,584 757 23,470 H,548 U,409 68,644 64,931 
20,808 D48 2,562 9,470 824 22.950 13,978 64,560 69,479 55,767 
19,362 1,089 11.066 7,940 875 20,2:l9 14,441 64,291 72,605 52,8U9 
19,306 1,077 2,210 11,567 763 21,9n 12,964 84,269 73,361 53,640 
1S,91l3 l,46d 11.311 10,472 775 2U.639 14,323 63,106 73,122 53,651 
19,855 985 2.523 9,882 792 23,467 14,538 61,837 76,449 65,2a 
111,803 1.1S9 11,257 11,118 SOO 25,669 a,9:.!7 62,020 70,977 55,1211 
I-

17,412 95' .,144 8,621 

I~ 
20,844 11,7\16 68,280 111,840 48,569 

16,906 1138 .,114 8,160 20.0911 1l,208 67.2113 80.246 '7,277 

Accept-
Deposit Totel ancaa 

Accounts. Deposits. out-
ltendlni. 

64,346 85,187 2,187 
64,067 80,925 2,089 
64,700 80,630 2,168 
67,260 84,898 2,204 
67,408 86,352 1,999 
69,628 90,463 2,280 
68,977 90,809 2,460 
60,016 88,218 2,448 
62,160 89,902 2,388 
62,806 91,651 2,449 
64,145 93,166 2,976 
66,861 94,993 3.268 

69,822 88,003 2,400 

68,687 87.058 2.826 

118,242 94,241 8,214 
66,021 93,046 2,852 
87,676 132,243 8,028 
89,065 184,215 S,137 

110,302 167,261 8,888 
113,690 168,621 8,642 
114,996 170,753 8,211 
116,500 169.309 8,098 
118,899 172,539 8,882 
120,299 173,950 8,299 
120,057 175,~71 8,061 
121,564 176,693 2,741 

103.7711 152,845 8.170 

101,008 148,288 8,168 

• Up to Feb., 11120, InclUlive the eaureeoover throe banks only. For March and April. 1920. they eover fonr banD. For May to Dee •• 11120. Incl1l8l .. tho, 
cover live bankI, anel from Jan.. 11121. onwards tho, cover aIs baoka. 



1921. 
January ... ... . .. 23,022 1,03& 8,488 11,017 792 84,816 16,17S 72,8S5 78,041 64,28& 142,811 207,0116 8,360 February ... ... . .. 22,862 871 ',244 9,498 756 33,670 15,787 72,252 80,998 59,176 142,945 202,121 3,889 March ... ... . .. 22,80' 896 ',127 9,073 7M 81,942 14,614 72,176 81,913 57,921 143,681 201,602 8,6~7 

~~ ... ... . .. 22,481 1,131 4,1&2 10,797 761 88,797 13,0114 72,149 80,970 56,807 144,270 201,017 8,844 ... ... . .. 22,828 1,185 ',192 12,956 734 38,906 12,M6 72,403 78,283 58,968 148,885 205,80S 8,001 June ... ... . .. 21,978 895 ',509 10,520 685 43,925 13,400 74,071 77,851 58,48S 151,200 209,633 2,840 July ... ... . .. 21,94' 969 8,602 12,658 730 43,635 13,751 75,017 74,37' 55,287 152,807 208,094 2,963 August •.• ... ... 21,294 835 3,841 9,728 764 47,735 12,721 75,905 72,627 54,460 153,571 208,031 2,987 
September ••• ... ... 20,477 882 8,456 10,027 689 50,448 12,330 75,717 71,432 54,04& 154,706 208,751 2,742 
October •.• ... ... 20,293 1,767 ',88& 10,889 712 48,352 11,966 77,071 72,320 64,356 155,926 210,282 2,748 
November ••• ... ... 20,783 946 ',873 10,90' 679 48,044 11,488 80,984 72,06& &7,128 155,644 212,672 2,941 
December ••• ... ... 20,625 890 4,819 12,66' 639 46,815 12,005 82,"6 70,149 66,736 166,467 212,198 2,937 

---------
Monthly Average ••• ... 21,783 1,025 4,'32 10,886 726 41,490 18,348 75,218 75,919 67,800 149,979 207,280 8,116 

------------
~~~::rt~:J:g~~~· 21,879 1,052 ',888 10,755 739 40,714 18,'77 74,601 76,302 67,248 1'9,810 206,668 8,161 

---------
1922. 

January ... ... ... 19,338 914 6,948 10,680 806 'S,920 11,889 90,529 69,415 59,276 156,958 216,234 2,774 February ... ... ... 19,172 920 ',647 11,314 724 39,088 10,926 90,949 68,247 64,564 155,438 210,002 2,862 
March ... ... . .. 19,059 780 3,317 10,232 953 38,292 11,942 93,247 66,236 54,436 154,2M 208,720 8,033 

~~ ... ... ., . 19,196 1,299 6,147 11,693 1,008 34,346 11,421 95,845 64,829 55,447 165,216 210,668 3,058 ... ... . .. 19,859 897 4,331 9,576 1,180 30,392 10,743 163,890 66,271 69,013 162,680 211,643 8,326 
June ... , .. . .. 19,656 877 3,425 10,298 982 27,740 10,920 105,650 65,057 56,674 151,868 207,542 8,247 July ... ... ... 20,004 893 2,914 7,950 906 23,487 11,567 107,875 63,829 65,642 147,405 208,047 2,337 
August •.. ... ... 18,968 774 2,972 9,623 1,g~~ 21,738 10,644 104,846 64,197 64,809 144,498 199,807 3,356 
September ••• ... ... 18,766 838 3,3M 8,117 19,561 11,022 108,762 66,515 68,538 143,016 196,549 8,268 
October .•. ... ... 18,885 1,229 3,457 10,196 967 22,218 11,184 100,462 66,283 66,553 141,602 198,155 8,422 
November •.• ... ... 18,968 1,036 8,729 8,2114 896 19,917 12,896 100,360 65,934 59,751 138,184 197,885 3,590 
December .•• ... ... 19,279 921 3,611 10,094 797 19,259 14,672 96,667 65,673 68,489 136,052 194,5&1 8,768 

------------
Monthly Average ... ... 19,262 948 3,982 9,831 931 28,329 11,640 99,498 65,957 56,432 148,083 204,516 3,170 

------------
Monthly AV8l8l1e (exclud· 19,221 958 4,085 9,757 939 29,295 11,418 99,176 66,076 56,302 148,908 205,210 3,108 

111(1 June and December). 
'0 -



Data. 

1928. 
lBnnary .•. 
February .•• 
March ... 
April ..• 
May ••• 
lune ••• 
Joly ••• 
Augnet ••• 
Septambar ••• 
October ••• 
Novembar •.• 
DecemOO ••• 

Oaah Balance Money 
In at~F' at 

Band. EJlIIand. Call. 

TABLB 2--eontinued. 

Money at Short 
Notice. Trellllury 

BilIB 
To the I To the DIB-
Money 8~:' counted. 
Market. change. 

Com· 
mercial 

Billa 
D1B. 

counted. 

Inveet
menta. 

Advances 
(I.e •• 

Lorua and 
Over
drafta). 

Aoeept-
Cnrrent Depoelt Total an .... 

Accounta. Accounta. Depoodta. ont-
.tandIng. 

18.221 1.009 '.441 9.197 896 16.898 13.079 96.449 65.776 59.515 133.018 192.539 8.825 
17.990' 902 8.051 10.177 715 15.689 11.387 93.548 66.797 67.211 129.664 186.875 3.609 
17.797 822 8.165 8.821 707 14.255 11.419 110.466 69.236 6~.018 126.961 181.969 8.0UI 
18.748 1.266 '.890 11.821 799 18.196 11.047 89.064 68.042 66.220 126.699 182.919 2.966 
18.1l92 999 8.388 11.736 726 14.126 11.667 88.886 69.337 69.438 123.701 183.139 2.947 
19.248 977 8.836 8.880 656 12.460 11.972 89.381 69.408 67.721 122.289 lSO.010 8.162 
18.996 1.089 8.051 8.036 73' 11.288 12.008 88.620 69.812 67.059 121.166 178.2U 3.064 
18.326 1l1l4 8.624 10.734 691l 10.650 10.958 ' 86.669 69.332 66.516 121.491 177.006 2.1l92 
18.051 989 4.072 11.937 736 12.21& 11.304 85.1162 68.&76 04.666 121.67& 176.841 2.998 
17.713 1.263 9.S04 11.032 640 13.517 11.879 83.132 611.640 64.670 122.162 176.832 2.968 
18.022 998 3.083 10.737 544 13.881 11.S08 84.314 70.000 66.678 120.620 177.293 2.964-
18,U7 1.19' 8, 776 11.660 448 13.418 12.038 86.882 68.103 68.228 119.1l31l 178.167 a,a18 

-M-o-nthly--A-vera-lI-e-•• -. --.-•• +-18-';.-86-'-~ ---s:esa ---.:MS --ess 1-1-8.-4240-.1--1-1.-71-3-1---68-'.-"-8-1---68-.;.6-6-8+-66....;..828-+-1240....;..1-1-'+-180....;..942-+--'.;...1-6-1 

Monthly Averoge (eltc)ud
Ina June and Deoembar). 

192'
lBnnary ••• 

~~::: 
April ••• 
May ... 
June ••• 
Joly ... 
Augud ••• 
September ... 
O.tooo ... 
November ••• 
December ••• 

Monthly. vereae ••• 

---
18.288 1.021 8.647 9.773 710 18.&21 11.664 88.691 68.640 &6.&98 124,71' 181,8111 8,188 

17.488 
16.976 
17.238 
17.892 
18,528 
18.666 
18.984 
18.226 
17.683 
17.757 
18.477 
18.224 

18,011 

S10 
948 
782 

1,1211 
927 
989 
879 
866 
87' 

1.879 
943 
8611 

947 

11611 

1i.899 
'.874 
1i.670 
8.696 
8.666 
8.266 
8.611 
8.681 
'.231 
'.860 
8.661 
1,6611 

',IlK 

',166 

S.083 
8.641 
8,336 

10.647 
10.890 
11.976 
8.7611 
7.258 
11.060 

11.6lS 
10.185 

11.1161 

',3111 

',177 

5211 "4 470 
556 
651 
473 
548 
631 
684 
698 
665 
714 

14.735 
14.8211 
10.506 
8.740 
8.739 

10.&85 
11.681 

10.830 
11.766 
18.0611 
16.085 
16.388 

illS U,077 

W6 11,797 

11.335 
11.234 
10.798 
12.048 
10.780 
10.613 
10.404 
10.241 
10.130 
10.218 
10.003 

11.11111 

10,MS 

10.718 

86.264-
86.882 
85.11111 
85.261 
85.616 
86.9116 
86.713 
88.8811 
82.020 
711.092 
711.596 
80.1117 

S8,t166 

86.924 
67.1126 
69.2740 
71.184 
72.282 
73.600 
73.140 
78.742 
76.00II 
74.640 
76.028 
74,867 

71,1110 

67,826 
69.653 
66.878 
67.716 
611.6111 
611.006 
68.166 
65.290 
66.'71 
68.964 
61.018 
88.871 

118,668 

118.948 
117.Il00 
117.6611 
117.21l11 
115.660 
117.646 
116.17. 
116.283 
116.'116 
117.134 
116.4113 
114,2402 

118,718 

68,100 118,881 

178.772 
177.&63 
178.947 
176.016 
176.0840 
176.661 
174.8811 
171.628 
172.1167 
176.098 
176.6011 
178,IU 

17&,878 

174,981 

4,137 
'.122 
8.342 
8,403 
8.S6S 
8.111~ 
1.87. 
1.788 
8.0118 
'.46& '.202 
'.827 

1,'70 



192~. 
January ... ... ... 17.684 812 4,528 8,606 704 11,677 10.081 81,261 7~,768 62.128 112,818 174,Dn 4,988 
February ... .. , ... 17,330 860 8,636 7,429 712 8,830 10,98D 81,800 77,121 69,690 112,206 171,896 4,61)6 
March ... .., ... 17,248 771 8,469 8,882 668 8,109 10,213 79,850 78,140 57,244 111,448 168,692 8,870 

~~ ... .. , . .. 17,990 1185 8,746 8,899 871 6,825 11,895 80,096 77,729 67,982 112,662 170,684 8,247 .. , ... .. , 18,848 770 8,198 6,872 952 9,466 11,651 81,168 77,976 68,636 111,417 170,058 2,857 
June .. , ... ... 18,110 D80 2,967 6,428 740 8,448 9,904 80,717 80,9U 58,765 111,662 170,817 2,547 
July ... ... ... 18,123 899 8,666 7,276 1,179 7,026 9,698 79,826 80,680 67,705 110,884 168,68D 2,435 
August ... ... ... 17,636 921 2,999 6,972 1,148 7,765 9,839 78,147 79,201 56,187 111,124 167,261 2,60D 
8eptember ... ... ... 17,276 906 8,496 10,496 1,142 10,681 9,064 76,831 79,802 67,894 113,848 171,242 8,096 
October ... .. , ... 17,860 1,226 8,499 10,660 1,180 18,720 D,1l6 76,671 79,268 68,878 114,466 178,S" 8,613 
November ... ... ... 17,761 796 2,963 8,660 1,004 14,460 9,2!l2 76,264 80,840 60,024 112,994 173,018 4,904 
Deoember ... .. , ... 17,667 787 8,068 9,831 987 14,806 D,807 76,868 80,287 60,888 112,168 173,006 6,420 

------------
Monthly A. ver&lle ... ... 17,705 897 8,~6 8,276 940 10,1" 9,696 78,698 78,967 68,78' 112,290 171,07' B,67' 

--------- -
Monthly Average (e",clud· 17,670 1104 8,608 8,366 966 9,848 11,712 78,780 78,646 68,682 112,376 170,967 8,612 

1nII June and Deoember). 

------------
1928, 

January ... .. , .. , 17,161 801 4,167 7,280 1,088 10,249 11,691 75,688 81,204 68,672 109,704 188,376 6,868 
February .. , .. , ... 16,228 860 2,867 6,989 1,034 7,288 8,'74 74,911 81,787 64,497 107,303 161,800 4,622 
March ... ... ... 16,476 970 3,487 8,063 991 6,"6 8,819 74,766 82,069 67,091 106,811 163,902 8,990 

~~ ... ... .., 16,949 1,117 4,994 7,714 1,016 7,671 8,663 74,518 81,240 67,716 108,892 166,107 8,682 
... .. , ... 18,076 1,011 8,761 7,723 998 9,606 8,632 74,688 82,076 60,080 107,974 168,064 8,866 

Juno ... ... ... 17,666 802 ',085 8,462 947 12,800 8,098 75,159 82,689 60,665 109,607 170,072 8,227 
July ... . .. ... 17,617 800 8,748 7,888 1,005 12,078 7,933 76,739 82,220 69,681 110,008 169,684 8,271 
August ... ... 16,793 808 8,191 6,402 914 11,150 8,800 76,436 82,082 67,600 110,368 167,968 8,642 
8e~mber ::: ... ... 18,644 897 8,639 7,100 883 10,874 7,920 76,460 83,063 56,968 111,614 168,682 2,964 
Oc ber ... ... ... 16,718 1,238 4,579 9,087 906 11,886 8,142 72,207 83,683 68,263 111,864 170,127 8,229 
November ... ... ... 17,069 869 3,639 8,141 1,084 12,960 8,070 71,836 86,282 69,805 110,967 170,762 8,468 
Deeelllber ... ... .., 16,609 808 4,477 10,247 1,018 13,168 8,215 72,060 83,636 60,390 110,836 171,226 8,718 

---------
lionthly Averalle ... ... 17,000 91' a,869 '1,919 990 10,464 8,879 '14,443 82,661 68,4" 109,~10 188,064 8,688 

------I----
M'G:a~ :nT~:c!:'~!~:' 16,978 986 8,'186 7,638 992 10,010 8,428 74,610 82,6CO 58,087 1011,498 167,686 .,782 



TABLB 2-continuea. 

Money at Short Com- AdvanCel I 
Cash Balance Money Notice. Treaeury mercia! 

(I.e.. ·1 Current 
Aocep-

In at Bank at I To the 
BiIl& BiIl& Inveot- . Depollt Total tances Date. 

Band. of Call. To the Stock DlI- DiI- mente. ~::.nd Accounto. Accounto. Depollto. oull-
England. Money Ex· counted. counted. drat .). ltand\ni. 

Mar.ket. change. 

1927. 
16,405 804 4,1112 8,427 l,li6 11,4911 8,2211 72,558 83:199 .January ... . .. ... 511,233 108,597 167,830 8,852 

February ... ... ... 15,1135- 874 8,265 8,994 1,161 10,794 7,591 72,785 82,'90 57,394 108,001 165,395 4,196 
March ... ... ... 15,996 814 8,715 7,062 1,243 9,953 7,482 74,422 84;161 58,435 108,551 166,986 4,069 

~~ ... . .. ... 16,848 726 4,201 7,211 1,270 8,049 7,460 75,849 t:m 58,466 108,498 166,969 8,902 ... ... ... 17,512 868 8,463 8,455 1,878 7,886 7,861 75,072 61,019 .106,582 167,601 8,641 
.June '" ... ... 17,478 937 8,187 7,449 1,481 9,269 7,728 74,997 86,&02 62,119 107,488 169,567 8,638 
.July ... . .. ... 17,860 871 8,600 7,292 1,608 7,695 8,167 78,604 87,8B1 61,186 105,489 166,625 8,416 
August ••• ... ... 16,988 910 4,248 7,832 1,680 7,020 8,019 72,273 87,096 69,748 106,641 166,284 8,790 
September ••• ... ... 16,910 899 4,164. 11,680 1,573 7,836 8,0011 71,298 87,247 61,891 106,549 168,440 8,291 
October ... ... ... 17,099 1,169 6,266 10,007 1,490 10,646 7,692 71,681 86,824. 63,559 108,136 171,696 8,685 
November ... ... ... 17,836 738 8,908 8,927 1,256 10,279 8,866 72,888 89,108 65,728 107,366 178,084 B,968 
December ... ... ... 17,671 821 6,114 9,004 1,088 11,621 8,672 71,684 87,1117 66,811 107,069 172,870 4,824 

Monthly Average ... ... 16,998 868 ',086 8,862 1,8411 11,820 7,8111 78,201 86,021 61,211 107,8119 168,810 8,800 ---16,07i' ------
Monthly Ave~ (exclud. 16,882 866 8,878 1,862 11,0115 7,830 78,188 85,768 60,660 107,4211 188,090 8,77' 

Ina J una and ecomber). ---I----
11128. 

777 4,692 7,278 1,188 9,680 0,175 72,0211 88,1128 64,228 .January ... ... . .. 17,018 105,4111 1611,714 4,617 
February ... ... .., 16,526 008 8,U8 7,688 1,327 6,236 8,976 72,620 87,713 , 62,600 104,269 168,7611 11,178 
Marcb .. , ... ... 16,550 801 4,278 7,230 1,340 6,1178 8,138 70,648 811,656 60,818 106,652 166,866 4,272 

~~ ... ... .. . 17,490 958 6,662 9,609 1,293 8,640 7,864 70,S48 811,772 62,386 108,824 171,210 4,008 ... .., ... 17,968 840 8,796 8,808 1.468 8,5110 7,888 71,466 00,816 66,112 106,676 171.687 8,523 
June '" ... . .. 18,006 776 6,367 8,460 1,617 10,211 8.226 71,840 91,S71> 66,46' 107,700 178,16' 8,609 
.July ... ... '" 17,967 DI0 8,633 7,266 1,481 7,1>70 8,840 70,714 83.144 68,386 106,496 16D,881 8,41>6 
AUlluat ... . .. 17,S3D 926 8,503 6,966 1,411!> 7,501) 8,474 69,382 94,296 62,823 107,198 170,016 8,602 
September ::: '" ... 17,167 860 4,677 7,420 1,457 8,594 8,728 68,980 "4,6Dl 62,686 107,D98 170,688 8.878 
Ootober ••• ... . .. 17,147 1,148 6,062 8,682 1,701 7,487 1I,68l1 67,88' 97,800 86,247 109.741> 171>,99l1 6,'" 
November ••• ... ... 17,440 706 6,608 7,877 1,601 6,618 10,001) 87,208 119,681> 87,346 108,11112 176,837 ',628 
IleMmber ••• '" ... 17,078 868 6,961 10,088 1,622 10,900 11,781 66,660 116,360 67,808 108,6411 175,1161 4.608 ---I-
Monthly j, verap ••• ... 17,808 880 4,888 8,083 1,448 8,070 8,783 811,006 01,602 64.148 107,200 171,488 4.11>2 

1----I---
MI~:'!l~n::,:~~!et 17,2611 8DlI ',831 7,821 l.436 '1',664 8,7" 70,0117 oz.4411 88,702 107,113 170,8111 6,140 



1929. 
;ranuary ••• 

_ February ••• 
o March ••• 

~ ~~ ::: 
;rune '" 
July ••• 
AUgD8t ••• 
September •.• 
October ... 
November •.. 
December '" 

17,278 
16,930 
16,303 
16,634 
17,146 
17,686 
17,367 
16,968 
16,661 
16,839 
16,846 
16,980 

774 
749 
774 
880 
769 
833 
768 
806 
811 

1,239 
734 
968 

6.776 
4.964 
4.484 
4,781 
8,896 
4.868 
8,457 
3.993 
4,048 
4,988 
8.110 
3,623 

8.177 
9.718 
7.919 

10.756 
8.868 
7.638 
9.249 
8.936 
8.256 

10,260 
8.677 
8,920 

1,706 
1,774 
1.471 
1.848 
1,838 
1,369 
1.382 
1,357 
1,364 
1.296 
1,211 

985 

11.328 
8.728 
8.558 
8.695 
9.256 

11.866 
10.920 
10.739 

9,315 
12,247 
12,671' 
14.698 

9,267 
9,391 
8,726 
9,813 
9,476 
8,657 
8,808 
8,468 
9,658 
9,266 
8,746 
8,049 

65,199 
64,189 
64,108 
65,209 
66,439 
65,540 
65,969 
66,225 
66,237 
65,389 
66,052 
65,365 

94,468 
93,248 
95.833 
94,930 
96,876 
97,779 
99,072 
98,396 
98,691 
97,034 

100,152 
98,664 

67,192 
62,032 
60,203 
60,692 
61,062 
62,592 
62,689 
62,822 
61,177 
62,788 
68,177 
63,227 

106,358 
106,385 
108,036 
111,005 
109,521 
110,808 
111,108 
111,842 
112,487 
114,167 
118,270 
118,081 

178,646 
168,367 
168,238 
171,697 
170,588 
173,895 
178,792 
174,164 
173,664 
176,956 
176,447 
176,808 

6,276 
6,782 
6,142 
4.961 
4.729 
4.625 
4.66l! 
4.846 
4,115 
4.267 
4.607 
4,946 

---------------�--------- --------~-----·I------,-----~------I------I·------I------I------
Monthly Average ... 16,961 840 4,281 8,905 1,382 10,752 8,976 65,410 97,095 62,429 110.667 178,096 4,788 

---------------I-----~----I--------- _____ .l-----~------I------I-----~------I-------~-----
829 4,290 9,080 l,42S 10,246 9,110 85,402 96,869 62,838 110,412 172,745 ',788 Monthly Average (exclud. 16,887 

Ing June and December). 
--~----":""'I--------------__ 1---1----1----1----1----1----1---·1----

1930. 
;ranuary ... 
February ... 
March ... 

~~ ::: 
June .. . 
July .. . 
Augwot ... 
September ' .. 
October ... 
November .. . 
December .. . 

16.818 
15,810 
16,130 
16,906 
17.679 
17.642 
17.720 
17,874 
16.924 
16,768 
17,169 
16,962 

716 
726 
775 
822 
768 
697 
830 

1,167 
767 

1,268 
873 
924 

5,928 
4,084 
8,748 
4,612 
3,940 
4,661 
4.160 
5,452 
4.481 
7,406 
6,471 
6,980 

7,978 
6,179 
8.964 
9,862 

10.829 
11,847 
10.931 
10.492 
14,086 
11,987 
10,846 
8,604 

1,010' 
98S 
958 
976 

1,038 
994 
846 
755 
676 
627 
626 
666 

11,260 
8.965 
5,646 
4,975 
3,280 
6,526 
7.227 
7.605 
8.975 

12.506 
14,142 
14,517 

7,801 
7,489 
7,793 
8,886 
7,944 
8,279 
8,064 
7.710 
7.986 
8.226 
7.846 
7,672 

65.062 
66.180 
65.104 
65,442 
65,988 
66,268 
66,663 
67,822 
70.212 
73.740 
77,826 
79,468 

98,820 
99.676 
99,484 
99,696 

101,928 
99.639 
98,647 
98.431 
96.678 
94.729 
93,786 
91,030 

64.648 
69.692 
57,601 
60.082 
68,680 
64.982 
66,131 
66,852 
68.188 
70,488 
71,067 
72,087 

111.536 
109,788 
109,947 
109,061 
106.828 
108,140 
106.865 
107.762 
110.690 
112,886 
112,440 
110,238 

176,078 
169.880 
167,648 
169,148 
170,468 
178,122 
172,496 
174,614 
178,778 
182.868 
188,507 
182,270 

4.496 
4,807 
'.177 
4,061 
8,948 
8,847 
8,826 
8,689 
4.066 
4.010 
4,176 
8,930 

--------------1------1--- --------------'1-----·1-----1------1------1------1-----1----
Monthly Average ... 16,940 S60 6,147 10,042 838 8,801 7,988 69,146 97,678 65,482 109,.589 176,021 

-----------1--- ----------------1----1----11---1-----1---1----1----'--
Monthly Average (exo!ud· 16,868 

Ing June and December). 

t"' January 
1981. 

'" February ... 
March 

16.099 
16,696 
15,758 

870 

788 
796 
769 

6,022 10,065 

6,898 
6,237 
6,988 

8,646 
6,024 
7,366 

889 

657 
585 
681 

8,457 

12.639 1 9,622 
7,974 

7,924 

7.606 
7,634 
7,510 

68,403 

80,291 
81,216 
80,796 

98,147 

90.158 
91,842 
92,690 

64,817 

70,904 
66,818 
65.61~ 

---------__ ._~ ____ ~ ___ ~ ___ ~ ___ ~ __ ~ ___ I~ ____ ~ _____ 2-___ ~ ____ ~~ 

109,670 

110,841 
107,656 
~,726 

174,486 

181,645 
178,868 
174,842 

4,074 

3.637 
8.640 
8,060 



Year. 

1919 ... 
1920 ... 
1921 ... 
1922 ... 
1923 ... 
1924 ... 
19%5 ... 
1926 ... 
1927 ... 
1928 ... 
1929 ... 
1930 ... 

TABLE 3.-LoNDON CLBARING BANXS. S\7MMABY OJ' MONTHLY AVERAGES (12 MON 
(£ millions throughout.) 

Advancea I Money at Short 
Com· iBalanoe Notice. Treasury Cuh Money· merclal (I.e., 

In at Bank at To the I To the 
Billa Billa Invest- Loans and 

Band. of Call. DIa· DIa· mentB. Over· England. M~ney Srx~ countBd. countBd. drafts). 
Market. ohaoge. 

112'4 103·9 22·9 90·9 17·7 159·2 106·8 351·4 579·6 
105·8 83·7 23·8 54·3 22·0 115·6 144·2 367·7 831·6 
110·7 96'1 27·2 54·8 18·0 224·6 134·1 348·8 790·2 
107'5 92·9 29·7 58·8 23·4 208·0 113·3 420·6 711·8 
103·8 87·3 24·8 60·2 24·5 146·1 119·8 377'6 729·5 
103'8 88·3 24·6 57·2 22·8 104·8 125·5 364·7 774·2 
103'7 86·2 24·8 61'1 30·8 91·0 127·8 305·4 821·6 
103·1 86·1 25·0 63'1 32·1 100·9 107·8 284·5 858·0 
105·1 85·3 25·2 75·4 39·5 112·8 98·4 272·8 899·2 
104·5 83·8 28'4 '17''1 48·0 107·'1 118·2 275·3 923·6 
104·4 82·9 28·9 '16·0 43·4 98·3 122·9 275·0 964·0 
103·8 84·5 33'1 80·1 28·5 128·8 127·2 281·5 933·4 

OWN m TABLE 1. 

-
A.oep· 

Current ~~ j - tan ... 
accountB. AccountB. . Depoeiti. out-

ltandlog. 

1,015'9 494·8 1,510'7 61'5 
1,097'6 622'1 1,719,7 75·8 
1,024'8 728·9 1,753'6 39'4 

998·3 709'1 1,707'5 36·5 
965·6 648·5 1,614'1 44·7 
950·0 665·7 1,615'7 54·5 
922·5 680·2 1,602'7 60·5 
921'4 687'5 1,608'9 52·1 
932·1 726·5 1,658'8 49·5 
953·'1 755·2 1,708'9 65·3 
940·2 '197·9 1,738'0 73·8 
920·8 820·0 1,740'8 58·0 

TABLE 4.-LoNDON CLmARING BANXS. S'IllDUBY OJ' MONTHLY AVlIRAGES EXl'BESSED AS All hlDU NUIIlBEB WlTJI 1924 AS BASB=l00. 

1919 ... 108·3 111·8 113·3 159·0 '17,' 152·0 85·1 96·4 '14·9 100 •• , '14·3 93·5 112·8 
1920 ... 101·9 94·8 97·0 95·0 96'5 110·3 114·9 100·8 107·4 115·5 93·4 106·4 139'1 
1921 ... 106·'1 108·8 110·8 95·9 '19·0 214·3 106·8 95·8 102·1 107·9 109'5 lOS·5 '12·3 
1922 ... 103·8 105·2 120·S 102·9 102'8 198·5 90·3 115·3 91·9 105·1 106·5 105'7 66·9 
1923 ... 100·1 98·9 100·8 105·2 107·' 139·4 95'4 103'6 94·2 101·6 97·' 99'9 82·0 
192' ... 100 100 100 100 100 100 100 100 100 100 100 100 100 
1925 ... 99·9 87·8 100·9 106·8 134·1 86·8 101·7 83'1 106'1 97'1 102·2 99·2 111'0 
1926 ... 99·3 87·5 101·8 nO·5 140·S 96·3 85·9 '18·0 nO'8 97·0 103·3 99·6 95·5 
1927 ... 101·3 96·7 102,' 131·8 173·5 107·' 'IS" '14'7 116·1 98·1 109·1 102·7 9O'S 
1925 ... 100,' 94,' 115·7 135·8 210·4 102·8 94·2 '5·5 119·3 100'4 113·4 105·8 119·9 
1929 ... 100·8 93·9 117·6 132·9 190·3 93·8 97·9 '15·4 124·5 99·0 n9·9 107·6 135'0 
1930 ... 99·S 95·8 134·6 140·1 124·9 122·S 101·3 77·2 120·8 96·9 123·2 107·7 106·' 



.... 
8 .. .. 

1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 

1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 

... ... 

... ... .. , ... 

... . .. 
'" ... 
... . .. 
.,. . .. 
... . .. 
... ... 
... ... 
... ... 
... ... 

TABLE 5.--BCOT'l'ISH BANKS. SUlIoDilARY 0]/ MONTHLY AVlDI.AGBS (12 1I0NTHS) SHOWl! IN TABLE 2. 

(£ millions throughout.) 

10·8 2·0 ·7 3·8 ·2 19·6 3·6 39·0 26·8 28·7 59·3 
17·4 1·0 2·1 8·5 ·6 20·8 11·8 58·3 61·8 48·6 103·8 
21·8 1·0 4·4 10·9 ·7 41·5 13·3 75·2 75·9 57·3 150·0 
19·3 ·9 4·0 9·8 ·9 28·3 11·6 99·5 66·0 56·4 148·1 
18·4 1·0 3·6 9·8 ·7 13·4 11·7 88·5 68·7 56·8 124·1 
18·0 ·9 4·1 9·4 ·6 12·1 10·6 84·0 72·3 58·7 116·7 
17·7 ·9 3·4 8·3 ·9 10·1 9·7 78·7 79·0 58·8 112·3 
17·0 ·9 3·9 7·9 1·0 10·5 8·4 74·4 82'7 58·4 109·6 
17·0 ·9 4·1 8·4 1·3 9·3 7·9 73·2 86·0 61·2 107·4 
17·3 ·9 4·4 8·1 1·4 8·1 8·8 69·9 92·6 64·1 107·3 
17·0 ·8 4·3 8·9 1·4 10·8 9·0 65·4 97·1 62·4 110·7 
16·9 ·9 5·1 10·0 ·8 8·8 7·9 69·1 97·7 65·4 109·6 

88·0 2·4 
152·3 3·2 
207·3 3·1 
204·5 3·2 
180·9 3·2 
175·4 3·6 
171·1 3·7 
168·1 3·7 
168·6 3·8 
171·4 4·2 
173·1 4·8 
175·0 4·0 

TABLE 6.--BCOT'l'ISH BANKS. SUlIoDilARY 0]/ MONTHLY AVERAGES lIiXPRBBSlID AS AliI hmu NUMBBB WITH 1924 AS BASE=I00. 
, 

... ... 59·8 209·6 17'7 40·0 39·2 162·5 34·0 46·4 37·1 48·9 50·8 50·2 67·4 

... ... 96·7 100·7 52·0 90·7 114·1 172·6 110·8 69·4 85·5 82·8 88·9 86·9 89·0 

... ... 120·9 108·2 107·5 115·9 131·3 343·5 125·4 89·6 105·0 97·7 - 128·5 118-2 87·5 

... ... 106·9 100'1 96·6 104·7 168·4 234·6 109·4 118·5 91·2 96·2 126·9 116·6 89·0 

... . .. 101·9 109·0 88·1 104·8 123·5 111·2 110'1 105·4 95·0 96·9 106·3 103·2 88·5 

... ... 100 100 100 100 100 100 100 100 100 100 100 100 100 

... . .. 98·3 94·7 83·1 88·1 170·0 84·0 91·1 93·7 109·2 100·2 96·2 97·5 103·2 

... ... 94'4 96·5 93·8 84·3 179·0 86·6 78·7 88·7 114·3 99·6 93·9 95·8 103·6 

... ... 94'4 91·7 99·1 88-9 243·9 77·2 74·1 87·2 119·0 104·4 92·0 96·1 106'7 

... ... 96·1 92·9 106·4 85·9 261·8 66·8 82·5 83·3 128·1 109·4 91·9 97·8 116·6 

... ... 94·2 88·7 103·8 94·8 249·9 89·0 84·3 77·9 134·3 106'4 94·8 98·7 134·5 

... ... 94'1 90·8 124·8 106·9 151·5 72·9 74'0 82·4 135·1 111·6 93·9 99·8 113·6 
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TABLB 7. 

LOnoN CLli:AImlG BAlIIXS.-TOTAL VALUB 01' Cm:QUU DJUWlII OX CuBTOIIJI:B8' 
AoooUNTS Ilf BACH MONTH noM: JAlII178T, 1930, TO APluL, 1931. 

1930. £ 
Janua.ry 5,832,924,000 
February 5,168,888,000 
March 6,066,258,000 
April 5,303,596,000 
May 5,632,165,000 
June 5,128,810,000 
July 5,900,348,000 
August ... 4,786,693,000 
September 4,964,796,000 
October 5,686,745,000 
November 5,147,086,000 
December 5,022,658,000 

1931. 
January 5,772,131,000 
February 4,843,038,000 
March : •• 4,983,308,000 
April ... 4,953,996,000 

Note.-These figures relate to the ten London Clearing Ba.nka but they do DOt 
oover (a) branches of those banks situated outside England and Wa.Iea and (b) non
clearing banks affiliated to or owned by a Clearing Bank. For the calculation the 
Banks have taken the totala of the debit entries to current aooounta (depoeit 
aooounts being excluded) as shown in their books without allowance for itema which 
are not strictly cheques or billa (e.g., transfers from one aooount to another). 

TABLJI 8. 

LonON ci.BARIJIG BAlIIXS AlIID Soo-rrISlI BAlIIXS. CussmOATIOll 01' ADvAllou 
011 VAB.IOUS DATES PROM: 22111D OCTOBER, 1929, TO 19TH MABclI, 1930. 

1. Textiles (ootton, wool, silk, linen, jute) ... 
2. Heavy industries (iron, steel, engineering and 

shipbuilding). 
3. Agriculture and fishing 
4. Mining and quarrying (including coal) ... 
5. Food, drink and tobaooo ... 
6. Leather, rubber and chemica.1a 
7. Shipping and transport (including railways) 
8. Building trades 
9. Miscella.neous trades (including retail trades) 

10. Local government authorities and publio utility 
companies (excluding railways) 

11. Amusements, clubs, churches, charities, &0. 
12. Financia.l (including banks and discount houses, 

stock exchange and building societies). 
13. Other advances 

Lmtlora 8cottWa 
Okaring Baw. 
Baw. 

£ 
81,632,371 
62,962,675 

68,630,471 
30,003,440 
63,177,889 
21,969,950 
25,176,565 
47,824,549 

146,496,288 
52,384,672 

26,502,720 
142,547,506 

218,402,248 

£987,711,344 

£ 
4,977,214 
7,658,164 

7,623,448 
2,382,891 
5,967,176 
1,507,003 
3,487,859 
1,578,970 
9,009,182 
6,675,757 

770,399 
24,989,966 

28,550,094 

£105,179,031 



loNDON Cr.EABIlI'G BAlIIS AND BAlIK OJ' E1I'GLAlI'D. DEPOSITS AND STEBLIlI'G BILlS HELD, AND (CLEARnm BAlI'D Oll'LY) 
AccEl'TAlI'cBS OUTSTAlI'DIlI'G 011' ACCOUll'T OJ' FOBEIG1I' CUSTOMERS. 

Dep08ita kild on account a/
Banks with head offices abroad ..• 
Foreign Governments •.. . .. 
Other foreign customers... . .• 

1927. 

June I 30th. 

80,624 
16,983 
20,998 

Dec. 
31st. 

68,109 
19,897 
21,979 

(£000 throughout). 

1928. 1929. 1930. 1931. 

June I 30th. 

83,504 
19,531 
22,149 

Dec. 
31st. 

82,977 
25,534 
22,990 

June I 30th. 

69,335 
26,493 
23,274 

Dec. 
31st. 

June I Dec. 
30th. 31st. 

Jan. 
31st. 

Feb. 
28th. 

Mar. 
31st. 

70,594 123,220 122,026 109,762 110,858 105,804 
19,307 13,500 11,133 11,039 10,316 9,174 
21,530 25,000 21,118 21,475 20,129 20,333 

Total Deposits •.. ••. 118,605 109,985 125,184 131,501 119,102 111,431 161,720 154,277 142,276 141,303 135,311 

Sterling Bills kild on account a/
Banks with head offices abroad ... 
Foreign Governments ..• 
Other foreign customers... . .. 

111,205 133,382 134,169 172,267 160,356 163,238 122,584 118,918 112,768 113,863 108,660 
13,121 22,923 19,955 13,790 19,276 26,293 17,159 16,817 16,305 18,420 19,521 
4,216 5,150 4,107 8,471 . 9,608 9,923 7,862 8,740 7,088 7.952 8,482 

Total Sterling Bills ... 128,542 161.455 158.231 194,528 189.240 199,454 147,605 144,475 136.161 140,235 136,663 

Total Deposits and Bil.L!... 247.147 271.440 283,415 326,029 308,342 310,885 309,325 298,752 278,437 281,538 271,974 

.Acceptances outstanding on account 
a/-

Banks with head offices abroad .•• 
Foreign Governments ••. 
Other foreign customers... . .• 

Total Acceptances 

27,693 
338 

3,086 

27,084 
838 

3,296 

34,787 

3,124 

46,994 
250 

3,180 

46,158 
462 

3,614 

34,823 
626 

3,744 

39,690 
100 

2,630 

31,557 
50 

3,219 

30,828 
75 

3,150 

30,369 
113 

3,319 

28,770 
100 

2,727 

31,117 31,218 37,911 50,424 50,234 39,193 42,420 34,826 34,053 33,801 31.597 

Note-" Other foreign customers" includes Companies with head offices a.broad. 



TULB 10. 
BcO'l'TIllB :BAJIlI:s.· DEpOSITS' Alm&r:mu.mCl :BILLs' BBLD,Alm A.omu-r.6.1'lCBS 011TB'lAImING, 0. AOOOUft o. FOBBIG. CuSTOMBII8. 

(£000 throughout.) 

1927. 1928. 1929. 1930. 1931. 

June Dec. June Dec. June Dec. June Dec. Jan. I Feb. Mar. 
.3Oth. list. 30th. 3lat. ,3Oth. 31st. ,3Oth. 31st. 31st. 28th. 3lBt. 

DtpoliU 1aeld on _?II 01-
Banke with bead offiC88 abroad 2,256 4,462 4,060 5,025 4,526 4,234 6,815 7,648 7,875 7,698 8,192 
Foreign Qovemment. ... ... 18 19 20 20 21 21 ~3 2 1 - -
Oth. foreign ouatom8l'll ... 2,366 2,350 2,784 2,885 2,717 2,604 2,802 2,682 2,575 2,568 2,661 

Total Deposit. ... ... 4,640 6,831 6,864 7,930 7,264 6,859 9,680 10,332 10,4111 10,264 10,853 

Sterling BillI1aeld on _?II 01-
Banke with head OftiC88 abroad 440 159 231 '162 753 '133 195 203 191 160 142 
Other foreign ClUlltomen ... 14 lj 7 23 8 39 22 47 9 I It 

Total Sterling Billa ... 4Ii4 164 238 785 759 772 217 250 200 168 151 

Total Deposit. and Billa 5,094 6,995 7,102 8,715 8,023 7,631 9,897 10,582 10,651 10,432 11,004 

.AcupIG_ ouUtanding on _?II 
01-

Banke with head OftiC88 abroad ••• 196 171 410 491 M4 285 297 255 225 209 215 
Other foreign ouatom8l'll ... 132 289 146 363 837 600 448 586 521 458 489 

Total AooeptanC88 ... 328 460 Ii56 8Ii4 1,381 785 7411 141 746 667 704 

• The liguIw relate to lUI: hanb oaly. 

co 
o o 



al.AltJ.Lllii .1..1.. 

DBPOSITS AND STEBLIl'IG BILLS HELD Dr LOlfDOl!I' ON FOBBIGN AoooUllT AND STEBLIl'IG BILLS AOOBI'TBD 011 FOBBIGli AoooUllT. 
(£000 throughout.) 

Dep0Bit8 wWv-
Bank of England. Clearing Banks 123,245 116,816 132,048 139,431 126,366 118,290 171,400 164,609 152.727 151.567 146.164 

and Scottish Banks (8U 

Tables 9 and 10). 
Accepting Houses .... . .. 76,055 89,321 96,373 104.331 86.426 79,183 86,490 82.112 76.527 75,821 81.019 

Total Deposits ... . .. 199,300 206.137 228,421 243.762 212,792 197.473 257,890 246.721 229,254 227,388 227.183 

Sterling Bills held tMO'U{/lv-
Bank of England, Cleacing Banks 128,996 161.619 158,469 195.313 189,999 200,226 147,822 144,725 136.361 140.403 136.814 

and Scottish Banks (8U 

Tables 9 and 10). 
Accepting Houses .... . .. 9,432 13,115 9,147 16,863 14.466 19.379 8,647 8.040 6.744 7,043 7.380 

Total Billa ... . .. 138,428 174,734 167,616 212.176 204.465 219,605 156,469 152,765 143,105 147.446 144.194 

Advances w Discount Market by-
Banks with head offices abroad 33,405 35,560 43,050 43.425 32.965 30,535 41,070 33.625 35,846 38,956 33,619 
Other foreign customers ... 4,920 2.815 4,270 3,585 3.500 3.435 1,190 1.475 2.065 1,897 2.056 

Total Advances ••• ... 38,325 38,375 47,320 47,010 36,465 33,970 42,260 35,100 37,911 40,853 35,675 

Total Deposits, BiJla. and 376,053 419,U6 443,357 502,948 453,722 451,048 456,619 434,586 410,270 415,687 407,052 
Advances. 

Acceptances on foreign account by-
Clearing Banks and Scottish 31,445 31,678 38,467 51,278 51,615 39,978 43,165 35,667 34,799 34,468 32,301 

Banke (8U Tables 9 and 10). , 
Aocepting Houses ••• ... 91,504 107,954 126,907 149,231 150,883' 135,699 132,111 125,282 120,846 120,942 120,616 

Total Acceptances ... 122,949 139,632 165,374 200,509 202,498 175,677 175,276 160,949 155,645 155,410 152,917 



APPENDIX II. 
BANK '01' ENGLAND WEEKLY ACCOUNT,JAN., 1925, TO MAY, 1931. 

[Monthly Averages of WerlneBday Fiflllres In ,£ millions] 
ISSUE DEPARTMENT. BANKING DEPARTMENT. 

Noteat 
,Govern- Other Other ment DepoBlta. Securities. In Notelln Debt Gold 

Clrou- Banking and Other SUver Coin Publlo Govern- Reeerve 
Iation. Depart- other ' Securities. ·Coln. and Deposita. ment 

Discounta I of Notes 
ment. Govern- Bulllon. Bankers.: I Other Securities. and Seourltiea. and Coin. 

I!e::'~~ea. Accounta. Advances. 

.. 
20'7 

"-
19'='7· 1925 Jan. ... 88S·7 '1'0 126'7 17'5 70'0 42'S 50'5 17'1 57'8 22'6 Feb. ... 878·8 21'7 .. 7'0 126'8 12'6 '74'0 42'6 49'8 14'7 59'5 2S'5 Mar. ... 880'S 22·2 7'0 128'8 IS'2 69'6 41'4 40'6 15·3 62'5 24'0 

~~ ... 885'9 25'3 7'0 132'S 18'0 69'6 40·3 39'1 16'7 60'9 27'1 ... 884'5 25'8 7'0 163'4 15'0 65" 39'S 85'8 12'8 61'7 27'1 June ... 385'lI 28'0 7'0 165'8 11'9 73·5 40'1 4.0·1 12'5 60'9 29'8 July ... 387'0 84'4 7'0 159'8 14'4 77·5 40'9 88·7 14'6 61'lI 86'2 AUI!. ... 387'2 86'9 7'0 162'1 16'8 68'0 41'0 34'3 9'7 60'6 88'7 
~~~~. .- 880'4 85'1 7'0 169" 17'6 70'4 41'7 37'9 10'7 62·, 36'9 ... 878'6 29·0 7'0 162'4 9-7 64-8 41'4 31'8 11·8 59'6 80'8 Nov. ... 876·0 24·8 7'0 146'1 14·1 87·6 40'8 89·1 16'8 59'1 26'1 Dec. . - 881" 18'6 7'0 143'1 10'8 86'0 41'5 54-9 12'9 57'9 20·, . 1928 Jan. ... 873·7 20" 7'0 142'6 16'9 70'6 42'0 46'8 21" 68'8 22-0 Feb. ... 869'8 11'8 8'8 143'1 17·8 88" 40'8 42'1 15·8 81'9 23-2 Mar. ... 873'6 22·7 8'7 144'7 20'0 83'1 39'1 89-2 19-9 57-2 24'1 
~~ ... 878·8 23'9 8'8 146'1 13'\1 84'8 87'8 41'0 12'4 66-11, 26'8 ... 885·0 25'8 8'8 147'1 19'& 88'8 87·' 43" 17'2 63-8 117'1 June ... S79'8 117'4 .. 8'8 148" 12·\1 78'1 3\1'8 44'7 21'6 63'8 \18'7 July ... 877·9 28'1 .. 8'8 160'1 10'8 11'8 88'11 88-0 15-. 58-& 29" AUI!. ... 878'8 31'lI .. 8'8 15l1'8 15'8 88-. 88'7 88-8 13-9 67'8 82'6 Sept. '" 871·\1 83'8 8'6 16'-li 18-6 85'7 89'1 84-. 13'8 68'& 86'8 Oct. ... 871'11 32·8 8'8 152" 18'& 88'8 88'7 &6·' 14·9 68'7 84" Nov. ... 388'7 82'8 8·S 161'1 10'6 82'\1 88'7 84'8 14'6 68-8 83'8 Dec. ... 874'8 .ao·, 8'8 160'\1 10'8 78" 88·7 84'8 19" . 68-1 81'7 1927 Jan. ... 866" 81'\1 8'8 160'11 13'. 78'. 88'8 811·7 12'8 59·' 83'. Feb. ... 861" 81'8 8'8 149'1 14'8 88·1 87'6 29-8 111-' 81'6 88·. Mar. ... 865'6 81" 8'0 149'. 19'1 84·8 8\1·1 81'8 18-9 81'8 83·. Apr. ... 8~8'8 83'7 6'7 151'6 17'8 84" 88'0 88'6 14" 51" 85'8 May ... 83" 86'7 6'7 162'11 16'11 811'8 88'0 47" 18-. 28'& 87" June ... 378'. 83" 6" 160'8 14'8 88'4 88'8 110'8 20·0 811-0 85'0 July ... 878'8 81" 6'7 149-8 19'8 87'6 85'1 49'1 18-' 82·. 83·' AUI!. ... 877'6 82-' 6'7 160" 15·7 84'8 85'S 62'7 14·7 82-' 84·' "ept. ... 87"2 83-0 II·' 1.e-8 20'1 88'1 85'1 66" 11'0 86·' 84·8 Oot. ... 874'0 83" 6" 149-8 21-6 84'. 88'1 ,g'8 14'. 40·7 84'9 Nov. ... 878'11 83'11 11-7 l.e-7 18-8 81-0 88'8 '1-11 13'8 '2'8 86-0 pep, 

~" 8711'1 Ill'. f" .ioll-' 18-' 73'. . .... t/i'1 1~" 45'. 8&-11 



1928 Jan. 371'6 37'9 .. 6·7 153·9 16·1 75'9 37·0 39'9 28·6 44'7 88·7 
Feb. ... 365'0 41'3 .. 6'6 156'5 13'6 61'1! 36·6 33·9 8'3 45·2 42·1 
Mar. ... 367" 41'9 .. 6'5 157'0 11'6 63·7 37·8 31·7 8'4 48'4 42'8 

~~ ... 873'1! 41'7 .. 6'6 157'3 19'8 69·6 37'1 32·2 11'6 47'4 42'9 ... 871'7 44'6 .. 6'5 160'2 16·3 61·0 36·6 29'8 - 8'6 46-8 46'3 
June .. , 37"2 60'8 .. 6'4 166'6 18·9 68·3 36·9 33·3 10·3 44'1 63'8 
July ... 376·2 65'6 .. 6'4 172'2 16'0 75'3 36'0 29'8 17·0 40·2 68-3 
Aug. ... 375·7 65'6 .. 6'4 171'8 14·8 65·0 35·8 28'8 9'6 37'0 68'3 
Sept. ... 372·8 58'1 .. 6" 173'0 14'3 66'6 S7'6 31-2 9·6 34'2 60'8 
Oct. ... 870-1 50'6 .. 6-4 164'9 11'9 62'8 S8" 36'4 11·1 30'8 62'6 
Nov. ... 366'3 49'4 

,.---J---- 6'3 161'4 17'4 61'9 37-6 47'4 11-6 25'4 60'4 

Dec. , .. 37g·7 36·2 244·6 10'2 6'2 155'9 10·1 68·8 36·8 62·0 16'9 19·0 36'7 
1929 Jan. .. , 363'9 49'6 244-7 10'2 6'1 153'5 16'9 67·6 37'4 65·1 19·2 15'9 49'8 

Feb. .-. 853'6 66'6 245-4 9'6 5'0 150'2 14'3 62'4 36·8 48'1 g-g 16'6 57'0 
Mar. ... 356'4 55'8 246-0 9'1 4'9 152-2 14-8 62·0 37'1 47-0 12-1 17'0 56'2 

~~ ... 360'4 64'8 246·6 8'6 4'8 155·2 17·8 62·6 36-' 61'5 12-0 15'9 65'8 ... 861-9 58'9 247-2 8·0 4'8 160-8 13·7 59·8 36'1 40'3 9'1 18" 59'6 
Juoe ... S61-7 60·3 246'8 8" 4'8 161'9 16'3 63-8 35-8 38-3 11'6 22'6 61-3 
July ... 368'9 42-0 246'1 9'1 4'8 150'9 14'4 65'0 36'9 47'3 20'3 23'6 43'2 
Aug. ... 369-1 29'2 246'4 8'8 "8 138'2 17-5 61'4 36'4 73'0 4'9 25'1 30·' 
Sept. ... 363'5 31-4 246'6 8-6 "8 135'0 14-1 65·2 36·6 73'5 3·6 24'3 32-7 
Oct. ... 360·7 30·2 246'6 8'6 4-8 130'9 11-' 63'6 37·7 72·2 6'6 20·6 31·' Nov_ -.. 356'5 36'0 246-0 9-2 4'8 132'6 14'5 58·3 39·3 63'6 9·8 19'7 36-8 
Dec, ... 369'4 29'9 244'6 10'8 "7 139'3 8-9 62'6 36·3 63-3 12'8 19·1 30'2 

1930 Jan. .. - 355·8 53'6 244'9 10-6 '-6 149'3 19'6 76'6 36-3 65-0 15'6 15·2 63'7 
Feb. ... 347'3 63·7 244'6 10'9 4-5 151'0 16·8 56'8 35-6 41'9 0-7 14" 64-3 Mar_ ... 349-7 63'3 244'5 11-0 4-6 153'0 12·1 69'9 36'1 40'6 6-7 IS·1 64·1 

~~ ... 359'8 60'6 243'9 11'6 4-5 160'4 17·3 65·2 36·6 67-1 7·3 10·9 61·6 ... 356'4 63-7 243'9 11-6 4'5 160'2 18'8 60'9 36·4 51-1 6·7 11-4 64.7 
June ... 360-4 56-0 243'9 11'6 4'5 156'4 13·8 63·0 36·0 50'0 9'1 14'7 66'9 
July ... 365'0 49'8 243·9 11'6 4-5 154'8 10'1 70'3 36'7 52'4 11·2 20'8 50·7 
Aug. ... 365'8 48'0 243'9 11-6 4'6 153'7 15'1 63'0 34-6 51-5 6'9 23'6 49-0 
Sept. ... 359'6 56'2 243'9 11'6 4'6 155'7 9·8 66'0 34-2 43'4 5'8 21'8 57'S 
Oct. ... 857·2 60'6 243'9 11'6 4'5 157'9 19-2 61'0 34-8 42·2 6·2 22'6 61'8 
Nov_ ... 354·2 64·8 244'0 11'6 4'5 158'4 18'3 57-g 34-4 35'0 4-8 23-0 65'4 
Dec. .-- 368'9 41-7 244-1 11'5 4-4 150-0 7-4 81'4 34·2 60-0 15'6 22'9 42'4 

19)1 Jan. -.. 351-7 61'4 243'9 11·7 4" 143'0 19'3 64'4' 33'4 48'9 10'9 23'4 52'0 
Feb. ... 347'1 53'4 243'1 12'6 4-4 140'5 13-7 60'1 33'5 38'1 8'6 24-7 64-1 
Mar_ -.. 849'3 52'6 244'9 10'8 4-3 141'9 9'1 60'8 33'5 80'4 9'8 28'1 68'4 

~~ ... 353·7 61'9 248'2 12·7 4-1 145'6 13'4 56'6 85'8 32'0 11-4 26-9 52-8 ... 853'9 65'5 243'5 12·' 4'1 149'4 12'2 68'0 34'3 33·8 6'2 26'3 66'5 

t InclUding Currency Notes In CIrculation prior to amalgamation of the Note Issues on 22nd November, 1928. 
• These are the ligures of the" Government Debt .. and the" Other Securities .. as shown In the Bank Return prior to 22nd November, 1928. 
t For the months prior to the amalgamation of the Note Issues on the 22nd November, 1928, the Bankers' Deposits are compiled on a slightly different basis from tthat 

adopted slnC4! that date. . ComparllbUity for statistical purposes Is, however, scarcely affected. 



APPENDIX t11. 
ESTIlIUTlil OJ' FuTuRIII MONIIITARY DlIIMAl!ID lI'OB GOLD Ill' 1(0 ECONOMY Il!I ITS 17SIII IS lIUDlII. 

(REPBOD17CJDD li'BOM TlIlII FIBsT' bTERIIII REPORT OJ' TlIlII GoLD DELEGATION OJ' TlIlII Fnu.NCIAL CoMMil'rl'EE Oll' TlIlII LEAG17B OJ' NATIONS) 
(CoJiVEBTJDD to £ BTEBLING.) . 

(£ millions.) 

Increments to gold reservee required to Excess or deficit of amount of new 

provide monetary gold ava.ilable compared with 
increment required to provide 

Ava.i1a.b1e 33 per cent. cover for 40 per cent. cover for 33 per cent cover if 40 per cent cover if Estimated Non· for mone· average increases in average increases in 
Year. gold pro- monetary ta.ry notes and Bight notes and sight notes and Bight notes and light 

liabilities increase at : liabilities increase at : duction. demand. purposes. liabilities of : liabilities of : 

2 per cent. 3 percent. 2 percent. 3 percent. 2 percent. 3 per cent. 2 percent. 3 percent. 
per per per per per per per per 

annum. annum. annum. annum. annum. annum. annUDl.. annum. 

1930 ... 83·0 37·0 46·0 34·3 52·0 41·1 62·3 +11·7 - 6·0 + 4·9 -16·3 
1931 ... 82·6 37" 45·2 34·9 53·4 41·9 64·3 +10·3 - 8·2 + 3·3 -19·1 
1932 ... 84·J 37·8 46·4 35·8 55·3 42·9 66·' +10'8 - 8·9 + 3'0 -20·0 
1933 ... 83'8 38·2 45·4 36'6 56·7 43·8 68·2 + 8·8 -11·3 + 1·6 -22'8 
1934 ... 82·8 38'6 44·2 37·0 58·6 44·8 70·1 + 7·2 -14·4 - 0·4 -26·9 
1935 ... 81·8 39·1 42·7 37·8 60·4 45·' 72·3 + 4·9 -17·7 - 2·7 -29·6 
1936 ... 81" 39'5 42·1 38·6 62·1 46·' 74·' + 3·5 -19·9 - 4·3 -32·S. 
1937 ... SO·O 39·8 40·7 39·6 63·9 47·3 76·' + 1·2 -23·2 - ,., -36·9 
1938 ... 78·9 40·3 38·6 40·3 66·0 48·3 79·1 - 1'7 -27·' - 9·7 -40·5 
1939 ... 76·0 40·7 35·3 41·1 67·8 49·3 81·' - 0·8 -32'0 -14·0 -46·1 

. 1940 ... 76·0 41·1 34·9 41·9 69·9 60'1 83·8 - 7·0 -36·0 -15·2 -48·' 
• 

co o 
~. 



APPENDIX IV. 

TABLE I.-THE BALANCE 011' PAYMENTS 011' TJIE UNlTED KniGDOIII ON INcolllE ACCOUNT: 1924 TO 1930. 
(£ millions.) 

1924. 1925. 1926. 1927. 

Exceas of Imports of Merchandise and Bullion ... ... 324 384 475 390 

Government Receipts frolll Overseaa (net) ... ... 25* 11* 4 1 
Net NatioJlBl Shipping Incollle ... ... ... 'n 140 124 120 140 
Net Income from Overseas Inveetlllents ... '" 220 250 285 285 
Net Receipts from Short Internet and Commissions ... 60 60 60 63 
Net Receipts frolll Other Sources ... ... ... ... 15 15 15 15 

Total ... ... ... .. . '" 410 438 484 504 

Estimated total credit balance on above items ... ... 86 54 9 114 

* Excess of Payments made OVllrsllaB. 

TABLE 2.-NEW OVERSEAS ISSUES ON TJIE LONDON MArooi:T.t 

(£ millions.) 

British Empire ,. ... ". . .. ... ... .. . 73 58 52 88 
Foreign ... ... ... ... . .. . .. . .. 61 30 60 51 

I 

Total. .. ... ... . .. ." 134 88 112 139 

t Midland Bank fignres, 

1928. 1929. 

358 366 

15 24 
130 130 
270 270 
65 65 
15 15 

495 504 

137 138 

86 54 
57 40 

143 94 

-

1930. 

392 

21 
105 
235 
55 
15 

431 

39 

70 
39 

109 



TABLE 3.-THE BALANCE OF· PAYMENTS OF TlIlIf UNlTED STATES: 1924 TO 1929. 
(In $ millions: Export Surplus (+) and Import Surplus ( - ». 

Class of Transactions. * I 1924. I 1925. r 1926. /. 1927. 

Excess of Exports of Commodities over Imports 
MiacellaneD1UllntJi8ible ltema. 

... + 882 + 633 + 278 

Freights (net) .... ... ... ... ... '" - 64 - 84 - 95 
Tourist expenditure (net), including ocean·borne pas- - 373 - 410 - 406 

lenger traffic. 
Interest on American private funds abroad .. , ... + 635 + 689 + 740 
Interest on foreign funds in United States ... . .. - 192 - 229 - 268 
War Debt receipts (interest and principal) ... '" + 183 + 186 + 195 
Other Government transactions (net) .. , ... ... - 53 - 61 - 49 
Immigrant remittances (net) ... ... ... . .. - 229 - 235 - 218 
Miaoellaneous (net) ••• ... ... . .. ... '" + 13 + 24 + 28 

Total, commodity and miscellaneous (net) ... '" + 802 + 513 + 205 

Gold shipped or earmarkedt ... ... . .. '" - 236 + 72 - 72 
* Thie classification 18 not directly comparable WIth that m the table for the Umted Kingdom. 
t Including Paper Currency in 1924 and 1925. 

+ 583 

- 66 
- 444 

+ 800 
- 281 
+ 206 
- 29 
- 206 
+ 25 

+ 588 

+154 

1928. I 1929 
(unrevised) 

+ 850 + 734 

- 80 - 115 
- 552 - 565 

+ 893 + 976 
- 359 - 414 
+ 207 + 207 
- 57 - 92 
- 225 - 223 
- 27 - 24 

+ 650 + 484 

+ 272 - 120 

TABLlI 4.-DAT.A. BELATING TO NET INCBEASID IN EXTEBNAL INVBSTMENT .ufD FOREIGN CAPITAL IssuBS IN TIIB UNITED STATBS. 

DiJJerence between Americanlong-term investment abroad 
and foreign investment in the United States (net). 

- 733 - 560 - 540 - 695 - 708 - 386 

Change in net debt of American ba.nke to foreignere '" + 216 - 61 + 359 ... - 226 + 13 

et Capital Movement (long and short tenn) ... '" - 517 - 621 - 181· - 695 - 934 - 373 

Foreign Capital IBBues publicly offered (excluding re- 969 1,076 1,125 1,337 1,251 671 
funding iBBuea). ---



-

January ... ... 
February ... ... 
March ... ... 
April ... ... 
May ••. ... ... 
June ••• . -. -_ . 
July .•• .. - ... 
August ... ... 
September ... ... 
October ... ... 
November ... ... 
December ... .. -

APPENDIX V. 

INDIOES 011' WHOLESALE PRIOES IN VARIOUS CoUllTRIES II'OB EACH MONTH IN 1929 AND 1930. 

(1913=100 in all cases). 

United States. 1 Canada. 
1 

France.· 
1 

Germany. 
1 

Italy.· I Netherlands., 

1929.1 1930.1 1929.1 1930.1 1929.1 1930. 11929.11930.11929.11930.1 1929. 1 1930., 

. .. 139·3 133·8 147·7 149·4 128·0 114·4 138·9 132·3 125·8 113·9 146 131 . .. 138'5 131·9' 149·5 146 .. 9 129·6 ll4·6 139·3 129·3 126·2 Ill·3. 146 126 ... 139'7 130·1; 150·2 143·6 129·9 ,1l2·2 139·6 126·4 125·8 109·0 147 122 ... 138'7 129·9 147·0 143·3 127·3 Ill·3. 137·1 126·7 124·1 108·9 144 122 

. .. 137·2 127·7 144·4 140·5 . 126·5 109·9 135·5 125·7 123·2 106·5 142 ll8 ... 13S·1 124·4 144·7 137-5 124·0 108·1 135·1 124·5 121·8 104·1 141 ll8 ... 140-4 120·3 150-0 134·1 124·5 109-2 137·8 125·1 119·9 102·3 141 ll5 

... 140·0 bO·3 153·3 131·4 121-1 108·0 138'1 124·7 ll9·3 103·5 142 ll4 ... 139·7 120·6 152·0 128·9 121-3 106·4 138·1 122·8 ll9·2 102-2 141 1I2 ... 138·0 1I8·3 151·1 127·2 119·6 103·2 137·2 120-2 ll8·9 99·4 140 III .. . 135·2 115·2 149·7 124·7 1I8·5 100·2 135·5 120·1 ll7·5 98·4 137 no ... 135·0 112·3 150·3 121·6 ll6·9 99·0 134·3 ll7·8 115·8 95·4 135 107 

* In terms of present currency. 

Japan. 

1929.1 1930. 

172·2 152·2 
171·0 151'0 
171·0 148·1 
170·2 145'7 
168·6 143·1 
167-6 137·0 
166·0 133-4 
165'1 132·7 
164·4 129·6 
163·4 124·4 
159-6 122-6 
154·9 121'5 
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APPENDIX VI. 

STATISTICS PBBPABBD BY TQ STA.I'Ir O. TQ Eool'OlllIO ADVISOBY Co17l'cu.. 

TAlILJI 1. 

EXl'oBTS AS 4 PBBOU'UOB O. PaoD17OTIOB. 

The following table shows the diminishing importance of the export trade relatively 
to our whole national economy. Distinction is drawn between worken in IIIAIlU

facture and worken in all oocupations (the latter inoludee building retail trade and 
so forth). 

1907 
1924 
1929 
1930 (2nd qua~) 

Worken Manufacturing 
for Export as a 

Percentage of all 
Manufacturing Worken. 

44·6 
39·' 
38" 
33'8 

Worken for Export .. 
a Percentage of the 

Whole Oooupied 
Population. 

The following table gives the figures on which Table 1 ill based :
(Figures in thousands.) 

Workers Employed by 
Export Trades. Total Total Engaged -- Engaged in in Bui1ding, 

(ii) Trans- Mining and Distribution 
(i) Manu- port and Manu- Servioee, .to. 
facture. Distribution. facture. 

1907 ... ... .. . 2,465 300 6,550 3,700 appros. 
1924 ... ... .. . 2,485 325 6,316 3,200 
1929 ... . .. 2,445 350 6,375 3,815 
1930 (2nd q~) ... 2,000 286 5,905 3,916 

-



TABLB 2. 
REAL WAGE AND PRoDUCTIVITY CHANGES SINCE 1924. 

The following table examines in detail the factors relating to the rise in real wages since 1924. It will be seen that, on the whole, physicaJ volume 
of output per head has risen faster than real wages, which have been: held back by the fact that retail prices have fallen more slowly than whole
sale. There has been some rise in the ratio of wage-costs to proceeds. The figures in the table refer to manufacture and mining. 

Sources: Board oj Trade [rule:;; oj Productimi. 
Employment estimated by method given in Journal, Royal Statistical Society, 1929, Part I. 
Real wages from Prof~or Bowley'li Index and Ministry of Labour Cost of Living Index. 
Selling value of manufactured goods from average values of British exports. 
Money value of net output from above index of selling prices and Sauerbeck index for ra.w materials, assuming 30 per cent. of selling va.lue 

represented by raw materials in 1924 (Vide Flux, A.W., .. The National Income" in Journal, Royal StatisticaJ Society, Vol. 92, Part I, 1929) • 

• Persons Employed (OOO's). Output Index. Output'per head. Index of 
Index of Margin Money 

Distri- Selling between VaJue 

Year. bution, Real VaJue Manu- of Net Money 

Manu- Trans- Mann- Manu- Wages. Manu- factured Output Wages. 

facture. Mining. port, facture. Mining. General. facture. Mining. General. mctured Goods and per 
. Goods. Raw Man. Building 

Materials. Services. 

1924 .•. ... 5,220 1,093 3,229 100 100 100 100 100 100 100 100 100 100 100 

1927 ... ... 5,470 840 3,693 109·3 95·0 106·8 104·3 123'8 106·8 105 86·5 86·0 91-7 100· 

1928 ... ... 5,463 771 3,767 109'4 89·2 105'5· . 104-5 126'4 106·8 105 86·3 86·8 92·6 99·7 

1929 ... ... 5,547 829 3,815 115·1 96·8 111'8 108·2 126'3 110·7 106 84·0 86·8 96·1 99·1 

1930 ... ... 5,316 861 3,835 113·2 102·0 110·9 111·2 131·3 113·2 107 82·0 86·0 97·5 98·7 
(1st quarter) 

1930 ... ... 5,145 758 3,845 107'5 87·4 103·4 109·3 126·1 110·4 110 80·5 85·8 95·8 98·3 
(2nd quarter) 



TABLE 3. 

EMl'LOYllD!:NT, OUTPUT PEB HtAD, ETC., IN MAIN INDUSTRIAL GROUPS, 1924-1929. 

The following table examines in further detail the rise in productivity per head since 1924. Current value of net output is caloulated 
for each group of industries on the assumption that net output is proportional to gross output. 

BO'Urcea: Board 01 Trade Incle:l: 01 Production. Employment calculated from annual figures published by Ministry of Labour. Output 
per head from above two. Selling prices from average value of exports (except for coal and iron and steel. where Board of Trade price 
indexes are used direotly). 

Volume of Employment. Physical Volwv.e of Output. Output per Worker. 
(Thousands.) 192i = 100. 1924 = 100. -

1924. I 1927. I 1928. I 1929. ·1924. I 1927. I 1928. I 1929. 1924. I 1927. I 1928. I 1929. 

Coal mining ... . .. 1,093 840 771 829 100·0 94·0 89·0 96·' 100·0 122·' 126·2 127·1 
Iron and steel ... ... 245·0 235·8 22Ni 231·5 100·0 110·0 102·3 114·0 100·0 114·3 110·2 120·6 
Engineering and shipbuild. 1,158 1,118 1,206 1,243 100·0 115·2 113'1 120·9 100·0 112·2 115'7 115'6 

ing (including motors 
and electrical trades). 

Text-iles ••• ... .., 1,088 1,155 1,138 1,130 100·0 101·6 99·9 98'5 100·0 94·7 95·5 94·8 
Food, drink and tobacoo 476·6 497·5 496·3 498·3 100·0 99·7 101-9 106·0 100·0 95·5 97'8 101·4 
Leather and boots ... 179·1 180,8 165·6 165·0 100·0 107·7 102·0 98·5 100·0 106·7 110·4 106·9 
Chemical and allied 183·8 192,7 202·9 205·3 100·0 105·2 110·3 112'5 100·0 100·' 99·9 100·8 

trades. 
All industry ... 6,324 6,338 6,242 6,359 100·0 106·8 105·5 111·6 100·0 106·6 106·9 111'1 



Index of Selling Prices, Output per Worker. Annual Earnings. 
1924= 100. (£ per annum at Current Prices.) (Average per Worker.) 

-

1924. I 1927. I 1928. I 1929. 1924. I 1927. I 1928. I 1929. 1924. I 1928. 

Coal mining ... ... 100·0 86·1 75'0 90·0 175 185 171 186 123 97 
Iron and steel ... ... 100·0 84·3 78·7 77·5 226 219 197 211 153·1 151·1 
Engineering and shipbuild- 100·0 96·0 96·1 94·1 214 231 238 232 131·3 135·5 

ing (including motors 
and electrical trades.) 

Textiles ... ... 100·0 79'0 84·4 81·7 178 136 144 138 84·7 84·8 
Food, drink and tobacco 100·0 86·8 88·9 81·9 371 306 323 308 105·3 105'0 
Leather and boots ... 100·0 99·8 117·2 109'4 190 200 245 222 115·7 111·7 
Chemicals and allied 100·0 89·8 85·0 82·1 380 342 321 314 131·5 135·5 

trades. 

All fudustry ... ... 100·0 87·2 86·7 85·0 218 204 203 206 120 117 



TABLB 4. 

EARNINGS AND PRODUCTIVITY IN CBRTAIN iNDUSTRIBS, 1907-1924. 

The folloWIng table is designed primarily to show for certain important industries the rise in money wages since pre-war days as compared 
with the money value of net output per head. The division of the proceeds of industry between wages and profits is thus shown directly 
without the necessity of calculating "real" wages and" physical .. productivity per head. 

Sourcu': Oe'1l8'U8 0/ Prorluelirm Preliminary Reporl8. Earnings and Hours Enquiries, 1907, 1924, 1928. SeI1ing prices index caloulated 
from Census of Produotion Reports. 

Net output per Average Annual Earnings Average Weekly Earnings as Per SeI1ing 
Person Employed (£ per Annum). Hours. Cent. of Ne* Prices 
(£ per Annum). Output. (1907= - 100). 

1907. I 1924. 1906. I 1924. I 1928. 1906. I 1924. 1906-7./ 1924. 1924. 

Coal ... . .. ... ... ... .. . 127 175 86 123 97 8 7 68 70 211 
per shift per shift 

Iron and steel ... ... '" .. , .. , 115 218 82 155 153 04'5 44·8 71 71 158 
Engineering .. , ... ... ... .., 109 199 68 123 129 53·0 47·0 62 62 -
Shipbuilding .. , ... ... .. . 98 164 71 131 130 52·9 47·0 73 80 137 
Motor and cyole ... ... ... .. . 109 226 68 144 153 53·4 47·0 62 69 90 

Cotton ... ... ... ... ... .. . 79 159 48 93 93 65·5 47·9 61 58 251 
Wool ... ... ... ... .. , .. . 71 187 40 102 99 M·6 48·0 56 65 280 
Silk and artificial Bilk ... ... ... 55 255 34 99 103 04·5 48·0 62 39 -
Hosiory .. , ... ... ... ... 61 159 39 88 94 33·9 47·8 64 65 258 
Textile finishing .. , .. , ... ... 109 251 55 126 125 65·7 48·0 61 60 268 
Clothing ... ... ... ... .., 62 151 35 70 72 51·7 46·2 56 46 256 
Boot and shoe ... ... ... ... .. . 71 170 47 116 llO 53·6 47·8 66 68 179 



Grain milling ... ... . .. . .. .. , 178 341 61 139 138 58·1 46·7 34 41 158 
Baking ••• ... ... . .. . .. .. , 104 254 54 119 116 55·5 48·6 52 47 167 
Brewing ..• ... ... ... . .. ... 325 685 63 136 135 54·9 47·9 19 20 213 
Tobacco .•• ... ... ... ... ... 155 617 35 108 116 49'6 47·1 23 18 295 

Brick ... ... ... . .. ... .., 78 209 56 126 126 55'4 48·5 72 60 -
Pottery ••. ... . .. . .. ... 68 156 48 98 97 52·5 46·9 71 63 -
Chemicals ... .,. ... . .. . .. 183 369 63 134 139 54'7 48·1 34 36 178 
Rubber •.• ... ... ... ... . .. 124 247 52 112 114 55·0 47·7 42 45 -
Printing .•• ... ... ... ... ... 108 294 - 59 151 154 51'5 47·3 55 51 -
Furniture ... ... . .. . .. 85 196 63 129 133 53'1 46·7 74 66 -
Laundry ... . .. ... ... . .. 55 136 33 78 - 54·0 47·0 60 58 -
Building ... . .. ... . .. . .. 84 205 68 147 147 53'2 45·3 81 72 -
Gas ... . .. . .. ... ... . .. 205 272 78 152 158 52·6 48·5 38 66 -Water ... ... . .. ... . .. . .. 411 509 70 146 149 55·1 47·5 17 29 -Electricity ... ... ... . .. . .. 249 472 74 163 170 51·9 47·3 30 U -

All industry (manufacture and mining) 100 220 52 120 117 54 47·1 52 55 193 
approx. 
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TABU 5. 

PHYSIOAL VOLUMlI OJ' OUTPUT l'BB lIBAD, 1907 ~D 19M. 

The following table gives the results of a calou1ation designed to I8CW'II lOme 
measure of changes in the net output of industry expressed in an unchanging money 
standard. The materials of industry and the final produce of industry are obtained 
free of duplication and correctors applied to the 1924 figures in aocordance with 
the rise in prices of raw materials and finished goods respectively. By subtnr.otion, 
the " real .. net output is obtained. 

Value 1907.1 Value 1924. Prices 1924. 1924 at 1907 
-- (£ million.) (£ million.) (1907=100.) Values. 

Final product ... . .. 1,139 2,478 190 1,304 
Materials ••• ... . .. 464 848 175 484 
Net output ... ... 675 1,630 - 820 

This shows a rise of 211 per cent. of .. real .. aggregate net output .. against a 
rise of 10! per cent. in the number of workers between 1907 and 1924. BvllMN ore 
no BtatiBticaJ data (J8 to the in0rea86 0/ capital which Aa8 IJ88isted in. briRging lAiI abov.I 
and which needa to be remunerated ov.I 0/ the product. 

Bourcu: Reports of Census of Production 1907 and 1924. Value of raw materiala 
in 1924 from FlIlX Zoo. cit. Prices of finished goods calculated from average values 
in Census of Production. 
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COMMITTEE ON NATIONAL EXPENDITURE. 

MINUTE OF APPOINTMENT. 

TREASURY MINuTE DATED 17TH MARCH, 1931. 

The First Lord states to the Boa.rd !that he proposes to appoint 
a Committee with the following terms of reference :-

". To make recommendations to the Chancellor of the Ex
chequer for effecting forthwlth all possible reductions in the 
National Expenditure on Supply Services, having regard 
espooially to the present and prospective position of the 
Revenue. In so far as questions of policy are involved in the 
expenditure under discussion, these will remain for the ex
clusive consideration of !the Cabinet; but it will be open to the 
Committee to review the expenditure and to indicate the 
economies which might be effected if particular policies were 
.either adopted, abandoned or modified." 

The First Lord proposes toot the Committee should be constituted 
-as follows :-

Sir George Ernest May Bt., K.B.E. (Chairman). 
P. Ashley Cooper Baq. 
Sir Mark Webster Jenkinson, K.B.E. 
Charles Latham Esq. 
The Lord Plender, G.B.E., LL.D. 
A11thur Pugh Esq., C.B.E. 
Sir Thomas Royden Bt., C.H. 

My Lords concur. Let the necessary directions be given. 

The expenses incu"ed in preparing this Report are estimated at 
£500 12s. 10d. of which £425 represents the estimated cost of 
printing and publication. 
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COMMITTEE ON NA'rIONAL EXPENDITURE. 

To the Right Hon. Philip Snowden, M.P., 
Chancellor of the Exchequer. 

Sm, 
APPOINTMENT. 

On the 11th February, 1931, the House of Commons passed by 
468 votes against 21 a resolution-

II That this House consider that, having regard to the 
present burden of Taxation in restricting industry and employ
ment, the Government should at once appoint a small and 
independent committee to make recommendations to the 
Chancellor of the Exchequer for effecting forthwith all practic
able and legitimate reductions in the national expenditure 
consistent with the efficiency of the services." 

Following the passing of this resolution, we were appointed on 
the 17th March, 1931 after consultation between all parties with 
the following terms of reference-

II To make recommendations to the Chancellor of the Ex
chequer for effecting forthwith all possible reductions in the 
National Expenditure on Supply Services, having regard 
especially to the present and prospective position of the 
Revenue. In so far as questions of policy are involved in 
the expenditure under discussion, these will remain for the 
exclusive consideration of the Cabinet; but it will be open 
to the Committee to review the expenditure and to indicate 
the economies which might be effected if particular policies 
were either adopted, abandoned or modified." 

We now beg to submit our report on the matters referred for 
our consideration. 

CHAPTER I. 
INTRODUCTION. 

1. Retrenchment and Expansion since the War. 
1. Since 1928, it has been the practice in the expenditure sta.te

ment in the annual budget to show separately ordinary expendi
ture, sinking fund, and self balancing expenditure (i.e. expenditure 
on the Post Office and Road Fund). Ordinary expenditure &8 

thus understood is the expenditure which has to be met from the 
10905 AS 
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national revenue including the profit on the Post Office and the 
Exchequer's share of the Motor Vehicle Duties. It is only to 
the extent that revenue exceeds this ordinary expenditure that a 
balance is available for the redemption of debt. In 1928 
certain other adjustments were made in the national a.ccounts 
designed to eliminate duplicate entries 8S far as possible. In the 
table below similar adjustments have been made in earlier years 80 

that all the figures axe on a corresponding basis. The table shows 
the ordinary expenditure for each year since the war, the amount 
available for the redemption of debt and the net borrowing or re
payment of debt by the Unemployment Insurance Scheme. 

Ordinary Expenditure. 
Cash avail- Repayment. (+) 

Yea.r beginning Debt Inter- able for Borrowings ( - ) 
Debt ontheUnem-1st April. est and Other 

Manage- Expenditure. Total Redemption. ployment Fund. 
ment.· 

£. £. £. £. £. 
1921 303,900,000 652,200,000 956,100,000 70,700,000 -13,900,000 
1922 296,600,000 433,900,000 730,500,000 126,200,000 - 2,900,000 
1923 304,300,000 387,100,000 691,400,000 88,300,000 + 6,400,000 
1924 Audited 308,700,000 373,500,000 682,200,000 48,700,000 + 3,000,000 
1925 Expenditure 304,300,000 397,000,000 701,300,000 36,000,000 -
1926 314,300,000 383,900,000 698,200,000 23,300,000 -17,400,000 
1927 309,000,000 378,400,000 687,400,000 65,000,000 + 400,000 
1928 311,500,000 372,500,000 684,000,000 57,500,000 -11,400,000 
1929 expenditure as 312,100,000 397,200,000 709,300,000 33,200,000 - 3,000,000 

per appropriation 
accounts. 

1930 Exchequer 293,200,000 439,100,000 732,300,000 43,600,000 -36,400,000 
Issues. 

1931 Original Esti- 302,900,000 448,400,000 751,300,000 52,000,000 -40,000,000 
mates. to 50,000,000 

• From 1923 onwards interest was paid in full to the U.S.A.. GOYernment. In the year 
beginning 1st April, 1921, about .£46,500,000 and in the year beginning lat April, 1922, about 
£20,000,000 of interest payments were suspended. 

2. From 1921 to 1924 the course of ordinary expenditure was 
rapidly downwards; from 1924 to 1928 there was no striking 
change in the total; whilst from 1928 onwards, there bas been 
an abrupt rise, the difference between the audited expenditure for 
1928 and the original estimates for 1931 being no less than 
£67,000,000. ... 

But the figure of £67,000,000 understates the true increase in 
the national burdens, for the pound sterling is worth more 
in services -and goods in 1931 than in 1928. The Ministry 
of Labour index of cost of living has fallen from a. kttal 
index of 164 on 1st April, 1928, to 147 on 1st April, 1931 
(July, 1914 = 100) : the Board of Trade index of wholesale prices 
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has fallen between May, 1928, and May, 1931, from 143.6 to 
104.4 (1913 = 100). It would be unreasonable to expect !that the 
national exPenditure should fall fully in proportion to changes in 
the price level sin~ it contains many items not responsive to such 
changes. But some items are affected by faIling price levels and 
Ito that extent the real increase in Government expenditure is greater 
than £67,000,000. 

3. If account be taken not only of the budget expenditure but also 
of the loan operations of the Unemployment Insurance Scheme the 
change in the situation between 1928 and 1931 becomes still more 
serious, for whereas in 1928 the Hcheme borrowed £11,430,000, it 
is now estimated to need roughly £50,000,000 in 1931. In addition, 
borrowing to the extent of £9 ,000 ,000 is anticipated this year to 
meet the needs of the Road Fund. Borrowing for the Unemploy
ment Fund alone in 1930 (£36,440,000) almost wiped out the 
net surplus in the year of £43,600,000. For the current year the 
total borrowing for unemployment insura.nce and the Road Fund 
together is likely to be considerably in excess of the amount avail
able for redemption of debt. 

4. The history in broad outline of ,the main financial decisions 
taken between 1921 and 1931 throws much light on the above 
figures. The slump which followed the short-lived post-war boom 
created a wave of public opinion in favour of economy. This came to 
a head in the enquiry of the Geddes Committee (which presented its 
final report on 21st Fe')ruary, 1922), but both before and after 
this enquiry large reductions were made in expenditure. In 1924, 
a policy of expansion and development replaced the policy' of 
retrenchment. Additional commitments were undertaken in a 
number of directions including education, an ambitious housing 
scheme and extended old age pensions, and a programme of cruiser 
building which had been for some time under consideration. 
In 1925, the policy of expansion continued with the grant 
of Widows' Pensions and the Beet Sugar Subsidy. A further 
naval building programme was begun and an increased State con
tribution was provided for the Unemployment Fund. The danger 
of strife in the coal industry was averted for a time by a heavy 
subsidy. The items named are given as illustrations rather than 
as a comprehensive list. New commitments soon reached a large 
total, and with the prospect of a difficult Budget position in 1926 
retrenchment once more came to the front. A White Paper pre
sented to Parliament on 16th March, 1926, showed that estimates 
in 1926 were likely to exceed the original estimates for 1925 by as 
much as £34,747,000 of which £24,447,000 was due to decisions of 
the then Parliament and Government, and £8,250,000 to the 
development of schemes approved by previous Parliaments and 
Governments. The balance of the increase, viz. £2,050,000, which 
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was the net increase shown on a number of items, was largely auto
matic in character .. In so far as the economies then decided upon in
volved legislation they were embodied in the Economy (Miscellaneous 
Provisions) Act, 1926, which was estimated to produce a benefit 
to the Exchequer of from £8,310,000 to £10,160,000 in 1926 and 
from £7,030,000 to £8,880,000 in 1927. At the moment it appeared 
that the difficulties of the Exchequer had been surmounted, but 
the coal stoppage and the national strike that followed had grave 
reactions both on expenditure and revenue and the pressure for 
economy continued throughout 1926 and 1927. 

5. The economies of these years, however, produced little in the 
way of continuing reductions of expenditure. A number of the 
savings made were special measures which from their nMure could 
not be repeated or were merely postponements of expenditure. The 
largest continuing item, viz. the reduction of the State contribution 
to the Unemployment Fund made in 1926, as events have proved, 
reduced the Exchequer charge but only by increasing the borrowings 
of the Fund to the same extent. 

6. After this period, retrenchment was again relegated to the 
back-ground. The Derating Scheme imposed on the State a heavy 
burden, consisting partly of relief to certain classes of ratepayers 
and partly of larger Exchequer grants to local authorities. It 
should, however, be pointed out that except to the extent that the 
relief given to local authorities may have led them to increase their 
expenditure, this scheme was merely a shifting of part of the burden 
of goverIiment from ratepayer to taxpayer and not an addition to 
the total burden. 

7. In 1929, further new expenditure was sanotioned, and a reply 
given in the House of Commons on 17th November, 1929, stated 
that the main financial commitments entered into since 1st June, 
1929, viz., increased State contribution to the Unemployment Fund, 
the assumption by the Exchequer of the charge for Transitional 
Benefit, 'Widows' Pensions, Agriculture, Forestry, Civil Service 
bonus concession, proposed raising of school leaving age, Housing, 
paid holidays to Civil Service industrial staff and concessions on pay 
and retired pay of Army, Navy and Air Force officers, involved an 
estimated additional expenditure of £8,243,000 in 1929 and 
£18,967,000 in 1930. A reply to a Question in the House ot 
Commons on 23rd April, 1931, gave the expenditure involved in 
commitments entered into by the present Government as 
£14,086,000 in 1931 in addition to £30,000,000 for transitional 
benefit under the Unemployment Insurance Scheme. 

2. Estimated Expenditure in 1932 and 1933. 

8. Any review of the course of expenditure since the War would 
be incomplete without some estimate of the future liabilities that 
have been undertaken. Some items are capable of close estimating : 



others not, e.g. the large pa.yments to the Unemployment Fund 
depends on the future course of unemployment. As regards this 
item, however, it can be said that, if the existing scheme is con
tinued unaltered, any improvemellt in employment would BIt first 
probably make itself felt ma.inly in a. reduction of ordinary benefit 
from the Fund thus lessening the amount borrowed by the 
Fund without reducing the Exchequer charge materially. For 
the purposes of the estimates which follow, we have therefore taken 
the cost of transitional benefit for 1932 and 1933 at the probable 
figure for 1931, viz., £35,000,000. 

9. On the best estimates we can frame, if existing policies remain 
unaltered, the total ordinary expenditure in 1932 will be about 
£12,000.000 and in 1933 about £17,000,000 higher than the orlginal 
estimates for 1931. These figures, however, include nothing for 
the schemes of expenditure, some of serious magnitude, now 
under consideration, whether by the Government or by Par
liament. 'Ihe present position is rather Obscure, but we would 
recall the financial memoranda presented to Parliament in con
nection with the Education (School Attendance) Bill and the Agri
cultural Land (Utilisation) Bill. The total annual expenditure 
from public funds involved in the Education Bill was put at 
.£6,250,000, of which £4,350,000 per annum was to fall on the 
Exchequer, and the Agricultural Land Bill was drawn without 
any financial limit on its most important item, viz., the provision 
of sma.ll holdings. In addition to these major bills, the aggregate 
cost of schemes now under consideration for Agricultural Market
iTJ.g, Rural Housing, improved Maternity Service, and a number of 
minor servioes is considerable. 

10. Excluding such proposals, the main services on which 
changes are to be expected in 1932 and 1933 are as follows :-

Existing Seroices. 
Increases. 

Agriculture .. . 
Education .. . 
Old! Age Pensions ... 
Widows' Pensions 
Housing 
Navy 
Transitional Benefit 

(The original estimate for 
1931 was £30,000,000 
while the revised esti
mate will probably be 
£35,000,000.) 

Increase 
1932 

over 1931. 
£ 

200,000 
2,550,000 
1,500,000 
1,000,000 
1,100,000 
2,700,000 
5,000,000 

Total Increases .. , ... 14,050,000 

Increase 
1933 

over 1931. 
£ 

300,000 
5,500,000 
3,000,000 
2,000,000 
2,300,000 
2,700,000 
5,000,000 

20,800,000 
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War Pensions 

Net increase on existing 
services oompared with 

10 

Decrea.e 
1932 

below 1931. 
1,900,000 

1931 ... £12,150,000 

3. Future Liabilities Generally. 

DeCTeas, 
1933 

below 1931. 
3,300,000 

£17,500 ,000 

11. The consideration we have 80 far given to the finance of post
war years has been 'ba.sed mainly on the budget position. The 
budget is, however, only a statement of cash transactions in each 
fina.ncial year, and it gives no indication of the liabilities involved 
in services which do not mature for payment within the year. To 
complete the picture of the years under review, it is necessary to 
consider the trend of long-term commitments undertaken in those 
years. The result is most disquieting. 

The items we propose to consider fall into three broad groups. 
12. In the first place, there are services financed through loans 

or by subsidies based on loans. This method of finance commits 
future taxpayers to subsidies for services whose cost is now being 
met by borrowing, and to that extent restricts the field in which 
economy is possible. The present value of future sub~idies is a 
considerable sum. The total for Housing subsidies alone has now 
reached £218,000,000, and for grants 80 far made on the recom
mendation of the Unemployment Grants Committee £45,000,000. 
There are a number of other eases the outstanding cost of which we 
ha.ve not evaluated (School Building grants, Small HoldlDgs and so 
on) . These outstanding subsidies are intracta.ble ltems in the 
national expenditure, and even if the services were lmmedlately 
closed down, the taxpayer must continue for many years to provide 
large sums annually to liquidate past commitments. 

13. The second group consists of the charges for pensions to ser
vants of the State and of local authorities. A pension liability is 
incurred during service; it only matures for payment at the end 
of service. 'When a service expands, or when salaries are increased, 
the full corresponding pension liability only emerges many years 
later. 

14. It is of assistance in this connection to compare the position 
of a commercial undertaking· which accords pension rights to its 
staff. It may do 80 by paying premiums to an Insurance Com
pany. Or it may set up its own pension fund and pay into i~ 
annually the prQper sum calculated on an actuarial basis to meet 
its future liabilities. In either case it is generally regarded as pro
viding adequately for the pension liability. But th~ national 
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schemes are not on these lines; on the contrary, the State accords 
pension rights to its staff and merely pays the pensions as they 
arise. At the start these charges are light and the pension scheme 
may be considered to run cumulatively into debt each year to the 
extent that its actual payments fall short of the sums which it 
should have set aside on actuarial principles. 

15. In the case of Civil Servants, police and teachers, the accru
ing pension liability of the Exchequer is estimated to exceed the 
sum which is actually now being paid in pensions by as much as 
£5,000,000, £1,000,000 and £8,000,000, a year, respectively. We 
have not been able to obtain a comparable figure for the Fighting 
Services. 

16. Our third group consists of War Pensions and of the Social 
Services, in particular Old Age and Widows' Pensions. The 
liability for War Pensions is steadily declining. The present cost 
of Old Age Pensions to persons over 70 is much less than the uUi
mate cost, as for a variety of reasons the aged population of this 
country is likely to increase for many years to come. In the case 
of Contributory Pensions also (widows and persons aged 65 to 70) 
the number of beneficiaries will increase, with a consequent 
iv.crease of the liabilities, but in addlition the immediate cost to 
the Exchequer in this case has heen kept down by the expedient of 
using the initial accumulation of contributions to meet the cost 
of pensions in the earlier years of the schemel though this un
fortunate feature of the original scheme has been considerably re
duced by the amending Act in 1929. 

17. The bearing on future finance of the second and third groups 
of services we have considered is worth examination. In all the 
cases we have cited except War Pensions there is an accruing 
liability greater than the current charge. To the extent of the 
excess there is here an uncovered liability which on any proper 
system of accounting must be regarded as a direct set off to the 
Sinking Fund.· Over the services in question the Government 
Actuary has estimated that for the last five years our accruing 
liabilities even after the decline in the liability for 'Var Pensions has 
been allowed for may have exceeded tlie provision we have made .by 
as much as £100,000,000, i.e., an average of £20,000,000 a year. 
In other words, we are at present enjoying benefit.s for which we 
are not providing the cost. To the extent of about £20,000,000 
a year we are leaving that cost to posterity. 

18. The bearing of all the charges we have considered in this 
discussion of future liabilities on the possibilities of economy is 
easily seen. Future revenue is mortgaged for many years to pay 
off the capital cost of services which we are now enjoying. Future 
revenue is also mortgaged to meet the growing cost of continuing 
services which are now being enjoyeCi for less than the true cost. 
Only with an increasing revenue can we continue to provide even 
our existing services without additional taxation. 
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. 19. In estimating the prospects of such increase of revenue being 
steadily realised, two weighty considerations must not be lost 
sight of. First, the charges we have considered are practically all 
fixed in terms· of money. If there is 8. .further decline in the 
price level they will become a proportionately heavier burden on 
the national revenue, since that revenue itself rellects the price 
level in important items and will contract still more with 8. further 
fall in prices. Secondly, we have to face in the future the probability 
of a retardation in the increase, and ultimately of a decline, in our 
population at the working ages. The Government Actuary hal 
estimated that while at present for every 100 persons between the 
ages of 15 and 65 there are 23 persons over 65 years of age, in 
30 years' time there will probably be 33 and in 50 years' time 88. 
Thus, the working population of the future, in addition to meetlng 
that part of the liability for which provision has not been made by 
the present generation, will have to supp:lrt & much larger pro
pottion of pensioners. 

4. Factors, Political and Economic, in the Present Situation. 

20. Reviewing the course of national finance since the war one 
cannot fail tG notice how unequa.l is the continual struggle between 
expansion and retrenchment. One Government, one Parliament 
can embark on schemes which for aU practical purposes definitely 
commit future Governments, future Parliaments as far ahead as 
one can look. With some schemes not only are the main lines 
permanent, but so strong are the contractual or moral obligations 
involved that any modification in the direction of economy is 8. 

difficult matter. But no Government or Parliament can bind its 
successors to economies. A few Cabinet decisions, a. few Votes of 
Parliament, and aU 'the savings achieved with much labour over 
a. period of years may easily be dissipated. 

21. So heavily loaded are the dice in bv:.lur of expenditure that 
no representation we can make is more important than to 
emphasize the need for caution in undertaking any commitments 
of a continuing character. This need has long been recognised 
in the national machinery of financial control-in the admirable 
Sitanding Order of the House of Commons that it will not .. pro
ceed upon any motion for a. grant or charge upon the public 
revenue . . . . unless recommended from the Crown "; in 
the pre-eminence of the Treasury among Departments; in the 
method of preparation and presentation of estimates and in the 
checks on the levying of new taxation; but we must regretfully 
admit that-particularly since the war-this machinery has been 
lamentably neutralised by circumstances outside its control. 

. 22. The cause is not far to seek. After the heavy sacrifices of the 
war large sections of the nation looked to the post-war period with 
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the natural expectation of a general improvement ill the old con
ditions of life. The disappointment of many hopes in the economic 
sphere seemed to intensify demands for improvements from political 
action and all parties have felt the insistent pressure for promise& 
of .. reforms" as the price of support, such .. reforms" being 
in fact mostly of the nature of privileges or benefits for particular 
classes at the cost of the general taxpayer. The results of thi& 
pressure are to be seen not only in the lavish promises contained 
in the election addresses of the period since the war but in the 
undertakings freely given by individual Parliamentary candidates 
to sections of the electorate. At election times those desiring 
increased expenditure on particular objects are usually far better 
organized, far more active and vocal than those who favour the 
vague and uninspiring course of strict economy; and as a result 
candidates not infrequently find themselves returned to Parlia
ment committed, on a one-sided presentation of a case, to a course 
which on fuller knowledge they see to be opposed to Ithe national 
interests. Especially serious is this danger at the present time 
when the mass of the electorate still does not appreci3lte the true 
economic position of the country and its problems. 

23. Had we still been living in the pre-war period of growing pro
sperity and rising revenue, with national tax3ltion absorbing but a 
comparatively small part of the annual income of the people, 
such a development in the working of our political machinery, 
though undesirable at any time, might not have had serious reae
!tions. Far different has been the post-war position with its un
precedented trade stagnation, heavy unemployment, falling price 
level, and declining incomes under a system of taxation which 
appropriates year by year an unduly large proportion of the 
national income. It is only now that the nation is beginning 
to realise the true character of our post-war problem. Only 
now when we are eXlperiencing a widespread trade depression 
are we learning to appreciate the fact that what our basic 
industries have been suffering from for nearly ten years is 
not a. periodical and passing slump such as we encountered in 
pre-war days, but a deep-seated malaise arising from radical re
adjustments of world economy. We are at last awaking to the 
fad that the cure is not to be found in the temporary and limited 
stimulus afforded by relief works, but in a resolute grappling with 
the fundamental problems of each industry, in a frank recognition 
of world changes that are irreversible and in a re-a.lignment of our 
economic life to meet them. 

24. The economic disequilibrium from which the world at large 
is suffering at the present time is so many sided, so deep-seated and 
so extensive that ail immediate and rapid recovery is hardly to 
be expected. And the features peculiar to this country are such 
that even a general world reviva.l of trade ma.y still find Uli 

wrestling with our own special difficulties. 



14 

25. If this short diagnosis of our post-war economic troubles is 
correct our great need has been, and still is, to concentrate all our 
available energy and resources on re-establishing our competitin 
position in the world. We have been apt to forget that the first 
thing needful is to secure a. return to general prosperity. This 
&lone will go a very long way towards solving most of the problems 
that have been claiming the unremitting attention of Governments 
and Parliaments and embarrassing the national.finances since the 
war. The general effect of Government action, national and 
local, since 1924 has been to add to the national burdens. il'hese 
have now aditained to such a. proportion of the total natiollal 
income that they must be considered definitely restrictive of indus.
trial enterprise and employment. In this connection we would 
refer to the introductory words of !the practically una.llimous reso
lution of the House of Commons which led to our appointment, 
quoted at the beginning of this report. 

5. The Task before the Committee. 
26. It is in the light of these conclusions that we tUl"Il to the task 

before us. We have on the one hand to consider present and 
prospective revenue and on the other the future course of expendi
ture. Some information in regard to probable expenditure in 1932 
has already been given on page 9. This shows an estimated 
increase over the budget estimates for the current year of 

'£12,000,000. This estimate is on the basis of the continuance of 
the Unemployment Insurance Scheme unaltered and of existing 
policies in other directions. No allowance is made for any supple
mentary estimates as in the absence of new decisions of policy it 
should be possible to meet any incidental excesses which arise in 
the course of the year from savings. On this basis the national 
expenditure for 1932, apart from the Post Office and the Road 
Fund, would be £815,366,000. 

27. We cannot, however, regard this figure as giving a. true 
picture of the national burden for 1932. The exclusion of the Road 
Fund from the total on the ground that it is like the Post Office, a 
.. Self-balancing Service," was justifiable as long as the income of 
the Fund was adequate to meet its liabilities. This is no longer 
the case. In. the. current year the Fund is estimated to borrow 
£9,000,000 from the Exchequer: next year it is expected to need 
£10,000,000 more. The prospect of repayment is dealt with in 
detail later in our report, but we will anticipate our conclusions 
there set out 80 far as to state that in our view this borrowing must 
be regarded as a revenue liability. 

28. We are draW'll to a similar conclusion in regard to the antici
pated borrowing of the Unemployment Fund in 1932 nnder exist
ing arrangements. Apart from the heavy charge for Transitional 
Benefit which falls direct on to the Exchequer the revenue of the 
Fund from the contributions of the State, employers a.nd employed, 
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will fall far short of its liabilities for ordinary benefit. At the 
beginning of last April it was borrowing at the rate of £55,00~,OOO 
& year. Since that date there has been some transfer from ordinary 
to transitional benefit, but the Fund is still borrowing at little 
less than £1,000,000 a week. By the end of the current financial 
year, the debt will be considerably over £100,000,000. Wh~teyer 
view may be held of the prospect of repayment of the eXIstmg 
debt, we cannot regard any loan from the Exchequer which may 
be necessary in 1932, estimated on the present scheme to amount 
to £40,000,000, as other than an irrecoverable advance. Borrow
ing for such purposes is in· reality adding to the national debt to 
relieve current revenue charges and is opposed to the principles of 
sound finance hitherto accepted without question in this country. 
We recommend that. it be discontinued after this year. The total 
of these items represents an additional expenditure to be met from 
revenue in 1932 as compared with 1931 of no less than £62,000,000. 

29. What of the revemue? No one wilD be surprised in view of 
our previous remarks if we state at the outset that any appreciahle 
increase in the main taxes on enterprise in 1932 could only aggra
vate present difficulties. Yet. the revenue prospects are not re
assuring. The Budget of 1931 has been balanced largely with the 
aid of .. nest-eggs." £20,000,000 is being obtained from the 
capital of the Exchange Account and £3,000,000 from the excess 
of the assets of that Account over its liabilities. £10,000,000 is 
being provided by acceleration of payment of Income Tax under 
certain Schedules and the £4,000,000 drawn from the Rating Relief 
Suspense Account exhausts that Account. None of this £37,000,000 
will be available in 1932, and the gap between expenditure and 
revenue is thus widened to £99,000,000. 

30. So far we have dealt with facts which can be definitely 
allowed for. When we turn to other items of revenue more un
certainty arises. The Income Tax of 1932 will be assessed on the 
profits of 1931, and those profits will undoubtedly be substantially 
lower than the profits of 1930 on which the Income Tax of 1931 is 
based. What the reduction will be no one can foretell, but after 
reviewing available data we think it would be unsafe to assume that 
it will be less than £20,000,000. If, in regard to other items of 
revemue, we make the fairly optimistic assumption that receipts in 
1932 will in the aggregate equal the Budget estimates of 1931 
we are left with the position that to produce a properly balanced 
budget in 1932 including the usual provision for the redemption of 
debt a deflciency of the sum of £119,000,000, say £120,000,000,. 
has to be made good by fresh taxation or by economy, apart from 
any further liabilities that may be incurred under pending legis
lation. . 

• This report takes no account of any adjustments in the national Rccount& 
which may be necessitated by the moratorium on. reparations aud war debts now 
under consideration. 



16 

31. For present purposes one of .the most important conclusions 
to be drawn from our diagnosis of the financial situation is that t.h1I 
gap of £120,000,000 is no transient feature to be bridged by tem
porary expedients. If it were, our task would be comparatively 
easy. Many classes and interests are readily prepared in a. national 
emergency to accept a temporary surrender of what they conceive 
to be their just rights i the postponement of all works whether of 
a capital or of a. maintenance character is a common method in 
everyday life of tiding over a. passing stringency i while there may 
still be found in secluded thickets of the national accounts a Jew 
" nest eggs" that for one reason or another have not yet been dis
turbed and might possibly be available to make some small non
recurrent addition to the revenue side of the budget. Not so in 
our view can the present position be controlled. We fear thM 
the country must face the disagreeable fact that its public ex
penditure-and in this we include local as well as national expen
diture-is too high and that it must be brought down to a lower 
level. It may be that in thinking that a policy of strict economy 
will be necessary for some years to come we are unduly pessimistic 
and that the recuperative ,powers of the world and the resilience 
of our national character in periods of grave emergency will prove 
to be such that difficulties which now appear extremely grave 
will be rapidly overcome. This possibility does not however in 
the least alter our view as to the wise and prudent course to take 

i now. Relaxations of conditions, increases of expenditure, expan
, sions of services· are easy and popular and can be swiftly effected 

should the wheel of fortune turn in our favour. Should however 
the trend of events become even more adverse, economies and 
sacrifices will prove to be far more valuable, far more effective if 
made at once than if we wait till they-a.nd perhaps many more--
are forced upon us by the pitiless march of events. 

32. When. we come to face our task in detail it is inevitable that 
we should find that the chief opPortunities of reduction are to be 
found ilJl the services of most rapid and recent growth. There are 
three reasons for this. First, the older commitments of the State 
have stood the test of many attacks and in the main! have proved 
that they are unavoidable even in years of depression. Secondly the 
longer expenditure has been running, the more rights and vested 
interests have grown up around it. Thirdly it is a powerful argu
ment in regard to any service to say that the nation did without 
it a few years ago, therefore it cannot be essential. This line of 
thought however leads us into some difficulty in regard to proposals 
now under consideration, whether by Departmental Ministers, the 
Cabinet or Parliament itself. We would have preferred that our 
task should have been limited to the expenditure now being in
curred under decisions of the past without our being forced into 
expressing any opinion on questions of the day, and yet again and 
. again iDl the course of our enquiry we have been faced with the 
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difficulty of going back upon past decisions. They have created 
expectations, moral rights and sometimes even contractual and 
legal liabilities. In many instances the mistake made in taKing 
the original decision is now irremediable. Seeing this, we feel that 
we should be failing in our duty if while doing all in our power 
to reduce present expenditure we took no cognizance of proposals 
now under discussion for increasing it. 

6. The National Expenditure considered in more detail. 
3a. We append to this report a classification of the national ex

penditure prepared by the Treasury by reference to the services or 
objects on which the money is spent. These figures differ from 
those in the Estimates and Appropriation Accounts first, in that all 
payments on a. particular service have as far as possible been 
collected irrespective of the particular vote on which they are pro
vided, and secondly, that in view of the altered financial position 
of the Road Fund, already referred to, we have included payments 
therefrom in the national expenditure. 

34. The Table divide the expenditure into two parts, i.e.-
(1) Expenditure on services directly administered by the 

Government; 
(2) Grants towards services administered by other bodies, 

mainly local authorities. 
In regard to the former class the responsibility of the Govern

ment for the cost of the services is direct and complete; in regard 
to the latter the national accounts only cover a part of the 
total cost and however much the Government may share in the 
control, it has not itself the direct administrative responsibility. 

35. The expenditure in these groups analysed under the more im
portant heads is shown below for the current year (budget esti
mates) and 1924, when it reached its lowest post-war level. In 
the second group an adjustment has been made in the item Ex
chequer Contributions to Local Revenues allocating to the education 
and police services respectively, grants paid from this head in 
1924 and now directly charged on the Votes (under the Local 
Government ~cts, 1929):-

T. Nationally Administered Services. 

1924 1931 Increase ( + ) 
-- Audited Original or 

Expenditure. Estimates. Decrease ( - ). 

£. £. £. 
Debt Interest and Management ... 308,700,000 302,900,000 - 5,800,000 
Defence ... ... . .. ... 116,9oo,ooo 111,400,000 - 5,500,000 
Wa.r Pensions •.• ... ... . .. 69,900,000 50,400,000 -19,500,000 
Old Age and Widows' Pensions and 45,200,000 99,800,000 +54,600,000 

Health and Unemployment Insur-
ance. 

All other expenses of Government ... 45,100,000 37,800,000 - 7,300,000 

TOTAL ... ... ... . .. 585,800,000 602,300,000 +16,500,000 
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II. Grant Seroices. 

Great Britain. £ £ .£ 
Exchequer Contributions "to Local 12,700,000 46,400,000 +33,700,000 

Revenues (including grants for poor 
law, health and mental deficiency). 

Education ... ... ... . .. 47,900,000 56,800,000 + 8,900,000 
Roads ... ... ... . .. . .. 15,100,000 33,000,000 +17,900,000 
Housing .•• ... ... . .. . .. 9,000,000 14,500,000 + 5,500,000 
Police ... ... . .. ... . .. 10,400,000 12,000,000 + 1,600,000 
Agriculture (including Forestry, Devel· 3,300,000 5,400,000 + 2,100,000 

opment Fund and Beet-sugar 
subsidy). 

Grants and Loans for Unemployment 3,500,000 3,600,000 + 100,000 
Works. 

Miscellaneous ... ... ... . .. 900,000 900,000 -
Grant Services Great Britain .•• ... 102,800,000 172,600,000 +69,800,000 

Ireland. 

Irish Services ... ... . .. ... 8,800,000 9,800,000 + 1,000,000 

Total Grant Services ••• ... ... 111,600,000 182,400,000 + 70,800,000 

GRAlID TOTAL ... ... . .. 697,400,000 784,700,000 +87,300,000 

• Now merged in the block grants under the Local Government Acts. 

36. These tables will repay careful study. The first one shows 
reductions amounting to £38,100,000 spread over every item except 
Old Age and Widows' Pensions and Unemployment and Health 
Insurance where there is an increase of £54,600,000. In the second 
table there are no reductions. The increases may be grouped under 
three heads-

(1) Grants for various purposes of national development. 

(2) Grants for Social Services. 

(3) Other grants. 

Of the £33,700,000 increase Under Exchequer Contributions to 
Local Revenues £26,000,000 represents the cost of the rating relief 
given to inaustry and agriculture, and may fairly be included in the 
first category above. The balance may be regarded in the main 
as given in respect of social services carried out by local authorities. 
The bulk of the grants for unemployment works may also be 
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regarded as given for national. development. If this division be 
made the increases in the three groups become :-

(1) HOfll6 Development. £ £ 
Derating 26,000,000 
Roads •.. 17 ,900 ,000 
Agriculture 2,100,000 
Grants for Unemployment Works ... 100,000 

(2) Social SeTvices. 
Balance of increase under Local 

Government Acts 
Education 
Housing 

7,700.000 
8,900,000 
6,500,000 

46,100,000 

--- 22,100,000 
(3) OtheT GTants. 

Police ... 
Irish Services 

1,600,000 
1,000,000 

2,600,000 

Total £70,800,000 

87. Thus of the total increases shown in the tables in para. 35 of 
£125,400,000 (viz. :-Pensions and Insurance £54,600,000 and 
Grant Services £70,800,000), about £76,700,000 (viz. :-Pensions 
and Insurance £54,600,000 and Education, Housing, etc., 
£22,100,000) may be regarded as in respect of Social Services and 
£46,100,000 in respect of Home Development. Other grants 
account for an increase of £2,600,000 and all other main groups 
show a reduction. If allowance be made for probable increase of 
the Exchequer grant to unemployment insurance this year by 
£5,000,000 owing to the extension of the transitional benefit period, 
the total of increases reaches £130,000,000 of which roughly 
£80,000,000 is accounted for by Social Services and £46,000,000 
by Home Development. 

7. The Arrangement of the Report. 

38. Following the general lines of the above classification of 
expenditure we have divided the remainder of our report into the 
following main sections :-

Chapt€r II. Civil Service Administration. 

" 

" 

TIL Pay and Pensions (Civil Servants, Fighting 
Services, Police and Teachers). 

IV. Defence (Navy, Army and Air Force). 
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Chapter V. Development Expenditure (Research, Road 
Fund, Department of Overseas Trade, 
Relief of Rates on Industry and Agriculture, 
Agriculture, Beet Sugar Subsidy, Forestry, 
Empire Marketing Board, Colonial De
velopment, Colonial and Middle Eastern 
Services, Unemployment Grants and De
velopment (Public Utility) Grants). 

" VI. Sqcial Services (Unemployment and Health 
Insurance, Widows' and Old Age Pensions, 
Housing and Education). 

" VII. Miscellaneous Services (War Pensions, 
British Broadcasting Corporation and Ex
chequer Contributions to Local Revenues). 

" VIII. Summary of Recommendations and Con
clusion. 

39. At the outset of our deliberations, two considerations became 
evident. First, that a detailed enquiry would take a long time. 
The field of Government expenditure, .including as it does the 
Fighting Services, the Post Office, Revenue Departments, some 
124 Civil Votes, 'several of considerable complexity, and a. number 
of special funds could only be scrutinised in detail if many months, 
running possibly to years, of 18lbour were devoted to the task. 

Secondly, that the financial situation demands that step. to 
reduce expenditure substantially should be taken immediately. The 
Budget Speech delivered shortly after we began our enquiry showed 
that great hope was being placed on the outcome of our delibera.
tions to ease the dimculties of next year'. budget. It Is almost 
inevitable that many of our proposals would involve legislatIon, 
and if they are to be fully effective in 1932 there Is clearly no time 
to IOS6. 

40. At an early stage in our enquiry we came to the conclusion 
that we ought to concentrate our attention in the main on selected 
aspects of the national expenditure with a. view to producing as 
comprehensive a report as possible before the Summer Recess. 
There are many issues of great financial moment demanding imme
diate attention from a Committee on expenditure; there are other 
questions, which in the public mind are thought to present 
great opportunities for economy such as the creation of a. 
Ministry of Defence or a large reduction in the personnel 
of the Civil Service, which we cannot ignore. But as 
regards the general field of Government activity any large reduc
tion of expenditure is hardly to be expected in view of the efforts 
to reduce administration costs in recent years. All the large 
Departments have during and since the War been examined in
dividually by CoIl!mittees who have spent some months on each 
subject, but more important than any ad hoc enquiry has been the 
day to day scrutiny of the Treasury and the working of the system 
of internal financial control in each Depla'tment. We ha.ve 
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nevertheless pursued our enquiries into the general field so far as 
to satisfy ourselves that we were not overlooking substantial pollSi
bilities of economy alternative to those we recommend. We have 
given consideration through Sub-Committees to all the Supply 
Votes and we have discussed those in which any savings appeared 
possible with officers of the Treasury and, in some cases, of the 
Departments concerned. While we do not say that on these 
smaller votes there is no opportunity for economy, we are satisfied 
that if all possible savings were made, the maximum sum there 
available woul!,! be relatively insignificant compared with the total 
economy we regard as essential. 

In order to shorten our report as much as possible we have not. 
as a rule, considered it necessary to deal with services in regard to 
which we do not submit any recommendation. 

CHAPTER II. 
CIVIL SERVICE ADMINISTRATION. 

41. The Civil Service numbered in 1930-31 about 443,200 
persons. Industrial workers (e.g. Dockyard and Arsenal Work
m8'n, Post Office Linesmen, Office of Works Constructional and 
Maintenance Workmen, Stationery Office Printing Staffs) number 
122,400 Manipulative staffs (Post Office S9rters, Postmen, Tele
graphists and Telephonists) number 180,8,00. 

The balance of 140,000 contains 17,200 Messengers, Porters, 
Charwomen etc., 8,400 Typists and Shorthand Typists, 29,700 
Writing Assistants, Temporary Clerks, etc. leaving 84,700 as the 
number of Clerical, Executive and analogous staffs, Consular Diplo
matic and Administrative Officers, Professional, Scientific and 
Technical Staffs, Inspectorates, etc. 

42. The possibilities of economy in the field of Civil Service 
Administration depend on :-

(a) the rate of pay. 
(b) tlie necessity-for the existence of some of the Depart

ments. 
(c) the efficiency of the organisation. 

We shall deal with the first of these three points in a separate 
section of our report. Our recommendations on the second are 
necessarily made under the individual Departments. We propose 
here to deal with the third, and to look at the administrative costs 
of the Civil Service. 
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43. Anyone who has had experience of business organisation .will 
know that detailed and continuous scrutiny is necessary (except 
perhaps wliere there is flagrant extravagance of management) to 
achieve sa.vings in administrative costs. In any ordinary business, 
which is reasonably well run, an investigator can only find the 
points at which improvement of organisation is possible by actually 
living in the office for some time. Even then, the savings are 
probably individually small and a. long time elapses before they 
a.mount to an appreciable total. Any such investigation is quite 
beyond our scope, and we have approached the subject not by 
trying to make individual investigations but by exa.mining the 
machinery of control with a. view to considering its efficiency for 
its purpose. 

44. The post war theory of control of Civil Service organisation 
rests on active co-operation and goodwill between the Treasury on one 
hand and the D~partment on the other. They are jointly trustees 
for the efficient and economical administration of the service. In 
the Treasury there has been since 1919 an Establishments Depart
ment which has specialised in questions of organisation of Depart
ments, personnel and remuneration, superannuation and so on. 
In the Departments, responsible officers have been appointe:l 
directly answerable to the Head of the Department on questions of 
office management. For a. number of years now there has been 
going on a regular overhaul of staffs by Establisliment Officers 
aided by advice and assistance from the expert' Department of the 
Treasury. The process is not spectacular but it is continuous 
and effective. We do not believe it would be claimed that the 
administration of the Civil Service is perfect. Necessarily with 
changing policies, increases of work in some directions and de
creasea, in others, the machine cannot always adapt itself immedi
ately to change of policy. But we are satisfied that the method 
of control adopted is well calculated to maintain a high standard 
of administration, and that such economies as are from time to 
time possible will be secured as opportunities arise and will not be 
accelerated by any recommendations which we could make. 

45. We are confirmed m these conclusions by an examination of 
particular examples. The staff of the Department of Overseay 
Trade was reduced from 640 to 400 in 1921 and kept round that 
figure until 1929. The Foreign Office Staff (including the Passport 
Office) was steadily brouglit down from 843 in 1925 to 732 in 1930. 
The Ministry of Transport staff of 741 on 1st April 1921 stood at 
about 600 from 1926-1929. The staff of the Ministry of Agriculture 
and Fisheries of 1,402 in 1921 was progressively reduced to 1,158 
in 1928. This list is by no means exhaustive-it merely contains 
typical examples of progressive staff reduction. 

46. Reference should be made here to on~ particular form of staff 
economy, viz., the substitution of mechanical devices for routine 
labour. In this respect, we believe the Civil, Service to compare 
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favourably with the best organisations in British industry. Dur
ing the last five years, as much as nearly £500,000 has been saved 
annually in some twelve of the largest Departments by the intro
duction of labour-saving machines. 

47. This is not to say that the total of the Civil Service has been 
reduced. On the contrary, new duties are constantly being im
posed on the Civil Service and the reductions carefully and labori
ously achieved year by year are frequently undone by a single Act 
of Parliament or Ministerial decision. Most of the decreases re
ferred to in paragraph 45 have in fact been subsequently swept 
away in subsequent increases. The Anderson Committee in 
1923 reached the conclusion that the immense increase in the 
Civil Service pay roll had been imposed on the taxpayer for reasons 
wEich commended themselves to various Parliaments before and 
since 1914 and that no power except Parliament could materially 
reduce the load. We reach the same conclusion to-day. We believe 
that the Civil Service is economically organised to carry out the 
duties which Parliament has imposed upon it. Only Parliament 
can reduce the burden of those duties. 

48. And the cost of carrying out those duties is increased by 
the special handicaps under which the Civil Service labours. 
We do not think it is generally appreciated how many 
restrictions hinder the free worki,ng of the Civil Service 
machine.· Ex-Service men receive preferential treatment-a polky 
which departs from the former policy of selection solely by 
competence. The insatiable thirst of members of Parliament 
and the public for all sorts of detailed information necessi
tates the keeping of statistics more elaborate than are necessary 
outside the service. Parliament, through the Public Accounts 
Committee, prescribes by long tradition standards of accuracy and 
of procedure in matters of accounting which may be desirable in 
principle but are the reverse of simple in practice. Clearly a 
change of. practice under any of these heads would involve serious 
issues of policy requiring far more detailed consideration than we 
have been able to give. We understand that considerable progress 
has been made in recent years in reducing clerical labour due to 
unnecessary checking and verification of records and accounts. 
Favourable consideration should in our view be given to carrying 
this process further. 
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CHAPTER III. 
PAY AND PENSIONS. 

49. We propose in this chapter to consider the pay and pensions 
of all classes of· State employees and of those classes of loca.l 
authorities' employees whose pay and pensions fall partly on the 
State through the operation of percentage ~ants. 

The classes covered by our investigations are :-
(a) Civil Servants (including temporary staffs and industria.l 

employees) ; 
(b) Members of the Fighting Forces; 
(e) Police; 
(d) Teachers. 

50. We have not considered certain special classes wlio receive 
salaries from the Sta.te such as Ministers of the Crown including 
the Law Officers and Members of P8J'liament. We think that 
the Government and eventually Parliament, which was respon· 
sible for the setting up of our Committee. must decide what con
tribution if any should be made in the present dimcult circum· 
stances. 

51. We have also not given detailed consideration to the salaries 
of the Judiciary and of officers of the Houses of Parliament. 

The salaries of the former, totalling £475,000 a year are 
charged on the Consolidated Fund. The salaries of the Judges 
of the CouI'lts of Justice remain the same as before the W8J'. 
In the case of County Court Judges in England and Wales, 
Metropolitan Police Magistrates, Sheriffs and Sheriffs Substitutes 
in Scotland, etc., the basic salaries are the same as before the 
war, but they now carry a bonus under the Civil Service cost of 
living scheme. The bonus varies with the salary and in the case 
of County Court Judges (basic salary £1,500 a year) is at present 
£146 8s. Od., or less than 10 per cent. of salary. PrimA facie, 
the present salaries of the Judiciary do not call for comment by us. 

52. The salaries of officers of the Honses of Parliament are fixed 
by the House of Lords Offices Committee and the House of Commons 
Offices Commission respectively. We recommend tha'in order to 
ensure that the salaries paid are commensurate with those paid In 
the rest of the Civil Service for duties of equal responsibility they 
should in future be subject to the sanction of the Treasury. If 
the duties of any posts are more or less nominal. the appointments 
should be made honorary ones. 

53. This chapter covers a, wide and diverse field. Each 
separate branch of our enquiry has at one time or another been 
the subject of elaborate investigation by Committees. In the 
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pa.rticular case of the Civil Service, a Royal Commission has been 
investigating its problems for over eighteen months. It is self
evident that in the time at our disposal we have only been able 
to give the broadest consideration to the difficult and important 
questions which arise in so large a subject. 

Nevertheless, notwithstanding the necessity of confining ourselves 
to general considerations, there are certain salient facts which 
demand investigation in the light of present conditions. 

54. The Anderson Committee in their Report dated 25th July, 
1923, stat.ed :-

II Two general considerations about the pay of State 
servants occur to us. . 

.. On the one hand the State should hold the scales even 
between its own servants and those through whose enterprises 
its servants are paid. On the other hand, employees of the 
Crown would have a real ground for complaint if their pay 
were related to wages in industry only in the time of low 
wages. If they do not get pay relative t{) the boom they 
must be spared the severity of the slump . 

•• The State as a model employer offers security, a pension, 
a dignified service, and a moderate wage in exchange for 
the excitement and possibilities of private employment." 

This admirable summing-up of the difference between employees 
of the State and those engaged in private enterprise has been 
present in our minds in considering whether any, and what, 
reductions are now necessary. 

55. ,We cannot, however, overlook the fact that speaking genera.Ily 
the present basis of pay of all classes within the scope of our 
review was fixed in 1919 or 1920 when, following victory in the 
Great War, exaggerated notions were held of the future financial 
prosperity of this country and, when, as the result of a temporary 
boom in trade, profits and wages had risen to an uneoonomic level 
only to fall as steeply, except in the sheltered industries, when 
the inevitable slump followed. It is true that since 1919 and 1920 
certain reauctions have been made in some cases, but such reduc
tions have in the main consisted of adjustments due to the fall in 
the cost of living. In certain classes, little or no reduction has 
occurred and in the others the increased basic remuneration 
granted in 1919 and 1920 has not been affected. At the same time 
we recognise that certain classes were, in oompanson with private 
employment, underpaid in 1914 and that some adjustment of pa.y 
was merited. 

56. On the other hand, since 1919 those engaged in industry, in
cluding those engaged in business on their own account, ha.ve 
suffered substantial reductions in their income and many un
fortunately have lost their posts af,ter long service without adequate 
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compensation for loss of office. The security of tenure and pension 
rights of pensionable State and local authority servants represent, 
in our opinion, a value measur~l by 8 substa'nitial percentage of 
remuneration compared with those engaged in private enterprise 
who do not enjoy either permanency of employment or pension 
rights. This factor is one to which material weight must be given 
when considering the subject under review. 

57. The change in the cost of living in recent years has caused 11 

considerable change in the relative position of one class of Govern
ment employees and another. When the pay of all the classes 
under review was considered at varying dates shortly after the war, 
the cost of living was very high. Pay was fixed at levels very 
considerably above the pre-war level. In some cases the scheme 
of pay included a provision for variation up or down as the cost 
or living fluctuated; in other cases, while provision was made for 
increases if the cost of living rose, no provision was made for 
decreases if the cost of living fell. 

58. During the period since 1920, the cost of living has fallen sub
stantially. As measured by the Ministry of Labour's index, it 
reached a. peak figure of 176 per cent. s.bove pre-war on 1st 
November, 1920, and it has fallen to 45 per cent. above pre-war 
on the 1st June, 1931. In some cases the absence of revision of 
pay as the cost of living has fallen has placed the classes con
cernedJ in bon increasingly favourable position compared with the 
classes whose pay has been progressively and automatically Rd
justed, and indeed with wage earners generally. 

59. We do not suggest that the adequacy of pay can be deter-
\/' mined solely by reference to cost of living changes. If one could 

assume for each particular class !that there was a given moment at 
which their pay was right and that their proper pay at any other 
time could be calculated arithmetically by reference to change in 
cost of living, our task would be an easy one, but in fact a. continu
ou:! process of re-assessment of values is always at work. In the Civil 
Service in particular there have been numerous re-organisations, 
arbitration awards and the like which havt' altered the internal 
relativities and on the average have tended to offset to some extent 
the reductions due to the fall in the cost of living. In the Fighting 
Services, lower rates were introduced in 1925 for new entrants 
although (speaking only of officers) the old rates already included 
provision for cost of living variations. Clearly then, cost of living 
is not the only criterion. 

60. The Anderson 'Committee stated that in their view there was 
only one principle in which all the factors of responsibility, cost of 
living, marriage, children, social position, etc., were included-the 
employer should pay what is necessary to recruit and to retain 
an efficient staff. In our view, this is broadly equivalent to the 
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ordinary "fa.ir wages" basis which is the underlying princip~e 
of the pay of State and local authority servants. If, however, in 
one class the cost of living is taken into account and a substantial 
cut in pay brought about automatically as the cost of living falls, 
it cannot be equitable if another class suffers no deduction if at the 
outset the pay of both classes was fixed on a .. fa.ir wages " basis 
ha.ving regard to then existing conditions. 

61. In the consideration we have given Ito each of the classes 
under review we have not.had regard solely to cost of living. While 
considering the different ways in which the classes affected have 
been treated in respect of that factor, we have also borne in mind 
the fundamenta'! basis ultimately governing their wages. 

With this preamble, we turn to the discussion of individual 
classes, taking first the question of pay (including consideration 
of the value of pension rights as affecting pay), and leaving for 
separate consideration later the question of pensions genera.lly. 

1. CIVIL SERVICE. 

(Excluding Industrial EmpllXlJees.) 

62. The average number of the non-industrial staffs of Govern
ment Departments in 1930-31 was 320,800. Of this number, 47,200 
were staff employed part time only in the Post Office service and 
800 were employed in the Diplomatic, Consular,' Commercial Diplo
matic and Trade Commissioner services. Of the balance of 272,800 
as many as 149,100 were employed in the Post Office. 

63. The remuneration of whole time non-industrial Civil Servants 
under £2,000 per annum varies with the cost of living. The great 
majority are under the Cost of Living Scheme introduced as from 
1st March, 1920. A smaller number of unestablished staff are 
under an analogous scheme. 

The cost of living scheme provides that full compensation for the 
increased cost of living as determined by the Ministry of I.Jabour 
index figures is granted on ordinary remuneration up to 35s. a 
week (£91 5s. Od. per annum). On remuneration from £91 5s. Od. 
to £200 a year, approximately 46 per cent. of full compensation it? 
granted on the remuneration above 35s. a week. On remuneration 
over £200 a year, approximately 35 per cent. of full compensation 
is granted on the excess over £200. The bonus was originally 
restricted to a, maximum of £750 a year (£500 for certain of tht' 
highest posts in the service). Under a modification of this scheme 
introduced in August 1921, the bonus payable to officers on salaries 
of over £500 a year (basic) was substantially reduced. No bonus 
is now paid which would bring remuneration beyond £2,000 a year. 
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.64. The effect of this scheme is snown in the following table :-

Total Total 

Basio remuneration remuneration Percentage Percentage 
Remuneration. with Bonus with Bonus fall increaae 

paid 1st March- now paid. (3) on (2). (3) on (1). 
31st August. (Cost of living 
1921 (Peak). 55). 

(1) (2) (3) (4) (5) 

£ £ £ Percent. Per cent. 
100 257 152 41 52 
300 590 397 33 32 
500 905 635 30 27 
750 1,298 905 30 21 

1,000 1,690 1,161 31 18 
1,500 2,250 1,646 .27 10 
2,200 2,700 2,200 19 0 
3,000 3,500 3,000 14 0 
3,500 4,000 3,500 13 0 

65. The value of this table is discounted, however, by reason of 
the fact that basic remuneration has not remained constant, and it 
is clear from consideration of other matters that the cost of living 
scheme alone cannot be taken as an indication of the changes 
made in remuneration. It is impossible to disentangle the factors 
which have contributed to change. The age distribution of the 
Civil Service is not constant. An abnormal number of men found 
themselves near the beginning of long incremental scales in 1920 
and the ordinary working out of increments has caused a. steady 
increase. The full effects of the increases granted in 1920 were not 
felt at once. In addition there has been, in many cases, a revision 
of the basic scales themselves. These factors result in the Civil 
Servant now. being in a. better position than a mere comparison of 
remuneration in 1914 and 1920 would indicate. On the other 
hand, the average remuneration of the Civil Service has also in
creased through changes in its charader and the cnanges under 
these heads cannot be regarded as on the same footing aa the 
changes we have just referred to. Recruitment has been largely 
from ex-service men, and the entry of men on salaries appropriate 
to adults instead of the entry of recruit a at the minima. of the 
scales has prevented the increase arising from incrementa being 
fully offset by the savings which would have arisen had the wastage
.been made good by such young recruits. A further factor affecting 
average remuneration is the replacement of routine labour by 
mechanical devices. 'Ihe whole position is therefore one of con
siderable complexity, and further exploration is necessary. 

66. The Anderson ,Committee recognised that detailed enquiry into 
particular rates of pa.v was impossible for them. They assumed 
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that in the Service the internal relativities had been adjusted by 
the various Pay Committees which had considered the question in 
different Departments, by the Departments themselves and by the 
Treasury. They tried to gauge the general standard of remunera.
tion by examining certain important rates. 

We have proceeded on similar lines though, as oui: subject is 
much wider than that of the Anderson Committee our treatment 
must necessarily be on an even broader basis. 

67. Any detailed treatment of Civil Service remuneration at the 
present time is also rendered unnecessary by the fact that a. Royal 
Commission on the Civil Service has been sitting for a year and a 
half and, at the drute of preparing this report, is, we understand, 
about to issue its findings. We presume that amongst other 
matters they will examin~ the general standards of Civil 
Service remuneration and through their consideration the 
relativities throughout the service will be brought under further 
review. We do not feel, however, that the existence of the Royal 
Commission precludes us from all reference to the Civil Service. 
The cost of the salaries and wages, excluding the industrial grades, 
was in 1930 some £66,000,000, and we cannot omit so important 
an element in Budget costs from our survey of National Expendi
ture. Moreover, we have kept before us as a constant aim the· 
securing of fair and equitable treatment for all the classes we are 
reviewing, and clearly we could not ensure such fairness if we had 
omitted the largest class from our survey. We have confined our 
survey to such examination as would enable us to appreciate the 
possibilities on broa.d lines of Civil Service remuneration as a field 
for economy. 

68. We have amplified certain statistics given by the Anderson 
Committee, and give the average remuneration at various dates 
of the different big groups in the service. We think it convenient 
to reserve the Manipulative and Messenger grades for separate 
consideration later in this part of our Report. 

69. We commence with the Administrative Staff, Professiona.l, 
Scientific, and Technical Staff and Inspectorates, Executive and 
Clerical Staff and Writing Assistants and Typists. We ha.ve 
added to the Anderson Committee's statistics for 1914 and 1923 
broadly comparable figures for 1930. In order to give a. more 
comprehensive picture of the trend of post-war remuneration, we 
have inserted figures for 1921 (when remuneration reached its 
peak) and for 1931, the latter figures being based on a cost of 
living figure of 55 above pre-war. 

70. A comment should, perhaps, be made on our table. The staff 
group classifications and the figures appropriate to them for the 
years 1914 and 1923 respectively are taken from the Anderson 



30 

Report. Precise information as to the various grades included 
in these particular staff group classifications is not now available. 
The figures shown for 1930 and 1931 may accordingly not be 
strictly comparable group for group with the Anderson groups, 
but the margin of error due to the exclusion of particular grades 
from one group and their inclusion in some other group is not 
likely to be considerable. 

ProfeesionaJ. ',.' '( 
. -..-

Scientifio Executive Writing 
Adminis- and Tech- Assistant.. - trative. nieal and and 

and Typing 
Inapeo- Clerical. Staffa. 
torateB. 

Number&. 1914 ... ... 1,077 20,356 33,239 3,OM .. 1923 ... .. . 1,596 24,943 78,504 11,198 .. 1930 ... ... 1,708 21,764 82,900 14,046 

£ £ £ £ 

Total 

67, 
116, 
120, , 

Aggregate I 1914 ... ... 713,000 4,708,700 4,416,000 198,300 10,036, 
Salaries and r 1923 ... ... 1,474,500 10,746,700 17,770,100 1,443,600 31,434, 

Wages. ) 1930 ... ... 1,755,900 8,658,200 25,101,500 1,917,600 37,433, 

£ £ £ £ . , 
Cost per hea.d-

1914 ... ... ... ... 662.1 231.3 132.9 65.4 173. 
1921 (Bonus baaed on 165 1,231. 7 578.2 321.8 189.8 378. 

over pre-war). 
1923 (Bonus baaed on 80 over 923.9 430.9 226.4 128.9 270. 

pre-war). 
1930 (Bonus baaed on 70 over 1,028.0 397.8 302.8 136.6 310. 

pre-war). 
1931 (Bonus baaed on 55 over 985.0 372.6 281.4 124.6 289. 

pre-war). 

per cent. per cent. per cent. per cent. per 081 

Percentage inorea.ae 1931 over 48.8 61.0 111.7 90.4 
1914. 

Percentage fall 1931 on 1921 ... 20.0 35.6 12.6 34.4 
PIll'Qentage fa.ll1931 on 1930 ... 4.2 6.4 7.1 8.8 

71. The conclusions to be drawn from this table are as follows :
First, over these grades of the Civil Service there has 

been a substantial fall in average remuneration since the 
post-war peak and an appreciable fall in the last year. 

Secondly, as the higher salaries rose less with the increase 
in cost of living and proportionately fell less with the drop, 
the experience of the different grades has not been widely 
disproportionate except as regards the Executive and Clerical 
staffs. 

66. 

23. 
7. 
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72. The disparity in this last grade calls for separate considera
tion. We find that a substantial part of the increase over pre-war 
and the absence of the same degree of fall as in other classes since 
the post-war peak is due to the following factors :-

'J;'here has been a large element of recruitment from 
ex-service men. This operates in two ways. The pay
ment of salaries appropriate to adults for work which before 
the war Was performed by a class containing a large pro
portion of boy clerks necessarily means a big proportionate 
increase in the average cost per head. Secondly, the 
ex-service men who entered the clerical class started 
in the lower range of II> long scale of salary and: there 
has been a steady and appreciable growth due to the annual 
increments which they have earned in their scales. As many 
as 18,550 ex-service clerks have been recruited through various 
clerical competitions since the war and the increasing cost of 
these men as they have earned increments accounts for a sub
stantial element in the total cost. 

73. In a stable Civil Service with balanced age distribution, retire
ments of the more highly paid men at the top and recruitment by 
juniors at the minimum would, other things being equal, keep the 
cost stationary. The present lack of balance in the Civil Service, 
due partly to cessation of recruitment during the war, partly to 
expansion after the war and partly to the special character of the 
post-war recruitment, must be allowed for in considering the tren.d 
of salaries, and we believe that if scientitic adjustment could be 
made for this feature which operates with exceptional effect in the 
Executive and Clerical gr&.des, it would be found that a great deal 
of the apparent difference of average of salaries between these 
grades and the other classes would be explained. 

74. Having regard to' these factors, we do not feel that Civil 
I Service salaries have failed to respond satisfactorily to the fall in 

cost of living. 

75. We have also examined the salaries in another light. We have 
compared the salaries of large grades, e.g., Typists, Shorthand 
typists, Clerks, with salaries paid in outside comparable employ
ment. We do not find any marked divergence between the stan
dards of remuneration which obtain and while we think that in 
some grades notably for the higher ranges of clerical work the 
remuneration is on the generous side, we do not think that on the 
whole the remuneration of the Civil Service is out of scale with 
that determined on the principle of " fair wages ". 

In the case 01 estab.1ished typists, we are of opinion that the 
commencing salaries are too high and that some saving would 
be effected by recruitment at an earlier age. 
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76. We tum next to the Manipulative grades, and append e. table 
on similar lines ~ that given on page . 

Manipulative Btall', 
Numbers, 1914 

" 1923 
1930 

Aggregate SaJaries and Wages, 1914 ••. 
" 1923 .. . 

Cost per head-
1914 

1930 .. . 

1921 (bonus bllBed on 165 over pre·war) 
1923 (bonus bllBed on 80 over pre.war) 
1930 (bonus bllBed on 70 over pre.war) 
1931 (bonus bllBed on 55 over pre-war) 

177,747 
168.508 
184.218 

£ 
11.975.000 
25.011.500 
27,165.300 

£ 
67.' 

218.5 
148.' 
147.5 
134.5 

Per cent. 
Percentage incre8Be, 1931 over 1914 ... 99.8 

fall, 1931 on 1921 ... 38.' 
" 1931 on 1930 ... 8.8 

77. As regards most of the classes here covered, the rates of pay 
were settled by a comprehensive arbitration as recently as 1927. 
In the case of these staffs, we have examined the rates of the 
largest classes. Our examination leads us to 8. result similar to 
that of the Anderson Committee 8.nd we think that BOme of the 
maximum rates, notably those of Sorters 8.nd Telegraphists are on 
the high side. In the case of the latter grade we think it would 
be advantageous that the Post Office should consider whether 
female labour might nail be used a great deal more than at present. 
Apart from suitability of work, we think that BOme of the present 
difficulties of organisation which lead to large numbers of men being 
simultaneously on their maximumJ 8.nd thus necessitate a 
higher maximum than would normally be necessary, would be 
considerably eased by the substitution of women for men. 

Apart from this criticism, our conclusions on this part- of our 
enquiry do not dUrer from those we have already expressed on the 
Administrative and other groups of the Service. 

78. Lastly, we turn to the Messenger and Cleaner Grades, and 
again append e. table. 

M e88ef1{/er .. 01Ian00mm, • 
Numbers, 1914 

" 1923 
" 1930 

Aggregate SaJaries and Wages. 1914 ... 
" 1923 ... 

1930 ... 

13.2ge 
19.678 
17,398 

I. 
664,200 

1.995,300 
1.808.000 



Cost per head-
1914 ... 
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1921 (bonus bued on 165 over pre· war) 
1923 (bonus bued on 80 over pre-war) 
1930 (bonus bued on 70 over pre-war) 
1931 (bonus bued on 55 over pre-war) 

£ 
50.0 

149.3 
101.4 
103.9 
94.7 

Per cent. 
Percentage inoreBBe. 1931 over 1914 ... 89.4 

fall, 1931 on 1921 ... 36.6 
I. " 1931 on 1930 ... 8.9 

79. This group which includes not only Messengers but Porters 
and Charwomen being more homogeneous than any hitherto con
sidered and more directly comparable with similar employment 
outside affords a closer test of the application of the fair wages 
principle than any of the otliers. We have found on examination v 
a close similarity between the rates inside and outside the service. 

Summary of Civil Service Remuneration. 

80. We wish to emphasise that the comparisons of rates of pay 
which we have made are mainly with those of employees of Banks, 
Insurance Companies and Finance Houses who represent the 
higher standard of employer-and that having regard to security 
of tenure and pension rights, the emoluments of the Civil Servant 
(with the exception of the higher grades) undoubtedly compare 
favourably with the reward for corresponding posts in the majority 
of commercial and industria.! undertakings at the present day. 

81. We feel, however, that the rates of remuneration in outside 
industry with which comparison is possible are at present in an un
stable condition. The trend of outside rates must in the end deter
mine Civil Service rates and we think that the operation ·of the 
Civil Service cost of living 'scheme should, in conditions such as 
obtain to-day, be subject to constant scrutiny to ensure that it 
maintains a fair relativity between Civil Service remuneration 
and that in those outside employments with which comparison can 
properly be effected. We observe that the index figure of cost of 
living is falling and is now 45 per cent. above pre-war compared 
with 55 which is the figure now operative for purposes of cost of 
living bonus, and that consequently further &utomaticcuts in 
remuneration are probable and it is on this assumption that our 
recommendations are made. 

82. To sum up our consideration of the Civil Service as a whole, 
we do not find that the general standard of remuneration as tested by 
its trend since the war and by comparison of the pay of. some of 
the large groups with outside employment is excessive, a progres
sive reduction having been made in accordance with the fall in 
cost of living. We do not therefore feel justified in recommending 
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any reduction on tne ground that the average pay of the CivU 
Service is unduly high compared with what may be termed a 
" fair wages basis ". 

LeafJe and Hours. 

83. We would refer to two other matters affecting conditions in 
the Civil Service which indirectly have a bearing on the subject of 
pay, viz., leave and hours. 

LeafJe. 

84. The leave granted throughout the Administrative, Executive· 
and Clerical branches of the Civil Service appears to us to be on a 
generous scale, appreciably higher than that which is normally 
allowed in outside employment. In the case of the Administrative 
Class 48 working days are allowed after 10 years' service. In the 
Executive Class, 36 working days are allowed in the Junior or 
Training Grade, while in the Higher Grade, leave rises to 4S'days 
after 15 years of service in a gra.de eligible for 36 days. In the 
clerical class, 24 days are allowed in the Junior Gra.de and 36 days 
in the Higher Grade. Established typists and writing assistants 
are eligible for 18 days (after 5 years' service, 21 days) and Estab
lished Shorthand typists to 21 days (after 5 years, 24 days). 'lhese 
allowances of leave are additional to the usual public holidays. 

85. In considering these allowances, however, and in comparing 
them. with the practice in outside employment, it must be remem
bered that the leave regulations are strictly interpreted. Casual 
absences for any cause other than sickness are reckoned towards the 
annual leave allowed, while absence on Saturday counts as a full 
day's leave. 

86. We think that even when due allowance is made for the strict 
interpretation of the Civil Service regulations, the resulting allow
ances are unjustifiably generous. We recommend that the present 
scale of leave should be cut down by one third, but In luch cases, 
Saturday holidays should be conceded equal to the number of 
days ileducted from the present leave allowance not exceeding one 
Saturday a month. A Saturday during a period of continuous 
leave. shoul<1l still rank as a whole da.y of leave counting against 
the annual allowance. This change, it appears to us, would secure 
that a. due proportion of the longer lea.ve allowances was taken on 
Saturdays. 

87. We re('J)mmend that the Treasury should determine the precise 
scope of the application of this recommendation to classes other 
than the Administrative, Executive and Clerical In the light of 
their present allowance of leave. Ultimately this change. if 
adopted, will lea.d to economy in staff. 
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Hours. 

88. The Report of the Anderson Committee contains the follow
ing paragraph :-

"Hours.-The Civil Service rule for clerical and higher 
grades in London is a seven-hour da.y, includiing three-quarters 
of an hour off for lunch; in the provinces an eight-hour day . 

•• In the higher grades the seven-hour day has little im
portance, as overtime is not paid for and the staff as a whole 
give generous measure. 

" For the routine clerical classes, the normal attendance 
should, in our view, be eight hours, including three-quarters 
of an hour off for lunch." 

89. We understand that this recommendation of the Anderson 
Committee has not been put into force. We are of opinion that 
further consideration should be given to the subject with a view 
to the recommendations of the Anderson Committee being adopted. 

Although the economy in staff will not be mathematically pro
portionate to the increase in hours, some saving must necessarily 
accrue. 

2. CIVIL SERVICE. 

(Industrial Employees.) 

90. The basis for the regulation of wages in Government Indus
trial Establishments is the Fair Wages Resolution of the House of 
Commons. This resolution, though applying in terms only to 
Government contractors, has been extended to all direct employees 
of the State, and it is the practice to pay wages not less and to 
give conditions not worse than those operative in the nearest com
parable industry. In establishments which have direct analogues 
ill the world outside the Public Service, e.g. the Printing Factorjes 
of H.M. Stationery Office and the depots of H.M. Office of Works, 
it is the practice to apply the rates and conditions which operate 
in the areas concerned. In the mixed estahlishments which con
tain several activities which are not to be found so grouped in 
the outside world, e.g. the Royal DockyardS and the Ordnance 
Factories, the practice is to follow the trade or industry primarily 
concerneQ,. 

91. In 1924, awards by a special arbitration body under Sir 
Harold Morris and also by the Industrial Court resulted· in a 6s. 
addition to bonus for skilled men, fis. to unskilled mem in the Ord
nance Factories, and 4s. t{) all Dockyard employees. Since that 
time 2s. has been added to the bonus figure in the outside engineer
mg industry. By consequence there are at the present time differ
ences of 4s., 3s., and 28., between the rates paid in the outside 
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engineering industry and those paid in generally comparable estab
lishments within the Public Service. The differential cost at the 
present date is approximately £325,000 per annum. We have 
no desire to disturb the basis on which industrial wages in Govern
ment establishments are regulated but we can see no justification 
for the continuance of this difference of remuneration which gives 
IllDre tha.n the a.cceptance of the .. fair wages" basis demands, 
the Government being regarded as a model employer. We note 
from the terms of the Morris award that the Ar.bitrator took the 
view that any increase granted should, if possible, be such that 
on reconsideration or readjustment. or by effecting further 
economies, the outside trade might be able to come into line with 
the Government standard. In the present case, that expectation 
has not been fulfilled, the outside bonus as we have stated having 
only been increased by 2s. We recommend that the position' 
under these awards should be reconsidered with a view to the 
abolition of the preferential bonus. No automatic and progressive 
wage reductions have taken place as a consequence of the fall In the 
'cost of living in any of the establishments affected by these awards. 

92. We have noted that under a. concession granted in 1929, paid 
leave of six days a year is now granted in the Ordnance Factories 
and Royal Dockyards. Weare aware that paid leave is granted 
in outside employment in a number of trades, and that such leave 
had also been granted for many years in other Industrial estab
lishments under the 'Government (e.g. in the Poet Office, Office 
of Works, and Stationery Office). It is not, however, the general 
practice to gra.nt holidays with pay in outside engineering and 
shipbuilding industry. The cost of the concession made in 1929 
is £200,000 a year. 

3. FIGHTING SERVICES. 

93. New rates of pay of the Fighting Services were fixed in 1919, 
and the rates then granted represented a substantial increase 
over the pre-war rates. In the case of officers, pay as then fixed 
was made subject to variation as the cost of living fluctuated. 
In the case of men, no provision was included for a change of rate. 
We might here, however, remark at the outset that both officers 
and men receive allowances in addition to pay which are provided 
either in kind or at a cash equivalent, and inasmuch as the value 
of these allowances varies with commodity prices, the total re
muneration includes a variable factor on this account in addition 
to the variation which is made, in the case of officers, in their 
pay .. 

94. The 1919 rates were reviewed in 1923 by the Anderson Com
mittee which found that the rates of pa.y of the rank and file and 
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of tlie lower ranks of officers were more than were necessary. 
Detailed consideration was given by a Cabinet Committee to the 
revisions to be made in the rates and in 1925 new rates were 
promulgated for the ranks in question. In the case of officers, the 
new rates include a provision for variation as the cost of living 
fluctuates analogous to the provision to this effect included in 
the 1919 rates. 

95. The new rates took effect from the 1st, 5th and 26th Octo
ber, 1925, for the Air Force, Navy am.d Army respectively, but they 
were applied only to new. entrants to the Services on or after those 
dates. There are thus now in operation in each of the Services 
two distinct scales of pay. 

96. The problem which faces the Committee is twofold-{a) are 
the rates fixed in 1925 justified to-day, and (b) should action be 
taken as regards those officers and men who were serving before 
October, 1925, and who in consequence still draw the 1919 rates. 

97. The rates introduced in 1925 represented reductions when 
fully operative of the following percentages of the pay rolls ;-

Navy 
Army 
Air Force 

Per cent. 
15 
20 
10 

Although these percentages differ appreciably, the reductions in 
the Navy and Army were considered to be of equivalent effect, 
regard being had to the different balance of rank and service in 
the two arms. 

98. The effect of the reduction in pay for newly joined officers 
(combined with the further faU in the cost of living) can be seen 
by continuing olie of the tables in the Anderson report as 
follows ;-

Pay and a.llowances. 1931 as 1931 as 

On Appointment. Age. per- per-
centage centage 

1914. 1923. 1st July, of 1914. of 1923. 
1931. 

£ £ £ 
Na.vy-Sub-Lieutenant ... 21 178 335 277 155.6 82.7 

Army-:-2nd Lieutenant ... 20 164 353 304 185.4 86.1 

Civil Servioe-Asst. Princi- 23 200 313 278 139.0 88.8 
pal. 
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99. A statement on broader lines indicates the steady reduction 
in average total remuneration since 1921 &s follows:-

Average cost per head. Per cent. Increue on 1914. 

1930 19 
(if 1925 (if J 

rates ral 
were "'I 

1914. 1921. 1923. 1930 fully 1921. 1923. 1930 ful 
(actual). opera.- (actual). ope 

tive). til' 

£ £ £ £ £ 
Navy-

Officers ... 263.1 539.3 490.8 471.1 460.3 105.0 86.5 79.1 7 
Men ... 69.0 196.1 171.0 160.8 148.8 184.2 147.8 133.0 n 
All ranks ... 82.2 224.8 197.6 187.5 175.6 173.5 140.4 128.1 11: 

Army-
Officers ... 329.8 615.0 609.0 541.0 525.1 86.4 84.6 64.0 6~ 

Men ... 60.0 151.1 127.5 108.1 101.4 162.0 U2.6 80.2 6~ 

All ranks ... 74.9 185.3 161.2 136.0 128.8 147.3 U5.1 81.6 7: 

AirFo~ 
Officers ... - 625.1 646.6 607.0 601.0 - - - -
Men ... - 137.0 135.8 132.6 129.6 - - - -
All ranks ... - 186.7 189.6 183.3 180.1 - - - -
(These figures include pay and allowances and the cost of emoluments issued in kind;! (rat 

clothing, fuel and light, etc) with the exception of the cost of furniture and qua.rten and allow. 
issued in lieu thereof.) 

100. It appears to us on these figures that if the 1925 rates were 
fully operative, a substantial reduction since 1923 would by now 
have been effected, and while we have not pursued our enquiries 
into such detail as would enable us to say that in all cases we 
have considered each individual rate, it is clear to us that only 
minor adjustments would at the most be called for. In these 
circumstances we do not consider that there Is any case at the 
present time for variation of the 1925 rates. 

101. This conclusion is reinforced when we bear in mind the 
fundamental basis of wage settlement set out in the preamble to 
this chapter. We cannot overlook the fact that recruiting for the 
Army is far from satisfactory, although many factors enter into 
the question of recruiting besides that of pay. Unsatisfactory 
recruiting is not necessarily evidence of inadequate pay. but 
clearly the position has to be borne in mind and if recruiting is 
not good, a strong case would have to be made out on other grounds 
before reduction could be imposed. 
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102. We turn now to the question of the " vested rights" of 
those members of the Forces who were serving before October, 
1925. We would say at the outset that on the basis that rates of 
pay should be sufficient to recruit and retain an efficient service, we 
can see no logical justification for treating existing personnel better 
than new entrants. The rate at which the new entrant is re
cruited is one of the measures by which the conformity of rates 
to outside standards is to be judged. Logic is not, however, the 
only factor, and in particular the rates of pay of the earlier en
trants have to be considered in the light of a number of statements 
which have been made to the personnel concerned. 'rhese we pro
pose now to examine. 

103. No officer or man serving His Majesty has any legal claim to 
particular rates of pay, so that as a matter of law, the rates of 
pay of the Services can be changed at any time and the changes 
can be applied to everyone in the service. On the other hand, 
although this is strictly the legal position, yet a moral claim to 
the retention of rates of pay may Ibe created if statements have been 
made or action taken which afford reasonable ground for the 
expectation that the rates will not be changed; and this claim is 
much stronger if the statements made or action taken were such 
as would have created a contractual obligation had it not been for 
the privileged position which the Crown occupies in relation to 
its servants. 

104. The above general principle applies to all servants of the 
Crown. Its applicatioo to the Fighting Services presents special 
problems. In the case of the rank and file, enlistment is· for defi
nite periods of- service and the sailor, soldier or airman is not free to 
withdraw his services un~il those periods are complete. The right 
of the State to alter the pay of State servants is, we presume, a 
particular application of the right to dismiss at will-the employee 
is in effect dismissed and re-engaged, and he is free to refuse re
engagement if the revised terms are not acceptable to him. Clearly 
then special considerations arise in the alteration of the pay of a. 
man who is not free to withdraw his services. 

105. When the revised rates were introduced in 1925, defonite 
statements were made to the men that the new rates would not be 
applied to men then in the service. The decision to this effect was 
communicated in the case of the Admiralty by a Fleet Order in 
the following terms-

.. Men who enter the Royal N a.vy or Royal Marines a.fter 
4th October, 1925, will receive the rates of substantive pay 
shown in the schedulE.' to this Fleet Order, in lieu of the 
existing rates. 

"It has been decided on the present occasion that men 
serving on 4th October; 1925, shall continue to be paid according 
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to existing scales, and the application of this decision is de
fined in detail in the following paragraphs. It must, however, 
be clearly understood that men are not entitled to claim a 
right to any rate of payor other emolument under existing 
scales in the event of reduced scales being introduced". 

Similar orders were issued in the Army and Air Force. 

106. It appears to us clear from these orders that although men 
serving before October, 1925, were promised the retention of exist
ing scales, it was made clear to them that they had no daim as of 
righ~ to such scales if reduced scales were introduced. 

107. The question of introduction of the new rates can be con
sidered under two heads, viz., introduction on extensions of service 
or re-enlistment, and introduction forthwith in all cases. To the 
former of these two heads we can see no objection. We under
stand in fact that the War Office were prepared in 1925 (if the other 
Services followed a like course) to make the new rates applicable 
on extensions of service or re-enlistment, but that the Admiralty 
objected to this course. It aprears to us that the position taken 
up by the Admiralty in 1925 ·is impossible to defend. It means 
that once a man has been: enlisted the.rates of pay in force at the 
time of his enlistment must apply throughout the whole period 
during which he may serve on successive engagements. This 
principle applies not only to the actual rate of the bottom rank in 
which he enlisted, but to the rates of all higher ranks to which h~ 
may be promoted. We believe it is admitted that a man has no 
right of promoj;jon,that. in fact his prospects of promotion rmght 
be considerably worsened by re-organisation of establishment or 
in other ways without giving him any claim to compensation. 
Yet, although a man's prospects might be vitally altered by changes 
in the service, one particular condition of service, viz., rates of 
pay is held to be unalterable. We can see no justiflcation for this 
artificial view and we think that if other conditions can be thus 
altered . a.t will during a period of engagement, the rate of pay 
should be alterable if necessary actually on rwngagement. 

108. We think, therefore, that the least change which should 
now be made is that the new rate,l should be applied to the pre-
1925 personnel as and when they enter upon a new engagement. 

109. In. present circumsta'llces, we think that more than this is 
called for. The financial circumstances of to.oday are very different 
from those of 1925'1 and if the decisions of 1925 had to be taken 
now, we think that they would undoubtedly be in different terms. 
On equitable grounds, we consider that the right expressly reserved 
in 1925 to alter pay ought now to be exercised and that the men on 
the 1919 rates should be brought at an early date on to the 1925 
rates, but it is necessary to bear in mind the difference we have 
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already described between the position of the enlisted man and 
the civilian employee of the State. It has been suggested to us 
that if the rate of pay of an enlisted man is altered during the 
period of his engagement, it would be necessary to give him the 
opportunity of discharge if he is unwilling to accept the new rates. 

110. What the effect of the grant of the opportunity for dis
charge would have on the personnel we are not competent to 
gauge. On the one hand we have the anomaly of two men doing 
the same work under the same conditions drawing different rates of 
pay-a practice which would be impossible in industry. On the 
other hand, we have a large body of men who may well believe 
that the intention in 1925 was to continue their existing rates of 
pay throughout their period of ~hen enlisted service and who have 
re-engaged in this belief. 

111. Despite the difficulties above enumerated, we recommend 
that the whole position should be reviewed, as we feel that all ranks 
should be put on the 1925 rates of pay. 

112. The position of officers is not broadly different from that of 
the men. Similarly, in theill case, we think the 1925 rates should 
be applied to all officers. 

113. In the case of officers, a further alteratioo appears to us to 
be called for. The standard rates, both 1919 and 1925, include 
provision for variation with the cost of living. The original rates 
were applicable for five years and thereafter review has been 
triennial, except that a concession was made for one year from 
1st July; 1930, in view of a similar concession made in the Civil 
Service. The relative infrequency of review means that the rates 
do not keep close touch with the cost of living. While the cost 
of living was high, especially in 1920 and 1921, the pay of officers 
lagged behind the actual figure of increase. While the cost of 
living has been falling, the rates have been higher than current 
figures warranted. The rate payable from 1st July, 1931, to 
30th June, 1933, will be based on a figure of 65 per cent. above 
pre-war. If the current cost of living figure of 45 per cent. above 
pre-war remains unaltered, it will not reflect itself in remu;nera~ 
tion in the Fighting Services until 1st July, 1933. 

114. We think it not inequitable that as from a date as soon as 
possible after 1st July, 1931, the rate of deduction should be based 
9n average cost of living over a period of six months before that 
date, and that it should thereafter be subject to more frequent 
review. 

The effect of this would be a reduction of 11 per cent. off 
.standard rates instead of the 8 per cent. now ordered. 
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115. The financial e·ffect of the pay of the Fighting Services being 
placed on So uniform basis and the introduction of 1925 rates 
forthwith is as follows :-

Navy: Officers 
Men 

Army: Officers 
Men 

Air Force: Officers 
Men 

Saving in a full yea,. 

£ 

Total 

87,000 
1,030 ,000 

140,000 
850,000 

19,000 
73,000 

£2,199,000 

The saving from the introduction of revised cost of living 
deduction is:-

Navy: Officers 
Army: Officers 
Air Force: Officers 

4. POLICE. 

£ 
180,000 
175,000 
45,000 

Total ... £400 ,000 

116. The approximate cost of police pay in 1931 in England and 
Wales is £14,000,000, and in Scotland is £1,600,000. The 
Exchequer pays one-half of these sums, viz., £7,800,000. 

117. Before the war, the rates of pay of the police varied very 
considerably in the different forces. The rate in London was 30s. 
to 42s., in Dorset 22s. 5d. to 30s. 3d. a week (plus in each case 
rent aid). 

118. In 1919, on the recommendations of the Desborough 
Committee, uniform scales for Great Britain were established of 
70s. rising to 95s. a week for Constables and 1oos. rising to 112s. 6d. 
a week for Sergeants. In addition, in each case, free quarters or 
an allowance in lieu, free uniform and boots or So boot allowance 
were provided. 

These scales contained no element variable with the cost of living. 
The last cost of living figure Sovr.ilable when the Desborough Com
mittee reported was 105 per cent. above pre-war. A clue to the 
cost of living figure which the Committee had in mind is given by 
paragraph 36 of their First Report, which reads" Taking all things 
into consideration we think that it would be fair to suppose that 
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the policeman's receipts would have to be about double what 
they were in 1914 to compensate for the increase of prices." 

119. In 1920, when the cost of living rose rapidly, the police 
pressed for abonus and following investigation by another Committee 
a bonus was granted in respect of the increase of cost of living above 
a figure of 130 above pre-war in the Metropolitan area. and certain 
other large towns, 140 above pre-war in intermediate areas, and 
150 above pre-war in rural area.s. 

This bonus ceased when the cost of living fell again below the 
above figures. . 

120. The Geddes Committee recommended that the obligation to 
pay the Metropolitan scale in county and borough police forces 
should be cancelled, and that certain allowances should be reviewed. 
These recommendations were not adopted, but instead, an all
round deduction of 2t per cent. was made from pay (in addition to 
the 2! per cent. rateable deduction towards pension which had been 
made for many years), and rent allowances were reduced or a 
charge made if accommodation was provided. 

121. As early as 1923, the question of alteration of police rates was 
raised, and in that year the Desborough Committee was recon
stituted to advise what readjustments should be made in the stand
ard conditions of service of the Police Forces having regard, inter 
alia" to the economic conditions since the first Desborough Reports 
were made, and in particular to report upon the scale of pay to be 
given. to new entrants to the police forces. 

The Committee reported in March 1924 that II inasmuch as it 
must be unsettling to any service to have repeated revisions of their 
rates of pay, we are of opinion that it is not an opportune moment 
for disturbing an arrangement come to so recently." 

122. The rates of pay of new entrants were next considered by 
a Sub-Committee of the Police Council who failed to reach 
agreement. 

123. In 1925, following consideration by a Committee under 
Lord Lee, the deductions from rent allowances and the supple
mentary deduction of 2! per cent. from pay were discontinued, 
but the normal rateable deduction towards pension was increased 
from 2! per cent. to 5 per cent. 

124. Police pay was next considered in 1927 by a Committee 
'under Lord Chalmers. The terms of reference of this Committee 
were restricted, so far as pay was concerned, to the pay of new 
entrants. They recommended that a. scale of pay should be pre
scribed commencing at 55s. a week for Constables and rising by 
:2s. biennially to 75s. a. week with two further increments of 2s. 6d. 
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each after 21 and 25 years service respectively. For Sergeants, they 
recommended a scale of 85s. rising by 2s. 6d. annually to 97s. 6d. 
a week. 

These recommendations were not accepted by the Government of 
the day, and the pay of police remains at the level fixed in 1919. 
subject, however, to the additional rateable deduction toward" 
pension of 2! per cent. made in 1925 in place of the temporary 
deduction of 2l per cent. from pay which was imposed in 1922. 

125. The cost of living when the Chalmers Committee considered 
police pay in 1927 averaged about 65 per cent. above pre-war. Itl 
the light of conditions then prevailing and after detailed comparison 
of rates of wages paid in iDd~stry that Committee thought a reduc
tion of 15s. a week from the minimum pay of a Constable, rising 
owing to the slower increments to 25s. a week after 10 years' 
service, and falling again to 15s. a week at the maximum, and a 
reduction of 15s. a week from the pay of a Sergeant were justified. 
These reductions were 21! per cent. at the minimum, 271 per cent. 
after 10 years' service, and nearly 16 per cent. at the maximum in 
the case of Constables, and 15 per cent. at the minimum and 13 per 
cent. at the maximum in the case of Sergeants. Inasmuch as the 
police receive -allowances in addition to pay, the reductions pro
posed would be somewhat less than the above figures when ex
pressed as percentages not of pay alone but of total remuneration. 

126. Since those recommendations were made, the cost of living 
has fallenfroril 65 to 45 per cent. above pre-war. Wages in outside 
industry have also fallen. 

127. If the Desborough Committee's view that the scales they pro
posed had to" be twice pre-war, in the circumstances which existed 
in 1919, to compensate for the increased cost of living is taken as a 
basis for consideration, then inasmuch as the present cost of living 
is half as much again as pre-war, a reduction of 25 per ('ent. would 
be justified. 

128. As the police receive allowances in addition to pay, the 
relative prices of food are perhaps a more appropriate guide than 
the total cost of living figure, and on this basis alone a still greater 
reduction would be justified as the cost of food on the 1st May 
1931 was only 29 per cent. above pre-war, compared with a figure 
of 104 per cent. in June 1919. 

129. We have found some difficulty in determining the reduction 
to be recommended. On the one hand, it is clear that a substantial 
reduction is due as a measure of equity to taxpayers, ratepayers and 
wage earners. On the other hand, we appreciate fully that the 
task of the police becomes increasingly difficult in many ways in 
modem conditions and that the police fill an increasingly importa.nt 
role in our social organisation. Comparisons with pre-war are not 
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particularly relevant. Comparison with 1919 can only be made 
subject to important reservations. 

130. In considering what our recommendations should be we have 
had to bear in mind that the present scales are uniform all over the 
country. We have noted, however, that the payment of rent allow
ances introduces an appreciable element· of differentiation in the 
total remuneration. We have considered carefully the substantial 
reasons which have been urged in support of the present arrange
ment, and having regard to the strongly expressed views of the 
Home Office and Scottish Office, we do not recommend disturbing 
the existing uniformity of scales. 

131. After balancing all these factors, we recommend that a 
reduction of 12i per cent. should be made from the pensionable 
salaries of all Constables and Sergeants. We think that in fair
ness to the men and to mitigate the effects of a sudden sUbstantial 
drop in pay, the reduction should be made in two equal instal-
ments, one as soon as possible and the other a year later. -

We have not considered the rates of pay of ranks higher than 
Sergeant, which vary under the different authorities. We recom
mend that the Home Office and Scottish Office should consider the 
pay of the higher ranks in the light of our recommendations as 
regards Constables and Sergeants with a view to comparable re
ductions being made. 

132. We note that in their Report the Desborough Committee 
considered that the Secretary of State and the Secretary of State for 
Scotland should have power jointly to fix the standard scale of 
pensionable pay for Sergeants and Constables and that the standard 
should be reviewed from time to ~me. We have regarded the 
reduction we have proposed as necessary to adjust the present 
scales to present conditions. We recommend that the scales as 
now reduced should be reviewed from time to time in the manner 
contemplated by the Desborough Committee in the light of any 
change of conditions there may be in the future. 

133. If our recommendation is adopted, the remuneration per 
week of the police will be as follows (in addition to the -value of 
pension rights) :-

Constable Minimum 
Maximum 

Sergeant Minimum 
Maximum 

Existing pay Boot 
less121 %. Allowance. 

61/3 
83/a 

87/6 
98/5 

1/-
1/-

1/-
1/-. 

Rent 
Allowance. 

-1 Vai'iable; the high~_ 
est rates being 18/-
and 15/6 for married 

J 
sergeants and con· 

_
stables respectively. 

in London. 

'The revised pay would as before be subject to a deduction of 
5 per cent. towards cost of pension.· 
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In addition, uniform is provided, and, in some cases, plain clothes 
a:Jlowance of 5s. a week for Sergeants and Constables, and detec
tive allowances of lOs. a week for Sergeants and 7s. 6d. Cor 
Constables are also paid. 

5. 'rEACHERS. 
134. The estimated cost of teachers' pay in 1931 in England and 

Wales is £42,900,000 for elementary teachers (towards which the 
State pays in general 60 per cent. or £25,740,000), and £11,250,000 
for secondary and technical teachers (towards which the Sta.te 
pays 50 per cent. or £5,625,000). The total State contribution 
in England and Wales is thus £31,365,000. In Scotland, the 
State pays into the Education (Scotland) Fund 11/80ths of this 
contribution, or £4,313,000. The total State grant payable in 
Great Britain as regards teachers' remuneration is thus 
£35,678,000. 

135. As in the case of police, the salaries of teachers before the 
war varied widely in the different areas. After the war, their 
salaries were considered by the Burnham Committee with a view 
to securing .. an orderly and progressive solution of the salary 
problem in Public Elementary Schools by agreement, on a national 
basis, and its correlation with a solution of the sala.ry problem 
in Secondary Schools." 

136. The Burnham Committee issued a series of reports, first es
tablishing a Provisional Minimum scale, then recommending 
Standard Scales for elementary teachers and dealing with the 
distribution of these scales over the various Education Autliorities, 
and later recommending scales for Secondary and Technical 
Schools. 

137. The Provisional Minimum scale, recommended when the cost 
of living was about 125 per cent. above pre-war, on a. rough 
average approximately doubled the pre-war pay of assistant 
teachers and more than doubled that of head teachers. When the 
later recommendations were made, the cost of living had risen 
appreciably further, being about 164 per cent. above pre-war, 
and the standard scales meant extra remuneration to elementary 
teachers of 159 per cent. above the pre-war average (i.e., they 
were roughly 21 times pre-war). Provision was made that if the 
cost of living rose Sibove 170 per cent. above pre-war, a. bonus 
should be granted but no provision was made for a reduction if 
the cost of living fell. 

138. The scales thus fixed were to hold good for the Cour years, 
let April, 1921, to 31st March, 1925. Their full effect was not 
however, Celt at once as the increase necessary to bring each 
t~acher to his right position in the new scales was given in three 
equal annual instalments, i.e., the full scheme would not have 
been in operation until the year beginning Ist April, 1923. 



139. In the autumn of 1921, the Geddes Committee considered 
education expenditure. By this time, the cost of living had 
fallen appreciably and the Committee comment'ed on the fact 
that! while reductions on the ground of the falling cost of living 
had been applied to most classes of the community and the process 
was continuing, the striking fact about teachers' salaries was that 
their increases had suffered no check with the large fall in the 
cost of living and were. still automatically increasing. 

The Geddes Committee dearly contemplated substantial cuts in 
elementary, secondary and technical teachers' salaries. 

140. No action was, however, taken a·t the time on the Com
mittee's implied recommendation that thE: teachers must in the 
national interest face the prospect of substantial modifications in 
their rates of pay. The view was apparently held that alteration at 
that moment would involve a breach of faith. 

141. In 1922, however, with a further fall in the cost of living, it 
became obvious that the full Burnham rates were no longer 
justified, and the teachers decided on 29th December, 1922, to 
accept a reduction of salaries of 5 per cent. from 1st April, 1923. 
This reduction was continued by consent for the year 1924-25. 

142. At this point, reference must be made to tea<:hers' pensions. 
Before the war, the scale of pensions was inadequate, and towards 
these inadequate pensions the teachers contributed £3 12s. Od. a 
year (men) and £2 8s. Od. a year (women). In 1918, the con
tributions were abolished and the scheme of pensions was 
improved, being approximated to the Civil Service scheme. The 
pensions were paid entirely by the State. The Geddes Committee 
criticised a scheme under which the local authority had control 
of the pay, age of retirement and promotion of the staff, but no 
financial interest in the pensions cost. They recommended that 
a 5 per cent. levy should be paid by teachers towards their 
pensions, and this recommendation received legislative sanction 
from the 1st June, 1922. In considering the pension deduction 
then imposed in its relevance to salary comparisons, it should be 
borne in mind that the scheme of 1918, even with the contribu
tions imposed in 1922, is more favourable to the teachers than 
their pre-war contributory scheme. 

143. The Burnham scales were due for review in· 1925. In 1923, 
negotiations were commenced and the local authorities demanded 
reductions of 15 per cent., then 12 per cent., then 10 per cent. as 
an all-round reduction before considering details. These negotia
tions, however, broke down, and the determination of the review 
to be made was referred to Lord Burnham as arbitrator. The 
awards then made effected a reduction on a salary bill of some 
£50,000,000 of a net sum of less than £500,000 or under 1 per cent_ 



Certificated All Certi- All Uncer- AllSupp- . Tota.l Tota.l All -- ficated. tificated. lementary. Men. Women. Teachers. 
Men. Women. 

£ £ £ £ £ £ £ £ 
AVERAGE SALARY AT:- ~ 

31st March, 1914 ... ... ... ... 147 103 118 58 40 139 82 97 

31st March, 1922 (Burnham scales in first 337 261 284 146 96 326 215 241 
year). 

31st March, 1923 (Burnham Bcales in second 346 270 294 151 97 336 224 251 
year). 

31st March, 1924 (Burnham scales in full 337 266 289 147 96 328 221 248 
operation but by this time subject to II -
per cent. reduction). 

31st March, 1930 ... ... ... .. . 334 254 279 143 98 324 217 245 

The full effect of the Burnham scales, had they come into operation without deduction can be ascertained by 
adding 1/19th to the averages on 31st March, 1924, viz :--

Average aa.la.ries on 31st March, 1924, increa.sed I 355 
by 1/19th. 

280 304 155 101 345 233 261 

Nok :-The aa.la.ries of certificated teachers in 1914 were subject to pension contributions of £3 128. Od. per annum (men) and £2 Sa. Od. per 
annum (women). 

There were no pension contributiona in 1920 or 1921. .A. from 1st June, 1922, the aa.la.ries of pensionable teachers (this includll8 all the 
olasaes in this table except the lupplementary teachers) were lubject to a pension contribution of Ii per cent. The figuree in thIl8e tablee ebow 
the IalariIl8 before deduction of any pension contributione. 
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145. The difference between the figures in the last table and the 
figures for 31st March, 1930, thus shows the effect, of the 5 per 
cent. reduction in 1923-25 and the further alteranons made on 
review from 1st April, 1925, viz. a total reduction on the average 
salary of all teachers compared with the full Burnham scales of 
6.1 per cent. 

146. The scales fixed in 1925 were subject to review after 31st 
March, 1931, on one year's notice. Notice has now been given to 
terminate them as from 31st March, 1932, and we understand 
that consideration is now being given to revised scales. 

147. Before examining the scales in more detail, we tum to the 
method of review. Teachers are engaged and paid by the local 
authorities and the settlement of their salary scales is regarded as 
a matter for negotiation between representatives of the teachers 
and local authorities. The interest of the State_arises through the 
payment of percentage grants. In theory the State is not com
mitted to payment of grant on the full scales and it need only 
recognise for grant purposes such scales as it thinks reasonable. 
Various reasons have been urged in defence of this position. But 
whatever its theoretical justification may be, it appears to us from 
a practical point of view to be indefensible. The State is clearly 
in a very difficult position if it attempts to pay grant on scales 
lower than those to which representatives of the local authorities 
and the teachers have agreed, or which have been determined by 
an Arbitrator. In practice, the position must work out that local 
authorities and teachers determine the salaries and the State 
has to pay 60 per cent., or in some cases more (in the case of 
elementary teachers), of the bill. 

148. The least reform which appears to us to be essential is that 
the State should be a party to the negotiations and should place 
before the negotiators the important national financial considerations 
which arise on the settlement of a matter involving so heavy a 
charge on the taxpayer. But in present circumstances, more than 
this appears to us to be necessary. In the present financial situa
tion, it appears to us essential that the Government must itself 
announce to the negotiating body that grants will only be paid on 
the assumption that there is an overall cut in the total cost of a 
prescribed percentage. 

149. In this connection we might point to the position of the 
police. Like teachers, they are engaged, paid, promoted and retired 
by local authorities. Unlike teachers, their pensions are paid by 
local authorities, aided by a percentage grant from tEe State. Yet 
in their cases the State fixes the salaries. We do not see any funda
mental reason why if the fixing of salaries by the State is appro
priate in the case of the police it should be inappropriate in the 
case of the teachers. 
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150. It is clear from the circumstances under whi('h the Burn
ham Committee originally considered its recommendations, and in 
particular from their proposal that a bonus should be paid if the 
cost of living rose above a figure of 170 per cent. above pre-war 
that their scales were framed in the light of a ('()st of living very 
near the post-war peak. The fall in cost of living from 170 per 
cent. above pre-war down to the present level of 45 per cent. 
above pre-war is a. fall of just over 46 per cent. If the salaries of 
teachers had been adjusted in accordance with the Civil Servi('e 
cost of living scheme, a peak figure of £355 a year (the full Burn
ham average of certificated men teachers) would on the prestmt 
Civil Service figure of 55 per cent. above pre-war now have fallen 
to £221 a year, a fall of 38 per ('ent., and as much as 34 per cent. 
below the present average salary of certificlllted men teachers (£334). 
For certificated women teachers, the peak figure of £280 a year 
would similarly have fallen to £168 a year, a fall of 40 per cent .• 
and 34 per cent. below thE' present average (£254). 

151. As was pointed out by the Geddes Committee, the majority 
of the profession have acquired their qu&lifications largely at the 
expense of the public at fln a.vernge cost to the State of £70 .. 
year for either two or four years. 

152. The remuneration of secondary teachers haa followed lines 
closely comparable with those of elementary teachers. A table 
on similar lines to that given for elementary teachers earlier in 
our report is a.ppended:-

Graduates. Non·Graduata. 

Men. Women. 
Men and 

Men. I Women. 
Men and 

Women. Women. 

£ £ £ £ £ I 
AVDAGB SALABy AT--

31st January, 1914 ••• 225 151 194 165 123 139 
31st March, 1922 ... 451 343 400 357 272 301 

(First year of Burn· 
ham scales). 

31st March, 1923 ... 461 359 413 376 289 319 
(Second year of 

Burnham scales). 
31st March, 1924 ... 442 :us 399 365 282 310 

(Burnham scales in 
full operation but 
by this time sub· 
ject to 5 per cent. 
reduotion). 

31st March, 1930 ... 436 348 397 330 256 278 

31st March, 1924. in· 465 366 420 384 I 297 326 
creased by 1/19th. 
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153. It is clear from this table that the pay of graduates has 
followed very closely that of elementary teachers. The pay of 
nan-graduates appears from the average figures to have been re
duced more than that of the other classes, but we understand that 
this is due to changes in classification having been made between 
1924 and 1930, and not to the scales havi'llg been modified to a. 
degree different from the others. 

154. In the case of technical teachers, there is a wider variety of 
qualification included in the group than in the case of elementary 
teachers and secondary teachers. The bulk of the technical 
teachers are paid on the secondary teacher scales, but a number 
of special posts exists. 

155. The indications we have given of the effect of change in the 
cost of living on teachers' salaries all point to a reduction in the 
neighbourhood of 30 per cent. Having regard to the practical 
difficulty of. enforcing so large a reduction even though it may be 
justified, and to ~he gradual adjustment to a higher sta'lldard of liv
ing which must necessarily have followed the increasing purchasing 
power of their salaries, we cannot recommend so high a reduction. 
We feel, however, after balancing the relative claims of the teacner 
and the taxpayer and ratepayer that 20 per cent. is the minimum 
reduction which should be made. We would pOint out that on 
the average as regards elementary teachers, this cut will still leave 
them with more than double their pre-war remuneration. 

We recommend that provision should be made within the exist
ing arrangements for the salaries as reduced to be reviewed from 
time to time in the light of any change of conditions there may 
be in the future. 

PENSIONS. 

156. The total pensions payable in 1931 to the classes covered by 
this part of our report are estimated to amount to:-

Civil Servants (including Hevenue Depart
ments, Post Office, and civil pensions in the 
Admiralty, War Office and Air Ministry) 

Fighting Services 
Police 
Teachers ... 

£ 

8,000,000 
16,500,000 
5,600,000 
6,500,000 

Total . .. £36,600,000 

We would emphasise that this sum of £36,600,000 includes only 
payments to retired servants of the State and local authorities, 
and not such pensions as Old Age and Widows' Pensions or War 
Pensions. 



There are, however, included lump sum awards on retirement, 
grwtuities on death, marriage gratuities, injury grants and a number 
of similar miscellaneous items. 

In addition to the above sums there are pensions and allow
ances payable to former members of the Boyd Irish Constabulary 
amounting to £1,812,563 gross. 

157. The Exchequer does not bear the whole of this cost. 
(a) In respect of Civil Servants and the Royal Irish Constabulary 

recoveries are effected amounting to £1,795,306 of which the largest 
items are;-

£ 
Irish Free State ... 1,309,722 
Northern Ireland ... 372,525 
Savings Banks Funds 101,680 

(b) In the case of police,a ratea.ble deduction of 5 per cent. is 
made from pay towards the cost of pension and the Exchequer pays 
50 per cent. of the net cost. 

(c) In the case of teachers, contributions by the teachers and 
their employers of 5 per cent. of salary in each case are received. 

The amount 00 recovered after allowing for the State grant 
payable ion respect of the employers' contribution is ; 

England and Wales 
Scotland ... 

£ 
... 3,803,200 

535,602 
Allowing for these contribultions a.nd recoveries, the net cost 

to the taxpayer of all the pensions here considered is a.bout 
£29,700,000, and this charge is steadily increasing. 

158. The question of pensions falls under two broad heads ;
(a) Pensions of those who have already retired; 
(b) Pensions which will ultimately accrue to those now 

serving or to new entrants to the services. 

1. EXISTING PENSIONERS. 

159. It is only in the case of existing pensioos that there is any 
possibility of immediate economy. We recognise that the field 
contains widely differing types of cases ranging from some pre
war pensions which have not been increased, through many inter
mediate types, to post-war pensions based on salaries at their 
peak which have not been reduced. If adjustments are to be 
made to bring pensions which reflect a cost of living higher than 
to-day into line with those which would be awarded under present 
conditions (including the effeali of reductions in pay which we have 
recommended), a. wide variety of cuts would be necessary to secure 
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even approximate fairness over the field and the whole question 
would require examination in considerable detail. 

160. We have considered the arguments for and agaiust altera
tion of pensions. On the one h8/Ild, if existing pensions are not 
touched, there will be appreciable anomalies between men who 
retire immediately before the reductions in salary which we recom
mend take effect, and those who retire directly after such reduc
tions have been effected with pensions based on Ithe lower salary 
rate. Further, the increased purchasing power of the pound ster
ling in recent years has increased the real value of pensions as 
it has improved the true worth of salaries and if this were the 
only considerwtion the case for reduction of those post-war pen
sions which have not varied with cost of living would be indis
putable. On the other hand, pensions are in a different category 
from salaries. It may be argued that in the case of men who 
have actually retired, the amount of pensions payable must be 
regarded as definitely determined irrespective of the actual money 
worth. The legal position varies between the different groups. 
No legal rights attach to some pensions while others could only 
be altered by legislation. It is represented to us that apart from 
any difference in the legal position a pension now in course of 
payment represents the fulfilment by Ithe State (or the local 
authority) of the terms on which the employee gave his services 
and that any alteration of existing pensions would be a breach 
of what is morally a contractual relationship. 

161. After careful consideration of the matter in all its impli
cations, we reach the conclusion that existing penSions can only be 
altered if a general measure of all-round sacrifice is imposed. We 
defer dealing with this possibility until the conclusion of our 
report. We recognise that this course will lead to the anomalies 
we have mentioned, but wei think those anomalies must be faced. 

162. We do not think that this general conclusion precludes an 
adjustment of the pensions of omcers of the Fighting Services on 
the same lines as our proposals in pay, to bring the variable part 
of pensions into earlier touch with cost of living changes. 

163. If any alteration of pensions is necessary we think that 
before a.ny overall deduction is made, the following adjust
ments of existing pensions to secure relative equality between the 
different classes should first be effected. In the case of Ithe Civil 
Service, pensions awarded between the 1st March, 1920 (when 
the present cost of living bonus scheme began) and March-, 1922, 
should be made subject to variation in the same way as pensions 
awarded after March, 1922, which contain a variable supplemenlt. 
In the case of the Fighting Services, the new 1930 rates for men 
should be applied to existing pensioners. In the case of the Police, 
pensions based on Desborough pay should be reduced by the per
centage by which we recommend that pay should now be reduced. 
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I~ the case of TeacheTl a. similar scheme should be applied, but 
WIth a measure of grading to allow for the fact that pensions are 
based on average salary over five years. 

2. FUTURE PENSIONS. 

164. We now refer to the question of the pensions which will 
ultimately accrue to those now serving and to new entrants. Any 
economies recommended in this direction will only become effective 
as the employees retire and there will be no immediate relief to 
the taxpayer. At the same time we consider that there 
are various important points which require consideration. 

165. In the case of all classes, except the Fighting Services, pen
sions are based on pay, and where we have recommended alterations 
of pay, alteration of pensions will automatically follow, either at 
once, where pensions are based on actual pay, or after a short period 
of years, where pensions are based on average pay. In the cases of 
the Civil Service and officers of the Fighting Services, & portion 
of the pension varies as the cost of living changes. 

Oivil Service-Marriage Gratuitie •. 

166. We can find no sufficient justification for the award of gratui
ties to established women employees on marriage. These gratuities, 
amounting at the maximum to one year's pay in each case, are not 
awarded under statute. Their total cost is about £167,000 a year. 
We are not aware that gratuities are generally granted bi outslde 
employment, and we think that the practice should be discontinued. 
Without these special gratuities, the penslon rights of women em
ployees will still be analogous to those of men. 

Police. 

167. Owing possibly to the nature of the duties and the limited 
number of posts suitable for older men, police are allowed to retire 
on pension after 25 years of service. This service is often com
pleted at 45 years of age or soon after. A member of the police 
force can thus retire voluntarily at an age when he will normally 
expect to undertake further employment, indeed the police officer 
will, by reason of his previous experience and of the high respect 
in which the police are held, be in Iii favourable position for obtain
ing it. Police who entered the service before 1919 in England 
and Wales are in the majority of forces qualified for their full 
pension of two thirds of pay after 26 years of service. Scottish 
police, owing to a difference of their pre-1919 pension terms, are 
not qualified for full pension until 30 years of service is reached. 
Therefore, as regards men in England and Wales who are now 
retiring voluntarily on pension, the full pension may be reached 
while a. man is still at a. rela.tively early age. 
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168. It should be appreciated that the present system involves a 
quite disproportionate non-effective charge, and the pension bill is 
rapidly rising. Expressed as an annual addition to salary payable 
throughout the service of each officer, the pension rights are worth 
rather more than £50 a year (from which the rateable deduction of 5 
per cent. of pay has to be subtracted) in the case of police in England 
and Wales who entered the service before 1919. It is estimated 
by the Government Actuary that for every 100 men on the active 
list, there will, when stability is reached, be over 60 men on 
pension, with a pension charge after deducting contributions by 
the men of 46 per cent. of the salary bill. We think this a serious 
situation calling for immediate action with a view to the reduction 
of the accruing pension liability. We recommend that the right 
of voluntary retirement after 25 years of service should be with~ 
drawn from the existing personnel and that retirement should not 
be permitted before the age of 50 is reached. In view, however, 
of expectations which have doubtless been formed, we think it 
would be necessary to allow a period of notice (which we suggest 
might be five years), before this change becomes operative. 

169. We recommend that the whole subject of police pensions 
should be reviewed at a very early date, with a view to determining 
conditions of service for new entrants which will effect a further 
saving in the present high non-effective cost. 

Fig hting S eTvices . 

170. We have already referred to the fact that pensions in the 
Fighting Services are not based on pay. Consequently the reduction 
in pay which we recommend will not be automatically reflected in 
pension. In the case of officers only 20 per cent. of the pension 
varies with the cost of living. In the case of men's pensions, 
there is no provision for variation with the cost of living, anJ 
the increased pension rates fixed in 1919 are being drawn in full 
by all men discharged on pension since the war, and by former 
pensioners who rejoined for service in the war. As from the 
1st April, 1930, a lower scale of pension has been introduced, 
representing an average reduction of about 18 per cent. in the 
1919 scale, but this scale only affects men entered from that date. 
On the present basis, awards on the 1919 scale will continue to 
be made for 20 years or more, and it will be a very long time before 
any appreciable saving results from the new scale. 

171. According to the traditional practice of the services a. new 
pension scale is not applied to the detriment of a man during his ser~ 
vice. In the terms of the Army Pay Warrant" A soldier entitled to 
pension, for the payment of which money may be voted by Parlia
ment, may have the benefit of any Warrant or regulation in force 
at the date of his enlistment." This provision seems to us to 
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go beyond what is necessary and in the circumstances of ~day to 
be indefensible. In our view the appropriate time to declare a 
man's entitlement to pension is when he enters upon his final 
term of service qualifying him for pension in due course. He is 
then free to serve or withdraw. and the State is free to accept or 
reject his further services. 'Ve think that a condition of acceptance 
for further service should be the application of the pension scales 
current at the time. 

172. We recommend therefore that the 1930 scales of pension 
should be applied, on re-engagement or extension, to aU men now 
serving. For men already serving their final term of engagement 
different considerations arise which require to be considered in the 
light of the action which may be taken on our suggestions on pay, 
but we think a satisilWtory scheme could be framed on the basis 
thwt a man whether enlisted before or after 1925 should, as from 
the date of introduction of 1925 rates universally, begin to earn 
pension in respect of his future service on the new 1930 rates. 
Having regard to the different conditions on which pensions in 
the Fighting Services are based, this appears to us to be the 
greatest extent to which IWtion can be taken in the case of the 
Services in harmony with what will happen automatically in the 
other cases we have under review. 

173. In the case of officers, in view of the system of cost of living 
adjustment it was apparently considered unnecessary to lay down 
new scales of retired pay in 1930 when the men's pensions were 
revised. We have already recommended an acceleration of the 
cost of living adjustment on pay and existing pensions and a 
similar adjustment should be made on future pensions. 

174. Apart from this change, we think that the pension scheme 
for officers in the three Services calls for reconsideration. 

All three Services are faeed with the same problem. The essen
tial requirement of a combatant service is a high proportion of 
fairly young officers. Consequently, many more officers have to 
be recruited Ito the services than can hope to find life careers 
therein. The three services tackle this fundamental problem in 
different ways, and with widely different results as regards non
effective cost. In the Air Force, there is a large element of 
short service recruitment. Speaking broadly I only such number 
of officers are engaged on permanent commissions as can hope 
to find careers in the service, allowing a margin for selection in 
the filling of higher posts. In the Navy and Army, on the other 
hand, officers are normally engaged on pensionable tenure and 
reliance is pllWed on limitation of promotion, followed by the 
compulsory retiremeDJt at early ages of those who are passed over, 
in order to weed out those whom it is not desired to retain to 
fill the higher posts. In the case of the Navy, in the Executive 
Branch the prospect open to nearly two-thirds of the officers is 
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retirement as Lieut.-Commander, at or before 45; of the remain
ing one-third a large proportion retire before 50, as Commanders 
or as Rear-Admirals retired immediately on promotion. . 

175. The award of life pensiQns at early ages is expensive. 
Where early retirement ensues, the basis of pension naturally tends 
to be not only a reward for past service but compensation for prema
ture retirement. Thus the pension cost, in terms of the annual 
equivalent during service, becomes out of all propontion to the 
effective cost in pay, etc. 

176. In the case of the Navy, we find that in 1930 in the Execu
tive Branch there were 78 retirements on retired pay, of which 3q 
were retiremeDJts of Commanders at an average age of 46. The 
average retired pay of the 36 Commanders at standard rates was 
£581 a year. 

177. The very high cost of these premature retirements should be 
realised. In the case of these Commanders, the capital sum 
equivalent rut retirement to the standard retired pay is £8,950 per 
officer, and the annual additio~ to salary during service which 
would have been necessary to produce this capital sum on retire
ment is £195 a year. This calculation is based on standard pay 
and the actual rates differ from standard pay by the amouDJt of 
the cost of living deductions. But if an average cost of living 
reduction of 12! per cent. over the whole period during which 
pension will be drawn is assumed, the capital value of the pen
sion is nearly £8,000, .equivalent to an annual addition to pay 
during service of about £170 a, year. 

178. The financial effect of early retirement in ranks higher than 
Commander is still more striking. Taking again the actual retire
ments in 1930, the average age at retirement of Captains and 
those Rear-Admirals who had spent one day only in that rank 
is 49. The capital value of the pension and the annual equivalent 
addition to pay throughout service (again making a deduction of 
12! per cent. to allow for cost of living deductions) were £11,100 
and £197 a year respectively 'for each officer. 

179. We feel that these.facts merit serious consideration, although 
it is beyond the practical scope of our Enquiry to make concrete 
suggestions for reform. Any pensions scheme must necessarily 
coincide with the requirements of a service, but if the cost is 
unreasonable the requiremeDJts should be reconsidered. We cannot 
think that Naval requirements inevitably must involve such a rapid 
passage through the lists as now obtains, and we suggest that 
it should be possible to provide Ithe necessary number of officers 
for the Navy on the basis of a longer average career, with a 
resulting saving not only in non-effective costs but also in the 
provision for training. 
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180. When we turn from the Executive Branch to certain other 
branches (Instructors, Chaplains, Doctors and Accountants) we 
find even higher values of pensions. Defore the war, these 
branches of the service were retired under conditions differing from 
those of the ExecuJtive Branch. Compulsory retirement waa at 
55 or 60. The regulations are now the same as for the Executive 
Branch and provide not only for compulsory retirement at much 
earlier ages, but also ready facilities for voluntary retirement on 
retired pay from Ithe age of 40. Where entry to the service is 
at higher ages the" value of the pension correspondingly bears a 
higher ratio to the pay. In trie most extreme case brought to our 
notice, the three Chaplains who retired in the years 1928-30, at an 
average age of 49 and with an average of 18 years' service, received 
pensions which represent on the average an annual addition to 
pay of over £260 a year for each year of service, or a. capital sum 
eq~ivalent to £6,900 for each chaplain. 

181. In the case of the Army, the position is not unlike that of 
ihe Navy though the average ages of retirement are somewhat 
higher and the value of pension somewhat less. The same observa
tions which we have made in the case of the Navy apply to the 
Army. 

182. We think that the whole scheme of pensions In the Fighting 
Services calls for immeiliate examination In the light of ita ex
tremely expensive character. In the particular case of the Non
Executive branches, we recommend as an immediate measure that 
all age limits for retirement under 60 .should be Increased by 
flve years pending such enquiry and that voluntary retirement 
on retired pay should not be permitted to an omcer with 1es8 
than 20 years' service. 

3. GENERAL CONSIDERATIONS ON PENSIONS. 

183. We have already referred in the first chapter of our Report 
to the manner in which liabilities for pension charges are 
increasing, and we feel that the immediate and prospective position 
of the National Exchequer is such that the steady increase, super
imposed on the present large total, must be viewed with appre
hension. 

If our;recommendations are adopted, there will, in the course of 
time, be Some slackening in the rate of growth, but the full effect 
of new pension conditions cannot be felt for many years. 

184. We feel that it is a matter for serious consideration whether 
the accepted methods of Government finance are really adequate to 
deal with services where there is a. large deferred liability. The 
question is mainly one of degree. Where an employee's current 
service carries with it a. deferred benefit representing a reasonably 
small percentage of salary we see no strong objection to the present 
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method of accounting. But where the value of the deferred 
benefit rises to a high percentage of the current salary charge, 

_ Ithere is great danger of liabilities being incurred without the tax
V payer realising the large extent of his commitments until it is too 

late substantially to reduce them. In the case of the police, 
teachers and the Fighting Services there should be constituted a 
pension fund to which the appropriate percentage of salaries should 
be paid in order that the expensive character of the pension schemes 
may be fully appreciated and the full cost of the heavy liabilities 
involved may be met at the time the liabilities are incurred. 

CONCLUSION ON PAY AND PENSIONS. 

185. In conclusion, we would stress two points. First, it has been 
our object to secure fairness as between the different classes we 
have considered. It may appear that our recommendations differ 
between one class and another to an extent which might suggest 
that we have dealt harshly with some classes. We are satisfied 
that this is not so, and that widely as our recommendations differ, 
they do no more than refiect the more favourable treatment that 
some classes have received since the immediate post-war period. 
We regard the reductions we have proposed, not as sacrifices necessi-: 
tated by national financial stringency but as readjustments neces
sary to re-establish fair relativities over the field of Government· 
and local authority servants and with wage earners generally. 

Secondly, while we feel that our recommendations are re-adjust
ments, the classes concerned will probably not unnaturally regard 
them as sacrifices called for on their part. The spirit in. which 
those sacrifices are made will depenil. on the extent to which the 
Government show by tlieir actions over the whole field of expendi
ture that strict economy is recognised as a national necessity. 
No one will recognise the need for economy at his expense if he 
sees unrestricted expenditure continUing in other directions. 
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CHAPTER IV. 

DEFENCE. 

186. The total of the Estimates for the Fighting Services in 1931 
IS:-

Navy 

Army 

Air Force 

Total 

£ 
51,605,000 

39,930,000 

18,100,000 

£109 ,635,000 

187. There is a deeply rooted belief in many quarters that the 
Fighting Services offer a large scope for economies, and we think it 
right to consider this expenditure from a general point of view 
before turning to the Services individually. We suspect that 
criticism of expenditure in other directions has been less readily 
forthcoming in the past owing to the belief that if only the 
Government of the day would tackle the expenditure in the Navy, 
Army and Air Force, large countervailing economies could be 
obtained. If in future State expenditure is to be adequately con
sidered as a. whole, in the light of the ability of the taxpayer to 
bear the burden, we think it essential that there should be a right 
understanding of what economies are possible in the Fighting 
Services and in what directions and under what conditions those 
economies must be sought. 

188. The cost of the Fighting Services depends on three main 
considerations: (1) size; (2) design; and (3) administration. By 
.. size II we mean the number of fighting units-ships; battalions 
or brigades, etc. ; and air squadrons. By" design" we mean the 
tonnage, speed and armament of the several classes of ships; the 
size, organisation and equipment of the several military units in 
the Army; the speed, equipment and design of the several 
squadrons of the Royal Air Force. .. Administration .. requires no 
special definition. Of these three components it is size and design 
which have the greatest bearing on cost; the effect of administra
tion on finance is relatively less important. It is obvious at once 
that If size It and, to a lesser extent, .. design" (which together 
may be described as .. strength It) are determined mainly by con
sideration of the commitments which have been undertaken by 
H.M. Government, either in the interests of national security or aa 
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matters of international obligation, and of the political situation, 
present and prospective, as it affects those commitments. 

189. It follows therefore that the most important elements in the 
cost of Defence are dependent on questions of international policy. 
We would disclaim at the outset any desire to interfere in these 
matters, es£ecially as the Government at present has the whole 
subject under consideration with a view to the Disarmament Con
ference to be held early in 1932. We have, however, had cer
tain confidential information placed at our disposal by the 
Service Departments, and we are satisfied, from the evidence 
submitted, that the present strength of H.M. Forces is no more 
than adequate for requirements under present world conditions. 

I 190. It is obvious that, so long as unlimited competition exists 
between different nations, any in~erference as a measure of economy 
with the development of the Services in this country would put us 
at a disadvantage in relation to other countries. 

It appears to us therefore that, on the broad issues of size and 
design no reduction is possible pending a further review of the 
question of commitments in all its aspects sucn as will be under
taken at the forthcoming Disarmament Conference. 

191. We would respectfully suggest that His Majesty's Govern
ment in considering the recommendations to be made on their be
half at the Disarmament Conference should have clearly before 
them the effect of their proposals on the national finances. We 
further recommend that each of the Services should be examined 
immediately after the Conference to determine in the light of 
the conditions then prevailing the organisation best fitted to 
carry out the national requirements with the least expense. 

192. If it is accepted that any fundamental reorganisation of the 
Services is out of the question pending the further Disarmament 
Conference, it remains for us to examine what are the possibilities 
of economy under the head of Administration within the existing 
organisations. 

193. It should be appreciated how much of the cost of the Services 
is determined once the strength is fixed. To illustrate this, we pro
pose to analyse the gross expenditure of the three Se~ices for 1931 
on the basis of the Estimates presented to Parliament. This gross 
expenditure is £122,515,720, which is reduced by receipts from inter
dEWartmental payments, Dominion, India and Colonial ContribQ~ 
tions, etc., amounting to £12,880,720, to £109,635,000, the net 
figure we gave at the beginning of this Chapter. 
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194. We also give figures simila.rly analysed for 1925 and 1928 
for purposes of comparison. 

Analysis of Defence Expenditure. 

Personnel-
Pay, Clothing. Provisions ••• • •• 
Reserves of P8l'IIODIlel •.• ••• • •• 
Medical Services ••• ••• • •• 
Educational Services ••• ••• • •• 
Transport (Freight and Travelling) ••• 
Accommodation (including lodging 

allowance, fuel and light). 

£ 
46,691,000 
6,17',000 
2,107,000 
2,01',000 
"119,000 
2,030,000 

£ 
.:1,131,000 

6.228,000 
2,IM,OOO 
1,923,000 
3,610,000 
2,080,000 

£ 
40,301,000 

e,571,OOO 
2,076,000 
1,866.000 
3,291.000 
1,97"000 

Total for Personnel and Allied Services £ 63,035,000 69,136,000 66,079,000 

Worb, Buildings and Lands ••• 

General and Technical Stores ••• 

i 10,810,000 '1,670,000 '1,556,000 

i 6,066,000 ",32,000 4.129,000 

Mobile Fighting Material. 
(i) New CoDStruc~on of HE Shipe 

(ii) Repairs and Maintenance of 
HM. Shipe 

(iii) Tanks, Tractor&, etc. •.• • .• 
(iv) Aeroplanes ••• ••• • •• 

'1,'91,000 9,9<&7,000 6.571,000 
8,378,000 '1,355,000 6,7n,000 

666,000 '103,000 678,000 
6,362,000 6,617,000 6,809,000 

Total for Mobile Fighting Material. 

Guns, Projectiles and Ammunition 

i 22,'187,000 23,622,000 19699,000 

£ ',832,000 ,,us,000 3,98f.000 

Fuel for Shipe, Mechanical Transport, 
and Aircraft 

Scientifio Services (including Reeearoh, 
Inspection, etc.) 

Headqua.rtera ••• ••• ••• • •• 
MisoolJaneous Services... ... ... 
Airshipe •.• ... ... • .• 
Civil Aviation ,.. ••• ••• • •• 
Non-Effective Services (Peosiona) ••• 

,-77',000 

2,Bfl,000 

2,918,000 
2,339,000 

401,000 
279,000 

17,668,000 

3,'127,000 

2,902,000 

2,'1(K,000 
1,661,000 

383,000 
377,000 

18,016,000 

3,616,000 

3,016,000 

2,661,000 
1,'18,000 

69,000 
661,000 

18,632,000 

~----~------r------
GI'08II Total... i 137,639,000 128,377,000 121,390,000 
Receipta ••• ••• 17,Bfl,000 lU49,OOO 11,756,000 

Net Total ••• £ 119,'198,000 11,,028,000 109,635,000 

NOTII.-Tbe Admiralty contribution to the Air MinisUy in respect of the FIee\ 
Air Arm has been excluded from both expenditure and reoeipta in the abon table 
u it ia merely an interdepamnental payment. The total -' of the FIee\ Air Arm 
of abou' £3,000,000 a yeu: ia diatributed over the appropriate it.eme in the table. 

195. This table indicates in broad outline how continuous has 
been the reauction in our defence expenditure in the last six 



63 

years. Practically all the items show a steady fall, while the total 
of the gross expenditure has fallen by as much as £16,249,000. 
It also indicates how much of the present expenditure is directly 
dependent on the size of the forces; thus personnel and allied 
services connected with personnel now account for £56,079,000 
and the pension charge is £18,632,000-a total of £74,711,000 on 
these two groups alone, viz. :~1 per cent. Mobile Fighting 
Material accounts for £19,699,000 , Works and Buildings for 
£7,556,000, General and Technical Stores for £4,129,000, Guns, 
Projectiles and Ammunition for £3,984,000 and Fuel for 
£3,516,000. These items, all of which are necessary to the manning 
and maintenance of the fighting forces at their present strength, 
absorb £38,894,000 or 32 per cent. Of the remaining items Head
quarters, Scientific Services, and Miscellaneous represent 
£7,085,000, part of which is directly conn~cted with " Strength" 
and the balance of £710,000 is expenditure on Airships and Civil 
Aviation borne on the Defence Votes. The table we have given 
does not pretend to be accurate in all details. It is impossible to 
make an objective analysis of Defence Expenditure so as to corres
pond exactly with the three subject heads, Size, Design and 
Administration; each of these elements enters in a greater or less 
degree into each of the items in the table. But the broad conclusion 
to be drawn is tliat funaamental economies are not practicable 
while the strength of the Forces remains on its present basis. 
Economies can be made in certain directions, and we make specific 
recommendations later, but such savings as are possible consist 
rather of a paring down of necessary services to the minimum 
consistE;lnt with efficiency, than of a fundamental excision of whole 
items or services. Large scale economUls must await further 
reduction in the strength of the Services, which in turn must 
depend on general agreement on the policy of international dis
armament. 

196. In considering such small scale economies as are possible, 
it must be borne in mind that substantial reductions have been 
made in recent years in the total of our Defence expenditure as 
the table on page 62 shows. We shall submit comparative 
statistics over a serles of years when we consider the 
Departments separately. In addition to the drastic recommenda
tions of the Geddes and Colwyn Committees, constant pressure 
from the Treasury for reduction in the total expenditure has brought 
about an acute internal competition for money between the different 
branches within eacli service. Year by year, an internal pruning 
has been going on the effect of which has been to produce an in
creasing economy in all branches. We would take the opportunity 
at this stage of remarking that we have been impressed by the close 
attention given in recent years by each of the Services to the purely 
financial side of their operations, and to the ready co-operation with 
the Treasury which now exists in efforts to restrict expenditure to 
the minimum. vVe welcome the improvement which appears to us 
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to have taken place in recent years in the relations between the Ser
vices and the Treasury. To-day it can no longer be said that the 
Services consider that it is for the Government to determine policy 
and that the sole function of the Treasury is to pay the bill for 
carrying out that policy. 

197. The reductions of recent years can be considered in another 
light in their bearing on our problems. In the opinion of the Chiera 
of Staff-which after the frank and exhaustive evidence given to 
us we a.ccept-the actual size of our Fighting Forces is now 
at the minimum consistent with the carrying out of their allotted 
task and the present standard of size is only practicable because 
of the high standard of efficiency both of personnel and of material 
maintained. We have borne this consideration in mind and 
realised, in making our recommendations, that if efficiency is 
appreciably impaired, there would be a considerable danger that 
some increase in the size of the Forces would be necessary to enable 
them to fulfil their responsibilities. 

Before turning to the examination or the Departments individu
ally there are certain matters which are best treated in regard to the 
services as a whole. 

(i) Ministry of Defence. 

198. We have given very careful consideration to this question, 
because there is undoubtedly a widespread impression in the public 
mind that large savings might be made in the oost of National 
Defence by some form of ama.lgamation of the three Service a under 
a single Minister. It is suggested that such a Minister would not 
only be able to amalgamate common administrative services, but 
would also ensure that the whole problem of National Defence 
was studied from a. single sts.ndpoint, that economy was secured 
by the substitution of alternative methods of defence wherever 
possible, and that where one of the three Forces was being 
developed in a particular direction, the harmonising of its growth 
with the strength of the other two was duly considered. 

199. 'We have received valuable evidence on the subject from the 
Chiefs of Staff and from the Secretary of the Committee of Imperial 
Defence. We are of course primarily intarested in the question 
from the point of view of its effect on the actual cost of the Fighting 
Services, hut we cannot forget that, in the search for true economy, 
it is essential to take the wider view and consider the effect of any 
far-reaching change of system on ~he efficiency of the service. 

200. Our conclusion after careful review of all the evidence 
is that no substantial reduction of cost would follow from 
the creation of a Ministry of National Defence, and that on the con
trary there would be a serious risk that the efficiency of the ServiCes 
might be impaired by the alteration of system Involved. We have 
therefore rejected any idea of economy by th1.s method; and we 
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hope that our conclusion will be accepted as finally disposing of 
the suggestion that millions of money could be saved by the 
formation of a Ministry of Defence. 

201. In reaching this conclusion, we do not mean to imply that 
there is no further room for economies by means of greater co
ordination between the three Services; but we see no reason why 
such economies should not be achieved under the present system, 
in so far as it is possible to do 80 without loss of efficiency. Such 
economies will fall under two head'S, Policy and Administration. 
(1) As rega;rds the former, we are satisfied that the existing system 
of C<K>rdinatioll through the Committee of Imperial Defence, 
mooting under the Chairmanship of the Prime Minister-the only 
Minister whose authority is sufficient to ensure an agreed decision 
on the occasions when the Services differ on questions of high 
policy-provides, in effect, all the advantages of a single Minister 
of Defence, without the disadvantages of entrusting .supreme 
control to a single indiVidual, responsible for and yet divorced 
from each of the three Services. We have been furnished with 
convincing evidence to show that the Committee of Imperial 
Defence does in fact sook to combine economy with efficiency in 
i1 s recommendations; and we are confident that, in the present 
financial stringency, increasing attention will be given to this 
aspect of all problems of National Defence. (2) As regards Ad
ministration tIie scope for economy is, as we have already indicated, 
relatively small. There are, however, certain services common 
to the three Departments, such as MedicaJ, Dental, Ed.ucation, 
Chaplains, etc. The position of these Services was con
sidered in 1924 by the Mond-Weir Committee, who reported 
emphatically against a.malgamation, and recommended that 
machinery should be set up, in the form of Joint Inter-departmental 
Committees, to secure as large a measure of C<K>rdination as might 
be found pra.ctica,ble. As a result of the formation of these Com
mitt-ees considerable improvement has taken place, and certain 
economies have been effected; but we are not convincd that the 
process bas been carried as far as iJt might be. It is possible in 
respect to these particular mwtters, that, if a. single Ministerial 
authority had been responsible for the administration of all three 
Services, further action might have been taken, but we have al
ready rejected that solution, on broader grounds' of policy. 
The Committee of Imperial Defence are not conCerned- with 
the details of administrative control. The prospects for 
economy in this direction must therefore depend on a 
more determined effort at (.'O-Ordination by the Departments them
selves; and. this in turn must be generated by the constantly in
creasing application of financial presaure, which will oblige the 
Departments in their own interest to seek economies under the 
nead of administrative charges rather than by sacrificing services 

. more immediately directea to warlike efficiency. 
1~905 c 
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(ii) "Burden· of Empire Defence. 

202. The Colwyn Committee in 1925 made a brief reference to 
•• the possibility of a new general scheme of distribution of the 

. ~urdens of Imperial Defence between the taxpayers of this country 
and those of India, the Dominions and the Colonies. It 

203. 'Much has been done since that date, through the medium 
of successive Imperial Conferences and otherwise, to co
ordinate responsibility for Empire defence, e.g., in the 
development of the . naval forces of the Dominions, and in 
the financial contributions made by New Zealand, the 
Federated Malay States, Hong Kong and the Straits Settle
ments towards the cost of the Singapore Base; while in the 
London Naval Treaty there emerges the idea of aggregating the 
naval forces of the members of the British Commonwealth of 
Nations for the purpose of limitation by an international agree
roent. But, while in these and other ways a certain re-distribu
tion of the burden haa already taken place, to the undoubted relief 
of the finances of this country, it neverthelesa appears to U8 that 
even now the share of the British taxpayer in the responsibility 
for the Defence of the Empire as a whole is disproportionately 
large. The question is one of undoubted difficulty, raising issues 
of great constitutional as well as financial importance; and we 
make no attempt now to discuss the subject in detail, especially 
as this is clearly not a favourable moment for taking any practical 
steps. It is indeed common knowledge that certain of the 
Dominions, so far from being in a position to increase their share 
of responsibility for the common defence of the Empire, have 
been compelled by the present financial stringency to reduce their 
normal expenditure on defence. We content ourselves therefor. 
with the recommendation that the whole question be examined 
afresh when their financial situation Is more favourable. 

(iii) Research and Technical DefJelopment. 

204. The expenditure on research and technical development of 
the Services in 1931 is estimated as follows :-

Gr~ I B.er.eipt.B.· I Net. 

£ £ I. 
Navy ... ... . .. ... 804,«5 5,645 798,800 
Army ... ... ... .. . 615,000 318,000 297,000 
Air Force ... ... . .. 1,600,000 143,000 1,457,000 

Total ... ... £ 3,019,445 466,645 2,552,800 

• These coosist mainly of ioterdepartmsotal paymsota. 
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205. This expenditure covers a wide variety of objects. Broadly 
speaking, it covers very little purely scientific research and is 
mainly concerned with the application of science to the needs of the 
separate services. It covers progress in all its forms-development 
of new arms, improvements of existing ones, improvements in 
protective ilevices, means of communication, means of locomotion 
and so on. It must be accepted that the Fighting Services 
cannot stand still, and that development is essential to them. 
As we have already said, the maintenance of their present high 
standard of efficiency is more than ever necessary if their restricted 
size is not to be increased, and they must remain in the front rank 
of developmeDJt; We appreciate, also, that some forms of research 
lead to economy. Protective devices and improved fighting capacity 
save personnel and material. Research on stores, ammunition, etc.; 
prolongs the effective life of an article and avoids expenditure 
on replacement. Instances have been cited to us of very sub
stantial cash economies which have been secured by successful 
research. 

206. On the other hand, research expenditure is not without its 
dangers and there are three aspects which we think should be 
stressed. First, inventions do not long remain the undivided 
property of the nation that makes them. A new device may give 
one nation a lead over other powers in offensive or defensive 
capacity but the lead is only temporary and parity is not long 
delayed. It appears Ito us that research expenditure is subject to 
the risk that it may provoke competition in quality which may be 
just as expensive as competition in quantity, and the taxpayers of 
the world are not going to ibenefit by reduction in the size of fight
ing forces if an expensive competition develops in their quality. 

207. Secondly, successful research may lead to obsolescence of 
existing assets, and the replacement of such assets by others em
bodying the res~ts of research means continuous expenditure. In 
!the industrial field, an automatic check on excessive expenditure 
of this kind is provided by the financial results obtainable but no 
corresponding criterion is available in the field of defence. We 
believe that the Services are fully alive to the danger of embarking 
on production before they are certain that the results of their 
researches are relatively perfect and that, consequently, wasteful 
expenditure is generally avoided. 

208. And thirdly, new inve"ntions tend to make the unit of force 
more and more expensive. 

209. For these three reasons, we believe that research expendi
ture acquires an importance not fully reflected by its own total 

10906 01 
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amount. We hope that . when International cUaarmament proposall 
are under consideration. tb1a important element wm be lull)' con
sidered. 

210. Our present net expenditure of £2,500,000 II a large sum, 
and we think 1\ susceptible of reduction. Weare not in a position 
to assess the relative merits of the competing items and to suggest 
that any particular services on the present list should be excluded. 
Selection must be left to the experts, who,indeed, at present have to 
exercise a strict scrutiny over the various items and a.ssign priorities 
to them in view of the limited funds available. W. can onl)' 
suggest an econom), b)' the rough and read)' process of rationing, 
and we accordingl)' recommend that an all-over cut of 121 per cent. 
01 the net expenditure should be made, It being left \0 a Committee 
of the Fighting Semces to determine how tb1a reduction can 
best be distributed between the three Serrices. We believe tnat in a 
time of financial stringency such as the present this is a right and 
proper course to adopt, even if it necessitates a slowing down of 
research work which the Services regard as of high value. We 
recognise that after the Disarmament Conference, our research 

. expenditure will have to be further reviewed jn the light of cir. 
cumstances, and it ma), be that restriction such as we propose 
cannot be continued indefinite})' In the absence of International 
agreement. We recommend also that in future the total Estimllt·e 
of expenditure on Research, Experiment and Design in the three 
Services be submitted separately by the Departments for Treasury 
approval before the Estimates are presented to Parliament. 

(iv) Disadvantage of annual estimating. 

211. The estimates for the Fighting Services are fixed annually in 
the light of the demands made by those Services and the ability 
of the Chancellor of the Exchequer to meet them. We recognise 
that this procedure is dictated by practical considerationa-it is, 
indeed, inherent in our national financial system. But we feel 
that, in respect of some items of defence expenditure, there are 
two directioIij! in which it does not conduce to the most economical 
and efficient use of the funds available. In the first place, under 
oU!' Parliamentary system any unspent balance on each Service 
,"ote, save in so far as it may be used with Treasury sanction to 
make good deficiencies under other Votes, must be surrendered 
to the Exchequer. At one time there wa.s undoubtedly a tendency 
·on the part of the Departments towards the end. of the financial 
year to accelerate or encourage expenditure in order to avoid 
surrender of moneys which they had-quite legitimately-oounted 
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on being able to spend; and though we feel sure that under present 
conditions this is no longer the general practice, it seems natural 
to suppose that the temptation to spend money more freely than 
usual in such circumstances still exists, and is liable to affect, to 
some extent, the actual amount of expenditure in the last quarter 
of the financial year. Secondly, there is the question of placing 
contracts ahead and so committing Parliament t-o lia.bilities beyond 
the current financial year. There is no doubt that, in conformity 
with the maxim that the King's Government must be carried on, 
the Service Departments have the right to enter into long-term 
contracts for the p~vision of ma.terial, necessarily required for 
the fultiJ.ment of their constitutional functions, which cannot 
be completed within the term of a.' single financial year; 
but whether that right would extend to the placing of an 
prder for the delivery of say, a number of standard air
craft, each of which could be ma.nufactured within 12 months, 
for a period of Ithree years ahead, is perhaps doubtful. Of 
course questions of design and of the future course of 
markets also enter into the problem; and it may well be that the 
number of cases in which Departments would feel justified in com
mitting themselves so far ahead, even if they had the power to do 
80, would be relatively few. Our contention, however, is that, as 
a matter of sound business practice, they should be given the power 
to enter into such contracts, subject of course to smtable control 
over its use. 

212. With these points in mind, we think tha.t in respect of certain 
services, for example, Works and Buildings, Research and Tech
nical Development, Purcha.se of Naval Armaments and Warlike 
Stores and Aeroplanes a. guaranteeiI income for these purposes over 
a. series of years· would enable a wiser use to be made of the 
IJlovision available; and we would go so far as to say that, if the 
principle is approved, the Departments should be content to accept 
a. lower annual average provision over the period in question than 
their present expenditure under these heads. Reasonably long 
term planning ahead must, we think, be more economical than an 
annual programme in which each item has each year to run the 
gauntlet of internal competition for funds with all other 
services in the same arm. We have not considered in detail how 
such a. scheme could be worked in harmony with the existing prin
ciple of annual Votes of Parliament, and with the necessities of 
Parliamentary and Treasury control; but we do not doubt that 
a satisfactory scheme could be formulated without great difficulty. 
We accordingly recommend that as regards Works and Buildings, 

• Subject of course to any change of pnlicy resulting from the Disarmament 
Conference, and to the exclusion of expenditure on New Formations, to which we 
cannot expect that either the GovOirnment or Parliament would be willing to com
mit themselveB in advance. 

1090 c s 
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Research and Technical Development, and Purchase of Naval 
Armaments; Warlike Stores and Aeroplanes and Engines 
(and possibly other items if experience showed that such 
a scheme would be of benefit), either & fixed annual In
come for a number of years or alternatively a fixed total 
provision over a number of years, but in either case at an 
average annual rate 1esl thali the actual current rate of ezpendlture, 
should be promised to the Services. We think that In the first 
place, as the idea is. an experiment, the number of yearl should be 
three. It would have to be recognised on all aides that luch a 
promise could not for obvious reasons, be absolute-it would 
have to be subject to review on major changes of circumstances
but we do not think that this necessary reservation need impair 
the emcient working of the scheme. 

(v) Education. 

213. The net votes for 1931 for Educational Services are :., 
Na.vy (Vote 5) .. . 
Army (Vote 4) .. . 
Air Force (Vote 6) 

232,000 
850,000 
484,000 

'£1,566,000 

These votes include only t1le pay of the military and civilian 
sta.ffs. Further expenditure is incurred on other votes for accom
modation, rations, stores, etc., which may be put in round figures 
at about £1,000,000. 

The educational establishments cover a wide variety of functioM, 
embracing the training {)f cadets, liigher and specialised training 
of officers, tra.iniD.g of instructors, and vocationa.l training for the 
men. We think that some of the la.rger establishments invite 
comment. 

Oadet Establishments. 

214. The Geddes Committee referred to the cost of education at 
Da.r,t;mouth, Woolwich a.ndSandhurst, and Cranwell. The increases 
in the fees paid by parents recommended by the Geddes Committee 
ibave been made in the case of Dartmouth, Woolwich and Sand
hurst but not in the case of Cranwell, while there haa been a 
Bubstantial reduction since 1922 in the gross cost per cadet at 
Dartmouth and Cranwell. At Woolwich and Sandhurst, however, 
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the cost has increased considerably since 1922. The present 
figures, based as regards 1931 on the Estimates, are as follows :-

. 
Figures given in Geddes I Figures in Estimates 1931. 

Report 1922. 

-- Average M8.ximuin Average Maximum 
Numbers gross fees Numbel'l gross fees 

of cost per payable of cost per payable 
Cadets. 'Cadet per year. Cadets. Cadet per year. 

per year. per year. 

£ £ £ £ 
)yal Naval College, 445 462 75 455 354* 150 
Dartmouth (including 
nautical training). 
)yal Military Academy, 280 366 75 180 572 200 
Woolwioh (exolusive 
of riding establish. 
ment). 
lYa.l Military College, 700 373 75 ino 412 200 
Sandhurst. 
lYa.l Air Foroe College, - 850 75 119 529* 71S 
Cranwell (exoluding 
flying training but in. 
oluding flying pay of 
cadets). 

• Exclusive of rental value of buildings. In the oase of Cranwell, new buildings are in OOU1'le 
construction whioh are estimated to cost £300,000. 
NOTE.-We have no information on the basis on which the figures in the Geddes'Report were 
mpiled and we cannot therefore be certain that they are on the same basis as the Estima.te 
:urea for 1931. 

In the case of ,Woolwich and Sandhurst, some of the in
crease of cost since 1922 is no doubt accounted for by the fall in 
numbers. We think that, in tliis case, a determined effort must 
now be made to secure a reduction in the overhead costs more 
nearly commensurate with the fall in the number of cadets. 

In the case of Dartmouth~ where tadets enter at about 13i we 
think a subl!tantial part of the cost of providing general education 
would be saved if the age of entry were higher. We understand 
tha\ the conditions of recruitment are at present under in
vestigation by a Committee and we hope that consideration will be 
given to this point with a view to some material reductfon in the 
cost to the State. 

At Cranwell, the Cadets receive pay at the rate of 7s. a day 
(49s. a week), from which4s. is deducted for the cost of messing. 
We think the balance of pay, viz. :-38. a day (21s. a week) is a 
needlessly generous allowance to boys of from 17 to 18 years of 
age while in receipt of education and training from the State. 

10905 C 4 
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Staff Colleges. 

215. The higher professional tra.ining of officers is un~rtaken at 
the Royal NavaJ College, Greenwich, the Statt College at Camberley 
and the Royal Air Force Staft College at Andover. 

The 008t per officer under instruction at these establishments 
seems excessive pa.rtic~la.rly as these figures do not include the pay 
and allowances' of the officers under instruction. The figures 
are :-

Number of Annual cost 
Studen"'. per head. 

JJ 
Royal Naval College 198 415 
Staft College 120650 
Royal Air Force College 30 533-

At each of these colleges, the proportion of administrative and 
instructional sta1! and of general stafl to the number of offtcer. 
under instruction appears to us to be high and we think reduc
tion should be possible. 

Royal Air Force Apprentices. 

216. The Geddes Committee recommended that the· scheme of 
training of boys rut Halton should be abandoned and. they recom
mended the adoption of an alternative policy of recruiting trades
men personnel from engineering shops tliroughout the country. 
This recommendation was not adopted. 

At present, 2,620 apprentices are under instruction, mainly as 
aero-engine fitters and riggers for metal aircraft. The course last. 
three yea.rBI and the aveI'3€e annual intake is thus nearly 900. 
Entry is at the age of 16, and at 18 the boys are engaged to serve 
for twelve years, i.e., until reaching the age of 30. At that age, 
they may re-engage for a further twelve years of service. 

The cost of training, including pay and maintenance, is £179 
per head per annum, i.e., a total cost over three years of £537 per 
apprentice. Amortising this cost over twelve years of service, the 
average cost per year of service works out at £59. We think 
the high cost of this establishment should be reduced. 

217. The scheme has not yet been sufficiently long in operation for 
any experience to be gained which would indicate how ma.ny of 
the men- wiIl re-engage for the second period of twelve years of 
service. The present wastage from all causes is 1.5 per cent. per 
annum. 

218. In view of the expensive character of this scheme a.nd of the 
risk that men who have been trained at high cost may withdraw 
their services from the State after their first twelve years of service, 

• Exclullive of rental value of buildingL 
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we have re-examined the recommendations of the Geddes Com
mittee. It appears to us after careful examination that the con
clusions of the Air ·Ministry on this matter are sound. Industry 
could not at present train all the apprentices who are required and 
therefore some measure of State training is essential. Moreover, 
even if industry could train as many as are required, difference of 
method would be a heavy disadva.ntage to a service which places 
great reliance on uniformity of standa.rd and inter-changeability 
of personnel. Some training by the State is inevitable to develop 
the corporate spirit essentiaJ to a Fighting Force and to turn out 
men capable of bearing the wide responsibilities assigned by the 
Air Council to N.C.O.'s and Warrant Officers. 

218A. We think, therefore, that the scheme must be continued but 
we think it should be reviewed from time to time with a view to 
considering the possibilities of obtaining some recruitment from 
the trade, particularly if experience shows that there is a high 
percentage of wastage when the first twelve years of service are 
completed. 

General. 

219. Taking the Education Votes generally, we think that re
duction is possible and recommend that in each service an overall 
cut of not less than 10 per cent. should be made on the net pro
vision in these Votes, amounting to say £150,000. 

(vi) Inspection. 

220. We have been impressed by the large provision made in the 
Estimates for the Services for the cost of inspection. 

The total provision is shown in the following table :-

Navy 

Army 

Air Force ... 

£ 

400,000 

498,000 

179,000 

Total ... £1,077,000 

221. The percentage of inspection applied varies according to It~e 
type of article concerned. Where a·ny defect would result lD 
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loss of life ot wreckage of expensive material, no inspection 
which would Jessen such 'risk can be considered exoessive. Simi
larly, where with a complex mechanism interchangeability of parts 
ia essential to efficient and economical use, reasonable precaution 
must be taken to ensure that such interchangeability is obtained. 
On the other hand, in the case of clothing, accoutrements and the 
like, and even items such as gun carriages, gun mountings, and 
tanks, inspeCtion is necessary mainly to ensure thwt the State is 
obtaining stores in ,good condition in return for its expenditure. 

222. We have no desire to see any reduction in the 100 per cent. 
inspection applied to stores which are vital to the safety of the 
personnel or any neglect to ensure high efficiency of essential 
'mechanisms in time of war, but we feel that as regards the stores 
which do not faU into these categories, the present inspection in
volves a cost which is a disproportionately high insurance premium 
against delivery of faulty stores. We recommend that the per
centages at present inspected should be reviewed, more reliance 
being placed on the right to return faulty consignments to the 
contractor, and we think it should be possible to secure a reduction 
of not less than 10 per cent. in the present total cost. 

(vii) Works and Buildings Services. 

223. The gross Votes for Works, Buildings and Land for the 
Home Fighting Services in 1931 may be analysed as follows :-

OrdifIDry 
1Mi8alla~· -- New Woru. RepairB and GroH 

Maintenance. Total. 

£ £ £ £ 
NavyVote 10 ... . .. 1,428,850 419,000 926,000- 2,773,850 
ArmyVote 10 ... ... 922,000f 1,185,1001' 828,000 2,936,000 
Air Vote 4 ... ... 1,228,500 4Q5,000 422,500 2,146,000 

£3,580,250 2,099,100 2.176,500 7,855,850 

-Including £656,450 Annuity, etc., in repayment of Advances under Naval 
Works' Acts, 1895 to 1905. 

t After crediting value of Btores consumed, etc., 011 an approximate buia. 

'fhe gross total is reduced by receipts from sales of land, build
ings a.nd' old stores, contributions from Dominion and Colonial 
Governments, etc., and .. shadow-cuts" for possible under
spendings to a net total of' £6,754,500. 
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Comparative net totals for previous years are:-

Navy 
Army 
Air 

£ 
3,595,000 
2,791,000 

£6,386,000 

1922-23 
(GeddesL 

£ 
4,756,000 
8,185,000 
2,166,000 

£15,107,000 

224. The reduction in the estimated expenditure for 1931 com
pared with 1922 is particularly striking, and ~he net t<>tal, allowing 
for higher prices and the post-war introduction of air services, also 
compares favourably with the 1914 expenditure. 

The relatively high cost of Air Works services is of course ex
plained by the fact tha.t the Air Force is an expanding service 
which has compressed into a few years the provision of a complete 
system of aerodromes and ancillary accommodation both at home 
and abroad. 

225. In view of the reductions effected we are satisfied that the 
position has now been reached when it is no longer possible to 
effect large reductions by postponing new works, since as a rule 
postponement merely results in the liability being carried on to 
future Estimates, and an uneconomical expenditure on extra main
tenance meanwhile. 

226. We think however, that real economies may be sought in 
two directions . 

. (1) We have already recommended the stabilisation of the Works 
Votes over a period of say three years, at a somewhat lower figure 

· than at present. If the new figure were put at no more than 
21 per cent. less than the present net total of £6,000,000 (exclud
ing the Naval Works Acts Annuities), a saving of say £150,000 a 
· year would result. 

· (2) With regard to the cost of new buildings, it appears to us 
that it may not be necessary in some cases to secure such a high 
standard of original construction as is now· obtained. Owing to 
the uncertainty with regard to the future requirements of the 
Services, and the rapid changes in technical development, many of 

. the buildings provided may well have an effective life 6eyond the 
period for which they are needed. It is true that we have been 

'told that many Service Buildings urgently require to be replaced, 
and that the maintenance of many others is being neglected. But 
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it may be that the adoption of a lower standard all round would 
enable more of what is desirable, both by way of replacement lDil 
of current upkeep, to be camed out within the 11mit of emUng 
funds. 

The question appears to us to be worthy of further ezam1D&Uon. 
and we reco~end that it be specially Investigated bJ' B.X. 
Government WIth a view to· considering whether further economiea 
can properly be made by a change of policy In th1a respect. 

(viii) Contract P,o~du,e. 

227. Under this head we make two recommendations of minor 
importance. 

(1) In all Government contracts it is the rule that the- form 
of ' tender shaJI set out in full all the conditions applicable to tender 
a.nd contract, making a document of perhaps four pages. Some 
of these conditions are applicable to . aJJ. Government contracts, 
others :are special to individual Departments or to individual 
items of supply . We think that 8t small but useful saving of time 
and stationery would be 8(:hieved if in future a copy of the con
ditions which ail'e common to aJJ. Government contracts were 
printed in a separate form and sent to every firm as lOOn as it is 
placed on the list of Government Contractors. Thereafter when 
tenders are called for, the, form of tender would merery ilet out the 
additional conditions applicable to the tender and state as regards 
the general conditions tha.t the tender and contract were subject 
to the general conditions of Government contracts. We recom
mend that this question should be further explored, and also that 
consideration should be given to the alternative possibility of con
tractors, on being placed on the list of Government Contractors 
being given either forms showing conditions of Government con
tracts affecting a particular trade or class of supply, or forms show
ing general conditions of contracts for the particular Department. 

(2) It is the accepted pr8(:tice that all Government contracts, 
for however small a.n amount, 'must be placed after calling for 
competitive tenders. Industrial experience shows that it is not 
worth while as a rule to go to the trouble and expense of open 
competition when the amount of the order is trifling; and we 
think that, notwithstanding the Parliamentary arguments in 
favour of the present system, the Government would be well advised 
to adopt the same rule. We recommend therefore that, for amounts 
not exceeding £10, the general rule should be that tenders are not 
(~n.ned for but that a direct order is to be gi ven to a firm known to 
be nblt' to supply. Responsible officers should take steps of cour&e 
to check the price by reference to tendeu for large quantities of 
similar goods, and should invite supply from different firms from 
tinle to time as may be expedient. 
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NAVY. 

228. Analysis of Ea:penditure. 

Expenditure Expenditure Expenditun - 1925 1928 1931 
(Actual). (Actual). (Estimated). 

.£ £ £ 
Pel'8onnel-

Pay, Clothing and Provisions ... ... 19,594,000 19,077,000 17 ,524,()()() 
Reserves of Peraonnel ... ... 466,000 404,000 390,()()() 
Medical Services ... ... ... 784,000 791,000 743,()()() 
Educational Services ... ... .. , 401,000 315,000 300,000 
Transport (Freight and Travelling) .. , 703,000 604,000 594,000 
Accommodation (Lodging Allowan~) 93,000 83,000 83,000 

Total for Pel'8onnel and Allied Services £ 22,041,000 21,274,000 19,634,000 

Works, Buildings and Lands ... £ 2,697,000 2,318,000 2,574,000 

General and Technical Stores ... £ 3,376,000 2,605,000 2,491,000 

Mobile Fighting Material-
(i) New Construction of H.M. Ships 7,491,000 9,947,000 5,571,000 

(ii) Bepairs and Maintenance of Ships 8,378,000 7,355,000 6,741,000 

Total for Mobile Fighting Material ... £ 15,869,000 17,302,000 12,312,000 

Guns, Projectiles and Ammunition £ 3,064,000 2,864,000 2,508,000 

Scientific Services ... ... ... 1,198,000 1,087,000 1,120,000 
Fuel for H.M. Ships ... ... on 4,153,000 3,117,000 2,695,000 
Headquarte1'8 ... ... ... .. , 1,315,000 1,196,000 1,155,000 
Miscellaneous Effective Services ... 317,000 287,000 222,000 
Non-Effective Services (Pensions) ... 8,250,000 8,506,000 8,843,000 
Fleet Air Arm (Admiralty Contribution) 1.320,000 1,008,000 1,126,000 

Groea Total •.. £ 63,600,000 61,564,000 54,680,000 
Receipts ... £ 3,595,000 4,425,000 3,075,000 

Net Total ... £ 60,005,000 57,139.000 51,605.000 

It will be seen from these figures that as between 1925 and 
1931 there has been a reduction in the net amount of Navy Esti
mates of nearly £8,500,000, or, if New Construction (which de
pends on the building programme in force) is excluded, of 
£6,500,000. 

229. This, however, does not represent the full measure of the 
fall, as in earlier years the Navy drew on stocks without replace
ment-a cash saving which clearly could riot l>e obtained in-
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d~finitely, and the following figures, supplementary to those already 
glven, are necessary to complete the picture:-

Estimated f'alue of stock8 used without replacement. 

1922. 

£ 
Vote 2 (Victualling and 800,000 

Clothing). 
"Vote 8-II. (Dockyard 1,209,400 

Material). 
"Vote 9 (Naval Arma- (No 

menta). Estimate.) 

1925. 

£ 
250,000 

799,800 

(No 
Estimate.) 

1928. 

£ 
119,500 

675,000 

937,600 

I 1931. 
(EatimBte.) 

£ 
134,000 

324,550 

696,300 

230. These figures show what a considerable reduction has actually 
taken place in Navy Estimates in the last six years, and are 
evidence of the results of the continuing efforts which have been 
made year by year by the Admiralty to restrict expenditure. They 
confirm the view which we expressed at the beginning of this 
chapter that major economies can now only be found in further 
disarmament. 

231. We have obtained from the Admiralty a forecast of their 
future requirements. rhe only major item of change is for New 
Construction. 'Ihe provision made in 1931 is much lower than it can 
possibly be in 1932 and subsequent years. The reduction in 1931 
is the result of the New Construction Programmes of 1928 and 
1929 announced to Parliament by the previous Government having 

_ been reduced by the present Government with the object of creat
ing the desired atmosphere for the-London Naval Conference. The 
curtailment of these two programmes naturally produced two years 
of abnormally low expenditure ob. New Construction in 1930 and 
1931. The subsequent adoption: of larger programmes baaed on 
the agreements reached at the Conference will necessarily result 
in the expenditure on New Construction rising from .£5,570,515 

. in 1931 to approximately .£8,230,500 in 1932. Assuming that 
programmes similarly pased !lore approved in 1932 and 1933, the 
New Construction figures for the two following years will be 
approximately :-

.£ 
1933 8,393,180 
1934 8,532,750 

· In the forecasts of future expenditure which we made in the 
opening chapter of our .J:"eport, we accordingly assumed-<>n the 
basis that existing policy remained unaltered-an increase of Navy 
Expenditure of '£2,700,000 in 1932 and 1933 compared with 1931. 

· It is important to note that this estimate makes no provision for 
· new Capital Ships, the construction of which has been postponed 

by agreement under the London Naval Treaty until after the re
sumption of the Naval Conference in 1935. 



79 

232. It is common knowledge that varied opuuons are held
in the Na.vy itself as to the wisdom of the policy embodied in 
certain deSigns of ships of war. How far, if at all, cohside'rl.ttions 
of cost were allowed to enter into the decision of the Adniiralty 
to adopt, say, the 8 inch 10,000 ton cruiser or the 16 inch 35,000-ton 
battleship we have not enquired. But the difference to the tax~ 
payer owing to the selection of these in preference to smaller types 
has undoubtedly been very substantial, running into millions of 
pounds; and it may well be asked whether the increase in fighting 
value has been equal to the extra cost. Present conditions it is 
true, are different. No new ships exceeding 7,000 tons are being 
laid down at the moment, and the Admiralty have assured us that 
when the New Programme for the year is under consideration, the 
question of comparative cost is constantly in the minds of the 
Board. We appreciate that the size of a ship is determined by 
the qua.lities she is to possess, which in turn depend on the services 
she is expected' to perform and on the qualities of the foreign ships 
she is liable to meet. Yet it is evident that, even under the re
stricted programme allowed by the London Naval Treaty, there 
is room for legitimate differences of opinion as to the size of the 
ships of various classes to be built, e.g., whether a new cruiser shall 
be of the "Leander" (7,000 tons) or the smaller class of say 
5,500 tons, costing roughly £1,500;000 and £1,125,000 respec
tively. Moreover when the question of the capital ship comes up 
for further consideration a.t the 1935 Conference, it is clea-r that 
decisions will have to be taken which will gravely affect the tota.l 
cost of O:f naval defence. 

233. We understand that the Treasury are already given an oppor
tunity to express their views on the financial effect of the year's 
Programme, and we a.ttach great importance to this practice of 
interdepartmental consultation, and to the Treasury being furnished 
by the Admiralty with full information respecting their plans at an 
early stage in the discussion of each year's New Construction Pro
gramme, in order tha.t the Cabinet, when they finally come to con
sider the proposals of the Admiralty, may also ba ve before them 
the views of the Treasury. based on the fullest knowledge that a. 
layman can be expected to have of the questions at issue~ 

In furtherance of this object, we recommend that, before the 
next Naval Conference. the Government should appoint a repre
sentative Committee to enquire into the whole subject of naval 
design and to consider whether any modifications might be adopted, 
either with or without international agreement, which would lessen 
the cost of naval defence without endangering national security. 

234. We propose now to pass to detailed comments on such of the 
items of expenditure as appear to us Ito be susceptible of reduction, 
though we would again emphasise that -substantialslI.vings have 
already been made and that further economies may be difficult of 
attainment without some sacrifice of efficiency. 
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Vote I-Royal Marines. 

235. The number of Officers and Men of the Royal Marines in 1931 
is 9,647, and the provision in Navy Vote 1 Subhead D lor their 
wages and allowances is £1,054,400. In 1922-23, foliowing on 
the Geddes Report, the number was 13,742, and the oost of Rages 
and allowances £1,346,286. 

In view of the not uncommon criticism that the Royal Marincs 
are u.nnecess&.ry an~ should ~e ~lished, we have gone care
fully lllto the ques~lon of thell utility under present conditions. 
The Adm~alty have satisfied us that the Corps form an integral 
ttnd essentIal pun of the Naval Forces, performing certain necessary 
:Specialist duties on shore, and forming aJloat a definite part of the 
.complement of the larger ships which would have to be completed 
-with seamen if the Marines were withdrawn. We are satisfied 
:from the evidence afforded to us, that the Corps could not be 
abolished without a definite and serious loss of naval efBciency. 

Dockyard Police. 
236. Following a reference by the Geddes Committee, in 1921. 

to the excessive number of Metropolitan Police (1665 in all) em
ployed in the Dockyards and other Naval Establishments, such as 
Victualling Yards and Armament Supply Depots, the Admiralty 
established a body of less expensive Royal Marine Police, recruited 
from Royal Marine Pensioners. As an exper i mental step 260 
members of this force were . substituted for 8:a eqnivalent number 
of Metropolitan Police at the Armament Supply Delote, with a 
consequential saving on pay and allowances of £24,000 a year and 
further savings on pensions. The process of pubstitution haD s;nce 
been extended to the Victualling Yards, the bmaller Dockyards 
(Rosyth, Portland and Sheerness) and other establishments, with 
the result that the Metropolitan Police now employed are (with a 
minor exception) confined to the three main Dockyards at PortlJo. 
mouth, De.onport and Chatham. (At these three yards there were 
in 1922, 448 Metropolitan Police, who have since been reduced to 
321, costing £99,882 a. year in pay and allowances.) Followir.g 
the experience gained elsewhere, particularly at Sheerness, the 
Admiralty have recently agreed in principle to the substitution of 
Royal Marine Police for 'Metropolitan Police at Chatham Dock
yard and the necessary administrative changes are now under con
sideration. A saving of about £50,000 would result from the sub
stitution of Royal Marine Police at all three Dockyards, and 
having regard to the experience now gained of the new force, we 
see no reason why the use of Metropolitan Police in Naval Estab
lishments should continue for any longer than is necessary to effect 
the substitution. We recommend that this matter should be taken 
up with a view to the realisation 01 this useful economy at the 
earliest possible date. 
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"Vote 2. Clothing Allowances. 

237. The Geddes Committee recommended •• that in all three 
:Fighting Services the clothing allowance should be reduced by one
third, so that ~he uniformed forces should, like civilians, economise 
in their clothes, but it should be definitely understood that the 
:standard of repair of uniform is correspondingly lowered. II 

The case for such an economy seems even stronger to-day than 
in 1922; and though a saving of one-third seems excessive, a. 
xeduction by 10 per cent. should be possible. The total cost of 
clothing and allowances in· lieu in 1931 is £880,000. On the basis 
.of a reduction of 10 per cent. a saving of £88,000 should be possible 
In 1932. We understand that Naval Clothing may be purchased 
either from retailers or under contracts made by the Navy and 
that the majority of the men adopt the former course although 
the supplies under Naval contracts are cheaper. It appears to us 
dear that'a saving can be made by the men and that the reduction 
we propose is not in essence a reduction in pay. 

Vote 8. D.ockya1'd8. 
238. Any detailed enquiry into the Dockyards would involve 

more time than we are able ~ give. We are, however, aware that 
the Dockyards have been the subject of full investigations during 
recent years and we have heard evidence on the actions which have 
been taken as a result of those enquiries. Accordingly we confine 
our recommendations on this subject to certaion broad questions of 
principle. 

239. Following the Report of a Committee under the Chairman
ship of Sir John Biles in 1926, the introduction of a new and 
modern system of cost accounting in the Dockyards was begun and 
we are informed that it is now in operation at Portsmouth and 
Devonport and is in process of introduction at other Yards. It is 
reported to us that this system is as complete as any yet adopted 
in commercial shipyards bnt we have not been able to carry out any 
investigation. 

On the assumption that the cost of Dockyard operatioDs can now 
be accurately ascertained on a. basis comparable with outside coo
tractors we consider that Naval construction work should only be 
undertaken in the Dockyards where the cost is definitely not more 
than it would _be if carried out by outside firms. For a va.riety of 
reasoDs we agree that it will still be desirable to carry ont ship 
repairs in the Dockyards apart from the question of competitive 
prices. If this policy is adopted, the number of men employed in 
the Yards should be restricted to the number actually required and 
the recent practice of maintaining the lull complements subject only 
to wastage should be discontinued. It seems to us evident that 
economy will result from this course, though we cannot pla.ee a 
definite money value on it. . 
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240. Both the Biles Committee and the Hilton Committee 
(which on the recommendation of the Biles Committt'e was I!~t up 
to consider the financial system of the Dockyards) commented (In 
the absence of any regular system for the replacement of plant alld 
machinery in the Dockyards. 

The Hilton Committee (1927) stated that they believed .. that 
efficient management will be impossible unless the difficulties which 
under the present procedure appea.r to prevent adequate replace
ments of machinery are removed." They therefore recommended 
that regular .. contributions be set aside annually from Navy Vote 8 
to form a. plant and machinery replacement and renewals fund for 
the Royal Dockyards," on a system similar to that in force for 
the Royal Ordnance Factories. They also stllitedthat •• in view 
of the large amount of plant and machinery which now requires 
replacement we strongly recommend that, for the next five years at 
leILSt, the amounts provided in Navy Votes and set aside for this 
purpose should be considerably in excess of the normal rates of 
depreciation except on plant and machinery now new or hereafter 
to be purchased. At the end of 5 years the matter should be 
further reviewed." 

Following detailed consideration by the Admiralty and the 
Treasury a scheme on the lines recommended was worked out under 
which a fixed sum of £80,000 a. year was to be made available for 
5 years at least with a view to modernising the plant. This scheme 
has been in operation since 1929, but, owing to financial stringency, 
the sum of £80,000 was reduced by £4,000 in 1930 and £30,000 in 
1931. We regard this scheme as prudent and likely to result In 
considerable economies, and we think that the full provislon of 
£80,000 & year should be maintained. 

Vote 8.-M echanical Transport. 

241. The Geddes Committee referred to the holding by the 
Admiralty of 492 Mechanical Transport Vehicles, and recom
mended that the requirements should be reviewt:d by the Treasury. 
We ha.ve obtained information from the Admiralty on the present 
position. We fi'Ild that additional services, not in existence in 
1922, now require 65 vehicles but that, deducting these 65 vehicles, 
the present holding is 360, as compared with the Geddes figure of 
492, a. reduction of 132. 

The provision made in Estimates in recent years has been 
(a) Provision made for new vehicles :-

1929 
1930 
1931 

£ 
10,000 
9,000 
7,800 
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(b) Provision made for maintenance, running repairs, etc. ;

1929 
1930 
1931 

£ 
73,402 
72,445 
71,365 

We are informed that the Admiralty keep the needs of each Yard 
a.nd Depot under constant review, and we make no recommendation 
on this subject. 

Votes 8 and 9.-Naval Armaments and Naval Stores, Etc. 
242. The Admiralty have furnished us: with very full information 

respecting the size and nature of existing stocks, both oJ naval 
armaments of all kinds, naval stores, fuel supplies, victualling and 
clothing stores; the basis upon which reserve requirements are 
calculated in each case; and the extent to which existing stocks 
conform to such requirements. We do not think it desiraJble that 
we should go into a detailed analysis of the facts; it will suffice 
to say that, broadly speaking, we :have no fault to find with the 
present Admiralty practice. We note however that considerable 
modifications of the rigidly high standards which formerly pre
vailed have been adopted by the Board in recent years under the 
pressure of financial stringency, apparently without ill effect. 
We are not prepared to suggest any particular directions in which 
the process could be carried still further. At the same time, we 
consider that the Board of Admiralty .should continue to give the 
matter their close attention! . . 
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ABlIY. 

243. Analysis of Expenditure. 

1925 1928 1931 -- Ezpenditme . Ezpenditure. Eetimat& 
: 

.,-. 
PelllOnne1- £ £ £ 

Pay. Clothing and Provisions ••• ... 21,424,000 18,938,000 17,344,00& 
Medical Services ... . .. .. , 989,000 1,069,000 1,012,000 
Education ... ... ... . .. 1,105,000 1,091,000 1,071,00& 
Transport ... ... ... . .. 2,950,000 2,612,000 2,308,00& 
Reserve Forcea-Terntorial Army, 6,410,000 6,200,000 6,582,000 

Armyand Supplementary Reserves, 
Officers Training Corps, Military 
Hospital Reserve, Colonial Militia, 
eto. 

Accommodation (i.e. quartering. 1,549,000 1,626,000 1,421,000 
lodging, fuel and light). 

Total for Pereonnel and Allied Services £ 33,427,000 30,626,000 28,738,000 

Works, Buildings and Land ... ••• £ 4,801,000 3,189,000 2,936,000 
Technical and General Stores ... £ 831,000 876,000 829,000 

Mobile Fighting Material: Tanks. Tract0r8 656,000 703,000 678,000 
and Motor Vehicles (other. than thOle 
operated by the R.A.S.C.). 

Armament ... . .. ... £ 1,430,000 1,003,000 952,000 

Scientifio Services (including Research, 1,084,000 1,102,000 1,074,000 
Design and Inspection). 

Fnel for Mechanical Transport ... ... 75,000 77,000 94,000 
War Office ... . .. ... . .. 897,000 855,000 837,000 
Miscellaneous Effective Services ... 1,914,000 1,169,000 1,086,000 
Non-Effective Charges (Pensions) ... 9,179,000 9,298,000 9,615,000 

Gl'OSB Total ... £ 54,194,000 48,898,000 46,639,000 
Receipta ... ... 9,851,000 8,101,000 6,709,000 

Net Total ... .. .£ 44,343,000 40,797,000 39,930,000 
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The main items of Army Expenditure on which comment is 
necessary have been dealt with in the general part of this Chapter. 
Our remaining rel'Ommendations on the Army are therefore con
fined to certain minor points. 

Vote 5. Subhead J. War Department Vessels. 

244. The following provision is Ufa(]e in 1931 :-
£ 

(1) Shipping Establishment, Woolwich Arsenal ... 5,250 

(2) Wages of Crews of Vessels, Pilotage, Towage, 
etc. 58,750 

(3) Construction, Purchase and Repair of Boats 
and Vessels ... 26,000 

£90,000 

The War Department vessels number 208, and their crews 366. 
They are used for artillery targets, and for the conveyance of per
IIOnnel;-stores a.nd heavy guns, coastwise and even for Irela.nd. 

It is for consideration whether economy could not be effected by 
the Admiralty and War Office keeping each other supplied with 
programmes of the movements of Naval Armament and War De
partment vessels in order tha.t adva.ntage might be taken of oppor
tunities of saving separate journeys in some cases. 

Vote 6. Subhead J. Subsidies jor Mechanical Transport. 

245. Subsidies at the rate of £40 a year are pal~ to owners of 
certain types of lorries. The vehicles are to be availa.ble for pur
chase by the War Department in case of emergency. The maxi
mum amount paya.ble ion anyone year is £40,000, but it is not 
anticipated that the full number will be enrolled in 1931, and pro
vision has been made in Estimates for £20,100. 

This scheme is clearly not producing the results which were 
expected and we recommend that it be discontinued. In addition 
to the saving of the subsidy, there should also be saving from 
reduction of the staff employed for inspection. 

Vote 6. Subhead P. Light Horse Breeding Scheme. 

246. 'I'his scheme provides for the payment of premiums to 
breeders to encourage the production of a. type of horse required for 
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the Axmy. The provision made ion Estimates for 1931 is £30,000. 
In view of the djminishlng Importance of the horse to the Army, 
we recommend that this subsidy should be discontinued. 

Vote 7. Clothing. 

247. As in the case of the Navy, we recommend that a reduction 
of 10 per cent. should be made in clothing allowances. The saving 
would be £55,000. 

Ordnance Factories. 

248. The functions of the Ordnance Factories are (1) to maou
facture warlike stores in peace and war, (2) to provide a. nucleus 
for expansion in emergency, (3) to maintain a check over trade 
prices, (4) to provide for experimental manufacture often of a 
secret nature. These functions demand first that a nucleus estab
lishment be kept at the Ordn~nce Factories irrespective of actual 
peace-time needs for warlike stores, and secondly (and of no less 
import8lDce) that the efficiency of the Ordnance Factories for their 
proper purposes be kept" as high as possible and the cost of their 
operations as low as possible, subject to the maintenance of proper 
conditions of service and to any unavoidable loss caused by the 
first condition. 

249. We underst8lnd that the .. nucleus establishments II at 
Enfield and Woolwich were revised in 1923 and fixed at 
1,050 and 4,332· respectively; that the Enfield establishment was 
further reviewed in 1929/30, and reduced to 920, to be reached 
mainly by normal wastage; and that the Army Council now have 
under consideration the question of reviewing the establishment at 
Woolwich, where the numbers at present actually employed are 
still considerably above the present authorised nucleus. 

250. We recommend that the review of the Woolwich establish
ment should be put in hand at once, and that, when the numbers 
have been fixed, the question whether it is necessary to place orders 
in excess of the amount required to keep the nucleus establish
ment fully employed, and, if so, in what proportion such orders 
should be distributed between the Trade and the Factories, should 
be considered in the light of their respective cost • 

.AJJ regards wages in the Factories, we refer to chapter III. 
of our Report, in which we recommend tl1at the preferential rates 
now paid in Government Iondustrial establishments should be dis
continued. 

~ Excluding the Engineering Department, Central Office, with, aay, 2,400 
employees.' . 
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AIR FORCE! 

251. Analysis of Expenditure. 

-- 1925 1928 1931 
Expenditure. Expenditure. (Estimates). 

£ £ £ 
Personnel-

Pay, Clothing and Provisions ... ... 5,573,000 5,1HI,ooo 5,433,000 
Medical Services ... ... . .. 334,000 304,000 321,000 
Technical Training and Education ... 508,000 517,000 495,000 
Transport ... ... . .. . .. 466,000 394,000 389,000 
Reserves ... ... . .. . .. 298,000 534,000 599,000 
Accommodation (including 

allowance, fuel and light). 
lodging 388,000 371,000 470,000 

Total for Personnel and Allied Services £ 7,567,000 7,236,000 7,707,000 . 
Works, Buildings and Lands ... . .. 3,312,000 2,063,000 2,046,000 

Technical and General Stores ... •.. £ 848,000 651,000 809,000 

Mohile Fighting Material ... ... £ 6,362,000 5,617,000 6,809,000 

Guns, Projectiles and Ammunition •.. £ 338,000 381,000 524,000 

Scientifio Services (including Research 559,000 713,000 822,000 
Design, Inspection, Meteorology and 
Rewards to Inventors). 

Fuel for Aircraft, eto. 546,000 533,000 727,000 
Headquarters ... ... ... 
Miscellaneous Effective Sm:vices-

. .. 706,000 653,000 659,000 

Airships ... ... . .. . .. 401,000 383,000 59,000 
Civil Aviation ... ... . .. 279,000 377,000 651,000 
Miscellaneous ... ... . .. 108,000 105,000 110,000 

Non·Effective Services (Pensions) ... 139,000 211,000 274,000 

Gross Expenditure •.. £ 21,165,000 18,923,000 21,197,000 
Receipts ... . .. 5,715,000 2,831,000 3,097,000 

Net Expenditure ... £ 15,450,000 16,092,000 18,100,000 

252. The largest single Subhead in the Air Estimates is Vote 3, 
Subhead A, £6,529,000 for Purchase of Aeroplatnes, Seaplahes. 
Aero Engines, etc. This includes some £300,000 on account of 
New Formations in 1931; the remainder is expended on Re-arma.
ment and Maintenance of existing formations (say £5,250,000), 
and Research and Technical Development (£914,000). 

Apart from restrictions on the size of the Royal Air Force we have 
considered the possibility of reducing this very large block of ex;
penditure in the following directions, viz. : (1) Limitation of expendI
ture on Research and Technical Development; (2) Stabilisation of 
Estimates; (3) Rationalisation of Aircraft Manufacturing Industry ; 
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(4) .Red~ction of number of di1ferent types of aircraft and aero 
engmes m use by the Ministry; and (5) Liability for the oost of 
product~on of Pro~type machines. The first two points have been 
dealt wIth already ~ paras. 204 to 212 of our Report and will, we 
hope, lead to certam economies; we now discuss the last three in 
order. 

Rationalisation Of Aircraft Manufacturing IndUBt". 

253. The number of firms in receipt of current orders for aircraft 
from the Air Miuistry is 16. They di1fer widel'y in size and com
mand of financial resources, and in the types on which they chiefly 
concentrate. 

254. Prima facie we should have thought that the benefits which 
are commonly found to accompany a wise scheme of amalgamation 
in other industries, e.g., 1ft reduction of overhead charges, 1ft more 
economicaJ use of design staff, and a lowering of production costs, 
would have resulted equally from a well conceived application of 
the principles of rationa.lisation to the aircraft manufacturing 
industry; and we had hoped that the Air Ministry would share our 
view. The Ministry, however, have opposed the suggestion on .. 
number of grounds, which we do not propose to discuss in detail, 
but to which we have naturally given due weight. Nevertheless we 
remain of the opinion that the present number of competing flrmJ, 
relying in effect for their continued separate existence on the 
deliberate policy of the .Air lafinistry in the distribution of orders Is 
excessive, and that some diminution of their number Is desirable 
and can be achieved without involving the disadvantages whIch the 
Air lafinistry are rightly determined to avoid, in particular & 
diminution in the present competitive and fruitful activity In 
design. We wish to make it clear that the form of amalga.
mation which we have in mind is not the concentration in .. 
single unit of all the makers of one particular type of aircraft, 
but the combination, in suitable cases, of makers of different 
types, which can be treated as complementa.ry to each other, i.e., a 
vertical, not .. horizontal sectionalisation. Although each group 
need not necessarily produce all the classes and types required, it 
should make two or three of the classes and 8S ma.ny types in these 
classes as possible if economies are to be effected. We believe that 
this process, if introduced gradually, and with suitable precautions, 
should prove of real adva.ntage both to the State and to the 
industry, and we earnestly hope that H.M. Government will con
sider by what means they can influence its introduction. 

Reduction of number of diDn'fflt. type. of Aircraft, etc. 

255. At present there &fe in daily use in the Royal Air Force not 
less than 44 di1ferent types of aircraft and 35 different types of 
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engine, each one consisting of from 2,000 to 3,000 definite numbered 
parts. Quite apart from the cost of store-keeping, inspection and 
technical control generally (on which emphasis was laid by the Air 
Ministry themselves as a material factor in the cost of their 
overhead charges), it seems obvious tha.t a. reduction in the number 
of different types, both aircraft and engine, should lead to a sub
stantial reduction in cost, by enabling the industry to spread their 
overheads over a larger output of th~:same type. The Air Ministry 
do not of course differ from this view in principle, and are perfectly 
rea.dy, we understand, to apply it in practice as soon as design has 
become sufficiently stabilised. They contend however that the 
time for doing so on a large scale has not yet arrived, the Royal 
Air Force being still in the evolutionary stage; but they hope to 
carry out a gradual process of reduction as time goes on. 

256. We attach importance to this as a source of economy, and 
consider. that the Ministry should carry it into effect as and when 
practicable. . 

d. 

Liability for cost of Prolotype Machines. 

257. At present aircraft in the experimental stage are bought by 
the AiJ:,Ministry either (a) for research in aero-dynamical problems, 
etc., or (b) for development into types which can be produced in 
quantity .for the Royal Air Force. 

We have no quarrel with expenditure under (a); but we have 
felt considerable doubt whether purchases under (b) of what 'nay 
be called II prototype" machines are a proper liability of the 
State; and we have accordingly examined carefully the possibility 
of leaving it. ~o the industry to develop such machines a~ their 
own expense and risk. The case against such a change, put 
briefly, is that:-

(i) It is essential that the R.A.F. should make up in quality 
for what it lacks in quantity; and the maintenance of the 
present high standard of technical efficiency obliges the Air 
Ministry to retain in its own hands the control of technical 
development instea.d of allowing design to progress along the 
lines dictated by the interest or preference of individual manu
facturers . 

. (ii) The Air Ministry must also co-ordinate aircraft design 
with concurrent engine development, and must have regard 
to the whole efficiency of the aircraft as a fighting machine, 
including military load, range, consumption and armament, 
as well as the more spectacular qualities such as speed. 

(iii) It is possible that the designer would seek to recover the 
cost of experimental work from production contracts, and that 
the consequent saving might lOot be as great as would at first 
appear to be the case. 
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These arguments appear to us to have some force; anei in the 
present state of the industry we think that U would be & mistake 
to depart from the present system, . which should, however, be 
regarded as a provisional arrangement, dictated by the conditiolll 
of development of the industry, and requiring reconsideration aa 
l!oon as circumstances permit. 

Vote 2. Vnijorm.. 

258. As in the case of the Navy and Army. we think that & re
duction of 10 per cent. might properly be made in ClothlDg Allow~ 
ances. The saving would be £11,000 a year. 

Vote 3. Airships. 

259. We print as an Appendix to this Report a copy of a letter 
we addressed ~ the Chancello!, of the Exchequer on the 6th May, 
1931, on the subject of Airships. . 

Vote 4. Pembroke Dockyard. 

260. The Air Ministry have explained to us a proposal to transfer 
a tlyilJlg boat squadron from Felixstowe to Pembroke Dock. The 
construction of the necessary 8l.:commodation will cost '£107,000. 
The present cost of maintaining Pembroke Dockyard on .. .• cars 
and maintenance" basis is approximately £5,500 a year, but re
ceipts for the rental of part of the Dockyard not required for Air 
Force purposes and for the supply of electric current reduce the 
net cost to about £2,500. The cost of maintenance when the 
squadron is in occupation will be increased by about £2,000 a year, 
i.e., the cost of maintenance (over and .. bove the maintenance of 
the squadron itself at any home station) will be £4,500 a year. 

Having regard to the fact tliat we are informed that pres
sure on existing 8l.:commodatiOlJl for Flying Boats in Home Watera 
renders the provision of a new station essential, that alternative 
accommodation at Felixstowe would be more expensive and tha.t 
Pembroke possesses advantages as a station by reason of its situa
tion near the Bristol a.nd St. George's Channels, we ha.ve 'DO re
commendation to make on this proposal. 

Voti/ S.-Civil Aviation. 

261. The Vote for Civil Aviation (Air Vote 8), which does not in
elude provision either for the purchase of experimental civil aircrafl 
or for Airships (both of which are included in Vote 3) is £~~O,OOO 
net for 1931, inchiding £365,000 net on account of SubSIdies to 
Air Transport Services. We understand that the policy of H~8 
'Majesty's Government is to stabilise the net Vote at apprOXI
mately. £500,000 per imnum. 
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.262. At prese.nt the Air Ministry have ootered into contracts 
wIth ImperIal Airways for the payment of subsidies for 10 years in 
respect of (~) Europea~ services, viz., London-Brussels-Cologne, 
London-ParIs-Basle-ZurIch, and such other services in Europe as 
may be agreed upon by the Air Council and the Company, and (b) a. 
London-Egypt-Karachi service; and for 5 years from the date of 
the first through services, which it is hoped will be before the 
end of 1931, in respect of a London-Egypt-South Africa service. 
From the commencement of the contracts the aggregate liability 
of the United Kingdom in respect of the two former services is 
£2,490,000, and in respect of the South African service is 
£270,000 net. We observe that the placing of the contracts for 
the European and Indian services, though on each occasion the 
facts were notified to Parliament in a White Paper, and appear to 
have met with little or no criticism, would seem to have been 
contrary to the accepted principle that, except in so far as may be 
necessary for the fulfilment of their statutory functions, Depart
ments have no constitutional authority to pledge Parliament to 
provide money in !II future financial year. Since 1930 the position 
has been rectified by the passing of the Air Transport (Subsidy) 
Agreements Act of that year. We observe also that, while the 
subsidy in respect of the South African service is shared on what 
appears to us to be an equitable basis between the United Kingdom 
Government, the Government of the Union of South Africa and 
the Governments of the intervening Colonies and Territories, the 
subsidy in respect of the Indian. service is borne wholly by the 
United Kingdom Government; moreover, the usefulness of the 
service has been adversely affected by the absence of a continuation 
service from Karachi to other parts of India. 

263. It is possible to argue with great force both for and against 
the policy of a subsidised air transport service, and we recognise 
that so long as other countries subsidise their own national services 
(at far greater total cost than we do), it is impossible for this 
country to adopt a completely different policy without risk to 
national prestige. In any case no useful purpose can be served by 
our discussing the propriety of the expenditure to which His 
Majesty's Government is already committed under contract. 

264. As regards the future, however, we think that the time has 
come for a further independent enquiry into national policy, cover
ing such questions as (i) whether it is expedient to enter into any 
fresh agreements with Imperial Airways, especially during the 
present financial depreSSion, and if so, on what terms: (ii) whether 
any such agreement should be confined to fast mail transport only, 
and if so whether the existing agreements for passenger-cum-mail 
service might with advantage be revised, subject, of course, to 
agreement with Imperial Airways: and (iii) whether the responsi
bility for air-mail service contracts ought not to lie vested in the 
Post Omce rather than the Air Ministry. 
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Development includes provision for an expenditure in 1931 of 
£48,000 on Experimental Civil Aircraft, of which £5,000 is in 
respect of a New Programme commencing with the year 1931, 
involving a total commitment of £40,000. We recognise that, in 
the present state of the industry, progress in design without the 
assistance of the Air Ministry, may be slow; and we hesitate to 
recommend the abolition of this expenditure altogether. But we 
think that the results are too remote from our immediate necessi
ties for us to be able to afford provision on this scale under present 
conditions. We \herefore recommend tha, the New Programma 
for 1931 be abandoned, resulting in a saving 01 £5,000 this year, 
and that the expenditure in future be restricted, subled to exlsUng 
commitments, to a sum not exceeding an average 01, say, £20,000 
a year. 

Vote 10.-Air Ministry. 

266. The gross cost of the Air Ministry Headquarters for 1931 is 
£656,000 which is 3.ll per cent. of the total expenditure on Air 
Services. The Admiralty and War Office Headquarters cost 
£1,154,673 and £837,000 respectively and the percentages are 
2.ll per cent. and 1.79 per cent. These comparisons cannot how
ever be taken at face value. The administration of the R.A F. 
is more centralised particularly as regards technical, scientific, and 
inspection services, whilst the Air Ministry also controls Civil 
Aviation and Meteorological Services which are extraneous to the 
military service. Further the Estimates of the two senior ser
vices include large sums for retired pay and pensions, in respect 
of which administrative costs are small. We are assured that if 
allowance is made for these factors it can be shown that the per· 
centage costs of the Headquarters Administration of tlie R.A.F. 
is hOt appreciably higher thwn obtains in the other Services. There 
has indeed been a steady improvement in this respect in recent 
years. 

267. In the case of Admiralty and War Office establishments & 

comprehensive enquiry was made in 1923 by a. Cabinet Committee 
under the Chairmanship of Lord Weir, but the then nncertain 
state of Air policy precluded its extension to the R.A.F. establish
ments. We recommend tut an invesUgaUon s1mUar to tllat 
conducted by the Weir Committee should now be undertaken lor 
the Royal Air Force as in our view, as there has been a decade 01 
expansion and acUve development 01 polley there Is a prlma Iacla 
case for a similar general review of Air establishments. ThIs re
view should cover the whole fleld of organlsaUon, I.e., Commandl 
as well as Headquarters. 
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CHi\PTER V. 
DEVELOPMENT. 

268. The comparative statistics of expenditure given on page 19 
show that State expenditure intended to promote economic develop
ment in this country has increased by £46,000,000 per annum in the 
past seven years. Such charges, and the similar expenditure on 
Empire development, appear in many places in the national 
accounts and cover a wide field. The precise limits of the field 
are a matter of opinion. We propose in the present chapter to 
deal with expenditure which should, in our opinion, be looked 
at primarily from the standpoint of economic benefit. On this 
basis, we select the following items from the national accounts. 

CIVIL ESTIMATES, 1931. 

Class I.-Vote 4. Treasury 
Economic Advisory Council 
Advisory Committee under the 

Trade Facilities Acts 
Vote 23. Scottish Office 

Western Highlands and Island 
Transport Service Subsidy 

Class II.-Vote 6. Empire Marketing Board 
Vote 7. Oversea Settlement 
Vote 9. Colonial and Middle Eastern 

Services 
Vote 10. Colonial Development Fund, etc. 

Class IV.-Vote 9. Scientific Investigations, etc. 
Grants to Royal Societies ... 
Grant to North Sea Fisheries 

Investigation 
Grant to Medical Research 

Council 
Class V.·-Votes lA and 13.-Gra.nts to Unemploy

ment Schemes in Necessitous 
Areas ... 

Vote 8. Ministry of Labour 
Transference and training 

Vote 9. Grants in respect of Unemploy
ment Schemes (Unemployment 
Grants Committee) 

£ 
6,500 

2,802 

31,000 
659,000 
264,750 

1,610,716 
758,342 

12,050 

1,150 

148,000 

175,000 

894,100 

3,000,000 
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Class l7 I.-Vote 1. Board of Trade 
Standards Department 

Vote 3. Mercantile Marine Services 
Vote 4. ;Department of Overse&.s Trade 
Vote 5. Export Credits (token vote) .. , 
Vote 6. Mines Department 
Vote 7. Crown Lands Office 
Vote 8. Ministry of Agriculture and 

Fisheries 
Vote 9. Beet Sugar Subsidy 
Vote 11. Forestry Commission 
Vote 12. Ministry of Transport 
Vote 13. Development Fund (Develop

ment Commission) 
Vote 14. Development Grants (Develop

ment (Public Utility) Com
mittee) ... 

Vote 15. Department of Scientific and 
Industrial Research 

Vote 16. State Management 
Districts (token vote) ... 

Vote 17. Scottish Department of Agricul
ture 

Vote 18. Scottish Fishery Boord 
Class X.-Votes 1 and 2. 

Relief to Industry and Agricul
ture from Derating 

Road Fund.-Grants to local authorities 

11,016 
350,209 
424,507 

100 
320,521 
32,214 

2,310,152 
2,150,000 

665,000 
163,522 

500,000 

400,000 

456,004 

100 

572,313 
81,507 

25,895,780 
33,395,000 

£75,291,355 

269. This total does not include the cost of allied services in con
nection with the above Votes, charged! under the Government 
system of accounts on the Works, Stationery Office, Post Office 
and Supera.nnua.tion Votes. Neither does it include expenditure 
that is being recovered by fees or other charges. This applies to 
the two token Votes above and to the expenditure of the Post 
Office on the development of its State enterprises. The large 
electrical developments now taking place under the aegis of the 
Central Electricity BoaJ:d and the Electricity Commission are 
also on a. self-supporting basis. 

270. If one is to obtain a complete picture of the extent to which 
the Sta.te has undertaken liabilities of a development character 
since the War it would be necessary not only to include this re
coverable expendJiture but also to take account of the heavy capital 
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liabilities which have been accepted in connection with unemploy
ment schemes of various kinds. Some of these are only con
tingent liabilities such as the guarantee in respect of principal 
and interest of loans under the Trade Facilities Acts now standing 
at £62,000,000 or the liability under the Export Credits Scheme 
now standing at £4,000,000. In other cases the grants (shown in 
the above table) represent contributions in respect of interest or 
sinking fund or both, which will continue (at a declining rate) 
for the ne.xt thirty years. Since its inception the Unemployment 
Grants Committee has assisted schemes estimated to cost in all 
£187,000,000 and on the 30th June, 1931, the capital value of 
its outstanding liabilities amounted to £39,650,000 which does not 
include the capitalised liabilities in respect of road schemes trans
ferred to the Road Fund in 1926 (see paragraph 291). 

271. The other committee operating under the Development 
(Loan Guarantees and Grants) Act, 1929, has, with Treasury 
approval, promised grants of present value about £8,250,000 towards 
schemes estimated to cost £35,125,000. 

272. In reviewing in some detail the great variety of objects on 
which this expenditure is being incurred we find considerable diffi
culty in elucidating the principles that are being followed, and 
where they have been made plain to us we are by no means entirely 
in agreement with them. With the fundamental immediate object 
of improving employment in this country no one will disagree, 
nor will anyone dispute that one of the most important lines of 
advance towards this goal is the economic development of this 
country; but when we find golf courses, tennis courts and swim
ming baths being subsidised as economic development, when we 
find roads being constructed at great cost in the remoter parts 
of Scotland, or to meet holiday traffic on the South Coast whereas 
the road needs of industry and trade lie rather in our congested 
urban streets; when we find grants paid to local authorities for 
10 years in succession for accelerating work which it was their 
duty to carry out if it should be done at all; when we find Govern
ment departments gi"ing free of cost to private traders services 
which more progressive traders are providing for themselves; when 
we find schemes of land settlement or development proceeding 
at a cost out of all commercial relation to any results lik'ely to be 
attained; when in short we see these and many other activities 
being pressed forward to the embarrassment of the national finances 
with danger of ibcreased taxation and serious repercussions on the 
general economic position of the country, then indeed we think it 
is time for a careful review of the whole policy of development. 

273. An examination of the field of development expenditure 
reveals a broad distinction of services into those more or less per
manent in character which have been held to be justifiable as norma.l 
activities of the State and special measures of a temporary 
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character relating to the present trade depression. The first cate
gory may be sub-divided into:-

(a) services in aid of home industries generally: 
(b) services in aid of particular home industries: 
(c) State enterprises; 
Cd) Empire development: 

the second category we deal with as a whole. 
These divisions are not entirely watertight; some services faU 

into more than one category and some services which have originated 
with the trade depression may eventually establish a footing &I 

normal services. Nevertheless the classification is a useful guide 
to any review of the field. The references in the table are to the 
respective class and vote in the Civil Estimates. 

I.-NORMAL DEVELOPMENT SERVICES. 

(a) Services In .Aid of Home Industries General1,. 

(i) Research and standardisation.-Such activities appear in 
many places in the national accounts, the more important being 
shown under the heads :-

Department of Scientific and Industrial Research (VI 15). 
Board of Trade (Standards Department} (VII). 
Medical Research Council (IV 9). 
Agricultural and Fishery Research by the English and Scot-

tish Departments of Agriculture and Fisheries (VI 8 & 17). 
Development Commission (Grants) (VI 13). 
Forestry Commission (Grants) (VI 11). 
Empire Marketing Board (Grants) (ll 6). 
Ministry of Transport (Research on road materials, &c.). 
Post Office. 
Navy, Army aiid Air Force Votes. 

(ii) Powe1' and T1'ansport. 
Ministry of Transport, including

Road Fund. 
Electricity Commission. 
Central Electricity Board. 
Supervision of Railways, Canals and Docks, &C. (VI 12). 
Board of Trade (Gas and Shipping) (VI 1). 

(iii) T1'ade Intelligence. 
Department of Overseas Trade (VI 4). 

(iv) P1'ofJision of Labour. 
Ministry of Labour (Employment Exchanges-Training 

and Transference) (V 8). 
(v) Relief of Rate, on Ind'U8t'1l and Agricultu1'e. ex 1 & 2). 
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(b) Services in Aid of Particular Home Industries. 

(i) Agriculture and Fisheries. 
Ministry of Agriculture and Fisheries (VI 8). 
Scottish Department of Agriculture (VI 17). 
Scottish Fishery Board (VI 18). 
Development Commission (VI 13). 
Empire Marketing Board (II 6). 

(ii) Beet Sugar Industry. 
State subsidy (VI 9). 

(iii) Forestry. 
Forestry Commission (VI 11). 

(iv) Coal Mining. 

Mines Department (including Reorganisation Commission) 
(VI 6). 

(e) State Enterprises. 

Postal, Telephone and Telegraph Services. 
State Management Districts (Liquor control) (VI 16). 

(d) Empire Development. 

Empire Marketing Board (II 6). 
Oversea Settlement (II 7). 
Colonial Development (II 10). 
Colonial and Middle Eastern Services (II 9). 

II.-TRADE DEPRESSION SERVICES. 

Trade Facilities Scheme (now closed except as regards past 
guarantees). 

Export Credits Scheme (VI 5). 
Training and transference by the Ministry of Labour (V 8). 
Unemployment Grants Committee (V 9). 
Development (Public Utilities) Committee (VI 14). 
Grants for unemployment works in Necessitous Areas 

(limited to £500,000 in all) (V lA). 
Unemployment road and bridge schemes. 
Unemployment drainage and water supply schemes 

(VI 8 & 17). 
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GENERAL CONSIDERATIONS. 

274. The general criterion which we have in mind in selecting 
services for consideration in this chapter is that of economic benefit. 
We do not suggest that it is already a dominant consideration in 
regard to the whole of this great miscellany of activities, but W6 

are definitely of the opinion that this is demanded by our present 
economic conditions. This benefit may appear in the form of 
direct profit on an enterprise; more commonly' is it to be found 
in the general assistance which the State action affords to those 
engaged in industry. These indirect gains make it desirable for 
the State to take a much broader view than the private investor 
in deciding whether a given expenditure will, or will not, be a 
profitable investment of the national resources, but the task is 
thereby rendered much more difficult. The difficulty of making 
the decision does not however detract in any way from the im
portance of keeping this criterion of economic benefit steadily 
in view. 

275. There has in our view been an unfortunate tendency since 
the war to confuse economic development, or. to put it plainly, 
profitable development, with what we may term" amenity develop
ment .. , especially in the field of Trw.e Depression Services. We 
do not dispute the need for the Government to do its best during 
a. trade depression to break the vicious circle of declining confidence, 
fa.lling off of investing, growing unemployment and increasing 
burdens on production. At such a time it behoves the Govern
ment" to show its faith in trade recovery and to try to re-establish 
confidence, 'but !this will not be achieved by expenditure on 
amenities likely to increase still further the burdens on production. 

V 276. We are aware that expenditure during a trade depression on 
public works of any kind is often advocated as a means of preserv
ing the morale and physical fitness of the workers and also on the 
ground that the unemployed have to be maintained in any event 
and that the nation ought to make some use of their labour. We 
are not greatly impressed by the first as an argument in favour of 

" amenity development. It is to be expected that the more nearly 
a. scheme approaches ordinary commercial activity of the kind to 
which the man is accustomed, both in the nature of the work and 
in the manner in which it is being executed, the more the employ
ment approximates in its effect to normal employment. On the 
other hand we share the view commonly expressed that to the 
extent that the employment is unusual to the man, that the work 
is obviously of little immediate value, that it is not being carried 
out under normal commercial conditions, any effect on the man's 
morale may be discounted. Even as regards maintaining a. man's 
physical fitness for his normal occupation there are serious limita
tions to the value to be attached to public works, where the only 
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labour open to the unemployed man is mostly of a heavy manual 
character. 

277. The problem of securing some useful work from the man who 
is being maintained in idleness is an ancient one and many attempts 
have been made to find a solution. A line of argument that has 
been found very attractive in many quarters proceeds from the 
fact that the margin between profitable and unprofitable employ
ment is often smaller than the cost to Ithe community of maintain
ing a man in idleness. Would it not, so the argument proceeds, be 
better to subsidise the employer to maintain the man in employment 
and the country's trade in its normal channels, rather than pay 
more to keep the man in idleness. Expressed in this simple form 
the question would appear to admit of only one answer, but closer 
investigation shows the danger of grave abuse. It would be im
possible in practice to draw a sharp line in industrial operations 
between work which would have been done in any event and work 
which would not have been profitable without a subsidy. Even a 
stipulation that the subsidy should only be given in respect of un
employed men taken on for the work could be easily evaded by a
manufacturer discharging his men and taking them on afresh. 
Under such conditions the arrangement might easily degenerate' 
into a subsidy to wages, recalling the classic abuse of the poor law 
of a century ago, associated with Speenhamland. 

278. The only cases in which it has hitherto been found practicable 
to work a system of subsidies to operations of a commercial character 
are the grants for capital works carried out by public utility com
panies such as railway, dock and harbour companies, where a 
reasonable degree of assurance is forthcoming that the works would 
not have been undertaken at the present time without a subsidy. 
As long as the operations are of a commercial character and the 
measure of State assistance does not exceed the saving to the 
country in respect of the maintenance of the unemployed, an 
arrangement of this character is not undesirable, !but if the test 
of profit be absent and the State grant be increased above the 
saving to the community the system may easily become wasteful. 
We revert to this matter below in dealing briefly with such of the 
above mentioned services as call for special comment. 

I. RESEARCH. 
279. The war gave a great stimulus to scientific research in this as 

in other countries. It was a vast object lesson to the mass of Ithe 
people in the applications of science and led to a marked change 
in the national outlook towards scientific research. This process 
has been quickened by the many readjustments which post war 
conditions have made necessary in our national life; in our 
industries, our methods of locomotion and transport and even in our 
recreations. Necessity is the mother of invention and our 

1090.; D2 



100 

llecessities since the war have been mallY and great. In these cir
cumstances it is not surpricring to find & rapid development in 
research expenditure both by the Government and also by private 
enterprise during this period. 

280. We do not doubt that the need for such expenditure will 
increase rather than diminish. This country is finding its long 
established pre-eminence in certain basic industries seriously chal
lenged by the sedulous fostering of such industries by other nations 
in an endeavour to be more self-contained. In regard to other indus
tries the world is turning to rival products and leaving productive 
capacity. in these industries both here and abroad much in excess 
of probable requirements. It is no use hoping or trying to reverse 
these tendencies; we must face the fact that much of the decline in 
some of our most important industries will be permanent and we 
must turn our attention therefore more and more to the develop
ment of other existing or new industries which demand & higher 
degree of skill and scientific equipment. The State can render 
great assistance to this process of readjustment by promotin~ 
research and standardisation due precallitions being taken against 
transferring to the State the burden of ordinary industrial research 
which has become one of the essential costs of production. 

The chief dangers Ito be avoided are (a) duplication of effort and 
(b) the expenditure of money on research, which however interesting 
does not afford the prospect of benefit to the country commensurate 
with the cost. 

(a) The co-ordination 0/ research. 

281. With a. view to preventing duplication of effort it is most 
desira'ble that the research work being carried on, not only in each 
industry but in the country generalJy, should be properly c0-

ordinated and that the oo-ordinating bodies should include a strong 
representation of persons in close touch with national needs. Both 
objects are secured in considerable measure by the present organiza
tion of the Department of Scientific a.nd Industrial Research and 
the Medical Research Council under the Privy Council and we 
were glad to learn in the course of our enquiry tha.t steps had been 
taken to establish a somewha.t similar Advisory Council for 
Agricultural Research. The Government will now have at its 
service three advisory bodies c.-omposed of disti'n~ished independent 
experts fully competent to give advice on all questions falling 
within their respective spheres which together comprise the whole 
range of economic research. The common responsibility of these 
advisory bodies to the Lord President of the Council will facilitate 
Ithe handling of questions falling within the sphere of more than 
obe of them .. 

282. We recommend that as far as is consistent with efficient 
administration the actual direction of research in the three spheres 
ahould be brought under the control of the three Advisory Councila. 
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In 80 fa.r as separate research under the direction of any other 
Department ma.y be thought desirable, it should be incumbent 
on the Department first ,to submit its proposals to the appropriate 
Advisory Council and to submit their report to the Treasury when 
seeking authority for the necessary expenditure. In this way the 
Treasury would have before ,them the views of scientific experts, 
fully familiar with the issues involved and well informed of the 
facilities already available both under Government and private 
auspices to ~cure the result desired. Moreover the very fact that 
such prior consultation had to take place would permit of dis
cussion in the early stages when the proposal was in process of 
formation. Lt is at that period that the fullest and most effective 
oo-ordin8Jtion ca.n be brought about. 

283. In making this suggestion we recognise that in the case of 
the Defence Forces there are secret investigations that admit of no 
such consultation with the civil Departments mentioned. These 
would be definitely excluded from any such arrangement. But in 
the formation and development of research organisations of the 
Defence Forces the closest co-operation with the Advisory Councils 
should be maintained. With a view to preventing possible over
lapping all programmes of research should be as far as practicable 
on similar lines with the objectives clearly stated and such pro
grammes should be circulated annually to all Departments 
concerned. (This procedure operates at present between the 
Department of Scientific and Industrial Research and the Services). 

284. It may be difficult at times for the department proposing a 
new or extended research service to determine whether any particular 
project falls within the purview of one rather than another of the 
three Advisory Councils we mention. If the three Councils are in 
proper association with each other, and we have no reason to doubt 
that this will be the case, consultation between the Secretariats of 
the Advisory Councils will ensure that the appropriate Councilor 
Councils are consulted. But to secure the fullest opportunity for 
effective consultations, arrangements should be made whereby the 
Secretaries of the three Advisory Councils should meet regularly, 
flay at three monthly intervals. Where matters of major 
importance are to be discussed, the Chairmen of the three Councils 
should be present. 

285. Our conclusions on this head may therefore be summarised 
thus. No proposal involving the future establishment or extension 
of activities involving the creation or addition of scientific research 
accommodation or staff or the payment to some outside agency for 
research services should be submitted by any Department of State 
to the Treasury for approval without a report from the appropriate 
Advisory Councll concemed with· Agriculture, Medicine or Scien
tific and Industrial Research, unless, in cases where National 
Defence is concemed, the respective Service is satisfied that 
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the research is of a secret nature or the arrangement is for any other 
reason impracticable. Even where the funds to be used for the 
purpose intended are derived from sources other thaD. those normally 
voted by Parliament, the same procedure should be followed if 
there is any likelihood of charges falling upon the national 
exchequer for its continuation or its natural development. In a 
number of cases the report of the appropriate Advisory CouncU 
may well indicate that the proposed activity can best be controlled 
and financed directly by the originating Department and this 11 
likely to be the case where development work as opposed to re
search work proper is concerned. 

(b) Financial Control of Research. 

286. The foregoing proposals should be effective in securing a 
proper consideration of research activities and in preventing wasteful 
duplication. The maintenance of a due correlation between the 
expenditure on research and the benefits to be derived therefrom 
is a much more difficult matter. This difficulty is acute even in 
the simple case of research carried on by industrial firms where the 
benefit can only come in the form of increased profits on the firm's 
products. A complete solution of the problem is almost impossible iu 
the national sphere where economic benefit may be obtained in 
many different ways. There must, of course, be an optimum 
figure for the national expenditure on each of the three main 
branches of research, above which increased expenditure fails to 
bring an adequate return, but opinion will differ widely as to what 
the figure should be. We do not feel that we can do more than 
recommend-

(i) that meetings of the Advisory Councils for industrial and 
agricultural research should be attended by a: Treasury representa
tive when matters of financial importance are under discussion and 

(ii) that as a general rule State aid should not be given to 
research which, even if successful, would seem to hold out little 
prospect of general benefit. 

287. We do not extend these recommendllltions to the third 
Research Council {viz. the Medical Research Council) for the 
reasons that the element of economic benefit in this field is not as a 
rule capable of assessment and that the Government contr:i.bution re
presents but a. small part of the total effort now being made in the 
field of medical research. The State makes at present an inclusive 
grant to the work of the Council, leaving the Council entirely free 
as to the disposal of the money, and we think that thia arrangement 
should continue. 

288. The object of limiting State aid to industrial and agricultural 
research which will be of definiJte benefit to the general community 
is to maintain the incentive to individual manufacturers to embark 
oil research which will be of direct benefit to themselves. 
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2. THE ROAD FUND. 

289. The !WadFund, or as it was first termed, the !Wad Improve
ment Fund, was instituted under the Development and Road 
Improvement Funds Act 1909 to provide a continuing fund out of 
which grants might be made for the improvement of roads. It 
was fed by the produce of excise duties on car licences and a 
customs duty on petrol. Both assignment of revenue and grants 
were interrupted during the war but in 1920 the Fund was recon
stituted on a much wider basis. The petrol duty, which had during 
the war been transferred to the Exchequer, was abolished and the 
licence duties on motor cars were greatly increased, the scope of 
the Fund !being at the same time widened to include the main
tenance as well as the improvement of roads and certain ancillary 
services in addition. 

290. The development of serious unemployment soon after the re
constitution of the Fund led to the launching of a series of special 
programmes of road works with assistance from the Fund to 
provide employment. The following taJble shows the revised 
estimates of the cost of these programmes to the !Wad Fund and the 
Exchequer up to 31st March, 1930:-

I Road Fund·IEXChequer.j Total. 

£) £) £) 

1920-21 Programme ... ... ... 2,820,564 832,005 3,652,569 
1921-22 Programme ... ... ... 3,987,776 563,000 4,550,776 
1922-23 Programme ... ... . .. 5,157,622 - 5,157,622 
1923-24 Programme ... ... ... 7,495,688 - 7,495,688 
1924-25 Programme •.. ... . .. 15,656,040 - 15,556,040 

Totals £) 35,017,690 1,395,005 36,412,695 

The total estimated cost of the schemes to which these contri
butions have been offered amounts to approximately £56,500,000 
a.nd, as shown above, the contribution from public funds is approxi
mately £36,400,000, the balance being found by local authorities. 

The schemes included in these programmes did not differ in essen
tial character from road work that was being aided under the 
normal operations of the Fund: the main difference lay in the 
magnitude of the schemes and in the high proportion of the cost met 
from the Road Fund. From 1925 to 1929 the practice of earmark
ing special schemes as unemployment works was discontinued, 
but it has been resumed and greatly extended by the present 
Government. We refer to this later. 
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291. The heavy liabillties contracted under the above programmes 
were slow in maturing and on the 31st March, 1926 the Fund had .. 
cash balance of £19,512,000 i c;lUtstanding commitments at the 
same date being £30,174,000. The Budget of 1926 made substan
tial changes in the finance of the Fund. On the one hand the 
licence duties on certain types of vehicles were increased. On the 
other, one-third of the proceeds of the duties on private motor car. 
and cycles was permanently assigned to the Exchequer &8 being of 
the nature of luxury taxation, the two-thirds allocated to the Road 
Fund being regarded as an appropriate charge for road user. At 
the same time £7,000,000 of the accumulated balance was trans
ferred to the Exchequer to assist in meeting the exceptional budget 
difficulties of the year and the Fund assumed the liability for grants 
that had been made for roads by the Unemployment Grants Com
mittee, then roughly £1,000,000 per annum. 

292. On the 31st March, 1927 the balance to the credit of the 
Fund stood at £12,259,000 with total commitments estimated at 
£27,187,000. Owing ~ the fact that roughly two-thirds of the 
revenue of the Fund is received in the last quarter of the financial 
year (i.e., the first quarter of the calendar year) a balance of this 
a.mount was not in excess of cash requirements. Nevertheless, 
Budget difficulties being still acute, .. further £12,000,000 was 
transferred to the Exchequer, the Treasury undertaking at the 
same time to make any necessary advances required to finance the 
Fund each year until its revenue came in. 

293. Still fmher "breaches were to follow in the system under 
which motor taxation was to be applied towards meeting the cost of 
roads. In 1928 a Customs duty of 4d. a gallon was imposed on petrol 
in connection with the great scheme of rating reform of that year, 
the proceeds of the duty being allocated to the Exchequer to assist in 
meeting the heavy cost of the scheme. That scheme substituted 
a. system of block grants based on such general considerations a8 
population, rateable value, etc., for a. number of the existing per
centage grants, including the grants theretofore made from the 
Road Fund towards the maintenance of classified roads in London 
and the County Boroughs and non·dassified roads in other areas. 
An amount equal to the discontinued grants W&8 charged upon 
the Road Fund as a contribution towards the block grants and in 
addition the Fund was required to contribute £3,000,000 per 
annum towards the increased grants that were being made to local 
authorities to allow for the growth of the block-granted services. 
The total amountBO charged on the Road Fund is £6,475,000 per 
a.nnum. Finally in the current year the Customs duty levied OD 

petrol for general revenue purposes has been increased from 4d. 
to 6d. a gallon. 

294. The following table summarises the receipts into and pay
mems out of the Road Fund for the years 1921 to 1930 omitting 
loan and agency operations :-



1921. 1922. 1923. 

£000. £000. £000. 
RECEIPTS. 

Issues from the Consolidated Fund (Motor 10,795 11,772 14,090 
Taxation Receipts). 

Interest and Profit on Investments and Loans 582 353 351 
Miscellaneous ... ... ... ... . .. 1 - 1 

Total Receipts ... •.. £ 11,378 12,125 14,442 

PAYMENTS. 
Administration and Miscellaneous Expenses 121 125 110 
Cost of Collection of Motor Taxation (Ex- 301 289 275 

panaes of Local Authorities). 
Pa.yment towards General Exchequer Con- - - -

tribution under Local Govt. Acts 1929. 
Other Statutory Charges ... ... . .. 40 28 35 
Net Payments under Grants ... ... 8,106 11,726 12,603 
Miscellaneous Payments ... ... . .. 100 111 -
Transfers to the Exchequer under Finance - - -

Act, 1926, and Finance Act 1927. 
Payment to Irish Free State ... ... - - -

Total Payments •.. ... £ 8,668 12,279 13,023 

Balance in Fund at end of year ••• £ 16,011 15,857 17,276. 

Year commencing 1st April. 

1924. 1925. 1926. 1927. 

£000. £000. £000. £000. 

15,563 17,455 17,373 19,666 

505 613 609 360 
- - 1 -

16,068 18,068 17,983 20,026 

132 151 171 184 
288 340 354 387 

- - - -
36 40 43 47 

14,742 16,165 16,975 18,743 
5 - - -

- - 7,000 12,000 

- - - 200 

15,203 16,696 24,543 31,561 

17,035 19,512 12,952 1,417 

1928. 1929. 

£000. £000. 

21,131 21,881 

82 ·200 
- 1 

21,213 22,082 

188 234 
412 446 

- -

54 72 
17,015 19,784 
- -
- -
- -

17,669 20,536 

4,460 6,035 

1930. 

£000. 

22,866 

120 
2 

22,988 

243 
450 

5,071 

129 
22,012 

-
-
-

27,905 

1,119 

..... 
o 
~ 
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~4A. We have already referred to the revival by the present 
Government of special unemployment programmes of road works. 
Two main programmes have been announced 

(i) Five years' programme of works costing £27,500 ,000 ; 
(ii) Trunk roads programme of wo(ks costing £21,000 ,000 

with grants from the Road Fund in both cases usually of 75 per 
cent. or more of the net cost. These gra.nts are additional to any 
liabilities that have been accepted in connection with London 
schemes, particularly for cross river tr&ffic. The total commit
ments outstanding under all these various schemes amounted on 
31st March last to roughly .£60,000,000. 

295. In view of the long recital of decisions almost without 
exception tending to impair the solvency of the Fund, it is not 
surprising to find its finances now in a most unsatilclfactory state. 
'Ihe following table supplied by the Ministry of Tra.nsport shOWI 
the estimated position under existing policies over the five years 
1931-1936, but we observe that it makes no provision for int~rest 
on the outstanding debt. If this be included, every year of this 
quinquennium shows a deficit, the debt rising to over £30.000.000. 
It should be made clear also that this table includes nothing for 
the Charing Cross Bridge Scheme which with its approaches is 
estimated to ('ost the Road Fund over £10,000,000. 

ROAD FL"fl'o.J>. 

ESTDUTBD RBCBIPTS. 

-- 1931/2.11932/3.11933/4.11934/5. I 1935/6. 

Motor Taxation 
£000. £000. I £000. £000. I £000. 

... ... ... 23,350 24,000 24,750 25,500 i 26,250 
Interest on Loans and Investments 100 25 10 - ! -
Loan Repayments ... .. , ... 30 20 10 

165 ! 
-

Road Traffic Act Receipts I 150 155 160 170 
... £\ 

23,630 24,200 24,930 I 25,665 : 26,420 
: 

i 1931{2.11932f3.!1933/ .. !1.34/ .. i 1935/ .. 
£000. 

I. Administration ... ... 480 
II. Other Statutory Charges ... 580 

m General Exchequer Contri 6,475 

i £000. £000. £000. £000. I I 435 450 460 470 , 
535 M5 560 5;0 ' 

- 6,475 6,475 6,475 6,475 : 
bution. 

IV. Maintenance Grants 9,200 9,350 9,350 9'~1 9,200 ! 
V. 1920-25 Unemployment Pr0-

grammes. 
2,000 1,250 -

Carried forward ... 111.735 , 18,795 18,070 16,895 I 16,715 ' 
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1931/2. 193!!/3. 1933/4. 1934/5. 

Brought forward £18,795 £18,070 £16,895 £16,715 
VI. London Cross River Schemes 1,500 2,100 2,500 2,200 

VII. 5 years programme (inclu- 4,000 4,000 4,000 3,000 
ding 2 years schemes). 

VIII. Trunk Roads ... . .. 3,000 4,000 4,000 3,000 
IX. Other Grants ... ... 5,400 5,500 4,700 3,900 
X. Loan Charge Grants taken 700 670 640 600 

over from the Unemploy-
ment Grants Committee. 

£ 33,395 34,340 32,735 29,415 

Surplus, 31st March, 1931 
Estimated Deficit 31st March, 1932 

1933 

£ 
1,120,000 
8,645,000 

18,785,000 
1934 26,590,000 
1935 30,340,000 
1936 29,365,000 

1935j6. 

£16,735 
350 

2,000 

2,000 
3,800 

560 

25,445 

296. As it is now being administered, this Fund has become a 
liability on the na.tional finances and in our view drastic action is 
necessary to remedy the position. First among the steps we recom
mend is the abolition of the Fund and placing expenditure 
on road grants on the annual votes of Parliament. The 
old arguments in favour of the existence of a separate Fund have 
mostly lost their force. There is no longer any clear cut division 
between road finance and the general budget either on the revenue 
or on the expenditure side: the term" Self-supporting Service " 
is now clearly a misnomer: but what impresses us most of all is the 
wholly inadequate financial control thad; is being exercised over 
road expenditure. It is far easier to get £1,000,000 spent on 
roads than £100,000 on any service requiring express Parlia
mentary sanction. We do not blame the Treasury for this 
state of affairs, though Treasury sanction is necessary for all ex
penditure from the Road Fund. Rather do we regard it as the 
natural consequence of a syst.em that allocated a rapidly expanding 
revenue to a particular service irrespective of the needs of the 
service and with no power reserved to Parliament to check its 
growth. The Road Fund has come to be regarded by successive 
Governments as a. convenient means of financing grandiose projects 
without the inconvenience of obtaining Parliamentary approval and 
providing for the cost in the annual budget. 

In recommending that expenditure on roads be brought under 
Parliamentary control we recognise that much of it is necessary 
expenditure required to prOTIde for the economic development of 
the country, but we cannot shut our eyes to the evidence on every 
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aide of heavy outlay on what we ha.ve termed ... amenity develop
meIlll;," development largely serving the needs of pleasure traffic 
in so far as it is required at all by present traffic. 

297. But it is not enough merely to bring road finance under 
Parliamentary coDJtrol: the budgetary position demands that that 
control should be rigidly exercised to eliminate unessential schemes 
where possible and in other cases to slow down the rate of expendi
ture to something more nearly approaching what we can afford. The 
estima.ted expenditure for 1932 is £34,340,000, including £6,475,000 
for the contribution to !the Block Gra.nt. This £6,475,000 would 
under our proposal be voted in future as part of the General Ex
chequer Contributions to Local Revenue in Class X Votes 1 and 2 
of the Civil Estimates. We recommend that the balance 01 the 
Road Fund estimate viz. £27,865,000 be reduced at least to 
£20,000,000 for each 01 the nen two years. We contemplate that 
the estimate for road grants in future would be genera.lly on the 
lines of the estimates given in the table above but with separate 
details as in the Public Works Estimates for major services; show
ing for each service, rotal approved estimate, expenditure to the 
previous 31st March, the amount required for the year and aD 
estimate of the further amount required. for completion. 

298. A limitation of the Vote to £20,000,000 for the nen two 
years will Involve the postponement of many schemes already 
approved in principle and the slowing down of many others. It 
should also involve some lowering of the present very hlgh standard 
of maintenance. As regards new commitments for the future we 
recommend a very cautious policy, at any rate until emtlng 
liabilities are well on the way to being liquidated. In particular 
we should regard an expenditure 01 £12,500,000 on &0 New Charlog 
Cross Bridge with a further £2,000,000 or more on improving the 
access to it on the northem side, as unwarrantable In present 
flnancial circumstances. And an expenditure of £1,850,000 OD 
lrilproving the tramc facilities at the Elepha.nt and Castle. which 
is only one-although an important on&-of a hundred congested 
points in London seems to us hardly more Justiflable. We cannot 
aflord to deal with London trame &ot this rate of expenditure. It 
is high time that a more extended view were taken of the future 
finance 01 London trame facilities. 

a.-DEPARTMENT OJ' OVERSEAS TRADE. 

299. The activities of the Dep8jl1tment of Overseas Trade fall 
under four main heads:-

(a) Headquarters Staff. 
(b) Commercial Diplomatic Service. 
(e) Trade Commissioner Service. 
(d) Exhibitions and Fairs. 
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The expenditure of the Department in 1924 and the estimated 
expenditure for the current year under each head are as follows :-

Headquarters ... 
Commercial Diplomatic Service 
Trade Commissioner Service 
Exhibitions and Fairs ... 
Miscellaneous ... 

Gross total 

Appropriations in Aid. 

British Industries Fair 
Grants from Empire Mar}{eting 

Board 
Other 

Net Total 

Expenditure in 
1924. 1931. 

£ 
125,452 
105,445 

52,868 
40,054 
1,458 

325,277 

13,579 

4,912 

18,491 

306,786 

(Estimated). 
£ 

145,877 
133,315 

79,096 
144,169 
17,500 

519,957 

61,500 

29,575 
4,375 

95,450 

424,507 

300. This vote includes .£29,575 for trade exhibitions in the United 
Kingdom and other publicity activities on behalf of the Empire 
Marketing Board. This expenditure is recovered as an appropria
tion in aid and will be dealt with later under the heading II Empire 
Marketing Board." The policy of the Department is to recover 
also the whole expenditure on the British Industries Fair except 
the special grant of £25,000 a year for publicity, but no recoveries 
are made in respect of the cost of the main intelligence organization 
which has increased considerably since 1928. The activities of the 
Department have been reviewed . on' several occasions since its 
establishment shortly after the war, and the general conclusion 
reached was that it should be made self-supporting if it were 
continued at all. On any principles of rationalisation an organi
zation covering all trade and all countries should be able to give 
better value for money than a. private trader, or even an association 
of traders, is a.ble to obtain by its own representatives. And 
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there is advantage in· maintaining the closest possible touch between 
our trade intelligence service and our diplomatic service. 

301. We recommend therefore that a policy of recovering the 
cost from those who beneflt should be adopted and steadily pursued. 
If traders and manufacturers are not prepared to pay for the services 
they obtain it seems to liS self-evid~nt that they do not consider 
the Department of material beneflt to them and no iustlflcation 
exists for its continuance. 

302. A similar policy of making the Department self-supporting 
should be kept in mind in connection with the British Industries 
Fair and o~her exhibition activities . 

. 4. RELIEF OF RATES ON INDUSTRY AND 
AGRICULTURE. 

303. Under the Local Government Act, 1929, agriculture was 
entirely relieved of rates, and other rateable hereditaments, used 
primarily for purposes of productive industry or of freight trans
port, had their assessment to rates reduced by three-fourths at a 
total estimated cost to the Exchequer of about £26,000,000 p.e.. 
These reductions were intended greatly to reduce the adverse 
effects of rates on industry and were coupled with extensive changes 
in local government administration and with e. radical reform of 
a. large part of the system of Exchequer subventions to loca.l 
authorities. The relief to agriculture only came into effect on 1st 
April, 1929, and that to industry generally on 1st October, 1929. 
and the rapid development of the economic depression in 1930 has 
made it impossible as yet to form any estimate of their effect on 
industry in this country. We doubt, however, whether anyone 
would now suggest the reimposition of the rate burden even if this 
course were still pra.cticable. As a. matter of fact the financial 
arrangements under which the cost of this relief has Ibeen assumed 
by the Exchequer are 80 interwoven with other changes under the 
Local Government ACt and form 80 integral e. part of the elaborate 
new system of general Exchequer Contributions to Local Revenues 
that any reversal of the policy of the Act in this respect would be a 
matter of the greatest difficulty. This new system of State sub
ventions to local authorities raises wide issues which are most 
conveniently dealt with in Chapter VII. 

5. MINISTRY OF AGRICULTURE AND FISHERIES. 

304. The expenditure of the Ministry of Agriculture and Fisheries 
. (excluding the Beet Sugar Subsidy) has increased since 19'24 a:l 
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shown be low. The table also gives provisional forecasts prepared 
by the Ministry of the expenditure in 1932 and 1933 :-

I 
i 

1931 
(Estimate) 

1932 
Pro

visional 
Forecast. 

1933 
Pro

visional 
Forecast. 

I 
1924 

(Expen
i diture). 

------------- ----1----1----1-----

... 1_4_9_~,_49_3_1--59-:-,7-80-1--6-0:-,6-00-1-6-0-:,-600_ General Services 

Agricultural Education and 
Re8earch. 

Education ... 
Research 

... 1 257,902 363,950 424,500 487,300 

--- ,1-__ 25_8_,0_54_1--3-60-,7-8-5-1--4-0-8,-100-1--38-1-,6-00-

Lil-e Stock. 

DiseasE's of Animal Acts _. _ 
Live Stock Improvement .. _ 

Land Settlement, Drainage, etc. 

Small Holdings and Settlements ... 
Land Drainage, etc. ... . .. 

M iacellaneoua-..4gricul/ural. 

Kew Gardens ... ... . .. 
Marketing ... ... ... . .. 
Agricultural Credits and Co-opera-

tion. 
Wages Regulation .. . 
Other Services .. . 

Fi~hery Sert.'ice8. 

Administration 
Research, etc. 
Other Services 

Services arising out of the War ... 

515,956 724,735 832,600 868,900 

39,005 
42,428 

I 81,433 

120,500 
61,385 

181,885 

902,180 862,010 
4,178* 254,225 

124,000 
62,785 

186,785 

124,000 
64,285 

188,285 

875,010 890,010 
343,250 423,250 

1----1-------1------1-------
906,358 1,116,235 1,218,260 1,313,260 

48,554 

26,170 

9,540 
4,012 

88,276 

59,985 
79,085 
17,000 

14,145 
18,325 

188,540 

60,800 
85,000 
18,000 

14,150 
9,510 

187,460 

61,800 
90,000 
19,000 

14,150 
9,510 

194,460 
1----1------1-----1-----

55,772 
12,846 
11,165 

79,783 

15,714 

63,608 
76,310 

10 

139,928 

2,510 

64,400 
36,900 

10 

101,310 

2,510 

65,150 
36,900 

102,050 

2,510 

Gross Totals ... 2,178,013 2,949,613 3,132,525 3,279,065 

*In 1924-6 grants for unemployment drainage schemes were provided on the Vote 
for the Relief of Unemployment. 
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1932 1933 
1924 1931 Pro- Pro-

(Expen.. (Estimate) visional viaional 
diture). Forecut. Foreoaat. 

Appropriation" in Aid. 
£ £ £ £ 

Grant8 from Devel.oprMm Fund. 
Agricultural Education ... ... 20,780 30,800 62,800 112,800 .. Research .. , ... 237,460 296.825 343.676 318.975 
Fishery Research ... ... ... 15,628 17,411 18,460 18.450 
Other Grants ... ... ... 17,337 29.635 20,085 20,125 

291,105 374,671 , 444,910 470,350 

Granl8 from Empire .Marketing -I 
Fund . 

.Agricultural Research ... ... - 31.925 22,200 18.100 
Marketing ... ... ... .. . - 109.500 156.300 166.300 
Other Services ... .. , ... - 11.358 11,700 11,700 

- 152,783 190,200 196,100 

Other Receipl8 ... ... ... 176,718 112,007 111,487 111,712 

Total Receipts ... ... .. . 467,823 639,461 746,597 778,162 

Net Total Expenditure ... £11,710,190 ! 2,310,152 2,385,928 1 2,500,903 

It will be observed in the first pl;we that a large proportion of the 
expenditure of the Ministry is financed by grants from the Develop
ment Fund a.nd the Empire Marketing Fund. While it is true 
that the expenditure iil set out fully in the estimates presented to . 
Parliament, the existence of the large appropriations in aid 
naturally tends Ito soften criticism on this Vote. On the other 
hand when the lump sum grants to the Development Fund and the 
Empire Marketing Fund are under consideration no information 
is available on the~stima.tes as to the purposes to which the money 
will be applied and detailed criticism is bardly possible. The whole 
arrangement seems Ito us prejudicial to financial control. We 
revert to this point later when discussing these two Funds. For 
present purposes we will deal with the gross expenditure. 

305. This shows an increase of £770,000 since 1924 and a further 
ibcrease of nearly £200,000 is anticipated next year and over 
£100,000 the year after, apart from the cost of new legislation now 
before Parliament. If allowance be made for unemployment drain
age grants, met from another vote in 1924, the increase since that 
year is reduced to £560,000. With this correction, the largest 
increases have occurred in agricultural education, research and 
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improvement of livestock (£100,000 each), including in the last case 
;animal diseases (£80,000-an uncontrollable variation), agricultural 
marketing (£80,000) and fishery research (£54,000). 

Agricultural Education. 
306. In present circumstances we are opposed to any further 

ilXtension of this service and we consider that without contrac
tion of existing facilities some reduction might be effected on 
the Exchequer charge. The grants for agricultural education 
.average 67 per cent. of the net expenditure, some services 
attracting a percentage grant of 80 per cent. "Ve regard any 
percentage grant in excess of 50 per cent. as specially open to 
'Objection and we recommend that it should be the maximum grant 
in future for agricultural education. In view of the reduction in 
the general level of teachers' salaries recommended in Chapter ill 
the present moment is specially suitable for the change as the 
reduction in educational salaries will go some way to compensate 
local authorities for the loss of grant. In this connection we would 
refer to our recommendation in the· following chapter in regard 
to the elementary education grants. 

Agricultural Research. 
307. Pending review of this field of expenditure by the new 

"Research Council we make no recommendation for a reduction 
in expenditure, although a lower level of educational remuneration 
will tend to reduce expenditure. We are, however, strongly of 
the opinion that the existing provision should be made to suffice 
lor the next few years, the cost of any necessary new schemes being 
met out of savings on existing schemes. 

Live Stock Improvement. 
308. Expenditure on livestock improvement now amounts to 

£61,000 per annum. In so far as the expenditure is directly 
profitable to the industry it either ought not to be incurred by the 
State or it should be recovered from the industry. The passing of 
the Licensing of Bulls Bill should facilitate the considerable 
reduction on this charge which we think justifiable. 

Land Drainage, I TtYater Supply, etc. 
309. Prior to 1920 the State made no grants for arterial or field 

drainage, but acted on the principle that the laud ibenefited must 
pay the cost. Since 1920, however, the pos1hlon has gradually 
evolved that the State is expected to contribute, not only to arterial 
drainage, but also Ito local field drainage and water-supply schemes, 
which are ordinary landowners' improvements. These are the 
tmccessive stages of evolution :-

(a) For unemployment purposes, temporarily, the Ministry 
were authorised in 1920 to make grants to drainage authorities, 
towards approved schemes of arterial drainage. These, or 
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similar grants, have since been continued as part of the policy 
of reducing unemployment by State schemes of expenditure. 
The grants were at first 75 per cent. of the net cost, but were 
subsequently reduced to 50 per cent. of the net total cost or 
75 per cent. of the wages bill in each instance. 

(b) In 1926, for the first time, the Government started ,. 
system of drainage grants, not for unemployment purposes, 
but for the sake of productivity, on the ground that water
logged land impedes production and that the landowners and 
land occupiers" could no longer afford to pay the full cost of 
drainage works. In 1926 the Government of the day promised, 
inter alia, £1,000,000 over the next five years for grants to 
drainage authorities for approved arterial drainage schemes. 
The grants were fixed at first at 331 per cent. of the net cost. 
(Later, in the special case of the Quse a 50 per cent. grant of 
£1,250,000 was promised; but the necessary Quae Bill was 
"defeated in Committee, on local grounds, and no new Quae 
scheme has yet been approved.) 

(c) Two years later, in order to encourage authorities to 
employ .. transferred labour" from the depressed areas, it 
was arranged that the grants under (b) should be 50 per cent. 
in special cases where the prescribed proportion of transferred 
labour was employed. 

The estimated cost of existing schemes under (a), (b) and (c) 
in 1931 is £132,000. 

(d) As part of the Autumn programme of 1929 for dealing 
with unemployment, temporary grants were given to land
owners, for the first time in England, towards the cost of 
approved schemes of local field drainage, water-supply, etc. 
Those grants still continue and are normally 331 per cent. of 
the net cost, but 50 per cent. is paid where transferred labour 
is employed. The estimated cost in"1931 is £60,000. 

(e) Finally, in 1930, a new Land Drainage Act, which 
created Catchment Boards for all the main catchment areas, 
gave rise to .lL fresh type of grant towards the cost of arterial 
drainage schemes. Previous grants had been temporary 
grants, either for unemployment purposes or for productive 
purposes (with,in this last case, a fixed total money limit). The 
grants now promised to Catchment Boards towards the capital 
cost of new schemes are, in effect, a normal and permaneni 
part of the grant system. Despite the fact that arterial drain
age in the past has been self-supporting, and that the 1930 
Act eases the financial difficulties of the owners and occupiers 
of flooded land by creating new powers of rating the whole 
catchment area, including the .. uplands", the new authori
ties have been promised a regular system of grants in future, 
where the need is established, towards approved Catchment 
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Board schemes in future. The rate of grant is not fixed but is 
to be determined with due regard to the rateable value of the 
area and to local burdens. £58,000 is provided for these grants 
in the 1931 Estim.ates; and, as schemes involving many 
millions of pounds may develop in the course of the next ten 
years, the future potential burden on the Vote is very heavy. 

We recommend:-
(a) that the scheme for grants to landowners should be 

terminated forthwith, 
(b) that the grant to any drainage schemes promoted by a 

drainage authority should not normally exceed 25 per cent. 
of the cost, this representing the estimated saving to the 
State in the maintenance of the unemployed. In this con
nection we would refer to our remarks below on the grants of 
the Unemployment Grants Committee. This would neces
sitate the abolition of the existing limit in' section' 22 (2) of 
the Land Drainage Act, 1930, on the amount chargeable on 
the rates, and 

(c) that special consideration be given to Catchment Areas 
in which, owing to low rateable value, the cost of a. necessary 
major improvement would impose an excessive burden. 

Agricultural Marketing. 
310. The total estimated cost of agricultural marketing 

in 1931 (including Administration provided for in Subheads A 
and B of the Vote) is £131,000, of which amount £113,000 
is to be met from the Empire Marketing Fund. £76,000 is to 
be spent on marketing work and £55,000 on "foreground" 
publicity. The latter sum falls really on the Exchequer, and not 
on the Empire Marketing Fund, as a special addition is made to 
the Fund for the purpose, over and above the general lump sum 
provision which the Marketing Board spend at their discretion. 
This II foreground " publicity has served to familiarise the public 
with the national mark scheme, and we think that this expenditure 
may now be discontinued-except in so far as the producers are 
prepared to meet the cost. 

311. We consider that by proceeding on the general lines in
dicated above it should be possible to reduce the provisional fore
cast of the gross expenditure of the Ministry for 1932 by not less 
than £500,000. As the provisional forecast for 1932 is £183,000 
in excess of the estimate for 1931 this would represent a gross total 
of £317,000 below that for the current year. 

Land Settlement. 
312. We have reserved till last the difficult question of land settle

ment, as the existing charge in the Vote for this service is contrac
tual in character and any alteration of policy can only affect future 
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growth: moreover the position is complicated by the new legis
lation at present before Parliament. Three schemes have been 
operated up to the present :-

(1) The pre-War scheme under the Small Holdings and 
Allotments Act, 1908. 

(2) The post-War scheme under the Land Settlement 
(Facilities) Act, 1919. 

(3) The current scheme under the Small Holdings and 
Allotments Act, 1926. 

1. Small Holdings and Allotments Act, 1908.-County Councils 
were first empowered to provide small holdings under the Small 
Holdings and Allotments Act, 1908. Money for capital expendi
ture was provided from the Local Loans Fund at 3i per cent. interest. 
Schemes were to be self-supporting, and in order to facilitate 
this the ~inistry could pay (i) the costs (i.e. legal, etc.) of acquir
ing land and (ii) half the costs of ascertaining the demand. It 
in fact losses were subsequently incurred the Ministry could pay 
half the losses, the other half falling on County funds. This 
arrangement continued in force up to 1919, when by the Land 
Settlement (Facilities) Act of that year the Ministry was authorised 
to recoup all losses reasonably incurred by Councils in the adminis
tration of the Acts. The sums paid by the Ministry under these 
provisions in respect of the period 1st January, 1908 to 31st March. 
1919, were as follows :- £ 

Half losses on Schemes ... 3,644 
Costs of acquisition 267,678 
Half cost of ascertaining demand .,. 13,712 

285,034 
Additional payments made under the Act of 1919 111,244 

£396,278 

To the extent to which there were losses or profits in subsequen~ 
years these were merged in the deficit under the post-war Land 
Settlement Scheme. According to returns furnished by Councils 
at 31st March, 1926 (the latest date for which separate figures 
are available), the expenditure incurred and the holdings provided 
under the Act of 1908 were as follows;-

Area acquired and let or sold for small holdings at 31st March, 
1926 ;- Acres. 

Acquired by purchase ..• ... 137,212 
Acquired by lease 49,206 

No. of men settled and still in occupation ... 
Approximate capital expenditure ..• , .• 
A.pproximate average capital expenditure 

per man settled 

186,418 
12,340 

£5,350,000 

£433 



2. Land Settlement (Facilities) Act, 1919.-The post-war 
Bcheme was designed to settle ex-service men on the land. The 
necessary funds were advanced out of national revenue to the 
County Councils as agents of the State which assumed liability 
for all losses. Owing to the high cost of building and the high 
rates of interest charged on the loans (about 61 per cent.) these 
losses have been very heavy. In order to give the County Councils 
an interest in efficient management reimbursement to them since 
1st April, 1926, has been on the basis of loan charges, etc., less 
estimated net income from the holdings averaged over a period of 
60 years or more. Payments during the last four years have been 
as follows :-

£ 
1927 886,000 
1928 876,000 
1~29 849,000 
1930 845,000 

The paymentB will gradually decrease in amount up to about 
the year 2000 by reason of the termination of leasing schemes and 
the repayment of loans. The principal facts of the scheme may be 
summarized as follows : 

Area acquired and let or sold in small holdings at 31st March, 
1926 :-

Acquired by purchase 
Acquired by lease 

Acres. 
... 223,000 

33,000 

Approximate No. of men settled and still 
in occupation 

Approximate capital expenditure 
Approximate average capital expenditure 

per man settled and still in occupation ... 
Present annual loss per man settled 

(approx.) 

256,000 

16,000 
£15,250,000 

£953 

£53 

In order to show the part played by high interest charges in the 
loss it may be mentioned that a. reduction of 1 per cent. in the 
rate of interest would have reduced the average annual loss from 
£53 to £45 per a.nnum. 

Under Section 18 of the Act of 1919, Councils were empowered 
to make or guarantee loans to their tenants to assist in the pur
chase of livestock, fruit trees, seeds, fertilisers, and implements. 
The loans were repayable with interest and the position at 31s\ 
March, 1926, was as follows;-

No. of loans guaranteed ... 

Amount of loans guaranteed 
Amount repaid by tenants 

1605 
£ 

175.838 
81,965. 



118 

Of the halance of £93,873 no less than £75,000 or 42 per cent. 
'of the amount guaranteed had been written off by 1926. These 
losses were in great part attributable to two facts :-

(a) that a large proportion of the tenants entered into posses. 
sion of their holdings and purchased their stoc~ when prices 
were at their highest, and these men lost a great part of 
their capital as a result of the heavy fall in prices during the 
next few years: 

(b) that many men, including a number who were partly 
disabled, were accepted as tenants although their qualifications 
were below the standard that would ordinarily be required. 

3. Small Holdings and Allotments Act, 1926.-Under the scheme 
now current the Ministry is empowered to contribute not more 
than 75 per cent. of the annual losses incurred by councils in the 
provision of small holdings under the Act, the contributions to 
be fixed in advance on the basis of proposals and estimates sub
mitted to and approved by the Ministry. The remainder of any 
annual loss is borne by the Councils. The following statement 
indicates the position up to the 31st March, 1931, as regards 
schemes for the acquisition of new land either definitely approved 
or under consideration:-

Area 
Holdings to be created 
Estimated capital cost 
Estimated capital cost per holding 
Estimated annual loss 
Estimated annual loss per holding (average) 
Ministry's annual contribution 
Ministry's annual contribution per holding 

Acres. 
20,710 

735 
£997,000 

£1,356 
£22,201 

£30 
£16,577 

(average)... £22 
Loans for capital expenditure under the Act may be advanced 

from the LOcal Loans Fund and are repayable with interest at 
the current rate, such repayments being taken into account in 
arriving at the estimates of annual loss. In practice, however, 
most councils have hitherto obtained their advances from other 
sources. 

The comparatively high average capital cost per holding under 
the Act of 1926, as compared with the earlier schemes, is entirely 
due to the fact that the holdings provided by Councils since 1926 
have been mainly of the fully equipped self-supporting type, 
wh~reaS:.J.lDder the Acts of 1908 and 1919 a much larger propor
tiono! the holdings consisted of small areas of bare land let with
out equipment to men resident in the locality. The average sizfP 
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of the holdings provided up to 1926 was about 15 acres; since that 
date the average, as indicated by the above figures, has increased 
to about 28 acres. Under the Acts of 1908 and 1919 the propor
tion of equipped holdings was only 30 per cent. and 46 per cent. 
respectively; under the Act of 1926 the proportion is· 70 per cent. 
These increases account for the increased average capital cost of 
the holdings, despite which the average loss per holding is lower 
than it was under the Land Settlement Scheme owing (a) to de
creased cost of building generally, and (b) to the lower rate of 
interest on loans. 

The total capital expenditure under the three schemes above 
mentioned is as follows ;-

Act of 1908 
Act of 1919 
Act of 1926 

Total 

£ 
5,350,000 

15,250,000 
997,000 

£21,597,000 

4.-Agricultural Land (Utilisation) BUl.-Yet another scheme of 
land settlement has recently been proposed to Parliament in the 
Agricultural Land (Utilisation) Bill. This scheme is intended to 
empower the Government itself to provide small holdings and 
allotments for unemployed persons. The existing powers and 
duties of local authorities are not curtailed but power is given to the 
Minister to provide small holdings and cottage holdings for 
ordinary applicants where the County Council is not adequately 
meeting the demand. The financial memorandum attached to the 
Bill estimates the average capital cost of the ordinary small holding 
at £1,100, and the net return on this investment at about 3 per 
cent. As regards the provision for the unemployed it is contem
plated that the holdings will be of the poultry or market garden 
type, being provided in the neighbourhood of a man's present 
home. On this basis the average capital cost is put at £640, 
yielding an estimated return of 2 to 2t per cent. In addition a 
maintenance allowance averaging £40 a case is allowed for the 
initial period and provision is made for loans of working ca.pital 
estimated to average £275 a holding-making in all a total capital 
provision of £955. In so far as any of these loans has to be 
written off the very low return on capital indicated above will be 
still further reduced. 

313. We find great difficulty iIi making any precise recommenda
tions on the subject 01 small holdings. On the one hand we appre
ciate the great importance to the economic life of the country of in-
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creasing the agricultural population and the home production of 
food: on the other hand the nation ca.nnot aflord investments that 
only bring in a return of 21 or 2 per cent. or less. Above all else 
we would emphasize the importance of making the holdings &8 
nearly economic as possible. The first and most important step 
to this end is the selection of suitable men whether now in employ
ment or not for settlement. Secondly J the holding should be adapted 
to the kind of farming promising the best returns under modern 
conditions. At a time when arable production in other countries 
:is tending towards greater ·and greater units with increaaing 
mechanisation it would be throwing money away to endeavour to 
compete in the grain markets with units of 20 or 30 acres. 
Thirdly J granted the right types of holding J the size and the 
capital expenditure should be adjusted to those types to give the 
maximum possible return on the capital. Fourthly, the success 
of a holding of the type that we ha,ve in mind is wrapped up with 
efficient co-operative marketing that will secure to the small holder 
as large a share as possible of the retail price of the product. 

314. We recognize that it is easier to make such generalisations 
as the foregoing than to put them into practice; we believe that the 
best lines of development in this matter will be arrived at by a 
process of experiment. For this reason, and also because of the 
very unstable price conditions, we are opposed to any spectacular 
development of small holdings at the present time. Rather would 
we advise a. policy of careful and judicious experiment on a scale 
wide enough to yield reliable results. One essential to success Is 
a proper adaptation of plans to local conditions which vary so 
widely over the country: From this point of view we would 
deprecate any policy tending to centralise the administrative re
sponsibility for small holding development in the hands of the 
Government. If it should be deemed essential to take power for 
the Government to act in default of a. county councll, a course some
what opposed to British conceptions of local government, such 
action should only be at the cost of the defaulting councll j other
wise small holding development everywhere will tend to be left to 
the Government. 

315. One final comment we would make on another aspect of the 
Agricultural Land (Utilisation) Bill. At a time when there Is 
grave danger of land going out of cultivation owing to the low 
prices of agricultural produce, the greatest caution should be used In 
spending the national resources in endeavouring to bring back Into 
cultivation land which was found to be unprofitable even under the 
more favourable conditions of previous years. In our view land 
should only be acquired for reconditioning or reclamation where 
there is clear evidence that it can be subsequently sold without 
loss. 
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8.-DEPARTMENT OF AGRICULTURE (SCOTLAND). 

316. The following table shows the expenditure of the Scottish 
Department of Agriculture in 1924, the estimate for the current 
year and provisional forecasts for 1932 and 1933. 

1924. 1931. 1932. 1933. 
-- Expendi- Provl. Provl. 

ture. Estimate. Forecast. Forecast. 

£ £ £ £ 
General Services ... ... .. . 131,173 154,090 155,850 158,550 

Education and Research. 

Agricultural Education ... ... 65,195 93,831 127,600 115,900 

" Research and Experi- 28,650 61,745 65,700 58,800 
ments. 

Empire Marketing Fund Schemes - 8,872 9,500 8,600 

93,845 164,448 202,800 183,300 

LiveStock Improvement ... ... 34,282 34,413 34,400 34,300 

Land Settlement and Drainage, etc. 

Agrioulture (Sootland) Fund ... 83,394 269,000 267,000 264,000 
Arterial Dra.ina.ge ... ... ... - 24,000 25,000 25,000 
Land Drainage ... ... .. , - * 29,950 29,950 29,950 
Land Reclamation, eto. ... .., 1,709 125 90 90 

85,103 323,075 322,040 319,040 

Piers, Roads and Drifter Servioest - 19,000 14,000 14,000 
Supply of Seed Oats and Potatoes 103,888 - - -
Marketing .. , ... ... - 11,832 10,000 10,000 
Misoellaneous ... ... .., 7,531 16,785 17,955 17,955 

Gross Total Expenditure ... £ 455,822 723,643 757,045 737,145 

.A. ppropriati01l8 in .A. id. 

From Development Fund ... ... 24,966 97,026 129,650 109,710 

" Empire Marketing Fund ... - 21,904 20,600 19,700 
Other Reoeipts ... ... .. , 33,552 32,400 42,450 42,390 

Total Reoeipts ... ... 58,518 151,330 192,700 171,800 

Net Total Expenditure ... £ 397,304 572,313 564,345 565,345 

* £32,444 spent from Relief of Unemployment Vote. 
t Prior to 1926 met from Agrioulture (Scotland) Fund. 

Since 1924 the gross total of the Vote has increased by abou~ 
£268,000, but if the abnormal charge in that year for seed oats 
and potatoes be excluded, and the drainage grants then met from 
&nother vote be included the increase has been no less than 
£340,000. The main increases have arisen on the grant to the 
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Agriculture (Scotland) Fund (which provides for sma.ll holdings) 
£186,000 Research, £33,000; Education, £29,000, and Arterial 
Drainage, £24,000. 

317. We would refer in this connection to our comments on the 
expenditure of the Vote for the English Ministry of Agriculture, 
most of 'which are applicable also to this Vote, but the item, 
Arterial Drainage, calls for special comment. The Scottish 
Drainage Act makes no provision for Catchment Boards with the 
power to levy on local rates such part of the cost of arterial drain
age as cannot be recovered from persons directly benefiting. We 
can see no ground for such differential treatment. To take a. 
drainage scheme now under consideration as an example, residents 
in the Kelvin Valley have obviously much greater interest in 
stopping the flooding by their river than have the rest of the 
country. We recomm.end that t1i.e Scottish :Drainage Act be 
brought into line with the English Act in this respect. Having 
regard to this recommendation and to our general comments on 
the corresponding English Vote we think that the provisional 
gross forecast for 1932 should be reduced by £75,000, I.e., to 
£682,000, which is £42,000 below the gross estimate for the 
current year. 

7.-DEVELOPMENT FUND. 
318. The Development Fund (like the Roa.d Fund) was estab

lished by the Development and Road Improvement Funds Act 
1909 in order to provide for grants or loans to Government 
Departments, other public authorities and associations of persons 
pot trading -for profit for any of the following purposes :-

(a) Aiding and developing agriculture and rural industries by 
promoting scientific research, instruction and experiments in 
the science, methods and practice of agriculture (including the 
provision of farm-institutes), the organisation of co-operation, 
instruction in marketing produce, and the extension of the 
provision of small holdings; and by the adoption of any other 
means which appear calculated to develop agriculture and rural 
industries ; 

(b) Forestry (including (1) the conducting of inquiries, ex
periments, and research for the purpose of promoting forestry 
and the ,teaching of methods of afforestation; (2) the purchase 
and planting of land found after inquiry to be suitable for 
afforestation) ; 

(c) The reclamation and drainage of land: 
(d) The general improvement of rural transport (including 

the making of light railways but not including the construction 
or improvement of roads) ; 

(e) The construction and jmprovement of harbours; 
(/) The construction and improvement of inland navigations; 
(g) The development and improvement of fisheries; 



123 

and for any other purpose calcula.ted to promote the economic 
development of the United Kingdom. 

Such grants were to be mooe by the Treasury on the recom
mendation of an independent body of five Commissioners each 
appointed for ten years, one retiring every two years. 

319. In 1919 the powers and duties of the Commission in regard 
to forestry were transferred to the Forestry Commission established 
under the Forestry Act 1919 and in the same year its transport 
functions (except in regard to fishery ha.rbours) were assigned to 
the newly created Ministry of Transport. . 

320. Under the Act of 1909 grants to the Development Fund at 
the rate of £500,000 per annum were to be mooe in 1910-11 and in 
each of the neXJt four years, out of the Consolidated Fund. In 
addition- £400,000 was provided on Parliamentary Votes in 1910-11. 
No further Vote was mooe until 1921, when, under the Corn Pro
duction Acts ([Repeal) Act 1921, a special grant of £850,000 was 
made to the Fund for the purpose of aiding and developing agri
culture in England and ,Wales in !the manner specified in para
graph (a) of the original Act, quoted above. At the same time a 
similar grant of £150,000 was made to the Agriculture (Scotland) 
Fund. The following table shows the receipts and payments during 
!the last eight years :-

Development Fund. 

Statement of actual receipts and payments during the financial 
years 1924 to 1930, with estimates for the year 1931. 

Receipts. 

Finanoia.l Profits on Payments. year. Balance at Parliamen- Invest-
beginning tary ments and Total. 
of year. Vote. casual 

receipts. 

£ £ £ £ £ 
1924 ... (a) 320,595 200,000 18,605 539,200 314,628 

(b) 661,399 - 28,776 690,175 152,695 
1925 ... (a) 224,672 140,000 52,037 416,709 268,930 

(b) 537,481 - 46,685 584,166 216,386 
1926 ... (a) 147,679 200,000 18,188 365,867 262,707 

(b) 367,780 - 19,738 387,518 262,171 
1927 ... (a) 103,160 250,000 14,126 367,286 253,270 

(b) 125,347 - 5,052 130,399 130,399 
1928 ... (a) 114,016 400,000 26,856 540,872 363,354 
1929 ... (a) 177,618 300,000 52,541 530,159 444,217 
1930 ... (a) 85,849 625,000 25,102 735,951 589,133 
1931-32 (a) 146,818 500,000 35,000 681,818 709,807 
(estimated) (actua.l) 

(a) Ordinary Fund. 
(b) Specia.l Fund provided by the Com Production Acts (Repeal) Aot, 1921' 
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321. '!he following table analyses as far as is practicable the 
advances made on the recommendations of the Commi88ionera 
during these years according to the main purposes :-

Approximate allocation of adoance8 made from the Deoelopment 
Fund. 

Land Administr&-

Financial Agriculture Fisheries Reclamation tive 

Year. and Rural and and Expenses TotaL 
Industries. Harboura. Drainage. of the 

Commission. 

£ £ £ £ £ 

1924 ... 322,858 55,316 231 10,145 { 78,773· 
388,550 

1925 ... 420,198 54,666 - 10,452 485,316 
1926 ... 455,076 59,056 I'll 10.575 524,878 
1927 ... 319.087 51.143 3.532 9.887 383,669 
1928 ... 308.663 44,876 500 9,315 363,354 
1929 ... 361,107 74,485 - 8,625 444,217 
1930 ... 420,844 159.065 600 8,624 589,133 

• This SUlD of £78,773 was a special payment to the Government of the Irish Free 
State in respect of alloca.tion of Capital of Development Fund, leu agreed nlue of 
certain loans transferred and therefore not included under the separate headingl. 

Agricultural Education and Re.search. 
322. We have dealt on the Votes of the two agricultural depart

ments with the grants paid by the Development Commission through 
these Votes. Our recommendations in that regard will have their 
reaction on this Vote for next year and any savings involved have 
already been taken into account. As there stated we do not con
sider this system of payment of grants out of a lump aUlD Vote 
through the Votes of other Departments conducive to sound 
financial control. The establishment of the Advisory Council for 
Agricultural Research will no doubt lead to the whole matter 
coming again under review in the near future. We would favour 
the association of a small executive branch with the Advisory 
Council to take entire charge of agricultural research Including 
the responsibility for aiding research Institutes. It should be the 
first duty of the new Council to review all the expenditure of the 
institutes in order to ascertain what savings, if any, can be effected 
In the large grants now voted for this service, whether by the 
abolition of any redundant institutes or otherwise. Agricultural 
eilucation might remain within the purview of the J4in1stry of 
Agriculture and Fisheries, being entirely charged to that Vote 
without any appropriation In aid from the Development Fund. 
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Fisheries (including harbours>. 

323. This leaves practically only fisheries and fishery harbours 
'Within the .phere of the Development Commission, and highly as 
'We appreciate the valuable services rendered by the Commission up 
to the present, we doubt whether it would be justifiable to main
tain a separate organization for them alone. Fishery research is 
already the administrative responsibility of the two Fishery De
partments and any expenditure that is necessary might remain a 
final charge on their respective Votes. Fishery harbours are a 
transport facility and would naturally fall within the purview 
of the Ministry of Transport. 

These harbours have recently become very costly to the State, 
grants and loans for capital improvements at Scottish fishery 
harbours alone having amounted to £140,000 in 1929, and £85,000 
in 1930. These figures include part of the cost of a general scheme 
of minor repairs and free dredging, estimated to cost £21,000 in 
1931. We recommend that this scheme should be terminated 
forthwith and that commitments in respect of these harbours be 
kept as low as possible in future, any necessary maintenance 'Work 
being provided for by the local harbour authorities with the aid 
of the local municipality as in England. 

S.-BEET SUGAR SUBSIDY, GREAT BRITAIN. 
324. The Beet Sugar (Subsidy) Act, 1925, provided for the pay

ment of a subsidy on sugar and molasses manufactured in Great 
Britain during the period between the 30th September, 1924. and 
the 1st October, 1934, from beet grown in Great Britain, and at 
the same time reimposed the Excise Duty on sugar and molasses 
manufactured in Great Britain and Northern Ireland from home
grown beet. The rates of subsidy are on a diminishing scale. being 
at the full rate for four years, and then falling by one-third for the 
next three years with a further reduction of one-third for the last 
period of three years. The figures are as follows :-

I Manufacturing Seasons. 

! 1924-28. I 1928-31. 1931-34. 
i Rate per ewt. I Rate per ewt. Rate per em. , . 

Sugar: I 
ExCEeding 98 degrees of polari-

sation. I 
Molasses: 

50-70 per cent. of 8weetening . 
matter. I 

8. d. 
19 6 

8 10.9 

8. d. 
13 0 

511.3 

8. d. 
6 6 

2 11.6 

The rates are reduced for lower degrees of sugar polarisation and 
percentages of sweetening matter in molasses. 
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S"I;ATEMENT OF EXPENDITURE. 
Year. 

1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 (Estimated) 
1932 (Estimated) 
1933 (Estimated) 

Expenditure. 
£ 

192.040 
1,066,090 
3,225,859 
4.309,260 
2,854,239 
4,229,730 
6,022,972 
2,150,000 
2,000.000 
2,250,000 

325. Since the subsidy was started in 1924 the price of surtar haa 
fallen to less than one-third of 1924 average :_ t:> 

.Annual Average Price of Raw Sugar -ex-Duty, c.i.f. United 
Kingdom, from 1921 to 1930 inclusive, compared with the average 
of 1909-13. t 

Year. 

1909-13 (Average) 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 

A fJerage Price 
per ewt. 

s. d. 
11111 
18 3t 
15 3t 
25 9 
21 9 
12 9 
12 3 
13 9 
11 71 
9 2 
6 8 

326. By improvements in technique and greater through-put 
manufacturing costs were reduced on the average by 5s. 6d. per cwt. 
between 1924-5 and 1929-30, but this has not been adequate to 

-meet the difficult situation resulting from the latest reduction of 
the subsidy coinciding with an unprecedentedly low price of Bugar 
and the Government has agreed to ma.ke a. I03lIl up to 18. 3d. per 
cwt. on 300,000 ewt. of sugar per factory for 1931-2 subject to 
the loan plus the price of sugar not exceeding 7s. 9d. a cwt. This 
loan is estimated to cost £225,000 this year. 

• On the basil of 96 dllgrees polariBation. 
t The figures in the ahove Table for the years .up to 19~8 are taken from the 

.. World Sugar Situation" Report by the EconomIC ComlDlttee of ihe League of 
NatioD&, dated July 4th, ]929, C.303.M.I0U929.n The figurea for 1929 and 
1930 are the average of market quotations. 



327. If allowance be made for the value of duty preferences as 
well as direct subsidies, the total State assistance given to the 
British Sugar Beet Industry up to 31st March last is. estimated at 
£29,710,000. 

During the operative year 1930-1, 3,060,498 tons of beet were 
grown by 40,413 farmers on 348,920 acres and the output of the 
factories reached 418,000 tons of white sugar and 105,300 tons of 
molasses, the total cost to the Exchequer being £2,670,000 i'll 
duty preferences and .£6,140,000 in subsidy-a total of £8,810,000. 
The amount of employment in field and factory provided by the 
industry for every 100 acres of beet is estimated at 8f man-years 
thus :-

Field about ... 

Factory about 
n· Man-Years 
111- MaIJl-Years 

8f Man-Years 

The total State assistance to the industry during the year 1930-31 
works out at nearly £300 per man. If the direct subsidy only be 
taken into account the cost for each worker was about £200 a year 
and with the reduction of the subsidy this year this rate has now 
been halved (leaving out of account the temporary loan of £225,000 
previously referred to). It cannot be claimed tha.t this was entirely 
additional employment; on the other hand allowance must be made 
in any balances of accounts for the value of the beet crop as a 
preparation for other crops. 

328. The State is obviously under contrac"tual obligations to con
tinue existing arrangements until they are due to expire in 1934. 

9. FORESTRY COMMISSION. 

329. The Forestry Commission was set up in November 1919 
under the Forestry Act 1919. Its objedives were broadly to get 
re-constituted the woodland areas cleared during the war, and by 
afforestllltion, to provide a reserve of timber growing in the c:ountry. 
The scale of operations was based on the Acland Report (Cd. 881) 
which recommended:-

(a) The maintenance of the existing woodland area, 3 million 
acres, in a state of productivity. . 

(b) The afforestation with conifers of Ii million acres at the 
rate of 1,180,000 acres in the first 40 years including 150,000 
acres in the first decade. 
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(c) The establishment of a Forestry Fund with financial pro
vision for the 1ir&t decade (1919-29) of .£3,500,000 1)lus working 
receipts. 

830. The recommendation of the Geddes Committee that th& 
State afforest81tion be discontinued was not accepted by the Govern
ment of the day but the rate of planting was greatly reduced. 

831. In July 1924 the new Cabinet approved an expansion of the 
afforestation programme and the establishment of forest workers· 
holdings. A supplementary estimate of '£275,000 was a.ccordingly 
presented and a. larger programme embarked upon. The restrictiol} 
of the service which had followed the recommendations of the 
Geddes Committee was abandoned, and in the end .£3,364,012 in 
addition to the revenue from the sales of forest products, whicb 
rose from .£33,000 in 1920 to '£147,000 in 1928, was spent in the 
10 years 1919-28 inclusive. 

138,279 acres were planted by lIhe Commissioners, 76,736 acre~ 
by corporate bodies and private individuals under a system of plant
ing grants and 558 forest holdings were established in the same 
period. The amounts voted either direct for the Forestry Com
mission or on the Relief of Unemployment Vote for forestry grants 
were as follows :-

1919 .. . 
1920 .. . 
1921 .. . 
1922 .. . 
1923 .. . 
1924 .. . 
1925 .. . 
1926 .. . 
1927 .. . 
1928 '" 
1929 ... 

Forestry Commission Relief of Un-
Vote. employment l' ote • 

.£ .£ 
99,000 

879,000 
200,000 

20,000 
153,000 
453,000 
300,000 
385,000 
595,400 
485,600 
600,000 

250,000 
50,000 

100,000 
30,000 

332. In July, 1928, the then Government undertook to ask Parlia.
ment to vote as grants in aid of the Forestry Fund over the ten 
financial years 1929 to 1938 the aggregate sum of £5,000,000 on the 
understanding that annual Votes should be kept as low as possible 
in the first years of the decennium. This provision, coupled with 
an estimated 'revenue from forest products of .£1,400,000 was ex
pected to be sufficient to provide. for the afforestation of 225,000 
a.cres (as against the .. Acland to programme of 150,000 acres 
Government planting in the mst decennium) in addition to replant
ing of 12,000 acres of exiiting State forests and .£140,000 for grants 
to corporate bodies and private owners, equivalent to about 47,000 
acres of private planting. It also included £1,000,000 for foreBi 



workers holdings. The whole matter was again reviewed by the 
Select Committee on Estimates who reported in April 1929 that. 
on the basis of calculations made by the Forestry Commission, 
about 60 per cent. of their expenditure might in certain circum
stances be expected to yield a net return up to 3.7 per cent.; the 
remaining 40 per cent. would yield llo return or but a small return. 
It was not possible, moreover, they said, ,to draw a firm conclusion 
that 3.7 per cent. is the true ;return, even on the capital directly 
involved and securing an appreciable return, because :-

(a) Part of the expenditure on forest workers holdings 
and on education and research should be debit-ed against the 
afforestation scheme; 

(b) The calculation of ma.intena.nce costs was prima 
facie too low; 

(c) Figures taken for acquisition costs needed recon
sider8Jtion in the light of the latest data available. 

They added that :-
(1) 'Whilst under present conditions of costs ahd prices 

afforestation could not prove a remunerative investment for 
public funds, there was a probability of its becoming one at 
some future d8Jte : 

(2) from the point of view of providing employment the 
results obtainable from the policy of afforestation (say up to 3 
men per 100 acres) were disappointing. 

333. In September 1929 in view of the growing unemployment 
the present Government decided that the £5,000,000 programme for 
the second decade should be increased to £9,000,000 to be 
provided as shown in the table below which also gives the area to 
be planted each year. New acquisition was to proceed at the 
annual rate of 60,000 acres plantable land and 2,500 acres of 
cultivable land, ~he latter to provide for an additional 3,000 forest 
workers' holdings. 

Year. 
Estimated To be To be 

Parliamentary Total. 
Grant. 

afforested. replanted. 

£ acres. acres. acres. 
1929 ... . .. 784,000 22,000 3,000 25,000 
1930 ... ... 842,000 22,000 3,000 25,000 
1931 ... ... 880,000 25,000 3,000 28,000 
1932 ... ... 925,000 30,000 2,000 32,000 
1933 ... ... 951,000 33,000 2,000 35,000 
1934 ... ... 941,000 36,000 2,000 38,000 
1935 ... ... 921,000 39,000 2,000 41,000 
1936 ... . .. 940,000 40,000 2,000 42,000 
1937 ... . .. 958,000 41.000 , 2,000 43,000 
1938 ... . .. 973,000 42,000 2,000 44,000 

Total for Decade I £9,115,000 I 330,000 I 23,000 353,000 
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The total expenditure over the decade was estimated at £11.3 
million, made up as follows :-

Exchequer grants 
Working -receipts 

Total ... 

£ 
9,115,000 
2,160,000 

. .. £11,275,000 

334. As events have proved, the Forestry Commission'. require. 
ments for the first three years of the second decade have fallen con
siderably short of their programme figures :-..,;-

Programme 
Voted. figure. 

£ £ 
1929 600,000 784,000 
1930 837,800 842,000 
1931 665,000 880,000 

2,102,800 2,506,000 

te., a di1Jerence of £403,000 over three years. This difference is 
principally due to delays in acquisition. In the 12 months ended 
September, 1930, the Commission acquired less than half their 
programme area of 60,000 acres. This has affected not only 
pl.anting but also the provision of forest workers' holdings. 

335. The estimated expenditure for the current year is £1,049,380 
£lOSS and £890,000 net. It was expected that the balance on the 
1st AprUlast would pe £225,000 and an estimate for £665,000 has 
.accOrdingly been submitted to Parliament as the grant in aid for 
.the current year. 

- :a36~'The action taken by this country in connection with affores
tation since the War is an admirable illustration: of that alternation 
between expansion and retrenchment referred to in our opening 
chapter. As an investment of the national resources an estimated 
return of from 2 per cent. to 21 per cent. has no attractions. As 
against the prospect of higher prices of timber in the remote future 
we would urge the probability :-

(1) of substitutes for timber being developed: failing which 

(Zf of forestry development in other lands where it can be 
_. ___ can:ie.~ o~t_~u~~.more_<,:~~p!!.~han in_this country. 



337. As a safeguard for this country in time of war we Dwturally 
find some difficulty in forming any idea. of war conditioN haJf a 
century or more hence, if unfortunately war is then still the 
ultimate resort of disputing nations: The probable development 
of timber substitutes has also to be borne in mind. 

338. Finally, if afforestation be considered as a means of settling 
the unemployed on the land we would point out that 00 expendi
ture of £140 per annum is required to find full-time work for 
one man and that the capital cost of providing a forest 
worker's holding wherein he coo find part-time employment 
to supplement his work in the forest is estimated at from' 
£400 to £600. In the great majority of cases the creation of 
a forest worker's holding is not required to secure the necessary 
labour for the forests, these being ·usually within easy range of' 
existing labour supplies. 

339. After weighing up all these considerations we recommend 
that no fresh acquisitiollS of land be made for the present and that 
no more forest workers holdings be created, but that afforestation 
proceed at the rate of 20,000 acres per annum for 5 years on the 
land already acquired. This course is estimatell to save £478,000 
next year and £560,000 per annum in subsequent years as 
compared with the present policy. 

10. EMPIltE MARKETING .BOARD. 

340. The Empire Marketing Board was established in 1926 with 
a ministerial assurance that an income of £1,000,000 per annum 
(£500,000 in ,the first year) would -be provided as a grant in aid 
of a Fund, from which assistance might be given towa.rds 
the marketing of Empire products (including home products) in 
this country. The full sum has not been provided since the firs~ 
year and the actual grants to the Board have been as follows :- . 

:£ 

1926 500,000 

1927 400,000 

1928 . 500,000 

1929 550,000 

1930 612,500 

1931 (Est.) ... 659,000 

101105 E2 
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341. The table below shows how the Board spent its money :-

1930 1931 
1926. 1927. 1928. 1929. (Eati. (Eati. 

mated.) mated.) 

£ £ £ £ £ £ 
Salaries, Wages and Allowances 11,592 31,271 35.880 28.999 45.000 60,000 
Rent. Rates, Light, etc. ... - 3.583 2,766 3.123 3,600 4.000 
Poetage, Telegrams and Tel .. 101 6(K 928 962 900 1.000 

phones. 
Stationery, Furniture, &c. ... 1,732 3,784 5,129 4.599 6.500 8,000 
Travelling and Incidental 829 6,233 6,757 6,341 6.000 9,000 

Expenses. 
Research and Marketing :-

(i) Grants administered by 11,079 41,085 98,773 113,151 247.373 171,369 
Govt. Depts. 
Do. do. (Agency) ... - 28,426 68,315 45.156 60,903 20.000 

(ii) Grants made direct from 19,629 61,768 66,631 95,788 151,000 207,768 
Empire Marketing Fund. 

(iii) Provision for further - - - - 18,724 26,866 
schemes. 

Publicity by the Empire Mar· 
keting Board :-
(i) Exhibitions, Fairs and 18.884 42,lt63 61,786 33,724 45,000 29,000 

Shopping Weeks. 
(ii) Preas Campaign ... ... 46,911 77,200 106,066 59.401 90,000 5.000 

(iii) Poster Campaign ... 23,597 103.885 92,714 67.040 72,000 43.000 
(iv) Cinema Activities ... - 5,768 2,055 16.64.1 25,000 20,000 
(v) Lectures ... ... ... - 8,117 10.545 10.403 5.000 1,500 
(vi) Miscellaneous (Special 450 892 5,248 8,002 10.000 8,500 

Publicity). 
Publicity for Home Agriculture - - - - 62,500 69,000 

by Government Departments. 
Unallocated ... ... ... - - - - 16,000 -

TOTAL ... ... £ 134.~ 403.879 661.493 483.330 862.500 659.000 

342. .After giving careful consideration to the work of the Board 
we feel bound to recommend Its abolition. As far as grants for 
home purposes are concerned, the objections we ha.ve already 
raised to the existence of a separate Development Fund 
apply with even greater force to the present Fund, because it 
fulfils no useful restraining or c<H>rdinating purpose. Rather 
does it lead in many cases, in our opinion, to a measure of Govern
ment assistance being granted to a service through two, sometimes 
three, different channels greater than would be accorded if the 
whole were set out on a single Vote. But apart from this, we 
regard the continuance of the Board as unjustifiable in existing 
financial circumsta'llces. In so far as any of its activities involve 
definite commitments or are such as to justify continued State 
assistance for the benefit of home industries they should be pro
vided for on the Vote of the appropriate department. We esti
mate that the abolition of the Board will involve a savmg of about 
£400,000 in 1932 additional to the savings already allowed for on 
the gross expe~diture of the two departments of agriculture. 
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11. COLONIAL DEVELOPMENT FUND. 
343. The Fund was established under the Colonial Devplop

ment Act, 1929, to enable advances to be made from the 
Imperial Exchequer to develop agriculture and industry in 
non-self governing Colonies and Mandated Territories and 
thereby to promote commerce with or industry in the 
United Kingdom. Advances from the Fund are made to the 
Governments of the territories concerned by the T~easury with 
the concurrence of the Secretary of State for the Colonies (or the 
Secretary of State for Dominion Affairs in certain cases), ana on 
the recommendation of an Advisory Committee. The advances may 
take the form of loans and grants and may be applied by the 
Government to which they are made either directly or through any 
person or body of persons. 

344. The Fund is fed from moneys voted by Parliament, which 
must not exceed £1,000,000 in anyone year. All sums received by 
way of interest on, or repayment of, advances made by way of 
loan from the Fund are to be paid into the Exchequer, and not 
into the Fund. The sum of £750,000 was voted for 1930-l. 
For 1931-2 Parliament is being asked to vote £750,000 which, with 
the estimated unexpended balance of the £750,000 voted for 
1930-1 was calculate-d to permit of advances from the Fund up to a 
total of £1,000,000 in the year ending 31st LMarch, 1932. 

345. Up to 31st March, 1931, the Committee had recommended 
assistance towards various schemes totalling £2,904,374, spread 
over a period of years. Of this sum, £989,935 represents free grants 
of capital, £1,084,909 direct loans from the Fund, and £829,530 
free grants of interest upon moneys borrowed by Colonial Govern
ments to meet expenditure on approved schemes. According to 
the preliminary estimates furnished by Colonial Governments when 
submitting their applications the total assistance recommended, 
£2,904,374, would have been distributed as follows:-

1930 
1931 
1932 

£ £ 
934,506 1933 443,743 
675,065 1934 103,639 
562,620 1935 48,2UO 

1936 
1937 
1938 

£ 
42,600 
34,000 
10,000 

'Ihere has, however, been a. consideraJble postponement of ex
penditure from 1930-1 to 1931-2 and the amounts likely to be 
ca.lled for in respect of schemes already approved will tend to be 
increased except in so far as savings may be found possible on the 
original estimates. We understand that in the absence of any 
new decision of policy the liability for 1932 and subsequent years 
is likely to reach the limit of £l,OOO,OO()'. 

346. On reviewing the scliemes which have so far been assisted 
we find that in a fair number of them the element of benefit to the 
trade and industry of this country which is an essential condition 
of a.dvances unaer the Act, is somewhat remote. Under existing 
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financial conditions this country cannot afrord to adopt 0. policy 
o( Dlere subsidy by relieving the local government of ita obliga
tion to provide a. decent and reasonable standard of administra.tion 
in the matter of public health, housing, transport, etc., nor yet 0. 

policy of developments which will bring no appreciable benefit to 
this country for a long time ahead. We recommend that the grant 
to the Fund be limited to £750,000 p.a. in future and that the 
schemes to be aided therefrom should be those that w1U give the 
greatest and speediest benefit to this country in the near future. 
This will effect a saving of £250,000 per annum. 

12. COLONIAL AND :r.uDDLE EASTERN SERVICES. 
347. The services provided for in this Vote fall into two main 

groups. 
I.-Grants for Oolonial Serf1ices. 

1. Grants in Aid of Local Ref1enues, etc. 

Cyprus ... 
Nyasaland 
Somaliland 
St. Helena 
. Dominica 
St. Lucia 
Antigua 
British Guiana ... 

;£ 
92,800 

119,500 
91,000 

7,000 
40,045 
5,000 
6,000 

80,000 

2. Unemplayment Grants to West Indies 
3. Miscellaneous 

Total Colonial Services 

n.-Middle Eastern Serf1ices. 
Iraq 

Defence 
High Commissioner, etc. 
Grant to Iraq Army .. ~ . 
Maintenance of Iraq Levies ... 

Palestine and Trans Jordan 
Defence 
Grant for Frontier Force 
'Trans Jordan Administration 

Arabia 
Aden 

Tele'grams ... 

;£ 
224,000 

49,150 
61,000 

189,000 

173,250 
141,000 
92,500 

Total Middle Eastern Services 

Grand Total 

£ 

441,345 
166,000 
90.741 

698,086 

£ 

523,150 

406,750 

60,000 
4,000 

993,900 

1,691,g86 



Appropriations in Aid 
Contribution by Palestine 

Government towards De
fence 

Contribution of India to
wards expenditure in 
Aden 

Other receipts in Aden 

Net Total ... 

55,000 

13,500 
12,770 

81,270 

1,610,716 

348. We have included this Vote in the present chapter because 
it should in our opinion be looked at primarily from the point of 
view of development though we recognise that as regards Middle 
Eastern Services the dominant consideration at the moment is 
Empire Defence. There has at times in the past been a tendency 
to call on the British tax-payer to help other parts of the Empire 
in their difficulties irrespective of any return to this country. Now 
this. country itself is facing serious difficulties and we feel that a. 
much stronger case is required to justify subsidies. 

349. We are informed that the economic position of British 
Guiana and of the West Indian Islands now in receipt of grants is 
being examined locally by financial Missions. A similar Mission has 
lately visited Palestine . and all opportunities for local economies 
are being explored in Somaliland and Aden. Pending receipt of 
the . reports of these various enquiries we make no recommenda
tion in respect of these grants beyond stressing the need of this 
country for the maximum possible relief from its burdens. As 
regards Cyprus and St. Helena we are satisfied that no .reduction 
of the present subsidy is practicable. It is hoped that the finan
cial position of Nyasaland will have improved sufficiently by 1934 
to permit of a reconsideration of present arrangements. Our 
liabilities in the Middle East-as already stated-are dominated 
by considerations of Empire defence. Some reduction may be 
expected in Iraq when she is admitted to the League of Nations 
and the recent treaty with this country comes into force. 

350. The expenditure falling on the British taxpayer in the past 
has been enormous and we trust that no further engagementS will 
be entered into involving this country in additional financial com
mitments in the MidQIe East. 

351. The world depression naturally bears with particular severity 
on colonies which depend mainly on primary products and have 
not been able to build up reserves large enough. to. carry them 
through a long crisis; and we are concerned lest it should be found 
necessary to ask the British Exchequer to come to the rescue of 
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other administrations besides those already in receipt of assistance 
from this vote. We are glad to learn that the Colonial Office are 
keeping in dose touch with the Treasury in all cases where there 
might be a risk of this happening if the depression should continue; 
and we feel sure tha.t in such cases the responsible authorities 
will not hesitate to take all possible steps to economize before it 
is too la.te. 

13. UNEMPLOYMENT GRANTS CO:r.u.aTTEE. 

352. The Unemployment Grants Committee was originally 
appointed by Trea.sury Minute of 2Dth December. 1920. to 
make grants towards works of public utility carried out 
by local authorities other than road and housing schemes. 
The Committee were to select the schemes to be assisted 
and the amount of help to be given within a maximum of 30 per 
cent. of the wages of additional men taken on for the work and a 
total limit of grant of £3,000,000. In January, 192.1. the maximum 
rate of grant wa.s raised to 60 per cent. of wages and the Committee 
were allowed to assist roads not receiving grants from the Road 
Fund. 

In October, 1921, the Committee was invited to undertake the 
administration of a new scheme for the relief of unemployment. 
Financial assistance was to be given by the State to authorities 
putting in hand or accelerating works of public utility for the relief 
of unemployment on the following ba.sis :-

(a) In thEl ca~ of non-revenue producing works, grants 
equivalent to 65 per cent. of the interest and sinking fund 
charges on loans raised to meet expenditure on approved 
schemes for a period of half the term of the loan. subject to a 
maximum period of 15 years' grant. 

(b) In the case of revenue prodiucing works, grants equivalent 
to 50 per cent. of the interest for five years on loans raised 
to meet expenditure on approved schemes. 

Both categories of grants were conditional on the work com
mencing before the 1st January. 1922. and being completed before 
the 31st March, 1923. 

An a.dditional condition was attached to these further schemes 
unde!which a. reduced rate of wage of 75 per cent. of the Local 
Authority's rate for unskilled labour should be paid to unskilled 
men where the Local Authority carried out the work by direct 
labour. 

The previous scheme of grants of 60 per cent. of wages was 
continued for works financed, out of revenue. 

Since October, 1922, these conditions of grant and both time and 
money limits have been revised on many occasions and almost 
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every reVIsion has resulted in their being made more generous. In 
December, 1925 , in connection wHli the review of expenditure 
then being made by a Cabinet Committee it was decided to limit 
the scheme to areas with heavy unemployment and to exclude all 
roads from the purview of the Committee, but in January, 1929, 
these limits were again removed in an attempt to effect the trans
ference of surplus la.bour from the depressed areas. 

353. It is unnecessary for us to set out all the changes in rates 
and conditions of grant that have !taken place in the past JO years. 
The story is one of recurrent pressure from the central government 
on local authorities to put in hand works of a capital character 
with offers of ever increasing grants and easier conditions. The 
present rates of grant are as follows :-

A.-Schemes of Work Financed by Way of Loan. 

Non-Revenue producing Schemes. 

Seventy-five per cent. of the interest and sinking fund charges on 
any loan raised to meet approved expendJiture for the first half (up 
to 15 years) of the loan period, and 37, per cent. of interest and 
sinking fund charges for the rema.inder (up to 15 years) of the loan 
period. 

Revenue Producing Schemes. 

(i) Normal Grant . 

. Fifty per cent. of the interest on any loan raised to meet approved 
expenditure for 15 years or for the period of the loan, whichever is 
the shorter, or, if the Authority prefers, 100 per cent. of the 
interest for five years or for one-third of the period of the loan 
whichever is the shorter. 

(iil Special Grants tor Works exceeding £100,000 and requiring 
more than 18 months. 

One hundred percent. of the interest during construction on any 
loans raised as required to meet approved expenditure, and 50 per 
cent. of the interest after that date for the remainder of a period 
not exceeding 15 years in all in respect of each loan. 

(iii) Special Grants for selected schemes..j01" Rural Water Supply, 
Public Baths, &le. 

One hundred· per cent. of the interest for the first seven years of 
the period of the loan and 50 per cent. of the interest for the 
remainder of the period or eight years whichever is the shor:ter. 
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B.-Schemes of Work flnanced otherwise thaD b1 wa1 01 Loan. 

(i) In areas where the average monthly rate of unemployment 
among adult males during the 12 months ended 31st March, 1931, 
exceeded 15 per cent., 90 per cent. of the wages of the unemploy6ll 
men taken on for the work. 

(ii) In other arelioS, the rate o~ grant will be 75 per cent. of ilie 
wages of the unemployed men taken on for the work. 

354. The total estimated cost of the schemes approved by the 
Commitee since 1920 now amounts to £187,000,000. In many cases 
the State liability for grant has already been discharged in whole 
or in part either by pa.yment of a lump sum or by the annual con
tribution to loan charges. At 30th June, 1931, the estimated 
capital value of the State liabilities was nearly £40,000,000 for 
schemes charged on the Relief of Unemployment Vote in addition 
to about £5,000,000 for road schemes transferred to the Road Fund. 
The a.nnual payment now being made in respect of the former by 
the Ministry of Labour is £3,000,000 and that from the Rood Fund, 
£740,000. The Ministry of Labour charge in respect only of 
schemes approved up to 31st March, 1931, is estimated to increase 
to £3,690,000 in 1932, £3,890,000 in 1933, £3,850,000 in 1934, 
£3,880,000 in 1935, £3,870,000 in 1936; and then gradually to 
decline to £!!,690,000 in 1940, £1,600,000 in 1945, £640,000 in 
1950, £370,000 in 1960. 

But these figures take no account of any liabilities incurred since 
last March. At 31st March the Unemployment Grants Committee 
had 1,014 schemes to the estimated value of &bout £16,000,000 
under considera.tion and local authorities had just been invited to 
submit further Rchemes to be put in hand next winter. Since 
31st March 464 schemes at an estimated cost of roughly £7,000,000 
have been approved and 996 schemes estimated to cost BOme 
£16,000,000 are now under consideration. 

355. The circular of March last expressed the desire of the Gov
ernment II that there shall be no departure from the present policy 
that the works shall be fully justified on grounds of public utility 
and economic development apart from their value as relief works 
and shall show substantial acceleration." To take first the latter 
stipulation-of substantial acceleration-we cannot but reach the 
conclusion tha.t after 10 years of working this scheme bas largely 
resolved itself into giving grants-now of large amount-to local 
authorities and others to carry out their norma.l responsibilities. If 
works appropriate to 1933 are carried out in 1931, those ap~ 
priate to 1934 in 1932 and BO on, the whole scheme becomes a 
mere grant in aid of capital expenditure by local authorities without 
many of the limitations usually attached to Government grants. 

356. How far the works are justifiable on grounds of public utility 
and economic development apa.rl from the value of relief worka is a 
difficult question to answer . We append a Bta&ement a8 to the 



nature of the. schemes approved between 1st June, 1929, and 31st 
March, 1931 :-

Cla.ss of Scheme. No. Amount. 
Approximate 
Present Value 
of Exchequer 

Grant. 

£ £ 
Docks ... ... ... ... ... 54 6,256,000 1,914,000 
Water , .. ... ... ... .. . 496 7,325,000 2,200,000 
Electricity ... ... ... ... 164 13,279,000 4,032,000 
Gas ... ... ... ... ... 97 1,039,000 291,000 
Sewerage ... ... ... .. . 839 20,002,000 9,848,000 
Land Development, Drainage and Re- 132 1,997,000 899,000 

clamation. 
Sea defence ... ... .. , ... 56 1,472,000 853,000 
Roads ... ... ... ... .. . 1,077 8,851,000 5,313,000 
Parks ... ... ... ... .. . 565 2,527,000 1,317,000 
Civic Buildings ... ... ... ... 57 2,535,000 1,100,000 
Sanitation ... ... ... .. . 45 666,000 399,000 
Baths ... ... .. , ... .. . 53 1,228,000 354,000 
River Improvement ... ... .. . 55 1,497,000 914,000 
Cemeteries ... .... ... .. . 21 115,000 49,000 
Trams ... ... ... ... ... 5 69,000 18,000 
Miscellaneous ... ... ... ... - 48,000 29,000 

Totals ... ... .. , 3,716 £68,906,000 £29,530,000 

357. The total for electricity schemes was exceptionally increased 
by two schemes 01 the Central Electricity Board for the standardisa
tion of frequ~ncy (£9,000,000) and the extension of the" Grid" 
"(£1,000,000) in the North East Coast area. Apart from these two 
schemes one half of the whole is in respeot of sewerage and road 
schemes. The value of this expenditure depends on ~he date at 
which the new works will be needed, but looking at the large amount 
of similar expenditure in previous years and the fact that a State 
grant worth over 60 per cent. of ~he capital cost had to be offered 
before these schemes came forward, we are inclined to regard much 
of the expenditure as unwise in that it has been incurred consider
ably in advance of requirements. Many of the other items in the 
table clearly represent amenity developments and the fact that 
they also have not been put forward earlier suggests that they do 
not rank very high as amenities. 

358. We cannot endorse a policy of great expenditure on capital 
works, irrespective of their economic value, as a means of providing 
work. It is too expensive. On the usual calculation of 4,000 man 
years of labour, direct or indirect for £1,000,000 expenditure it 
costs £250 to keep a man in work for one year. The saving on 
maintenance of the man is usually put at aoout £60 a year. Thus, 
proceeding on this basis, unless the man's work is worth at least 
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£190 to the nation when it is done, the nation loses economically 
by carrying it out. 

How is compliance with this condition to be secured? It is 
difficult for the Unemployment Grants Committee even with the 
aid of Government lJepartments to select suitable schemes for 
assistance. If waste it to be avoided the authorities directly con
cerned should themselves weigh up the merits of a scheme against 
its total cost and in order to secure this effecti.vely the Government 
grant should not exceed the saving in the cost of maintenance of the 
men who find work directly or indirectly under the scheme. Thla 
may be interpreted in practice as limiting the Govemment grant In 
each case to not more than 25 per cent. of the cost and we recom
mend that this course be adopted as regards all schemes to which 
the Govemment has not already definitely promised grants on .. 
more generous basis. As far as is practicable the grant In respect 
of revenue producing undertakings even within this limit, should 
not be allowed to exceed the extra cost to the undertaking of putting 
capital works in hand in advance of the normal date. 

359. We recommend also that the Committee In future should 
not make grants towards road and bridge improvements. These 
are the concern of the Ministry of Transport and . it is un
desirable to have two Departments making grants for the same 
purpose. 

14. DEVELOPMENT (PUBLIC UTILITY) ADVISORY 
COMMITTEE. 

360. This Committee was constituted in 1929 under Part I 
of the Development (Loan Guarantees and Grants) Act, 1929. 
Part II of the same Act gave statutory recognition to the U nem
ployment Grants Committee (referred to in the preceding section). 
The latter Committee had been able since 1923 to make grants to 
Public Utility Undertakings carrying on the same class of work as 
local authorities subject to certain conditions as to limitation or 
dividends during the time that loans or advances from the Govern
ment were 5n operation. Under the Act of 1929 the responsi
bility for recommending grants to Public Utility Undertakings 
carried on for profit was assigned to a. new Committee appointed 
by the Treasury. 

361. Assistance under Part I of the Act may take one of two 
forms,viz. :-

(i) Guarantees may be given in respect of the principle 
and/or interest of loans raised and applied for the purpose or 
meeting capital expenditure on the schemes eligible. Any 
payments that may have to !be made in fulfi.lment of such 
guarantees will be met from the Consolidated Fund. 

(j.i,) The interest on such loans may be defrayed in whole or 
.- in part for a. period not exceeding 15 years; in cases where the 



141 

capital expenditure is met from revenue or accumulated funds 
assistance may be granted as if a. loan had been raised at such 
rate of interest as the 'Ireasury ma.y determine. 

362. Instructions were issued for the guidance of the Advisory 
Committee by Treasury Minute of 11th September, 1929, (pulblished 
in the Appendix to Command Paper 3449 of 1929). The main 
purport of these instructions is that assistance is only to be given 
to schemes that would not otherwise be undertaken in the near 
future and that regard is to be had to the value of the schemes as 
economic development as well as to their employment value. 
Provisions are also included with regard to the use of British 
materials on assisted schemes and regulations .with regard to the 
labour engaged. 

363. The following table shows the schemes approved for grant 
on the recommendation of the Advisory Committee up to the 30th 
June, 1931. The interest grants are at varying rates not exceed
ing 5 per cent. and for various periods not exceeding 15 years. 
There is no uniform scale of grants: such grant is recommended as 
appears appropriate for each work, regard being paid to the esti
mated additional net charge on the undertaking involved in the 
acceleration of the scheme. Column 3 gives the present value of 
these grants, and column 4 states the percentage of the estimated 
total cost of the scheme represented by the present value of the 
grants. 

Position as at 30th June, 1931, in respect of .. Grant Schemes ". 

I Present Value of Exche'luer 

Total Esti- I Grant. 

Nature of Undertaking. mated Cost 
Percentage of of Scheme. 

Amount. Total Esti-
mated Cost. 

£ £ Per cent. 
Railways (excluding Docks) '" 22,541,623 5,239,473 23 
Docks (including Railway owned 

9,066,382 2,280,640 25 Docks)- . ,. ... '" 
Water Companies ... ... 860,321 249,833 29 
Gas Companies .. , ... '" 1,501,045 255,714 17 
Electricity ... ... ... 700,931 66,807 ]0 
Canals ... ... ... '" 455;000 129,526 28 

------
Total ... ... £ 35,125,302 8,221,993 23 

- This figure includes a Bum of £1,350,000 for certain Dock schemes which are 
now understood to be subject to reconsideration. " 

In addition to tbe grant schemes set out above it has been agreed to guarantee 
onder Part 1 of the Act a loan of £206,000 for expenditure on an electricity 
scheme estimated to cost £236,000. The total estimated cost of the electricity 
schemes approved onder Part 1 of the Act is therefore £936,931 and .the total for 
Bchemes of all clasBes £35,361,302. 
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·364-. It will be observed that except in the case of Water Schemes 
the grants recommended by the Committee have not on the average 
exceeded the proportion of 25 per cent. we have recommended as 
tl).e level for the Committee opera.ting under Part II of the Act. We 
recommend that that limit should apply also to each scheme 
assisted by this Committee. It is already the practice of the 
Committee to have regard to the extra cost falling upon an 
undertaking by reason of its proceeding with a scheme in advance 
of the normal date and we recommend that in this case also that 
limit to the grant be strictly applied a.s far as is practicable. 

CHAPTER VI. 

SOCIAL SERVICES. 

365. The general review given in our opening chapter of the in
crease of Government expenditure since 1924 showed that of the 
total increases on various heads likely to reach about £130,000,000 
this year, about £80,000,000 could be ascribed to developments of 
social services, including both those administered by the Govern
ment and those under the direct control of local authorities. As re
gards the latter class, the State contribution represents only a part 
of the cost and for a. complete picture it would be necessary to look 
also at the a.ccounts of local authorities. Indeed, as regards some 
socia.l services a large part is played also by private effort. 

But even if we restrict our attention to public charges we are 
met with the difficulty of demarcation.· No clea.r definition of the 
category of social. services has ever been laid down and we doubt 
whether it is possible in this matter to do more than give compara
tive costs of selected services as has in fact been done for some 
years past in the Annual Parliamentary Return headed " Public 
Social Services." 

.366. That return includes War Pensions, but this service differs 
so much in origin and character from the general class of social 
services tha.t we have excluded it from this chapter and deal with 
it in Chapter VIT. Excluding Wa.r Pensions, the latest issue of 
this Return shows that even up to 1929 (or, in a few cases, a 
previous year) the total cost, so far a.s it comes within the purview 
.(Jf the Government or of local authorities, of the leading lIOCial 



services had increased as follows from 1911. (We omit two 
obsolescent items of negligible amount in the published Return, 
viz., the Inebriates Acts ana the Unemployed Workmen Act) :-

Service. 

Unemployment Insurance ... 
National Health Insurance 
Widows', Orphans' and Old Age Contributory Pen-

lions. 
Old Age Pensions (non-contributory) 
Education 
Reformatory and Industrial Schools 
Hospitals and treatment of diseaaa 
Maternity and Child Welfare 

Houling 
Poor Relief ••• 
Lunacy and Mental Deficienoy 

£ 

Total Expenditure in Great 
Britain. 

1911. 1929. 

£ 

7,360,000 
33,489,000 

690,000 
2,231,000 

not ascertain
able 
888,000 

16,158,000 
2,105,000 

62,921,000 

£ 
53,848,000 
39,895,000 
23,827,000 

34,914,000 
97,028,000 

738,000 
8,470,000 
2,498,000 

31,642,000 
43,936,000 

4,981,000 

341,777,000 

367. These figures relate to the total cost of the services as far as 
it is known: it is instructive to see to what extent that cost was met 
(1) by the Exchequer, (2) by local rates and (3) by other receipts, 
e.g., insurance contributions mainly by the beneficiaries or their 
employers, rents, fees, endowments, etc., respectively in 1911 and 
1929 :-



Receipts. 

From Exchequer. From Local Rates. 
Receipts from ContnbutioDII, 

Service. 
rente. fees, ew. 

1911. 1929. 1911. 1929. 1911. 1929. 

£ £ £ £ £ £ 
Unemployment Insuranoe ... ... - 12,011,000 - - - 41,823,000 
National Health Insuranoe ... ... - 7,630,000 - - - 31,682,000 
WidoW8', Orphans' and Old Age Contribu· - 4,000,000 - - - 23.299,000 

tory Peneiona. 
Old Age Peneiona (non.oontributory) ... 7,360,000 34,914,000 - - - -
Education ... ... .. , ... ... 17,688,000 48,152,000 14,149,000 40,863,000 1,652,000 8,013,000 
Reformatory and Industrial Schools ... 309,000 324,000 217,000 325,000 56,000 89,000 
H08pitala and Treatment of Disease ... 47,000 2,717,000 2,055,000 5,279,000 129,000 474,000 
Maternity and Child Welfare ... ... - 1,021,000 - 1,059,000 - 418,000 
Housing ... ... ... . .. .. . 5,000 11,393,000 259,000 2,897,000 624,000 17,352,000 
Poor Relief ... ... ... ... . .. 2,561,000 3,502,000 12,762,000 37,989,000 835,000 3.174,000 
Lunacy and Mental Deficiency ... ... 362,000 1,179.000 1,372,000 2,440,000 371.000 1.362,000 

Totala ... ... ... £ 28,332,000 126,843,000 30,814,000 90,852,000 3,667,000 127 .686,000 
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368. Thus betwen 1911 and 1929 the total cost of these services 
grew to more than five times its former figure, the charge on rates 
was trebled, and the charge on the Exchequer was multiplied four 
and a half times. It is, however, satisfadory to note how very 
great has been the extension in this period of the policy of requiring 
c.ontributions towards the cost of social services from those who 
benefit from them, directly or indirectly. . 

Since 1929 there has been a further increase of roughly 
£70,000,000 in the gross cost of unemployment insurance and a 
steady growth of most of the other items in the table, and it is 
roughly correct to say that the above services in the current year are 
costing the country in one form or another about seven times what 
they cost in 1911. An increase of this charge on the country's 
productive capacity would have been a serious matter, notwith
standing the change in the value of money, had our trade continued 
to develop as in the years immediately prior to the war. Under 
the difficult conditions of the post war period, the increase of burnen 
has been a grave handicap, and we cannot shut our eyes to the fact 
that the enormous increase in the Exchequer charge for these 
services has been the prime cause of the present crisis in the 
national finances. 

369. Had it been possible to make sufficient reductions in other 
fields of expenditure we would gladly have been content with com
paratively minor s.djustments in this field!. No such alternative is 
open and we cannot escape the conclusion that, under existing con
oitions and bearing in mind the rapid downward tendency in the 
price level with its inevitable reactions on the cost of living and 
wages, the rapid growth of this expenditure should be stopped 
and a large reduction made in the existing charge on the Exchequer. 

I.-UNEMPLOYMENT INSURANCE. 
370. The whole question of the Unemployment Insurance 

Scheme is at present being considered. separately by a Royal Com
mission. Nevertheless, we have felt bound to include the financial 
aspects of the matter within the scope of our enquiry in view of 
their outstanding importance to the National Exchequer. That 
Commission has recently issued an interim report setting out 
the main financial features of the present scheme and dealing with 
the more urgent ap.pects of their enquiry. 

371. Under existing conditions, the cost of the Unemployment 
Insurance Scheme in 1932 is estimated (on the basis of a live 
register of 2,500,000) at £119,000,000, made up as follows :-

Insurance Scheme 
Transitional Benefit Scheme 

. £ 
84,000,000 
35,000,000 

Total £119,000,000 
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372. We are in entire agreement with the majority of the Com
mission that " borrowing on behalf of the Fund should as nearly as 
,possible cease and that the liabilities, as such, should be restricted 
to those which can substantially be met from its current income," 
a.nd we agree also that for this purpose an average level of un
employment of 2,500,000 may be assumed. We have a1cead}' 
indicated in the (;'lrlier part of this report our considered opinion 
that it would be unwise for this country ,to count on any substan
tial improvement in its financial and economic position for some 
'time to come. 

373. The Commission recommend alterations in the existing 
scheme which on the basis of a live register of 2,500,000 are esti
mated to have the following financial effect :-

The Insurance Scheme (excluding transitional benefit). 

1. Increase of contributions (in the case of men· to 
9d. a week for the man, employer and the 
Exchequer) .,. 

2. Reduction of benefits by 11.7 per cent. on the 
average 

3. Special provisions for pal'!ticular classes, reducing 
the cost by about 71 per cent. ... 

4. Limitation of benefit to 26 weeks in a period of 
12 months, representing an estimated saving of 
15 per ·cent. 

Thus reducing the deficit in a full year from 

to 

Transitional Benefit 
Estimated cost for a full year 
Addition, due to 26 weeks' limit, (4) above 

5. Reduction of benefits ... 
6. Amendment of qualifying contribu

tion conditions 
7. New conditions as to need in ceria.in 

cases 

£ 
S,7oo,000 

3,300,000 

3,100,000 

Financial 
ellect. 

£ 

9,000,000 

8,700,000 

5,000,000 

9,100,000 

SI,BOO,OOO 
39,450,000 

£7,650,000 

£ 
35,000,000 
9,100.000 

44 ,100 ,I)()() 

10,100,000 

Reduced cost of transitional benefit ... .£34,000,000 

• For women, young persons and children proportionately lower rate. of 
contributions would be payable. To avoid complication reference i, made 
only to ,the m~~'8 rate in this report. 
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_ 374. On this basis while the. estimated rate of borrowing is re
duced from £39,450.,000 per (tnnum to £7,650,000 per annum, the 
direct Exchequer charge given in the original estimates for 1931 as 
£45,000,000 is increased to:-

Contribution to Insurance benefit 
Cost of transltional benefit 

'rotal ... 

£ 
18,000,000 
34,000,000 

. .. £52,000,000 

375. We approach this question from a somewhat different angle 
from the Royal Commission and in the course of our inquiry we have 
probably obtained a fuller appreciation of the grave difficulties con
fronting the Exchequer. After giving full consideration to the 
views of the Commission we regret that we cannot regard their 
recommendations as adequate to meet the situation. In our view 
a large reduction in the present EXChequer charge, as well as the 
practical elimination of borrowing for this service, are essential, 
and looking at the matter in the light of our other recommendations 
we are of opinion that these objects might reasonably be achieved 
on some such lines as the following. We give these general in
dications of our views in order to show that we are fully alive to 
the seriousness of the issues involved, and to the extent of the 
sacrifices that are necessary to achieve the object we have in view. 
Their elaboration into a proper scheme would necessarily involve 
us in detailed investigations which the Royal Commission is far 
better able to undertake. 

The Insurance Scheme. 

376. The estlmated cost of the Insurance Scheme proper in 1932-3 
is made up as follows :-

Benefit 
Administra tiQn 
Interest on debt 

£ 
74,500,000 
5,000,000 
4,500,000 

£84,000,000 

Towards this expenditure of £84,000,000 and the further payments 
amounting to £35,000,000 under the transitional benefit scheme 
the beneficiaries are at present contributing at the rate of. about 
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£14,000,000 per annum or only 12 per cent. Under the recom
mendations of the Commission the expenditure on the Insurance 
Scheme is reduced to £61,200,000, and the income is increased 
to £53,550,000. 

377. While we concur in the proposed limit of 26 weeks on 
benefit, we have come reluctantly to the conclusion that on each of 
the other heads further action is necessary. Dealing first with ex
penditure, it is not generally realised how greatly the benefit. 
under the scheme have improved in recent years. The original 
rate under the Act of 1911 was 7s. a week for men a.nd women 
alike and on the extension of the scheme in 1920 this waa increased 
to 15s. for men and 12s. for women. No special provision wa. 
at that time made for dependents. In November, 1921, when 
dependents were first admitted to benefit, the total benefit for .. 
family of four (man, wife and two children) was raised to 228 ... 
week. In 1925 it was raised to 27s.; in 1928 to 288. and in 
March, 1930, to 308. The present equivalent in purchasing power 
(on the basis of the Ministry of Labour index of the cost of living) 
of the rates of benefit paid in previous years is shown in the follow
ing table:-

Year in which rates 
have been fixed. 

1911 
1920 
1922 
1925 
1928 
1930 

Actual rate of benefit 
then fixed. 

8. d. 
7 0 

15 0 
22 0 
27 0 
28 0 
30 0 

Rate of benefit now re
quired to give the II&me 

purchaaing power. 

•• d. 
10 8 
8 10 

14 4 
22 7 
U 10 
27 II 

. Thus a rate of benefit of Us. 4d. a week at the present time 
would have the same purchasing power in terms of commodities 
as the benefit of 22s. a week actually paid in 1922. 

In the light of these figures we do not regard an average reduc
tion, during the continuance of existing conditions, of 20 per cent., 
i.e., for the above typical case from 80s. to 241. a week, as excessive. 
On this basis the benefit would be worth more than the benefit 
deemed suitable in 1925 and only IOd .• week less than that p&id 
as recently as 1928. 

378. The adjustment of benefit conditions raises many intricate 
questions which it ie not necessary for present purposes for us to 
pursue beyond saying that a reduction of 10 per cent. might be made 
by the application of special provisions to classes of beneficiaries 
who are at present making unfair demands upon the Fund. 
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379. The effect of these adjustments on the expenditure of the 
Insurance Scheme would be as follows :- £ 

Cost of benefit on existing basis 74,500,000 
Reduction of 20 per cent. in the average rate 

of benefit ... ... ... ... ... 14,900,000 

59,600,000 
Reduction of 10 per cent. by new regulations 

as to beneficiaries 6,000,000 

Limitation of benefit to 26 weeks (15 per 
cent.) ... 

Interest on debt 
Administration (say) 

53,600,000 

8,000,000 

45,600,000 
4,500,000 
4,500,000 

Total expenditure on Insurance Scheme ... £54,600,000 

Before discussing the method of meeting this expenditure it will 
be convenient to deal with the scheme of transitional benefit. 

Transitiona,l Benefit Scheme. 

380. The Royal Commission submit interim recommendations in 
regard to this scheme which have the effect of bringing the cost 
(which would be increased from £35,000,000 to £44,100,000 by 
the operation of the 26 weeks limit in benefit) down to £34,000,000. 
These recommendations include the introduction of a condition as 
to need in regard to certain special categories. We are, however, 
of the opinion that this condition should apply to all applicants 
for benefit who have exhausted their insurance rights. 

381. Government Departments have not the machinery for in
quiring into personal circumstances and to set up special machinery 
for this purpose would be a wasteful duplication of the reconstructed 
machinery now operating under the County and County Borough 
Councils as Public Assistance Authorities. At the same time we 
recognise the strength of the feeling against any immediate out
ward and visible differentiation against those who have fallen out 
of insurance. Subject to the assessment of need by the public 
assistance authority we suggest that it might be possible, in the 
case of an intermediate class of persons who are still suitable for 
employment to arrange for any neces!t'ary allowances to be paid 
by the EmploymeDJt Exchanges as agents for the local authority. 

382. A considerable measure of State assistance to local authori
ties would at the same time be needed if an oppressive increase of 
burden is not to fall on the rates in many areas. Under existing 
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arrangements local authorities. have received an extensive relief, not 
contemplated when the great increase of Exchequer contributions to 
local authorities was granted under the Local Government Acts of 
1929, and in areas with~ 'very light unemployment we see no need 
for attaching any State grant to the arrangements now suggested. 
But assistance on a scale rapidly rising with the degree of local 
unemployment will be necessary in other areas and we suggest that 
in order to leave financial r.esponsibility with the local auhorities it 
should take the form of a capitation grant for persons transferred to 
the public assistance authorities, to be continued for such period 
as they are qualified to remain in the intermediate class. The 
capitation payment might be on a scale which had due regard to 
the percentage of persons in this category to the local population. 
We consider that these grants to the local authorities should be 
charged on the Insurance Fund and that the whole cost of main
taining the fund in solvency should be borne' in equal shares by the 
employer, the emplqyed .and the Exchequer. This arrangement, 
while providing an equitable division of the burden, would serve 
incidentally to maintain some further connection for persons in this 
intermediate grade with the Insurance Scheme. On the best 
information we have been able to obtain, the imposition of a needs 
test under efficient local administration would probably reduce the 
cost of benefit to the present transitional benefit class to approxi
mately one-half the present cost. On this basis it would be reason
able to fix the scale of capitation payments to the local authorities 
to cost a·bout £12,000,000, thus bringing the total cost of both 
schemes up to £66,600,000. Dividing this among the three partlel 
would involve a weekly contribution (in the case of men) of lid. 
each by the State, the employer and the employed person. 

The Ea;tension 0/ the Scheme. 

383. While we entertain no doubt that in the present difilcult 
world· conditions an increase of contributions even to this extent 
would be less damaging to the national interests, considered aa a 
whole, than an increase of general taxation, we are anxious 11 
possible not to raise contributions above 10d. which was the amount 
paid by employers prior to 1925. Two alternatives are open ;-

(1) to allow borrowing; 
(2) to extend the area of contribution. 

384. Contributions on the 10d. scale for all three parties would 
produce roughly £60,000,000 leaving some £6,000,000 or £7,000,000 
to be borrowed with the live register as high as 2,500,000. We 
should prefer to reserve any borrowing against the contingency of 
unemployment rising above this level for any considerable period, 
and we turn therefore to the possibility of strengthening the scheme 
by bringing within it a wider field of steady employment hitherto 
excluded. 
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385. There are three directions in which extension is possible to 
the advantage of the Fund :-

(a) by bringing back within the ordinary operation of the 
scheme the Banking industry and the Insurance ~ndustry 
which were allowed to contract out of the main scheme under 
special schemes made under section 18 of the Unemployment 
Insurance Act 1920. This power to make special schemes was 
suspended in 1924 and abolished in 1927 without prejudice. 
however, to the position of those who had previously con
tracted out of the main scheme; 

(b) by bringing within the scheme certain classes of workers 
who have hitherto been specially excepted as not being subject 
in any serious degree to the risk of unemployment, e.g., State 
and municipal workers (including school teachers), employees 
of public utility companies, especially the railways; 

(c) by raising the income limit for the inclusion of non
manual workers from £250 per annum to say £350 or £400 
per annum. 

The main ground for the inclusion of persons in the first two 
categories is that they are themselves largely immune from the risks 
of unemployment and should come to the help of their less fortunate 
fellows. The same argument would normally apply also to persons 
in receipt of an income above the present limit, for non-manual 
work'ers, of £250 per annum. We must not, however, lose sight 
of the fact that one-third of the whole cost of the scheme is being 
borne by the Exchequer and that the main ground of principle for 
this charge is that it brings to the assistance of workers who are 
subject to unemployment a large measure of assistance--far larger 
than would be represented by weekly contributions at the flat rate 
-from the more fortunately placed body of direct taxpayers. The 
average married man does not, however, make any appreciable con
tribution to direct taxation until his income reaches £350. or £400 
per annum, and it would not be unreasonable that the exemption 
limit should be raised to this figure. There appears to us, there
fore, to be a good primO. facie case for bringing within the ordinary 
scheme all the three classes of persons referred to above. 

386. There is little information on which to base any sorli o{esti
mate of the effect of such extensions ana we give figures with 
all reserve. Such information as there is leads us [.() think that 
contributions by the State~ employer, and employed at the rattt 
of 10d. would produce about £7,500,000 per annum while the 
cost of benefits and administration might be put at £1,500,000 to 
£2,000,000. On this basis the total expenditure of our combined 
scheme would be raised ,to, say.:.' ... ... £68,500,000 
and the total revenue with contributions 10d. 

(men) to 

leaving a deficiency of 

£67,500,1)00 

£1,000,000 

The Government contribution would be one-third of the total 
contributions, viz., £22,500,000. 
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387. The Exchequer charge for 1932 would thus be reduced:-

Budget charge 
Loan charge 

Total 

from to Reduction. 
£ £ £ 

50,000,000 22,500,000 21,500,000 
40,000,000 1,000,000 39,000,000 

£90,000,000 £23,500,000 £66,500,000 

388. We regret very much that it should be necessary at a time 
like this to increase the burden on industry, even to the limited 
extent we suggest, but after giving the matter most careful 
thought we have been unable to find any practicable alternative 
open to less serious objections. Even as we have pregented 1t, the 
scheme barely balances on the basis of 2,500,000 unemployed and 
with the prospect of a material excess over this figure during the 
next few months, we should be sorry to see the scheme carried 
on without any strengthening on the revenue side. Yet if the 
contributions of employers are left unaltered it will be very diffi
cult to increase those of the workers alone, while l\9 regards the 
Exchequer any excess over the one third latio, while departiug 
from a basis of division h~therto accepted as fair, wOl1ld exp08e 
the Exchequer to charges which it cannot bear. To leave 
all the rates of contributions unchanged would reduce our esti
mated revenue by no less than £17.000,000 per annum, and we 
must dismiss this possibility as fundamentally unsound. 

389. It is not that we regard the extra 2d. on employers as a 
serious charge in itself; it represents a very small fraction on the 
cost of production: it is rather the psychological effect of any 
a.ddition to existing burdens at this moment. On this point, how
ever, we would make this-to our minds very relevant--observation. 
No small part of the present financial difficult1es of the Exchequer is 
to be attributed to the extensive rating relief granted to industry 
under the Local Government Acts, 1929. That relief is costing 
the Exchequer £26,000,000 per annum, whereas the additional 
2d. a week represents over the whole field of contributions
extended as we suggest-only £4,500,000. As the charge of 
£4,500,000 is spread over a much wider field of employment than 
the relief of £26,000,000 it is clear that the amount of the extra 
charge falling on productive industry will be considerably les8 on 
the average than one-sixth of the rating relief that it is enjoying. 
And it should be borne in mind that the rating relief is per
manent, whereas we trust that the increase in unemployment 
insurance contributions will be temporary. . 

390. We repeat the recommendation in our opening chapter that 
borrowing for the Unemployment Insurance Scheme should be dis
continued after this year. This means that any deficit on the 
Scheme (including the cost of transitional benefit) would have to 
be made good by the Exchequer I.e. until the existing debt of the 
Fund had· been substantially reduced. 



2.-NATIONAL HEALTH INSURANCE. 
391. The sums payable to the National Health Insurance Funds 

from the Exchequer represent mainly the statutory Exchequer pro
portion of the expenditure on medical, sickness disablement, 
maternity, and additional benefits, and expenses of administration 
under the National Insurance Acts, this proportion being fixed in 
the National Health Insurance Acts, 1924-28. 

The total expenditure in Great Britain in the year 1930 
out of National Health Insurance Funds was approximately as 
follows:- £ 

Sickness and Disablement Benefits 16,800,000 
Maternity Benefit 1,750,000 
Medical Benefit 10,500,000 
Additional Non-cash Benefits 3,000,000 

£32,050,000 
Approved Societies and Insurance Com-

mittees Administration expenses ... 4,400,000 

£36,450,000 

Of this expenditure £6,370,000 was derived from the Exchequer, 
representing a grant of 1/7th of the expenditure in the case of 
men and 1/5th of the expenditure on women. In addition the 
cost of central administration to the amount of £1,000,000 was 
charged on Parliamentary Votes of which only £100,000 was 
rf'covered {rom insurance funds, leaving a. further net liability on 
the Exchequer of £900,000. 

392. The total expenditure for the years 1921-30 and the portion 
thereof derived from the Exchequer are shown· in the following 
table :-

1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 

Calendar Year. 

Total Expenditure 
out of Insurance 
Funds (including 

Exchequer Grants). 
. . (1) 

£ 
28,368,000 
28,577,000 
28,308,000 
29,898,000 
31,378,000* 
36,041,000· 
39,882,000 
36,598,ooot 
38,842,000 
36,400,000 

Exchequer Grants. 

(2) 

£ 
10,271,000 
7,296,000 
5,984,000 
6,114,000 
7,121,000 
6,069,000 
6,645,000 
6,242,000 
6,676,000 
6,370,000 

• Additional benefits provided out of surpluses declared available on the second 
valuation came into operation partly in July, 1925, and partly in July, 1926. 

t As from January, 1928, persons aged 65-70 ceased to be entitled to sickness 
and disablement benefits. 
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393. The decrease in the amount of Exchequer Grants since 1921, 
in spite of the increase in expenditure, is due mainly to :-

(a) The reduction in the rate of ordinary State Grant from 
2/9ths of the expenditure to 1/7th for men and 1/5th for 
women, under the provisions of the Economy (Miscellaneous 
Provisions) Act, 1926, as from 1st January, 1926. 

The reduction in the grant on the estimated expenditure for 
the current year amounts to £2,000,000. 

(b) The cessation as from 1st April, 1922, of Special Grants 
to meet the additional cost of medical benefit (including 
administration) over the amount payable under statute (\ut of 
benefit funds. . 

Under the 1920 Act a. sum of lOs. a year per member was 
payable out of benefit funds, the remainder (2s. 6d. to 3s. per 
member) being met by Special Exchequer Grants up to 31st 
March, 1922. From that date up to 31st December, 1926, the 
additional cost was met under the provisions of the National 
Health Insurance Act, 19112, a·nd the National Health Insur
ance (Cost of Medical Benefit) Act, 1924, out of Insurance 
funds, partly out of benefit funds and partly out of unclaimed 
contributions and the Investment Account Reserve. Under 
the Economy ~M:iscellaneous Provisions) Act, 1926, a sum not 
exceeding 13s. a. year per member was made pa.ya.ble out of 
benefit funds. This reduction in Exchequer gra.nts amounts 
at present to approximately £2,150,000 a. year. 

(c) The cessation as from 1st January, 1922, of the Special 
Grant to the Women's· Equalisation Fund. 

The provisions of the National Health Insurance Act, 1918, 
under which this Fund was constituted, as a charge on the 
Exchequer, for· the purpose of assisting Approved Societies 
to meet their liability in respect of the sickness claims of 
women, were repealed by the National Health Insurance Act. 
1922. The amount provided was £350.000 a year. 

(d) Since 1921 the Special Grant of £142,000 to the Central 
. Fund has been suspended. This Fund is constituted under 
Section 68 of the National Health Insurance Act, 1924, ita 

'purpose being to make good deficiencies found on the valuation 
of Approved Societies which cannot be made good from the 
Society'S Contingencies Fund. The proviso to Section 68 (1) 
provides that the grant shaII be reduced proportionately with 
any reduction in the levy out of contributions. The levy has 
been wholly suspended since 1921, but owing to the increase 
in claims on the Fund it may have to be re-imposed in the 
near future. 

394. The course of health insurance finance for the five year., 
ending 31st December, 1929, is summarised in the !ol!o~ng table 
of the receipts a.nd payments for all Approved SocIetIes In Great 
Britain, as well as Deposit Contributors, members of the Navy, 
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Army and Air Force Insurance Fund and Exempt Persons. Com
plete figures for 1930 are not yet available but we understand that 
the general results of the year will be similar to those of 1928. 

Receipts. 

1925. 1926. 1927. 1928. 1929. 
---

£ £ £ £ £ 
Contributions ••• ... 27,722,000 24,456.000 26,381,000 25,979,000 26,005,000 
Parliamentary Votes .7,121,000 6,069,000 .6,645,000 6,242,000 6,676,000 

and Grants. 
Interest and Other Re- 5,643,000 5,967,000 5,572,000 5,612,000 5,676,000 

ceipts. 

Total ... 40,486,000 36,492,000 38,598,000 37,833,000 38,357,000 

Payments on Benefits and Administration. 

----
Sickness Benefits· ... 
Disablement .. • ... 
Maternity .. • . .. 
Medioal .. . .. 
Additional (non-cash) 

Benefits. 
Admin. Exs .•.. ... 

Total ... 
• Includels Addi

tional Benefits esti-

1925. 1926. 

£ £ 
10,339,000 12,543,000 
5,104,000 6,183,000 
1,704,000 1,757,000 
9,428,000 9,555,000 

937,000 1,961,000 

3,955,000 4,127,000 

31,467,000 36,126,000 

1927. 1928. 1929. 

£ £ £ 
13,034,000 11,304,000 13,265,000 
7,174,000 6,125,000 6,395,000 
1,738,000 1,743,000 1,742,000 
9,784,000 10,091,000 10,323,000 
3,980,000 3,054,000 2,771,000 

4,261,000 4,376,000 4,444;000' 

39,971,000 36,693,000 38,940,000 

mated at £2,100,000, £3,000,000, £3,600,000, £3,100,000, £3,500,000. 

Total Fund!!. At 1st January, At 31st December 
1925. 1929. 

-
£ £ 

Invested with National Debt Commissioners .•• 69,502,000 67,663,000 
Invested by Approved Societies (or by the 44,623,000 55,100,000 

Minister on their behalf). 
Cash at Bank ... ... ... ... . .. 432,000 149,000 
Cash in hands of Approved Societies and In- ·2,062,000 2,873,000 

aurance Committees. 

£ 116,619,000 125,785,000 

NOTJi.-The rates of contributions were reduced as from January, 1928, on the 
reduction of the age limit for (sickness and disablement) benefits from 70 to 65. 
under the Widows', etc., PenSions Act, 1925. . 
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395. In explana.tion of these large invested funds we should ex
plain that the Health Insurance Scheme rests on the financial ba~id 
gf the contributions being appropriate to persons entering insurance 
at the age of 16. A scheme of this nature when it had reached a 
normal state of affairs, would necessarily possess large reserve funds 
representing the excess value of the contributions made by each 
person in his early ye/Lrs over the benefits received by him. When 
the scheme began in 1912 these reserves were provided by paper 
credits in the books of societies and in the 20 years that have elaplled, 
these credits have in great measure been replaced by cash reserves. 
We understand that the ultimate figure required for the scheme 
on its present' basis is in the neighbourhood of £140,000,000. 

396. Quinquennial valuations are made of the assets and liabiIitie~ 
of each Approved Society and where a disposable surplus is revealed 
the society is able to declare additional benefits. The results of 
the first two valuations are summarised below and the estimated 
payments made in respect of additional benefits are shown in the 
five years summary a.bove. 

Valuations Valuations 
mowing surplus. showing deficielloy. 

- No. of No. of 
Societies Total Societies Total 

and Amount. and amount. 
Branches. Branches. 

£ ! 
First Valuation as at 31st Dec.,1918 9,755 17,273,887 4fY1 80,919 

(including Ireland) (Cmd. 1662, Disposable 
pages 11 and 22). 9,184,087 

Second Valuation &8 at 31st Dec., 8,001 42,413,319 134 91,675 
1922, and 31st Dec., 1923 (inclu- Disposable 
ding N. Ireland) (Cmd. 2785, 26,619,161 
pages 16 and 24). 

397. The third valuations as at 31st December, 1927, ] 928 or 
1929 of the 1,500 Approved Societies and branches with over Ii) 
million members are now nearing completion. The results thus far 
show Jh3Jt there is considerable reduction in the disposable surpluses 
as compared with the previous valuations which must lead to some 
reduction in the additional benefits payable over the next five years. 

We understand that certain Societies will need assistance from 
the Centra.l Fund to enable them to pay the statutory benefits over 

/" " the next_ ~&course o! 
39Rg'inst DecembP Fund, which is a United Kingdom fund, 

82' the receipts and t>UJ1>08e in 1918, stood at 31st December, 1929, 
Britain, as well.1.t is fed as required by a. levy of abooG 3d. a. year 
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per member on approved societies and an Exchequer grant ·.>f 
£142,000 a year, but both levy and grant have bee'n auspended since 
1921 owing to the size of the balance. W~th the continuance of 
heavy unemployment and the heavy sickness benefit claim,:; which 
have ·been a feature of the last few years there is, however, con
siderable prospect of this fund needing replenishment at no distanli 
da.te. 

399. A considerable measure of assistance towards meeting losses 
arising from unemployment is also afforded to approved societies 
by the Unclaimed Contributions Account for Great Britain. To 
this account is credited the proceeds of sales of stamps which for 
one reason or another are never submitted to the Department on 
insurance cards. Under the Insurance Act, 1928, the moneys 
available on this account are to be applied in credits to approved 
Societies towards meeting the cost of benefits to members, in 
arrears owing, to unemployment, for a maximum period of about two 
years and nine months from the termination of employment. 

400. It was estimated that the balance standing to the credit of 
the account ,together with the yearly accumulation of uuclaimed 
stamps money and interest would enable a sum of £500,000 to be dis
tributed amongst Approved 'Societies for the 'next four or five years. 
Owing to the abnormal rate of unemployment, however, the annual 
losses incurred by Societies in the excusal of arrears due to unem
ployment are now very largely in excess of the money available. 

401. A third way in which special provision has been· made by 
Parliament for members suffering from prolonged unemployment is 
seen in the National HeaLth Insurance (Prolongation of Insurance) 
Act, 1930. This Act provides for the payment from the Exchequer 
of 36 contributions for each Approved Society member who would 
otherwise, by reason of prolonged unemployment, have ceased to 
be insured during 1931. The estimated cost is £100,000 to 
£150,000 for the year, but no decision has been arrived at as to the 
action to be taken after this year. 

402. We have dealt with the present situation in regard ito the 
Health Insurance Scheme somewhat fully in order to bring out the 
curious situation which is developing. While the income of the 
scheme as a whole is just about sufficient to finance a continuance 
of the present rate of expenditure (including any additional benefits 
that are being provided out of the surpluses of Societies) not-' 
withstanding the serious loss ot contributions from unemployment, 
the separate financial units comprising the scheme are showing at 
each valuation increasing disparities. The richer societies are 
becoming able to increase their additional benefits still more and 
even in a few cases refund to their members their proportions of 
the contributions, while those at the other extreme are in 
increasing danger of being unable to maintain even the statutory 
rates of benefit. Such disparities of fortune might perhaps be 
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defe~d~d if. it, could. be shown that they arise from good or bad 
admimstratlon. This element does nndoubtedly enter into the 
matter, but by far the most weighty factors are the differing health 
and unemployment risks of the members in separate societies. 

403. We are fully aware that the freedom of insured persons with 
favourable risks to form their own societies and in time to obtain 
special advantages for themselves was held out at the inception 
of the scheme as one of its great attractions and was the answer 
to complaints of the inequality of charging uniform rates of con
tributions to all persons. This argument, pushed to its logical 
conclusion, is however destructive of national insurance in any 
field, and indeed strikes at the basis of all insurance, viz., the 
pooling of' risks. However careful the selection these can never 
be equal for all participants in the pooling. A small element of 
pooling as between societies is already present in the working ot 
the Central Fund. There is therefore no new departure of principle 
involved in a further measure of pooling and as long as it still leave" 
considerable variations in the rates of benefit offered by societies the 
expectations held out at the inception of the scheme are sub
stantially met. In our view the present situation demands an ex
tended application of this principle of pooling, sufficient (1) til 
prevent well administered societies from failing to maintain the 
statutory rates of benefit and (2) to enable societies to give special 
treatment to men suffering from prolonged unemployment to the 
extent provided by the National Health Insurance Act, 19-28. 
These arrangements are so generous that we can see no adequate 
ground for extension of the ProlongaUon of Insurance Ad beyond 
this year in so far as it concerns health insurance. 

404. There are many ways in which this pooling can be effected. 
One would be by reimposing and increasing the levy for the Centr~1 
Fund and by using that fund as expended to meet the ('harges 
we have in mind. Another would be by a direct levy on the dis
posable' surpluses of societies. A discussion of the relative merits 
of these would take us into intricate details which we are anxious 
to avoid. Suffice it to say that such pooling as is necessary shou},) 
in our view be effected without any additional charge faIling upon 
the Exchequer. 

405. The Exchequer grant of £142,000 to the Central Fund is 
open to serious objection as going to meet expenditure which will 
itself attract the normal State proportion. As far as financei of the 
scheme permit the general policy for the future should be to limj~ 
Exchequer assistance rigidly to this proportionate grant, all central 
administrative expenditure being charged to the scheme. The 
non-extension of the Prolongation of Insurance Act and the 
elimination of the grant to the Central Fund removes a contingen' 
lia.bility of about £250,000 per annum. 



406. We have considered whether some reduction might not be 
made in the expenditure of the scheme as a. whole to enable it to 
meet the cost of central administration now falling on the Ex
chequer to th~ extent of £900,000 per annum. 

407 . We do not recommend any reduction in the statutory rates of. 
cash benefits:-

Sickness benefit 15s. man and 12s. woman.· 
Disablement benefit 7s. 6d. 
Maternity benefit 40s. 

408. It is to be noted that no additional allowances are paid in. 
respect of dependents under this scheme. The allowance to 
approved societies for administrative expenses shows an increase 
of 32 per cent. over the pre-war figure and the existing arrange
ments as to drugs enable a revision to be made after next year if 
prices have then fallen. 

409. We are however of the opinion that the payments Ito the 
doctors are too high in present circumstances. These consist of a 
flat capitation allowance of 9s. per annum for every insured person 
in a doctor's list in addition to mileage allowances in rural areas, 
amounting in the aggregate to £250,000 and equivalent on the 
average over the whole of the medical panels to about 4!d. per 
insured person. It is common knowledge that the standard of 
remuneration of the medical profession has been greatly increased 
as a result of the Health Insurance Scheme and there has been 
growing difficulty in filling salaried medical posts under the Govern
ment and the local authorities at rates of pay corresponding to 
those in other classes of public service. In present circum
stances we should not regard a reduction of· the capitation rate 
to 8s. as unreasonable. Tliis would represent a saving' to the' 
scheme of about £750,000 arid enable it to meet the cost of central 
administration to this additional amount. 

, 410. The total reduction in this field is thus brought up to about, 
£1,000,000. 

S.-MATERNITY SCHEME. 

411. In connection with the National Health Insurance Scheme 
we have had our attention called to a development of the maternity, 
service, at present provided' thereunder, which has been under con
sideration for BOme time. Under tIie Health Insura,nce Scheme ,s.' 
sum of £2 is paid on the confinement of an insured woman or the' 
wife of an insured man. In the case of a married woman who is 
or' has recently been herself an employed contributOr (some 25 per 
cent. of the whole) a total sum of £4 is paid. OUt of this provision 



she is free to ma.ke her own arrangements as rega.rds the attend
ance of doctor or midwife a.t confinement. Medical benefit under 
the insura.nC6 scheme covers a.ttenda.nC6 before confinement or not 
less .tha.n 10 days thereafter and sickness benefit may be drawn by 
an lDsured woman except for a. period of four weeks following 
confinement. 

412. The total provision for maternity benefit made from insur
ance funds is about £1,950,000 per annum and the present expendi
ture is about £1,530,000 pet annum, thus leaving a.. margin to 
approved societies of a.bout £420,000 per a.nnum. Under the new 
scheme it is proposed to halve the present maternity benefit; and to 
divel'lt half the provision (i.e. £975,000) to an extended maternity 
servic.e to be provided by the local authorities. This serviclS would' 
cover 

(1) Provision in every case of the services of a qualified 
midwife to act either as midwife or maternity nurse; 

(2) provision 'in every case of a doctor to give ante-natal, 
natal and post-natal attention a.s may prove necessary to aU 
cases showing any abnormality; 

(3) provision of a consultant when desired by the doctor in 
attendance; 

(4) provision of hospital beds for such ('ases &8 need in
stitutional care; 

(5) provision of certain ancillary services (e.g. transport,. 
sterilised equipment, laboratory facilities). 

413. The scheme would be operated by connty and county borougb 
councils, subject to a power to the county council to delegate aU, 
or any part of it, with prior approval of the Minister of Health, to 
a county district council which is a maternity and child welfare 
authority. The local authority would be under statutory obliga
tion to render the above' services free to insured persons but would 
have complete discretion in other cases a.s to the service to be 
rendered and as to the charge, if any, to be made therefor. 

414. The terms of service of doctors and midwives (and possibly 
also consultants) would be negotiated centrally with representative 
bodies. Such terms would include provision for securing proper 
service under' appropriate penalty; the contract of service thus 
arranged to be with the local. and not the central authority, al 
in the case of the National Health Insurance Medical Service 
contract. A panel of doctors, midwives (and possibly consultants) 
would be established for each county and county borough area to 
work ,the scheme in that area. A woman would have power to 



select doctor and midwife to attend on her, subject to their con
currence. 

415. We understand that it is contemplated teat services (4) and 
(5) above would, in view of the increase of grants under the Local 
Government Act, 1929, be provided wholly out of rates and that 
any receipts from uninsured persons under the scheme generally 
would be retained by local authorities. The cost of (1) (2) and 
(3) in excess of the amount diverted from insurance funds would 
be an Exchequer charge. Pending negotiations with the medical 
profession, any estimate of the cost of these services is given with 
reserve, but the total figure is put by the Ministry of Health at 
about £2,500,000 for Great Britain of which £975,000 would fall 
on insurance funds leaving about £1,500,000 as the probable EX'~ 
chequer charge. 

416. No one can dispute Ithe desirability of taking action to reduce 
the serious loss of life and health in connection with maternity 
and we do not doubt that it would be a definite advantage from 
this point of view to substitute, in considerable measure, services 
of attendance for the present cash payment of maternity benefit. 
At the same time we cannot but regard this scheme as unduly 
ambitious in scope; it introduces into lo('al government adminis
tration for the first time the very undesirable principle of differen
tiation between those who belong to the State insurance scheme 
and those who do not; but most serious of all is the proposed 
additional charge of £1,500,000 per annum upon the Exchequer. 
In present financial circumstances, the Exchequer cannot 
afford to assume this liability and in our view improvement of this 
service should be sought without any extra State grant. 

4.-0LD AGE PENSIONS AND BLIND PERSONS 
PENSIONS (NON-CONTRIBUTORY). 

417. The Old Age Pensions Act, 1908, with effect from the 1st 
January, 1909, first introduced the scheme of non-contributory old 
age pensions, the broad principles of which have. with certaill modi
fications, remained in force ever since. 

The grant of a pension was made subject to age, means, 
nationality and residence tests, and the maximum rate was fixed 
at 5s. a week if the means did not exceed £21 a year. Lower 
rates of pension were payable if the means did not exceed .£31 lOs. 
a year. 

418. In view of the increase in the cost of living during the war, 
an Additional War Allowance of 2s. 6d. a. week was added in 1916, 
and as from 2nd January, 1920, under the Old Age Pensions Act, 
1919, this was merged in an increase of the normal rate of pension 
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to lOs. 8. week. That Act fixed the rates of pension in relation to 
means as follows and this scale has remained in force ever since :-

Yearly Means. 

Not exceeding £26 os. 

Pensions. 
8. d. 

10 0 
Exceeding £26 5s. but not exceeding £31 lOs. 8 0 

" 
£31 lOs. 

" " 
.£36 15s. 6 0 

" 
£36 15s. 

" " 
£42 4 0 

" 
£42 

" " 
£47 5s. 2 0 

" 
£47 5s. 

" " 
£49 17s. 6. 1 0 

The same Act introduced the present method of calculating annual 
means from capital, viz., the first £25 is discegarded, the next 
£875 is assessed at 5 per cent. and any surplus at 10 per cent., 
this being a rough estimate of the annuity value of the capital. 
For a married couple living together the means of each is assumed 
to be one half of the total means. 

419. The Old Age Pensions Act, 1924, introduced with effect from 
the 7th August, 1924, an ilDportant alteration in the calculation of 
means by providing for a ileduction not exceeding £39 a year (01 

£78 a year in the case of a married couple living together), from 
means other than earnings. This alteration was made in order. 
to meet the plea that th~ means limit penalised thrift and to 
discourage old people from competing in the labour market. Thu'l 
it is now possible for a married couple to draw the full pensions 
of lOs. a week each if they have already total means (otherwise 
than from earnings) amounting to £52 lOs. + £78 == £130 lOs., 
thus giving them a total income of £182 lOs. per annum. 

420. Apart from the alterations in the old age pension position 
introduced by the contributory scheme instituted in 1925 (which is 
dealt with in the follQwing section), the only other important 
change since the Wat,was the reduction of the age of qualification 
for blind persons from 70 to 50 years of age under the Blind Persons 
Act, 1920. 

The cost a/Old Age Pensions since the War. 
421, The following table shows the costs of old age pensions (in

cluding blind persons pensions) in Great Britain for elWlh year since 
1921, together with the expenses of administration. Rince 1926 
an increasing proportion of pensioners have established a title unaer 
the contributory scheme, and are therefore not subject to the means 
liInit. Separate figures of cost for non-contributory and contribu
tory pensioners over 70 are not available but a rough estimate is 
given in note (c) below. These figures are, of course, quite different 
from the extra cost of old age pensions due to the Contributory 
Pensions Scheme, i.e., of pensions to persons who would otherwise 
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be disqualified on the ground of means. No part of the cost of 
pensions over 70 given below is chargeable against contributions. 
under this scheme:-

Estimated 
Other 

Expenditure Expenses of Administrative 
Local Pensions Expenses 

Year ended 
on Pensions 

Committees (borne on the Total 

31st March. 
(borne on 

(borne on the Votes of the Expenditure. 
the Old Age Government (b) 

Pensions Vote). Old Age 
Departments Pensions Vote). 
concerned). 
(a) (b) 

(1) (2) (3) (4) 

£ £ £ £ 
1921 ... ... 20,696,029 54,397 751,650 21,502,076 
1922 ... ... 21,939,563 49,552 854,032 22,843,147 
1923 ... ... 22,362,993 54,206 743,991 23,161,190 
1924 ... ... 23,221,415 49,503 749,201 24,020,119 
1925 ... ... 24,905,668 66,130 827,977 25,799,775 
1926 ... ... 27,017,955 56,773 878,294 27,953,022 
1927 ... ... 29,984,344(c) 51,371 839,341 30,875,056 
1928 ... ... 32,829,796(c) 43,087 833,917 33,706,800 
1929 ... ... 34,052,321(c) 41,749 822,918 34,916,988 
1930 ... ... 34,918,142(c) 39,370 827,099 35,784,611 
1931 (approx.) ... 36,700,000(c) 38,000 830,000 37,568,000 
1932 (Estimated) 38,200,000(c) 37,000 786,841 39,023,841 

(a) Customs a.nd Exoise, Post Office, Ministry of Health, Department of Health, 
ScotIa.nd, Exohequer a.nd Audit Department, Registrar·General's Office and St&.
tionery Office. 

(b) These figures do not include the costs incurred by the Ministry of Health and 
the Department of Health, Scotland, in a.dministering the over-70 Contributory 
Pensions paid out of the Old Age Pensions Vote, as these costs a.re chargeable to the 
respective Pensions Accounts. 

(c) Estimated oost of pensions paid to pensioners registered a.s over-70 "Contribu
tory Pensioners," included in above figures of expenditure. 

Approx. 
£ 

1926-27 2,600,000 
1927-28 6,000,000 
1928-29 8,575,000 
1929--30 10,550,000 
1930-31 13,050,000 
1931-32 15,600,000 

(d) Blind Pensions.-The cost of Blind Pensions, which is included in the above 
figures as from 10th September, 1920, has risen gradually from approximately 
£255,000 in 1921-22 to £585,000 in 1930-31. 

The Future Cost of Old Age Pensions. 

422. We are advised by the Government Actuary that the problem 
of estimating with accuracy the future cost of old age pensions is 
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rendered especially difficuli at the present time by reason of the 
fact that the population ID various age-groups, as now estimated, 
depends upon the enumerated numbers at the Census of 1921. 
Pending the issue of the detailed figures for this year's Census: he 
et'timates that the numbers of persons in Great Britain aged over 
70 years in 1930-31, 1935-6 and 1940-1 will be as follows :-

Date. 

30th September, 1931 
30th September, 1936 
30th September, 1941 

No. 0/ personA 
over age 70 in 

Great Britain. 
1,81] ,000 
2,031,000 
2,242,000 

423. The proportion of the poP!llation over 70 who have been in 
receipt of an old age pellsion in recent years is shown in the 
following statement, from which persons receiving II blmd .. pen
sions have been excluded. 

,·ff1 ' , 

Percentage of population over 70 in receipt of 
Year. . Old Age Penaion (Great Britain). 

(88 at 30th June). 
Men. Women. TotBl. 

1921 ... ... ... 47·2 62·3 56·1 
1922 ... ... .. . 48·2 62·8 56·8 
1923 ... ... ... 49·0 62·6 57·0 
1924 ... ... ... 50·1 63·2 57·8 
1925 ... ... ... 55·8 "'167·6 62·7 
1926 ... ... .. . 57·5 68·6 64·0 
1927 '" ... ... 69·0 72·3 71·0 
1928 ... ... .. . 72·6 75·6 ",3 
1929 ... ... ... 74·3 76·4 75·6 
1930 ... ... .. . 76·7 78·7 77·8 

By 31st March, 1931, the number of old age pensioners (excluding 
blind) in Great Britain had risen to 1,409,000, representing 
approximately 79 per cent. of the population over 70. 

It will be seen that there was a sharp increase in the proportion 
of pensioners from 1924 to 1925; this is mainly attributable to the 
Old Age Pensions Act of 1924, the effect of which continued to be 
felt in 1925-26. The large increase in 1926-27 is due to the Con
tributory Pensions Act of 1925; here again a considerable period 
elapsed before. the full number of claims under the Act emerged, 
and this accounts'mainly for the further rise in 1927-28. Precise 
information is not available as to the number of pensions awarded 
under the Pensions Act of 1929, but it is thought that approximately 
one-third of the increase in the proportion of pensioners since July, 
1929, may be attributed to this Act. 

424. While changes in legislation are clearly respol;lsible for cer
tain large and well-marked increases in the proportion of pensioners 
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they do not appear to account fully for the persistent tendency 
towards an increase in the proportion which can be observed 
throughout the period under review. In this connection the 
progress of the percentages for men and women separately is of 
interest. Whereas, in 1921, the proportion of men over 70 in 
receipt of pension was nearly 25 per cent. less than the correspond
ing proportion of women, in 1930 the proportion was practically 
the same for both sexes. In part this feature is the result of the 
grant of pensions at 70 by virtue of the provisions of the Con
tributory Pensions Act of 1925, but to some extent also it may 
probably be attributed to the growing economic stress of the past 
few years which has presumably made it increasingly difficult for 
an elderly man to obtain a livelihood. ' 

425. Having regard to the position as indicated briefly in the fore
going paragraphs, it was a.ssumed 'for the purpose of the' Parliamen
tary estimates for 1931-2 that the average proportion of pensioners 
during that year would amount to 80 per cent. (excluding" blind .. 
pensioners). The estimate of £38.2 millions mak'es provision 
accordingly. After careful examination of such material as is at 
present available the Government Actuary thinks it improbable 
that the' proportion of the aged population becoming entitled to 
old age pensions will reach 85 per cent. He assumes that the 
saturation point will be reached at 821 per cent. in about five years 
time. 

Addition for blind pensioners. 

426. The addition to be made to the cost of old age pensions to 
include those payable to blind persons aged between 50 and 70 is a 
somewhat speculative matter., The number of such persons has 
grown considerably in recent years, as will be seen from the follow
ing table:-

Number of persons Column (2) expressed 
Year. in receipt of 88 a percentage of 

(31st Ma.rch). .. blind" pensions the population over 
in Great Britain. age 70. 

(1) (2) (3) 

1921 8,900 0·6 

1927 17,100 1·0 
1929 20,700 1·2 
1931 23,500 1·3 

427. The marked and continued increase in these numbers may 
indicate, in some small measure, an increase in industrial blind
ness. It appears mainly, however, to reflect the growth of activity 
on the part of the local authorities who administer the Blind 
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Persons Act to 1920 and have, in the last few years, tended to give 
generous financial and other assistance to blind persons who register 
themselves. In'this connection it is important to note that the 
statutory definition of blindness for the purpose of the Act, viz. that 
the person is •• so blind as to be unable to perform any work for 
which eyesight is essential" is not a.ltogether satisfactory I and as 
a. result the development of an easy standard in the test for 
qualification, together with the lack of expert examination in many 
cases, may bear some responsibility for the increase. 

On the figures giv~n above it was assumed that the proportion 
of blind pensioners to the population over age 70 would have grown' 
to Ii per cent. by 1935 and to Ii per cent. by 1940. 

Cost of pensions in next decennium. 

428. On the basis described above, and making suitable adjust
ments for pensions payable at a lower rate than lOs. Od. a week, it 
is estimated that the number of pensioners and annual cost of pen
sions in the next decennium will be as follows :-

Financial 
'IIear. 

1931-2 
1935-6 
1940-1 

Average number Annual COlt 
of pensioners of pensions. 
during 'IIear. .£ 

1,478,000 38,200,000 
1,705,000 44,200,000 
1,889,000 49,000 ,000 

When submitting estima.tes in connection with the Widows', etc., 
Pensions Bill, 1925, the Government Actuary put the total cost 
of Old Age Pensions over 70 for the same years at :-

1931-2 
1935-6 
1940-1 

.£ 
36,400,000 
40,600,000 
46,300,000 

so the finailciaL outlook for the scheme has become appreciably 
more serious in the past six years. But even on the lower level 
of costs then adopted the total burden was estimated to increase 
continuously as far as the estimates were carried, i.e., up to 
1965-6, for which year the cost was put at £64.4 millions. Other 
estimates given at the same time showed that the growth of this 
charge would practically neutralise the large reduction in the 
War Pension charge over the same period. 

429. Apart from the action to be taken in connection with the 
Contributory Pensions Scheme we do not consider that it is prac
ticable at the present time to make any reduction in this liability. 
As time goes on and more and more pensioners establish a. title 
under the Contributory Scheme, the mea.ns limit will become less 
important. If any substantial reduction of burden were" essential, 



it would in our view be necessary to reduce the basic rate of lOs. 
a. week. As far as adjustments in respect of the altered value of 
money are concerned it is relevant to point out that the present 
rate is 100 per cent. over the pre-war standard, that it was fixed 
in 1919 when the cost-of-living index also was aboUlt 100 per 
cent. above the pre-war level, and that the increase in this index 
has fallen to 45 per cent. We cannot, however, overlook the 
change in public opinion in regard to such pensions that has 
occurred since the Scheme started in 1909 and the movement in 
fa.vour of a more extended scheme of retirement pensions. In our 
view a reduction of the basic rate of lOs. could now only be effected 
as part of a general scheme of sacrifice all round. 

5.-WIDOWS', ORPHANS', AND OLD AGE 
CONTRIBUTORY PENSIONS. 

430. Under the s~heme approved by Parliament on the Widows' , 
Orphans', and Old Age ContribUJtory Pensions Act, 1925, provision 
was made for 

(a) pensions for widows and dependent children, and 
(b) old age pensions commencing at the age of 65 instead 

of 70 and passing, on the attainment of the age of 70, into 
pensions under the Old Age Pensions Acts, freed from the 
restrictions and disqualifications at present applied to such 
pensions. 

Subject to the fulfilment of the statutory conditions, which in
volve a minimum period of insurance and the payment of a mini
mum numlber of contributions by the person on whose insurance 
a claim Ito pension under the Act is based, the following are the 
benefits normally payable:-

(a) Widows' ·Pensions.-10s. a. week for the widow of an 
insured man who dies after the 4th January, 1926, and was 
under 70 years of age at that date, with an additional allQ.w
ance for children up to the age of 14 (or 16 if remaining under 
full-time instruction in a. day school) 8Jt the rates of 5s. a week 
for the eldest BUch child and 3s. a week for each of the other 
children. 

(b) Orphans' Pensions.-7s. 6d. a. week for each child of 
an insured man, being a. married man or a. widower, or of 
an insured widow, payable up to the age of 14 (or 16 if the 
child remains under full-time instruction in a. day school). 

(c) Old Age Pensions.-10s. a week to insured men and 
insured women between the ages of 65 and 70, and lOs. a. 
week to the wives between the ages of 65 and 70 of insured 
men who are themselves entitled to pensions. 
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431. Provision was also made by the Act of 1925, subject to cer
tain conditions, for pensions at the ordinary rate to 0 widows and 
children of insured men who died befof~ the commencement of the 
Act. A widow in this class was not, however, eligible for a pension 
unless there was living at the commencement of the Act at least 
one child of the marriage, or of a former marriage of either parent, 
under the age of 14. Her pension ceased six months after the 
youngest child atta.ins 14. An orpha.n's pension is similarly pay
able to the orphan children while under the age of 14 (or 16 if 
under full-time instruction in a day school) of an insured maD 
(being a married oman or a widower) or: an insured widow who 
died before the commencement of the Act. 

As from 2nd July, 1926, pensions under the Old Age Pensions 
Acts, 1908 to 1924, at the full rate of lOs. a week became payable 
by virtue of the Widows', Orphans' and Old Age Contributory 
Pensions Act to insured persons on attaining 70, without the 
application of the means test. The same rights were given to the 
wives of insured men. 

432. The scheme is on a contributory and compulsory basis and is 
interlocked with the scheme of health insurance, combined COD
tributions being made, as a rule. towards both on the same 
insurance card. The relation of the contributions to the oonefits 
is based upon the principle by which the contributions have beeD 
determined in the case of National Health Insurance, viz., that 
the contributions are equal in value (as actuarially ascertained) 
to the benefits granted to persons entering into insurance at the 
age of 16, special arrangements being made by which, in etrect, 
the State provides for the extra liability, over and above the pro
vision made by the contributions, arising in respect of persons 
entering into insurance at all ages between 17 and 70. In apply
ing this principle to the present case regard ha!! been had to two 
considerations peculiar to a scheme of this kind, namely, (i) that 
the major part of the benefits consists of pensions for widows and 
allowances for children, and (ii) that the wife of an insured man 
will be entitled, equally with himself, to a pension when both have 
reached the age of 65. Insured women (who for the most pan 
are young and unmarried) are therefore required to contribute to 
the scheme on a. wider basis than is represented by the slight 
probability that they will themselves continue in insurance to the 
age of 65 and then become entitled to a. pension in their own right, 
their weekly contribution being fiied at one-half of the rate pay
able for insured men. The etrect; is that during the period of their 
employment women (with their employers) will make a contribu
tion towards the benefits to which they will be entitled either in 
their own right or as the wives and widows of insured men. 

433. On this basis the appropriate weekly contributions from the 
age of 16 for the benefits granted by the Act up to age 70 were 10d. 
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for a man and 5d. for a woman. The initial rates were fixed at 
9d. and 4td., respectively, equally divided between employees a.nd 
employed, but having regard to the unconditional right to old age 
pensions after 70 conferred by the Act, it was provided that from 
HJ36, 1946 and 1956 the rate contributions should be increased 
by 2d. (ld. for women) on each occasion thus bringing the total 
eventually ,to Is. 3d. representing the full equivalent, in the case of 
the person entering at 16, of all the benefits of the Act. 

434. As already stated the excess cost of the benefits for entrants 
over 16 was accepted as a liability on the Exchequer, which had 
in addition to meet the extra coslt of the rights granted to volun
tary contributors over and above'their contributions, the cost of 
granting pensions without any contributions to existing widows 
and children and the extended rights granted to Old Age Pen
sioners at 70. The' capital value of the liability so assumed by 
the Exchequer was summarised by the Government Actuary as 
follows :."77"' 

For employed persons epltering compulsory 
i,nsurance when over 16 years of age 

For Voluntary Contributors 
For Widowed Mothers and Children 
For extended rights to Old Age Pensions 

at 70 , 

Total 

£ 

566,000,000 
12,000,000 
42,000,000 

126,000.000 

£746,000,000 

435. Contrary to the principle adopted under the Health Insur
ance Scheme, no provision has been made in this scheme for build
ing up reserve funds which would in time represent the accumulated 
surplus of contributions by persons entering at 16 years of age. 
From the outset contributions have been applied as received to 
defray current expenditure. The actual net charge falling upon 
the Exchequer in any year, over and above contribu,tions received, 
is therefore a gradually rising figure and for the first decennium 
was estimated to average only £4,000,000 per annum. The Ex
chequer grant was accordingly fixed at this figure by the Act of 
1925 up to 31st March, 1936. 

436. In 1929 a new Act was passed extending the scheme to 
include :-

(a) pensions to widows over the age of 55 of men of the 
wurable class who died before the 4th January, 1926, and 
to widows of men who, though they survived the 4th Janua.ry, 
1926, were then over 70; 
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(b) prolongation of right to widows' pensions under the 1925 
Act, until the youngest child attains the age of 16 in the 
case where the husband died before 4th January, 1926; 

(c) Old Age Pensions to the wives between the ages of 
65 and 70 of men who were over 70 on 2nd January, lCJ28, 
and were entitled to old age pension under the Old Age Pen
sions Acts, 1908 to 1924, a.nd to widows over 70 who, had they 
been under 70, would have been qualified for widows' pehsion. 

437. The total cost of these concessions (of which (a) was by far 
the most expensive) in the period to 31st March, 1936, was esti
mated at £47,300,000, averaging about £8,000,000 per annum. 
For the next decennium the extra charge was £5,000,000 per 
annum, falling gradually therea£ter to a. minimum of £600,000 per 
annum. . As contributions were unaltered this necessitated an 
increased Exchequer grant and in order to provide this and also 
to smooth out the sudden increase that was to have taken place 
Under the original scheme in 1936, the new Act fixed the charge 
at £9,000,000 for 1930-31 rising by £1,000,000 per annum to & 

maximum of £21,000,000 in 1942-3. This relates to the expendi
ture charged on the Treasury Pensions Account and does not in
clude the additional cost of Old Age Pensions over 70 resulting 
from the Contributory Pensions Acts. The following table gives 
the estimated revenue and expendiJture of the scheme up to 1946. 
As far as can be foreseen the liability after 1946 is not considered 
likely to rise above the sum of £21,000,000 per annum. 

BalanceiD 
Receipte Exchequer Total Treasury 

Financial from Interest. Contribu- Total Expendi- Pensiona 
Year. Contribu- Inoome. Acoount 

tiona. tion. ture. at end of 
year. 

£ £ £ £ £ £ 
1929-30 .•• 23,400,000 1,900,000 4,000,000 29,300,000 27,300,000 44,800,000 
1930-31 ••• 23,700,000 1,900,000 9,000,000 34.600,000 35,400,000 44,000,000 
1931-32 ••• 23,800,000 1,800,000 10,000,000 35,600,000 39,700,000 39,900,000 
1932-33 ••• 23,900,000 1,500,000 11,000,000 36,400,000 41,000,000 35,300,000 
1933--34 ••• 24,000,000 1,200,000 12,000,000 37,200,000 42,400,000 30,100,000 
1934--35 ••• 24,100,000 1,000,000 13,000,000 38,100,000 43,800,000 24,400,000 
1935-36 ••• 25,600,000 800,000 14,000,000 40,400,000 45,100,000 19,700,000 
1936-37 ••• 29,700,000 700,000 15,000,000 45,400,000 46,700,000 18,400,000 
1937-38 ••• 29,800,000 600,000 16,000,000 46,400,000 48,000,000 16,800,000 
1938-39 ••• 30,000,000 600,000 17,000,000 47,600,000 49,100,000 15,300,000 
1939-40 ••• 30,000,000 500,000 18,000,000 48;500,000 50,300,000 13,500,000 
1940-41 ••• 30,100,000 400,000 19,000,000 49,500,000 51,400,000 11,600,000 
1941-42 ••• 30,100,000 300,000 20,000,000 50,400,000 52,200,000 9,800,000 
1942-43 ••• 30,200,000 200,000 21,000,000 51,400,000 53,100,000 8,100,000 
1943-44 .•• 30,300,000 200,000 21,000,000 51,500,000 53,800,000 5,800,000 
1944-45 ••• 30,300,000 100,000 21,000,000 51,400,000 54,400,000 2,800,000 
1945-46 •.• 31,700,000 - 21,000,000 52,700,000 54,900,000 600,000 



438. The above table embodies the estimates made by the Gov
ernmentActuary at the time the Act. of 1929 was before Parlia
ment. The actual outturn of the two years that have elapsed has 
been more favourable to the extent of £2,400,000:-

1929-30. 1930--31. 

Estimate. Actual. Surplus or 
Estimate. Actual. Surplus or 

Deficit. Deficit. 

!NCOllllll. £ £ £ £ £ £ 
eceipts from contribu- 23,400,000 24,080,000 680,000 23,700,000 23,470,000 -230,000 
tions. 

xohequer payment ... 4,000,000 4,000,000 - 9,000,000 9,000,000 -
lterest ... ... 1,900,000 2,000,000 100,000 1,900,000 2,200,000 300,000 

Total ... 29,300,000 30,080,000 780,000 34,600,000 34,670,000 70,000 

EXPENDITURE. 

ridows' and Orphans' 10,600,000 10,620,000 20,000 16,700,000 16,880,000 180,000 
Pensions. 
ge 65-70 Pensions 15,600,000 14,730,000 -870,000 17,500,000 16,370,000 -1,130,000 
dministration Expenses 1,100,000 1,100,000 - 1,200,000 1,350,000 , 150,000 

Total ... 27,300,000 26,450,000 -850,000 35,400,000 34,600,000 -800,000 

a.la.nce in Acoounts at 44,800,000 46,330,000 1,530,000 44,000,000 46,400,000 2,400,000 
end of year. 

439. We are advised that the bulk of the excess of £680,000 in 
the contribution income for 1929-30 was due to the fact that the 
growth in the insured popUlation during the latter half of 1928-29 
and during 1929-30 was greater than anticipated. A relatively 
small part of the excess is to be accounted for by an improvement 
in the sickness experience which resulted in a smaller loss of 
contributions. As regards 1930-31 the contribution income cannot 
be considered in relation to the insured population, figures for the 
latter being not yet available. It is clear, however, that the 
excess in the contribution income which would otherwise have 
occurred in that year as a. reeult of the abnormal increase in in
sured population in the preceding period was more than counter
balanced by the rapid growth in the rate of unemployment. 

440. It is not possible to state with any authority tlie manner in 
which the above mentioned increase in the number of insured 
persons has affected the age and sex distributions of the popula
tion. There are grounds however for thinking that the increase 
hlas arisen as a result of a diminution in the number of persons 
leaving insurance rather than an increase in the number of new 
entrants. Each such additional person remaining in insurance 
represents a liability for benefits which will, in due course, 
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probably exceed the additional amount of contributions paid 00 

his account in the future. The excess income derived from this 
source cannot, therefore, pending further information, be regarded 
as a surplus available for disposal. 

441. The diminution in the contribution income which occurred 
in 1930-31 as a result of the rise in the rate of unemployment must 
be regarded as an irrecoverable loss. During that year the average 
rate of unemployment among persons insured against unemploy
ment was about 18 per cent. The present rate is nearly 21 per 
cent. and it is thus to be feared that unless a·rapid recovery occurs 
in the economic position of ,the country the I08S of contribution. 
due to this cause in 1931-32 will exceed that of the preceding 
year. 

442. The difference between the actual and estimated costs of 
age 65-70 pensions appears to be due to two causes. First, it was 
necessary, in the absence of knowledge of the effects 'of the new 
conditions regarding termination of insurance introduced by the 
Pensions Act of 1925 and the Insurance Act of 1928, to make 
assumptions regarding the proportions of the population which 
would be qualified for pension in future years. So far, only two
thirds of the increase allowed for in this respect has materialised. 
The non-emergence of the remaining third accounts for abon: 
£750,000 of the difference which arose in each of the two yean. 
Secondly, the Pensions Act of 1929 rela.xed the conditions as to th~ 
contributions test in the case of certain persons. On the basi!! 
of an examination by the Ministry of' Health of the rejecteJ 
applications in their possession provision wall made for 20,000 
awards under this head, of which some 90 per cent. consisted 
of age 65-70 pensions. So far the bulk of these additional cases 
do not appear to have emerged. It is estimated that the non
emergence of this class accounted for about £100,000 of the differ
ence in 1929-30 (quarter year's charge) and about £400,000 in 
1930-31. 

443. While it is clear that the two causes mentioned above have 
so far resulted in a surplus of some £2,000,000 in the Pensions 
Accounts, it would not be justifiable to assume, on the experience 
m the two years' working of the new benefits, that surplus (If 
this dimension will emerge in future years. In the first plat'8 
the relaxation of the contributions test covered & diminishing class 
since, at the outset, provision was necessary for the whole of the 
class concerned then aged between 65 and 70. In fact, the 
amount provided up to the 31st March, 1936, amounted only w 
£2,100,000 in total and thereafter to & relatively small annual 
sum. Further, experience shows that there is usually & consider
able lag in applications for a new or &n extended benefit, pre
sumably due to the slow appreciation of the position on the part 
of the insured persona concerned. Thus it may well be that the 



proportion of claims in respect of both of the classes referred to in 
. paragraph 442 will yet show a substantial increase. 

444. The foregoing co~~iderations suggest that, at the moment, 
the Pensions Account appears to be suffering a loss of contribution 
income of at least £1,000,000 per annum as a result of the present 
heavy unemployment and that this loss is approximately counter
balanced by the surplus provision made for the two classes of age 
65-70 pensioners referred to above. The excess of £2,400,000 in 
the balance in the Pensions Accounts as at 31st March, 1931, 
probably does contain a surplus, but it is thought that its amount 
is not in excess of £1,000,000 and this sum is at present not being 
added to. Further, if the present heavy rate of unemployment 
continues for long, and if, as is by no means improbable, the lag 
in applications for age 65-70 pensions is reduced, it is likely that 
this surplus of £1,000,000 will rapidly be replaced by a deficiency. 
It seems clear, therefore, that it would be imprudent to reduce the 
annual State contribution to the Pensions Account at the present 
time,.llut we are of theJ;lpinion that the situation should be reviewed 
again in two years' time in the light of the further information 
then available. 

445'. Apart from the question of a possible over-estimate of the 
ExcheqQer liability the only possibility of a substantial reduction 
of this rapidly growing charge for pensions lies in a reduction of 
the basic rate of lOs. a week. This rate is obviously linked with 
the rate of the non-con\fibutory old age pension, and is therefore 
subject to the observations made in the previous section. It may 
in addition be urged against any reduction of benefits under the 
contributory scheme that there is an actuarial relation between 
benefits and contributions. We do not, however, feel that there 
would be great force, iN this contention until contributions had 
reached the eventual ma.ximum of Is. 3d. a week (men) contem
plated under the Act of 1925. We would merely add that if exist
ing pension rates are maintained it is in our view essential to the 
proper regulation of this serious charge on the Exchequer to bring 
the increases in contribution duly into operation. Should any 
margin on the estimates eventually emerge it should, we consider, 
be applied to reducing the Exchequer charge and not used either 
to increase benefits or to defer the increases of contributions by 2d. 
a week each as from 1936, 1946 and 1956, provided for in the Act 
of 1925. NotWithstanding these increases it would appear that the' 
Exchequer must look forward to a steady increase in its total 
liability for old age pensions of all kinds and for widows' and 
orphans' penSions to over £80,000,000 a year in 30 years' time, 
truly a serious prospect. 



S.-HOUSING. 

A.-ENGLAND AND WALES. 

446. The Estimates of the Ministry of Health lor the current 
year ma.ke the following provision for housing subsidies: 

(i) Housing and Town Planning Act of 1919 
(ii) Housing Act, 1923 ... 

(iii) Housing (Financial Provisions) Act, 1924 
(iv) Housing (Rural Workers) Act, 1926 
(v) Housing Act, 1930 

£ 
6,855,000 
2,510,000 
3,160,000 

10,000 
200,000 

Total £12,735,000 

(i) HOUSING AND TOWN PLANNING AOT, 1919 (£6,855,000 IN 1931). 

447. Apart from a comparatively small charge of £81,000 per 
annum in respect of 50-year subsidies to Public Utility Societiea and 
Housing Trusts, t.his sum represents the annual deficit on local 
authorities' building under this Act in excess of 1d. rate which 
was the limit of the liability of the local authority. Owing to 
excessive cost, the scheme was limited in July, 1921, to 176,000 
houses. The average capital cost per house built under tlill scheme 
was £1,011 and the total capital cost approximately £178,000,000, 
of which £5,000,000 is attributable to the houses built by County 
Councils, Public Utility Societies and Housing Trusts. 

The total amount paid by way of subsidies up to the 31st March, 
1931, was £69,598,656, made up as follows:-

Local Authorities 
County Councils 
PUBlic Utility Societies and Housing Trusts 

£ 
67,681,892-

126,439 
1,790,325 

£69,598,656 

448. It is anticipated that Exchequer subsidy will continue to be 
paid until the loans for building (the loan sanction period for which 
is 60 years) have been finally repaid. These loans will expire 
during the period 1980-1985. Before that period is reached, how
ever, there will be a reduction in the amount of subsidy payable 
as other loans are finally extinguished, the loan periods for fencing, 
roads, and sewers being 15, 20 and 30 years, respectively. These 
loans amounting to approximately £330,000. £8,500,000 and 
£4,000,000 are expected to expire during the periods 1934-37, 

• Includea £172,689 for alum cle&l'8DOll echemee including rehouaiDg. 
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1940-45 and 1950-55, respectively. The following shows roughly 
the effect of the repayment of loans on Exchequer subsidy :-

1933-1937, £6,720,000 decreasing to £6,690,000. 
1937-1940, £6,690,000. 
1940-1945, £6,690,000 decreasing to £5,940,000. 
1945-1950, £5,940,000. 
1950-1955, £5,940,000 decreasing to £5,640,000. 
1955-1980, £5,640,000. 
1980-1985, £5,640,000 decreasing to nil. 

449. Three other factors, however, affect the position :-
(a) Assuming no alteration is made in the present basis of 

rating, the produce of the penny rate contribution of the local 
authorities may be expected to increase, thus decreasing the 
amount of the loss falling upon the Exchequer. During the 
past few years the average increase in rateable value and there
fore in the r&.te contribution has be€n approximately 2 per cent., 
due j;o new constructional works, etc. This rate of increase is 
not likely to be maintained, but assuming an average increase 
of 1 per cent. the effect will be as follows :;-

Year. 

1931-1932 
1934-1935 
19'44-1945 

Total Estimated 
Rate 

Contribution. 
£ 

930,000 
958,000 

1,058,000 

Estimated. increase 
in Rate Contribution 

and decrease in 
subsidy compared 

with 1931-32. 
£ 

28,000 
128,000 

(b) Another factor to which reference should be made is 
the fluctuations in interest rates. The average annual charge 
on loans raised to meet capital expenditure has been 6.56 per 
cent. (interest 6.08 per cent., annual sinking fund for repay
ment of loan 0.48 per cent.). While approximately 50 per 
cent. of the loans in connection with the scheme have been 
raised for the full loan period, at a fixed rate of interest, the 
balance was raised by the issue of Stock, Local Bonds and 
Short· Term Mortgages, for periods varying from three years 
to 20 years and upwards. Further savings may be expected 
to accrue in this way, and it is calculated that, on the basis 
of re-borrowing at 4i per cent., they will amount to an average 
of about £15,000 per annum during the next four years (to~al 
£60,000) to an average of about £45,000 per annum during 
the succeeding five years (total £225,000), and in the year 
1940, in respect of Stocks then maturing, a further saving of 
£350,000 will probably accrue, i.e., a total reduction on the 
present subsidy of £635,000 per annum. 
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(c) Rents are fixed in accordance with certain Rules ineor
por&ted in the Regulations and are dependent to some extent 
upon the economic conditions of the working classes and upon 
the existing level of rents of pre-war houses. During the last 
seven years the average rental has fallen from 9s. ad. per 
week(~xclusive of rates) to 9s. 4d. per week. Any future 
variation in rents will affect the amount of Exchequer subsidy 
pro tanto. 

(ii) HOUSING &0. ACT, 1923 (£2,510,000 IN 1931). 
(a) lIousing Schemes. 

450. Section 1 (1) of this Act authorised the Minister of Health 
to pay Exchequer contributions iB the form of annual payments for 
20 years of £6 per house towards expenses incurred by a Local 
Authority ;-

(a) in promoting by assistance to private enterprise, the 
construction of house~ of specified type and size completed 
before 1st October, 19Z5. (This date has been extended by the 
Housing (Financial Provisions) Act, 1924, to 1st October. 
1939) : 

(b) in the provision of such houses by the Local Authority 
themselves. 

The Act (Section 3) also provided for direct payment by the 
Minister of contributions of like amount towards expenses incurred 
in the construction of houses provided under approvl'd schemel 
by societies, bodies of trmitees or companies, which do not trade 
or profit, or which pay interest or diVidends limited to ratel 
prescribed by the 'Ireasury. 

451. Under the Housing Acts (Revision of Contributions) Orders 
1926 and 1928, made under Section 5 of the Housing (Financial 
Provisions) Act, 1924, the contribution payable by the Exchequer 
for houses completed after the 30th September, 1927, and before 
1st October, 1929, is at the rate of £4 per annum, ana no contribu
tion is payable for houses completed after 30th September, 1929. 

452. The assistance to private enterprise towards which Ex
chequer contributions are payable could be given by Local Autho
rities in any of the following ways specified in section 2 of the 
Act, viz.;-

(a) lump sum payments after completion of the house; 
(b) annual payments for 20 years to the person by whom 

the rates on the houses are payable; or 
(c) the provision during a specified period of any pari of 

the periodical sums payable by way of interest on or repayment 
of loans raised to meet the cost of construction. 

453. The amount of the assistance given by the local authority is 
within their discretion but the Exchequer contribution towards 
such assistance is limited to the amounts stated above. In & large 
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proportion of cases the aSFistance has been in the form of lump 
sum payments varying from £50 to £100. Before approving 
schemes for promoting the building of houses by private enter
prise, the Minister is required to be satisfied that the need for 
such houses cannot be met without assistance. 

454. By the 30th September, 1929, when contributions ceased to 
be payable in respect of further houses, 351,232 houses had been 
erected under private enterprise schemes assisted by Local Autho
rities, 73,895 under scheme:; carried out by Local Authorities them
selves, and 11,506 by Public Utility Societies, etc., assisted directly 
by the Exchequer, making 3 total of 436,633 houses provided under 
the Act. The annual EX('bequer commitment in respect of these 
houses is approximately £2,366,000, continuing until 1943 and 
then gradually falling until 1949. 

(b) Slum clearance Schemes. 
455. Sectioll 1 (3) of the Act provided for an annual contribution 

not exceeding one-half of the estimated average annual loss likely 
to be incurred by the Local Authority in carrying out slum clearance 
re-housing schemes. Thi., provision has been repealed by the 
Housing Act, 1930, in respect of all schemes not approved before 
the commencement of the Act. Under the conditions approved by 
the Treasury under this section, the Exchequer contribution pay
able each year during the, construction period is one-half of the 
reasonable deficit arising <luring the year, and after completion 
of each scheme is one-half of ~he estimated average annual deficit 
as approved by the Minister arising on the scheme from the year 
of completion to th~ year in which the building loans are finally 
redeemed. 

456. Of the 124 slum clearance schemes in progress since the 
war, 110 are assisted under this Act, 11 being assisted under the 
Housing, Town Planning, &c., Act, 1919, and three being carried 
out by Local Authorities without assistance. Of the 110 schemes 
under the Act of 19Z3, 44 were completed at 1st January, 1931. At 
that date 10,151 houses hOO been erected as rehousing in respect 
of the 110 schemes. 

457. The total cap~tal expenditure on completion of the 110 
schemes assisted under the 1923 Act is estimated at roughly 
£8,400,000. The annual Exchequer contribution is estimated at 
£90,000 for 1931-32, at £100,000 afterwards until about 1984, then 
being gradually extinguished in the ensuing 10 years. 

The cost of the 11 schemes assisted under the Act of 1919 is 
included in the figures regarding housing unaer that Act. 

(iii) HOUSING (FINANCIAL PROVISIONS) ACT, 1924. 
(£3,160,000 in 1931.) 

458. This Act provides that in respect of schemes approved after 
the passing of the Act, annual Exchequer contributions at the rate 
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of ~9 for 40 years (or £12 lOs. if the house is in an agricultural 
pansh 8S defined by the Act), shall be given in lieu of the con
tributions authorised by the Housing Act, 1923, for houses pr0-
vided by Local Authorities themselves or under schemes promoted 
by them for the erection of houses by private enterprise or by Public 
Utility Societies, &c., provided that the Local Authority (or Public 
Utility Society) undertake that certain special conditions (including 
8 restrictive condition as to rents) will be observed. 

459. Under the Housing Acts (Revision of Contributions) Order, 
1926, made under Section 5 of the Act, the contribution payable by 
the Exchequer for houses completed after 30th September, 1927, 
and before 1st October, 1929, is at the rate of £7 lOs. per annum 
for 40 years, or in agricultural parishes, £11 per annum. The 
Housing Acts (Revision of Contributions) Order, 1928, made pro
vision for a further reduction of the contributions for houses com
pleted after 30th Septemiber, 1929, to £6 ~r annum (£9 lOs. in 
agricultural parishes), but this provision dId not come into force, 
as the Housing (Revision of Contributions) Act, 1929, restored 
the rates of £7 lOs. and £11 for houses completed after 30th 
September, 1929. Under Section 43 of ,the Housing Act, 1930, a 
further review will take place after 1st October, 1933, of the 
contributions to be made for houses completed after a date to be 
specified. 

460. By the 31st March, 1~31, 336,282 houses had been erected 
by Local Authorities themselves, 5,823 by private enterprise assisted 
by Local Authorities, and 1,534 by Public Utility Societies assisted 
directly by the Minister, giving a !total of 343,639 houses provided 
under the Act. In addition definite arrangements had been made 
for construction of a further 48,414 by Local Authorities, 1,475 by 
private enterprise, and 274 by Public Utility Societies. 

The annual Exchequer commitment in respect of houses com
pleted by 31st March, 1931, is approximately £2,880,000 con
tinuing until 196_5 and then gradually decreasing until 1971. 

{iv} HOUSING (RURAL WORKERS) ACT,1926. £10,000 IN 1931. 
461. Under this Act Local Authorities are empowered, where 

applications are received before 1st October, 1931, to give assistance 
towards the cost of reconstruction or improvement of houses or 
buildings in order to provide housing accommodation for agricul
!tural workers and others of like economic condition. Assistance 
may be given by way of lump sum grant or of annual payments 
for a period not exceeding 20 years. The value of the grant 
must not exceed either two-thirds of the estimated cost of the 
work, or £100 in respect of each dwelling. The application for 
assistance must under the Act have been made before the !at 
October, 1931, but it is proposed under the Bill at present before 
Parliament to extend the period for a further five years. 



'Wbere assistance is given by way of grant. the Minister is 
a.uthorised to pay contributions equal to one-half of the estimated 
annual payments falling Ito be made by the Local Authority in 
respect of charges on loans raised for the purpo.se or which would 
have fallen to be sa made if loans had been raised. 

462. Up to the 31st December. 1930. assistance had been promised 
by Local Authorities by way of grants in respect of 4.024 dwellings 
to a ·total of £312,329 . Work had been finished on the same dwte 
of 2,998 dwellings and gra.nts pa.id to a total of £224,930. Assum
ing that a further 400 dwellings were completed during the quarter 
ended 31st March, 1931, and further grants to an amount of 
£30,000 paid, the annual E'Xchequer commitment in respect of 
the dwellings finished at 31st March, 1931, is approxima.tely 
£10,000 for 20 years. 

It may be assumed that further grants amounting Ito £200,000 
will Ibe paid under the Act after 31st March, 1931, which will 
increase the Exchequer liability under the Act to a total of £18,000 
per annum for 20 years. 

463. Extension of the operation of the Act for a. further five years, 
will involve an estimated additional Exchequer liability of about 
£30,000 per annum for 20 years. 

(v) HOUSIN.G AoT., 1930--(£200,000 IN 1931). 

464. Under this Act Exchequer contributions may be paid in 
the form of annual payments for 40 years towards expenses incurred 
by a Local Authority in connection with action taken by Ithem 
under the Act for dealing with unhealthy areas or for the demoli
tion of insanitary houses or for the closing of parts of buildings, 
and in connection wiJth the provision and maintenance of housing 
accommodation rendered necessary by such action. 

465. The annual contribution is normally at the rate of £2 5s. for 
each person displaced by action taken under the Act, in so far 
as suitable accommoda.tion in new houses has been made avail
able. Increased contributions of £2 lOs. per person are payable 
in Ithe. case of persons displaced from agricultural parishes and of 
£3 lOs. per person where rehousing accommodation is provided 
in tenement buildings of more than three storeys on the site of a 
cleared area, or on other sites the cost (or in certain case, value) 
of which exceeds £3,000 per acre. Payment of the contribuJtions 
is contingent on the observance of certain special conditions as to 
letting and as to restriction of the rents Ito be charged in respect 
of the new houses. 

466. No payments have yet been made under this Act. A sum of 
£200,000 has been provided in the estimates for 1931-32 in respect 
of Exchequer subsidy. 



Total house-building in recent yea". 

467. The following table shows the total number of houses erected 
since 31st March, 1924. 

HoUBe8 built with 
State I1811istance. HoUBe8 

Year-ended By local authoritiell. 
built Total No. 

31st March. without of housee 

Under the Acts of By private State built. 
enterprise. Alsistanoe. • 

1919 and 1923. 1924·t 

1925 ... 18,151 2,473 47,045 69,220 136,889 
1926 ... 17,318 26,900 62,769 66,439 173,426 
1927 ... 15,003 59,090 79,686 63,850 217,629 
1928 ... 13,981 90,053 74,548 60,332 238,914. 
1929 ... 5,069 50,654 49,069 64,740 169,532 
1930 ... 5,631 54,614. 50,125 91,691 202,061 
1931 ... - 52,514 2,565 128,728 183,807 

468. The large increase shown for the year ended 31st March, 
1928, was due to special efforts made to complete houses before the 
reduction of subsidy on the 1st October, 1927, under the Actll of 
1923 and 1924. The increase in the year ended 31st March, 1930, 
similarly was due to the desire to complete houses before the 
termination on the 30th September, 1929, of subsidy under the 
Act of 1923. The number of State-assisted houses under construc
tion on the 31st March, 1929, 1930 and 1931, respectively were as 
follows. Information is not available 3S to the number of 
unassisted houses under construction :-

Number of housee On 31st March 
under construction. 

1929. 1930. 1931 • 
... 

By local authoritiell ... ... 30,281 27,113 34,504 
By priva.te enterprise ... ... 25,704: 1,064 1,024 

Total ... ... 55,985 28,177 35,528 

• NOTB.-The great bulk of theBe hoUBe8 were built by private enterprise. In 
the year ended 31st March, 1931, the number of hoUBe8 built without State IoIlIIistanoe 
by local authoritiell was 3,360. Returns for earlier years did not distinguish housee 
built by local authorities. 

t Including in 1931 16 h01l8e8 under the Honsing Act, 1930. 



Future Liability. 
469. An estimate has been prepared of the capital value (on a 

4} per cent. basis) at 31st March, 1931, of the outstanding Ex
chequer liabilities under the various Housing Acts, and we append 
it together with a. statement of the number of houses covered in 
each case:-

Capital Value of 
Housing Act of liabilitiee at 31st March, Number of houses built. 

1931. 

£ 
1919 ... ... ... 111,625,000 176,000 
1923 ... ... ... 27,215,000 436,633 
1924 ... ... ... 49,672,000 343,639 
1926 ... ... .. . 127,000 3,398 

Total ... ... £188,639,000 959,670 

470. These figures relate of course to houses already built. Any 
estimate of the future growth of the annual charge is necessarily 
very speculative. The following figures have been submitted to us 
by the (Ministry of Health on the basis of surveys prepared by loca.l 
authorities under the Act of 1930, but with housing subsidies at 
the present high level they may well be exceeded. 

Year. 
HouSing Act of 

Total. 
1919. 1923. 1924. 1926. 1930. 

£ £ £ £ £ £ 
1931-2 ... 6,855,000 2,510,000 3,160,000 10,000 200,000 12,735,000 
1932-3 ... 6,835,000 2,466,000 3,685,000 16,000 575,000 13,577,000 
1933-4 ... 6,825,000 2,466,000 4,210,000 22,000 950,000 14,473,000 

I 

471. We view with deep concern this steadily growing charge 
upon the Exchequer, and the similar though smaller charges on 
local rates, for the housing of the working classes. There is 
serious danger of the nation, gradually and without forethought, 
finding itself committed to the principle that a man's wages are 
not normally intended to enable him to pay fully for his housing. 
In our view such a development would be a grave mistake from 
every point of view, and we can see no ground of principle why it 
should stop at housing. We regard the principle embodied in the 
Housing Act, 1924, of a subsidy gradually declining with the cost 
of housing as thoroughly sound, and we can only regret that the 
Act has not been applied in accordance with the clear intentions 
of Its authors. We submit a ta:ble showing (i) the average cost 

.' . 



of non-parlour houses for each quarter since 1925. (ii) the capita
lised value of the subsidy pa.yable under the Act of 1924 in urban 
areas, and (iii) the rate charged by the Public Works Loans Board 
for housing loans. In explanation of the last column we would 
point out that the rate of interest to be paid on the capital has an 
important bearing on the economic rent necessary to pay for a 
house and 'therefore in the need for subsidy. On a house costing 
£400, repaid over 60 years, a reduction from 5 to 41 per cent. in 
the rate of interest is equivalent to a capital subsidy of about £17. 

Average Exchequer Bubsidy. 
estimated Looa1 

Quarter ended all·in cost Rate per LoanaRate 
per non-

annum for Capital value for 
parlour 40yeara. at I) per cent. BOUBing. 
house.· 

£ £ B. d. £ Per cent. 
31st December, 1925 ... 509 9 0 0 155 41 
31st March, 1926 ... 513 9 0 0 .. 5 
30th June, 1926 ••• ... 513 9 0 0 .. 
30th September, 1926 ... 511 9 0 0 .. 
31st December, 1926 ... 503 9 0 0 .. 
31st March, 1927 ... 512 9 0 0 .. 
30th June, 1927 ••• ... 518 9 0 0 .. 
30th September, 1927 ... 494 9 0 0 .. 
31st December, 1927 ... 481 710 0 129 
31st March, 1928 ... 473 7 10 0 , 
30th June, 1928 ••• . .. 477 7 10 0 
30th September, 1928 ... 438 7 10 0 , 
31st December, 1928 ... 436 7 10 0 .. 
31st March, 1929 ... 430 710 0 N 

30th June, 1929 ••• ... 424 7 10 0 .. 
30th September, 1929 ... 409 7 10 0 .. 
31st December, 1929 ... 419 710 0 51 (1I)thOct.) 
31st March, 1930 ... 413 710 0 I) (21st Mar.) 
30th June, 1930 ••• ... . 419 7 10 0 .. 
30th September, 1930 ... 405 710 0 .. 
31st December, 1930 ... 406 710 0 41 
31st March, 1931 ... 410 710 0 .. 
30th June, 193L •• - ... 423 710 0 .. H 

30th September, 1931 ... 419 710 0 H 41 (3rei July) 

I 

• Based on prioes of contracte let six months earlier, plus £70 for land. roads and 
sewers. 

472. It will be seen that by the autumn of 1927, when the sub
sidy was re3uced in value by £26, the cost of building had fallen by 
pra.ctically the sa.me a.mount. In the following two years the 
average cost showed a further fall of over £60, and on this basis, 
notwithstanding some increase in the rate of interest, the further 
recruction of about £26 in the subsidy, which was to be made by 
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the Housing Acts (Revision of Contributions) Order, 1928, would 
have been fully justified. Before that Order could come into opera
tion, however, the proposed reduction· of subsidies under the Act 
of 1924 was cancelled by the Housing (Revision of Contributions) 
Act, 1929 (26th July, 1929), and it is significant that since 
September, 1929, there has been no fall whatever in housing costs 
in England and Wales (except in the rate of interest), and this in 
spite of the facts (1) that the prices of raw commodities generally 
have fallen heavily and (2) that there has been materially less 
pressure on the building industry generally during this period than 
in previous years. We find it difficult to resist the conclusion that 
the high rates of subsidy have played a part in keeping up the cost 
of house building. 

473. Be that as it may, the clear need of the moment seems to 
UB to place the housing subsidies on a basis of principle that shall 
lead to their entire abolition as regards ordinary working class 
housing (i.e. apart from slum clearance schemes and special pro
vision for exceptional classes) when building costs (including rate~ 
of interest) have fallen to a level reasonably related to the general 
cost of living for the working classes. Taking as our standard 
type for this purpose the ordinary non-parlour house, now costing 
in England and Wales about £410, we are advised that a. similar 
house would have cost just before the war about £250. The 
Local Loans rate of interest for housing loans was then 3t per 
cent. If we take the appropriate rent of such a house (after 
allowing 20 per cent. for repairs, empties, etc.) as £12 lOs. Od. 
per annum and assume a rise in the general standard of working 
class rents of say 40 to 45 per cent., i.e. to about £18, we find 
that this rent would be sufficient (assuming repairs etc. at 20 per 
cent. of rent ana repayment of loan over 60 years) to provide an 
economic return on a house costing £327 when interest had fallen 
to 4 per cent. We suggest that these should be adopted as the 
Etandard conditions which should be held to justify the complete 
withdrawal of subsidies for ordinary house building and that a 
steady policy of adjustment of tEe subsidy should be followed with 
this end in view. 

474. The above rent of £18 per annum would suffice to give an 
economic return:-

£ 
With interest at 4 per cent. on 327 

" " 41 " 
312 

" " 41 " 
298 

" " 4£ " 
285 

" " 5 " 
273 

" " 51 " 
£62 
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475. In the initial period of tne Wheatley Act the average all-in 
cost of the non-parlour house was £510 and the Local Loans rate 
was 41 per cent. On the ° above table the appropriate subsidy 
would have been £510 - £285 <= £225. 'The actual capital value 
of the subsidy at that time was :-

Exchequer grant 
Local rates (not exceeding) 

Total (not exceeding) ... 

£ 8. d. 
155 00 0 

77 10 0 

£232 10 0 

which shows that the above assumptions are in close agreement 
with the financial basis of the Wheatley Act. 

476. In the Autumn of 1929 with an average cost of £419 and 
interest at 5i per cent. the appropriate total subsidy would have 
been £419-£262=£157. If this had been divided between the 
Exchequer and local rates in the original proportions, the Ex
chequer charge would have been £105 or almost exactly that 
contemplated in the Housing Order of 1928. (£6 per annum for 
40 years at 5 per cent. = £103.> 

477. At the present time with the interest rate again at 41 per. 
cent. and total costs at £419, °the appropriate subsidy would be 
£419 - £298 = £121 of which the Exchequer share would be 
£81, equivalent to a grant of £41 for 40 years. In our view there
fore there is ample ground for a reduction of the housing 
subsidies by £2 lOs. per annum and we suggest that this 
should be ,applied to all houses completed after the 30th 
April next, i.e. to £5 in urban areas anil £8 lOs. In rural 
areas. A corresponding reduction should be made in the 
rates of grant under the Housing Act, 1930, which are based 
upon the subsidies payable under the Wheatley Act. It will 
readily be gathered from this recommendation that we should find 
it difficult on any of our principles of housing finance to Justify 
an increase, instead of a decrease, in the Exchequer subsidies for 
housing in rural areas as contemplated in the BUl now before 
Parliament. 

478. We recommend that further revisions of the subsidies under 
the Acts of 1924 and 1930 shoula be made at two yearly intervals, 
the first with effect from 1st October, 1933, on the basis set out 
above. 



B.-SCOTLAND. 

479. The estimate of the Department of Health for Scotland for 
housing for the year 1931-32 is £1,808,381, made up as follows :-

(i) Housing, Town Planning, &;c. (Scotland Act), 
1919. 

(a) On Housing Schemes by Local Authorities 
and Public Utility Societies ... 

(b) On Slum Clearance-payments from 
£5,000 Pool 

(ii) Housing &;c. Act, 1923. 
(a) On Housing Schemes by Local Authorities 

and private enterprise ... 
(b) On payments to Local Authorities by way 

of Slum Clearance Grant 

(iii) Housing &;c. Act, 1924. 
On Housing Schemes by Local Authorities 

a.nd private enterprise ... 

(iv) Housing (Rural Workers) Act, 1926. 
On Schemes for the conversion and Im

provement of dwellings ... 

(v) Housing (Scotland) Act, 1930. 
On Housing Schemes by Local Authorities 

(vi) Rosyth Housing Scheme. 
On 1,702 houses erected at Rosyth for 

Admira.Lty employees 

Leu (vii) Steel Houses. 
Receipts in respect of 2,552 houses erected 

on beha.lf of the Government by the 
Second Scottish National Housing Com
pany (Housing Trust) Limited ... 

£ 

976,000 

4,986 

137,855 

115,014 

492,649 

16,850 

20,000 

55,027 

£1,818,381 

10,000 

480. Housing since the War has followed much the same course 
in Scotland as in England. In the main the kgisla.tion has been 
the Ia.me for both countries a.nd 'we need only refer therefore to 
special Scottish fea.tures. 



(i) Housing amt Town Planning Act, 1919. 

481. The number of houses erected under this Act was limited to 
25,550 oosting on the average about £900 each. £8,951,748 had 
been paid in subsidy up to 31st March last and the present annual 
charge of £976,000 is expected to fall to £954,663 in 1932-33 and 
to decrease to about £850,000 by 1945 as a result of repayment 
of loans and increase of the rate deduction. 78' per cent. of the 
loans are for periods of 3, 5 and 7 years and have already been 
renewed at lower rates of interest. 

(ii) Housing etc. Act, 1923. 

482. The Exchequer grant under this Act, as in England, was 
originally £6 per annum for 20 years. Owing to the slower progress 
of housing in Scotland and to the somewh&t higher oos,t of building 
no reduction was made either under this Act or under the follow
ing Act of 1924 when the first abatements were made in England 
in 1926 but under the Housing Acta (Revision of Contributions) 
Order, 1928, made under Section 5 of the Housing (Financial 
Provisions) Act, 1924, the oontribution payable by the Exchequer 
for houses completed after 30th September, 1929, was reduced 
from £6 to £4 per annum. 

(a) P,icate enterprise. 

483. As far as private enterprise is concerned the general practice 
of local authorities in Scotland is to make the payment by way of a. 
lump sum. Before the reduction of the Exchequer contribution 
the amount of assistance offered by local authorities varied from 
£75 (the capital equivalent of the Exchequer contribution) to £150 
per house. After the reduction of the Exchequer contribution in 
1929, the lump sum offered by the local authorities has varied 
from £50 to £75 or thereabouts. The amount of grant paid by 
local authorities in excess of the Exchequer contribution is met 
out of local rates. 

484. The position of building by subsidised private enterprise (in
cluding Public Utility Societies) at 31st March, 1931, was &II 

follows :-
Houses completed 

" under construction 
" approved, but not yet begun 

Total ... 

19,409 
1,424 
1,122 

21,955 

The annual Exchequer oontribution for 1931-32 is estimated at 
£113,657. Houses are being built at the rate of 1,400 per annum. 
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(b) Local Authorities. 

485. Building Iby local authorities under this Act has ceased, as 
they prefer to build with the aid of the larger subsidy under the 
Housing (Financial Provisions) Act, 1924. Altogether local 
authorities have built 4,033 houses under the Act of 1923 (excluding 
slum clearance houses, to which reference is made in the next 
pa.ragraph). 

(c) Slum Olearance. 

486. Section 1 (3) of the Act provided for an annual contribution 
not exceeding one-half of the average loss incurred by local authori
ties in providing houses for persons dispossessed consequent upon 
shun cleara:nce schemes. This grant has !been superseded by the 
grant under the H~using (Scotland) Act, 1930, but will continue to 
be paid in respect of commitments entered into by the Department 
with'local authorities prior to the coming into force of the Act of 
1930. The position of building under this scheme at 31st March, 
1931, was as follows :-

Houses completed 
" under construCtion 
" approved, but not yet begun 

12,972 
1,762 

256 
2,626 " not yet aPEroved 

Total 17,616 

(iii) Housing (Financial Provisions) Act, 1924. 

487. Under the Housing Acts (Revision of Contributions> Order, 
1928 (the Order of 1926 did not apply to Scotland) made under 
Section 5 of the Act, the contributions payable by the Exchequer for 
houses completed after 30th September, 1929, were to be reduced to 
£7 lOs. per house per annum for 40 years, or in rural areas to £11 
per house per annum. This revision, however, did not come into 
force, as the Housing (Revision of Contributions) Act, 1929, 
restored the original rates. 

At 31st March, 1931, the position of building was as follows :-

Houses completed 
, , under construction 
" approved, but not yet 

begun 

Total ... 

By local By private 
authorities. enterprise. 

49,314 3,093 
5,336 152 

2,781 

57,431 

1,241 

4,486 

Total. 
52,407 
5,488 

4,022 

61,917 
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(iv) Housing (Rural Workers) Act, 1926. 

~8. Up to 31st March, 1931, assistance had been prolDised by 
local authorities by way of grants in respect of 7,662 dwellings to a 
total of £662,973, or at the rate of £85 per house. The annual 
Exchequer contribution in these cases was approximately £26,600, 
or nearly £3 lOs. per house per annum. The Exchequer contri
bution in respect of houses covered by applications estimated to 
be received by 30th September next and approved for grant is 
£33,000. If the Act is extended for a further five years as now 
proposed, it is estimated that a further 15,100 houses will be 
improved in Scotland with the aid of grants as from September, 
1931, to September, 1936. On the basis of the present grants, 
the average additional Exchequer liability will be about £10.000 
for each of the additional five years. On these estimates, the total 
increase of Exchequer liability at the end of five years will be 
approximately £50,000 per annum, making, with the estimated 
annual liability of £33,000 at the end of September, 1931, a total 
annual liability of £83,000, declining from 1947 onwards as the 
loans of the local authorities are repaid. The charge on local rates 
will be equal to that on the Exc'hequer. 

(v) Housing (Scotland) Act, 1930. 

489. No payments ha.ve yet been made under this Act. A sum of 
£20,000 has been provided in the estimates for 1931-32 in respect 
of Exchequer subsidy. 

(vi) Other Housing Scheme •. 

490. No further houses are now being built under the Rosyth 
Housing Seheme (1,702 houses) or the Steel Houses Sehemo (2,552 
houses). Little variation in the present liability is possible. 80 

we need not enter into the details of the arrangements. 

Total House-building. 

491. The following table shows the total number of houses built 
ill Scotland in recent years :-

Year. With State Without State Total. 
assistance. ~ce. 

1926 ... ... 13,592 1,212 14.80' 
1927 ... ... 20,158 2,017 22,175 
1928 ... ... 18,096 2,147 20,243 
1929 ... ... 18,240 1,275 19,515 
1930 ... ... 11,056 1,361 12,417 



189 

Future Liabilities. 

492. The following twble gives the estimated expenditure under 
the various Acts during the three years 1931, 1932 and 1933 :-

I 

Year Housing Act of Rosyth I Govern-
mentSteel leginning Housing 
Housing TotaL 

Scheme. 1st April. 
1919. 1923. 1924. 1926. 1930. Scheme. 

31 
32 
33 

£ £ £ £ £ £ £ £ ... 980,986 252,869 492,649 16,850 20,000 65,027 -10,000 1,808,381 
... 959,649 275,469 604,849 28,400 188,000 65,000 -15,000 2,096,367 
... 957,149 286,369 717,049 39,600 356,000 65,000 -16,000 2,396,167 

493. The capitalised value as at 31st March, 1931, of the balance 
of Exchequer subsidies due in respect of assisted housing schemes 
was:-

No. oj 
houses' 

£ built. 
Housing, Town Planning, J:c. (Scot

land) Act, 1919 
H.ousing, &;c., Act, 1923. 

General 
Slum Clearance ... 

17,808,000 

1,490,007 
2,068,572 

Housing (Financial Provisions) Act, 1924. 
General 8,014,985 

II ousing (Rural Workers) Act, 1926 311,555 

£29,693,119 

Cost oj Building in f'elation to Subsidy. 

25,550 

23,442 
12,972 

52,407 
7,662 

122,033 

494. The following table gives the average cost of all subsidised 
houses quarter by quarter since 1925 and the percentage of total 
cost represented by the subsidy under the Wheatley Act (1924) 
which has remained unaltered throughout at £9 per annum for 40 
years-capital value £155. 

Period. 

1925-
1st Quarter 
2nd 
3rd " 
4th 

Average Total Cost. 

£ 
466 
491 
471 
444 

Percenta.geofCost 
defrayed by State 

Subsidy. 

33·0 
31·4 
32·7 
34'7 
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Period. Average Total Cost. 
Peroentage of Cost 
defrayed by State 

Subsidy. 

1926- £ 
1st Quarter 447 M·' 
2nd .. 461 33·' 
3rd " 447 M·' 
4th " 465 33·1 

1927-
1st Quarter • 433 35' • 
2nd 

" 443 M·S 
3rd " 449 M'S 
4th " 436 35·3 

1928-
1st Quarter 418 36·8 
2nd ,. 406 3H» 
3rd 

" 424 36·S 
4th " 389 39-«1 

1929-
1st Quarter 370 '1·6 
2nd .. 393 39·2 
3rd " 380 40·6 
4th .. 380 40'0 

1930-
1st Quarter 372 '1,' 
2nd " 356 43·3 
3rd " 361 42'" 
4th 357 43·1 

495. Comparing this table with that on page 182 it will be ob
served that these figures of cost have throughout been some £50 
less than the average for the English non-parlour house. 

496~ The proportion of cost represented by the subsidy in England 
is now about 31 per cent. We are a.ware that the difference in cost 
is attributable to the fact that the typical Scottish house is rather 
smaller than the typical English house, and that the English type 
would actually cost somewhat more to build in Scotland. But this 
does not in our view warrant the present differentiation in favour 
of Scotland, neither can we see any good reason for giving Scot
land more "favourable treatment because her local authorities ma.y 
have been somewhat slower in taking advantage of the facilities 
a.vailable. 

497. In our view this disparity of treatment should be brought to 
an end as soon as this can conveniently be arranged. We recom
mend that the Scottish rates of subsidy under the Housing Acta of 
1924 and .1930 should be reduced in respect of houses completed 



after April next by the same amounts as in England, that the sub
sidy under the Act of 1923 should then be entirely withdrawn, and 
that as from 1st October, 1932, all subsidy rates in Scotland should 
be brought down to the rates applicable to houses completed after 
that date in. England. 

7.-EDUCATION. 
498. The total net expenditure of local education authorities in 

England and Wales on elementary and higher education within the 
purview of the Board of Education has increased since 1913-14 
from £30,010,000 to £83,690,000 (estimated) for the current year. 
In 1921-22 the total reached Ii maximum of £73,146,000 : it then 
declined to £67,602,000 in 1923-24. In the last eight years there
fore, there has been an increase of £16,000,000 and apart from 
the raising of the school-leaving age (which was estimated to in
volve an additional expenditure of £6,250.000 in the first full year 
rising to £8,000,000 in the year 1935-36) it is estimated that the 
total net expenditure of local education authorities will have in
creased by a further £3,500,000 by 1932. 

499. This is by no means the whole cost of education in this 
country. Assistance is given both by the State and by local authori
ties to university education and by the State to a large number of 
schools managed by governing bodies and thd total charge on 
public funds for 1913-14 and for each year since 1922-23 is shown 
in the following table :-

I 

Tota.l Total Pro. 
Year population Amount Amount Average portion 

beginning of State- falling falling Total Cost met from 
1st April. aided on Rates. on Taxes. per Taxes. 

schools. Child. -_0-
£ £ £ £ Percent. 

1913 ... 6,234,710 16,212,000 15,599,000 31,811,000 5·1 49·0 
1922 ... 6,167,148 31,925,000 43,606,000 75,531,000 12·2 57'7 
1923 .. , 6,055,263 29,853,000 42,861,000 72,714,000 12·0 58·9 
1924 ... 5,953,256 30,841,000 43,595,000 74,436,000 12·5 58·6 
1925 ... 5,927,186 31,872,000 44,244,000 76,116,000 12·8 58'1 
1926 ... 5,946,347 32,543,000 44,532,000 77,075,000 12·9 67·8 
1927 ... 5,968,513 32,898,000 45,244,000 78,142,000 13·1 67·9 
1928 ... 5,948,746 34,965,000 44,603,000 79,568,000 13·4 56·1 
1929 ... 5,899,276 36,824,000 45,540,000 82,364,000 13·9 55·3 
1930 (Est.) 5,921,218 37,474,000 46,874,000 84,348,000 14·2 55·6 
1931 (Est.) 5,931,786 38,977,000 49,855,000 88,832,000 15·0 56·2 

500. The tabla shows that the total cost of this service to public 
funds has nearly trebled since 1913-14 and that whereas the amount 
falling on rates has risen by 140 per cent. the amount falling on 
taxes has increased 220 per cent. 



501. Many causes have conduced to this rapid expansion not the 
least. o.f w~ich has b~e~ the great transielence of charge from the 
admtnlstenng at;lthontles to the Exchequer and the placing of a 
powerful leverm the hands of the Board of Education in the 
form of percentage grants. In using thil lever to urge on local 
authorities the Board have admittedly had behind them a weighty 
force of public opinion. Educational progrt'ss has been a popular 
plank in election platforms since the war and we fear that a 
tendency has developed to regard expenditure on education as 
good in itself without much consideration of the results that are 
being obtained for· it and of the limits to which it can be carried 
without danger to other, no less vital, national interests. 

502. Since the standard of education, elementary and secondary, 
that is being given to the child of poor parents is already in very 
many cases superior to that which the middle class parent is pro
vic.ling for his own child, we feel that it is time to pause in thiA 
policy of expansion, to consolidate the ground gained, to endeavour 
to reduce the cost of holding it, and to reorganise the existing 
machine before making a fresh general advance. 

503. First among the changes that we consider necessary In the 
interests of emcient administration we would place the reduction 
in the number of authorities by the concentration of all educational 
functions. as far as local authorities are concerned, In the hands 
of the county and county borough councils. There are 317 Local 
Education Authorities for elementary education and ·146 Local 
Education Authorities for higher education. The authorities for 
elementary education consist of London, 62 counties (excluding 
London), 83 county boroughs, 131lboroughs and 40 urban districts, 
making a. total of 317. The Authorities for higher education con
sist of London, 62 counties (excluding London) and 83 county 
boroughs, making a total of 146. 

504. The local bodies which are Local Education Authorities for 
elementuy but not for higher education are now 131 boroughs 
which, according to the Census of 1901 had populations of more 
than 10,000, and 40 urban districts which had populations of more 
than 20,000. (These are commonly known as .. Part m Areas .. 
because their duties are primarily those imposed upon them by 
that part of the Education Act, 1902.) Consequently the 62 
counties which are authorities for elementary education do not 
comprise the same areas as the 62 counties which are authorities 
for higher education, because they only administer so much of 
the areas as remain after the 131 boroughs and the 40 urban districts 
.have been taken out of them. As authorities for higher education, 
however, the 62 counties comprise the whole area. within the county 
boundaries excepting only that of the county boroughs. We do 
not question the high efficiency in their limited sphere of many 
of the :!pinor authorities now exercising powers over some part 



of the educational field, but the service is now developing under 
the recommendations of the Hadow Committee in a manner which 
is rapidly breaking down the old distinction between elementary 
and higher education. The 'dividing line of the future will be 
less between elementary and higher education than Ibetween educa
tion under and over 11 years of age. As long as the Part III areas 
remain there will be overlapping jurisdiction, competition and 
confusion in the education of the older children. Another im
pOliant tendency in educational progress is towards the development 
of more specialised services which it would be wasteful for many 
of the smaller units to provide. We would further point out that 
the present division of the administration of the elementary educa
tion service among 317 authorities inevitably means that many 
of these areas contain abnormal communities, some especially 
wealthy and some so poor as to require ari exceptional measure 
of State assistance. Of the 29 areas receiving the Necessitous 
Areas Grant (referred to below) no less than 22 are Part III areas. 
'Ihe action which we recommend in regard to this service with a 
view to increasing efficiency and reducing rate inequalities would 
be in complete agreement with the general policy of the Local 
Government Act, 1929, in regard to other services of national 
importance. 

505. It would be an essential part of this reform that the county 
councils and county borough councils should take over from the 
Board of Education the entire responsibility for supervising and 
helping, where necessary, private educational effort in their areas. 

These changes would remove the chief obstacles to bringing this 
service within the block grant system set up under the Local 
Government Act. Under that system the element of local 
responsibility would be increased and the Board of Education 
would be able to substitute a general advisory supervision of the 
service for its present meticulous control. 

506. We realise however that such reforms will take a consider
able time to effect and we accordingly submit recommendations for 
such temporary adjustments as seem to us desirable in the mean
while. 

1. Elementaf',y Education. 
507. The existing main grant for elementary education is given 

by the formula :-
(a) 36s. a child in average attendance; 
(b) 60 per cent. of teachers' salaries; 

10903 

50 per cent. of special services, maintenance allowances, 
and, as regards the period 1st September, 1929 to 
31st August, 1932, loan eharges and other ex
penditure on reorganisation and development; 

20 per cent. of remaining expenditure; 
G 
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(c) From the sum of (a) and (b) is subtracted the produce 
of a. rate of 7 d. in the £ for the area; 

(d) If the result is less than 50 per cent. of the net expendi
ture the grant is made up to this proportion. 

This formula originated with the proposals of the Kempe Com
mittee of 1914, bu1 the percentage element in the formul,. recom

.mendec;l by that Committee was limited to 40 per cent. The in
crease to 60 per cent. in the case of teachers' salaries was given 
in order to induce local authorities to increase the general standard 
of teachers' remuneration. That object has not only been fully 
achieved but in our view there is now urgent need for .. reduction. 
We recommend in Chapter III of this report that this reduction 
should be not less than 20 per cent. Inasmuch as the lncrease 01 
teachers' salaries was made the occasion lor ralslDg the percentage 
grant towards such expenditure we now recommend that the benefit 
of this reduction should be secured to the Exchequer b1 reducing 
the gran\ to 50 per cent. 

At the same time the special increase of grant in respect of 
loan charges and expenditure on reorganization and development 
incurred during the three years 1929-32 should be withdrawn forth
with subi~t to the honouring of existing commitments. 

508. Were the existing minimum limit of grant of 50 per cent. 
(under (d) above) to continue in force, these recommendations would 
be inoperative in the wealthier areas of the country, because any 
reduction of grant thereunder in these areas would be made up 
under the guarantee. This would be quite unjustifiable. We 
understand that the 50 per cent. minimum formed no part of 
the Kempe Committee's recommendations. It does in fact tend 
to defeat one of the most important objects of the formula recom
mended by that Committee, viz., the differentiation of the grant 
between rich and poor areas, and we recommend that it be with
drawn. 

509. In making these recommendations, which involve loss of 
grant to the richer authorities and the loss of a possible saving to 
all, we have taken into account the fact that the reduction of the 
produce of the rate of 7d. in consequence of the derating of indus
trial and agricultural property under the Local Government Act did 
in fact result in an increase of about £1,000,000 in the education 
grant, which we understand was entirely additional to the relief in
tended to be given to local authorities as set forth in the financial 
memorandum attached to the Local Government Bill. 

510. Another exception to the plain working of the elementary 
education grant formula is afforded by a limited group of necessitous 
areas. Prior to 1930, areas which after receipt of the formula grant 
would have had lit rate burden for this service exceeding 3s. 6d. in 
the £ were given an extra grant of 50 per eent. of the excess; the 



amount so distributed in 1929 being £250,000; Thus any addi
tional expenditure attracting the ordinarj formula grant of 50 per 
cent. or 60 per cent. fell as to 75 per cent. or 80 per cent. on the 
Exchequer. It is not surprising to find that under this strong 
incentive to expenditure the cost of education in many of these 
areas has risen to a very high figure. Owing to the alterations 
made! 6y the Local Government Act this basis of distribution is no 
longer workable and pending the formulation of a new scheme the 
distribution has been stereotyped on the 1929-30 basis with an addi
tion of 20 per cent. We have already pointed out that many of 
these areas are financially too weak to form suitable independent 
units of administration and the majority would! be merged in 
larger areas under the reforms recommended above. Pending this 
-in our opinion the only proper remedy-we recommend that any 
revised basis of distribution should avoid the strong incentive to 
expenditure contained in the old scheme. We recognize that in 
so doing it will in all probability be necessary to widen the field of 
distribution of the grant and on this account we have allowed for 
some increase of the existing amount of £300,000. 

2. Higher Education. 

511. Higher Education comprises a wide field of activities. In 00 

far as these are carried on by local authorities the State contributes 
one ha.If of the cost that would otherwise fall on the rates. To 
other bodies the State makes various grants on a capitation basis. 
Complete information as to the cost of hIgher education in this 
country is not available. The net expenditure of local education 
authorities in recent years is shown on page 196. 

10905 G2 



HIGHER EDUCATION. 

Net Expenditure of Local Education Authorities over a series of rears. 

I I 1930. I 1931 • 

. Assumed 

Year beginning 1st April. 1913-4. 1921-2. 1922-3. 1923-4. 1924-5. 1925-6 1926. 1927. 1928. 1929. L.E.AB. for 
Board of October Educa-Eats. tion 

Eat. 
1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13. 

£'000. £'000. £'000. I £'000. £'000. £'000. £'000. £'000. £'000. £'000. £'000. £'000. 
1. Colleges etc. for the Training 

of Teachers. 
457 378 324 330 325 317 309 288 282 332 320 

2. Secondary Sohools ... ... Details 5,295 4,912 4,496 4,743 4,980 5,029 6,568 6,176 6,471 6,894 7,200 
3. Teohnical, etc., Schools .. , 3,670 3,153 2,938 3,143 3,368 3,334 3,610 3,733 3,967 4,196 4,300 
4. Loan Charges .. , ... Dot 640 717 720 718 751 832 956 1,110 1,250 1,483 1,660 
5. Administration and Inspec. 672 648 605 664 714 726 735 '103 712 751 750 

tion. 

~ 
6. Aid to Students ... ... avan· 1,571 1,589 1,621 1,695 1,769 1,870 1,982 2,099 2,257 2,320 
7. Other Expenditure ... .. , 334 276 194 195 202 231 191 261 252 "2 450 
8. Employers' Pension Contri· able. - - - - - - - -276 -271 -293 400 

butions. I 
9. TOTAL .. , .. , .. ·1 4,403 12,451 11,655 10,866 lUU. 12,035 12.238 1 13,239 14,529 15,3~ 16,648 17,400 

- These contributioI18 are in l'eIIpect of teachers in Maintained Institutions only, and exclude any aid given by Local Education Authorities to 
non·LocaI Education Authority Institutions to meet the COBt of IUch contributiOIlL 
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512. Prior to the war the Exchequer contribution towards this 
expenditure was in the main on a. capitation basis but under the 
Education Act, 1918, it was placed on a. 50 per cent. basis. Up 
to 31st March, 1930, £807,000 of the grant was pa.id through the 
Local Taxation Account, the balance being provided on the Board 
of Education Vote, but since that date the whole amount has been 
so provided. 

513. The Geddes Committee commented on the "extreme 
rapidity" with which this expenditure was expanding at the time 
of their enquiry, the preliminary estimates for 1922-3 being as high 
as £16,200,000. The national movement in favour of economy 
brought the actual expenditure for that year down to £11,655,000, 
and it was not till 1927 that the expenditure of 1921 was exceeded. 
Since then the growth has averaged £1,000,000 a year. Part of 
this growth has been the result of the transfer of schools from the 
category of those aided directly by the Board of Education to that of 
schools aided by the local authority (with the assistance of a State 
grant). 'Ihis transfer followed the recommendation of the Geddes 
Committee that no school should receive grant through both channels, 
and was effected over a period of years as is shown by the table 
below of grants for higher education to bodies other than local 
education authorities :-

Grants for Higher Education to Bodies other than Local Education 
Authorities. 

Granta in 
respect of 

Employers' 

Training Contri-
Central Financial butions 

Year. of Secondary Technical under Welsh Total. 
Teachers. Teachers Board. 

(Super-
annuation) 
Act, 1925. 

£ £ £ £ £ £ 
1913-14 ... Figures not ava.ilable. 
1921-22 ... 803,261 1,089,188 107,920 - - 2,000,369 
1922-23 ... 723,677 1,278,380 103,366 - - 2,105,423 
1923-24 ... 675,805 1,154,812 113,473 - - 1,944,090 
1924-25 ... 721,887 1,141,132 110,098 - - 1,973,117 
1925-26 ... 665,972 1,140,352 107,570 - - 1,913,894 
1926 ... 669,494 1,193,025 116,424 - - 1,978,943 
1927 ... 698,739 822,587 103,548 - 4,600 1,629,474 
1928 ... 695,222 506,121 105,481 35,254 4,993 1,347,071 
1929 ... 731,823 508,930 111,735 42,265 4,925 1,399,678 
1930 ... 787,054 605,800 118,600 42,500 5,000 1,558,954 

(Estimate) 
1931 ... 822,170 602,250 130,500 42,500 7,200 1,604,620 

(Estimate) 
I 
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514. Under the operation of the percentage grant to local educa
tion authorities the Exchequer will obtain one half of the saving 
in teachers' salaries (resulting from our recommendation in 
Chapter llI) as far as their own institutions are concerned. Steps 
should be taken to secure a similar saving to the Exchequer as 
regards institutions aided by local education authorities. Grants to 
bodies other than local education authorities are mainly on a 
capitation basis. We recommend that the rates of grant be revised 
to give the Exchequer the benefit of one half of the saving to be 
anticipated on teachers' salaries in these cases also. The total 
Exchequer saving to be made in the field of higher education from 
the reduction of teachers' salaries we estimate at about .£950,000. 

515. In addition we consider that steps should be taken to slow 
down the rapid growth of expenditure from public funds on 
secondary education resulting both from the provision of additional 
schools and also from the steady increase in the proportion of free 
places in such schools. Since 1920 the number of free places in 
secondary schools has practically doubled, while the number of fee 
payers has shown little change. The following table shows the 
position up to October 1930, the latest date for which figures are 
available :-

Da.te. 
Pupils 

I 
Pupils TotaL 

paying fees. paying no fees. 

31st Ma.rch, 1920 206,891 101,375 308,266 

" " 
1922 221,584 133,372 354,956 

" " 1924 .•. 215,128 134,013 349,141 

" " 1926 ••• 217,261 143,242 360,503 

" " 
1928 ..• 217,187 160,353 377,540 

" " 
1929 •.. ,217,739 169,254 386,993 

1st October 1930 218,961 198,024 416,985 
(eatd.) 

Plans for new schools already approved and in course of erection 
are estimated to bring the above total up to a.bout 440,000, of which 
roughly one half will be free places. 

516. Taking into account the very large provision for secondary 
education made in institutions not aided from public funds and the 
certainty of a marked decline in the number of children of secondary 
school age in the near future owing to the heavy fall in the birth· 
rate since 1920, we consider that this provision should in present 
financial circumstances be regarded as adequate. 

517. We are further of the opinion that a large proportion of the 
total expenditure can and should be met from fees charged 
to parents who can afford to pay them. The present system 
under which certain local authorities have been allowed to 
free their schools entirely-and, through the percentage grant, to 
throw one half the cost of this local benefit on to the country gener
ally, which has not a.dopted this policy-seema to us inequita.ble. 
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This situation will be fully met by the general reform of educational 
a.dministration and grants recommended above, but in the mean
time we think that the existing policy in regard to fees should be 
reviewed. While local authorities should be free to charge, or not 
to charge, fees as they choose, we suggest that the State grant to 
any area with an average fee income per scholar below the national 
average for the preceding year should he based on the assumption 
that that average fee income is in fact received. We recommend 
further that the grant of a free place should be conditional on the 
parent being able to show that he cannot afrord even a modified 
fee. In other cases the scale of fees should be increased more 
nearly to the standard of what the parent would be willing to pay to 
a private school. In these ways we consider that it should be 
possible to increase the total income from fees by not less than 
25 per cent., or roughly £1,000,000, of which one half should be 
secured to the Exchequer by the operation of the 50 per cent. grant 
or by an alteration in capitation rates. 

518. Finally, reference must be made to the fact that on existing 
policy the Exchequer charge in respect of education is estimated to 
be about £2,250,000 more in 1932 than in 1931, and that amount, 
with a proportionate increase for Scotland, has been included in the 
forecast on page 9. £350,000 of this will be required for the 
rapidly growing charge for teachers' pensions and a considerable 
further sum may be needed to meet other unavoidable commit
ments, but we trust that if local authorities recognize the urgent 
need for economy at the present time, the increase will ·be limited 
to £1,000,000. 

519. The financial effect of the foregoing recommendations may 
be summarized as follows :- . 

England and Wales £ 
1. Abolition of 50 per cent. minimum limit of 

grant 
2. Reduction of teachers' salaries by 20 per 

cent. and of the grant in respect of 
teachers' salaries from 60 per cent. to 50 
per cent. after allowing for reduced pen-
sion contributions, and increase of grant 
to poor areas 

3. Reduction of grants for higher education in 
consequence of ' 

(1) 20 per cent. reduction of teachers' 
salaries 

(2) increase of school fees 
4. Reduction of growth of education expenditure 

in 1932 

1,450,000 

7,800,000 

950,000 
500,000 

1,250,000 

10905 

Total for England and Wales ... £11,950,000 
G4 
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5. The grant for education In Scotland varies 
with the corresponding grant for England 
In the ratio of 11: 80. The corresponding 
saving In Scotland will therefore be ... 

making a total of ... 

£ 

1,640,000 

£13,590,000 
say £13,600,000. 

This represents th~ total reduction in the first full year. As, how
ever, the education grants are paid as to 90 per cent. on account 
each year, the balance being adjusted in the following year, the 
saving in 1932 would be only 90 per cent. of this sum, but we trust 
that the general effect of our recommendations would be to effect 
a greater reduction than £13,500,000 as compared with the ex
penditure that would otherwise have been incurred in subsequent 
years. The amount is large because the growth of expenditure has 
been large. None of the reductions we recommend Involves the 
withdrawal of any educational faCility now being afforded. 

Grants to Universitie8. 

520. The State grants to universities are made on the recommen
dation of il. Treasury Committee from a Special Vote. In 1922 the 
total sum available for distribution (which had been increased from 
£1,250,000 to £1,500,000 in 1920) was reduced on the recommenda.
tion of the Geddes Committee to the previous figure of £1,250,000, 
but the increase of £250,000 was again made on a review in 1925. 
On the next quinquennial review in 19'30 the total sum was further 
increased to £1,750,000 for the next 5 years. We understand 
that in so far as the increased grants have been applied by univer
sities to recurrent needs they have gone largely to increase salaries. 
Having regard to our recommendations In other fields of educatioD 
we consider t~t this extra £250,000 should be discontinued. 

521. We are informed that no small part of the growing needs 
of the universities represents the maintenance of additional institu
tions provided out of capital beuefactions. In BOme cases, we 
understand, the rule has been adopted of only accepting capital 
benefactions where a suitable portion of the amount has been 
allocated as an enaowment fund, and we commend this rule for 
general adoption. 



CHAPTER VII. 
MISCELLANEOUS. 

1. WAR PENSIONS. 

522. Pensions in respect of service in the Fighting Forces in 
the war are payable by the Ministry of Pensions established in 
1916. Pensions to merchant seamen and fishermen payable under 
the War Risks Compensation Schemes set up in 1915 are charged 
to a separate Vote----oMerchant Seamen',s War Pensions-adminis
tered by the Board of Trade. The expenditure from these Votes 
for the last ten years has been as follows :-

1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 

Year. 

1930 (Est.) 
1931 (Est.) 

Ministry of Pensions. 

£ 
95,304,757 
80,126,694 
72,109,690 
69,460,194 
66,856,268 
63,131,867 
59,744,312 
56,707,700 
54,080,383 
51,850,000 
50,039,000 

Merchant Seamen's 
War Pensions. 

£ 
504,930 
502,679 
486,439 
479,048 
464,494 
451,402 
430,689 
409,129 
391,897 
375,392 
357,488 

The general principles of administration of the Merchant Sea
men's Schemes closely follow those adopted by the Ministry of 
Pensions from time to time in regard to the main scheme and it 
will be convenient to restrict detailed consideration to the latter. 

523. The table below indicates the probable course of expendi
ture on the Ministry of Pensions in the immediate future :-

Head of Expenditure. Estimated Estimated Estimated 
1931-32. 1936-37. 1941-42. -_. 

£ £ £ 
Administration ... ... ... 1,039,500 860,000 710,000 
Pensions, etc. ... ... ... 47,024,500 39,980,500 35,224,000 
Medical Treatment ... ... ... 1,505,000 1,057,000 720,000 
Treatment Allowances (excess over 470,000 290,000 190,000 

pension). 
Miscellaneous ... ... ... .. . 22,000 10,500 5,000 

Gross Total '" ... £ 50,061,000 42,198,000 36,849,000 
Appropriations in Aid 22,000 15,000 10,000 

NET TOTAL ... ... £ 50,039,000 42,183,000 36,839,000 



2U2 

Estimates prepared by the Government Actuary in connection· 
with the Widows' Orphans' and Old Age Pensions Scheme in 
1925 showed that the charge would not fall to one half of the 
present amount for twenty years and that even in 1965 the 
country would still b'3 paying £10,000,000 for pensions for a war 
fought nearly half a century before. These forecasts are neces
sarily based on the assumption that the general principles on 
which the liability of the State for compensation is determined 
remain in substance unimpaired. The creation of any new class 
of pensioner or relaxation of the existing standards of title to 
pension would at once throw out these estimates, and might 
indeed convert a slowly diminishing expenditure into an increas
ing one. 

Expenditure on administration. 
524. At the time of the Geddes Committee on National Expendi

ture (1922) the cost of administration was £5,524,100, which was 
equivalent to Is. 2!d. per £ of benefit expenditure. For the 
current year the expenditure is estimated at £1,039,500, represent
ing 5fod. per £ of benefit expenditure. Some further con
traction in the cost of administration should still be effected as 
the volume of the 'Ministry's work is reduced. 

Medical Treatment. 
525. The medical expenditure of the Ministry has shown a sub

stantial decline and is still decreasing. The decrease of expendi
ture follows on the diminished demand for medical treatment, of 
which the most costly portion is, of course, hospital treatment. 
At the time of the Geddes Committee, 1921-22, the hospital treat
ment accounted for £5,750,000 out of a total expenditure on medi
cal treatment of £7,300,000; in the current year it is estimated 
to amount to not more than £1,130,000. The latter sum is made 
up of:-

Hospitals and clinics controlled by the Ministry ... 
Red Cross, and other voluntary institutions, includ

ing Public Civil Hospitals 
Sanatoria for Tuberculosis 
Public 'Mental Hospitals 

£ 
265,000 

370,000 
100,000 
395,000 

£1,130,000 

The number of the Ministry's own hospitals has been flubstantiaUy 
reduced. In 1921-22 the Ministry were controlling and maintaining 
67 hospitals with a bed accommodation of 13,970 and 115 clinics. 
In the current year Ministry institutions number 16 hospitals with 
a. bed accommodation of 2,349 and 24 clinics, and by the end of the 
year two, and possibly three, of these hospitals will have been closed. 



The Ministry have been able to utilise the accommodation of a 
number of Red Cross and other Voluntary Hospitals as well as 
public civil hosp1tals, the accommodation of which is paid for 
usually by a capitation fee per case; and the Ministry have found 
it of advantage to use these in view of the general decline in tha 
need for treatment in preference to maintaining institutions of their 
own. We understand that a close watch is accordingly kept upon 
hospital accommodation and Ministry institutions are closed where 
their continued maintenance is no longer justified. 

526. Some further concentration of hospital accommodation may 
btl expected, but a nucleus of hospitals, properly distributed with 
rega.rdi to the needs of various parts of the country, will be neces
sary for some years to come. 'rhere will be for some time a number 
of wound and injury cases, of severe neurasthenic and quasi-mental 
cases and some other special classes whose condition will periodi
cally require treatment and who can be more advantageously dealt 
with in institutions where their case history is known. 

Pensions and Treatment Allowances. 

52,7. The annual decline in the cost of pensions and treatment 
allowances is a net figure representing the balance between the 
known factors of ,decrease and increase. 'rhe former comprise 
deaths among all classes of pensioners (at present about 22,000 
am;mally) : remarriages of widows la diminishing number) : children 
ceasing to be of dependent age (16) and entitled to allowances (a 
substantial !but rapidly diminishing factor, which will disappear 
by 1936-37): and reduction of pension (a diminishing factor, 
though never wholly disappearing) and in the amount of medical 
treatment required!. The factors of decrease are known and can 
be estimated with tolerable accuracy. The factors of increase are 
more uncertain, as for example fresh grants of pension to widows 
and dependants (at present about 2,000 a year) : fresh grants in 
cases of la.te claims for disablement-a comparatively small number, 
which will probably diminish: increase of pension on re-assess
ment (an uncertain factor liable to be affecte!! by climatic con
ditions, unemployment, etc.): and minor grants of various kinds 
needed for education, sickness, etc. 

528. One factor which the Geddes Committee contemplated as 
operating to reduce the cost of pensions was a reduction of the 
rates of pension in accordance with the fall in the cost of living. 

529. The improv~d rates of pensions made effective by the Royal 
Warrant of 1919 were deemed to be base!! OIlJ the cost of living for 
that yea.r (average index figure of Ministry of Labour 115.25) and 
Article 24A provided that such rates should! be subject to increase 
or decrease in accordance with the increased or decreased cost of 
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living as compared. with that for 1919. For this purpose a certifi
cate was issued by the Minister of Labour in January of each year 
showing the .cost of living for the previous year 8S compared :with 
the year 1919. The cost of livin[ is defined to be the general cost 
of living of working class families. 

530. It was further provided that no re-adjustment of rates 
should take effect before the 1st April, 1923, a.nd then ouly if the 
cost of living for 1922 differed from that for 1919 by at least 5 per 
cent. of the cost of living in 1919, and similarly, subsequent annual 
adjustments would be made only if the variation in the cost of 
living since the previous re-adjustment amounted to 5 per cent. 
of the cost of living in 1919. Certain minimum rates, below 
which reduction should not be made, representing generally the 
rates of pension in force before the Warrant of 1919, were scheduled 
in the Warrant. These minimum rates are equivalent approxi
mately to the pensions payable under the terms of Article 24A 
when the Ministry of La.bour index figure stands at 72. 

531. The cost of living for the year 1922 was certified by the 
Minister of Labour to be 85 per cent. of that in 1919 80 that on 
the 1st April, 1923, a re-adjustment of rates to the extent of 15 per 
cent. was indicated, but in November 1922, in reply to a question 
asked in the House of Commons, the Minister stated ~hat the 
Government had decided tha.t no revision of pension under Article 
24A of the Royal Warrant on account of the fall in the cost of 
living should be made within a period up to three years after the 
1st April, 1923. During this interval the practicability of a settle
ment of pension rates on a. less fluctuating basis than that pro
vided under Article 24A was engaging the attention of the Gov
ernment. In June 1925, in the House of Commons, the Minister 
announced that as a temporary measure, pending a more per
manent settlement, the Government had decided to extend the 
period of immuriity from reductions in respect of th& declining cost 
of living until at lea.st March 1927. 

532. At !the end of July 1925 (when the index figure of the cost. 
of living stood at 73) thIS question was again raised in the House 
and in reply the 'Minister, at somewhat greater length, reviewed 
the essential facts from the da.te of the Warrant of 1919 und ex
plained that it was always the view of the Government that the 
operation of the Warrant in regard IIio rates should, in the interests 
of pensioners, be conditional on a reasonable stability bein:! reached 
in the cost of living. After full considera.tion of all the known 
factors the Government of the day decided tha.t .. Bubstantially 
larger measure of security than had already been announced could 
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be given to the pensioner and that no change in the rates then 
current would be made so loqg 8S the average cost of living re
mained between 60 per cent. and 115.25 per cent. in excess of the 
pre-war cost of living and furthermore, to give still further security 
t'> the pensioner, the cost of living would be on an average over 
three years instead of one year and that such average would not 
operate before 1929. 

533. In July 1928 a further step was taken. The index figure 
of the cost of living stood thtm at 65 and looked like being fairly 
stabilised at or about that figure. The Government considered it 
desirable to remove both th~ uncertainty felt by pensioners and 
also, a recurrent subject of political contention, by settling finally 
the rates of pension. The Minister accordingly made public the 
Government's decision that existing rates should be stabilised so 
far as they were dependent on the cost of living. It was, however, 
made a condition of the maintenance of these rates tha.t should any 
substantial change be made in the principles of pension administra
tion involving the admissioll of new classes of pensioners, to whom 
the existing high rates of pensions would automatically become 
Ilpplicable, the Government of the day must be free to review the 
rates of pension in the light of its aggregate liability. 

534. Were the adjustment in respect of the fall in the cost of 
living now brought into effect the saving 011 the Vote for this yea.r 
would we are informed be no less than £6,250,000. While it is 
true that at the time that the announcement in July 1928 of 
stabilisation was made by the late Government no one anticipated 
a further large fall in the cost of living we nevertheless feel that 
the announcement in July 1928 prevents any re-opening of this 
question except as part of any comprehensive scheme of reduction 
of pension charges of all kinds. We refer to this aspect of the 
matter in our concluding chapter. We must however stress the 
qualifying condition governing the promise of stabilisation viz. 
that there should be no substantial change.in the principles of 
pension administration. 

2.-BRITISH BROADCASTING CORPORATION. 

535. The ~<>Teement between the Post Office and the British 
Broadcasting Corporation dated 1st January, 1927, provides (clause 
I8l that, subject to the provision of funds by Parliament, the Post 
Office shall pay annually to the 0 Corporation the following per-o 

centages of the gross revenue derived from wireless receiving licences 
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issued in the preceding year, afrter deducting 121 per cent. for cost of 
collection and administration :-

On the 1st million licences 
On the 2nd million licences 
On the 3rd million licences 
And on all licences over 3 millions 

Per cent. 
90 
80 
70 
60 

536. The agreement also provides that the Postmaster General 
will consider any application made by the Corporation after 1st 
January, 1929, for an increase in these payments on the ground that 
they are insufficient for the performance by the Corporation of it, 
obligations under its Charter and Licence. 

537. By a Supplementary Agreement dated 11th June, 1931, 
the percentage deducted for cost of collection was reduced from 
121 to.10 and provision was included for the payment, subject to th .. 
approval of Parliament, to the Corporation of an additional grant 
of £17,500 a year in aid of a subsidy to the Grand Opera. Syndicate. 

538. The principle of the financial arrangements ",ith tht' 
Corporation is that it has no legitim8lte claim upon the whole or any 
specified part of the revenue derived from wireless licences but 
that it should be supplied with adequate funds for maintaining the 
broadcasting service. For this purpose the sliding scale based upon 
the number of licences was framed and accepted by the Corpora
tion as a convenient f-ormula. to secure them an income which would 
expand as their clientele of listeners increased. 

539. We understand that at the time that the main agreement 
was under discussion it was generally contemplated that a revenue 
of about £800,000 per annum would meet requirements. The rapid 
growth shown in the following table was not then anticipated :-

P08tOffice Balance 
- Collected: Percentage. Paid to B.B.C. aooruing to 

the Exchequer. 

£ £ £ £ 
1927 ... 1,234,898 12} per cent. 154,362 824,237 256,299 
1928 ... 1,358,187 .. " 

169,773 887,616 300,798 
1929 ... 1,537,377 .. " 

192,172 963,171 382,034 
1930 ... 1,812,656 .. .. 226,582 1,069,648 516,426 
1931 ... 2,050,000 10 per cent. 205,000 1,248,834 596,166 

(estimated.) (estimated. ) (actual being (estimated. ; 
baaed on 

I 
previoue year.) 



540. The Corporation expenditure and Income during the past 
four years have been as follows :-

INCOIllB. 

-- 1927. I 1928. 1929. 1930. 

£ £ £ £ 
Receipts from Post Offioe ... ... 800,959 871,800 944,301 1,043,023 
Publications ... ... ... . .. 93,686 120,600 138,852 160,209 
Interest ... ... ... ... 6,980 10,100 14,184 21,122 

£ 901,625 1,002,500 1,097,337 1,224,354 

EXPENDITURE. 

- 1927. 1928. 1929. 1930. 

£ £ £ £ 
Programmes ... ... ... ... 487,728 538,990 548,676 580,304 
Engineering ... ... ... ... 131,036 160,455 178,942 192,720 
Standing Charges (rates, rent, light, 

heat, etc.). 
63,252 77,999 59,025 90,686 

Administration ... '" ... 64,921 70,716 71,199 76,036 
Depreciation ... ... ... 26,350 31,150 38,500 48,605 
InoomeTax ... ... ... . .. - - 60,000 50,000 

Tote.! '" £ 773,287 879,310 956,342 1,038,351 

Capite.! expenditure incUlTed other 10,108 34,167 36,425 4,460 
than on regional stations. 

Tr ansfer to Reserve ... ... 100,000 100,000 110,000 180,000 

541. It will be seen that apart from capital expenditure amount
ing to £90,000 incurred by the Corporation for purposes other than 
the regional stations, and excluding depreciation reserve which 
now stands at about £145,000, the Corporation have accumulated 
a reserve fund of £490,000. 

542. The Corporation are incurring capital expenditure on a con
siderable scale. It is understood that at present they are either 
committed to or contemplate the following capital programme :-

Four regional stations at '£140,000 each 
Broadcasting House, purchase of site and 

building 
Equipment and furnishing 
Purchase of adjacent site to Broadcasting 

House 

.£ 
560,000 

650,000 
200,000 

50,000 

1,460,000 
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543. '1'0 meet this outlay they propose to draw in the first in
stance upon their reserve funds and future revenue surpluses; the 
balance will be provided by loans, and it is understood they have 
concluded an arrangement for borrowing of £500,000 for tlie 
purpose. 

544. One cannot fail to be struck by the contrast between the 
general state of the national finances and the financial position oi 
this national corporation. We believe it will be generally agreed 
that measured by any ordinary standards of public entertainment 
the facilities afforded represent good value for the small annual 
licence payment of lOs. 

545. Here is a service which by virtue of the establishment of a 
state monopoly enables the State to obtain much needed supple
mentary revenue without giving rise to the sense of grievance 
engendered. by most taxation. The principle of the State draw
ing this revenue, whether it be deemed the profits of 8. monopoly like 
the earnings of the Post Office from postal services or analogous to 
the entertainments tax, is already decided. The question we ask 
ourselves is whether: in present circumstances this revenue should 
not be increased instea.d of continuing in force the original agree
ment under which toe bulk of the increase in licence fees is being 
assigned to improvements in the broadcasting service. 

546. We recognise that without at the same time a reduction of 
facilities, any substantial benefit can only accrue to the Exchequer 
if the Corporation are enabled by some form of statutory guarantee 
to spread their present heavy capital expenditure over a period 
reasonably comparaJble with the anticipated effective life of the 
asset. As the charter 01 the Corporation is due to expire in 
December, 1936, it cannot offer security for repayment of any loan 
after that date. We consider that 8.S part of the revised allocation 
of revenue suggested below a. statutory guarantee of payment of loan 
charges might properly be given in respect of capital expenditure 
approved as reasonable by the Postmaster General. 

547. On the above figures of licence duties collections the pay
ment to ~he British Broadcasting Corporation in the next year is 
likely to reach £1,380,000. In addition the Corporation have a 
depreciation reserve of £145,000 and other reserve funds of £490,000 
which are rapidly being added to. If capidal expenditure were 
provided for by a. definite loan charge, the interest on these funds 
and the revenue from publications seem likely to bring next year's 
revenue to a.bout; £1,600,000, and there is no indication as yet of a 
slackening off in the rate of growth. 



· 548. On the expenditure side a. ma.intenance of expenditure at 
the 1930 level wouTd require about £1,040,000. Even if one 
a.ssumes that capital expenditure to the whole extent adumbrated 
above were approved, amortisation of the loans on London property 
over 30 years and on equipment and furnishing for the four regional 
stations over 15 years would only require about £120,000, or a total 
outgoing of £1,160,000. This amount is nearly 50 per cent. in 
excess of the income of £800,000 originally contemplated as 
adequate to meet r~quirements. On these figures we think tha.t the 
allocation of a licence revenue to the Corporation might reasonably 
be reduced next year to ob'900,000 bringing the total revenue, 
including £220,000 from publications, etc., down to about 
£1,120,000. Pending further increase of revenue the invested 
reserve funds would be available to meet any temporary deficits 
on annual working. 

549. We recommend that the percentages of a.llocation of revenue 
to the British Broadcasting Corporation be revised so as to yield 
this result by making the proportion of net licence duties (after 
deducting costs of collection as at present) to be paid to the British 
Broadcasting Corporation as follows:-

On the 1st million licences 80 per cent. 
On the 2nd million licences 60 per cent. 
On the 3rd million licences 40 per cent. 
all in excess of 3 millions ... 20 per cent. 

This scale calculated on the 4,100,000 licences estimated for 
this year would yield next year a licence revenue just over £900,000. 
The gain to the Exchequer would be about £475,000 for the yeu 
rising with any further growth in the licence duties. 

3. EXCHEQUER CONTRIBUTIONS TO LOCAL 
REVENUES. 

550. Provision is made in the Civil Estimates (Class X Votes 1 
and 2) for the payment to Local Authorities in Great Britain of 
Exchequer Grants on the basis prescribed by Part VI of the Local 
Government Act, 1929, and Part III of the Local Government 
(Scotland) Act, 1929. By these Acts important alterations were 
made in the financial relations between the Exchequer and Local 
Authorities and in the administration of Local Government. The 
principal alterations were :-

(i) Boards of Guardians in England and Wales and Parish 
Councils in Scotland were abolished and the administration 
of the Poor Law was transferred to the Councils of Counties 
and County Boroughs (in Scotland-large Burghs) as from 1st 
April, 1930. (16th May, 1930, in Scotland.) 
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(ii) The administration of all highways in Rural Districts 
and of certain highways in Boroughs and other Urban Dis
tricts forming part of Administrative Counties (other than 
London) (in Scotland-small Burghs) was transferred to the 
County Councils as from the same dates. 

(iii) In Scotland the administration of education was trans
ferred at the same time from ad hoc authorities to the councils 
of counties and large burghs and there was a large measure 
of consolidation of the public health activities of minor authori
ties in the hands of these Councils. 

(iv) Part V of the English Act and Part II of the Scottish 
Act contain what are popularly known as the II derating 
provisions " to which reference has already been made in 
Chapter V, page 110. 

(v) Finally the old system of Assigned Revenues was 
abolished and the percentage grants from the Exchequer for 
health services as well as certain maintenance grants from the 
Road Fund were discontinued as from 31st March, 1930, (or 
15th May, 1930), and a new system of Exchequer grant8 
towards local government expenses came into operation. 

551. It is unnecessary for us to set out the whole of the elaborate 
arrangements governing the distribution of these grants 'but we 
would refer to the basis on which the aggregate is determined from 
time to time. 

(a) General Exchequer contributions. 

552. Each year there is to be provided by. Parliament, for dis
tribution to Local Authorities in each country, a sum of money 
called the General Exchequer Contribution. This contribution is 
fixed, in accordance with a scheme set out in the Act, for a series 
of years, each such series being called II a fixed grant period".· 
The annual amount of the General Exchequer Contribution for 
the first fixed grant period is the total of the following amounts :-

(i) AD' amount equal to the total II losses on account of 
rates " arising from the derating provisions of the Act in the 
standard year, 1928-9. 

(ii) An amount equal to the total II losses on account of 
grants" arising from the discontinuance of the grants re
ferred in (v) above; this also being measured by the pay
ments for the standard year . 
. (iii) An additional amount (specified in the Act) of £5,000,000 
(England and Wales), £750,000 (Scotland). . 

• The first fixed gran' period is a period of 3 years from 1930; the eeoond 
period i. a period of 4 years from l!l33; each lubeeqaen' fixed gran, period 
cuvers 5 years. 



553. The amount of the annual General Exchequer Contribution 
during the first fixed grant period, -i.e., the period of three years 
from Ist April (or 16th 'M'ay), 1930, is provisionally estimated as 
follows :-

England and Scotland. Total. Wales. 

£ .£ .£ 
Losses on account of rates 22,600,000 3,295,780 25.595,780 
Losses on account of grants 16,300,000 2,039,459 18,539,459 
Additional Money ••• 5,000,000 750,000 5,750,000 

Total annual General Exchequer 
Contribution for the first fixed ------------
grant period. .£ 43,900,000 6,085,239 49,985,239 

(b) Additional Exchequer Grants. 

554. Provision is made for Additional Exchequer Grants to 
ensure that as compared with the standard year (1928-29) each 
County or County Borough or Large Burgh area obtains from the 
new grants a minimum advantage by reason of the Act equivalent 
to Is. per head of population in 1928. The amount of the Addi
tional Exchequer Grants was provisionally estimated at £550,000 
for the first fixed grant period in England and Wales and £7,814 
in Scotland. 

(c) Supplementary Exchequer Grants. 

555. As part of the gradual process by which the financial 
changes provided for in the Act are to be brought into operation, 
there are provisions designed to mitigate any increase of rate 
poundage which might otherwise arise during the first 19 years in 
which it is in force and provisionally estimated to cost £1,100,000 
per annum in England and Wales and £184,695 in Scotland for 
the first five years. 

556. Thus the total liability under this legislation for the 
first fixed grant period is estimated provisionally at:-

(a) General Exchequer Contri-
bution. 

(b) Additional Exchequer Grants 
te) Supplementary Exchequer 

Grants. 

.£ 

England and 
Wales . 

.£ 
43,900,000 

550,000 
1,100,000 

45,550,000 

Scotland. Total. 

.£ .£ 
6,085,239 49,985,239 

7,816 557,816 
184,695 1,284,695 

6,277,750 51,827,750 
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Of this amount £6,473,638 is at present charged upon the Road 
Fund uncIer the two Acts, leaving a net amount of £45,354,112 to 
be voted. The actual provision in the Estimates for 1931 differs 
slightly from this figure by reason of it including partial payments 
in respect of two years. 

(d) The Revision of the General Exchequer Contribution. 

557. The Acts prescribe that for each fixed grant period 
subsequent to the first the additional amount of £5,000,000 and 
£750,000 included in the General Exchequer Contribution is to be 
replaced by such sum as Parliament may determine, provided that 
the additional amount for the second and any subsequent fixed 
grant period shall be such that the proportion which the amount 
of the annual General Exchequer Contribution for that fixed grant 
period bears to the total amount of rate and grant-borne expendi
ture incurred by all authorities for the last year but one of the 
preceding fixed period shall never be less than the proportion 
which the annual General Exchequer Contribution for the first 
fixed grant period bore to the total amount of rate and grant-borne 
expenditure of the first year of that period. The amount of the 
General Exchequer Contribution for 1933 onwards and again for 
1937 onwards will therefore depend upon the extent to which the 
expenditure of local authorities as a whole for the year 1931 and 
1935 respectively exceeds the expenditure of local authorities for 
the year 1930. Broadly speaking, under these arrangements 
strictly applied, the total Exchequer contribution w1l1 rise or fall 
at the periodical revisions by about one-fourth of the variation In 
the aggregate expenditure of local authorities. 

558. This establishes a general Interdependence of national and 
local flnance additional to that already eJ:istlng In the grant 
arrangements applicable to particular services (whether these take 
the form of :Percentage grants as with education, police, roads and 
unemployment schemes, or grants per unit of Bervlce as with house
building), and in considering the future course of national com
mitments we must have regard therefore also to the general trend 
of local expenditure. Indeed any review of the bnrden of public 
expenditnre would otherwise be incomplete. 

559. The net ft:venue expenditnre of loca.l authorities in England 
and Wales (charged on rates and Exchequer grants) re~hed a 
peak of over £243,500,000 in 1921 and then under the influence of 
tlie national pressnre for economy fell rapidly. In 1924 a move-



ment in the reverse direotion set in. The following table gives the 
figures up to 1927-8 :-

Year. 

1921 
1922 
1923 
1924 
1925 
1926 
1927 

Expenditure falling on 
rates and grants. 

£ 
243,566.250 
223,245,786 
220,446,843 
229,145.023 
240,574,710 
258,G22,012* 
249,567,156 

Detailed figures are not available for later years for the whole 
country but we have been furnished by the County Councils' Associa
tion with valuable statistics showing an increase in the gross ex
penditure of County Councils (other than the London County 
Council) from £53,658,000 in 1923 to £67,680,000· in 1929, the 
last year before the extensive changes caused by the Local Govern
ment Act. This is an increase of 26 per cent. in the space of 
6 years. Estimates of the amount raised by rates, or contributed 
by the State in the form of increased grants under the Local 
Government Act, have recently been published showing an increase 
between 1927 and 1930 of over £11,000,000. In addition the Ex
chequer grants to local authorities for education, roads and police 
were all increased during these years. 

560. This rapid growth of local expenditure since 1923 has 
occurred notwithstanding thaJt (owing :no doubt to the operation of 
the Unemployment Insurance Scheme) the number of persons in 
receipt of poor relief fell from :-

on 31st March, 1922 
and on 31st March, 1923 

to on 31st March, 1928 
on 31st March, 1929 
on 31st March, 1930 

and on 31st March, 1931 

1,465,599 
1,345,634 

1,183,088 
1,106,673 
1,047,026 
1,029,114 

561. Moreover, as in the case of the national. expenditure, the 
revenue account does not show the full seriousness of the position. 
Between 31st March, 1921, and 31st March, 1928, the total capital 
indebtedness of local authorities in England and Wales (after 
deducting amounts standing to the credit of sinking funds) rose from 
£595,500,000 to £1,051,500,000, an increase of £456,000,000, or an 
average of £65,000,000 a year. This represents the net excess of 

• Poor-law expenditure in 1926 was exceptionally heavy owing to industrial 
disputes. 



increased capital expenditure over repayments o£ loand. 'I he 
amount actually spent on capital account in 1927 was £120,000,000. 
We recognise that the debt of local authorities ic very different in 
character from the national debt in that it is offset in far greater 
degree by valuable assets. One-fifth of the increase of £456,000,000 
was in respect of trading services; housing accounted for well over 
half the increase and the gross indebtedness of local authoritit's 
under this head alone (including £39,400,000 advanced to other 
parties) stood at £383,000,000 on 31st March 1928. 

This figure of course includes the estimated future capital liability 
of the State in respect of housing schemes given on pages 181 and 
189. We have no reason to think that the growth of local 
authorities' indebtedness has proceeded at any reduced rate since 
1927. Such iinformation 'as is available points Irather to an 
IK:celeration. 

562. We view with grave concem this rapid rise of expenditure 
of local authorities both on the capital and on the revenue Ilde 
during a period of falling prices and small growth of the popuJa.. 
tion. We recognise that In certain areas the movements of popu
lation have caused heavy demands on the local authorities for in
creased expenditure on municipal services and we do not question 
the necessity for the Increased expenditure In such cases. We are 
also aware of the pressure that has been put upon local authorities 
in recent years by the Central Govemmenl to increase their ex
penditure on certain services. Nevertheless taking the country as 
a whole the fact remains that in the local as In the national lleld 
we have been piling up pubUc burdens. We have been appointed 
only to review the national expenditure. At the lame time we are 
glad to learn that some local authorities, recognlslng the lerious
ness of the position, have appointed slm11ar committees to survey 
their own expenditure and recommend reductions where posalble. 
We would earnestly commend this policy to the attention of evel'J 
authority in the countl'J. 

563. Notwithstanding the extent to which inel'eased State assi!lt
ance to local authorities has contributed to the present difficulties 
of the Exchequer, we have endeavoured throughout our search for 
economies to avoid a. mere transference of burden from taxes to 
rates, realizing full well that rates represent on the whole" les8 
E.quitable impost than the national taxes. In" few cases, in order 
to IK:hieve the object we had in view, we have been unable to avoid 
throwing some extra. charge upon the rates, but such charges 
should be trivial in any but the wealthier areas a.nd we do not doubt 
that if local authorities undertake a careful review of their expendi
ture suggested above, the net resultwUl be a lubstantial relief to 
)he ratepayer with benellc1al reactions In the national exchequer. 



CHAPTER VIII. 

SUMMARY OF RECOMMENDATIONS AND CONCLUSION. 

1. Summary of Recommendations. 
564. In our opening chapter, we came to the conclusion that the 

anticipated borrowing in 1932 on behalf of the Unemployment 
Insurance Fund and the Road Fund should be regarded as :t 
revenue liability, and on this basis we estimated that to produce a 
properly balanced budget in 1932, including the usual provision for 
the redemption of debit, a deficiency of £120,000,000 had to be made 
good by new taxation or by economies. 

564;\. We now summarise the financial effect of our more im
portant recommendations and indicate how far they suffice to bridge 
this gap. 

We divide our list into two paI'lts. In the former we show the 
financial effect of those which will effect a reduction in charges 
expected under existing policy in 1932. The full effect of our re
commendations will not be felt in all cases in that year. N everthe
less we Ithink it better to give the saving which will be realised 
in the first full year of their operation. In the second part of our 
list, we give t.hose recommendations whose effect will be to limit 
future increases of expenditure rather than Ito secure immediate 
reduction. In most cases in ,the latter list it is impossible to ~xpress 
the saving to be expected therefrom as a definite figure. 

Major Recommendations involving immediate saving. 

Saving to 
Exchequer 
in a full 

year. 
Chapter III. Pay and Pensions. £ 

Abolition of preferential bonus paid to Government 
Industrial employees in the Dockyards and 
Ordnance Factories (paragraph 91) ... 325,000 

Introduction of 1925 rates of pay for all personnel 
of ,the Fighting Services (paragraphs 111 and 112) 2,199,000 

Introduction of revised cost of living deduction for 
officers of the Fighting Services (paragraph 114) '" 400,000 

Reduction of pay of police by 121 per cent. less 
rateable deductions towards cost of pension (para-
graph 131). Exchequer share 925,000 

Reuuction of pay of teachers by 20 per cent. (para-
graph 155). The f.'aving from this reduction is 
incorporated below under Educa.tion grants 
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Introduction of revised cost of living deduction from 
pensions of officers of the Fighting Services 
(paragraph 162) ... ... ... ... . .. 

Abo!ition of grant of marriage gratuities in the 
Civil Service (paragraph 166) 

Chapter IV.-Defence. 

General. 

Reduction of expenditure on Research and 
Technical Development by 121 per cent. 
(paragraph 210) 

Reduction of Education Votes by 10 per cent. 
(paragraph 219) 

Reduction of Inspection costs by 10 per cent. 
(paragraph 222) 

Stabilisation of Works Votes over a period of years 
(paragraph 226) 

Reduction of Clothing Allowances by 10 per cent. 
(paragraphs 237, 247, and 258) ... 

Navy. 
Further saving to be obtained from the intro

duction of Royal Marine Police at Dockyards 
(paragraph 236) 

Army. 
Discontinuance of subsidies for Mechanical Trans

port (paragraph 245) 
DisContinuance of Light Horse Breeding Scheme 

(par~graph 246) 

Air Force. 
Abandonment of New Programme of Research in 

Civil Aircraft (second year's instalment of a total 
of £40,000) (paragraph 265) 

Chapter V.-Development. 

Road Fund.-Postponement and slowing down of 
schemes and lowering of the present very high 
standard of maintenance (paragraphs 297 and 

SafJing to 
Exchequer 
in a lull 

flear. 

I. 

190,000 

167,000 

300,000 

150,000 

100,000 

150,000 

154,000 

50,000. 

20,000 

30,000 

25,000 

298) 7,865,000 
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Ministry- of Agriculture and Fisheries.-Reduction 
of Agricultural Education grants to 50 per cent., 
limitation of grants for research, expenditure on 
livestock improvement to be recovered or discon
tinued, reduction of land drainage grants, cessa
tion of "foreground " publicity (paragraphs 306 
to 311) involving in all reduction of the gross 
forecasted expenditure for 1932 by ... . .. 

Department of Agriculture, Scotland.-Reduction 
on lines similar to proposals as regards England 
8!Dd Wales and modification of Scottish Land 
Drainage Act (paragraph 317) 

Forestry Commission.~Cessation of land acquisi
tion and restriction of planting, and provision of 
forest workers' holdings (paragraph 339) 

Empire Marketing Board.-To be abolished (para
graph 339) i'llVolving a saving, in addition to 
savings already allowed for on the gross votes for 
the Department of Overseas Trade and the Agri
culture and Fisheries Departments of ... 

Colonial DevelGpment Fund.-Limitation of annual 
grant to £750,000 (paragraph 346) 

Chapter VI.-Social Services. 
Unemployment Insurance.-Reductions of benefits 

by 20 per cent., increase of weekly contributions 
to 10d. each for workers, employers, and the 
State in the case of men, extension of scheme to 
include certain classes now outside it, ap'plication 
of 'Deeds test by public assistance authorities ,to all 
applicants who have exhausted their insurance 
rights, but are still within the industrial field. 
Reductions of State liability less Government 

Saving to 
Exchequer 
in a full 

year. 
£ 

500,000 

75,000 

478,000 

400,000 

250,000 

grant to local authorities (paragraphs 370 to 389) 66,500,000 
National Health Insurance.-Reduction of the capi

tatioo payment to doctors, National Health Insur
ance (Prolongation of Insurance) Act, not to be 
extended, revival of State grant to the Central 
Fund to be avoided by a greater measure of pool
ing among Approved Societies (paragraphs 403 to 
405 and 409) 1,000,000 
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Eduoation :-
Abolition of 50 per cent. minimum limit of grant, 

reduction of teachers' salaries by 20 per cent. 
and of the grant in respect of teachers' salaries 
from 60 percent. to 50 per cent., reduction of 
grants for higher education in consequence of 
20 per cent. reduction in teachers' salaries and 
increase of school fees, reduction of growth of 
education expenditure in 1932, and propor
tionate reduction for Scotlwnd (paragraphs 498 
to 519) 

Reduction in grants to Universities and Colleges 
(paragraph 520) ... ... ... ... ... 

Chapter VU.-lrfiscellaneous. 
British Broadcasting Corporation.-Reduction of 

percentages of wireless licence receipts paid to the 
British Broadcasting Corporation (paragraph 549) 

Total 

Saving to 
Exchequer 
in a lull 

year. 
£ 

13,600,000 

250,000 

475,000 

£96,578,000 

Kajor Recommendations whose effect is to l1m1\ future 
increases of expenditure. 

Chapter lII.-Pay and Pensions. 
An age limit for voluntary retirement in the police forces to be 

imposed (paragraph 168). 
The whole subject of police pensions to be reviewed to detennine 

conditions of service for new entrants which will effect a saving 
in the present high non-effective cost (paragraph 169). 

The 1930 scales of pension to be applied in the Fighting Services 
on re-engagement or re-enlistment to all men now serving (pare.
graph 172). 

The whole scheme of pensions of officers in the Fighting Services 
to be immediately examined in the light of its extremely ex
pensive character. All age limits for retirement under 60 in the 
Non-Executive Branches to be raised by 5 years pending such 
enquiry (paragraph 182). 

Chapter IV .-Defence. 
The distribution of the burden of Empire Defence to be ex

amined when the financial situation of the Empire is more favour
able (paragraph 203). 
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Before the next Naval Conference, the Government to appoint 
a representative Committee to enquire into the whole subject of 
naval design and to consider whether any modifications might be 
adopted, either with or without international agreement, which 
would lessen the cost of naval defence without endangering national 
security (paragraph 233). 

The establishment of the Ordnance Factories to be reviewed- and 
the question whether orders should be placed in excess of the 
amount required to keep the nucleus establishment fully employed, 
and if so, -in what proportion such orders should be distributed 
between the trade and the factories to be considered in the light 
of respective costs (paragraph 250) 

The Air Ministry to consider whether some reduction of the 
present number of firms competing for the supply of aircraft is 
not possible (paragraph 254). 

The Air Ministry to consider the practicability of a reduction 
in the number of different types of aeroplane and engine in daily 
use (paragraph 256). -

The organisation of the Air Ministry to be examined on lines 
similar to the enquiry made in 1923 into the Admiralty and War 
Office establishments (paragraph 267). 

Chapter V.-Development. 
Road Fund.-To be abolished, the proceeds of all motor taxa

tion being left in the Exchequer and all grants being provided on 
Annual Parliamentary - Votes. Reconsideration of expensive 
London schemes necessary (paragraphs 296 t.o 298). 

Department of Overseas Trade.-A policy of recovering the 
cost of the department from those who benefit to be steadily 
pursued (paragraphs 301 and 302). 

Agriculture.-The provision of sma.ll holdings under the Agri
cultural Land (Utilisation) Bill to be restricted to careful and 
judicious experiment on a scale wide enough to give reliable results. 
Centralisation of administrative responsibility in the hands of the 
Government is to be deprecated (paragraph 314). 

The acquisition of land for reconditioning or reclamation to be 
restricted to ca.ses where there is clear evidence that the land 
can subsequently be sold without loss (paragraph 315). 

Unemployment Grants Committee and Development (Public 
Utility) Advisory (Jommittee.-The scale of grants towards works 
put in hand to relieve unemployment to be restricted to 25 per 
cent. of the cost and in the case of revenue producing works not 
t.o exceed the extra. cost of putting capital works in hand before the 
normal date if le&8 than 25 per cent. (paragra.phs 358 and 364). 
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Chapter VI.-Social Services. 

Maternity Schetne.-The contemplated development of the 
maternity service at a cost to the Sta.te of £1,500,000 not to pro
ceed. Improvements to be sought without any extra. State grant 
(paragraph 416). 

H~ing.-The aim of re-establishing economic housing for the 
working classes to be kept steadily in view; as a. first step, sub
sidies in England and Wales and Scotla.nd under tha Act of 1924, 
both in urban and in rural areas, to be reduced by £2 lOs. per 
annum. for houses completed after 30th April next; corresponding 
reductions to be made in subsidies under the Act of 1930. Sub
sidies in Scotland to be brought down to English rates after lat 
October, 1932 (pa.ragra.phs 471, 477 and 497). 

Education.-'l'he number of education authoritics to be reduced 
and educational functions concentrated as far as local authorities 
~e concemedl in the hands of county and county borough councils; 
this step to be followed by the introduction of a. block grant for aU 
education services (paragraph (505). 

2. Conclusion. 

565. In submitting these recommendations for reductions of 
expenditure we have proceeded on three general principles which 
it may be convenient to summarize here :-

(1) that the rise in the value of moneJ in recent Jears pro-
\" vides a strong prima facie case for the revision of moneJ 

obligations fixed under other conditions. In considering the 
emoluments of public servants we have also had regard to the 
prinCiple of II fair wages ". 

(ii) that existing financial diftlculties make It neceSS&l'J 
for the nation like the private individual to consider seriously 

~ what it can afford and not merelJ what Is deslrable. :Reviewed 
from this standpOint much 'expenditure Is unwarrantable at 
the present time, which, under more favourable conditions, we 
should deem justifiable and even a wise Investment of the 
national resources. 

\. (iii) that onIJ bJ the strictest regard to economJ and 
efficiencJ over a long period can the trade of the countlJ be 
restored to its pre-war prosperitJ and anJ substantial number 
of the unemploJed be re-absorbed Into IndustrJ. 

566. We believe that the wliole of our recommendations are in 
accord with these principles and in the terms of the resolution of 
the House of Commons we regard them as ,. practicable and 
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legitimate reductions in the national expenditure consistent with 
the efficiency of the services". Many of them are clearly inter
dependent: even the more drastic will, we think, be accepted as 
fair if the whole programme be carried into effect. But if a policy 
of selection be adopted, if economies are only attempted where 
little opposition is anticipated, if certain classes are called upon in 
the national interest to suffer serious reduction of emoluments while 
large unprofitaJble expenditure goes on unchecked in other fields, 
resentment and opposition will be aroused and the eventual result 
in savings will be negligible; the object of our appointment will 
remain unfulfilled. 

567. What are the alternatives to the reductions we suggest? 
The nation can continue as at present borrowing to meet current 
requirements and deluding itself that by still showing a sinking 
fund item in the national accounts it is not only meeting its lia
bilities but actually paying off debt. This course will lead inevit
ably to an intensification of the financial diMculties until the day 
comes when far greater sacrifices than those we suggest are forced 
upon the country. The other method is to endeavour to right the 
position solely by means of additional ta~ation, but to achieve a 
truly balanced budget next year in this way the extra taxation 
would need to be very heavy and we fear the consequences. The 
margin of safety is already narrow . Who knows whether the 
future may not have further troubles in store for us that will make 
that reserve of financial strength of inestimaJble value? 

568. Even under our proposals the risk of additional taxation 
is not entirely obviated. We set ourSelves the task of covering a 
prospective deficiency next year of £120,000,000. The savings 
arising from our recommendations only total about £96,500,000 
for the first year of their full operation. While their general re
actions should lead to a greater saving in later years, even this 
amount of £96,500,000 would not be wholly available in 1932 
owing to the inevitable delay in making some decisions fully 
operative. 

569. How the gap of £20,000,000-£30,000,000 is to be bridged 
is a difficult question raising issues so much beyond our sphere that 
we cannot submit any . definite recommendation. If in view of the 
present economic position ~t were possible to nrrange that 'all classes 
of the Community should suffer an all round reduction of income, 
whether derived from earnings, in order to bring cost~ of production 
down to a lower level, or investments, we should have no 
hesita.tion in proposing that all public Servants and pensioners, 
Municipal as well as State, of whatever grade or kind, old age 
pensioners, widows and war pensioners, should share in the re
duction, including those whose pay had a.lready been reduced in 
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accordance with our recommenda.tions. We canno' however lustify 
the singling out of public servants and penaloners from the rest 
of the community for special sacriflce. 

570. Failing the economy from an all-round reduction of incomes, 
therefore, the alternative is some additional taxation. We do not 
favour imposing any further burden on productive industry (beyond 
the small increase in the contributions for unemployment insurance) 
as this would impede trade recovery, but we are not without hope 
that the sum required can be found by revisions of general taxation 
which are free from this objection. .In one way or the other we 
trust that 1t will be found possible to supplement the economies 
we recommend sufficiently to surmount immediate financial 
difficulties. 

571. Our chief concern however is for the future. If action Is 
limited to these adjustments of expenditure or lncome, experience 
since the War does not allow us to hope for that sustained efrort for 
national economy which we regard as essential to the restoTation of 
prosperity. Some further action Is needed If retrenchment Is not 
soon to give way once more to expansion as has happened twice In 
the short period since the War. We have no recommendations to 
make for improving the machinery of Treasury control. The pro
cedure of Parliament and the relation of Parliament to the 
Executive are matters rather outside our province and in any case 
are being examined by a Select Committee. We think however 
that 1t would be of definite advantage if a comprehensive review of 
the financial position could be given to Parliament and through it 
to the nation, more frequently than on the opening of the annual 
budget. Particularly is such a review desirable shortly before the 
dissolution of a Parliament and soon after the assembly of a new 
House of CommoDs. These reviews should cover not merely the 
current financial year but should take account of the next. few years, 
giving ·full infonna.tion also as to the growth of long term commit
ments. A: 6t~~e~e~t of future oblig~tions of th~ State distin1?'uishing 
between liablhtles ill respect of capItal expenditure already lDcurred 
e.g. grants for housing, roads, unemployment works, etc. and 
lia;bilities in respect of continuing pension schflmes including 
pensions to public servants and national pe.nsion schemes would be a 
valuable ~ildition to the tables presented.to Parliament in con
nection with the Budget Statement. 

572. In the case of the Cabinet we suggest that in the detailed 
and exhaustive consideration which has to take place before items 
of Government policy can be put into force financial implications 

.. should have greater weight. At present the Chancellor of the 
Exchequer seems alone among his colleagues to be regarded as 
charged with responsibility for financial policy. While no doubt 
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he is able to enlist some support within the Cabinet no organised 
machinery exists whereby he can be assisted in his difficult task. 
We suggest that on the analogy of the Committee of Imperial 
Defence which is working successfully to secure full co-ordination 
in matters affecting the national defence, there should be a standing 
Finance Committee of the Cabinet (such as we understand existed 
under the Coalition Government) which would be kept fully in
formed of the state of national revenue and expenditure and would 
examine all schemes submitted to the Cabinet, which involved 
serious outlay, not merely on their individual merits but from the 
wider point of view of their bearing on national finance. We have 
in mind that the Committee would, like the Committee of Imperial 
Defence, be elastic in its constitution to permit the calling into 
council of any advisers it thought fit, and that it would nOJ.'lIIlally 
consist of the Prime Minister and Chancellor of the Exchequer 
and a small number of Ministers selected not so much by reason 
of the offices they hold as of their aptitude for the difficult task of 
financial appreciation and criticism. 

573. But the best devised machinery of financial control will be 
of little avail if the will to control be absent. The root cause of our 
financial difficulties since the war is that the machinery has been 
largely nullified in its operation. It has secured the utmost 
regularity in Government accounting and high standards of 
administration and organisation, but as regards major items of 
policy-where the real expense of Government lies:-the machinery 
of control has again and again been put out of action before it has 
had any chance of functioning. 

574. We referred in our opening chapter to the political develop
ments since the war which have resulted in Members of Parlia
ment and Governments being returned to Westminster pledged in 
advance to vast and expensive schemes. The electoral programme 
of each successive Party in power, particularly where it was formerly 
in opposition, has usually been prepared with more regard to attract
ing electoral support than to a careful balancing of national in
terests. When the time comes to put that programme into force, 
matters which had formerly appeared easy and attractive are 
found to involve such grave questions as whether the proposals are 
administratively possible, . whether they will have the desired re
sults, whether the country can bear the cost i whether, in short, 
they are really in the national interest. It is almost inevitable 
that a new Cabinet should find itself driven to the conclusion that 
many of its promised reforms ought not to proceed, but it has a 
difficult course to steer before it can persuade its supporters in the 
House to recognise this in view of their pledges so freely given to 
the electorate. The problem is a serious one and it is hardly for 
us to suggest a solution: yet a solution has to be found if democracy 
is not to suiter shipwreck on. the hard rock of finance. 
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575. In the course of our work, we have been much impressed by 
the ability and courtesy of aJI the penn anent officials who have 
so freely given ;us their assistance. 

We must particularly thank our Secretary, Mr. B. W. Gilbert. 
for his able work and we desire to place on record our higb appre
ciation of his ability and zeal. Sir Alfred Hurst has been invaluable 
to us and we are very grateful to him. 

We also wish to refer to the great help we have received from 
Mr. Waterfield, Mr. Morris and other Treasury officials. 

We have the honour to be, 
Sir, 

Your obedient servants, 

G. E. MAY (Clvairman). 
P. A. COOpgR. 
M. WEBSTER JENKINSON.· 
PLENDER. 
T. ROYDEN. 

B. W, GILBERT, 
Secretary. 

24 July, 1931. 

• Subject to the reservation on page 225. 



Reservation by Sir Mark Webster Jenkinson. 

I diff~r from the views expressed by my colleagues in Paras. 22 
and 574 that .. the root cause of our financial difficulties since 
the War" is due to .. political developments . . . which have 
resulted in Members of Parliament and Governments being 
returned to Westminster pledged in advance to vast and expensive 
schemes .. , and that .. the electoral programme of the Party in 
power . . . has usuaJly been prepared with more regard to 
attracting electoral support than to a careful baJancing of national 
interests ". 

It is true that during recent years a tendency has grown up 
among all classes to rely upon the State to subsidize projects of 
varying NationaJ importance, and that the zeal of those who ad
vocate expensive schemes of social reform may outrun their know- . 
ledge of the financial ability of the country to bear the burden. 

At the same time I have sufficient faith in Parliament to believe 
that no Party entrusted with the reins of Government would 
deliberately jeopardize the National Finances merely to honour 
•• the lavish promises contained in election addresses ". 

The following causes have, in my view contributed to the present 
position:-

(1) Successive Governments have, without true apprecia
tion of the economic position of the country and the financial 
problems arising from the war and from world conditions, 
embarkeil upon expenditure on Social reforms j granted con
cessions to various classes of State employees; undertaken 
obligations to local authorities; and followed a course of in
creased National Expenditure, failing to take into account 
the cumulative financial effect of their action. 

(2) The rapid growth in the activities and expenditure of 
certain Government Departments is partly attributable to the 
natural desire of those responsible for the policy and adminis
tration of those Departments tQ attain the maximum of 
accomplishment irrespective of financial considerations; and 
as results in a Government service can only be measured by 
achievements anil not, as in a commercial concern, by profits 
earned, there is no incentive to economy. 

(3) Although Parliament has the opportunity to review the 
annual estimates in the House-which estimates are sub-

_ mitted in the greatest detail-instead of examining the ex
penditure proposed with a view to reduction, the occasion is 
used to urge the Government to· further expenditure or to 
ventilate grievances. 
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The control of. the National Expenditure is veAted t~ay in :
(a) The Trea.sury 
(b) The Government 
(0) The House of Commons 

but the supreme control rests with the last named. 

No Chancellor of the Exchequer, no Government Department, 
no Committee on National Expenditure, can secure that measure 
of economy that financial considerations now render 80 impera.tive 
unless the House of Commons is determined that the necessary 
savings shall be effected. 

M. WEBSTER JENKINSON. 



MINORITY REPORT. 

To the Rt. Hon. PHILIP SNOWDEN, M.P., 
Chancellor of the Exchequer, 

Whitehall, S.W.I. 

SIR, 

1. Having regard to the measure of our disagreement with the 
majority of the Committee on several important aspects of public 
expenditure, we regret we are unable to sign the main report and 
feel it iheumbent upon us. to set forth in a separate report the 
reasons for these divergencies of opinion. 

2. We consider that in any proper estimation of the possible and 
actual results of the Committee's work, its genesis cannot be -
entirely overlooked. The appointment of the Committee arose out 
of the acceptance by the Government on the l1~h February, 1931, 
of an amendment to a direct motion of censure on the subject of 
public expenditure moved by the major Opposition, and the House 
of Commons passed by 468 to 21 ~e following resolution :-

II That this House consider that, having regard Ito the 
present burden of Taxation in restricting industry and employ
ment, the Government should at once appoint a small 8!Ild 
indepenaent committee to make recommendations to the 
Chancellor of the Exchequer for effecting forthwith all prac
ticable and legitimate reductioos in the national expenditure 
consistent with the efficiency of the services." \ 

3. From a reading of the debate which preceded this resolution 
it is apparent there was considerable doubt in the minds of many 
Members of Parliament as to the possibility of a Comniittee effect
ing any large measure of economy; and at an early stage in the 
work of ~he Committee it became abundantly clear that these 
doubts were well founded and accurrutely adumbrated the limita
tions upon securing .economy in expenditure unless the enlarging 
policies of I;luccessiye .Governments and Parliamen~s were to be 
severely modified or abandoned. Since the appointment of the 
Committee, Parliament has approved further measures calling for 
oo.ditional expenditure of varying orders of magnitude. Thus the 
road to reduced expenditure is largely closed by policies to which 
the country is committed and outside that domain there remains 
only the narrow field of administrative and like expenditure. 

4. The· differooces apparent amongst those who comprise the 
House of Commons as to the sources available for effecting real 
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national economy were not absent from the Committee, and they 
involve fundamental questions of principle and of social policy 
to which regard must be paid if proper consideration is to be gi\"en 
not merely to' the measure of expenditure, but equally to the 
m9JIlner in which it is being utilised and the extent to which it is 
being applied for the general well-being. Viewed from that stand
point, it is to us a matter of profound satisfaction to find that of 
that part of the national expenditure coming within our terms of 
reference there has been a growing tendency towards the applics,.. 
tion of an increasing proportion to purposes of the highest socia.! 
and economic value, and with what care and efficiency on the whole 
the public services are being administered. 

5. While we fully share the desire of our colleagues to secure 
means for the proper control and wise expenditure of public funds, 
we entirely disagree with the implications contained in their review 
of the course of national finance since the War 8.8 set forth in 
section 4, of chapter 1, of the main Report under .. Factors. 
Political and Economic, in the Present Situation." We do flat 
question the need for caution in undertaking finanL'ial commit
ments of a continuing or other character, but we consider that 
their picture is over-painted and would represent a. condition of 
financial irresponsibility which in fact does not exist. So far as 
their strictures concern the principle of ultimate fin9JIlcial responsi
bility, what they regard as .. undesirable," we view as cOJlliistent 
with the riglit and proper course of democratic government and 
progress. How otherwise shall the people obtain legisia.tive re
dress of social li!nd economic injustice except through those who 
seek their suffrage? 

6. The results. arising from the past inequitable distribution of 
the national income were not generally recognised until the nation 
oecame involved in a. disastrous war, when the v/bole resources 
of man-power and of material had to be ~trained to the utmost to 
enable the country to meet a. grave crisis, and when it was dis
covered that despite the rapid growth of wealth and prosperity, 
the human factor had attained to nothing more than what was 
described as a. 03 standard. It is a. matter for gratifica
tion that in -the post-war years, and despite the difficulties exist
ing, all political parties in different degrees have recognised 
an obligation in this respect, and that each in turn has been. 
anxious in varying measure to show appreciation of the necessity 
for utilising a larger proportion of the national income for the lur
pose of remedying the evil results of past neglect. Much remains 
to be done, and much more might be done now but for the dead
weight burden of war debt which absorbs so large a share of the 
national income and the heavy expenditure involved in the apparent 
necessity for providing against future wars. Allowing for these, it 
may be truly said that in the main State policy has been one of 3. 

wise use of the funds collected by taxation. 
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7. Public expenditure has ample justification whoo it rests 
primarily upon the necessity for re-adjusting the use of the national 
income in such manner as to transfer expenditure from less essential 
or desirable channels into those which are designed to mitigate 
social i'lljustices, or tliose which improve the economic structure of 
the nation. The growth of social services is a natural corollary to 
the development of industry and commerce and it cannot be denied 
that these have profited materially from services often narrowly 
regarded as amenities, and it is !!lot an overstatement of the case to 
say that improved health and sanitation, better egucation, wider 
and cleaner roads, quicker communications and even open spaces aIJld 
playing fields are essential to modern large scale industry. 

8. In this connection, it is arguable that the drift of the newer 
industries to the less congested South is not unrelated to the fact 
that these social services are more generally available at less cost 
than in older industrial districts still handicapped by the neglect 
of the past or the accumulated cost of remedying that 'lleglect. In 
consequence of the re-settlement of industry now: taking place and 
the world changes particularly affecting the basic industries of this 
country, a. new intersection of the nation is becoming apparent, 
dividing on lines of comparative poverty and wealth the distressed 
.industrial North and other parts from the more prosperous South. 
It is a matter for serious consideration whether mooey now being 
spent in improving facilities in the South would not be more profit
ably employed in reviving districts already possessing industrial 
equipment, but lacking those services and facilities which render 
the better designed and more spaciously planned South so powerful 
an attraction to those establishing new industries in this country. 

9. The existi'llg social services have been slowly built up with 
the general approval of all citizens of goodwill and vision, and their 
essential value is perhaps most clearly demonstrated in the fact that 
their existence has materially assisted this COU'lltry to withstand the 
shock of the unparalleled economic depression, better, perhaps, than 
any other country in the world. Their true worth in this con
nection will probably onJy be accurately appreciated whoo the 
present period of depression has passed, and it will be possible to \ 
view in proper' perspective the course of prellent economic troubles. v 
We can see no special reason why a period of economic difficulty 
should 'llecessarily be required to bear its own financial burden at 
the price of scaling down social services, and we do not share the 
pessimism that discerns signs of only remote recovery. We cannot 
ignore the fact that the cost in recent years of organised developmoot 
in the social, as also indeoo in the industrial life of the country, 
largely represents the accumulated liability of an unwise economy 
of the past, and is only now beginning in any appreciable degree, 
to eradicate the disastrous consequences of neglect, and of the mal
adjustment of the 'llational wealth during and following the 
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industrial revolution of the nineteenth century; and, in our con
sidered judgment, to enter afresh upon e. policy of cutting down 
expenditure which would reqnire this and succeeding generations 
to pay a. liKe tribute ~ the cost of the industrial revolution now pro
ceeding would be to add to the burdens of the nation and not to 
reduce them. 

10. Much of the national effort is to-day being a.bsorbed outside 
the realm of public control in forms of wasteful and uneconomic 
expenditure or in the provision of various forms of luxury which, 
as regards the latter, while permissible in times of prosperity, can
not be disregarded in the consideration of mea.ns to meet the presoot 
time of stress. 

In any event, we are satisfied that as a. principle of sound nationa.l 
economy, before any sacrifice can be called for in a. reduction of the 
social services which repreBe'D.t absolute necessities to the workle88 
citizen, the sick and infirm and the aged, before any action is taken 
to curtail the provision of decent housing conditions for the people 
or to· retard the educational progress of the children of the nation, 
there is ample fiela of exploration for taxation, and for restriction 

v of expenditure in other less justifiable directions. 

11. During the War many restrictions were applied and accepted 
as being necessary to the common interest. If to-day another emer
gency has arisen, then it is incumbent upon Parliament to intro
duce legislation to secure that the sacrifice !Decessary to meet it sha.ll 
be common to all and in proportion to the ability to bear the burden. 

With the foregoing considerations in mind, we turn to the task 
placed upon the Committee. 

I. The Field lor Economy in National Expenditure. 
12. The Committee were appointed on the 17th 'March, 1931, 

after consultatiO!D between all parties. Their orders of reference, in 
terms identical with those of the Committee on National Expendi
ture set up in 1922, and mown as the .. Geddes If Committee, were 
as follows :- . 

.. To make recommendations to the Chancellor of the Ex
chequer foreffect'ing forthwith all po88ible reductions in the 
National Expendit&.=e on Supply Services, having regard especi
ally to the present and prospective position of the Revenue. 
In so far as questions of policy are involved in the expenditure 
under discussion, these will remain for the exclusive considera.
tion of the Cabinet; but it will be open to the Committee to 
review the expenditure and to indicate the economies which 
mighti be effected if particular policies were either adopted, 
abandoned or modified." 

13. If, as the Geddes Committee stated, the task a88igned to 
them was one of complexity, that placed upon the present Com
mittee has been even more difficult. The former Committee dealt 



with an expenditure which still reflected in a very considerable 
degree the extravagant policy and ways of the war period, as well 
as the hopes and expectations of the peace, stimulated by the 
short-lived boom of the immediate post-war years. No like oppor
tunity has offered itself to the present Committee. Of the 
£175,000,000 reduction the Geddes Committee were charged to 
secure, no less a sum than £75,000,000 was provided by Govern
ment Departments in response to a, Treasury circular on the 
subject of the restriction of public expenditure, and the fact that 
the sum so saved was largely in respect of special expenditure on 
services arising out of the war is an indication of the resources of 
saving available at that time. With regard to the £100,000,000 
which remained to be found, close on £60,000,000 was recom
mended as being available from the Defence Forces, the expendi
ture on which had been enormously swollen by the war. 

14. Since 1922, and apart from the continuous survey by tll.& 
Select Committee on Estimates and the Public Accounts Committee, 
other Special Committees have examined many branches of national 
expenditure. These include the Anderson Committee of 1923 II to 
enquire into the present standard of remuneration and other con
ditions of employment of the various classes of State servants 
employed in the Civil Service and in the three Fighting Services". 
'Ihe Standing Cabinet Committee, set up by the Chancellor of the 
Exchequer in 1925 •• to review the estimates of national expendi
ture with a view to making'a substantial reduction in the charges 
on the tax payer". (The recommendations of this Committee 
formed, we understand, the basis of the Economy (Miscel
laneous Provisions) Act, 1926). The Colwyn Committee, appointed 
in 1925 to investigate the expenditure falling upon the navy, army 
and air force, and this Committee appointed another body to 
examine into the administration of the Royal Dockyards. The 
Colwyn Committee subsequently investigated expenditure on edu
cation. In 1926 and 1927 the Standing Cabinet Committee con
tinued its researches, which resulted in certain departmental econo
mies. In 1927 the Committee under Lord Chalmers considered 
Police expenditure. 

i5. In addition to the special investigations made by these 
ad hoc 'Committees, our enquiries show that provision has been 
made for a continuous check upon administrative expenditure 
throughout the various Departments, with the result, we are satis
fied, that effective measures are in general taken to secure the most 
economical administration consistent with the efficient execution 
-Qf the duties and responsibilities devolving upon the Departments. 

16. It will thus 'be seen that the field of economy in State 
expenditure is a much trodden one, and our general oonclusion is 
that as regards the particular classes of expenditure coming within 
the purview of this Committee to effect any serious decrease is 
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impracticable, except by measures which are solely in the control 
of Parliament itself. . 

Even so information was before us which showed that the position 
of national expenditure in relation to revenue is one of exceptional 
di.~culty, and that the situation calls for careful scrutiny and super
VISlon. 

17. Without detracting from our previous remarks as to the 
general high standard of supervision of expenditure, we think it 
may well be found that within the wide and complex framework 
of national administration and development there are places where, 
by reorganisation of particular services, duplication of administra.
tive costs and possibly of actual expenditure in certain directions 
may be eliminated without injury to the service itself 01' ita 
desighed object; but as regards the general limitation :md ra
duct~on of expenditure it seems to us that other and wider con
siderations arise. 

18. National expenditure is not necessarily wise or unwise by 
reference only to its amount, nor to the fact that it is public as 
distinct from private expenditure. The former, like the latter, 
must be considered not only from its quantitative but also from 
its qualitative aspects. It seems to us that real economy in expendi
ture is much more than a. simple process of II 10pping-oIJ to, re
gardless of the loss to the well-being of the nllltion, and without 
estimation of whether the amount thus figuratively saved may not 
be exceeded in lessened national efficiency, on the one hand, or the 
necessity for future expehditure of an enlarged order, on the other. 
Thus our dissent from the general point of view expressed by our 
colleagues in their Report rests upon a conviction that, taking the 
long view, their recommendations in many respects would not, If 
carried into effect, achieve real national economy, although they 
might for the time being secure an actual reduction of expenditure. 

19. Turning now to an examination of the national expenditure, 
we find that the sum estimated to meet requirementafor the cur
rent year a.mounts to ~884,900,OOO, or excluding &elf-balancing 
services, £803,400,000. Of this, £312,300,000, being the Bum 
charged on the Consolidated Fund, chiefly in respect of interest and 
management of the national debt, and £52,050,000 Sinking Fund, 
are outside the Committee's order of reference, leaving £439,016,000 
of supply expenditure to be considered. 

2. Post-war National.Ezpenditure compared with. pre-war. 
20. The introductory chapter of the main Report deal~ somewhat 

fully with the amount and character of post-war expendIture. We 
do not, however, feel that a. proper perspective can be obtained by 
a comparison only of one post-war year with an?ther .. The foll~w
ing classification of the several heads of expendIture 10 comparIson 
with the relative expehditure in 1913 will serve to indicate the 
directions in which large increases have taken place. 
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National Expenditure. 

+ Increase Percentage 1931-2 
1931-32 or of reduced to 

8ervicu. 1913-14 (Esti- -Decrease Increase 1913-14 
mated) 1931-32 (145: 100) 

over 
1913-14. 

£000. £000. £000. £000. 
Total ... ... ... 195,800 884,900 + 689,100 610,300 
Lui lelf balancing ... 25,700 81,500 + 55,800 56,200 

170,100 803,400 + 633,300 = 372·31 554,100 

Distribu-
tion of 

Increase 
£000. 

633,300 
=100. 

Debt, War Pe:tI8'iuM, 
etc. 

Debt Interest and Man- 16,900 302,900 +286,000 208,896 
agement. 

War Pensions ... ... - 50,396 + 50,396 34,756 
Imperial War Graves ... - 602 + 602 416 

16,900 353,898 +336,998 244,068 
Add Sinking Fund ... 7,600 52,100 + 44,500 35,931 

24,500 I 405,998 + 381,498 60·24 279,999 

Defence 8ervicu. 
Navy ... ... ... 49,078 52,181 + 3,103 35,987 
Anny (including Ord- 29,000 40,794 + 11,794 28,133 

nance Factories) . 
.Air Force ... ... - 18,437 + 18,437 12,715 

78,078 111;412 + 33,334 5·26 76,835 

80cial 8ervicu. 
National Health Insur- 3,966 6,491 + 2,525 4,476 

anoe. 
Unemployment Insce. 602 45,108 + 44,506 31,109 
Old Age Pensions ... .9,805 38,197 + 28,392 26,343 
Widows', etc., Pensions - 10,000 + 10,000 6,897 
Health Service Grants 209 188 - 021 129 
Housing Grants ... - 14,543 + 14,543 10,030 

14,582 114,527 + 99,945 1579 78,984 

-
Education. 

Grants ... ... ... 16,504 56,767 + 40,263 635 39,150 
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Peroentage 
1931-1 +InCll'MA of 

SenJicu. 1913-14. 1931-32. or Increaae reduced to 

-nee- 1931-32 1913-14 

over (I~: 1(0) 

1913-14. 

Developmem. 
Agriculture, etc. ... 390 5,428 + 6,038 3,743 
Exports Credits. etc. - 1,867 + 1,867 1,287 
Scientifio Research ... 462 1,263 + 811 871 
Unemployment Grants OM 3,685 + 3,531 2,473 

896 12,143 + 11,247 1'78 8,3" 

Police and PriBoM. 
Police ••• ... ... 440 11,950 + 11,610 8,~1 
Priaona ••• ... ... 851 1,032 + 181 712 

1,291 12,982 + 11,691 1'85 8,953 

Tare ColIedior&. 
CustoDlB a.nd E:i:oise ••• 2,118 4,346 + 2,158 2.997 
Inland Revenue ... 2,1(K 7,170 + 6,066 4.946 

4,292 11,616 + 7~ 1·14 7,942 

. Gronta to Local 
Revenue". 

Taxation and Tithe ... 7,922 46,246- + 38,324 8·(K 31,894 

0tAer St.nJicu. 
Foreign and Colonial ••• 1,498 2.834 + 1,336 1.954 
Works, Buildings. and 2,943 6,536 + 2,593 3,818 

Stationery. 
Oversea Settlement ... - 265 + 265 183 
Training Unemployed - 563 + 563 388 
Civil Superannuation ... 786 1,927 + 1,141 1,329 
General Administra- 4,888 10,018 + 6,130 6,909 

tion, etc. . . 

Miscellaneous Grants ... 425 889 + 464 613 
Irish Servioee ... ... 10,700 9,800 - 900 6,759 

21,240 31,832 + 10,592 1·67 21,953 

Amount deduoted from 800 - - 800 -0·12 
pr&-1928 expenditure 
to adjust to present 
basis. 

TotaIa ... 170,105 803,423 +633,318 100 654,084 

• Includes £26,000,000 in respect of rating relief given to induatly and agriculture 
under the Local Government Act, 1929. 



21. From the foregoing table, it will be seen that out of a total 
increase of £633,318,000, no less .lthan £381,498,000 (80.24 per 
cent.) is on account of Debt, War Pensions, etc., and if there be 
added the increase in respect of Defence Services £33,334,000 as 
being generally relalted to like purposes, the increase is 
£414,832,000, namely 65.50 per cent. of the total increase. Next 
in order of increase are the SOcial Services. To the sum of 
£99,945,000 there has to be added £12,324,000 increase under 
grants to local Revenues (i.e. £38,324,000 less £26,000,000 for de
rating), showing a total increase of £112,269,000, namely 17.73 per 
cent. l'he increase Oil Education is £40,263,000, namely 6.35 per 
cent. 

22. In any appreciation of 1931-32 figures with those of 
1913-14 regard must be paid to the present lower value of money, 
and the figures given in the above table of 1931-32 expenditure ex
pressed in 1913-14 prices permit of a more accurate comparison. 
The degrees in which specific classes of nationa.l expenditure are 
responsive to changes in price levels necessarily vary with Itheir 
different constituents. One fact, however, emerges, and it 
is, that by far the largest single item, namely that in respect of 
Debt Interest and Management, amounting to £302,900,000, re
mains (subject to actual reduction of debt and conversion operations) 
fixed in terms of money and its burden increases with any fall 
in price level. 

23. Our colleagues comment upon Ithe degree to which national 
taxation now absorbs the national income as compared with pre
war years, and seek to relate this to the post-war policy of Parlia
ment in matters of expenditure. 

This, in our judgmeillt, must tend to carry a wrong impression as 
to the nature of the burden of taxation and its causes. 

The following Itable shows:-
(a) the percentage distribution of Government expenditure 

under the various heads for 1913/14,1929/30, and 1931/32, and 
(b) the proportion of various heads of Government expendi

ture to national income for 1913/14 and 1929/30. 

Per Cent. of Total. Per Cent. of National 
Income. 

Seroicu 

1913/14. 1929/30. 1931/32. 1913/14 1929/30 
£2,300 mills. £4,000 mills. 

Wa,. Debt, Pensions, etc. 
Debt Interest and Man· 9·94 41·23 37·71 ·74 7·80 

agement. 
War Pensions ... - 7·20 6·27 - 1·36 
Imperial War GraveS - '07 ·07 - ·01 
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Per Cent. of Total. Per Cent. of National 
SeNJicu. Income. 

1913/1'. 1929/30. 1931/32. 1913/14 1929/30. 
£2,300 milla. ",000 milla. 

9·94 ~·50 «·05 ·7. 8'17 
Add Sinking Fund ... '·47 6·30 6'48 ·32 1·18 

14·41 54·80 50·53 1·06 10·36 

DeJen.a SeNJicu. 
Navy ... . .. . .. 28·85 7·48 6·50 2·14 1·42 
Army (ino. Ordnance 17·05 5·50 5'08 1·25 1'04 

Factories) 
.Air Force ... ... - 2·27 2·29 - ·43 

45·90 15·25 13·87 3·39 2·89 

Social SeNJicu. 
National Health Insur· 2·33 ·83 ·80 ·17 ·16 

anoe. 
Unemployment Insur- ·35 2·56 5·62 ·03 ·.9 

anoe. 
Old Age Pensions ... 5·76 '·61 4·75 ·43 ·87 
Widows, etc., Pensions - ·53 1·25 - ·10 
Health Services Grants ·12 ·55 ·02 - ·10 
Housing Grants ... - 1·69 1·81 - ·32 

8·56 10·n 14·25 ·63 2·04 

Education. 
Grants ••• ... ... 9·70 6·37 7·06 ·72 1·21 

Development. 
Agrioulture, etc. ... ·23 1·09 ·68 ·01 ·21 
Export Credits, etc. • •• ~271 ·11 ·23 - ·02 
Scientifio Research ·18 ·16 ·02 ·03 
Unemployment Grants ·03 I ·26 .« - ·05 

·53 I·M 1·51 ·03 ·31 
Police and PriaoM. 

Polioe .•• ... . .. ·26 1·11 1·49 ·02 ·21 
Prisons ... ... ·50 ,1' ·13 ·04 ·03 

·76 1·25 1·62 ·06 ·M 

Ta:!: Colkction.8. 
Customa and Excise •.• 1·29 ·59 ·54 ·10 ·11 
Inland Revenue ... I·M ·93 ·90 ·10 ·18 

2·53 1·52 1·« ·20 ·29 

Gran16 10 Local .Revmuea 
Tuation and Tithe ••• '·66 4·16 5·76 ·M ·78 
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Per cent. of Total. Per cent. of National 

Services. Income. 

1913/14. 1929/30 1913/14. 1929/30. 1931/32. £2,300 mills. £4,000 mills. 

Other Sertices. 
Foreign and Colonial ·88 ·29 ·35 ·06 ·06 
Works, Buildings and 1'73 ·64 ·69 ·13 ·12 

Stationery. 
Oversea Settlement ... - ·11 ·03 - ·02 
Training Unemployed - ·10 ·07 - ·02 
Civil Superannuation ... ·46 ·24 ·24 ·03 ·05 
General Administra· 2·87 1·36 1·25 ·21 ·26 

tion, ete. 
Miscellaneous Grants ·25 ·24 ·11 ·01 ·04 
Irish Services ... ... 6·29 1·26 1·22 '50 ·23 

12·48 4·24 3·96 ·94 ·80 

Amount deducted from ·47 - - ·03 -
pre-1928 expenditure 

to adjust to present 
basis. 

TOTALS ... ... 100·00 100·00 100·00 7·4 18·93 

It will be seen that the proportion of expenditure to national 
income has risen from 7.4 per cent. in 1913/1914: to 18.93 per cent. 
in 1929/1930, an increase of 11.53 per cent. The principal 
increases are :-

Deibt Interest and Management 7.06 per cent. 
Sinking Fund... .87 per cent. 
War Pensions 1.36 per cent. 
Social Services 1.41 per cent. 

The first three items together account for 9.29 per cent. On 
the Defence Services the proportion has fallen by .5 per cent. If 
this item be deducted, then the total increase taken into account in 
respect of all other services is but 2.74 per cent. On Education the 
incrp.ltse is .49 per cent. 

On a fair Consideration of these figures as well as of those whioh 
give the distribution of expenditure we cannot accept the view 
impliGit in our colleagues' arguments that there has been an 
excessive increase in the proportion of the national income applied 
to social services and education or that they absorb an undue share 
of the prOl!eeds of national taxation. 

It is abundantly clear, therefore, that no appreciation of 
the measure of post-war national expenditure, whether in relat~on 
to national income or to national taxation, can be valid which does 
not take full account of the preponderate proportion of such ex
penditure which arises from the war. 

24. The following table shows the cost of interest on the internal 
portion of the National Debt in relation to Budget receipts for the 
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yea.r 1913/1914, and for each year since the war. It will be noted 
that although the actual interest charges fell from £308,664,000 in 
1920/21 to £272,995,000 (estimated) in 1931/32, the percentage 
of budget receipts which it absorbs has risen from 22.42 per cent. 
to 33.02 per cent., and that approximately one-third of all the 
reveilue raised is required for the payment of interest on debt 
internally held. 

Internal Debt Interest in Relation to Budget Receipt •. 

Year. Budget Internal Per cent of Col. 2 
Receipts .. Debt Interest. to Col. 1 .. 

(£000) (£000) per cent. 
1913-14 ... 173,636 16,728 9·63 
1919-20 ... 1,295,421 283,780 21·90 
1920-21 ... 1,376,485 308,664 22·42 
1921-22 ... 1,068,480 285,562 26,73 
1922-23 ... 864,155 265,671 80·43 
1923-24 ... 787,358 269,914 34·28 
1924-25 .. , 749,056 272,777 35,08 
1925-26 ... 758,112 273,655 86·42 
1926-27 ... 750.801 283,291 87·73 
1927-28 ... 786,024 282,154 35·90 
1925-29 ... 779,235 280,446 35·98 
1929-30 ... 756,071 280,603 37·10 
1930-31 ... 798,761 262,967 32·92 
1931-32 ... 826,850 272,995 33·02 

(Estimate). 

25. Another aspect of this heavy charge is made plain by the 
figures given in the further table, which show that although the 
aetua.). payments of interest on the internal debt fell from 
£308,664,000 in 1920/21 to £272,995,000 (estimated) in 1931/32, 
a reduction of £35,669,000, the real cost to the nation in terms of 
goods and services has risen by £93,970,000, and if the reduction 
in the annual payment be taken into account then the burden of 
financing the internal debt has inceased by the equivalent of 
£114,658,000, or 73 per cent. :-

Internal Debt Interest adjusted in Relation to Price Le"el •. 

Cod 0/ Livi., Co" adiwhd -
-- Actual Cost. (June). eod n/livin, 

(luI", 1914=100). Jlf'Opot'tiOM. 

£000 £000 
1920121 ... 308,664 250 179,025 
1925/26 ... 273,655 172 230,706 
1931/32 .. , 272,995 145 272,995 

(Estimate) 
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Ad1'U8tment. 
£000 £000 

1920/21. Actual Cost 308,664 Adjusted Cost ... 179,025 
Reduced for comparison to 272,995, giving comparative 

adjusted cost 158,337 

Adjusted cost for 1920/21 
Adjusted cost for 1931/32 

158,337 
272,995 

Increase of real cost due to rise in value of m,oney... 114,658 
or 73 % 

26. The consideration of the national expenditure relating to 
Debt Interest, etc., was outside the purview of the Committee's 
work; but, having regard to the large degree in which this charge 
absorbs national revenue, we have felt justified in making some 
reference to it, and to the increasing burden which it imposes on 
the nation as a consequence of the fall in price levels. 

3.-CIVIL SERVICE ADMINISTRATION. 

(Chapter 11. Main Reporl.) 

27. We agree with the general summary of facts and the con
clusions arrived at. We have been impressed by the efficiency 
of the various administrative departments and the degree of control 
exercised to secure reasonable economy. 

4.-PAY AND PENSIONS. 

(Chapter III. Main RepO'l't.) 

28. Weare in agreement with this part of the main report subject 
to the following reservations :-,-

A. CivU ~ervice. 

Industrial -Employees. 
In the light of the facts and crrcumstances ascertained :we a,re 

in accord with the view of our colleagues that the Award of 1924 
relating to the employees in ,the' Royal Dockyards and Ordnance 
Factories should ,be reconsidered, provided this is carried out 
through the recognised procedure of negotiation. 

29 . We cannot, however, accept their conception of the "fair 
wages" basis when applied to the employees in question by a com
parison with the outside engineering industry-a matter which also 
concerns employees of similar occupations in the public services. 
The general practice appears to be to regard outside rates as 
minima; and! the .. fair wages " principle, as we conceive it in itfJ 
application to employment by the State, is that the State as a 
model employer should offer such terms as will secure the best 
service available, tht' comparison with private emploYment being 
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in relation to what the" best" employers in private industry are 
able to offer for equal service, regard being paid to se<:urity of 
employment and other factors. Further, it appears to us to be 
essential t~at the possibility of friction between the State and its 
servants sliould be avoided by the existence whereyer practicable 
of an authoritative but impartial tribunal to secure that the " fair 
wages .. principle is equitSibly applied. 

30. Judged by the foregoing criteria, we feel it is open to serious 
question as to whether the outside engineering industry under pre
sent arrangements with its policy of force fMjeure as the ultimatE' 
means of disposing of questions of wage payment is satisfactory 
as providing a "fair wages" basis applicable to State employ
ment. 

31. We would, however, add another and general consideration, 
which is, that State employment implies a. sense of civic respon
sibility which should reflect itself in the relationship between the 
State and its employees, and that if the State adopts a more lib~ral 
policy in the treatment of its servants when the national resourcE'S 
make this practicable, it may reasonably expect that such a policy 
will find a reciprocal attitude on the part of those it employs in 
times of national stress such as now exists. 

B. Teachers. 
32. While we agree with the view that an adjustment of the 

salaries of teachers is justified, we are unable to accept BOme of the 
arguments adduced and certain of the conclusions arrived at. 

33. It appears to us to be perfectly .reasonable that the State, 
being so largely concerned in the results of the settlement of 
teachers' salaries, should be a party to the negotiations to the extent 
of placing before the negotiators .. the important national financial 
considerations which arise", and is entitled to expect that such 
considerations should be paid full regard to by the negotiating body. 
With regard, however, to the suggestion of our colleagues that 
the pay of teachers, like that of the police, should be fixed by the 
State, we can see no grounds of justification for determining the 
joint machinery of negotiation called into existence for the purpose 
of dealing with the pay and conditions of service of the teachers 
and which appears in the whole to have worked satisfactorily. 
The conditions of employment of the police are not closely com
parable with those of the teachers, having regard to the different 
functions they perform, and we consider that the requirements of 
the ca.se would be adequately met if provision were made within 
the existing machinery for the proper representa.tion of the large 
financial interest of the State in the pay of teachers. 

34. While we appreciate that in the recommendations of our 
colleagues for reducing teachers' salaries it is contempla.ted that 
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they will s~ill retain an equivalent to more than double the pre
war average, we think it necessary to comment upon the latter 
to the extent of saying that an average remuneration of £97 per 
annum (the pre-war figure) to a profession charged with the respon
sibility for the instruction of the children of the nation, even when 
regard is paid to the contribution made by the State to the training 
of the teachers themselves, is an impossible basis from which to 
decide what is an equitable salary to be paid and to secure ,. an 
orderly and progressive solution of the salary problem in Public 
Elementary Schools by agreement ". 

The duties are both exacting and responsible, and in the case 
of certificated teachers require a training and qualifications of a 
standard certainly not lower than is expected of those ranks of 
the Civil Service who are in receipt of measurably comparable 
salaries. 

35. While it is difficult to make a close comparison between the 
teaching profession and other branches of public employment, it 
seems reasonable to take the average salary as a basis of con
sideration as in the case of the Civil Service. A comparison of all 
certificated teachers' salaries with the third group of employees 
in the Civil Service (Executive and Clerical) gives results distinctly 
favourable to the Civil Service, namely £279 as against £281 4s. 
We do not, however, overlook the fact that the Civil Service is "till 
subject to the cost of living index figure. On the other hand, the 
teachers oontIjbute 5 per cent. of their salary to pension provisions. 
A fair examination of the whole position, with due regard to the 
" fair wages " principle, would appear to justify consideration of 
an adjustment of teachers' salaries in the region of 12i per cent. 
The actual figure, however, is one to be..decided through the joint 
negotiating machinery existing for that purpose. 

36. In the degree that the existing salaries of secondary and fully 
employed technical teachers are related to the salaries of elementary 
teachers, a. corresponding adjustment would fall to be made. 

5. DEFENCE. 
(Chapter IV. Main Report.) 

37. ,Weare in agreement with the Main Report on the general 
conclusions arrived at with regard to the Army, Navy and Air Force 
and ancillary services; but in respect of the Naval Dockyards we 
cannot accept the view of our colleagues as expressed in paragraph 
239 on the question of the execution of naval construction work. 
While it is reasonable that in considering whether such work be 
undertaken in the Dockyards comparison should be ~a,d.e with 
the cost if carried out by private firms, any proper oomparison 
designed to secure savings must not overlook the fact that to the 
extent that construction work ceases to be done in the Dockyards 
the proportion of fixed overhead charges falling to be borne by the 
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repair work will rise, &lDd an apparent saving in the one direction 
may be more than offset in ·the other. Moreover, the importance 
in case of emergency of keeping the Dockyards reasonably fully 
employed must not be overlooked, and if the high standard· of 
efficiency essential in Naval establishmeonts is to be maintained, lit 

policy which seems to contemplate the casualisa.tion of employment 
in the Dockyards ought not lightly to be entered upon by reason 
only that from a. narrow comparison of pa.rticular costs savings may 
appear to lie in thlllt direction. 

6. DEVELOPMENT. 

(Chapter V. Main Report.) 

38. We differ from our colleagues' point of view in regard to 
expenditure on development. We do not questioo that this ex
penditure must be fairly judged from the sta.ndpoint of economic 
benefit, but we disagree with the opinion implicit in their argu
ments that economic benefit is possible only if the .. test of profit .. 
in the sense used by them be present, or that operations are neces
sarily wasteful where the measure of State assistance exceeds the 
direct saving in respect of the maintenance of the unemployed. 
In our qpinion, it is impossible to approve'or disapprove expenditure 
on development by reference to these two flllCtors alone. Other, 
and, to us, no less important considerations exist. 

39. We would ourselves judge development expenditure by the 
broad test of wliether it is designed to add to the Capital equipment 
of the country, to improve its technical and industria.l efficiency, 
and whether having satisfied tms desideratum it also provides 
employment for persons who otherwise would be idle. Nor do 
we exclude in this connection' the improvement, of what are ~ften 
deprecatingly referred to as .. amenities ". The provision of swim
ming baths, of roads, which, among other purposes, may fa.cili
tate holiday traffic, can be justified as conducing to economic de
velopment-even on a strict utilitarian test--as satisflllCtorily as 
can much of the nation's private expenditure in other directions, 
although this latter may easily discharge the requirement of com
mercial profitability. Nor can the value of development works be 
narrowly assessed on the ba.sis of immedia.te or early calculable 
direct financial return. On the contrary, it may well be that 
schemes of development requiring several years to carry out and 
the retum from which may be even more remote, will be found 
to. be of the most nationally profitable character. 

We are of opinion, therefore, that expenditure on development 
can be justified when devoted to the removal of industrial or soctal 
defects or the creation of new capital assets and equipment which 
will inure to the general betterment ot the economy of the nation. 



243 

40. 'Ihe figures of this expenditure as given in the Main Report 
show it to be large and varied, embracing both Home and Empire 
Development, and our considered view is that on the whole it is 
wise expenditure of definite economic benefit. It appears to us 
that it is especially the time when, as now, much of the resources 
of the nation both of money and of man-power is' compulsorily idle 
by reason of the disequilibrium in world industry and commerce, 
that the nation should utilise both money and men for the purpose 
of renewing its capital equipment and of improving its industrial 
and social structure. 

41. A comparison of the cost of maintaining on a bare subsis
tence basis an unemployed man in idleness with the cost to the 
State of providing or accelerating work is incomplete and defective 
unless the value of the work as an addition to or an extension of the 
nation's equipment be taken fully into account. 

Moreover, the idie man is not only a dead loss to the productive 
power of the community but there is the human waste in morale 
and self-respect arising from long periods of idleness, the effect 
upon his domestic economy and the reaction upon his dependants
all of which must be placed in the scale. 

42. We do not overlook the limitations which exist of providing 
employment in this way, nor that they are inherent in the present 
economic system which is itself unable in times of industrial change 
and readjustment to provide employment for many who seek it, but 
we cannot subscribe to the. doctrine that development in the sense 
used here must remain in abeyance unless and until it can be 
carried out on terms of commercial profitability. On the contrary, 
the renewal, the remodelling and the re-planning of the economic 
and social structure of the country is essentially a task which the 
State, in association with the local authorities and other large 
organisatiQns, should undertake and, if this be so, it can hardly be 
doubted that the most favourable occasion is when money and 
man-power are readily available and can be utilised without the 
disturbing effects of the withdrawal of either from its normal em
ployment in industry. 

43. We consider that the" burden" upon industry of State ex
penditure for these purposes is commonly overestimated, and whilst 
the pressure upon State finances as at present regulated may be con
siderable, the objective and creative chaI:acter of the expenditure 
must not be overlOOKed, nor the additional yield of taxation result
ing from the increased volume of employment provided and the 
lessened demand upon the State for contributions to the mainten
ance of the unemployed. 

44. We have referred earlier in our report to the benefits which 
industry draws. from the provision of social services, and it draws 



no les8 benefits from national development. Moreover, money 
spent in both cases passes through industry, employs industry, 
fructifies industry, and there appears to us no sufficient evidence 
that the money so spent would, in the economic conditions exist
ing since the war, have been utilised for purposes on the whole 
more beneficial to industry. 

45. Accordingly, we are not in favour of restricting expenditure 
on development by reference to the tests sought to be applied by 
our colleagues. We are, however, inclined to the view that 
advantage would result from a greater measure of co-ordinatlon of 
the many activities of the State particularly related to develop
ment; that steps should be taken to remove overlapping or dupli
cation of effort, and where, as is the case with the Road Fund, 
administrative policy is altered or normal programmes are accele
rated in order to provide employment in development work, these 
emergency activities should be kept separate" and distinguishable 
from the ordinary working of the service. Indeed, It appears to 
us that all such activities might with material advantage both 
of control and of wise economy be co-ordinated into one definite 
service. 

46. With these general appreciations of the place of development 
in the nation's activities, we record our comments upon the several 
recommendations of our colleagues upon particular development 
services ;-

I.-Research. 

47. We are in agreement with the conclusions in the Main 
Report so far as these are designed to secure the co-ordination of 
Research work and improved financial control. We also agree 
with the desirability of stimulating industry and agriculture to 
develop their own research activities. 

2.-The Road Fund.· 

48. We are unable to concur in the recommendation that the Road 
Fund should cease to be treated as a. separate self-conta.ined fund, 
and henceforth be voted as part of the supply expenditure. The 
advantages claimed for the proposal appear to us to be more 
theoretical than real. A fully documented report and Statement 
of Accounts of the fund is annually presented to Parliament; the 
a.ccounts are subject to audit by the Comptroller and Auditor 
General and also to the scrutiny and criticism of the Public 
Accounts Committee. 

49. The receipts into the fund arise from taxation originally im
posed in 1909 for specific expenditure designed to facilitate the use 
and development of the vehicles taxed and not in aid of the general 
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revenue of the country. The fact that in 1926 and 1927 the cash 
balances were "raided" to the tune of £7,000,000, and 
£12,000,000, respecti~ely, for the general relief of the Exchequer 
did not alter the character or object of this special vehicle 
taxation, but rather served to emphasise it and to afford 
Parliament and the country an opportunity of observing that the 
revenues of the fund were being diverted from their intended pur
poses. The appropriation of these sums clearly cannot be dis
regarded in any consideration of the present necessity of borrowing 
for the fund, the need for which borrowing arises as a consequence 
of a definite policy of acceleration of works in relief of unemploy
ment. In addition to these raids, one-third of the taxation on 
ordinary motor cars and motor-cycles, amounting this year to 
nearly £5,000,000, has from March, 1926, been taken as general 
Exchequer revenue, on the basis, presumably, of a luxury tax 
upon the owners of such vehicles. Of the remaining revenue, 
a large proportion is now allocated under Statute (the Local 
Government Act, 1929, in particula.r) or is, in effect, charged 
for maintenance grants, etc., to local highway authorities. 

50. Both the local highway authorities and the payers of motor 
vehicle taxation regard-and having in mind the origin and nature 
of this taxation are, in our view, entitled to regard-the Road Fund 
as an allocated fund for highway and cognate purposes, and would 
properly object to its diversion into the general revenue receiEts 
of the Exchequer. As a supply service, any future excess 
of income over expenditure would, ipso facto, be applied 
annually in relief of general expenditure not related to road 
and like improvements, and thus, pro tanto, the fund would 
be systematically raided in relief oi general taxation. That these 
raids would automatically take place as part of normal budgetary 
operations, and would, therefore, for the most part be unnoticed, 
does not seem to us to make the proposal any less a fundamental 
departure from the purposes -for which this special taxation was 
origina.lly levied and is now paid. 

51. Furthermore, the separate existence of the Road Fund enables 
the Minister of Transport, subject to exceptional circumstances, 
to make reasona.bly long-term arrangements with the local highway 
authorities and to encourage the •• Programme " policy. If the 
fund becomes a supply service it will, presumably, be the subject 
of annual review and argument between the Treasury and the 
Minister. This, we think, would be bad from the point of view 
of good administration in the Roads Department: would involve 
uncertainties in the minds of local highway authorities: would 
militate against well-thought out highway policy, and would no~ 
result in ultimate economy. 

52. As to the proposal for a limitation of expenditure in imme
diate future years, we are inclined to the view that because, as 



we understand, :road and like expenditure has been regarded &s 
affording means of providing a greater measure of employment 
more rapidly than other works, the promotion and acceleration of 
road programmes has been looked at too much from that aspect 
and too little, perhaps, from that of present need or of immediate 
cost. While we think it would be difilcult to designate &Dy par
ticular road as serving pleasure, more than other, tramc; or, if it 
were possible, to say that the cost of such road is therefore uneco
nomic, we feel that there are substantial grounds for the general 
opinion that the development of arterial roads has reached a point 
where, in present financial circumstances, a slowing down might 
take place without serious disadvantage. The degree in whicli this 
may !be possible is necessarily related to present commitments and 
the merits of particular schemes. It appears to us that the rapid 
acceleration of the trunk roads programme and the Five Year 
programme of works may be found to have intensified the problem 
of road congestion in the large Cities and Towns and their adjoin
ing Urban areas, thus accentuating the need for street improve
ment in those areas, with consequent earlier, if not, additional 
expenditure. We are aware that the employment capacity is much 
less on improvement schemes than on main road schemes in rela
tion to the total cost, because of the large comI,snsation generally 
to be paid in respect of the former; but we cannot help feeling 
that the problem of improving traffic facilities would be a.asisted 
by a reconsideration and ra-alignment of the present policy with 
special regard to congested areas. 

53. We have considered the information placed before us as to the 
present standard of maintenance, and we are unable to conclude 
that it is generally higher than is necessary. We understand that 
the expenditure on road maintenance is carefully checked, and 
every effort is made to reduce the cost within the limit of avoidance 
of subsequent additional expense. We doubt, therefore, whether 
the general lowering of the standard of maintenance of the roads 
would, in the long run, prove to be economical. 

54. Whilst we agree with our Colleagues that a more extended 
view should be taken of the future finance of London traffic 
facilities, we do not share their outlook that what can be afforded 
is necessarily related to a. given rate of expenditure. The London 
traffic problem has reached a staJte when the direct and indirect 
loss arising from congestion is such as to require full enquiry 
whether its continuation ~n long be afforded. We do not ignore 
the fad that London's problem in this respect is not only that of 
London's traffic. With respect to the Charing Cross Bridge 
Scheme,this we think must be viewed as a part of Ithe whole problem, 
but if it can be shown that the contemplated outlay could be used 
to greater economic advantage, whether in relation to London's 
traffic problem or otherwise, the Ministry of Transport and the 
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Treasury will have the opportunity, if and when the scheme is again 
submitted to Parliament, of dealing with the expenditure aspect of 
it, and we do not doubt· that the requirements of the present 
financial position as well as other factors will be taken into account 
in the consideration by those Departments as well as by Parliament 
itself. 

55. We appreciate that in regard to the Charing Cross Bridge 
Scheme, the preponderate proportion of its cost will be on account 
of compensation and not of works, and that under existing cir
cumstances compensation is inescapably a large contri'butory factor 
in the cost of London street improvements. 

(3) Department of Overseas Trade. 
56. We agree that it is reasonable that those who utilise the 

services of the Department upon mwtters of direct and particular 
interest to themselves should pay for such.. We understand that 
where the cost is capable of approximate ascertainment an appro
priate charge is made, and iJt may well be that this policy is 
c!llpable of extension, or that the charges now made could be fairly 
increased, and if .so, we consider such should be done. We are 
in some doubt, however, as to whether the general services, the 
increasing value and extent of which is more and more being 
realised and acknowledged by the trading interests of the country, 
could effectively be put upon a charge basis, or that, if they were, 
the revenue resulting would be sufficient to make the Department 
self-supporting. Bearing in mind the large measure of support 
and assistance given by competitive countries in the direction of 
fostering the trade of their nationals and the need in this respect, 
as well as in others of placing the traders and manufacturers of this 
country as nearly on a parity as is pOSSible, we are unable to agree 
that it would be wise to discontinue the Department on the grounds 
only that it cannot be made self-supporting. 

(5) Ministry of Agriculture and Fisheries. 

57. We agTee with our colleagues' conclusions and recommenda
tions with the following exception :-

(1) Land Drai'Mge and Water Supply, etc. 
Recommendation (b).-We regard the proposed normal 

limitation of grant to the estimated saving to the State in the 
maintenance of the unemployed as an impossible basis of fixing 
Stwte aid to drainage schemes. Nor do we think it would, if 
desirable, prove to be practicable. 

6. Department of Agriculture (Scotland). 

58. Bearing in mind that the Scottish Drainage Act was passed 
as recently as 1930, when the necessity for this differential treat-
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men~ was doubtless justified on the facts, and as no sufficient 
evidence has been submitted to us to show that the situa.tion has 
since changed, we find ourselves unable to support the recom
mendation. 

7. Development Fund. 
59 . We agree with the main Report on this matter. 

S. Beet Sugar Industl'J-Great Britain. 
60. Having regaz:d to the contractual obligations under the 

Beet Sugar (Subsidy) Act, 1925, which does not expire until 1934, 
we can only concur in the comments of our colleagues and express 
the hope that the whole matter may then be fully and exhaustively 
reviewed. 

61. Weare unable to resist the feeling that the very considerable 
State assistance given by way of subsidy and duty preferences to 
this particular: industry has failed to achieve commensurate results. 
While it may be that this is in some degree due to the steep fall 
in the world price of sugar, we consider that the reason is to be 
found more in the manner in which the assistance has been given 
and the large extent to which it has been applied towards the liberal 
remuneration of capital, when other important basic industries of 
the country have had to be content with a. much lower return or no 
return at all. 

Home grown beet sugar in 1930 represented only about 20 per 
cent. of the total consumption of the United Kingdom, whilst about 
one-third WBtS cane sugar from Empire sources. And it ought not to 
be overlooked that at the same time as the State, by large sub
sidies, is stimulating the production of home-grown beet sugar, the 
national finances are also being called upon to provide assistance 
to certain cane sugar producing Colonies, where, owing to the 
contraction of the markets for their sugar, distress is 80 prevalent 
that local revenues, unaided, are unable to cope with it. The 
competition of home-grown beet sugar, assisted by large annual 
subsidies and other reliefs, is & factor, though perhaps a. small one, 
In this state of affairs, and is we feel worthy of attention. 

9. Forestry Commission. 

62. This is panticularly one of those forms of development whicb 
must necessarily be done by the State if serious a.ttention is to be 
given to it at all. Its value cannot be judged from a. purely com
mercial standpoint, and the Commissioners have ample justification 
for the attitude they have adopted towards their functions when 
they state that .. the object of afforestation is not to provide a. 
remunerative investment for State funds, but to meet certain de
ficiencies in the economic organisation of the country which other
wise would not be made good." 



63. It was represented to the Committee that one of the con
siderations in mind when the present scheme was started was the 
bulky nature of timber as an import and its consequent heavy 
demands on tonnage. As a. factor to be taken into a<lCount in the 
event of war, tlie necessity to import timber would be a serious 
consideration having regard to past experience, which showed that 
as much tonnage had to be devot~d to timber as to food imports. 

64. Another important feature, however, is that excessive 
forest depletion is at present going on in most parts of the world 
without adequate replacement by new planting, and considerable 
concern is felt as to the future of supplies. In Great Britain, 
with the break-up of estates, woods are being felled and not re
planted. That IProcess is likely to be accelerated and the work of 
the Commission remained as one of the few efforts to reconstitute 
rura.l Britain. 

WliiIe the unplanted land already held by the Commission is 
173,000 acres, in spite of this reserve their present programme of 
planting could only be carried on if further lands were acquired. 
In the absence of new acquisitions, their planting programme must 
fall from 25,500 acres in 1931 to 17,000 acres in 1936. 

The Commission are obtaining land on favourable terms and 
they do not anticipate that there is any prospect of a further fall 
in value which on that ground would make it economic to avoid 
further purchases at the present time. 

65. On the request of the Committee the Commissioners sub
mitted various schemes indicative of the effect of limiting in 
varying degrees their activities over the next five years' period in 
comparison with the present scale of operations. The recommen
dations in the Main Report would, it appears, involve the gradual 
abandonment of any considered forest policy, and we are unable 
to support the same. Further, while we agree that from the point 
of view of providing direct employment the results obtainable from 
afforestation are not very sUDstantial, it is a consideration that 
under the recommendations of our colleagues 1.700 workers wou~d 
be paid off and to a great degree must become chargeable upon the 
National Insurance funds. (Moreover, in that connection it must 
not be overlooked that this country imports timber products to a 
value of between £40,000,000 and £50,000,000 per annum, a large 
amount of which is finished material. 

66. The Commissioners state tha.t the outlook with regard to 
production from privately-owned woods has become apprecialbly 
worse and is likely to deteriorate still further, and while we have 
some doubt as to the wisdom of any modification of the 10 years' 
scheme now in process, we recommend that a.1!orestation and the 
necessary acquisition of plantable land shQuld continue as at 
present, but that the provision of holdings should be restricted to 



not more than twenty-five per annum. This It is estimated will 
effect" saving of £182,000 next year, or over the period 1932-36, a 
reduction of net expenditure by 18 per cent. as compared with the 
present programme. 

10. Empire l4arketing Board. 

67. We a.re in agreement with the main Report on the recom
mendation to abolish this Board and with the reasons given as 
justifying that course. 

11. Colonial Development Fund. 

68. The establishment of this Fund appears to have resulted 
from the recognition of the necessity for raising the economic a.nd 
social level of the indigenous IPOPulations of non-self-governing 
Colonies and Mandated Territories, by assisting the provision of 
works designed to increase productivity, and to provide and to 
improve health, education and other services in these countrie8 and 
thus to promote and increase the trade and indu8try with the U.K. 
These areas can no longer, in the pre8ent economic organi
sation of the world, be looked at only a8 resources of raw material, 
but must also be considered as potential markets for the manu
factures of this country. A reciprocal balance of trade is thus 
being aimed at by efforts to raise the economic level of the popu· 
lation, to increase their purchasing power and to extend the range 
and measure of their wants. This end is sought in aiding by grant 
or loan the construction of capital works, the provision of health 
services, education, transport, etc., which otherwise could not be 
done. The Fund was established as recently as 1929, and the 
Colonial authorities have been urged to utilise the financia.l re
sources thus made available in undertaking necessary and desirable 
schemes of development; and, in our opinion, to reduce by 
£250,000, i.e., 25 per cent., the grant to the Fund, would result in 
discouragement to those charged with the duty of formulating and 
promoting schemes; would lead to widespread uncertainty as to 
what are the intentions of H.M. Government; would diminlsh the 
value of efforts already made, and may largely nullify the result. 
eXp'ected from money already spent. 

69. We are satisfied that the Advisory Committee exercises" wise 
discretion in the use of money placed at its disposal and we can 
see no sufficient grounds for suddenly restricting the pursuit of " 
considered policy entered upon as recently as two years ago. 

70. We would add that to regard the grants and loans from this 
Fund as going to relieve local government of its obligations is, in 
our opinion, to misinterpret entirely the distinctive object of the 
Fund and the declared policy which led to its establisliment. 



13. Unemployment Grants Committee. 
71. tWe have already Bet forth our views on the question of the 

economic value of public expenditure for providing work for the 
unemployed, and we feel it unnecessary, therefore, to say more 
under this head, except that we disagree with our colleagues' pro
posals for the limitation of grants, as well as with the basis upon 
which they Beek t-o apply such limitation. 

72. While we agree that care should be taken to secure that the 
schemes submitted have both economic and social value, no evidence 
was before us to show that proper discrimination is not exercised in 
that respect, or that the authorities directly concerned have, because 
of th,e measure of gra.nt, been lacking in all necessary efforts to avoid 
waste or excessive cost. 

73. We agree as Ito the undesirability of two Departments making 
grants towards road and bridge improvements, and that as these 
are properly the concern of the Ministry of Transport, the Com
mittee shOlfld discontinue making grants for such purpose. 

7.-S00IAL SERVI.GES. 
(ChapteT VI. Main Repon.) 

74. Earlier in our report we have expressed our views on the 
question of expenditure in relation to social services. We here 
record the extent of our agreement with or dissent from our 
wlleagues' recommendations with regard to the following :-

I.-Unemployment Insurance. 
75. We ,take the view that the Royal Commission on Unemploy

ment I'Ilsurance is the appropriate body to advise the Government 
on this matter. The Commission have had the advantage of 
hearing evidence oll. the various aspects of the question and from 
many interested parties, including the Treasury and the Minister 
of Labour; they have been si1!ting almost continuously for some 
months and they have now issued an interim report. 

,While we fully appreciate that. under its terms of reference the 
Committee are entitled to consider a.nd report upon Unemploy
ment Insurance, we have felt that for the Committee to do so upon 
Bo comparatively limited knowledge of the facts and of the issues 
involved, and in duplication of the work of a body appointed for 
that specific purpose, might well hiuder, rather than help, the 
Government in any steps they might be recommended or desire 
to take. 

76. While it maybe that the Royal.Commission are limited in 
their consideration of national expenditure to that arising from Un
employmeI\t Insurance, whereas this Committee have been charged 
with the duty to review tthe whole field of supply expenditure in 
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relation to the national revenue, present and prospective; yet, 
having regard to the evidence tendered by the Treasury and tbe 
Ministry of Labour and the knowledge as ·to the national finances 
generally available from the successive statements made by the 
Ch8lllcellor of the Exchequer and otherwise, we cannot share \he 
view that the Members of the Boya.l Commission on Unemploy
ment Insurance are not fully aware of the whole position in these 
respects, or that due weight has not or will not be given thereto 
in 8IIly recommendations they bave made or may make. 

For the rest, we are not in 9,gl"eement with our colleagues' 
recommendations, nor with many of the statements upon which 
they are based. 

2.-National Health Insurance. 

77 . We are in general agreement with the recommendations of 
our colleagues. 

We share their views that provision should be made from within 
the insurance fund itself to enable sOCieties Ito maintain tbe statu
tory rates of benefit and also to retain in benefit members suffer
ing from prolonged unemploym~nt where, from reasons of tbe 
heavy incidence of sickness and/or unemployment, societies would 
otherwise be unable to do so. We cannot, however, agree that 
the rights of unemployed members should, after the end of thla 
year, be limited to the extent provided by the National Health 
Insurance Act, 1928. 

78. The present position of the unemployed member is tbat 
normally he retains his membership rights to full benefits for lit 

period of eighteen months: that under the National Health Insur
ance Aot, 1928, he is given a further period of twelve months at balf
sickness benefit with medical and pension benefits; that 
at the expiration of this latter period be would have ceased to be 
insured but for the provision made by the National Health Insur
ance (Prolongation of Insurance) Act, 1930, under which the 
Exchequer undertook, at an estimated cost of £100,000 to £150,000 
to pay thirty-six contributions for each Approved Society member 
who would otherwise, by reason of prolonged unemployment, bave 
ceased to be insured during 1931 : his rights under the Act of 1928 
are thus continued for this year. 'We understand that no decision 
has yet been come to as to what action should be taken after the 
end of this year. If, as is recommended by our colleagues, the 
Prolongation of Insurance Act be not renewed, the effect will be 
that about 120,000 persons who have been continuously unem
ployed for more than two 'years and nine months will cease to be 
entitled to Health Insurance and Pension Benefits some time during 
1932, and thereafter all insured persons unemployed for that period 
would automatically fall oUlt of Insurance and Pension Benefits. 



79. It seems to us that the money required to continue thili 
emergency provision can be found from within the insurance fund 
without any unfair call upon the resources of societies whose 
members are more happily placed so far as employment is con
cerned. The inability of members to pay contributions as a 
consequence of long unemployment does not arise from any moral 
<lbliquity on their part, but from circumstances and causes beyond 
their control which fall unevenly and inequitably upon the 
membership of some of the societies; and this risk, as well as 
the higher sickness risk, both of which, it appears, are at one and 
the same time being felt with increasing severity by certain 
societies, should be shared by all insured persons either by a re
imposition and, if necessary, an increase of the original levy for 
the Central Fund, or by a direct levy upon disposable surpluses of 
societies. Had it been the case that instead of members being 
gTouped in separate societies they had been aggregated into one 
whole these risks would, in the circumstances which have arisen, 
have been spread over the whole field of the assured and would 
have been so borne. In our view, it would be inequitable in the 
extreme if, at one end of a national insurance scheme some 
societies, more fortunately circumstanced, should be able to 
c1JDtinue, and even to increase, additional benefits to their 
members, whilst at the other end less fortunate societies should be 
faced with the prospect of having to reduce benefits to below the 
statutory ra.tes and at the same time to see a growing number of 
their members without title to any benefits at all. 

80. We feel that surpluses, which for the most part arise from 
differential risks, should in the first place be available to mitigate 
inequalities of this character. We are of opinion, therefore, that 
no society should, as a consequence of actually ascertained higher 
sickness risks, be forced to reduce benefits below the statutory 
rates, and that members suffering from prolonged unemployment 
who would, but for the provisions of the National Health Insurance 
(Prolongation of Insurance) Act, 1930, cease to be insured, should 
be retained in benefit as provided by that Act; and that the funds 
necessary for both purposes should be obtained by a direct levy on 
the disposable surpluses of societies. We consider that a direct 
levy on disposable surpluses possesses advaJIltages over the proposed 
re-imposition and increase of the levy for the Central Fund; the 
former method wouIa, in our submission, be more equitable and 
would partake more of the real principle of insurance, namely, of 
pooling exceptional and abnormal risks. We do not, however, 
exclude consideration of both methods being used conjointly. 

81. It has been represented to us that a direct levy on disposable 
surpluses would present serious administrative difficulties involving, 
perhaps, reca.sting the existing Additional Benefits Schemes. We 
would not minimise these difficulties, but we do not feel that they 
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snould be insurmountable. However, should they prove to be 80, 

~hen .,,:e woul~ prefer, rather than to resort only to the re
~pos~tlO~ and lI~c~ea.se of the levr, .that the whole question of the 
WIdenmg mequalitles between socletles should be dealt with by the 
method of partial pooling of all surplus funds recommended by the 
Royal Commission on National Insurance in their report published 
in 1926. 

3.-Matemltl Scheme. 
82. We, have carefully examined the proposed scheme Cor the 

development of the maternity service in relation to its financial 
obligation upon the Exchequer, and bearing in mind the purpose of 
this Commi,ttee we have experienced some difficulty in fairly 
balancing the exigencies of the ,present financial position against the 
indisputable claims, alike on national as well as individual grounds, 
for the immediate provision of services which will lessen the very 
serious loss of life and of health in connection with maternity. This 
may, perhaps, be regarded as a case where the need for economy 
may be thought to exclude all question of the extension of 3 aocial 
service, however desirable such may be: that inasmuch as the 
nation has up to the present done without it, then its inauguration 
must wait over until better times. Pertinent as these considera.
tions may be from the point of view of expenditure, we have been 
constrained to ask ourselves whether it is in the cause of wise 
economy in any real sense to allow over 3,000 women to die each 
year, and the health of many thousands more to be seriously 
damaged, as a result of childbirth or causes associated therewith: 
whether the heavy loss to the nation of lives, upon which under 
existing aocial services much money may already have been 
expended, or the cost in terms of future expenditure necessitated 
by the seriously impaired health of many of those who survive the 
hazards of childbirth, is not, leaving aside all other consider,,
tions, greater than the annual sum of £1,500,000 estimated to be 
necessary as a State grant to provide the contemplated extension 
of maternity services. 

83. In coming to our decision, we cannot overlook the very dis
turbing facts revealed in the recently iBBued Interim Report of the 
Departmental Committee on Maternal Mortality and Morbidity, 
and especially the statement that of the 2,000 cases of maternal 
mortality investigated by the Committee their finding was that 
not less than one-hal/ were prefJenfable. The Departmental Com
mittee. detail the services they consider essential in order to lessen 
the toll of maternity upon the womanhood of the nation, and we 
find that they generally coincide with those the scheme proposed 
by the Government is designed to provide. The Committee, 
further, indicate that they are convinced that many preventable 
deaths can' be, in fact, prevented by such services. 



84. Having regard to these weighty stat~ments and a.fter con
sidering the facts of the matter from the broad aspect of national 
well-being, no less in terms of ultimate financial economy than of 
human life and health, we have come to the conclusion that the 
proposed scheme for the extension of maternity services is an urgent 
necessity, is overdue, and ought not to be delayed on any grounds 
of temporary and, in our view, illusory economy. It appears to us 
abundantly clear that so far from the scheme being unduly ambi
tious in scope, it represents the bare minimum of requirement of 
any adequate attempt to avoid loss of life and injury to health 
known to be preventable. 

85. We should have wished that ways and means to provide 
these additional servioos were available without further charge upon 
the national finances, but if this be not the case, we cannot think 
that it would be wise or desirable economy on that account to 
postpone the provision of facilities known to be capable of appre
ciably lessening the hazards and discomforts of childbirth. 

86. We would add that under the Economy (Miscellaneous 
Provisions) Act, 1926, the Exchequer grants to National Health 
Insurance Funds were reduced by a sum substantially larger than 
the annual additional charge estimated to be necessary t-o provide 
these maternity services; and that this relief to the Exchequer 
resulted in an annual loss to the National Health Insurance Funds 
which, we understand, the Royal Commission on National Health 
Insurance in 1926, indicated would have been sufficient to finance 
maternity services similar in character to those now proposed. 

4. Old Age and Blind Persons Pensions. (Non Contributory). 

5. Widows', Orphans' and Old Age Contributory Pensions. 
87. With regard to these sections of the main Report we only 

wish to observe that consideration of the rates of pension now paid 
can hardly be related to any fall in the cost of living either present 
or remotely prospective, and we feel the country generally would 
hesitate to contemplate making any reduction. 

6. Housing. 
(a) England and rWales. 

88. We are not in agreement witJi our colleagues' recom
mendation that the existing State subsidy under the Housing 
(Financial Provisions) Act, 1924, of £7 lOs. in urban areas, and 
£11 in rural areas, should be reduced to £5 and £810s. respectively, 
and tha.t corresponding reductions should be made in the grants 
provided by the Housing Act, 1930. 

89. It is unhappily the fact that even with the present ra.te of 
State subsidy and corresponcJing contribution from tlie rates, local 
authorities still find! it difficult, if not impossible, to provide houses 
for those most needing them, owing to Ithe comparatively high 



rents they are compelled to charge. The Housing Act, 1930, was 
at once a. recognition of this and an attempt to meet the minimum 
requirements of those still living under conditions which are an 
affront to common decency and every t'ltandard of civilisation; and 
any prop«?sa.l likely Ito hinder the provision of decent housing 
accommodation for the many thousands urgently in need of it 
would, in our considered view, be the reverse of BOund economy
whether national or local. Under the Housing Acts (Revision of 
Contributions) Order, 1926, the contributions payable by the 
Exchequer were reduced from £9 in uri>an areas, and £12 lOs. in 
rural areas, to £7108. and £11 respectively, for houses comple.ted 
in England and Wales a.fter the 30th Septembel, 1927, and it 
cannot be doubted that tbis reduction resulted in a serious slow
ing down of house building by local authorities, with very ques
tionable economy on any long-range view. The following table 
shows, the total number of houses erected by local authorities with 
State assistance under the various Acts since 31st March, 1924 :-

Houses built with State assistance by Local Authoritie. in 
1925-1931. (England and Wale •. ) 

Yea.rended 1919 1923 1924 1930 Tote.1 
31st March. Act. Act. Act. Act. 

1925 ... ... . .. 2,898 15,253 2,4,73 - 20,624 
1926 ... ... ... 1,087 16,231 26,900 - 44,218 
1927 ... ... ... 882 14,121 59,090 - 74,093 
1928 ... ... ... 196 13,785 90,053 - 104,034 
1929 .. , .~ ... 10 5,059 50,654 - 55,723 
1930 ... ... ... 32 5,599 54,614 - 60,245 
1931 ... ... .. ' - - 52,498 16 52,514 

TOTALS ... ... 5,105 70,048 336,282- 16 411,451 

- In addition, 5,823 houses were built by Private Enterprise and 1,534 by Publio 
Utility Societies under the 1924 Act. The tote.1 built under the 1924 Act waa 
therefore, 343,639. 

90. The increase shown for the year ended 31st March, 1928, i. 
partly acoountedfor by the special efforts made by local authori
ties to complete houses, before the operation of the reduced subsidies 
under the 19'A3 and 1924 Acts, as from the 1st October, 1927. 
But the even grell/ter rate of increase in 1927 over 1926 would seem 
to show that this factor may easily be over-estimated. If, in fact, 
it were a. large contributory factor, then it seems to us open to 
grave question whether the rapid acceleration of housing pro
grammes chiefly to secure unreduced subsidies is likely to have 
conduced to economy, either in the planning or preparation of 
schemes or in the actual 009t of the houses; and it may not be 
'incorrect to assume that the increase in the average all-in cost 
per non-parlour house from £503 in the quarter ended December, 
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1926, to £518 in the quarter ended June, 1927, is closely related 
to tthe measure of acceleration that took place. If so, then it 
appearS to us not improbable that many of the additional houses 
completed in 1927-28 cost from £9 to £15 more than those erected 
on the basis of contracts pla.<led before tthe reduction of subsidies . 
was announced in 1926. 

91. It is dbvious thllit the economical construction of houses bv 
local authorities is not best a.<lhieved by the sudden acceleration of 
programmes in one particular period, with a subsequent equal or 
greater deceleration, as a consequence of the alteration in the rates 
of the State grant. For the three years 1926-28/ the total built 
under the Act was 176,043, whereas in the three subsequent years 
the number fell to 157,766 : over the seven years the average was 
48.040 each year. Although the number of houses built from 1926 
onwards falls lamentably short of the number assigned to ea.<lhof 
the 15 years over which 2,500,000 were to be ibuilt 'Onder the 
scheme as devised at. the ttime of the passing of the Act of 1924, 
and to secure which the financial provisions of the Act were 
-designed, it is reasonable to assume that by 1927 the local authori
ties were getting into Itheir stride and were planning ahead with 
the intention of providing houses in increasing numbers, and that 
for the succeeding years a progressively increasing number would 
have been built, but for the reduction in the subsidy as. from the 
1B1t October, 1927. 

92. Consideration of the weight of the financial burden arising 
from the building of houses under the 1924 Act, as well as a proper 
estimation of how far the needs of the country, as admitted in 
1924, have been met will be assisted by a comparison of the 
figures given in the foregoing table relative to houses built under 
the 1924 Act, with the programme of the annual construction in 
mind when ,the scheme was promoted and approved by Parliament, 
as set out in the following table. To the total of 343,639 shown 
in the preceding table for England und Wales, there should be 
added 52,407 for Sootland, giving a grand total of 396,046 built 
under Ithe 1924 Act up to the 31st March, 1931. 
Number 0/ houses assigned to each of the 15 years under the 1924 

Year. 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 

Act Scheme. 
Houses. Year. 

90,000· 1933 
100,000 1934 
110,000 1935 
120,000 1936 
135,000 1937 
150,000 1938 
170,000 1939 
190,000 

Houses. 
210,000 
225,000 
225,000 
225,000 
225,000 
225,000 
225.000 

• Including 40,000 expected to be built under the 1923 Act before it expires. 
10905 I 



258 

93. Theile figures show that. the scheme provided for the erection, 
~·by the end of 1931, of 835,000 l1ouses, excluding the 40,000 expected 
in 1925, under the 1923 Actt. While this was doubtless .. state· 
ment of maximum expectations, set as a goal to be aimed at rather 
than, perhaps, easily attainable, the fact that only 396,046 houses 
have been built-less than 50 per cent.-is to us a sufficient indica
tion that the Sta·te suhsidy has not led to the wasteful or 
extravagant promotion of housing schemes under the 1924 'Act. 
We consider, therefore, that no steps should be taken likely to slow 
down the building of houses by local authorities j that on the other 
hand the stimulus contained in the continued payment of the 
present rates of subsidy under the 1924 Act, and in the speclal 
grants for unhealthy areas and insanitary houses available under 
the Act of 1930, is still desirable j that the lessened housing 
activities of local authorities which would inevltably result from 
any reductions would be deplorable, and would prove, in 
the very short run, not to be wise economy. It ought not to be 
overlooked that in the working ou.t of the finances of the 15 year 
scheme under the 1924 Act, the maximum charge on the Exchequer 
and the local rates was on the assumptions :-

(a) That the full programme of 2,500,000 houses is carried 
out; 

(b) That 71 per cent. of the houses are built in agricultural 
parishes; and 

(c) That the full subsidy is payable in all cases during the 
whole of the period, 

estimated to be as shown in the following table :-

Year. 

1924-25 
1925-26 
1926-27 
1927-28 
1928-29 
1929-30 
1930-31 
1931-32 
1932-33 
1933-34 
1934-35 
1935-36 
1936-37 
1937·38 
1938-39 
1939-40 

Exchequer Charge. Charge on local 
rate •. 

£ 
278,000 

1,072,000 
1,905,000 
2,823,000 
3,827,000 
4,946,000 
6,195,000 
7,601,000 
9,180,000 

... 10,930,000 

... 12,824,000 

... 14,761,000 

... 16,699,000 

... 18,636,000 

... 20,573,000 

... 22,511,000 

£ 
135,000 
521,000 
925,000 

1,371,000 
1,859.000 
2,403.000 
3,010,000 
3,693.000 
4,460.000 
5,310,000 
6.231.000 
7,172.000 
8,113.000 
9,054.000 
9.995,000 

10,936,000 



Year. 

1940-41 to 1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 

Exchequer Charge. 

. £ 
... 23,156,000* 
... 22,828,000 
... 22,084,000 
... 21,251,000 
... 20,333,000 
... 19,329,000 
... 18,210,000 
... 16,961,000 
. .. 15,555,000 
... 13,976,000 
... 12,226,000 
... 10,332,000 

8,395,000 
6,457,000 
4,520,000 
2,583,000 

645,000 

• Per annum. 

, 
Charge on local 

rates . 
£ 

11,250,000* 
11,115,000 
10,729,000 
10,325,000 
9,879,000 
9,391,000 
8,847,000 
8,240,000 
7,557,000 
6,790,000 
5,940,000 
5,019,000 
4,078,000 
3,137,000 
2,196,000 
1,255,000 

314,000 

94. The Ministry of Health figures, based on surveys prepared 
by local authorities pursuant to the Act of 1930, show the following 
estimates for the next three years of the Exchequer charge under 
the Act of 1924 :-

England and Wales. Scotland. Total. 
£ £ £ 

1931-2 - 3,160,000 492,649 3,652,649 
1932-3 3,685,000 604,849 4,289,849 
1933-4 4,210,000 717,049 4,927,049 

Totals 11,055,000 1,814,547 12,869,547 

95. These give a total estimated Exchequer charge for the three 
years of £12,869,543 as against the original maximum estimate of 
£27,711,000. In comparing these figures, the reduction of the 
subsidy from the 1st October, 1927, must be taken into account. 

96. We would not, of course, contemplate that, in the altered 
financial circumstances, it would be desirable, even if it were 
possible, to stimulate local authorities to build on the scale 
originally planned for each year: nor would we suppose that the 
present state of the country's finances could support an annual 
charge of the order estimated in 1924: neither do we over
look the additional provision since made under the Housing Acts 
of 1926 and 1930. But we think that the foregoing figures 
f:ufficiently snow that the housing probfem of this country is not 
being solved a.t other than a minimum rate each year. 
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97. It is regrettable, as well as significant, that since Septem
ber, 1929, there has been practically no reduction in building costs, 
notwithstanding the very heavy general fall in raw commodity 
prices, but we consider that this important aspect of the housing 
l'roblem should be dealt with by measures other than that of 
reducing the number of houses to be built in the hope that by 
lessening demand costs can be made to respond more closely to the 
general fall in the price of prime materials. We feel that other 
and better methods of reducing building costs should and can be 
found than one which, in effect, would condemn persons living in 
unhealthy and unsanitary houses or rooms to remain there in order 
that economic factors relative to building costs should he forced to 
operate: such a method seems to us to be intolerable and we 
cannot persuade ourselves that the resources of alternative action 
are so exhausted as to make it necessary. 

98. As to the fall in building costs since 1927, we consider it 
will be in the interests of the long-range policy of improvement in 
housing conditions in this country on economical lines that this 
should continue to go towards the reduction of the rents charged 
and chargeable for houses built under the Act, and not in reduction 
of the State subsidy. We have previously referred to the fact that 
the comparative high level of rents which have to be charged even 
with the existing State subsidy and rate contribution is so high 
as to preclude many of the worst-housed people from occupying 
the houses which Parliament by the subsidy provisions intended 
should be available for them. Moreover, the need for reduced 
rents is becoming more and more pressing as a consequence of the 
substantial and continuing fall in wages. 

99. We would add that any reduction of subsidy cannot fail to 
have seriously disturbing effects on the five-year programmes (in 
Scotland three-year) which local authorities have recently sub
mitted pursuant to the Housing Act, 1930, and the steps taken 
C-'r to be taken to carry out such programmes. It would result in 
uncertainty and vacillation in the minds of local authorities: would 
impair their own budgetary provisions for such programmes and 
would throw once again the whole problem of meeting the shortage 
of houses into· confusion. This cannot lead to sound economy, 
whether in administration or in expenditure. 

100. Finally, in any consideration of the price the country can 
reasonably be expected to pay for housing, the question of relative 
need and alternative cost, cannot, it seems to us, be excluded. The 
accumulating consequeuces of the bad housing of a vital part of 
the nation, in impaired health and reduced efficiency, and the cost 
of both to the country, are large and important countervailing 
factors, leaving aside all humanitarian aspects. It will surely 
be of little avail to rationalise industry in its mechanical elements, 
if the housing conditions of the human element, present and 



future, are to remain neglected and unimproved. A ,policy that 
would seek an improved industrial equipment for the nation, 
while leaving large numbers of the working population exposed 
to the dangers which inescapably arise from bad housing con
ditions, affecting physical and mental health, and productive and 
civic capacity would, in our judgment, be the reverse of economy, 
from whatever standjpoint it might be judged. 

101. Under Section 43 of the Housing Act, 1930, a review of the 
contributions to be made by the State will take place after the 
1st October, 1933, and we are of opinion that the existing subsidies 
under the 1924 and .1930 Acts should remain undisturbed: until 
such review has been made. 

(b) Scotland. 
102. Our remarks as to England and Wales apply equally to the 

rates of subsidy payable by the State for houses erected in Scotland. 
We wish only to add that no sufficient evidence has been sub
mitted to lead us to the conclusion that the circumstances which 
called for the differentiation between the rates payable in Scotland 
and those payable in England have ceased to exist. We under
stand that this difference, which has operated as from the 1st 
October, 1927, when the original subsidies for Scotland remained 
unreduced, was based upon an ascertained necessity for specia.l 
treatment by reason of the very low standard of hOUSing in 
Scotland, even in comparison with that of England, and also 
because of geographical and other !factors. We are not con
vinced that the higher rate of sulbsidy in Scotland was con~ 
tinued only for the purpose of stimulating local authorities to the 
proper performance of their duties. 

103. While it may be that the position in ·Scotland will in the 
future warrant reconsideration and the adjustment of subsidies 
nearer to those being paid in England, we feel that the existing 
rates of subsidy for Scotland, under the 1924 and 1930 Acts, should, 
like those applicable to England and Wales, remain undisturbed 
until the general review under Section 43 of the Housing Act, 1930, 
and Section 25 of the Housing (Scotland) Act, 1930, takes place 
after October, 1933. 

'1. Education. 
(a) General. 

104. We differ fundamentally from the general outlook of our 
oolleagues on the subject of elementary and higher education. 
Whether the expansion that has taken place since 1913 is properly 
described as rapid is a matter of approach, but in our submission, 
the extension of educational facilities is to be approved rather than 
deprecated, and it is noteworthy that this extension has had behind 
it the force of public opinion. From the evidence tendered and the 
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information available to the Committee, we can find no 'warrant for 
any doubt that expenditure upon education gel,lerally is wisely 
administered with due consideration to the' results obtained 
or obtainable. The admitted general imI?1'O'Vement of the 
standard of education provided is a sufficient proof of this, 
and is more. an occasion for appreciation than for retardation, 
whether, as our Colleagues suggest, such standard is in many 
cases superior to that which the middle-class parent is provid
ing for his own child or not. It is apposite here to state that 
of the 6,566,900 children in England and Wales of ages 5 to 15 
estimated at 31 March, 1930, no less than 5,395,400 were being 
educated in State-maintained or State-aided elementary schools and 
toe parents of the remaining 1,171,500 children are equally entitled 
to avail themselves of these schools for the education of their children 
i~ they choose. That for reasons of education or otherwise they do . 
not cannot be regarded as affording any proper ground for a policy 
which would limit the standard of education in State-maintained 
or aided schools by reference to that obta4:lable in private schools. 

105. Consideration of the present cost of education in relation to 
what the nation can reasonably be expected to afford by reference 
only to the statistics of increased expenditure in comparison with 
early periods is incomplete, unless due weight is given to the neces
sity for improvement in the character and enlargement of the field of 
facilities which the additional expenditure was intended to provide. 
The history of educational development during the last decade has 
been a conscious and nationally approved policy of levelling out 
inequalities of educational opportunity and of broadening on well
planned lines the scope, .the function and the character of public 
education; and, It may here be noted, the pursuit of this policy 
has directly resulted 1n an appreciable improvement of the standard 
provided by private schools. In our judgment, it could not in any 
sense be in the interests of national economy, even in the present 
time of financial stringency, to seek at this stage to arrest this 
process; and we cannot agree to recommendations which would 
tend to restrict the field of educational opportunity of the majority 
of the children of the nation in order to meet financial necessities 
arising from causes for which they are not responsible, and the con
tinuing burden of which they will in their tum as adults have to 
bear; on the contrary, they should be given every opportunity of 
securing the knowledge and ability that will enable them to shoulder 
the load, and if not to lighten it, at all events to avoid any augmen
tation of the existing inequalities of its incidence. 

11>6. Thus apart altogether from the cultural aspects of education, 
to wliich all the children of the nation are equally entitled, a policy 
of limiting educational facilities would ill-equip them as active 
citizens of. the next generation to meet the changing and intensified 
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economic conditi6DS of the world, and to take their places in the re
organised and ra.tionalised industrial mechanism of the country. It 
is a truis&. tha.t in business it is impossible to pause without 
retrocession, and it appears to us to be not less so in the important 
business of educating the nation's children. At the same time, 
any steps to reduce the administra.tive or other costs of education 
without injury to its services are not only essential in the financial 
exigencies of the present, but are desirable at all times; we are, 
therefore, in accora generally with the recommendation for securing 
a reduction of the number of education authorities by a concentra
tion of function in the larger local government units. iWe are not, 
however, convinced that, having regard to the national character 
of education, its development through the local authorities would 
be best continued by the State contribution ceasing to be on the 
basis of percentage grants a.nd becoming merged in the genera.l 
block grant system. This is a. matter needing very careful con
sideration with equal regard to the finance of national and local 
government; and, in any event, it would seem wise, before 
adventuring upon this fundamental change in the financial relation
ship between the State and local education authorities, to await a. 
fair period of experience of the working of the general block grant 
system for health and other services, initiated by the Local Govern
ment Act, 1929. We should here state that we do not subscribe 
to the opinion that the present system of percentage grants neces
sarily leads, or can be shown in any general degree to have led, to 
extravagant or careless expenditure on the part of local education 
a.uthorities. 

107. If any appreciable reduction of salaries results from the re
view now taking place, we agree that there will be grounds for 
reduction of the State grant in re~pect of expenditure on salaries; 
but in any alteration of grants embracing a revision of the present 
guaranteed minimum of 50 per cent. a wider prOvision than is pro
posed by our colleagues should, we think, be made to adjust the in
cidence of any reduction equitably between the rich and poor 
authorities. An all-round reduction applicable to rich and poor dis
tricts alike would, in our view seriously affect the educational facili
ties available in just those districts where they are most needed and 
where owing to the consequences of prolonged industrial aepression 
it is being found increasingly difficult to maintain even the present 
standard of educational facilities. Special prOvision should also 
be made for the necessitous areas at present receiving an addi
tional grant for elementary education. 

(b) Higher Education. 
108. We agree tha.t, subject to our previous comments relative to 

the revision of grants, appropriate adjusbments of grant for higher 
education should be made in respect of any reduction of teachers' 
salaries that may take place. 
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109. We must, 'however, dissent from the views of our Colleagues 
relative to the growth of secondary schools and from the recom
mendations based upon them. Section 14 (4) of th. Education 
Act, 1921, laid down the principle that II children and ),oung 
persons shall not be debarred from receiving the benefits of an)' 
form of education by which they are capable of profiting through 
inability to pay! fees." The equity of the princ~le thus approwd 
by Parliament is no less in 1931 than it was in 1921, and any 
proposals for a. reduction of national expenditure involving a restric
tion of the progressive application of this principle. would clearly 
be highly prejudicial to, and inequitable in its incidence upon. the 
child of poor parents. It should not, however, be concluded that 
the principle laid down in the Act of 1921 has even yet been trans
lated into practice in any substantia.l degree, for at March, 1929, 
the number of full-time pupils in maintained or aided secondary 
schools did not exceed for England an'd Wales 386,993, or 9.8 per 
1,000 of the estimated population at July, 1928; while of the 
477,828 children in England and ·Wales between the ages of 10 
and 11 years in public elementary schools in March, 1928, only 
63,055, ur 132 per 1,000, were admitted into secondary schools, 
and of this number only about 40 per cent. secured free places. 
How many of sufficient mental capacity to profit thereby were 
denied the opportunity of secondary education because of their 
parents inability to pay the requisite tees, and also from a lack 
of accommodation, it is difficult to compute: but it is safe to ea.y 
it was very greatly in excess of the number who secured entry. 
The number of free place pupils in secondary schools was OD ,31st 
March, 1929, no more than 43.6 per cent. of the whole. 

110. Reference to the provision for secondary education ma<1e by 
institutions not aided from public funds seems irrelevant when it 
is remembered that provision by local authorities became necessary 
precisely because such institutions have never been, nor are they 
now, open to the vast majority of children, for obvious economic 
reasons. These institutions cannot, therefore, be regarded as off'er
ing any additional accommodation to meet the needs of the child 
of poor parents and their existence is not a material factor in the 
proper consideration of the adequacy of the provision now made 
hy the local authorities. 

111. From the information furnished by the Board of Education 
we very much doubt whether any worth-while economy of public 
expenditure is likely to be achieved by the proposals of our 
colleagues to raise the scale of fees at present charged to fee 
payers. On the other hand, the facts of the case go to show that 
any such increase would most probably be followed by a falling 
off in the number of fee-paying pupils with consequent loss of 
fees otherwise receivable and a corresponding loss to the Exchequer 
and the local authorities. The tees charged by the different local 
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authorities vary in amount with the varying social conditions and 
customs of the respective areas, and unless they are related to 
these and other local factors there is grave danger that they may 
fail to attract fee-paying pupils with resultant unoccupied 
secondary school places. If these vacant places were to become 
available as free places there might be something to be said in 
favour, but hardly on the score of economy of the nature to be 
sought by the Committee. There are, moreover, very good grounds 
for the statement that at the present time there is a not incon
siderable number of secondary school places unoccupied or 
occupied by elementary pupils below the age of 11, because 
either the fees charged are too high to attract sufficient fee-paying 
pupils or the number of free places is too low, or both. This can 
hardly be held to be wise economy, and any proposal for a general 
increase of fees to a standard more closely approximating those 
charged by private schools, could not fail to accentuate this state 
of affairs, with loss to the Exchequer, to the local authorities and 
to the youth of o the nation as a whole. We are unable, therefore, 
to support such a proposal. We are likewise opposed to the pro
posal that an income test should henceforth be attached to the 
grant of free places and that modifled fees should be charged to 
some parents. This would inevitably result in hardship of or the 
child of parents unable to afrord even the modifled fee j would In 
dect reduce the number of free places available and therefore add 
to the already large number of children wlio, though of mental 
capacity to proflt by secondary education, are excluded from it by 
reason of inability to pay fees. Notwithstanding the creditable 
fact that the school-life of free place holders is on the average con
siderably longer than that of fee-paying pupils, the measure of 
sacrifice of many parents in expenses and/or loss of earnings is 
not less, but probably more than, that of the better placed parents 
who either pay fees for public secondary school education for their 
children or send them to private schools. It is a matter for regret 
that in many cases this sacrifice, though at first willingly borne 
in the interests of the child, often becomes insupportable owing 
to adverse economic circumstances, with the consequent 
premature withdrawal of the child from school with a 
view to becoming a wage earner. 'l'he waste of this from 
every point of view is too apparent to need anyampliflcation. We 
cannot persuade ourselves that the need for economy In expenditure 
is such that the nation would wish to raise the existing barrier 
of means which already completely shuts out from .advanced educa
tional opportunity all but a small proportion of children, or that 
any real or lasting economy is to be found in that direction. 

112. As to the existing free secondary schools,these numbered, on 
the 1st October, 1930, only 76 out of a total number of 1,365 
schools and accommodated 29,507 pupils out of a. total of 416,771. 
These free schools, we understand. are aU situated -in. areas of an 
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industrial character, and in the majority of them industrial con· 
ditions are at the present time notoriously bad. The upper limit 
for free places was raised in February, 1930, to 50 per cent., and 
the Board of Education retained power to grant exception in 
particular cases, the conditions of the exercise of which were 
agreed by the Treasury; and we are informed that no education 
authority would now be given permission to introduce free secondary 
educa~ion without special Treasury sanction. From this it would 
seem that before sanction is given to an increase of free places 
beyond 50 per cent. or to the introduction of free secondary educa
tion, the equities of the case as between the rest of the country 
and the particular area are sufficiently taken into account by the 
Board of Education and the Treasury. In any case, any prospec
tive saving from the recommendation of our colleagues in this 
respect would be of the de minimis order and would not seem likely 
in practice to justify itself. 

8. MISOELLANEOUS SERVIOES. 

(Ohaptef' VII. Main Report.) 

1. War PensioDS. 

113. The general statement under this heading calls for no com· 
ment, but with regard to the reference in paragraph 534, that re
consideration of the rates of pension would follow from the adop
tion of the· course referred to in the concluding chapter of the 
Main Report embracing an all-round reduction of income, in our 
view due consideration would in that event require to be paid 
to the fact that disablement is not only related to economic dis
ability but extends largely i!D. many cases into the field of personal 
and socia.l disability involving onerous restrictions and limitatioD.l 
upon the ordinary enjoyment of the amenities of life which cMlnot 
be related to any fall in the cost of living or be regarded as closely 
comparable with any loss of income to be borne by persoD.l not 
subjected to such disability. 

~. British Broadcasting Corporation. 

114. We disagree with the recommendations of the Main Report 
in that we think the introduction of the principle that the State 
should guarantee the payment of loan charges in respect of capital 
expenditure may constitute a dangerous precedent in regard to an 
undertaking which, on its formation, was intended to be a self· 
supporting one, and opens up possibilities in our minds tha.t the 
history of the Road Fund and the raids upon its revenue may, at 
some future date, be repeated in connection with the Corporation, 
and that the .State may, under ita guarantee in respect of capital 
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expenditure, find it impossible to avoid an extension of its liability, 
and that calls may arise on the general revenue of the country to 
meet deficiencies not expected at the moment. We regard the 
principle underlying the formation of the Corporation as a self
contained Mld self-supporting service as a sound one, and ought 
not to be impinged upon as a result of its successful operation and 
the unexpected growth of licence revenues as a consequence. 

115. Whiltn it may be that entering upon large capital expendi
ture in respect of -the acquisition of new premises was, in the cir
cumstances that exist, uhwise, the Corporation would at all events, 
under its present financial IlIT1loIlgements, be enabled to meet that 
capital expenditure out of revenue surpluses as they fell due, and 
without recourse to a State guarantee as proposed by our colleagues. 

116. If the successful operation of State enterprise, on the basis 
of the Broadcasting Corporation, is to be regarded as a. ground for 
appropriation of a larger measure of its receiJpts than was origina.lly 
intended, it cannot make for the general success of this type of 
State service. 

117. Finally, the Charter under which the Corporation at present 
operates is due to expire in December, 1936, and it seems to us 
that any revision of the proportion of the licence revenue to be re
tained by the Exchequer, as also other financial considerations in 
respect of the service, could most conveniently and appropriately 
be dealt with at that time ra.ther than at the present time, and this 
would have the advantage of permitting of a wider appreciation of 
the financial requirements of the Corporation over a longer period 
of operation than is hOw possible. 

(3) Exchequer Contributions to Local Revenues. 

118. 'We agree that the general interdependence of national and 
local finance may have required, in any complete review of national 
expenditure, some reference to the finance of local authorities; but 
we would have wished that the Committee could have had the 
advantage of a fuller ehquiry into this matter, including the taking 
of evidence and obtaining further and more exhaustive information-

119. In the absence of this, we feel bound to say that, in our 
opinion, their somewhat summary comments upon this important 
aspect of the nation's expenditure are calculated to convey a wrong 
impression. 

120. Figures of the growth of the loan indebtedness of local 
authorities must lead to incomplete appreciations and defective con
clusions, utlless they are considered by reference to the many and 
varied causes which have led to thBlt growth, and wlless there be 
also taken into account the increased value. of the assets possessed 
by local authorities as a result of that expenditure. 
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121. The following table gives details of the outstanding debt at 
31st March, 1928, related to the principal services in respect of 
which it has been incurred:-

Loan Debt of Local Authoritie, in England and Wales 
at 31st March 1928 

Distribution of Loan Debt. 

1. Education, Public Libraries and 
Museums. 

2. Public Health Services ... .., 
3. Lunatic and Mental Services ... 

Total amount 
outstanding. 

£ 
51,016,217 

4. Housing ,.. .., .. , ,.. (a) 

87,292,774 
8,078,685 

382,702,233 
8,184,036 

98,482,250 
~. Poor Relief .. , .. , ... ... 
.q. Highways, Bridges, Street Lighting, (b) 

Private Street Works, 
'7. Fire Brigades, Police and Adminis

tration of Justice. 
8. Small Holdings and Allotments , .. 

,.9, Markets, Ferries, Waterworks, Gas
works, Electricity, Tramway and 
Omnibus undertakings, Harbours, 
Docks, Corporation estates etc, 

1.0, Cemeteries ,., .. , .. , 
11. Other Specific Services .. ' 
12. Unallocated Expenditure 
13, Land Drainage, Embankment and 

River Conservancy. 
J4, Town Planning 

5,156,404 

20,282,291 
425,829,080 

2,511,973 
16,507,625 
10,428,972 

4,785,582 

843 

(c) 1,121,258,965 

Percentage. 

4'55 

7'79 
0'72 

34'13 
0'73 
S'78 

0'46 

1'81 
37'98 

0'22 
1'47 
0'93 
0'43 

100'00% 

(a) IncludIng £39,408,900, the greater part of which IS In respect of advances 
by Local Authorities to private individuals for the acquisition of houses under 
the Small Dwellings- Acquisition Acts and Housing Acts 1923 to 1925, 

(b) Including £1,772,910 on Private Street works and other workl of private 
improvement, a large part of which is recoverable from private frontagers, 
, (c) This is the gT081 figure before deducting £69,799,407 standing to the 

credit of sinking funds: the net debt was therefore £1,051,459,558. 

122, Unlike most of the national debt, the debt of local 
authorities is represented by capital assets of very great value, 
!Deluding land, houses, schools, hospitals, as well as transport, 
water, gas, electric light and other trading undertakings. No less 
than £425,829,080 or 37.98 per cent. of the total represents loan 

'debt on trading undertakings, which in the year ended 1928, earned, 
taken together, very substantial surpluses, some of which went t<' 
the relief of ra.tes. 

123. Clearly, no proper appreciation of the growth of local ex
penditure can be assisted by reference to one item only of expendi
ture, such as that upon Poor Relief. Against the growth of local 
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government expenditure there must be set the increase of rateable 
valu~,_ which in so far as it is in respect of new properties coming 
into rating, is only made possible by previous expenditure, and its 
continuance assured by subsequent expenditure. The opening up 
and development of new urban areas as a result of the outward 
spread of population has called for large expenditure, both on 
revenue and loan account, in the provision of even the minimum 
services imposed upon local authorities, not only by Statute, but 
also by ,the common requirements of present day society; and a con
sideration of and judgments upon local government expenditure are 
incomplete which fail fully to take into account this large contri· 
buting factor, as well as the fact tha.t the movement of population 
to housing estates publicly provided outside Cities and Towns calls 
for large additional outlay, without any corresponding reduction of 
expenditure being possible in ,the congested areas from which they 
are taken. 

124. We are unable, therefore, to subscribe to the view that local 
authorities, in their own field of public expenditure, have been 
" piling up the public burdens" ; and whilst we agree that in ,the 
domain of local finance, as well as in that of national finance, strict 
supervision and wise economy is desirable, no sufficient evidence 
was before the Committee to show that in general local government 
finances are not well-managed, or that the publicly elected persons 
charged with their administration are not fully sensible of !their 
obligations in this respect. 

125. Finally, it cannot be overlooked when considering present 
local government expenditure, that to a not inconsiderable degree it 
represents ~he liquidation of accumulated liabilities arising from an 
unwise and, as now appears abundantly clear, a very oostly past 
neglect in the field of local government. 

9. OONOLUSION. 

126. In the introductory pages of our report we indicate that 
there are wide divergencies of opinion between our colleagues and 
ourselves as to the value of national expenditure and the grounds 
upon which it can be justified, as well as to the directions in which 
effective economy can be equitably sought and imposed; and !the 
measure of our dissent from their recommendations is a reflection 
of our disagreement with, and the application of, the principles 
which our colleagues state in their concluding chapter have guided 
!their proceedings. 

127. In the diversified and complex task set before the Com
mittee aU members endeavoured with goodwill to secure agreement 
wherever possible, and although we differ fundamentally from our 
colleagues' point of view on many important aspects of the problem 
which confronted the Committee, we do not in any sense question 

10905 L2 
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the sincerity of their belief that the proposals they submit are in 
the interests of the nation. . 

128. Equally', we have been no less impressed by the need for 
wise economy; nor have we been less sensible of the requirements 
of the present and prospective position of the Revenue. 

129. We do not, however, agree that the kind of economy con
templated would be conducive to a restoration of trade or increased 
employment, or that a pre-war standard of prosperity could be 
accepted as being. in any degree compatible with the enormously 
increased wealth producing capacity of to-day; Moreover, we COD

sider that many of the reco~mendations of our colleagues would, 
in their operation, impose an unfair measure of sacrifice upon cer
tain large sections of the community, many of whom are already 
feeling with considerable and growing severity the effects of what 
has graphically been described as the .. economic blizzard," but 
would fail to lay under any comparable contribution others more 
favourably situated, many of whom are enjoying, to the extent of 
their fixed income, effortless benefits from the increased value of 
money due to falling prices. These include not only the holders 
of the National Debt, a large part of which was incurred when 
price levels were much higher than those which have for some years 
prevailed or which now prevail, but also the holders of the large 
post-war issues of Municipal'Stocks, Fixed Income Debenttures, 
etc., and of other money claims where, in general, similar factors 
have operated in varying, but appreciable, degrees. 

130. Our conclusion is, therefore, that if sacrifices are to be 
called for in order to maintain budgetary stability; Ito restore and 
to extend the trade of this country, and to re-absorb the unemployed 
into industry, then such sacrifices should be made by all sections 
of the community, with proper regard to the relativities of capacity 
to make and to bear. 

131. We take the view that the present financial difficulties of 
the country and of industry do not arise from any pursuit of waste
ful public expenditure or lack of responsible control of such, but are 
much more closely related to the policy of deflation followed since 
the war and confirmed by the return to the gold standard, and the 
subsequent aggravation of the burden in this respect as a. conse
quence of the further fall in world prices; and that to argue that 
the present budgetary position. arises from public expenditture is to 
confuse cause with effect. The pursuit of this monetary policy a.nd 
the SUbsequent-accentuation of its effects by world causes has 
penalised with growing severitty the productive and active elements 
of the nation, and at the same time has conferred fortuitous 
blessings on those possessed of money claims, protected by contract. 

132. We appreciate that the problem of meeting this situation and 
of securing that the burden arising therefrom shall be equitably 
distributed is one' of great difficulty; and, so far as debt externally 
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held is concerned, is complicated by important international con
siderations. To the extent, however, of the internal debt and of 
the fixed interest bearing investments or other like mOiley claims 
of those resideDJt in this country, the problem is well capable of 
equitable treatment within the existing system of taxation, and 
whilst we do not favour impo~ing any further burdens upon pro
ductive industry, we should, were the matter one falling within 
the purview of the Committee, feel fully justified in submitting 
that there is ample scope for securing such additional revenue as 
would enable budgetary stability Ito be maintained, by the adjust
ment of taxation in relation to the uncovenanted benefits now 
being received by the holders of fixed incomes. 

133. Nor do we think that those more forJtunately placed citizens 
in receipt of these benefits would-upon a proper realisation of the 
nation's financial necessities as set out in the main report-wish 
to wiJthhold the comparatively slight measure of sacrifice which this 
.additional taxation would involve, especially as it would leave them 
.actually ilo worse off than they were when their title to the income 
to be differentially taxed originally arose, but would, perhaps, serve 
to assure the security of income which might otherwise be jeopar
,dised by a continuance of the disequilibrium in national finances 
caused by changes of price level. 

134. While we do not wholly subscribe to our colleagues' re
,marks as to the inadequacy of Cabinet control of national expendi
.ture, we feel that their suggestion for setting up a Standing Finance 
.committee of the Cabinet is wOl'lthy of serious consideration. 

135. In conclusion, we wish unreservedly to join with our 
.colleagues in expressing warm appreciation of the invaluabJe 
.assistance ungrudgingly rendered :to the Committee !by its Secretary, 
Mr. B. W. Gilbert, and of his unfa.ilIng courtesy, and in this 
.appreciation we include, with equal measure, Sir Alfred Hurst who 
was attached to the CommiJttee. The Committee are also much 
indebted to Mr. Waterfield and Mr. Morris for their very con
.siderable help in the wide question of Defence and associated 
matters. To the heads of aU 'Departments our thanks are also due 
for the ready and helpful way in which they placed at the disposal 
.of the Committee the fullest information. 

Finally, we would wish to express our Ithanks to the other mem
bers of the Civil Service who in any way helped forward the labours 
.of the Committee. 

:24 July, 1931. 

We have the honour to be, 
Sir, 

Your obedient servailts, 

CHARLES LATHAM. 
ARTHUR PUGH. 



Details 
in 

Table. 

I. GRANT SERVICES. 
Services in Great Britain ... ... B 
Irish Services ... ... ... . .. -

II. SERVICES NA.TlONALLY ADMINISTERED. 
Debt Interest and Management ... .. , -
National Pensions and Insurance ... C 
Defence ... . .. ... ... . .. D 
Tax Collection ... ... ... ... E 
All Other Services ... ... ... F 

TOTAr. ORDINARY EUENDlTURlil ... -
Statutory Sinking Fund·· ... ... -
Amount deducted from pre 1928 Ex- G 

penditure to adjust to present b88is. 
Post Office .,. ... ... . .. ... -
Excess of Exchequer Issue to the Road -

Fund over Road Fund Expenditure. 
Roundings ... ... ... ... .. . -

TOTAL PtmLISHED FIGURE ... -

1913. 1921. 

£In. £m. 

26·9 130'5 
10'7 28'4 

16'9 303·9 
14'4 114'9 
78'1 178·3 
'·3 12'9 

n'4 175'9t 

162'7 964'8 
7·6 25'0 
0·8 '·9 

24·2 56·' ., 2'1 

+·1 -
195·8 1,053'2 

APPEN 
NATIONAL 

TABLE A.-

1922. 1923. 

£m. £In. 

94'4 100'7 
14'3 12·8 

296·6 304·3 
120'8 114'7 
118'0 112'4 
10'7 10'0 
88'0 49'6 

742'8 704'5 
24'7 40·0 
"7 5·1 

50·0 49·3 
-·5 1·1 

- -·1 

821·7 799·9 

NOTE.-The figures in all these tables for the years 1913 to 1927 inclusive are 
Appropriation Accounts and are subject to audit. 

§ Including £2·6m. charged directly on Rating Relief Suspense Account. 
• Including U·8m. interest on National Savings Certificates met by borrowing. 
t Including Post Office excess expenditure £9·3 millions. 
t This total is less by £7 '4m. than the sum of the above figures in that the amounts 

.*The amounts actually applied or avail
able out of Revenue for REDUCTION oil' 
DEAD-WEIGHT DlUIT differed from the 
above figures owing to surpluses and 
deficits and were as follows :--

} 7'7 

I 
70·7 126·2 88·3 



DIX I. 

EXPENDITURE. 

SUMMARY. 

1924. 1925. 

£m. £m. 

102·8 126·7 
8·8 9·6 

308·7 304·3 
115·1 114·7 
116·9 121·5 
10·3 10·7 
34·8 30·6 

697·4 718·1 
45·0 50·0 
5·1 5·5 

50·9 53·9 
·4 ·8 

+·1 -
798·9 828·3 

1926. 1927. 1928. 

£m. £m. £m. 

118·9 117·3 115·6 
8·8 9·0 9·0 

314'3 309·0 311'5 
114·9 115'7 113·2 
117·4 118·6 115·7 
10·9 11'1 11·6 
30'5 26·3 25·1 

715·7 707·0 701'7 
60·0 65·0 57·5 
8·9 10·1 -

54'7 56·8 57·1 
-·2 ·1 3·5 

- +·1 -
839·1 839·1 819·8 

1930 Estimates. 1931 Esti. 
1929. mates. 

Original Total. Original. 

£m. £m. £m. £m. 

137'5§ 164·9 
n~ 

166·3 172'6 
9·5 9·3 9·3 9'8 

312'1* 304'6 304·6 302'9 
119'0 130·7 141·8 150·2 
115·4 111·9 112'7 111'4 
11·5 12·0 12·0 11'5 
24'8 26·3 27·5 26'3 

729'8 759'7 774·2 784'7 
47·7 55·4 55'4 52'0 
- - - -
58·7 60·3 60'3 58'2 
1·3 -4·3 -4·3 -10'0 

+2 -·1 -·2 -
830·3~ 871·0 885·4 884,1), 

Audited Expenditure; for 1928 and 1929 the figures show expenditure as given in the 

referred to in the notes § a.nd * were not met from revenue. 

Estimate Actua.l 

48·7 36'0 23·3 65·0 57·5 33·2 57·6 43·6 -



-- 1913. 

£000. 
Exchequer Contributions to Local Revenues in· 7,922 

cluding Looa.l Taxation Accounts and Tithe. 
Education (including Teachere' Pensions) ... 16,504 
Agriculture (including Forestry, Development 390 

Fund, Beet Suga.r Subsidy). 
Roa.d Fund Expenditure ... ... ... ... 936 
Health Services ... ... ... ... .. . 209 
Housing ... ... ... ... ... ... -
Police ... ... ... ... .. . ... .. , 440 
Unemployment Grants and Loans ... ... ... 54 
Coa.l Mines Subsidy ... ... ... .. . ... -
Miscellaneous ... ... ... ... ... .. . 425 

Tota.l Grant Services ... ... £ 26,880 

1913. 

£000. 
Wa.r Pensions ... ... ... ... . .. ... -
Old Age Pensions (non-Contributory) ... .., 9,805 
Widows, etc., Contributory Pensions ... ... -
National Hea.lth Insurance ... ... ... .., 3,966 
Unemployment Insurance ... ... ... .. . 602 

Tota.l ... ... ... ... £ 14,373 

TAJlLlI B.-GRAN 

1921. 1922. I 1923. 
I 

£000. £000. £000. 
9,381 10,131 13,323 

53,731 47,410 46,269 
24,Ollt 2,371 5,869 

8,547 12,154 12,913 
4,446 3,565 3,214 
9,061 8,049 8,326 
7,844 7,096 6,689 
3,805 2,268 2,971 
7,049 10 1 
2,627 1,302 1,160 

130,502 94,356 100,735 

• Borne directly on Ratin 
t Including Com Productio 

Agricultura.l D 
Land Settlemell 

TAJlLlI C.-NATIONAl 

1921. 1922. 1923. 

£000. £000. £000. 
95,810 80,630 72,596 
22,047 22,356 23,213 
- - -
9,215 5,839 6,084 
7,830 12,018 12,821 

134,902 120,843 114,714 



SERVICES. 

1930 Estimates. 1931 
1924. 1925. 1926. 1927. 1928. 1929. Esti-

Original. Total mates. 

£000. £000. £000; £000. £000. £000. £000. £000. £000. 
13,627 14,114 14,185 15,726 16,407 28,971} 45,507 45,707 46,246 

*2,570 
46,615 47,137 48,395 48,657 47,782 48,203 53,468 53,468 56,767 

3,287 3,841 5,521 6,994 5,583 8,261 9,095 9,785 5,428 

15,071 16,545 17,372 19,377 17,481 20,302 27,662 27,662 32,960 
3,207 3,460 3,676 4,128 3,953 4,175 488 488 188 
9,065 9,119 10,040 11,125 12,128 12,803 13,651 13,651 14,543 
7,106 7,701 8,066 8,094 8,299 8,419 11,456 11,456 11,950 
3,487 3,620 6,073 1,928 1,763 1,938 2,450 2,950 3,585 
- 19,000 4,199 29 - - - - -
1,378 2,126 1,409 1,270 2,234 1,841 1,115 1,115 889 

102,843 126,663 118,936 117,328 115,630 137,483 164,892 166,282 172,556 

Relief Suspense Account. 
Guarantee £18,059,000. 

velopment Grant £1,000,000. 
£2,647,000. 

PENSIONS AND INSURANCE. 

1930 Estimates. 1931 
1924. 1925. 1926. 1927. 1928. 1929. Esti-

Original. Total. mates. 

£000. £000. £000. £000. £000. £000. £000. £000. £000. 
69,939 67,320 63,583 60,175 57,117 54,472 51,976 52,225 50,396 
24,900 27,012 29,981 32,827 34,050 34,916 36,497 36,847 38,197 
- - 4,000 4,000 4,000 4,000 9,000 9,000 10,000 
7,125 6,850 6,447 6,681 6,290 6,241 6,730 6,730 6,491 

13,148 13,504 10,838 12,025 11,758 19,411 26,470 36,970 45,108 

115,112 114,686 114,849 115,708 113,215 119,040 130,673 141,772 150,192 
-, -~.~ 



avy ... . .. ... ... N 
Arm 
Air 

Y (including Ord. Factories) 
Force ... ... . .. 

Total. ... 

Customs and Excise ••. ... 
Inland Revenue ... ... 

Total ... 

--
_ .. 

Foreign and Colonial Services 

... ... . .. 
... 

... ... 

... 

.,. 
Imperial War Graves Commission •.• 
Oversea Settlement ... ... ... 

. .. . .. ... . .. ... . .. 

. .. £ 

... ... ... . .. 

... £ 

... . .. ... ... 

. .. ... 
Export Credits, Empire Marketing, Colonial Dev. 

Fund and Trade Facilities Acts Payments. 
Prisons ... ... ... ... .., . .. 
Scientific Investigatio~ etc. ... . .. ., . 
Currency Note Services ... ... ... . .. 
Works, Buildings and Stationery ... .. , .. , 
Civil Superannuation (excluding Revenue Depts.) 
Training of Ex-Service Men ... ... ... 

" " Unemployed ... ... ... . .. 
Liquidation of War Commitments ••• ... ... 
Remainder (General Administration, etc.) ••• ... 

Total ... . .. ... ., . £ 

1913. 

£000. 
49,078 
29,000 

..." 

78,078 

1913. 

£000. 
2,188 
2,104 

4,292 

1913. 

£000. 
1,498 
---

851 
452 

-
2,943 

786 
-
-
-

4,904 

11,434 

(a) Importation of CoaL 

TAlIL. D.-

1921. 1922. 1923. 

£000. £000. £000. 
76,885 58,170 64,748 
87,433 50,589 46,865 
14,005 9,243 10,752 

178,323 118,002 112,365 

TABLB E.-TAX 

1921. 1922. 1923. 

£000. £000. £000. 
5,667 4,410 4,161 
7,268 6,316 5,891 

12,935 10,726 10,052 

TABLB F.-ALL 

1921. 1922. 1923. 

£000. £000. £000. 
30,930 13,070 17,357 

527 352 765 
21 59 ~8 

1,083 284 91 

1,629 1,148 1,071 
1,215 987 974 

373 339 337 
7,439 5,042 4,909 
1,747 1,549 1,440 

12,200 7,096 4,173 
- - 44 

86,128 47,146 7,176 
f16,551 10,956 10,797 

6,728 (b) 
(a) 

166,571 88,028 49,562 

(b) Including 



DEFENCE. 

1930 Estimates. 1931 
1924. 1925. 1926. 1927. 1928. 1929. Esti-

Original. Total. mates. 

£000. £000. £000. £000. £000. £000. £000. £000. £000. 
56,341 60,715 57,868 58,841 57,832 56,608 52,395 53,098 52,181 
45,736 45,123 43,947 44,401 41,572 41,612 41,348 41,366 40,794 
14,826 15,708 15,623 15,380 16,364 17,189 18,159 18,178 18,437 

116,903 121,546 117,438 118,622 115,768 115,409 111,902 112,642 111,412 

COLLECTION. 

1930 Estimates. 1931 
1924. 1925. 1926. 1927. 1928. 1929. Esti-

Original. Total. mates. 

£000. £000. £000. £000. £000. £000. £000. £000. £000. 
4,145 4,257 4,355 4,371 4,356 4,449 4,547 4,549 4,346 
6,139 6,449 6,517 6,705 7,218 7,038 7,464 7,475 7,170 

10,284 10,706 10,872 11,076 11,574 11,487 12,011 12,024 11,516 

OTHER SERVICES. 

I 

1930 Estimates. 1931 Esti-
1924. 1925. 1926. 1927. 1928: 1929. mates_ 

Original. Total. 

£000. £000. £000. £000. £000. £000. £000. '£000. £000. 
7,637 7,066 5,381 4,285 2,141 2,233 2,361 2,824 2,834 

952 774 1,006 545 671 536 652 652 602 
388 494 1,074 1,242 1,097 852 833 833 265 
50 40 520 567 761 868 1,671 1,733 1,867 

1,077 1,098 1,063 1,070 1,044 1,059 1,089 1,089 1,032 
1,074 1,149 1,193 1,198 1,191 1,331 1,290 1,290 1,263 

340 360 346 364 380 - - - -
5,318 5,695 5,256 5,146 4,996 4,829 5,138 5,437 5,536 
1,532 1,577 1,648 1,695 1,742 1,794 1,896 1,896 1,927 
2,485 962 249 55 31 27 30 30 t 

151 213 198 192 651 728 1,002 1,002 563 
1,181 571 706 715 585 690 166 166 t 

12,619 10,580 (10,386 9,238 9,805 9,859 10,177 10,519 10,453 
l 1,500 

(a) 

34,804 30,579 30,526 26,312 25,095 24,806 26,305 27,471 26,342 

Importation of Coal. t Included in Remainder. 



TABLB G.-ADJUSTMENTS OF PRE-1928 

In 1928 accounting changes were made involving the exclusion from the Budget 
In order to exhibit a. proper comparison with 1a.ter yean the expenditure of the yea1'8 
ha.ve been a.dded ba.ck to the total expenditure figures in Table A., in order to a.chieve 

lNTlmEsT on Victory BOnds, etc .• and 
on Wa.ys and Mea.us borrowing 
from Government Depa.rtmenta. 

t.i 
INTEREST on money raised under Un-

employment Insurance Acta. 

Deducted from 

Debt Interest •.. 

Remainder, Table F ... 

••• Remainder, Table F ••• 

Tax Collection, Table E 
(Inland Revenue). 

;rrlsh Services, Table A ••• 

Total Fee Sta.mps ... £ 

TuCllEBS' Sl7l'ERANNUATIOl'l' COFrBl- Educa.tion, Table B 
Blr.l'IOl'l'S. 

TOTAL DEDUCT.Iol'l's from Audited 
Expenditure. 

1913-14. 

£000. 

8M 

95 

86 

835 

835 

1921-2. 

£000. 
3.435 

103 

1,194 

103 

84 

1,381 

4,919 
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EXPENDITURE TO PRESENT BASIS. 

figures of certain items whioh had. hitherto entered into both Revenue and Expenditure. 
prior to 1928 has been adjusted by deduotion of the above items. The amounts deduoted 
reconciliation with the published figures of revenue and expenditure. 

1922-3. 1923-4. 1924-5. 1925--6. 1926. 1927. 1928. 

£000. £000. £000. £000. £000. £000. £000. 
2,695 3,026 3,478 3,887 4,273 4,802 -

718 784 406 361 573 1,178 -

1,126 1,120 1,094 1,083 1,094 1,103 -
106 114 109 111 109 121 -
27 31 31 32 34 36 -

1,259 1,265 1,234 1,226 1,237 1,260 -
- - - - 2,779 2,896 7 

4,672 5,075 5,118 5,474 8,862 10,136 7 
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APPENDIX ll. 

(See paragraph 259 01 Report. 

AIRSHIPS. 

Copy of Letter Addressed to the Chance~~or.·0l.the Exchequer. 

8.th May, 1931. 

DEAR CHANCELLOR OF THE EXOHEQUER, 

In our examination of Air Estimates we have noted that pro
vision has been made in Vote 3 in respect of Airships of £50,000 
.. on account," pending a decision .of H.M. Government as to 
their future policy . We understand that before taking that 
decision H.M. Government would be glad to have before them our 
views on the question of the desirability of incurring. further 
expenditure on this account. We have accordingly obts.ined from 
the Air Ministry a statement of the proposals which they intend 
to lay before the Cabinet, and have taken oral evidence thereon 
from the Secretary of the Ministry, Mr. Bullock. 

The Air Ministry propose to adopt the policy of a. •• watching 
brief," including the refitting and recommissioning of R100 and 
its use for short experimenta.1 flights, at a total estimated cost of 
£120,000, rising ~o £140,000 a year. This would involve a Supple
mentary Estimate of £70,000 this year, and a corresponding 
increase of expenditure in future years, against which the Air 
Ministry are unable to suggest any economies under other heads. 
This liability would continue until the experiments now being 
made in Germany and the U.S.A. have reached a point when it 
can be definitely stated either that there is no commercial future 
for the airship, or that it is worth while for H.M. Government to 
negotiate with outside interests for the construction and operation 
of airships on a commercial basis, presumably with the aid of a 
Government subsidy . We understand that the present Air Council 
do not contemplate in any circumstances a further programme of 
construction by the State itself. 

After due consideration, we think that this proposal should be 
rejected, for the following reasons :-

(1) In the first place, we consider that in the present financia.1 
stringency an exceedingly strong case would have to be made out 
before any new service of this ms.gnitude could! be sanctioned. In 
our opinion no such case has been made out in favour of the 
present proposal. 

(2) On the contrary, even if the financial situation were less 
unfavourable, we should regard further expenditure by the State 
on Airship development as extremely speculative;-



(a) It, has always been open to grave doubt whether Airships 
ca.~ ever be flown. under ~he conditions of safety and regularity 
whlCh are essentlal to a. commercial service; and this doubt 
has obviously been increased-to put it no higher- by the 
R.101 disaster. 

(b) 'rhere appears to be no means of estimating the cost of 
operating suoh' 'if service, incluiding depreciation, or the 
probable receipts. Viewed as a. business proposition, the 
scheme isa pure gamble; and while it can safely be assumed 
that a State subsidy would be needed for very many years to 
come, the amount 'required IS quite uncertain. 

(c) H.M. Government already spend £350,000 a year on 
subsi,dies to heavier-than-aircraft services, and we understand 
that plans for additional services are under consideration. At 
the same time new fast steamship services are being promoted 
by several companies; while the possibilities of new develop
ments by wireless telegraphy and telephony are almost un-, 
limited. It is at least doubtful whether the amount of fast 
traffic, both mail and passenger, will be great enough to 
support the competition of airships, which are unlikely to 
afford more than lit compromise between the rival claims of 
speed, comfort, regularity and security, with ~hese other forms 
of servi~. 

(3) The Air Ministry contend that it is worth while to continue 
to operate the R.100 because it is only by this means that a 
trained crew can be retained in being and the highly skilled! art 
of airship naviga.tion kept alive in this country. We do not over
look this argument, but we would observe that on ~he Air Ministry's 
own showing the importance of this object is relative, not absolute; 
they are prepared to spend £140,000 a year to secure it, but not 
£240,000 (if helium has to be provided). If airship development is 
ever revived in this country as a result of successful experiments 
abroad, in our opinion it is reliOOnable to expect that we shall be 
able to make a friendly arrangement with other Governments for 
British crews to be given the necessary training on foreign air
ships. Facilities for training in the R.N. and R.A.F. are 
commonly provided by H.M. Government for the personnel of 
other countries and we do not think it necessary to pay £120,000 
a year to insure against the risk that such facilities will be denied 
us, provided that we are willing to pay a reasonable price for the 
privilege. 

(4) Although the Air Ministry inform us that they are deter
mined at all costs to restrict expenditure during the next few years 
to a. maximum of £140,000 a. year, we think that it may prove 
very difficult to adhere to this resolution, especially if, as seems 
higbly proba.ble, public opinion should insist on the substitution 
of helium for hydrogen in the R.100 as a necessary measure of 



safety. The present Council cannot of course bind its successorB~ 
Generally speaking, we think that the existence of a ElUcleu 
organisation is a standJing temptation to expenditure on :furthe 
developments, which the Sta.te is unlikely to be able to &fIord. 

Even under favoura.ble economic conditions, we think thkt the 
above considerations are such as would render very great caution 
necessary before further indefinite commitments were entered~·into 
by the State. Under existing financial conditions we regard 'them 
as conclusive against the Air Ministry proposal. 

We therefore recommend that B..l00 should forthwith be" 101d 
or dismantled, that expenditure in 1931 be restricted to the £50,000 
provided in the Estimates, and that expenditure in future years 
be kept at least within the limit of £20,000 per annum mentioned 
by the Air Ministry. Whether it is really necessary to spend up 
to that limit we have not had time to satisfy ourselves; the details 
would no doubt be carefully scrutinised. by the Treasury. 

We think that there may be a. good case for retaining Cardington, 
at any rate until a. favourable opportunity occurs for disposal 
of the property; the question should be brought up for review a.fter 
say three years. 

The Right Hon. Philip Snowden, M.P. 

(10905-43&) wt. 8917-401 7600 7{31 P. at. G.33Ii 

Yours faithfully, 
G. E. MAY. 
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