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NOTE. 

I" these post-war years all accepted political doctrines 
ue tmdngoing cluUlenge, and " vast number of inteUi
gelll people Juwe lest the anchorage of political principk, 
tJM "" drifting in· bewilderment on a setJ of conflicting 
kleas. 

The pamphlets of which this is one tJre designed as 11 

rontribuJU:m tcwards clarifying this confusion. They 
tm issued under the tJuspices of the Council of t'M 
Lioe1al Summe1 Schools. But thry tJre not intended 
ro preach a rigid party orthodoxy. Their aim is 
constructive study and enquiry rather than dogmatic 
assertioll 01 acrid denunciati<m. Some of t'M writt'fs 
"''' ttOt eve" professed adherents of I'M Libe1al party. 
Bill all have beet~ invited ro u'rite because tliey have give" 
specU!.l study ro the subjects with which tliey have to deal. 
Alld all 11.1e united by two beliefs: the first, a deep 
dissatisjadi<m with many aspects of the existing Mdt'f, 
at home attd ~~broad; t'M second, a conviction that tliese 
evils ca11not be cured by t!J.e glib repetiti011 of sweeping 
fMmula, 01 by violence 0, class-conflict, M by mere 
destruction, but only by hard thinkint and good will. 



THE BUDGET OF 1933 
"Annual income twenty pounds, annual expendi· 

ture nineteen nineteen six: result happiness. Annual 
income twenty pounds, a.nnua.l expenditure twenty 
pounds ought and six: result m1sery." 

THIS sound piece of advice of 11 that famous 
English financier Mr. Micawber" was the 
theme of a discourse by the American dele

gate to the Brussels Financial Conference of 1920. 
The French interpreter, to make the point clear 
to his cosmopolitan audience, gave the quota
tion in franCs; the Belgian printer, thinking that 
500 francs was too small a sum to figure in an 
important financial statement, assumed that six 
noughts had been omitted, and in the French text 
of the verbatim report next morning we learned that 
"a coWl try whose income was soo,ooo,ooo francs 
and expenditure 490,000,000 francs would be happy 
and prosperous, but with expenditure at 51o,ooo,ooo 
francs would be faced with disaster." Though 
between them they had hopelessly bWlgled the 
epigram, and incidentally given the writer endless 
trouble in answering inquiries from Dutchmen, 
Finns, Peruvians and Chii1an1en as to who this new 
financial expert might be, our Continental friends 
had by accident stwubled on the soWldest of the 
rules of public finance. There may be some who 
think the doctrine that a nation must pay its way is 
old·fa.:)hioned or academic, and it is true that a nation 
may put off the disagreeable necessity for a season. 
But the reprieve is only temporary, and in the end, 
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in one fonn or another, income and outgo must 
balance. A nation that lives by borrowing will 
one day have to tax its citizens to pay interest and . 
principal on its national debt, while the coWltry 
which endeavours to carry on by the issue of paper 
money is indirectly but surely depriving its citizens 
of purchasing power. The cost of government, of 
armaments, or of subsidies, must inevitably and in 
the long run be drawn from the available resources 
of the country .. There is no escape from this neces
sity, and when we enunciate the maxim that countries 
should balance their budgets we are, in fact, saying 
that it is better that this inevitable equilibrium 
between the activities of government and the deduc
tion which it makes from national resources should be 
a conscious and carefully planned act rather than 
be left to economic forces which are often extremely 
harsh in their operation. 

Budget equilibrium is thus not merely a matter 
of national account keeping. It underlies all ques
tions of national policy and of social refonn. The 
expenditure side finances, and therefore limits, the 
activities of the State at any particular period. The 
revenue side is also a matter of the greatest economic 
importance, for the way in which taxes are levied 
may greatly affect economic activity, and may even 
considerably alter the distribution of wealth among 
various sections of the nation. The graduation of 
direct taxes in relation to wealth, which was the 
chief innovation in taxation policy in the twenty 
years before the war, largely received its public 
support on these groWlds, and one of the problems 
of the future is undoubtedly whether the instrument 
of taxatian is to be further extended for the purpose 
of modifying the unequal distribution which results 
from the system of private enterprise. 
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But important though it is even in ordinary times, 
the Budget is superlatively important to-day, for it 

. has to meet the burden of interest upon something 
like two-thirds of Great Britain's war costs-the 
remaining third having been paid for out of current 
taxation dming the war. The financial legacy of 
the war will be appreciated from the fact that, in 
the present year, interest on debt, the charge for 
Sinking Fund, War Pensions, and outstanding war 
obligations amount to about £450 millions ; that is, 
to two and a half times the total of our last pre-war 
Budget. With this enormous sum to pay in addition 
to the greatly swollen cost of Government adminis· 
tration, of defence, and of various forms of current 
expenditure, it is little wonder that there is a dis· 
position to take a pessimistic view of the future, 
and, in particular, to regard this heavy burden as 
blocking the way for a generation to all schemes of 
social amelioration which involve public expenditure, 
however modest. The total which we have to raise 
each year is, indeed, enonnous ; but it is well to keep 
a sense of proportion. The object of this paper 
is to show that, if the financial principles which were 
de\·eloped, in the main by Liberal Chancellors of the 
Exchequer, before the war are applied with con· 
sistency and vigour, if all avoidable expenditure is 
drastically curtailed, if a sound monetary policy is 
pursued, and if we can secure steady progress in 
matetial production, our burden may be reduced 
to manageable proportions. 

In a discussion of this kind, however, vague state
ments have little meaning, and the thesis of this 
paper has, therefore, been cast into the form of a 
hypothetical Budget ten years hence. It is hardly 
11~ to say that this is not in any sense a 
prophecy. It is merely an expression in figures of 
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what we may hope to attain if certain policies are 
continuously pursued. 

The Budget and Prices. 
Of the considerations mentioned in the preceding 

paragraph, the two that are most fundamental and 
will affect most the ability of the country to meet its 
obligations are : (1) The future value of money ; 
and (2) the future productivity of the country. 

The war debt is payable in pounds sterling, and its 
burden, therefore, depends largely upon the future 
level of prices. The interest charge is fixed at about 
£310 millions, and this would be a crushing obligation 
if the joint national income of the country only 
amounted to £2,000 millions. But if all prices, 
wages, salaries, etc., were doubled, so that the national 
income became £4,000 millions, the burden of this 
fixed charge would be greatly reduced, though the 
physical production of the country would be un· 
changed. It is obvious that if we cared to indulge 
in inflation, as Germany has been doing, and raise 
prices and wages enormously, and so depreciated 
the £, that part of the national debt which is payable 
in pounds sterling would, in fact, be virtually 
repudiated. In view of the object lessons which we 
have recently been given by certain countries of 
Europe, there is no one who would seriously recom· 
mend that solution in Great Britain. On the other 
hand, it is evident that if wages and prices were to fall 
back to their pre-war level the burden of the national 
debt would become much heavier than at present. 
Now the future of prices is to some extent in our own 
hands, and may be influenced by monetary policy. 
Prices in 1923 have, on the average, been about 
75 per cent. above those current in Great Britain in 
the five years before the war. I suggest that it 
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would be sound policy for Great Britain to endeavour 
to maintain prices at about this present leveL Some 
of the national debt was borrowed when prices were 
lower than at present, but some of it at a higher 
level, and from the point of view of equity to the 
nation's creditors the fairest outcome would be that 
capital and interest should both be repaid with 
prices approximately where they are to-day. More-
over, a steady level of prices is of the utmost import· 
ance in encouraging steady trade development and 
legitimate business enterprise, while checking the 
violent variations of employment which are the 
greatest disturbing element of our economic system. 
In what follows I shall asswne that in the next decade 
prices will not fall appreciably below their present 
level; that by 1933 the slow, but definite, upward 
movement in prices which had been in progress for 
twenty years before the war, owing to the rapid 
growth of the world's gold supply and to economies 
in its use, will have been re;wned, and that in that 
year we may asswne prices to be about 100 per cent. 
above the average level of the five years before the 
war.• 

The Budget and Production. 
The second and even more important consideration 

is the future of Great Britain's productivity. What 
a-.sumptions can we make on this vital problem ? 
The significance of the question is at once apparent 
if we consider for a moment ~·hat happened ont 

• This doea not mean indation or that the £will remain, 
divorced !rom a gold standard. The irulicatioDs are that, 
long bt-tore the decade i.s over, American pnces will have 
nseo to at kast 100 per cent. over tho6e preVlUlmg in lw~H. 
lt thiS arltlopahoo IIi correct, normal relations betweell th• 
dollar and the£ will be resumed-perhaps at an early date
Dot by the t.ill in EngiJ:i.h pnc.es, but by the rise m Americaa 
pncoa. 
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hundred years ago. It is not generally realised that 
the burden of our present national debt is approxi
mately the same as that which was left by the 
Napoleonic Wars, when measured in proportion to 
the wealth of the country. Our present national 
debt is about ten times the national debt of x8x8, 
but the joint income of the nation to-day is also ten 
times the national income of x8x8.* 

The situation is, therefore, not entirely unpre
cedented. In .the century that followed the 
Napoleonic Wars the national debt became a matter 
of steadily diminishing significance owing to the 
enormous growth of population and of wealth in 
the nineteenth century. Can we safely assume 
that this process will be repeated in the twentieth 
century ? It would take the discussion too far 
afield to enter into this highly speculative question. 
For the purpose of the present discussion I shall 
assume the answer to be as follows :-Since other 
great industrial nations have challenged, and even 
surpassed, the achievements of this country, and 
manufacturing processes and commercial practice, 
which one hundred years ago were almost confined 
to Great Britain, are now world-wide, we cannot 
expect to repeat so rapid a development of either 
population or of wealth per head as that which 
occurred in the nineteenth century. On the other 

• It was estimated that in 1818 the national income was 
nearly £400 millions; the National Debt was £791 millions; 
and the debt charges in the Budget £32 million!, t.l., about 
8 per cent. of the nation's income. In 1913, the national 
income was about £2,240 millions, the National Debt £61Sl 
millions, and the debt charge £241 millions, i.e., about 
11 per cent. of the nation's income, In 1923 the gross national 
income is not far short of £4,000 millions (thanks to the rise 
in prices), the National Debt is £7,733 millions, and the debt 
charge £350 millions, i.e., nearly 9 per cent. of the national 
income. 
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hand, we may take it for granted that there \11ill 
be little, if any, slackening in the progress of man's 
control over the material world, or in the spread of 
population in WlOCCUpied or thinly-peopled areas, 
or in the diffusion of the products of material progress 
among the more backward and densely populated 
countries of the world. This should mean a large 
and continual gro'fl'tb of the world's international 
trade. It is not unduly optimistic to assume that 
Great Britain's geographical position between the 
old and new world, her natural resources, her indus
trial history, and the quality of her people will enable 
her to retain, not her old proportion, but at all events 
a large and increasing amount of this international 
commerce. I shall, therefore, assume that the total 
material income of the country in tenns of goods and 
services will increase by 10 per cent. in the next 
decade-an increase substantially more modest than 
the average increase during the last hundred years. 

The Budget and Protection. 
It is, however, important to emphasise that such 

an increase could not possibly take place, but, on 
the contrary, we should be faced with a fatal shrinkage 
in our material well-being, if any government were so 
foohsh as to attempt to make Great Britain self
sufficing. Our material progress has heel made 
~1ble because we have been a nation of specialists, 
txcha.nging our goods and sef'\ices for the products 
of other specialtsed communities, and our wealth 
will only increase if 't\'e continue on this course. 
It is ob,·ious that if every nation shut itself off, and, 
by prohibitions or high tanffs, succetrled in making 
lt)(lf sdf-sufficient, international trade would ~. 
On the other hand, O\'erseas commerce "·ould reach 
its lll.Al.imurn if all barriers to trade are removed 



IO The Budget ol 1933. 

and the nations pursue a policy of international 
division of labour and concentrate on those fonns 
of production for which they are most suited. It 
is no accident that, while the dependence of Great 
Britain on exchange is also fully realised by all of 
our great exporting industries, the leaders of the 
shipping industry of Great Britain have been, and 
remain, the staunchest defenders of Free Trade. 
In basing my forecast on a 10 per cent. increase of 
national wealth jn the next decade, I assume that 
Great Britain will remove all traces of Protection 
from her fiscal policy. By so doing she will not merely 
remove her own barriers to trade, but will free her 
hands to take the lead once more among the nations 
in a policy of removing of barriers which have 
tended so seriously to increase since the war. 

This increase of wealth, is not so optimistic an 
assumption as might appear at first sight from the 
fact that we have at present such an unexampled 
number of unemployed in this country. These large 
numbers represent, in the main, the increase in the 
adult population since 1914· The high birth-rate 
of the eighties and early nineties has been having its 
effect in recent years on the number of persons of 
wage-earning age in the country, and, as emigration 
stopped during the war, the increase of persons 
between 15 and 6o was very large. If we look at the 
actual numbers employed, where figures are available, 
they are as great, or greater, than those of 1914. 
Two years ago the most optimistic estimates did not 
put our physical volume of production in Great Britain 
higher than 8o or 85 per cent. of the pre-war figure. 
That percentage has risen to something in the 
neighbourhood of 100 per cent. during the present 
year, and must increase well beyond 100 per cent. 
if we are to absorb even our present unemployed. 
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A 10 per C<'Jlt. increase in our national production in 
ten years is, therefore, a very modest assumption, 
and we must hope greatly to exceed this. 

Principles ol Taxation. 
Having made these two assumptions in regard to 

the fundamental conditions, I turn to the more 
definitely fiscal aspects of the Budget of the future, 
and will deal, in the first place, with taxation. It 
will be readily agreed that we should endeavour, on 
the one hand, to make the total burden of taxation 
as light as possible, and, on the other, that we should 
so adjust it that taxation falls as equitably as possible 
and interferes as little as possible with the free 
development of our economic life. As regards the 
first point, taxes inevitably act, partly as a check 
upon savings, and partly as a check upon consump
tion. One of our first cares must be that saving 
should not be unduly discouraged. If taxation gets 
beyond a certain point, or if very drastic changes 
are made, those who own capital or are in a position 
to save may be tempted either not to do so or to take 
their possessions abroad, and thus make it more 
difficult for home industries to get an ample supply 
of capital. There is no reason to think that our 
taxation up to the present has led to an exodus of 
capital from Great Britain, but it has happened in 
some other countries of Europe. We cannot alto
gether ignore the comparison between the taxation 
levied in Great Britain and the taxation levied in more 
fortunate countries overseas as an influence which 
may atlect the resources which we shall have for our 
industrial development. 

Capital LeVJ, 
There is, howe\·er, no short cut to a lower basis 

of t.uatioo ; nor is it practicable to ,et the wretched 
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busin~ over quickly by making a desperate sacrifice 
here and now. The capital levy has been put forward 
a& a way of doing this, but I shall put this solution 
on one side. A very pertinent contribution was 
made to this controversy by Sir Josiah Stamp a 
year ago at Oxford, • and I do not propose to deal 
here with arguments which are now very familiar. 
It is unsound to argue that, whereas taxes on 
income are perfectly legitimate, taxes on capital are 
inherently wicked, for we already have capital taxes 
in the Budget; and capital is a common basis of 
taxation abroad. But there are grave economic and 
practical obj~ctions to. the plans commonly put 
forward. It 1s, however, for what I may call the 
political arguments that I put the capital levy on 
one side. A capital levy would only be tolerable as 
a substitute for some of the existing taxes on income. 
But there would be a temptation to a Government 
bent upon high expenditure to keep taxes on income 
high in addition to the levy on capital. This would 
mean an intolerable burden on industry. Moreover, 
the fear is deep rooted that if a capital levy were 
once imposed it might be repeated, perhaps as part 
of a deliberate policy to get into the hands of the 
State a large part of the nation's industrial capital. 
As time passes these fears gather force. I do not 
believe it will be practical politics for any party to 
impose a capital levy ten years after the war has 
passed into history. At any rate, my purpose is 
to show what can be done by other means. 

These objections, however, would not apply to a 
voluntary payment out of capital. I throw out for 
consideration the suggestion that a part of the existing 
income and super taxes should be earmarked as War 
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Tax, and that the taxpayer should be ofiered terms 
which might tempt him to compound for theH taxes 
by a capital payment at his option. This principle 
was successfully applied to the land tax of a hundred 
years ago. The suggestion might be worked in two 
ways. One is that income tax payers might com· 
pound, say, for sixpence, a shilling, or one-and-six
pence in the pound on their income for a period of 
years or for life. This plan would have a rertain 
speculative element about it, for if the taxpayer's 
income was increasing during the period he would be 
getting off lightly, whereas if his income were dwind- ' 
ling he would be paying more than on the income 
tax principle and the Treasury would benefit. This 
speculative element might, indeed, be one of the 
attractions of the scheme to the public. The other 
device is that, by a capital payment made now, the 
taxpayer would be entitled to deduct a given fixed 
sum from his income tax payment for a given number 
of years. This plan would be much less speculative 
than the first, except that the taxpayer would benefit 
if the rate of interest in general fell. He would, in 
fact, capitalise his income tax payments on favourable 
terms. If either of these plans proved attractive 
they might do something to relieve the overwhelming 
influence which the debt, and the consequential 
activities of the Treasury, exercise at present in 
the capital market. 

If, however, we must abandon any hope of a short 
cut to ease the situation in our public finance!, we 
mu!>t consider carefully how the burden of taxation 
may be adjusted so as to fall more fairly and without 
harmful effects. In this connection there are certain 
proposals for altering our tax system which call for 
nottce before \\'e are in a position to outline the 
Budget of the future. 
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Site Values. 
In the first place there is the proposal to tax 

site values of land. The arguments for taxing site 
values depend upon the economic results of removing 
taxation from buildings or agricultural improvements 
and fixing the burden in proportion to site value. 
The plan does not open up a large untapped source 
of taxable capacity ; still less is it a source from 
which all other taxes could be replaced. The total 
income of landlords from both houses and land before 
the war was J.lOt much more than the total Budget 
receipts. Obviously the whole income of landlords 
could not possibly be taken in taxation without 
serious economic effects, for the greater part of it 
represents the return to capital invested in buildings 
or land improvement, and not a rent for site value 
at all. To-day, when rent has been prevented from 
rising by legislative enactment, while the Budget has 
increased fourfold, the idea that a single tax would 
meet our needs is fantastic. Moreover, real property 
not only bears the ordinary taxation of income 
under the income tax, super·tax, etc., but it also 
bears an exceptionally heavy burden in respect of 
rates. The Liberal policy of taxing land values 
aims at easing the housing situation and encouraging 
development by transferring existing burdens on 
real property from existing assessments to site value, 
and so avoiding the folly of taxing improvements to 
buildings or land. The change is an important and 
very desirable one, and a start should be made by 
~sessing new buildings on the new basis. But this 
means a transfer of taxation. It is not a new source 
of income. 

Death Duties. 
In the second place, economists, politicians and 

business men in many countries have been in recent 
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years a-.king whether the State should not control 
to a greater extent than it already does the right 
of inheritance. Death duties are already heavy, but 
the arguments in their favour, which are dealt with 
in another pamphlet of this series, are strong. Being 
levied at a time when property is being transferred, 
they cause less disturbance than a corresponding 
levy at any other time. They are a tax upon capital, 
but, as assessments of estates are being made con· 
tinuously, they do not involve the enormous diffi· 
culties which would be involved in the assessment of 
the whole nation's capital at any one time, and 
finally, and perhaps most important, they Wl· 

doubtedly can be used to limit the exaggerated 
advantage with which the inheritors of great wealth 
are able to start in life. The tax is commonly paid 
out of income by the device of death duty insurance 
policies, and even if it is not so paid it, in fact, falls 
upon income, because the inheritor has his capital 
reduced. But though it is to be regarded as a 
capitalised income tax, it is one which the taxpayer 
can adjust to his changing circW11stances, and can 
pay when and in what fonn it suits him best. There 
is a case for amendment of our present law when an 
estate changes hands a number of times through 
deaths occurring in rapid succession. But such 
objections can be met by administrative changes ; 
they are not a criticism of the principle. 

Direct '. Indirect Twtion. 
The income tax and super-tax will, however, remain 

the chief insmunents of our financial system. There 
is much to be done to make them more equitable, 
particu.Luly in the direction of reducing the burden 
on precanous or earned middle class incomes and by 
a.djustmg abatements on family incomes. The sug-

Jj 
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gestion of Mr. Sidney Webb to divide family income 
in proportion to the number in the family, and to 
give abatements on each section of the income, is 
an extreme one. But the present plan, though it 
has increased abatements, etc., as compared with the 
inadequate allowances of five years ago, is still 
much too favourable to the unmarried receiver of 
earned, and still more of unearned, income. I 
contemplate a more radical graduation of the income 
tax both in its lower and in its upper ranges. But 
with this provis~ it remains the most elastic, the most 
direct and the most innocuous in its economic effects 
of all our taxes. In any case, direct taxes, and the 
income taxes in particular, have many advantages 
over indirect taxes. The latter take no account of 
the circumstances of the taxpayer, and in the case 
of taxes on necessaries cannot be evaded, but must 
be borne by rich and poor alike. But the income 
tax can be graded to fall in proportion to the ability 
of the taxpayer to pay. Again, whereas taxes on 
commodities tend to raise their price and directly 
affect the economic circumstances of the market for 
the commodity in question, the income tax has very 
little effect upon prices, which, for the most part, 
are governed by the costs of those who make very 
little profit, but only just pay their way. 

On the other hand it would not be equitable to 
endeavour to abolish indirect taxes altogether. For 
administrative reasons it is not easy to impose an 
appropriate income tax on wage-earners, the cost of 
collection and the difficulty of assessment being 
prohibitive. At the same time, in a democracy where 
nearly the whole adult population has a vote it is 
politically undesirable that there should be a large class 
which does not contribute to the Exchequer and is, 
therefore, nQt clirectly in.t~r~ted in tlle important 
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question of securing Budget equilibrium. There is a 
strong case to be made on these grounds for maintain· 
ing indirect taxes to a small extent upon necessaries, 
which should be regarded as the wage-earner's definite 
contribution to Government revenue. The case for 
luxury taxation is even stronger. Such taxes are 
paid in small amounts at a time when the taxpayer 
is parting freely with his money, and the convenience 
of this method of raising revenue is strengthened 
by the consideration that, if it has any influence on 
the taxpayer's action at all, it is to check forms of 
expenditure that are not particularly desirable. In 
the desire to ease the burden of the main taxes 
hitherto considered, an effort must be made to find 
new sources of luxury taxation. The proposed tax 
on betting seems to me to fulfil all the conditions of 
a good luxury tax, its imposition tending to restrict, 
if it affects at all, the amount of betting done. The 
further taxation of motorists is another obvious 
source of revenue, particularly because these taxes, 
whether upon cars or petrol, are comparatively easy 
to admin1ster. 

Beer and Tobacco. 
While, however, our indirect taxes can be supple

men"ted with advantage, there is no question that our 
present dependence upon the alcoholic and tobacco 
duties is excessive. In the present year these taxes 
will probably yield about £zoo millions (of which 
£so nullions will be from tobacco), a figure which is 
more than 25 per cent. of the Government's total 
revenue for the year. If these receipts increase 
with increasing population and wealth, while the 
Budget shnnks, these taxes would in ten years 
represent one-third of the Government's revenue. 
The task of forecasting the yield from these duties 
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ten years hence involves another frophecy. I 
venture to suggest that the influence o temperance 
propaganda, the increase of other forms of amusement 
than that of lounging in a public-house or tippling in 
a club, the growing disapproval of public opinion 
towards drunkenness, and the recognition of improved 
health and efficiency that results from sobriety, will 
combine to reduce the consumption per head of alcohol 
in Great Britain, even if these influences do not lead 
us to prohibition. I think, therefore, that in any 
case we should be wise to anticipate a reduced yield 
from the alcohol duties. 

The idea that these taxes should be used as a lever 
for reducing the consumption of alcoholic liquors 
raises the question whether taxes should be used for 
other than financial purposes. To some extent 
these taxes undoubtedly limit the consumption of 
alcohol. It is obvious that, if the whole of these 
duties were repealed, beer, wine and spirits would be 
-so much cheapened that their consumption would 
certainly increase. On the other hand, a reduction 
from their present high level to something nearer 
the pre-war duty would, in my judgment, have a 
comparatively small influence as compared with the 
more deeply rooted influences just mentioned. And 
when we get on to purely fiscal grounds, there is solid 
reason for regarding these high yields as a weakness 
in the British Budget, for we put too many eggs into 
one basket. If a wave of temperance spread over 
the country the Exchequer would be seriously 
depleted, and would need to improvise quickly some 
new sources of revenue. It may be said that greater 
temperance would make England so much more 
efficient that other taxes would quickly become 
more productive. But such increases could not 
possibly fill so large a deficit as would be made in the 
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Budget. Moreover, if indirect taxation is intended in 
the main to supplement direct taxes, and to be paid by 
the large number of voters who do not come within 
the ambit of the Inland Revenue, it is right that the 
incidence of indirect taxes should be as wide as 
possible. I suggest, therefore, that on all grom1ds it 
1s proper to budget for a reduced, and not for an 
increased, yield from the alcohol and tobacco duties. 
If the reduction comes of itself, it will be a welcome 
sign of sobriety ; but if not, we must make a beginning 
to broaden the basis of taxation ; but not by cheapen· 
ing alcohol so much as to encourage a largely increased 
consumption. 

To sum up the main changes in the drift of taxation 
in the next decade, I suggest there should be further 
readjustments of income tax as between high and low, 
earned and m1eamed, and individual and family 
incomes, and that we must endeavour to secure a 
reduction in the rate of the income tax, part of which 
should be compensated by an increased yield from 
death duties. Secondly, a search should be made 
for new sources of indirect taxation upon luxuries, 
to compensate for the reduction of taxation upon 
necessaries ; and we should modify somewhat our 
excessive dependence upon the alcohol and tobacco 
duties. 

Reparations and Allied Debts. 
Before leaving revenue, it should be obseiVed that, 

in forecasting the Budget, no allowance should be 
made for any receipts either in respect of the debts 
due to us from our Allies or in respect of reparations 
from Germany. Up to the present it is true that 
we have received a certain amom1t in reparation 
payments, but our revenue from this source has been 
more than swallowed up by the cost of the armies of 
occupation. There are three grounds for writing 
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these two items off as bad debts. In the first place 
it is the principle already adopted by British Chan· 
cellors of the Exchequer ; in the second place, one 
may venture to prophesy that if Europe is to return 
to settled conditions-an assumption on which all 
the figures in this paper depend-it is certain that the 
German reparation debt will have to be written down 
to a figure which will not do much more than pay 
the cost of actual physical damage, and that it will 
not be practicable to reach a general agreement 
with France, Italy and Belgium if we insist that part 
of their receipts must be passed on to us in the form 
of interest on Inter-Allied debt. Thirdly, it may 
confidently be expected that, in the long run, public 
opinion in this country, and probably in America 
also, will recognise that this is not merely a practical 
necessity, but also that it is the only just solution 
of this problem. If the burden of the war were 
adjusted between the Allies in proportion to their 
ability to bear it, with due regard to the sacrifices, 
not only of money but of men, that they have made, 
France, Italy and Belgium would certainly not be 
regarded as being in our debt. If the British people 
get it into their heads that France has run amuck in 
Europe, and that her policy unnecessarily prolongs 
the political and economic disorder of Europe, they 
will be disposed to use every available means of 
bringing pressure upon her to alter her policy, and 
one of these may be a request for her to pay our debts. 
But if at any time we arrive at the point that we can 
again co-operate with France to secure real peace 
in Europe, and thus restore Allied solidarity, the idea 
of asking France to hand over to us any part of those 
receipts from Germany, which are needed to restore 
the waste places of Northern France, would be 
repugnant to the British sense of justice. 
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It may be asked whether this line of reasoning 
does not apply also to our debt to America. The 
answer is that the two cases are not on the same 
footing. The United States Government never gave 
its adherence to the repeated declarations of the Allies 
to one another that they undertook to pool their 
economic and military resources in the common 
cause. America was not in the war in the same 
complete sense as the European nations, and if she 
decides to hold to the conception of limited liability, 
and to impose upon herself for the purpose of the 
war a fraction only of the financial burden which 
the European beligerents bear, that is her own affair. 
The fact that it is smaller in proportion to her wealth 
than our own burden should not affect our gratitude 
for a contribution to Allied morale, man-power and 
materiel which was a decisive factor in the ultimate 
victory. Our payments to America are in respect of 
food and munitions sent freely to this side; they are 
an essential part of the cost of the war, and, so long 
as America calls for repayment, the European Allies 
must pay-with thankfulness for timely aid. But 
which of them should pay, and in what proportion, 
are questions that should be decided-as all the 
debts incurred between the European Allies should be 
determined,-by our respective abilities to bear the 
cost which the war imposed upon us. 

Expenditure, 
Turning now to expenditure, there are certain 

general propositions that may be laid down. First, 
as regards the War Debt. If we reject the capital 
levy we must be prepared to substitute for it a bold 
and drastic sinking fund policy. This must not be, 
as at the beginning of the nineteenth century, a 
matter of chance, but the policy must be pursued 
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without hesitation. Our present plan of a maximum 
sinking fund of fifty millions a year will require one 
hundred and fifty years to pay off the war debt. On 
the other hand, if we added to the sinking fund the 
saving of interest that will gradually be made as the 
debt begins to dwindle, we should bring in the principle 
of compound interest and write off the debt in about 
forty years, and towards the end of that period we 
should be paying off £2oo millions or so of debt 
a year. This is too rapid. My proposal is that the 
present sinking fund of fifty millions should be 
increased by the amount of interest saved annually 
until the sinking fund reaches one hundred millions, 
and that thereafter no further increase should be made. 
This will write off the debt in about eighty-five years. 
War pensions will automatically fall, and may be 
assumed to be at about half their present level at 
the end of ten years. 

On the rest of the Budget there must be vigorous 
economy. The most critical item is Defence. On 
the assumption that the Washington Agreement is 
followed by land disarmament in Europe, and the 
League of Nations becomes an effective instrument, 
it is assumed that military and naval expenditure 
can be reduced substantially below the standard 
prevailing before the war, and that the actual cost 
will be about the pre-war figure. As to other items, 
on the assumption that prices will reach about double 
the pre-war level, the cost of the central Government 
Departments, administration of justice, and our 
foreign services, both political and commercial, 
cannot presumably be reduced below twice the 
pre-war figure. This leaves us with the important 
social services. For the moment we will assume 
that expenditure on Old Age Pensions, Education 
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(so far as paid for out of taxes), and other items 
under this head remain at their present figure. 

The Budget ol 1933. 
We are now in a position to set out the figures of 

a hypothetical Budget for 1933, giving, for purposes 
of comparison, the figures of the last pre·war Budget, 
as well as those of the present year. In the revenue 
table-Table I-an additional column has been 
added under the head of the present Budget, showing 
what the revenue this year will amount to under 
present conditions when the tax remissions made 
this April have taken their full effect and certain 
temporary sources of revenue are eliminated. It 
will be remembered that .Mr. Baldwin has made 
arrangements for the gradual disappearance of the 
Corporation Tax, which will mean a loss of £zo millions 
to the Exchequer. Abnom1al arrears of Income Tax 
probably account for £zo millions under direct 
taxation which will disappear. Special items of 
war revenue may, perhaps, persist for a long 
time, but they cannot be included at all in considering 
the pem1anent characteristics of our revenue system. 

The revenue figures for 1933 have been first set out 
o:1 the assumption that rates of taxation remain as at 
present, but a second column has been added showing 
receipts when a balance has been struck between the 
need of reducing taxation on the one hand and the 
call f1>r urgent forms of social and other expenditure 
on the other. The figures show a revenue for that 
year of £b&J millions, arrived at in the following 
way :-[.~5 millions of new taxation is provided for, 
£25 milLons being the proceeds of increased taxe:i 
upon inheritance, and {20 millions increased taxes 
upon luxurie:;, including, ~ay, £to millions from a tax 
upon bt>tung, and the rest from various sources, to 

;_. 
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which a substantial contribution will be made by 
the motoring public. 

No allowance is made for readjustments in the 
Income Tax, it being assumed that losses of revenue 
resulting from more liberal.abatements, and costing, 
say, £25 millions, will be met by steeper gradations 
of the Super Tax. It is, however, assumed that the 
rate of Income Tax will fall to 3s. in the £1, at a cost 
of £78 millions, and that indirect taxation will be 
relieved by the abolition of all protective duties, 
reduction in the tea duty to 4d. in the lb., halving 

. of the sugar duty, and a reduction of £20 millions 
in the yield of the beer and tobacco duties-the total 
remissions costing £37 millions. The indirect taxes in 
the Budget would be £4o millions from entertainments, 
motoring and betting, £zs millicns from tea, sugar, 
etc., £45 millions from tobacco, £!6o millions from 
alcohol, and the balance from the less important items. 

The second table* shows expenditure. It will be 
seen that the items of expenditure for 1933, on the 
basis already briefly indicated, amount to £so millions 
less than anticipated revenue. Of this surplus it is 
assumed that £zo millions will be required for addi
tional expenditure on social services, leaving £30 
millions available. This margin bas been allocated in 
the forecast to local authorities, on the ground that, 
during the next decade, it will be imperative to reduce 
what is, in fact, the heaviest of all our indirect taxes, 
viz., that upon houses levied in the form of local 
rates. In the last financial year £176! millions was 
raised by the var:ous local authorities, the purposes 
for which this sum was spent being approxi
mately :-Relief of the Poor, £30·4 millions; Educa
tion, £36·8 millions ; Police, £g·8 millions ; and Other 
Services, £99·5· It may be argued that, in the main, 
the expenditure of the last £100 millions improved 
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the value of house property, and may properly be 
made a. charge upon it. This may be so, but it has 
to be remembered that, whether the house tax is 
levied for these " Other Services " (roads, lighting, 
drains and the like), or whether it is levied for public 
services, such as relief and education, for which the 
taxpayer gets no direct or proportionate return, 
the method of levying taxes in proportion to housing 
accommodation imposes a burden which increases 
in proportion to the size of the family, and is, there-
fore, heaviest where the wage or salary already has 
the most calls upon it. The burden of rates is so 
large that some means must be found of shifting some 
ot it from houses. At the same time, it would lead 
to hopeless confusion to allow local authorities to 
levy their own direct taxes, or even their taxes upon 
commodities. In many countries the central govern
ment returns to local authorities a definite proportion 
of the revenue it receives from all the multifarious 
forms of national taxation. It is not necessary to 
make so radical a change as this ; but there is 
little doubt that some of the heavy expenditure of 
local bodies should be transferred to a broader and 
more varied basis of taxation. This reform must not 
be rejected because it will be difficult to harmonise 
grants in aid with the desire for local indepa1dence 
of central control. This problem of administration 
must be solved, for a carefully thought-out scheme 
of larger contributions from central funds to local 
purposes, combined with the slow but continuous 
transfer of local rates to the site value of land, are 
among the most hopeful means of relieving the 
housing deficiency. 

A fortea.St of the Budget of 1933, and a comparison 
•ith those of the preset year and of the last yw 
before the war:-

~ 



Direct Taxation .. ; 
Indirect Taxation 
Other Revenue ... 
Special War Rev. 

Total Revenue 
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TABLE I.-REVENUE. 

Pre-War Present Budget. Budget OJ I93J• 
Budget. _ _..._ 

Actual. When re· On e:rist· On bas Is 
missionslng taxa·of addil· 
made this tion, but ions aad 
year have alio win g remissions 
taken full Iorio per pro posed 
effect and cent. In· i n t h e 
w a r r e- crease In text. 

Mill.£ 
75 
75 
23 

Mill.£ 
406 
294 
26 
40 

c e I p t s wealth. 
ended. 
Mill.£ 
366 
290 
26 

Mill.£ Mill.£ 
402 349 
320 303 

28 28 

It is to be noted that the present Budget includes 
under the heading of "Central Government Expendi· 
ture "'and under" Other Consolidated Fund Charges" 
considerable payments to Ireland-compensation and 
non-recurring payments to Northern Ireland. The 
second item also includes items in respect of emer
gency measures of relief, such as road construction. 

This programme, though containing no new revolu· 
tionary principles of taxation, nevertheless gives 

The figures in both the tables slightly differ from those 
actually given in Budget statements by omitting both 
the revenue and expenditure of the Post Office. It is 
very misleading to swell the figures of both sides of the 
balance-sheet by including the costs of a commercial under· 
taking such as this. Strictly speaking, the profit of the 
Post Office should be carried to revenue, but this has been 
omitted on the grounds that these profits may well be devoted 
in the future to the cost of cheapening communication. 

ALLOCATION 011 SURPLUS. 

Additional Grants in aid of Local Authorities... 30 
Additional Expenditure on Social Services 2Q 

Total Expenditure ... 6&0 
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TABLE 11.-EXPENDitUil!, 

..... w .. I ....... Budget of 
~rH (as m· 

Budj:et. 1923-4 l~ted ill 
tbt ted). 

Mill. { Mill. { Mill.£ 
WAR CHARGEs-

Interest on debt ... } 241 {3~ 280 
Sinking Fund ... 70 
War Pensions ... ... Nil 731 36 
Outstanding war payments ... Nil l5l Nil 
Mesopotamia and Palestine ... Nil 8l Nil 

------1-
Total Charges ... ... 241 U7l 385 

DEFENCE-
Army ... ... ... ... 28 481 -Navy ... ... ... ... 49 67 -
Air ... ... ... . .. - Ill -

Total Defence ... ... 77 117 80 
SOCIAL SERVICEs- ---------

Education ... ... ... 1!ll 48 48 
Old Age Pensions ... ... 121 23 23 
N'booal Healtb Inmanre} 

{ l:(IOJ 

6 
Oth~r Costs of Ministry of 

Health (includ. housing) 6 16 
Mmistry of Labour (includ-

i.ug Unemployment In-
suranco and Assistance) - U(IO) n 

Total SoCial Services ... 38 107 110 

Central Govtmment, not in-
eluded under Social Services 16 52 3! 

Coll('('ted for Local Authorities 10 10 10 

Other Consolidated Fd. Charges ll 20 ' Cost of Colltdion (Inland Re-
Vf'nue &ud Customs) ... ... •• lll 9 

ToW Expenditure ... l71l 765' 630 --
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plenty of openings for radical reform. It calls for 
a development of taxation of wealth passing at 
death ; it develops and improves the graduation of 
our main system of direct taxation ; and it introduces 
very considerable reform in our taxes upon land and 
housing. It preserves a certain balance between 
direct and indirect taxation, with a definite tendency 
towards an increase in the proportion levied directly 
as compared with pre-war practice. But of the 
indirect taxation which is retained, a very small 
proportion is levied on necessaries. Finally, the 
programme makes a clean sweep of any protectionist 
or preferential duties in the British tax system. 

On the assumptions on which the plan has been 
drawn up, the national income of 1933 would be 
about £s,ooo millions. On this total the Budget 
which has been outlined amounts to about 14 per 
cent., compared with 9 per cent. before the war-not 
an intolerable increase. 

Half of the expenditure in the Budget consists of 
the charge for interest on and the repayment of the 
War Debt. Under the scheme proposed it would be 
twenty years before the total figure of £350 millions 
is reduced. By that time this figure would already 
begin to be less burdensome in proportion to the 
growing wealth of the country, and, as the actual 
total began to fall thereafter, the way would be 
clearer for the next generation to use the instrument 
of public finance with greater freedom. It may be 
added that the reduction of the income tax to three 
shillings in the £ leaves our revenue system with a 
margin for increasing taxation once more in the 
event of some fresh great national emergency. 

Social Programme. 
The purpose, however, of this paper is to show that 

the rehabilitation of our national finance may be 
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carried out without shutting out for several decades 
any hope of social reform. If the Budget, as drafted, 
can be realised, the way would be clear for many 
important steps forward. In the first place, it has 
to be remembered that social reform does not merely 
consist in giving certain classes of people sums of 
money out of public funds. On the contrary, many 
notable developments may be made at a compara· 
tively small administrative cost. For example, any 
step that would improve the relations between capital 
and labour and reduce the number of strikes would 
not merely be a profitable investment to the taxpayers, 
but, in fact, would probably increase the revenue 
through the greater productivity of industry. There 
are strong reasons for thinking that if the Government 
, would encourage the organisation of a National 
Assembly of Industry it would help towards this end. 
Its cost would be as small in proportion to what we 
now pay in social insurance as our contribution to 
the League of Nations is minute in proportion to the 
sums we pay for national defence. Similarly the 
improvement of our economic system calls loudly 
for adequate machinery for preventing abuses by 
Trusts and Monopolies. The cost would be small, 
and the increased sense of public security an economic 
asset. Yet a third illustration is our Trade Board 
system, which is doing a great work at small expense 
in preventing avoidable human suffering, no less 
than in checking the demoralisation of the wage 
market through sweated labour. Thus the field for 
social refonn, at the cost only of administration, is a 
very wide one. 

But even when we come to more expensive fol1IlS 
of social reform the Budget I have outlined contains 
considerable possibilities. Even allowing for prices 
100 per ~t. higher than before the war, tht figure 
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in the Budget for social services shows more than a 
50 per cent. increase-the post-war equivalent of 
the pre-war figure being £8o millions, against which 
we have provided for £t30 millions. This figure 
includes a substantial and continuous expenditure 
on housing ; it allows an expenditure of £IO millions 
on unemployment insurance, with a hidden reserve 
of £3 millions spent this year upon the training of 
ex-soldiers, etc. With unemployment normal, these 
figures, which are based upon a high rate of contri· 
bution from all parties to the insurance scheme, 
would furnish a handsome surplus to the unemploy· 
ment fund, which would enable much more adequate 
benefits to be paid, all forms of insecurity to be 
provided against, and the poor law to be eliminated 
as a means of contribution to the normal main· 
tenance of the unemployed. There is, moreover, a 
further margin for other !JUrposes, which would 
make it possible to carry out such obvious reforms as 
the extension of Old Age Pensions to all persons, 
regardless of whether they have saved or not. There 
would also be funds for the important task of widening 
the opportunities for secondary and university educa· 
tion for those who cannot pay their own way. Such 
expenditure is quite properly to be regarded as 
remunerative, provided always that efficient control is 
exercised and extravagance avoided. The provision 
of educational facilities for those who are able to 
take advantage of them is carrying out in the highest 
degree the first object of society, namely, the fullest 
development of the potentialities of the individuals 
who compose it, and is at the same time enriching 
national life by exploiting to the full all its potential 
ability, and, incidentally, is removing an important 
source of quite justifiable discontent. Indeed, the 
opposite policy of leaving the nation's hwnan resources 
undeveloped is the highest folly. 
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Armaments '· Social Reform. 
But the outstanding feature of the Budget is that 

these margins for carrying on the task of social 
reform will only become available on the assumption 
that our enormous war expenditure, which is re
sponsible for the biggest debt item in the Budget, will 
not have been entirely spent in vain, but will make 
it possible in the future to reduce military expenditure 
very drastically by saving us from ever again having 
to renew the armaments competition which so 
heavily burdened our Budget before the war. In 
short, this Budget puts into figures the fact that the 
finance of the future will be a balance between the 
struggle to secure lower taxation on the one hand, 
and the rival claims of social reform and militarism 
on the other. 

The rather optimistic future which it depicts, 
however, cannot be taken for granted. It will only 
be attained if the assumptions on which it is based 
are fulfilled, and the financial policies indicated 
steadfastly pursued in the meantime. 
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