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PREFACE. 
THE purpose of this litt1e book appears too clearly 

inlhe first few pages which follow for me to detain. 
the,reader on the threshold by explaining. it here. 

My excuse for writing a preface is that· I have 
summarised and ventured to criticise the views of 

-certain authors. To those authors I wish to 
apologise if my summaries do not seem to them to 
do justice to their arguments, and to assure them 
-that, if so, it is not for waqt of honest endeavour 
on my part. 

Should any of them .ever ,see this preface, perhaps 
he will be placated for any inadvertent misrepre
sentationby the request which I .now make'to my 
readers: namely, that they should treat my sull}
maries as incentives to. study the books themselves. 

To make this easier, ~ iist of the books referred to 
in my text, with the names of their publishers, has 
been placed at the end of the last chapter. Itis 
hardly necessary to add that it is very far from 
being a complete list of books which treat in some 
way of the future of capitalism. 

As I hope to discuss the papal encyclical on The 
Social Order (Quadragesimo Anno) in a later book, 
I have not thought it necessary to quote it 
extensively here, though I hope that the following 
pages are in full harmony with its teaching. -
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CHAPTER I. 

CAPITALISM IN EVOLUTION. 

To those who live in the present, as most of our 
citizens have to do in these days of economic 
insecurity, it is not as obvious as it might be that 
the economic system (to use a convenient phrase) 
in which they find themselves is by no means fixed 
and immutable, that it has changed a great deal 
even in the recent past, and that there is good 
reason to believe that it will continue to change in 
the future. Nor is that future so remote that the 
ordinary citizen may be content to leave speculation 
about further developments to social philosophers 
as being a matter of purely academic interest of little 
or no .practical concern to the present generation. 
The next ten years is certainly not the remote 
future; yet detailed proposals for fundamental 
changes to be made within that 'period have recently 
been put forward by one who can speak with no 
little authority for one of our political parties, Mr. 
G. D. H. Cole (in The Next Ten Years in British 
Social and Economic Policy). If those changes. 
are put into effect, the methods of production and 
distribution of wealth at present prevailing in this 
country will be drastically altered, and will affect 
everyone for better or for worse. It is true that 
Mr. Cole speaks in the name of socialism, and that 
we are accustomed to expect the advocacy of far
reaching economic changes from those who support 
that programme. But the Liberal Party insists on 
its own anti-socialist attitude, and nevertheless has 
authoritatively issued proposals for practical action 
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which would change the whole complexion of our 
economic system, in the "Yellow Book" (Britain's 
I11dustrial Future). A weekly review of an inde
pendent turn of mind, bilt not without Conservative 
sympathies, issued in February 1931 a lengthy 
supplement proposing a most comprehensive over
.hauling of our political and economic organisation 
(A Na.tional Plan {orGTeat Britain, issued by The 
Week-end Review). Outside the ranks of the 
political parties stand the Distributists, not very 
numerous, but appealing to the rather vague con
viction of the majority of our population that our 
economic system has got out of hand, and including 
in their ranks able writers and propagandists who 
are adepts at sniping at Big Business. Quite 
recently Commander Shove, an enthusiastic Dis. 
tributist, has given his reasons for believing that 
industrial catastrophe is imminent and that Great 
Britain will very shortly, whether she likes it or 
not, fall from the phalanx of industrial nations and, 
after a distressful interlude, become a Peasant State 
(The FaiTy-Ring -of CommeTce). He can claim to 
be in the tradition of the school which he represents, 
for as long ago as 1912 Mr. H. Belloc published 
The Servile State to prove that capitalism is 
essentially an unstable system, that it is evolving 
under our eyes into something else which there is 
grave reason to fear would prove !itable (the servile 
state), and that the only alternative to this is to set 
up a distributist state characterised by widespread 
ownership of land or capital or both. 

Needless to say, this is not an exhaustive 
catalogue of recent prophecies and proposals about 
capitalism. It is a selection of books and authors 
having criticisms to make and suggestions to offer 
which have int~rested myself, and which seem to be 
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of some significance to the present age. To it 
should perhaps be added the writings of those who 
caIl themselves the New Economists, and who are 
usually termed by their opponents "currency 
cranks." To attempt an exhaustive account of their 
views about the sickness of capitalism is a task 
to make the boldest quail; and yet the Report of 
the Macmillan Committee on Finance and Industry, 
as well as Mr. J. 1\1. Keynes's epoch-making book 
on Money, has made it plain that capitalism on its 
monetary side is not above criticism and reform. 

The publications mentioned (and a host of others 
which it is not possible to enumerate here) are 
evidence that there is a considerable amount of 
dissatisfaction with our present economic organi
sation. It is in the highest degree improbable that 
this dissatisfaction will confine itself to the pages 
of popular or technical treatises. Rather is it 
practically certain that discontent will take shape 
in legislative proposals for drastic changes in the 
structure of our economic system; just as dissatis
faction with incidental defects and abuses has led, 
in the past, to attempts to remedy them piecemeal 
by law. It is evidently the duty of every intelligent 
man and woman, interested in the welfare of the 
nation and of the world, to become acquainted with 
the main outlines of the growing body of criticism 
urged against capitalism, and of the proposals 
which the critics make for its reformation or trC\ns
formation, so far as that can reasonably be done. 
Not to do so is to be guilty not only of bad citizen
ship but of imprudence; for it cannot be too clearly 
stated that the inevitable changes, when they come, 
will be felt by everyone. 

In this matter there is a real danger from an error 
into which the imagination may lead us--perhaps 
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it would be truer to say, a lack of· imagination: 
namely, that because.in our experience the social 
machine seems to have always worked in a certain 
way, it will continue to work in that 'way, at any 
rate, during our lifetime. How easy it is for apathy 
or indolehce to. say, Apres moi, Ie deluge/ How 
comforting a thought.it is that, in spite of 
programmes and propaganda, things will a~ways 
go on in the same time old way I Comforting, that 
is, for those who are satisfied with the old way. 
For those who are not,it may be an extremely 
depressing thought. But, whether comforting or . 
the reverse, it is most certainly untrue, and a little 
knowledge of history should prove its falsity. For 
hundreds ()f years Britain was part and parcel of 
the Roman Empire, penetrated with Roman culture, 
and accepting Roman social institutions. To those 
who lived in that day Roman Britain must have 
seemed destined to remain Roman for ever. Yet 
the time came when the truf!1pet-ca1l sounded for: 
the withdrawal of the legions, and Roman civilisa- , 
tion became but a memory. For a thousand years 
Britain was Catholic, and it must have' appeared 
unthinkable that she should ever be anything else j 
yet the time came when her monasteries were 
destroyed and left in ruins for uncomprehend
ing. tourists' to 'gaze at, her priests butchered, and 
her altars p~lled down. The economic system 
whicb we have with us to-day has lasted' a far 
shorter time than the Roman political system or 
the Catholic religious system in.this country. \Vhy 
should we expect it to endure? . 

But without going back centuries for examples 
to show that belief in the permanence of social 
institutions is an illusion, we have our proof in the 
history of capitalism itself. In the last hundred 
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. years it has be~n modified, if not out . of all 
recognition, at least very considerably indeed. The 
early nineteenth century was characterised by the 
economic system which we call Capitalism; s6 is 
the early twentieth. But it is Capitalism with a 
difference. The passing of the years has eUminated 
some features and replaced them with others not 
always more attractive than those which have gone. 
The industrial system of the early nineteenth 
century was marked by .machine-production just 
as it is to-day, but machinery is used no)V on a 
scale which would have astounded the manufac
turers of a century ago. The consequence is that 
the rate of production has risen enormously and 
is still rising. The Macmillan Report gives figures 
to show that even so recently as between 1925 and 
1929 industrial. production has increased in all the 
leading manufacturing countries. It estimates that 
the output per worker per hour was probably 10 per 
cent. greater in 1929 than, in 1924, and 33 per cent. 
greater than in 1907. In the coal industry, it 
increased 27 per cent. between 1924 and 1929, in 
the iron ,and steel industry 20 percent., and in 
engineering and shipbuilding 15 per cent. In the 
early nineteenth century the economic problem 
seemed to be one of producing enough to satisfy 
the demands of a growing market; to-day the 
problem 'is one of finding a market for our 
industrial output. A further consequence of. th('! 
vastly increased use of machinery is the increased 
pace of production, putting much greater strain ' 
upon the worker, and introducing the problems of 
fatigue with which the new science of industrial 
psychology endeavours to deal. The type of worker 
required by industry is changing, for as machinery 
becomes more and more specialised, more and more 

B' 
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capable of taking over the most delicate and compli
cated tasks, the demand for the skilled craftsman is 
yielding to.a demand for semi-skilled hands able 
to tend costly machines. 

This in its turn is affecting the position of the 
trade-unions, as Mr. Cole points out in his book 
already mentioned. Those which cater for the 
craftsman are finding their position weakened, 
while the unions - of unskilled and semi-skilled 
workers are growing in importance. This is of 
course a fairly recent deveJopment, for in the early 
nineteenth century trade-unIonism was battling for 
its right to exist at all in the face of the prevalent 
political theory of laissez-faire (which meant any
thing but " leave them alone" when applied to 
unions of workmen) and the opposition of employers 
who wished to buy their labour at the cheapest 
price. Even to-day the function which trade
unionism ought to fulfil in our economic organi
sation is a subject of controversy, and is one of the 
major problems of the near future. If unions within 
the nation have succeeded in organising themselves 
on a fairly sure footing only within living memory,· 
still more recent is their organisation on an inter
national basis. The International Federation of 
Trade Unions was not founded til11901, and has a 
long way to travel and many lessons to learn before 
it can justly claim to be an international organisa
tion of the working-class as a whole. The Christian 
workers have- their international, with close upon 

. three million members; and there are the Inter
national Trade Secretariats representing (in 1928) 
workers in twenty-seven industries. None of these 

, • There are about 200 unions afIiliated to the Trades Union 
Congress, with a total membership approaching 31 millions. 



Capitalism in Evolution II 

international organisations existed a. hundred years 
ago. 

Turning from the organisation of the workers to 
that of the employers, we have now over two 
thousand employers' associations, and overshadow
ing all the others the great Federation of British 
Industries and the National Confederation of Em
ployers' Associations. ' • We do not know how many 
national organisations there are, how their funds 
are raised, how much they are, or how they are 
spent," complain the authors of Britain's Industrial 
Future. Bl,lt at least we Know that these associations 
of employers are characteristic of capitalism to-day, 
whereas the employer of the early nineteenth 
century was essentially an individualist, believing 
in the' creed of each for himself and de'il tak' the 
hinclmost. Even the word II employer" means 
something different now from what it meant during 
the Industrial Revolution and for years afterwards. 
No longer, when we use it, must we refer only to 
individuals who, with the aid of capital supplied 
by themselves or borrowed from a bank or from 
some few wealthy people, set up a factory and 
engage labour • We must think chiefly, at least 
when we are discussing the vital questions of our 
economic organisation, of joint stock companies 
with limited liability, drawing their capital from 
a wide area and issuing in exchange for it shares 
and debentures and other forms of securities which 
can be transferred from one holder. to another in 
the open market. The real owners of these com
panies are the shareholders (the debenture-holders 
being merely creditors of the company), but the 
management and control of the business of the 
company are in the hands (nominally) of a board 
of directors, actually in the hands of the active 
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directors. , It is true that an annual meeting of the 
shareholders must be held, at which the policy and 
conduct of the directors may be criticised, but it is 
a matter of common knowledge that in spite of this 
the shareholder (unless he happens to hold a large 
block of the company's shares) has practically no 
voice in the policy of the business of which he is 

.legally part-owner. Under these changed circum
stances, who is the "employer"? Morally, no 
doubt, he is the body of shareholders; to the 
ordinary 'workman employed in the business, he is 
the works manager or the foreman; tn the trade 
unions, for purposes of collective bargaining, he is 
the most dominant figure among the directors, 
usually the managing director. Amongst all the 
differences between -capitalism as it used to be and 
capitalism as it is, this change from the individual 
capitalist-employer to the limited-liability joint
stock company is the most important in its practical 
social consequences. .-

Under the influence of Malthus and his school, 
the nineteenth century dreaded the Law of 
Decreasing Returns in agriculture, and was 
haunted by the fear that the population would, in 
the absence of preventive checks, tend to press upon 
the means of subsistence. There is still a school of 
propagandists with an axe to grind which holds 
that bogy aloft to make our flesh creep; but the 
indubitable fact remains that" the absolute volume 
of agricultural production has greatly expanded 
without a corresponding rise in the cost of pro
duction," and that between 1913 and 1928 the 
production of foodstuffs increased by 16 per cent. 
and that of raw materials by no less than 40 per 
cent. (Macmillan Repo1t, pp. 67 and 60). In the 
same period the population of the world increased 
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by 10 per cent. As was said above, out economic 
problem is no longer to be envisaged as one of 
producing enough, but of marlceting what is so 
abundantly produced. 

We have as yet by no mean,s exhausted the list 
of features which make modern capitalism look so 
different from its earlier self. The free competition 
between producers which marked it in its youth has 
been replaced by association and' combination 
between them. The question of what are still 
known by the antiquated name of " trusts ":cannot 
be thoroughly examined here. The Committee on 
Trusts threw a great deal of light on the extent to 
which British industry is already" trustified," and 
the recent efforts at rationalisation are leading to 
further amalgamations and combinations, not 
merely on the productive side of industry but also 
on the distributive side. This latter development 
is of extreme interest. It is worth mentioning as an 
illustration of the tendency to amalgamation in the 
business of distribution that the Margarine Union 
of Holland, formed in 1927 to amalgamate two 
Dutch firms, amalgamated with Lever Bros. as 
from January 1930 and took the name of Unilever; 
it controls directly or indirectly the Home and 
Colonial Stores, Maypole Dairy, Meadow Dairy, 
Liptons', Pearks' Dairies, etc. The International 
Tea Company is another amalgamation which 
controls a very large number of shops. The 
drapery business is also passing through a similar 
experience to that of the provision trade. There is 
no intention here to assert ,that any of these 
amalgamations are guilty of charging unduly high 
prices to the public; but in view of the complaint 
that wage-rates are ruining our industries, and of 
the "stickiness" of the level of retail prices, it is 
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evident t~at the community cannot be expected to 
aquiesce in the uncontrolled operation of amalga
mations in the distributive trades. 

In the hey-day of free competition, laisses-taire, 
and the early large--scale production, capitalism was 
nationalist; in its search for markets it became 
imperialist i and it is becoming internationalist and 
inter-imperialist. An interesting example of inter
national organisation of capital is the European 
Steel Cartel, with its attempt to allot marketing 
areas to its members, to apportion quotas of output, 
and to settle prices. The Swedish Match Trust 
holds a monopoly in several countries. The great 
Oil Combines have subsidiaries and ramifications 
all over the world. Mr. Ludwell Denny (America 
Conquers Britain) has given us some striking facts 
about the international contest between American 
and British capitalism. He mentions that American 
General Electric (one of the largest of the inter
national combines) controls the public utilities 
of eleven foreign countries. It partly controls 
German General Electric, which is the most power
ful combine in its line in Europe, and fully controls 
Canadian General Electric. Its stockholders are 
the largest shareholders in British Associated 
Electrical Industries, which is the largest electrical 
combine in Great Britain, and represents a merger 
of· Thomson-Houston, Metropolitan-Vickers Elec
trical, Edison-Swan Electric and Ferguson Pailin. 
These are but a few examples of the international 
character of modern capitalism. 

To attempt to obtain political control is but a 
step from having obtained economic control, since 
the political conditions of a country are of enormous 
importance to successful industrial and commercial 
operations. So we find Mr. Denny, who looks at 
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the question with American eyes, stating that in 
fourteen of the twenty Latin republics of South 
America there is some form of fiscal, political, or 
military control exercised by the United States. 
This is often a catastrophe to the country whose 
raw materials have attracted the attention of power
ful combines. Mexico has suffered bitterly from 
the oil war between the Mexican Eagle and tqe 
Standard Oil companies. Bolivia's tin mines have 
brought to her not wealth but poverty. To quote 
Mr. Denny again, .. Tin is making Bolivia a colony 
of the United States. Wall Street bankers and 
corporations either own or have a mortgage on 
much of Bolivia's resources and have an appreciable 
control over Bolivian fiscal affairs. • . The net 
result is that t~e Bolivian people, living in the midst 
of great natural riches, are poor; living in a 
nominally independent republic, they are sub
servient to the United States." 

With the vast -developments of industry a.nd 
commerce, the question of credit has become one 
of great importance. In consequence of this, the 
banks, which control credit, are able to play a far 
more significant r6le than they were a century or 
even fifty years ago. By raising or lowering the 
discount rate, they can depress industry or stimulate 
new enterprise; they can strike a heavy blow at a: 
country, or render it incalculable service. Outside 
Great Britain, the banks have frequently a din~, .. -t 
interest in in4ustrial enterprises, and have a voice 
in their management. In this country, where the 
banks are more reluctant to participate in industrial 
concerns, they are none the less, in their capacity 
as debenture-holders, able to compel a business 
(e.g. a cotton firm) to carry on when from other 
points of view it would be more advantageous to 
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close down. The power of finance has grown with 
the growth of capitalism. 

If we agree (and there seems no dispute on this 
point) that the economic and industrial system as 
we know it to-day may be rightly called Capitalistic, 
and that it was also Capitalistic in the early nine
teenth century, in spite of the radical differences 
to which the preceding pages have called attention, 
it remains to attempt to discover what are the 
features which distinguish Capitalism in its various 
forms from any other form of economic organisation. 
To define Capitalism has proved almost as impos
sible as to define Socialism. It has been defined 
from the moral point of view by Catholics as well 
as by Marxists as including the exploitation of 
the workers; it has been defi~ed from the economic 
point of view in different ways according as one or 
other of the different elements which enter into its 
composition has been regarded as essential, and 
other elements as accidental. To avoid an academic 
discussion of no practical value, it will suffice here 
to give a description of Capitalism rather than a 
strict logical definition. In the first place, it should 
be noted that an econo~ic system may fairly be 
styled, for practical purposes, II capitalist .. even 
though within that system there is a number of 
concerns which are run on lines which are not really 
capitalist. The fact that many of our municipalities 
own their own trams, or that the State owns the 
telephone system in this country, does not alter the 
fact that Great Britain is pTe dominantly a capitalist 
country; just as the fact that Lenin permitted some 
private· ttading in Russia did not alter the fact that 
Russia was predominantly a socialist country, and 
could be correctly referred to as socialist without 
adding the qualifi~tion II modified by private 
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trading." In the second place, the phrase 
" economic system " means nothing more than the 
general method of owning and managing capital, 
producing goods and services, distributing them 
in the com/l1unity, and rewarding the producers. 
If that method is predominantly capitalist in 
character, we .may term the economic system 
•• capitalist." This brings us back to our question: 
What are the characteristics which distinguish 
Capitalism from other systems? 

Clearly, Capitalism, as used in common parlance, 
involves much more than that producers are making 
use of capital. A peasant proprietor employs 
capital when he digs his plot of land and plants 
seeds in it; but this is not sufficient to make him 
a capitalist. If, however, a landowner employs 
wage-labourers to till his land in order that he may 
market the produce (if possible) at a profit, there 
would be little he15itation in calling him a capitalist. 
Several questions may now be asked. Would he 
be a capitalist if he employed slaves instead of 
wage-labourers, if he produced, not for the market, 
but for consumption by himself and his depen
dents? and so on. If the State employs wage
labourers and sells the product (e.g., manufactured 
tobacco) at a profit, is this capitalism or socialism? 
Does it make any difference to the answer if the 
workers employed by the State are not its own 
nationals (e.g., if it owns oil-wells in a foreig-n 
country and employs the nationals of that country) ? 
These questions are of great interest to theoretical 
economics, but we may disregard th~m here. 
Our main purpose for the moment is to show the 
features of similarity between capitalism in· Great 
Britain a century ago and to-day, and for this 
purpose an empirical examination will suffice. At 
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both periods, then, we find a large proportion of 
the p,opulation employed in industry and agri
culture, and receiving wages in exchange for their 
labour. At neither period do we find that any of 
the population are legally slaves or serfs. At both 
period~ we find that the wage-earners as such are 
not the owners, or part-owners, of the fixed capital 
(the means of production) of which they make use 
in the course of their labour. In so far as they 
do own this fixed capital, it is because they have 
invested money in it, as any other individual might 
do, and in no way in virtue of their status as wage
earners. (I am speaking, as I said above, of the 
predominant features of the economic system, and 
omitting all reference to sporadic examples of co
partnership and the like.) At both periods, again, 
we find that the control of production and the 
economic system generally is in the hands of a 
relatively small minority, even wh'en the ownership 
of capital is fairly widely distributed by means of 
the joint-stock system. This control of the means 
of production gives to those who possess it con
siderable control over the lives and destinies of the 
wage-earners, since by'refusing employment they 
can deprive the latter of access to the means of 
production and thus deprive them of a livelihood. 
Finally, at both periods the economic system is run 
primarily in order that the owners of the means of 
production may receive more than they have put 
into it, viz., net profit. 

When it was said above that under capitalism the 
control of production is in the hands of a relatively 

.small minority, it was taken as obvious that that 
minority does not consist of officials of the State 
acting in that capacity (though of course many cases 
.are on record in which officials of the State have 
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passed into the ranks of those who control our 
economic system, not without important social con
sequences; e.g., Lord Birkenhead, Lord Reading, 
Mr. R. McKenna, Sir Robert Horne, and many 
others). This, however, seems to be the place to 
say a word about the intervention of the State in 
our economic system. 

The pressure of facts was soon too much for the 
laisses-faire theory of masterly inactivity on the part 
of the State current at the turn of the eighteenth 
century, and the nineteenth and twentieth centuries 
have seen a growing body of social legislation 
intended to remedy the proved defects of unregu
lated capitalism. The Factory Acts are now so 
numerous that it is high time they were codified; 
trade boards have been set up for sweated industries 
in which the workers, being -unorganised, were 
unable to defend themselves, and" good " employ
ers found themselves undercut by unscrupulous 
competitors; provisions have been made .for the 
insurance of workers against industrial accidents; 
avast network of social insurance has grown up, 
against the contingencies of old age, sickness and 
unemployment; and the weapon of taxation has 
been deliberately adopted as a method of remedying 
the extraordinary maldistribution of the national 
wealth, to which allusion will be made later. 
Furthermore, the Central Government and Lor.al 
Authorities have stepped into the industrial field, 
and now own a vast amount of property and 
revenue-earning plant. 



CHAPTER II. 

DEFECTS AND DANGERS. 
IF the attempt made in the preceding pages has 

been successful, the reader has now before his mind 
a fairly correct picture of capitalism as it has been 
and capitalism as it is to-day. There can be no 
doubt that it has brought with it many material 
advantages, not merely for the capitalists but also 
for the workers. To-day the question that is 
agitating the minds of thinking people is, can it 
endure, at any rate iii its present form. Is it played 
out economically? Does Big Business inevitably 
lead in the end to little business, with the scourge 
of unemployment, glutted .warehouses and· no 
markets, and a starving population in the midst of 
plenty? Can capitalism be reconciled with the 
moral judgments' of the communIty? Do not its 
abuses outweigh the benefits it has brought us? 
Can the admitted defects, economic and moral, of 
the system be remedied, or must it be swept away 
altogether as slavery was swept away in Europe 
and America? It is with the purpose of summaris
ing some of the answers to these questions which 
have been given recently that this book has been 
written. 

To give a complete account of the complaints and 
charges which have been directed against capitalism 
would require a volume; perhaps several volumes. 
Here only the outstanding ones will be'enumerated. 
From the economic standpoint, it is said that 
capitalism contains within itself the seeds of its own 
destruction. It leads to overproduction, it is said, 
and thus to .business-crises and unemployment. 
Some would argue that this tendency to over. 
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production is due to the fact that the lust for gain 
drives capitalists to increase both their turn-overand 
the scale on which they produce, irrespective of 
what other capitalists are doing, so that capitalism 
is really economic anarchy. Others prefer to insist 
on under-consumption: capitalism tends to trip 
itself up over its own feet, because it does not 
preserve the necessary balance between what is 
invested in capital goods and what is spent in 
buying the finished product, or because it has not 
learned to manage currency and credit in such a 
way as to make demand effective. Still others stress 
the problem of the machine j the problem, that is, 
arising from the fact that the progress of scientific 
invention applied to machine-production throws 
more and more men out of work, and thus deprives 
them of the economic power to buy what the 
machines are producing. 

From the mor~1 and social point of view, grave 
alarm is felt (and rightly felt) at the growing 
concentration of economic power in the hands of a 
minority. In his recent encyclical on the Social 
Order Pope Pius XI has referred to this as "the 
characteristic note of the modern economic order". 
TIle battle for political liberty has been fought and 
won and lost again time after time. The battle for 
economic liberty is not between individuals and the 
State, nor is it another name for class-warfare; it is 
a battle in which the State must defend itself 
and'its independence from the' domination of 
industrial ,commercial and financial groups, some
times its own nationals, sometimes foreigners, and 
in which the vast majority of citizens are confronted 
with an economic power as tremendous as' it is 
secret. ' The methods of defence' are not those 
required to resist a political tyran,t, .for to fight a 
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combine is rather like fighting something in a 
cloud. ,Not violence and arms are required, but 
intelligence and a clear air. 

While one may well deny the Marxist thesis that 
the key to the puzzle of social evolution is the class
struggle, regarded as an inevitable phenomenon so 
long as the institution of private property exists, 
no one who knows the facts would venture to deny 
that between workers and their employers there 
is no~mally (in large-scale industry) a chill inditTer. 
ence to each other's welfare which only too easily 
flares up into a faction-fight involving the use of 
the industrial bludgeons of strikes and lock-outs, 
and even the use of guns .and other weapons. 
Pitched oattles have taken place in the coal-fields 
of Pennsylvania between..p1iners and armed repre. 
sentatives of the owners. In discussing the New 
York clothing strike of 1931, the correspondent of 
The Times, Juli330, 1931, wrote: 

• The secQtld object (of the strike) is to oppose those 
employers who employ gangsters and gunmen 
against union officials and labourers. In many 
industries in New York, Chicago, and. elsewhere 
alliances of this kind are common. Sometimes 
employers trying to operate an II open shop .. [i.e .• 
to exclude trade unionists from their employment] 
hire strike-breakers, gunmen, and II strong-arm 
men" from the gang leaders, who have plenty at 
their disposal. In other cases Of racketeering .. 

• gangs take the initiative in intimidating employers 
with~· 0l?en shops·" into giving the gang a contract 
at exorbitant. rates to II protect" such establish. 
ments from the unions.. In many industries, the 
unions themselves,hire mercenaries in the same way 
for ':lse',against employers or against rival unions. 

Whence comes this hostility? Largely from the 
fact that in lar~e.scale industry the relations 
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between. employers and workers are not those of 
one person with anotber, but of a soulless and 
amoral company or " corporation" dealing with 
the sellers of a commercial commodity known as 
" labour." Each tries to secure the best bargain 
for himself that his ingenuity or power can secure. 
The worker feels no obligation to do more for the 
purchaser of his labour-power than he is forced to 
do by the pace of the machine at which he works, 
by the surveillance of a foreman, or by his own 
desire for money if he is paid at piece-rates. The 
employer feels no obligation to do more for his 
workers than pay what the trade-unions have 
succeeded in securing as the standard rate, or what 
he thinks will bring the cost of labour (which 1s of 
course not the same as wages) down to a minimtlm, 
so that profits may be at a maximum. It is useless 
to pretend that there will be anything but hostility 
between the partners in industrY' ;so long as this 
mentality persists. It is fostered by th~ joint-stock" 
system, with its millions of,." absentee share
holders" who have never seen either the fixed 
capital they own or the workmen they (indirectly) 
employ. It is fostered too by the wage~ystem, 
which refuses to accord to the workers any claim 
on industry beyond the market-price of their labour
power. It is fostered by the fact that the great 
majority of the workers are a propertyless 
proletariat. . 

The last point brings us to· anoth~r complaint 
against capitalism, that wherever it prevails it leads 
to a gross maldistribution of wealth, the lion's share 
of the national capital and tge national' income 
going to a tiny minority of the community. ·The 
figures put forward by Professor Jfenry Clay (The. 
P1'oblem of Industrial Relations) have b~n so often 
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quoted that one hesitates to quote them again. But 
they are still unknown to many, and for that reason 
may be briefly summarised; He concluded, 
after a careful investigation, that in 1920-21 under. 
eighteen million people in England and Wales
owned property, but .so far as three-quarters of 
these people were concerned, they owned less than 
£100 each. As to the remaining quarter, they owned 
about nine-tenths of the property. Similarly 
startling figures have been arrived at by other 
competent investigators. As Professor Clay points 
out, a hundred years ago the' distribution of 
property was very different. The change has come 
about owing to the destruction of the large class 
of small land-owners, and to the growth of large
scale industry. "Little masters in industry, small 
merchants and shopkeepers in commerce, carters in 
transport, private family banks in finance, all 
implied a wide ilistribution of the ownership of 
·capital" (Clay, op. cit. p. 262). ... 

MaldistributioJ.1 to such a degree ~ this· is. a 
source of grave social discontent. A very ·large. 
proportion 'of our populatiOrf. h~ 'no. 'private 
property worth mentioning;" and. cOnsequently 
lacks the sense of security. which" is so necessary. to 
a contented life. On the other hand;. those :who 
hold a great deal of' property hord it, for. the most 
part, in the form of stocks and shares. This pre
ponderance of Stock Exchange securities among 
property-forms is,-as Professor Clay has remarked, _ 
a recent development. A century ago, land was a 
far more important f.orm of property than stocks, 
shares, and .bonds;'and carried with it -certain defi
nite resp<,>nsibilities for management and oversight. 
.But now owners~ip (Iond management of property 
have been divorced by the custom of investment in 
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joint-stock companies, with the real social peril 
involved in such a divorce and with a sacrifice of 
one of the benefits of private property, viz., that its 
administration stimulates and develops the faculties 
And the foresight of its owner. The social peril just 
referred to arises from two facts; first, that propertY
owners lose all sense of responsibility to the com
munity for the manner in which their property is 
used, since they have no practicable way of 
efficiently supervising widely scattered investments, 
and second, that the socially useful institution of 
private property is endangered when it takes a form 
in which its confiscation by the State is relatively 
easy .. The growth of the joint-stock system as an 
integral element in- capitalism and the growth of 
mal distribution of wealth are inextricably bound up 
with each other. 

While on the subject of the joint;:.stock system, it 
is worth while mentioning grievances ~hich have 
been felt against it quite apart. from the points just 
emphasised. Accus~tions are' brought against the 
balance ,sheets andprofit-and-Ioss acc<;)Unts which 
prof~ssto give share~olders a true picture of the 
state of theirJn'dustry. Britain's Industrial Future 
maintains that balance sheets give inadequate and 

. Jllisleading information, which facilitates the con
tinuance of gross mismanagement of the company. 
This has the further disadvantage of placing 11 
premium on .. inside information." .. The honest 
~nancier spends his ~ime in getting hold of true 
information to which he is not entitled; and the 
less honest [let us admire the restraint of this term] 
in spreading false information. •• Thus the actual 
proprietors of a concern are frequently at a serious 
disadvantage with outsiders who ~n obtain access 
to inside information~ . . This scandal is graver 

c 



than has been admitted hitherto." With regard 
to. the directors of companies; it is asserted that 
there is a growing practice of directors dealing in 
the shares 'of their own companies; and that in 
practice they are not elected by the shareholders 
but are co-opted by the Board of Directors itself. 
It is further alleged that they come to look upon 
themselves as entitled to hold office for life, no 
matter how long that life may be, and to be suc
ceeded by their sons. In a caustic phrase, the 
Liberal Report says, "Directorships are the pocket
boroughs of to-day. " 

In this connection, some remarks of Mr. Justice 
Wright in his summing-up at" the trial of the 
chairman of the Royal Steam Packet Company in 
July 1931 deserve tb be recorded. He said that one 
could not help' wondering whether those who 
managed big cOlppanies did not sometimes forget 
that the directors of a company were the agents 
and trustees of the shareholders, and that, subject' 
to _ordinary commercial necessities, they owed them 
lull 'information. The joint-stock system, then, 
,threatens us with the loss of the sense of responsi ... 
bility for the ownership of propert1, "and with the 
loss of the sense of responsibility even towards the 
owners (how much more towards the community?) 
on the part of those who control that property. That 
the joint-stock system fosters specUlation and 
gambling is too patent to need discussion. The 
typical property~wner of to-day is fast limiting 
his activities to a careful day-by-day scrutiny of the 
City column of his-daily paper, so that he may buy 
or sell his investments in order to make a profit 
as large and, as often as possible. It.is bardly 
surprising that to some th~s appears as a degrada-
tion of property. ~ ~ . 
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p'rofit is undoubtedly the stimulus which makes 
the wheels of our economic system revolve. Nor 
can one reasonably object to this if the profit is not 
sought in ways that do harm to other individuals 
or to tpe community at large, and if the motive of 
profit does not become the mainspring of the profit
seeker's life. But concurrently with a great dealof 
talk about Service and Devotion to the Public 
Weal, there has arisen a feverish hunt after profit, 
with little or no heed as to how the profit is gained 
or at what cost to others. Alternate business crises 
and booms, manipulation of the markets with 
consequent failures and .. crashes," international 
complications leading to wild fluctuations in the 
foreign exchanges and discount-rates, have taught 
the industrialist and the commercial man that he is 
here to-day and gone to-morrow. If he wants to 
make his profits, he must 'seize :opportunity with 
both hands; if he wants to be financially secure, 
he must aim at " getting rich quick." Thus we 
find under our present economic system a breathless 
hunt for wealth as repugnant to the true dignity 
of human life as slavery itself. Indeed, we have a 
new slavery-slavery to .the economic machine. 

From the- standpoint of the wage-earner, his 
reasonable complaints may be reduced to three. He 
finds only too often that even when in full work 
he cannot earn enough to provide a decent 
maintenance for himself and his family, and tIll 
assurances he receives from certain quarters that 
industry cannot possibly pay him more without ruin 
leave him unconvinced and suspicious, because he 
wants proofs and not mere assertions. He finds 
,too that often, without any fault on his part, he 
is thrown out of work by some trade crisis or 
depression, and he feels that those who control the 
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economic system ought to have discovered some 
method by this time of stabilising production on 
which he depends for his livelihood as a worker. 
He cannot start producing independently, for he 
has been trained to be a wheel in large-scale 
industry. He carinot dig, for there is a surfeit of 
agricultural labourers and he has neither the capital 
to set up as a small landowner nor the experience 
to succeed if De did. To beg he is ashamed. There 
is nothing for him but the. workhouse or (under 
certain conditions) unemployment relief, the latter 
having received the stigma of pauperism by its 
journalistic title of to the dole." These two com
plaints have been summarised as insufficiency and 
insecurity. Finally, and closely connected with 
these two grievances, is the complaint that the 
wage.earner has. no real status in industry. He 
does not understand the benefits of that progress 
which, according to our Victorian thinkers, consists 
in passing from status to contract. He realises, 
dimly perhaps, that to have a recognised status in 
the industrial system, with rights and duties 
attached, would in all probability give him greater 
sufficiency, and certainly greater security, and 
would be more worthy of his human personality 
than to be merely a party to a contract for the sale 
of labour-power. 



CHAPTER III. 

DISTRIBUTIST CRITICS. 

As we shall see, it is perfectly possible to admit 
the truth of these complaints against our economic 
system, to desire most earnestly that the grounds 
for them be removed, and yet to believe that 
fundamentally the system is workable and better 
than any alternative system which can be devised. 
Mr. J. M. Keynes, for example, says, " I think 
that Capitalism, wisely managed, can probably be 
made more efficient for attaining economic ends 
than any alternative system yet in sight, but that 
in itself it is in many ways extremely objectionable. " 
(The End of Laissez-Faire.) This is also the attitude 
of Mr. Hartley Withers (The Case for Capitalism), 
of the authors of Britain's Industrial Future, and of 
many others. Of course this leaves open the 
question, what are the changes in the present 
system which would so fundamentally modify it that 
it would cease to be the same system. Theanswet 
to that question would vary with different people 
according to their opinions as to the essence of 
Capitalism. Certainly it would not be the same 
system if all the means of production were taken 
over by the State, for then we should have a form 
of collectivism; nor if the wage-system were 
abolished and co-partnership substituted, or die 
wage-earners legalIy enslaved; nor if production 
for a market on a profit basis were replaced by 
production for the producer's own use. 

There are those who believe that the system ought 
to be changed in one of these :ways, or that it will 
inevitably be so changed by the force of things. 
Mr. Belloc, in The Servile State, a book which by 



30 Th, p,.,,.,, 0/ ~aPj,aljsm 

general admission well' deserves the interest and 
attention it created on its appearance and still 
arouses, maintains with all the power of his logical 

. intellect and masterly prose that the Servile State 
is upon us, and that Capitalism is toppling to its 
fall. Capitalism as he diagnoses it is essentially 
unstable, for it involves a double strain; a moral 
stI:ain .. between the realities of Capitalist society 
and the moral basis of our laws and traditions," 
(the latter being a presupposition that the ownership 
of private property is normal to all our politically 
free citizens, the former being that in fact private 
property and the social .power it gives are in the 
hands of relatively few in the community); and an 
economic strain which .. consists in the fact that 
Capitalism destroys security," since it leads to the 
exploitation of the propertyless proletariat, and, in _ 
its perfect· form, to the anarchy of production 
resultin$ from free competition. Being unstable, 
CapitalIsm cannot endure; it is passing into some
thing else under our eyes. Theoretically, it might 
pass into distributism, in which property is more 
widely distributed .. until that institution shall 
become the mark of the whole State, and until free 
citizens are normally fomid to be possessors of 
capital or land or both"; or it might pass into 
collectivism i or into the Servile State. Practically, 
the only alternative to distributism is the Servile 
State, because collectivism requires either the 
confiscation of private property (which in practice 
would prove impracticable) or II buying-out .. 
private owners (which, he holds, is equally imprac
ticable if attempted on a grand scale). The Servile 
State is one in which those who do not own 
productive property are legally compelleci to labour 
for the benefit of those who do; so that socially 
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and legally the population is divided into two 
classes, one class economically and politically free, 
and securely confirmed in the ownership of the 
means of production, the other class economically 
and politically unfree, but secured in a certain 
minimum of well-being. To this Servile State we 
are tending because it appeals to the capitalist. tothe 
frustrated collectivist, and to the proletariat in search 
of sufficiency and security. In confirmation of this 
opinion Mr. Belloc adduces certain modern legis
lative measures, viz., the establishment of employ
ers' liability, which lays certain obligations upon 
employers as such, and confers certain legal rights 
upon employees as such; the establishment of social 
insurance i proposals for compulsory arbitration 
and for a legal minimum wage (which involves, he 
maintains, compulsory labour). As to the Distri
butist State, Mr. Belloc expressly says that it is 
not his purpose to show how it might be established, 
and indeed he depicts the difficulties in the way of 
its establishment so emphatically that one is left 
doubting whether distributism is a practicable 
solution at all, at least in Great Britain. In Ireland 
he finds it in existence, and he approves the French 
for rejecting social insurance as an example of the 
II universal and virile contempt" there felt for the 
Servile State.-

Here, then, we have one opinion about the future 
of Capitalism. It is practically certain to continue 
its metamorphosis into the Servile State, which 
will replace instability by stability, contract by 
status, insecurity by security, insufficieocy of liveli
hood for the proletariat by ~ufficiency, but which 

• The French have changed their minds about social 
insurance. In 1928 they passed a law to provide it on a 
laIge scale. This law came iIlto opexation in 1930. 



32 Th, Failur, oj Capitalism 

will rivet upon the necks of the workers the yoke 
of compulsory labour and secure the capitalist class 
in its position of economic domination. That, in 
prospect, such a State would be extremely pleasing 

. to Big Business is quite possible; and that many 
of the workers would at first welcome it as a glorious 
change from the present situation is probable. But 
it seems extremely doubtful whether it would prove 
a stable State, or even a prosperous one. The 
workers are quite intelligent enough to realise their 
position as mere helots, with no share in the process 
of production beyond that of making the wheels go 
round, no vojce in its management, no right to 

. participate in profits .. ,Would they be content with 
this position-even if they saw that their particular 
industry was, being inefficiently run? And, since 
many of the managers of industry do not belong to 
the capitalist-class but are themselves hired workers 
(to 'pe ranked in the Servile State in the non-free 
class) why should they put themselves out to run 
industry efficiently? Compulsory labour is notori. 
ously inefficient. If industry is not efficiently run 
(and, indeed, a good deal more efficiently than at 
present), ~ow is the Servile State to guarantee 
sufficiency and security to the proletariat? And if 
it cannot do that, how can it endure, seeing that 
its 1'aison d'et1'e was to guarantee these? Further 
difficulties occur to t1ie mind. For instance, the 
politically unfree class has presumably no vote; the 
franchise has been withdrawn from it. Does it 
not seem highly improbable that this could be done 
without a revolution ? Would the workers peace
fully agree fo establish the capitalists in a permanent 
position of economic domination, even in return 
for a promise of sufficiency and security-a promise 
which might be broken or, as said, might prove 
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beyond achievement? Would collectivists them
selves be ready to come to terms with the capitalists 
on the basis of a Servile State, seeing that this 
would be to commit political suicide? It is hard 
to see how the Servile 'State would in practice be 
any more stable than Capitalism; it is equally hard 
to see how it could be introduced into Great 
Britain. 

Mr. Belloc is <;areful to say that he is passing 
no verdict upon the Servile State, and yet one feels 
that he would strongly object to it, an impression 
confirmed by his words about France quoted above. 
If one is not unwittingly doing him an injustice, . 
the ground of his objection is that he dislikes the 
whole notion of the workers haying a definite 
status, and prefers that their position in industry 
should b~ determined solely by contract. Person
ally, I too should strongly object to the Servile 
State; but not because· it would -give the workers 
a definite status. I believe that the substitution 
of contract for status is not to the advantage of 
society. I believe that it leads to social disintegra
tion, though I do not deny that a society based on 
status may suffer from the evils which follow on 
the neglect of the responsibilities attached to status, 
just as a society based on laissez-faire and free 
competition (the corollary of free contract) may 
suffer from the evils resulting from the abuse of 
contractual power. In fact, a combination of status 
and contract is quite possible, as will be seen later. 
The real moral ground for objecting to the Servile 
State is that it would place uncontrolled power in 
the hands of a small minority not m~rely of the 
population, but of the capitalists; for in the Servile 
State there would be many capitalists without any 
power, unless the existing distinction between the 
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owners of capital and the'administrators of.capital, 
before described, were in some way (but how 1) 
abolished. Apparently the paradoxical situation 
would arise that many capitalists would be 
proletarians. 

But it is not necessary to press the matter further, 
for the intention of this' book is to inform the reader 
of modern views about the future of capitalism and 
to stimulate him to reflect on them, rather than to 
attempt a lengthy critiq1,le of those views. I cannot 
forbear remarking, however, that Mr. Belloc's 
interpretation of recent social legislation for the 

_ protection of the workers seems to me mistaken. 
It is noteworthy that the Christian Trade Union 
International (largely Catholic) strongly favours 
social irisurance; and that the French law of 1928, 
referred to above, was actively supported by the 
leading Catholic social organisations in France, 
which appeal to the encyclical Ref'um N o'Vaf'um as 
confirming their attitude. 

"Having thus indicated certain points of difference 
from Mr. Belloc, it must be said that on his 
fundamental thesis of the necessity for a wider 
distribution of property every Catholic, indeed 
everyone wh9 is not a socialist, must surely be in 
entire agreement with him. The question 15, how 
is that redistribution to be effected? Mr. Belloc 
has indicated the difficulties in the way.: We must 
now turn to another writer who carries the matter 
somewhat further. 

Commander Shove has embodied a striking 
simile in the title of his book, The Faif'y-Ring of 
Commef'ce.. He maintains that to-day we are, 
economically, in the hands of the merchant-class, 
which employs the real producers, i.e., the techni
cal staff, works managers, etc. As a class, the 
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merchants are .. necessarily actuated, in the long 
run, by avarice solely." Their chief object is to 
increase their profits as rapidly as possible, and 
this leads them to speed up production and to 
reinvest their profits in industry in order to draw 
compound interest. It also leads them to strive to 
keep down the cost of food to their workers, lest 
the wage-bill rise with a rise in the cost of living. 
Their difficulty is that the output of agricultural 
produce, subject as it is tQ the limits imposed by 
nature and the seasons, tends to be outstripped by 
the output of manufactured articles, with the result 
tliat, rela:tively to commodities, food tends to rise in 
price. How can the merchants check this tendency? 
They will not slow down industrial production, for 
that would mean reducing the rate of profit. They 
must discover new sources of food supply from 
overseas; and thus in practice we find the corn laws 
repealed, to the ruin of British agriculture. To pay 
for the imported food, as well as to increase turn-' 
over, British manufactures are exported abroad. 
The inevitable result is' that the countries thus 
developed as markets for British products become 
themselves industrialised, and set up as manufac
turers themselves. They are in a position, at least 
for a time, to compete advantageously with British 
manufacturers, on account of their greater proximity 
to the sources of raw materials and food. The 
consequence is clear in the decay of the staple 
industries at the present time in Great Britain. We 
are being forced into the position of producing 
commodities of secondary importance (motor-cars, 
artificial silk, gramophones), in which foreign com
petition -is less deadly. But the trouble is that 
these industries are the first to sutTer when one of 
the recurrent world-depressions comes; and then 
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what does the future .offer but the utter and 
complete collapse of industrialism? That system 
is like the fungus which causes those rings of bright 
lush grass in the fields which children call .. fairy
rings"; the ring itself is rich, it is spreading ever 
wider, and as it spreads it encloses a wider and 
wider area; but it is an area that is impoverished 
by the loss of its nitrates to the parasitic ring. 
Similarly industrialism leads to the impoverish
ment of every country on which it fastens. When 
industrialism has collapsed {and Commander Shove 
believes that in Great Britain the collapse is 

_ imminent} what is the population to do? WilIy-
nilly it must return to the primaeval industry, 
agriculture, and to the Peasant State. The Peasant 
State is. defined to be .. a society, settled upon a 
limited tract of land and entirely supported by 
crops raised therefrom." This, in Commander 
Shove's opinion, is the only sound social organi
sation; so his thesis, pessimistic in appearance, is 
really optimistic, since he holds that the coming 
of the Peasant State cannot long be delayed. On 
die other hand, he perceives that the period of 
transition from industrialism to the Peasant State' 
will .be painful, and he urges his readers to set 
to work to ease the passing of the present system. 
With his suggestions for making the period of 
transition as little disastrous as possible we are not 
really concerned here, f~r we are limiting ourselves 
to views about the future of capitalism; but, in 
summary, Commander Shove is more than sceptical 
of any assistance from the government, and looks 
to individua.l action in preference to public action. 
He makes certain suggestions about encouraging 
small agricultural producers, becoming a small 
owner oneself if possible, and investing in land. 
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He admits that self-sacrifice is called for, and he 
looks to the "public school class" to make this 
sacrifice. Finally, he is convinced that even the 
Peasant State will not be stable unless it is founded 
on the basis of Catholic Christianity: 

There is so much of truth in Commander Shove's 
analysis of industrialism, and so much that is 
attractive and important in his appeal for agri
culture, that one hesitates to offer any criticism of 
his thesis. Yet the issue is so grave, involving as 
it does the attitude which one should adopt to 
industrialism and to the Peasant State, that one 
cannot shirk the duty to offer a few words of 
comment. To begin with the Peasant State. Is 
it really practicable for Great Britain to become a 
.. society, settled upon a limited tract of land, and 
entirefy supported by crops raised therefrom"? 
The final report of the Balfour Committee on 
Industry and Trade contains the following passage: 

It must be regarded as axiomatic that Great 
Britain is, and, apart from v.:holesale emigration, 
must remain, a country necessarily dependent on 
overseas supplies for the means of feeding and 
employing its population. For a community thus 
situated; the idea of self-sufficiency is wholly 
inappropriate. 

Wholesale emigration is. out of the question at 
present, owing to the exclusion or rigid limitation 
of immigrants by the only countries in whkh 
British emigrants would or could settle, and it is 
likely to remain so for a longer time than Com
mander Shove allots to the continued existence of 
industrialism in Great Britain. We must then face 
the problem of feeding and employing a population 
numbering over forty millions j or, to allow for the 
fall in the birth-rate in the next few years, thirty
five millions. Commander Shove believes that the 



population ola Peasant State would be much lower, 
and that it is the conditions of modern industrialism 
which cause the population to tend to increase 
excessively. This is at least a disputable propo
sition. Miss Buer (Health, Wealth and Population) 
concludes, after a careful investigation, that the 
rise in the number of our population, coincident 
with the spread of industrialism, was due to a 
diminished death-rate, attributable to improved 
medical science and sanitary conditions. It is only 
quite recently that Russia has" made any attempt 
to become an industrial nation, yet its population 
grows very rapidly indeed; no one has suggested 
that this growth is due to the Five Year Plan. It 
seems true that peasant families are usually larger 
than urban families; and Dr. Halliday Sutherland 
(after Doubleday) holds that fertility increases as 
the standard of life falls. No one, surely, would 
wish to see our population kept down by a rise in 
the death-rate, yet that appears to be the only 
natural way in which it would be kept down in a 
Peasant State with its standard of life admittedly 
lower than at present. As to unnatural methods, it 
is amongst an industrialised population that they 
spread, and this is no doubt the key to our falling 
population to-day. 

Supposing, however, that we could support our 
population entirely on the crops raised in Great 
Britain, would this mean the disappearance of 
industrialism 'I Surely only if there were no pro
duction for a national or international market, since 
the merchant appears when the local market extends 
over a- wider -area, and the merchant brings 

_ industrialism. But can we (indeed, ought we) thus 
to eliminate trade with distant markets? The bonds 
of commerce have their part to play in uniting 
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humanity together; and to aim at self-sufficiency 
is to strike at charity and good-will i it is hard to 
see how it can be a Christian ideal. It is just as 
hard to see how it can be an economic ideal for 
Great Britain, for there is much raw material which 
we need from abroad, and which we pay for by our 
exports of manufactured articles, transport, ser
vices, etc. What place is there for this essential 
foreign trade in the concept of the Peasant State? 

Another question may also be raised: Would we 
b~ allowed to pass into a Peasant State, and to 
abandon industrialism? Frankly, it appears to me 
(as to others) that the danger at the moment is 
not that of industrialism breaking down in this 
country, but of the machinery passing out of our 
hands into those of the United States. That country 
has already invested much capital over here, and it 
is not probable that she would tolerate the jettison
ing of industrialism. If we are to guess about the 
future, one might hazard the suggestion that the 
picture of the Peasant State is less plausible than 
that of American capitalism controlling a British 
proletariat, quod lJeus a'Ve1'tat. An equally 
unpleasant picture is that of a British Peasant 
State, founded on Catholic Christianity (if one is 
optimistic enough to believe in the possibility of 
such a mass conversion to Catholicism), being over
whelmed by the nearest approach to the Servile 
State in modern times, Soviet Russia. ' 

These comments on Commander Shove's vision 
of the future of capitalism must not be taken as 
denying that there is much force in his criticism of 
industrialism. Our industrialists ha'Ve aimed at 
cheap food for the masses, with disastrous results 
to British agriculture; they ha'Ve aimed consistently 
at expanding the market in order to increase profits, 
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(though it is. 'too much to say that they are 
"inevitably actuated by avarice," for avarice is 
an inordinate desire for gain); the result, hastened 
by the War, has been to develop foreign compe
tition. This is precisely the situation with which 
we are now confronted, and to remedy which so 
many measures are being proposed in various 
quarters, from .a policy of protection to' one of 
the international abolition of all tariff barriers, from 
the .. quota .. system to· international agreement 
between producers. Happl1y it does not fall within 
the scope of this book to discuss these measures. 



CHAPTER IV. 

THE SOCIALIST ALTERNATIVE. 
AT the opposite pole from the distributist theories 

which we have been discussing stand the socialists, 
ancient and modern, from Mr. G. B. Shaw to the 
Bolshevists. It is hardly necessary to say that no 
attempt will be made here to survey the whole 
field of socialist theories. and proposals, with all 
their thousand and one differences; or to slay again 
the corpse of collectivism. The latest executioner 
of that ni~ble corpse is Mr. G. D. H. Cole (The 
Next Ten Years in British Social and Economic 
Policy), and as he is one of the most able and 
influential of the socialist intellectuals of the day 
he may stand as the spokesman of modern British 
socialism, to explain the socialist view of the future 
of Capitalism. 

Mr. Cole argues that Capitalism is faced with a 
dilemma. To increase profits it must produce at 
constantly lessened costs per unit of product; hence, 
it aims at improving the efficiency of production 
by rationalisation. But rationalisation reduces the 
number of employed workers, and thus reduces the 
market for the increased product. Capitalism 
.. breaks down because, while it might succeed in 
improving very greatly the efficiency of production, 
it is doomed to fail hopelessly in solving the 
problem of distribution." To attempt to reduce 
output is merely to increase the difficulty, by further 
reducing employment and the market. To solve 
this dilemma " the only possible course for a well
ordered society is to begin with the decision that all 
shall be employed in: useful work and that all shall 
enjoy"the purchasing power wherewith to buy the. 

D 
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entire product of which their associated labour is 
capable. • . The purchasing power distributed in 
society should be measured in accordance with the 
productive capacity of the community, and not left 
to depend on the actual production secured by the 
free play of the forces of supply and demand." 
Were it not that Mr. Cole is so contemptuous about 
.. currency cranks," one would be tempted to 
believe that he was· adopting here the language of 
Major Douglas, and was going to urge some 
scheme of It social credit." But in the paragraph 
which immediately follows the passage just quoted 
Mr. Cole appears to indicate that the solution to 
the dilemma is to be found in socialism only; for 
he says, " I do not pretend that it is eaSy to work 
out this principle in practice, or that to make the 
transjtion from a capitalist to a socialist economy is . 
an easy task." 

Before going on to describe Mr. Cole's picture 
of the socialistic future, let me say that this 
"dilemma" of technological unemployment (un
employment resulting from the development of 
machine-production) would, it seems, face any form 
of economic organisation which was not prepared 
to pass·a self-denying ordinance against techno
logical progress. The machine, as it develops and 
takes oyer new and more complicated tasks, will 
always tend to displace human labour, independ
ently of whether the machine is owned by the 
community or by individuals. This is only another 
way of stating the problem of unemployment to 
which rationalisation gives rise, and which is at 
present the subject of anxious thought among all 
interested in tbe welfare of the workers. The 
orthodox economist assures us that " in the long 
run .. all will be well, and that labour which has .. 
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proved to be superfluous in one industry will be 
absorbed into others,and he bases his argument 
on the commonly admitted statement that general 
overproduction is impossible, seeing that there is 
no prospect of human desires for commodities being 
satiated. Not all are happy about this answer, for 
the run may be very long indeed, and in the mean
time what is to happen to displaced workers? 
Without entering upon a discussion which' would 
take us far afield, it may be said that the present 
scare in certain quarters about the machine and its 
titanic powers of production seems comparable 
with the scare a century ago, fostered by Malthus, 
about the tendency to under-production in agri
culture. We have heard a good deal (too much, 
indeed) about the torrent of babies entering the 
world; now some would make our flesh creep at 
the tliought of the torrent of commodities which is 
being poured forth' by the machines. There is 
something to be said for the belief that the babies 
will find the commodities very useful. Whether 
our methods of epabling them to obtain command 
of the commodities are satisfactory is another 
question, to be discussed later. 

Socialism, says Mr. Cole, is the solution"of what 
he considers to be " the capitalist dilemma." ' But 
socialism for him is not the old-fashioned collecti
vism; this he holds to have been killed by Guild 
Socialism, of which he was at one time th~ 
protagonist. What he proposes, we shall see in a 
moment, but first it is advisable to point out that 
Mr. Cole is primarily concerned not with complete 
socialism, but with the steps to be taken toward~ 
it in the next ten years. Old-fashioned socialists 
used to draw, pictures of socialist society without 
troubling too much to explain how socialism was 
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to come into existence; but the Marxists changed 
all that, distinguishing between the complete phase 
of socialism and the transitional stage, between the 
old economic system and the new. Mr. Cole, 
desiring to guide the steps of a socialist govern
ment, follow~ their example, and is chiefly anxious 
to describe the best methods to adopt in the 
transitional stage. ~Nevertheless, by careful search 
through his closely-packed book, one may arrive 
at some idea of the socialist ideal, .though he 
expressly says that the eventuanorm of socialism 
cannot be foreseen. He clearly contemplates that 
under socialism the State will own the coal-mines 
and the railways; that the right of inheritance will 
be p'ractically abolished; and that the national debt 
will have been wiped out by a drastic capital levy. 
,There will, apparently, be no private ownership of 
any of the means of productio.n which require for 
their operation the employment of workers; for he 
says that while socialists do not wish to abolish 
private property they do wish to limit it drastically 
in amount, and to prevent owners using their 
property in order to control the vital. means of 
prod~ction and the labour of others. 

The general object of socialists, he affirms, is not 
to nationalise (he prefers the word "socialise ") 
this or that particular industry, but the control and 
direction of the economic life of the community. 
Though he admits that this will involve the trans
ference of a large number of enterprises now in 
private bands to various forms of public ownership 
and control, he denies that it involves universal 
public ownership, or a uniform system of public 
control. He would socialise at once the Bank 
of England, leaving the shareholders with owner
ship but without control, the latter being transferred 
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to a commission of experts. The State should at once 
take over the ownership of the land, urban and rural, 
paying compensation for it, and of all minerals 
(apparently without compensation); but in the main 
the occupiers of land would be left in possession, 
and the coal industry would be for the time left in 
the hands of private owners. 1:he socialisation of 
the railways would take the form of leaving the 
shareholders for the time as owners, while taking the 
appointment of directors into the hands of the State. 
Manufacturing industry should be put under the 
control of State-appointed expert commissioners i 
the shareholders might be left undisturbed in their 
ownership, or they might be given State bonds 
entitling them a share in the proceeds of the 
socialised undertaking. This latter is the general 
form in which compensation should be paid; but 
it is important to notice that Mr. Cole calls 
compensation" an act of injustice," and his motive 
for proposing it can only be expediency. In any 
case, he intends that the State should recover at 
least a large part of it by the drastic and progressive 
taxation of inheritance, and by more severe taxation 
of investment-income. 

Other and less fundamental proposals made by 
Mr. Cole can be more conveniently mentioned later, 
and I am conscious that my attempt to summarise 
his strictly socialist proposals does little justice t{) 
the detail with which he surrounds them, though 
I trust the outline I have given is as accurate as 
an outline can be. In a sentence, I understand 
Mr. Cole to aim at introducing State control of 
all large-scale industry without delay, and State 
ownership of the means of production in th~future, 
as a natural development of its policy of taxation. 
The .. inevitability of gradualness II assumes the 
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form of the irresistibility of encroachment. 
As I have' already declined to embark here on a 

full-dress debate on socialism, I shall limit myself 
to some very brief comments on Mr. Cole's scheme. 
Since his professed object is to obtain for the State 
die control and direction of the economic life of 
the community (all'" object which is not peculiarly 
socialist), and since he believes that this can be 
achieved by depriving shareholders of their control 
and appointing expert commissioners to supervise 
industries, it is difficult to attribute his advocacy 
of State ownership of the means of production to 
anything but a doctrinaire bias against private 
ownership of capital. But the arguments in favour 
of a natural right to own productive goods are so 
convincing,· and the arguments against State 
. ownership of all the means of production are so 
strong, that one wonders how this bias can still 
persist. As to .his plan for compensation, Mr. 
Belloc's remarks in The Servile State are very a 
p10pOS; property-owners will not be hoodwinked 
by a scheme for compensating them with one hand 
and.confiscating the compensation by taxation with 
the other. They will resist as strongly as if 
confiscation were openly advocated. It need hardly 
be said that Mr. Cole's opinion that compensation 
is an act of injustice, assuming as it does that the 
private ownership of capital is unjust, must be 
rejected by all who hold, as Catholics do, that there 

. is a natural right td own productive goods. Finally, 

. Mr. Cole's plan for the management of industry 
by State-appointed commissioners is more specious 
than practicable. He is far too shrewd to imagine 
that these commissioners, who must be experts in 

• They are briefly outlined in my Ctdholie Social PriflCiplu 
(Burns. Oates & Washbourne). Ch. 4. 
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knowledge of the industry they control, can be 
chosen from the ranks of Civil Servants. They can 
only be found amongst the existing leade'Ts of the 
indust'TY. Can we conceive the cotton industry, to 
take an example of which Mr. Cole is fond, 
acquiescing in a scheme to put it under the control 
of a small- minority of the leaders of the industry, 
appointed by the government? No one who knows 
anything of the recent history of the efforts to 
reorganise the industry, whether by voluntary 
control or by State control, will reply in the 
affirmative. The same is true of the coal industry, 
and of every other industry of any size and 
importance, and not least of agriculture. The 
impracticability of trying to force an unwelcome 
control upon a resentful industry, doubly unwel
come if its impartiality between various concerns 
is suspected (as it would be if in the hands of a 
minority of the leaders of the industry), is patent. 
The whole plan reminds one of Mr. Belloc's 
prophecy- that socialism inclines to confirm Big 
Business in its present position of minority 
capitalist control by giving the controllers powers 
of legal compulsion. _ 



CHAPTER V. 

SUGGESTIONS FOR REFORM. 
Now that we have reviewed the opinions about 

the future of capitalism held by distributist writers 
and by a representative modern socialist, it is time 
to consider what reforms of the present system 
are proposed by those who hold that essentially it 
is sound enough,· but that it has many. defects 
which should be remedied. As already mentioned, 
for this purpose the report of the Liberal Industrial 
Inquiry, B1itain's Indust1ial Futu18, will be used. 
It is true that it is the manifesto of a political party, 
but the views about industry which it puts forward 
(if we omit the question of tariffs) are common 
enough amongst moderate reformers of various 
sfiades of political opinion. Needless to say, its 
utilisation as a document here does not imply that 
the present writer is a supporter of the Liberal 
Party. Party-politics have no place in a detached 
discussion, such as this book aims at providing, of 
the future of capitalism. This being premised, it 
may. be . said that B1itain's Industrial FutU18 
contains a mass of well-digested information and 
of enlightened criticism worthy of those who 
assisted in the inquiry, amongst whom were 
economists of the calibre of Mr. J. M. Keynes. 
Mr. D. H. Robertson and Sir W. T. Layton; 
social reformers in the persons of Mr. B. S. 
Rowntree and Mr. C. F. G. Masterman; and such 
well-known authorities as the late Professor 

.- Hobhouse and Sir Josiah Stamp. The views of 
such men as these are not to be dismissed as merely 
party propaganda. 

The report premises that large-scale industry is 
either under public control because worked by 
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II Public Concerns" (concerns operated or regu
lated in the public interest, and not aiming at 
unrestricted private profit), or else in the hands of 
joint-stock companies. The old question of the 
expediency of nationalising.a particular industry is 
answered by the statement that Public Concerns are 
appropriate in undertakings: {i) of great national 
importance, requiring large capital but not likely, 
for some reason, to appeal to the ordinary investor; 
(ii) in which monopoly is necessary for efficiency; 
(iii) in which the principle of fixing or limiting 
profits has been accepted, so that the shareholders 
are practically receiving fixed interest on their 
investment. Existing Public Concerns are run 
either by the Central Government (e.g., the Post 
Office, the telephones and telegraphs) or by 
municipalities (e.g., gas, electricity and water 
undertakings, housing schemes, buses and trams) 
directly; others are run by ad hoc bodies, either on 
a national scale (the British Broadcasting Corpora
tion and Central Electricity Board) or on a local 
scale (e.g., docks and harbours, water-boards). The 
report holds that the scope of these Public Concerns 
will gradually widen; and in particular it suggests 
that an industry might well be converted into a 
Public Concern whenever in that industry it has 
been found necessary to adopt the principle of 
limiting or fixing profits, for then the function pf 
the shareholder (which is presumably considered to 
be that of risk-taking) tends t<1 atrophy. It must. 
be noted that to turn an enterprise into a public 
concern does not necessarily mean to nationalise it. 
lt is sufficient if the appointment of its directors 
be under the control of the State, and if residual 
profits, after payment to the shareholders of the 
current rate of interest on their investments, be 
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applied to the strengthening of the enterprise, or 
(very rarely) to contributing to national or local 
expenditure. To direct State trading the report is 
expressly opposed. Concerns which are owned by 
the community should be managed by an ad hoc 
Board, responsible to the State or the municipality 
as directors are to their shareholders. . 

The recommendations about joint-stock companies 
in which ownership is so widely diffused that the 
shareholders have no effective control, or which 
hold something of a monopolistic position (as to 
other companies the report has little to say), are: 
(i) that there should be far greater publicity of 
accounts j (ii) that Directors should retire at 
seventy j and (iii) that in addition to a Board of 
Directors there should be a Council of Supervision. 
This Council would consist of representatives of 
the shareholders, and " in some cases " of the 
employees j it would meet regularly to receive 
reports from the· directors, to criticise them, and 
to supervise the higher appointments, including 
those of the directors. The Board of Directors 
would consist of the Chairman, the Managing 
Directors, and .. in some cases" of the most 
responsible heads of the concern, with perhaps a 
few outsiders with special qualifications. 

The problem of companies having a monopolistic 
position is dealt with not by recommending an 
attempt to destroy combines, trust and cartels (an 
attempt which the experience of the United States 
shows to be probably doomed to failure), but by 
. accepting the recommendations of the Committee 
on Trusts. The report propoSes that every public 
company controlling more than (say) fifty per cent. 
of the output or marketing of a product in Great 
Britain, and with balance-sheet assets of more than 
(say) one million pounds, should be registered as a _ 
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Public Corporation. All Public Corporations 
would be subject to inspection by the Board of 
Trade, which would have power to investigate and 
report on its profits and other points. If abuses 
were discovered, or suspected, the Board of Trade 
would report to a special Trust Tribunal, 
empowered to make a full inquiry, to insist on the 
production of books, and to take evidence on oath, 
and then to publish any facts disclosing injury 
done to the public by the trust. Thereupon the 
Board of Trade would make recommendations to 
Parliament for action to be taken by the State. 
On this one may make a twofold comment j first, 
that the procedure seems to be remarkably compli
cated, and likely to get choked with the red tape 
which reports about reports carry with them; and 
second, that if no more action were taken by 
Parliament when the Board of Trade reported to it 
than was taken on the report of the Committee of 
Trusts itself, these proposals contain nothing to 
alarm the most timid trust magnate. But it is only 
fair to admit that the problem of the monopolistic 
combine is a very complicated one, and that the 
publicity which the adoption of the recommenda
tions of the Committee on Trusts would secure is 
a necessary preliminary to enlightened and effective 
action against the abuses of monopoly power. 

Akin to the matter of trusts is that of employers' 
associations, usually formed to regulate output and 
prices, and to present a united front to trade-unions. 
These, as has been said, are wrapped in a good 
deal of secrecy, and Britain's Industrial Future 
recommends that they be registered and that the 
facts about them be made as public as the facts 
about trade-unions. Oli the latter organisations it 
passes the criticism that they have not yet fully 
real1sed that industrial efficiency is of the first 
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importance to the worker, and complains that the 
attitude of the .trade-union official is that of a 
watch-dog against the employer. This criticism 
has much force; the past struggles of the unions to 
maintain and improve the workers' standard of life 
have left the tradition that trade-unionism is a 
weapon of offence and defence, rather than an 
instrument to facilitate the co-operation of the 
workers with their employers; nor has the attitude 
of employers towards the unions always been such 
as to convince the unions that they might safely 
disarm. Disarmament is a supreme expression of 
confidence, but the unions' confidence will not be 
won so long as they are excluded from full know
ledge of the financial facts of industry; this was 
clearly recognised by the Balfour Committee (Final 
Report, p. 99) when it recommended that the 
employers should make full disclosure of these facts 
to the workers or their representatives. 

On this point the Liberal Report has some wise 
words to say. What is needed, it observes, is 
knowledge about the output of industry, the prices 
obtained in. home .and foreign markets, the cost of 
raw materials, the amount of capital involved and 
the average rate of interest paid on it, the. number 
of employees, and the totar cost of wages in the 
industry. Amongst the good results of this 
publicity would be that the unions would have a 
means of testing assertions that wage~eductions 
were necessary, or wage-increases impossible, and 
would therefore be far less likely to enter upon a 
trial of strength with the employers than they are 
at present, The collection of relevant facts might 
well be the business of a State department, but it is 
obviously a pre-condition of success that employers 
should realise that p~blicity of this .,sort is all to 
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their advantage, as facilitating the smooth running 
of the industrial machine. . 

The adoption of such a measure as was described 
in the last paragraph would imply that both Capital 
and Labour were prepared to recognise one another 
as partners in industry, at least to the extent of 
joint consultation j and for the purpose of consulta
tion some machinery would have to be set up in 
industries where it does not already exist. The 
Whitley scheme of joint industrial councils is 
approved by the Liberal Report, with the proposal 
that, under given conditions which it details, a 
joint industrial council should have the legal power 
to enforce its decisions throughout the whole of its 
industry, more especially with regard to minimum 
rates of wages. It is a matter of common knowledge 
that this is a point of controversy at present, and 
worth observation that the Balfour Committee 
favours compulsory powers for fixing minimum 
rates for the lowest paid grades of workers, but not 
for otner matters. 

On one small point the report differs from the 
original Whitley scheme j it does not believe that the 
best method of composing a joint council is to pro
vide for representation of the management and the 
workers in equal numbers. It holds that every im
portant group of workers, whether by hand or brain, 
from the heads of the concern downwards, should be 
represented, more particularly on the Works Couno;ls 
which it desires to see set up by law in every concern 
with more than (say) fifty workers. The functions 
of the Works Councils would be to draw up the 
working rules of the factory, especially as to the 
grounds for dismissing a worker j and they shoul~ 
be given the right to be informed of the trading 
prospects of the concern and of . its financial 
position. Here again we find the Balfour Com-
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mittee in partial agreement; it favours .Works 
Councils (though it would have them dissociated 
from the wider Whitley scheme), but would not 

. like them to be legally compulsory. Mr. Cole, too, 
advocates Works Councils, but he would have them 
.representative of the workers only, the management 
being excluded. .In his plan of a socialised· 
industry, their function would be to meet in 
consultation the bodies of expert industrial com
missioners already described, and they would 
have the right to appeal for the commissioners 
to ah Industrial ,Court presided over by a 
stipendiary officer. This is a convenient place to 
mention that Mr. Cole looks forward to trade.:. 
unionism losing its" belligerent" character under 
socialism, and becoming a valuable piece of social 
machinery to assist the expert'commissioners with 
technical advice. ' 

Family allowances are given a sort of hesitating 
blessing in Britain's IndustTial FutuTe. Realising 
that they must in practice be paid by the State or 
by the unmarried workers, disliking' the former 
course and aware that the unmarried worker would 
strongly dislike the latter, the Liberal Report 
suggests that they 'might be tried (in the well-known 
way of .. industrial pools .. ) in those industries in 
which prosperity is increasing, so that there would 
be no decrease in the wages of the unmarried j and, 
one must add, no increase either. Mr. Cole is 
much bolder. He would have family allowances 
paid out of general taxation, and he estimates the 
minimum 'Cost to be one hundred million pounds. 
This'is Certainly thinking on a grand scale; but 
whether ~t is within the region of sublunary politics 
is another matter. The Balfour Committee is 
undisguisedly hostile to family allowances, and 
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prefers a scheme of contributory insurance. 
The methods by which capital is invested in 

industry are attracting increasing attention to-day. 
The Macmillan Report, for instance, suggests that 
first-class issuing-houses should vouch for the 
~ntrinsic soundness of new issues for home industry 
as they do for foreign issues. To illustrate how the 
flow of capital can be diverted into channels which 
injure both the investor and industry itself, it gives 
some striking figures. In 1928 the total amount
subscribed for capital issues of 284 companies was 
£117,000,000; in May 1931 the total market value 
of these issues was £66,000,000, a loss of about 
47 per cent. 70 of these companies have been 
wound up, and the capital of 36 others has no 
asceJ'tainable value. 

Mr. Cole makes a good point when he says it 
is useless to rely on the law of supply and demand 
to secure the best investment of the nation's capital 
at home, or the correct balance between home and 
foreign investment. He"suggests the establishment 
of a Boarq of National Investment whose sanction 
would be necessary to any appeal for capital for 
use at home or abroad, with power to raise funds 
for investment in industry. As lie notes, Britain's 
Industrial Future contains a somewhat similar 
proposal, though in the Liberal scheme the powers 
of the Board of National Investment would be much 
more restricted; it would hold the assets of the 
Post Office Savings Bank, the National Insurance 
Funds, and other capital resources in the hands 
of the government. Its function would be to 
advance funds for new capital expenditure by 
Public Authorities, and to railway and other 
parliamentary companies, to building societies, 
co-operative societies, land banks, etc. It would 
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have emergency powers to control overseas loans. 
It is clear that this question of investment and 

its right direction is one of the major issues of 
capitalism to-day, and the thoughts of social 
reformers should be directed to it: It is equally 
clear that it· is not necessarily socialistic to fa~our 
the estabHshment .of a Board of National.Invesi~ 
ment, even with powers more extensive than those 
which the Liberal Report would give it. . 

While on this subject of investment, it is' 
advisable to draw attention to a phenomenon which 
is of-great importance. Industry is financing itself 
to a great extent out of its own undistributed profits, 
to the extent indeed of three-quarters of the neW 
capital which is invested in home industries. The 
amount is estimated by the Board of Trade to be 
about £200,000,000 a year (after deduction of 
income tax). This is important as affecting the 
position of the private investor as a necessary f~or 
in industrial development. . '. 

From what has been said above, it will be seen 
that Britain's Industrial Future, compared with the 
views of socialists and distributists, is conServative 
in tone. But it contains one chapter in which are 
the seeds of. a root-and-branch remodelling of our 
capitalist system. That is the chapter on the 
diffusion of ownership, which admits that the mass' 
of our population is a propertyless proletariat, 
living by the sale of its labour, and is in agreement 
with all Catholic social theory in urging a wider 
diffusion of ownership. The- . problem, as said 
before, is how to secure this, more particularly in 
the region of industrial capital. The report agrees 
with Messrs. Hamilton and May, the authors of. a 
striking American book The Control of Wages, in 
:believing that the chief hope of securing a wider 
diffusion of ownership of industrial capital lies in . .. 
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,securing to the, workers in industry some share in 
the company reserves of undistributed profits, to 

. which allusion was made in the preceding para:" 
graph.. It, holds that after the existing shareholders 
have received an adequate return on their invest
ments of net profits the balance should be shared 
with the employees of the cop.cern, and it supports 
the opinion that the best method of doing this is 

"to give to'the employees allotments of capital, i.e., 
shares which they can sell. 

, In this suggestion they are not putting forward 
art exclusively party opinion. In a striking speech 
delivered' in May 1931 by Lord Eustace Percy the 
following passage occurs: 

We must return to the old idea which, in effect, 
used to govern our practice, though not our law, 
that' a Qlan who has only a limited liability for the 
failure of a business can have only a limited interest 
!n its success-;-and,indeed, a limited ownership of 
tts assets. ~s the cake grows, the wage-earner, as 
,well 'as the owner of capital, must feel an interest 
in .its growth commensurate with the risk that he, 
too, is taking owing to his dependence on the 
business for his livelihood, Ibelieve that the weak

.ness of profit-sharing as a' means of giving the wage
earner a common interest with the capitalist is that 
it has taken too much the form of additions to wages 
out of profits available for distribution in a particular 
year, and too little the form of recognising the 

" wage-earner's interest in accumulated reserves .• 
One of the most interesting' and most energeti

cally advertised of the methods for securing the 
diffusion of the ownership of industrial capital is 
that contained in the Valder scheme, of which the 
Liberal Report speaks with approval. It can be 
found outline4 in a pamphlet entitled Wantedl A 
Practical Solution to Britain's Industrial Problem. 
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and in the numerous pamphlets, etc., published 
by the Employee Partnership Institute (N .Z) Ltd., ... 
of 150, Victoria Street, Hamilton, New Zealand, 
(London agents: Helen Ferguson & Company, 
2, Melbqurne Place, W.C.2). The scheme is for 
a company to issue to all its employees from the 
general manager downwards "labour-shares II 
without any payment, and in proportion to the 
value of the services they render to the company 
(i.e., roughly, to their pay). These shares have no 
cash value at the time of issue; but they· acquire a 
cash value as reserves are built up out of net profits. 
Such reserves belong to the employees, for after 
payment of wages and salaries, and debts, after . 
making provision for depreciation-reserves, and 
after paying to the capital shareholders a rate 
of interest to be fixed by the memorandum· or 
articles of association of the company, all the 
balance belongs to the holders· of labour-shares. 
These have equal voting rights with the capital 
shareholders, and may, if they like, become capital 
shareholders by taking the dividends onthe~r 
labour-shares in the form of shares instead of in 
cash. When an employee ceases to be in the 
employment of the company, either by death or 
departure, he. or his representatives receive the 
cash-value of his labour-shares. It is to be noted 
that the labour-shares have no nominal value; they 
do not represent money, but service. To enable 
this scheme to be applied in New Zealand by those 
companies which wished to adopt it, the Companies 
Empowering Act was passed in 1924. We have 
not gone so far in Great Britain yet, though the 

. Companies Act of 1929, which continues the 
prohibition .to companies against giving financial 
help for the purchase of its own shares, exempts 
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from that prohibition provisions made by the 
company to enable trustees to buy fully-paid shares 
to be held by or on behalf of employees of the 
company, and also exempts loans by the company 
to its employees (excluding directors) to enable 
them ~o buy such shares. 

This scheme is one of the ways in which the 
worker can be given a real status in industry, and 
is in accordance in principle with the recommenda
tion of Pope Pius XI in his~ncyclical on the Social 
Order, in which he says, .. In the present state of 
human society we deem it advisable that the wage
contract should when possible be modified by a 
contract of partnership. In this way wage-earners 
are made sharers in the ownership or the manage
ment or the profits." It has the further advantage 
that it may be used to buyout the "absentee 
shareholders." The inconveniences which follow 
from capitalists owning shares in businesses which 
they do not in practice control and of which they 
know little or nothing beyond what they read in 
the City column of their newspaper have already 
been pointed out. Such property· as this is 
deprived of most of the advantages which the 
ownership of productive goods brings to the 
owners by developing their characters and their 
Sense of responsibility, and the provision it enables 
them to make for the future is too dependent on 
speculative conditions to be thoroughly sound and 

. secure, to say nothing of its tendency to promote 
an unhealthy obsession of shareholders by reports 
and rumours from the Stock Exchange. If the 
shareholders in a concern consisted only of those 
who were actually employed in some capacity by 
the concern, these inconveniences would be largely 
eliminated. 



CHAPTER vto" 
NEO-CORPORATISM. 

IT will be seen that our thoughts are gradually 
passing from mere partial reforms of the capitalist 
system to a much more fundamental reorganisation 
of it';' which presupposes neither the belief that the 
system is on the verge of collapse and transforma
tion into the Peasant State, nor that the solution of 
the problem lies in socialism. Such a fundamental 
reorganisation has been outlined in the" National 
Plan, " published under the auspices of The Week. 
End Review in February 1931. The Plan is very 
extensive, and covers the political as well as the 
economic field, so that we are only concerned here 
with portions of it. It proposes that all our industry 
and commerce should be transformed into a series 
of great amalgamations or federations. Within 
each industry competition is to be eliminated or 
restricted. The ownership of industry is to remain 
with private shareholders; control, on the other 
hand, is to be vested in a paid Council which will 

. consist of "representatives of the shareholders, the 
consumers, the management and the workers, and 
others il)terested in the concern. This Council 
would be responsible for the good government and 
the good behaviour of the industry; e.g. obser
vance of factory and safety regulations and the 
settlement of trade disputes, with an appeal to an 
Industrial Court. In highly organised industries 
executive responsibility would lie with a small 
board of members of the industry, chosen by the 
Council for their business ability; in others, with 
the boards or executives of the amalgamating units. 
It is proposed that profits be legally limited. The 



N eo-Corporatism 61 

necessity of enlarging the home market is realised, 
and it is hoped that this would be done by pro
viding successive increases of real wages, made 
possible by the increased efficiency which the Plan 
would secure. Strikes and lock-:outs would not be 
forbidden,but there is good reason to hope that 
their number would greatly diminish as industrial 
self-government extended. An interesting sugges
tion is tentatively made that a National Insurance 
Trust should be formed to take over from the State 
all social insurance funds. The Plan is little more 
than an outline, but it has grasped the fundamental 
defect in our industrial system, viz., that (partly as 
a result of its history and of laissez-faire prejudices 
which still linger on) it is insufficiently organised; 
and the authors of the Plan have the uncommon 
merit of not falling into the error of thinking that 
industry cannot be organised except on a basis· of 
State-ownership, or State-management. 

This reorganisation of industry, by voluntary 
effort supported when necessary by the State, is 
precisely the ideal towards which Catholic thought 
is tending and has long tended; in fact, ever since 
the revival of the old "corporations," destroyed 
on the Continent by the revolutionary movement 
of the late eighteenth and early nineteenth 
centuries, was put in the forefront of his social 
programme by the Comte de Mun in France, by 
Vogelsang in Austria, and others. It is clearly 
approved in the papal encyclical.on the Social 
Order, which says, '·'The aim of social legislation 
must be the re-establishment of vocational groups 
. • . binding men together according to the 
functions which they exercise in society. •• These 
groups, in a true sense autonomous, are considered 
by many to be, if not essential to civil society, at 
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least its natural and spontaneous development." 
We have learned to organise .laliour in trade
unions, and employers in their' associations; we 
have learned to organise shareholders in joint-stock 
companies. Combines, both vertical and horizontal, 
have taught us that individual concerns, even in 
4itTerent branches of industry, can be organised in 
powc!rful groups. The time has come to organise 
each industry as a whole. Mr. Cole sees this, 
though from the necessity for organisation he 
jumps immediately to the need for socialism. The 
National Plan of The Week-End Review sees it, 
and makes it the basis of its scheme of economic 
"reform. Britain's Industrial Future, in its sug· 
gestion that large-scale monopoly companies 
should receive legal status as II Public Corpora. 
tions .. is on the way to a corporative organisation 
of industry. So, I think, is Mr. J. M. Keynes 
(The End of Laissez-Faire) in maintaining that 
"progrt:ss lies in the growth and recognition of 
semi-autonomous bodies within the State." Guild 
,Socialism, before divergence of views between its 
advocates led to its demise, contained the corpora
tive idea, 'though it contained also (at least as 
1ldvocated by Mr. Cole) a spurious element of 
soCialism too, in its advocacy of State ownership 
of the. means of production. 
, The general ground-plan of what is becoming 
known as Neo-corporatism is that each industry 
should be 1egally recognised as an economic whole, 
composed of the various individual concerns within 
it., It should be governed by a Council composed 
of' representatives of the owners of the capital 
invested in the industry (to-day usually the share-

• holders), and of those who are employed in any 
capacity in the industry. There is no reason why 
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provision should not be made for (say) the Board 
of Trade to be represented also, as guardian of the 
interests of the community. This Council would 
have power to make regulations for the industry as 
to output, marketing, prices, labour conditions, etc. 
Subject to these regulations (which should be 
legally enforceable) each concern in the industry 
would manage its own affairs. Within the industry 
employers would be perfectly free to form their own 
associations, membership of which would not be 
compulsory; and workers perfectly free to belong 
to a trade-union or not. But certain privileges 
might well be given to those who were members 
of their appropriate associations, since on these 
associations would fall, as it falls now, the duty of 
watching over the interests of those to whom their 
'membership was open. Amongst these privileges 
the most important would be the right of electing 
representatives to the Council of the industry. The 
industry once organised as a whole, a large field 
of activity would lie open to it. It might well 
assume responsibility for the social insurance of its 
workers, and thus relieve the State of a task for 
which it is not fitted. It might very usefully set 
up a special branch for the collection of statistics 
about production, priceS, profits, costs, etc., within 
the industry. It might appoint a committee to 
overhaul marketing methods, and to advise the 
constituent units of possible improvements. So far 
as the efficiency of industry is concerned, there are 
none of the reforms suggested by the Balfour 
Committee or the Liberal Report or by any other 
competent observers which could not be carried 
into effect more easily if industry were organised 
in this way than they can while it remains 
unorganised. This has, of course, been seen 
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dearly by those who are pressing for the rationali
sation ,of our industry, though' too often the 
measures they propose fail to touch the root of the 
difficulty,' which is that our business concerns form 
ari agglomeration, not an integrated organisation. 

We have seen the insistence with which reformers 
ot various schools have pressed for greater publicity 
in industry, for the sake of the investing public, 
for the sake of' industrial peace, and for the sake 
of industry itself, suffering as it is from too little 
knowledge about its own position, financial, 
economic and commercial. An industry organised 
as an organic whole, would be able to collect and 
communicate all essential information far better 
than even a cartel can do. 

We have seen too that the concentration of 
control of industry in the hands of a few, to the 
practical exclusion of the shareholders, workers 
and consumers, is becoming more and more the 
object of dissatisfaction, and attack. The Council 
of an industry would give a'voice to these excluded 
class~s, without weakening the practical manage
ment ,of the organised concerns. The workers 
'Would be given a genuine status in industry: they 
would be', recognised as real co-operators with 
capital, and one of the chief causes of class-hostility 
would be removed. 

As was said above with reference to efficiency, 
so-now it may be said with regard to all the 
measures of reform which have been discussed in 
the preceding pages, there is not one of them 
having real value which could not be applied more 
easily to organised corporate industry than it can 
to-day. There is no need to fill in more details of 
corporate organisation. The scheme is essentially 
adapt,able in detail j it is its framework· which is 



of supreme importance. Moreover, to paint too 
detailed a picture of a remodelled system is to 
produce an impression of unreality, of utopianism, 
on the reader; and it is vital to realise that Neo
corporatism is neither unreal nor utopian. It is 
a practical scheme, which could be applied to any 
industry which had the will to organise itself. The 
\Vhitley scheme took us some way towards it, so 
far as the personnel of industry is concerned; 
rationalisation is a step towards it on the financial 
and technical side. The whole movement of modem 
social thought, the pressure of the facts of industry 
to-day, is in the direction of the corporate organi
sation of industry. It is extremely urgent that the 
form of corporate organisation which industry will 
inevitably adopt should be a sound form. 'Ve 
want neither the dictatorship of the combine nor 
State-ownership of industry. 

There are, needless to say. problems which Neo
corporation would have to solve in practice. One 
would be that of sanctioning the establishment of 
new concerns within an industry, and of elimina
ting concerns which were infra-marginal, i.e., 
which were uneconomic in operation. Another 
would be the correlative one of enlarging or con
tracting the number of workers. But such problems 
as these are precisely problems of organisation; 
problems which now are left to so-called "economic 
laws .. for solution, with resultant economic loss 
and human distress. To deal with them we need 
a body which will be capable of grappling with 
them on behalf of the whole of an industry, and of 
commanding the confidence of all who are engaged 
in that industry, as well as of the community. 
There would be the economic problems which face 
industry at all times (inc1udirfg one to be mentioned 



.66 ThB FuturB 01 CflPit.Zism 

more at length in a moment),. but a corporately 
organised industry could face them with greater 
hope of succe&s than . our industrial leaders can 
to-<lay. There would be the old problem of the 
limits of an· industry, which perplexed Parliament 
during the debates on the Trade Disputes Bill of 
1927 ~ it received a working solution for the 
purposes of that Bill, and it. could be solved if a 
sincere effort were made to put Neo-corporatism 
into practice. Finally, there is the greatest problem 
of all; the problem of persuading an industry to 
organise itself, a problem which has so long baiRed 
the cotton trade. I do not feel myself competent 
to suggest a solution to that problem; But if it is 
not solved, it is difficult to see that any future can 
be promised to British industry. 



CHAPTER VII . 

.. THE LIMITED MARKET. II 

I HAVE left to the last a problem which is not 
peculiar to capitalism but which must affect any 
system which has progressed beyond the barter
stage of exchange of commodities: the problem of 
the relation between the product of industry and 
the purchasing power of the community. Strictly 
speaking it might be omitted from this book, but 
as it is closely connected with the commercial crises 
said to be characteristic of capitalist production, 
and as it is receiving an increasing amount of 
attention to-day, a short statement of the question 
at issue will perhaps be pardoned. 

Of course, anything like an exhaustive discussion 
of this large and complicated matter is out of the 
question here. To deal at all adequately with the 
growing literature about it would require a book 
larger than the present one, and would involve a 
preliminary explanation of the theory of currency 
and credit. In the United States the economists 
Messrs. Foster and Catchings have already published 
5e\"eral large books to popularise their views on 
currency-management, and in England we have 
not only the various publications of the Douglas 
school of .. social credit ,. but also the writings of 
Mr. J. A. Hobson in which he expounds his belief 
that, owing to maldistribution of wealth, we are 
suffering from over-investment. There are also the 
publications of more orthodox economists (such 
as Professor Cassel. Professor Irving Fisher and 
Mr. J. M. Keynes) advocating one or other 
modification of our monetary system. Instead of 
attempting the formidable task of reviewing all 
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these works, I shall confine myself to giving a 
brief account of a book which explains very clearly 
and very patiently certain criticisms of our monetary 
system which are common ground to various 
writers. I refer to The Problem of Maintaining 
Purchasing Power, by Mr. P. W. Martin, pub
lished in 1931. 

Mr. Martin directs his ~nalysis to discover the 
causes of the periodic business-crises and industrial 
depressions which affect the world of industry, 
commerce and finance. If there were a steady 
demand for· commodities at remunerative prices, 
and if purchasing-power (i.e., money of all sorts) 
were so plentiful and so distributed amongst 
consumers that this demand was effective, there 
would be little room for crises. With our greatly 
increased power of production, the problem of 
to-day is not that of a century ago; no longer is 
there a difficulty in producing the commodities 
which the world desires. The difficulty to-day is 
to market the commodities when produced j not, 
however, because there is no demand for them,' but 
because the demand is not effective, since it is not 
backed up by purchasing-power. In a sentence, 
people want the goods but have not the money to 
pay for them. At first sight this may not appear 
curious, for we are quite used to the idea of people 
wanting something but not being able to afford it. 
But it is c.urious, none the less. For if we consid.er 
the community as a whole, and not merely some 
" hard-up" individuals or .classes in it, one would 
expect its total effective demand for commodities 
to be equal to th~ commodit~es supplied j and tbis 
not merely because it is demand which calls forth 
supply, but beCause the purchaSing-power of a 
community (which makes demand effective) ought, 
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apparently, to be the same as all the costs, including 
profits, of producing the commodities. In other 
words, one would expect the total purchasing
power to be equal to the total prices of commodities ; 
and the reason for this expectation is that total 
costs (including profits) are made up of payments 
which have to be made to various members of the 
community for the services they render to industrial 
production (i.e., salaries, wages, interest on 
debentures and loans, dividends, etc.). So, again 
taking the community as a whole, what it takes 
out of one pocket to buy with, it receives into 
another pocket from the industrial machine. One 
would expect these two sums to be the same .. 

This expectation is not proved to be false by the 
mere fact that producets of some particular com
modity cannot find a .market for it. This may be 
due to the fact that people have as much of that 
commodity as they want; or at least as much as 
they are prepared to buy at a price which will give 
a reasonable profit to the producers. In such a 
case, the producers have- made an error of judg':' 
ment, and we have an instance of what Mr. Martin 
calls .. disproportionate production," Le., over
production in one particular industry. 

Again, if those who receive purchasing-power 
from industry do not spend it, but hoard it up in 
safes or stockings, then (other things being equal) 
there will be insufficient purchasing-power available 
to buy commodities at the old prices. Equilibrium 
"between commodities and purchasing-power will 
be temporarily disturbed; temporarily, 6ecause 
gradually prices will adjust themselves to the 
diminished volume of purchasing-power, though 
with loss to the producers.. . 

On the other hand, if the supply of purchasing-
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power is increased by some agency outside industry , 
(as it can be by' the Government printing notes or 
coining money t or by the banks granting more 
liberal credit), there will be a disturbance of 
equilibrium between commodities and purchasing .. 
power (other things being equal), but this time in 
favour of producers. 

These and' other forms of inflation and deflation 
of the currency ar~ well-known' to economistS and 
the general public, though not as well understood 
by the latter as they ought to be. The question 
raised by Mr. Martin and other critics of our 
monetary system is much more fundamental. They' 
ask, does the very working of our industrial system 
of itself, and apart from the interference of other 
factors, tend to disequilibrium between purchasing
power- and the supply of commodities? 

.Briefly, they reply that certain uses which indus
try must necessarily make of the purchasing-power 
it receives from die community tend of their nature
to disturb the equilibrium we have been discussing; 
and consequently tend to disturb the even' flow of 
commodities to the community, with resultant 
crises. Industry requireS not only- fixed capital' 
(factories, machines, etc.) but also working capital 
(funds to buy raw materialst to pay wages, etc.). 
Tliis working capital it obtains by, borrowing it 
from the community, or from- the banks, or by 
using undistributed profits. Mr. Martin's conten
tion is that additions to' working capital, whether 
obtained by borrowing from the community or by 
using un,distributed profits, make for a' correspond
ing deficiency of purchasing.power, and thus'tend 
to disturb equilibriuin ; if they are obtained by bank 
credits, thus increasing the total amount of purchas-. . 
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ing-power in circulation, they will disturb equili~ 
rium in favour of superabundant purchasing-power. 

This will be clearer if one of Mr. Martin's 
illustrations is given in detail. Let us suppose that 
industry borrows .£1 million from the community, 
and uses it to take on more workers. On the side 
of purchasing-power, £1 million is taken away by 
the loan to industry, and returned in the shape of 
wages; so that the position here is unaffected. But 
on the side of commodities, the supply is increased 
by the output of the workers who have been 
engaged on the strength of the loan. There are 
more commodities offered than before, while 
purchasing-power remains the same. In other 
words, equilibrium is disturbed; there is a defic
iencyof purchasing-power, and remunerative prices 
cannot be obtained by the producers. 

It would be utterly unfair to Mr. Martin to leave 
the reader under the impression that this com
pressed summary includes all the elements of his 
analysis of the working of the industrial system. 
He takes into account many e1em~nts which modify 
the tendency to disequilibrium just discussed, and 
enumerates other influences affecting equilibrium 
in one direction or the.other. To make his meaning 
plain, he makes use of repeated summaries and 
diagrams, evidently realising the difficulty which 
the ordinary man has in following monetary 
discussions. U the summary of his thesis just given 
errs by over-simplification, I can only hope that it 
wiD have at least the advantage of making bis 
main point. clear. 

I hope I have also made it clear that it is no part 
of my purpose to pass a verdict on any of these 
modem criticisms of our monetary system, even 
if I were competent to do so. My only object . , 
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is to complete this account of various opinions about 
the future development of capitalism by drawing. 
,attention to the probability that, as a result of the 

- work of many authors and propagandists ranging 
from the orthodox Mr. Keynes to the unorthodox 
Major Douglas, however divergent tlieir views, 
some place will be found in the remodelling of 
Capitalism for a new method of dealing with our 
currency system. 
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CHAPTER I 

INTRODUCTORY 
.. Finance is a great policy "-Wilsoll. 

L WHAT IS PUBLIC FINANCE?* 

FINANCE is regarded as the most difficult part of a.. 
.difficult science. Yet it is one of those things that 'comes 
home to men's business and bosoms'; especially so in 
modern times, when every action of the State has some 
financial bearing and has profound influences on the
social and economic life of the citizens. No single item 
of new taxation, when proposed, passes the legislature 
without great controversy and much heat. The floating 
of a loan, or the sale of Treasury Bills rarely escapes the 
acute criticism of the press and the public. And yet 
Finance is a mystery to the uninstructed! 

The simplest approach to a complex subject such as 
Finance is by means of an analogy. The Finances of the 
State ha ve been compared with those of a prudent citizen, 
a business corporation or a social club. Let us take the 

* The word Finance originally mead a fine, and by a sirles of 
changes has come now to denote all matters pertaining to currency r 
exchange and capital. This is the wider meaning; bllt when the 
term is qualified by the epithet: • Po.blic', the connotation is to the . 
Finances of the State. The French nse the singular form to denol& 
the former, and the plural to denote the laUer meaning. • Th& 
Science of Finance' is another term used widely too denote th& 
Finances of the State. 



PRIVATE AND PUBLIC J'INANCE 

fundamentally different character of the State. The
State is an. organisation designed not for individual or 
immediate profit to itself, but for .services to the com ... 
,lDunity'. Hence these differences. 

Lastly,Publi~ Finance is very often compared with 
the finances of a corpora.tion or a business concern. The 
verbal resemblances are obvious, but in all fundamental& 
the differences are overwhelming. The State makes nO' 
profits, whereas profit is thesol-e' concern of a. business • 
.. A business, keeps down expenses in order· to'increase 
,its iIicome ,the State 'keeps down expensesin'ordfllr to' 
-diminish its income ........ ~ The State does not earn money 
.but takes it. A State is not prosperous, when its income
-is' great.'? ·4 

How striking :then are the differences between pri
-vate and Public Finance t In the first place there is' nO' 
.consideration of • profit' whatsoever; . but Government 
expenditure' is so' laid out. that it will result in the 
largest measure 'of social well-being. ' It does not look to 
money profits .01' direct and immediate returns. Secondly,. 

. :unlike .an individual, it looks to the interests of the 
whole community. In its .spending policy;' the State 
may disregard the claims of an inlividual or a group of 
individuals., if they conflict with those of the community 
9.S a whole. Or, when it gives protection to an industry 
.it may apparently benefit a small group, if in the long 
run the benefits would accrue to the whole country. In 
its revenue policy the same principles are applied. For 
f>xample, a tax. ·.on liquor hits hard the small class of' 
consumers of that commodity; but its tn:ation is neces
sary in the interests of the regulation of tbe morals of 
.the community~ In short tbe State may be said to-
J# 4. Bills, J. B. Op. Cit • 

• 
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l,l'epresent the eollective interests of the whole community 
.and has the attainment of maximum social advantage 
.as its ideal. 

For these reasons Ptlblic Finance' is coming to be 
more and more sharply dIstinguished from private 
mnanoe. Although' here and there the rules of private 
finance afford us s'ome g'uid'ance, ~su(Jh as equi-inarginU 
utility in expenditure, they h,ave nobearfng' whatsoever 
.on th~ ~ider and larger problems of Public ,Finance. 
The subject is becoming" more social and less Ilcono
mic." It is viewed from a public point of view. This 
js probably why best business-men prove disappointing 
finance miriisters.5 There is however one important· 
,.consideration, which'tnakEis Public Finance resemble 
private 'fin.ance ultimately. 'the State has no fund or 
wealth of its own either to' spend, to borrow or to raise; 
;it is dependent for 'its finances on the resources of the' 
-community. ,Its legal compulsion to raise taxes cannot 
go far beyond the meads of the people, and if it exceeds 
that it must needs face bankruptcy like the individual. 
"It is for this reason that Prof. Conn thinks that the dis
,tinction between private and Public Fina.nce is "more' 
.legal than economic." 

3. RELATION TO ,ECONOMICS AND POLITICS 

Public Finance is more. closeiy related to Economios 
a.nd Politics than to any other branches of ,the- sooial, 
-sciences. Prof. Daltonrema.rks rightly tha.t it lies on the 
·borderlaud between them. 

To Economics,-ln its origin, Political Economy, 
·started with PubIioFi,nance, as, the theme~ In his lntr~' 
..duction to th~ Fourth ,Book. Ada.m Smith remarks: 

5. Ely. 
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",Politica.l : Economy, proposes two distinct objects: first. 
to proviqe & plentiful revenue or ,subsistence for the-
people or more properly to enable them to provid~ such 
a fevenue or subsi~tence for ~hemselves. and secondly 
to supply the State or commonweal with & revenue' 
sufficient for the public service. It proposes to Ilnricn. 
both the people and the sovereign." InJact the Science
of Finance Is of 'earlier origin tttan Economics. Prof •. 
Plehn observesll that it is d the forerunner of both the 
scien.cl1s (E~onomics and Politi,cs) to which it is now 
subordinate." 

It is quite a commonplace to say that the principles 
of th~ gener~i theory of Economi~s are essential to the
understanding .of this science. The ,180 ws of consumption. 
a.re valuable in the rlomai~ .of expenditures; of monopolies
to .the ;fixing of rates in pubLic ind.f1stries and of value 
and distdbution to solve the problems of i,ncidence and 
E!P OIl. Pr,Of. Adams remarks:.,~' A sound policy of' 
l;>ublic Finance must lest upon atl}orough knowledge of 
J>olitical }l:.conomy:."7 , " 

Perhaps the ~losest' relation is to pe found in the-' 
lllu~ual actions, !lnd, reactions of public economy with 
social economy. Since the Government, is the largest 
employe,r of labour, directly and indirectly, the stan
dards of'c'orrtfort of social welfa~e a.nd even of wages it 
sets ,up are followed by private industries. Its loan ope
rations similarly'influence the rate of interest in the-' 
money market. The ta.riff policy has far-reaching influ
ences on production and foreign trade. ,Its taxation 
ntight ftindarnimtally affect the distributionbf wealth' 
within the community. In the saIne wa'y, the effects of 
~~~~~'~"~'~'~'~~'~~--~'------------~~"~ 

6~ 1'lahn-Introduction'to l'ublic FiDanca.1'. 5:, 
7. Adams. 1'. 3. , ' 



RELaTION TO ECONOMICS AND POLITICS '"7 
• 

social economy on Public Finance are nume.rous and 
significant. Prpgress or depression in industry, social 
distress or political unrest will have varying effects on 
the Finances of. the State. For,these reasons, the two 
subjects are inter-related; the study ·of the one cannot 
be isolatedJrom that of the other. 

To Politi~a.~Theconnection between Public Finance 
and Politics is closer too. It i.s a subject inseparable 
from the State •. Without finance no State can exist; and 
without the S.tllte no economic, activities are possible. 
Again, the one is' bound to grow with the other. In the 
primitive State there was very little Government and 
very little finance, bllt finance occupies the central 
place in a modern State. Cherbulez well calls Public 
Finance as the .. Economical Depa.rtment of Politics."s 

M9st of. t.l?e operations of the State iq their last 
analysis are found to be financial in chal,'acter (if w.e 
leave out such actions as diplomacy, signing of treaties 
etc). State undertaking~ of industry, provision of post and 
telegraph and other public utilities are for the purpose 
of either raising. revenue or conferring common benefits 
to the citizens by wise expenditures. To some extent 
the State Finances. control. our individual and private 
actions I A citizen is allowed to perform most of his 
avocations only after taking out licenses. The State's 
tariffpolicvde~idesto some extent what fopd we "hould 
eat a'nd what clothes we .should nut on and so forth. 
Political actIolls are larg~IYfinan~ia.1 in character. 

Thirdly; N.s( a's. social.economy has a~ti~ns and. 
reactions on' public economy, so does the political or-

S. Quoted by Cossa-Introduction to the Study of Economics: 
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• ganisation on the Finances of the State. In the name 
of nationality",the States have waged Wars and have 
piled upbuge debts. The presence of a war-like neigh
bour necessjtates on tbe, part. ,of France to spend large 
sums of ,mo~ey on defence forces j. whereas the United 
States of America, cut off from EUl"ope, need not, (for 
political reasoIls) bave such a huge expenditure rela.tive
ly. Again, the' financial ~ystem depends to a. large 
eltent on whether the political organisation is unitary 
or federa]. A. highly developed system of local govern
ment, will have similar influences on the Finances of the 
State. Another important illfluence of political condi
tion~on Public Finance is the 'existence of corruption, 
extravagance and waste in democratiC, Finances. Thus 
a study of Publjc Finance must take account of a.ll the 
political conditions or the State. 

Lastly, the administra:tive side of Public Fi'na.nce 
strictly belongs to the" art of politics."* The collection 
and application of revenues are purely admi~istrative 
details. The preparation and the execution of the 
budget, tbe maintenance' of Treasuries and other' 
establisbments,are the acts of the Executive, while the 
legislation of the budget, the voting of supplies and 
grants,belong to the domain of the Legisla.ture., 

It is a nice question' to argue whether Public' 
Finance belongs more to the domain of Economics or' 
of Politics. It is safer to sa.y that i~ participates in 
both. In the' purely theoretic&l aspect, it belongs to 

, - > (~ '" ,. ' • 

* Prof. Sidgwick ,·takes a somewhali different;. view. He re
g~rds Finance as the~" Art of Political Economy" whichTtreats of 
.. the theortof. wha.t ought to be ,done by GOvernment to impro'Ve< 
production or distribution and to provide for Government expendi-
ture."Bk,iiL. Ch. i.' ' '" , 
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:Economics, and may.be regarded. ,as a :part. of, Applied 
.Economics. The GermaIl'writers wonld call it 'Political 
,Economics~asdistinguished. from: Pure Economics, and 
regard it as: being concerned. with the principles to be 

.observed in the interference of private wealth by way 
of raising and spending the ,revenues -of the State. On 
,the other hand Public Finance cannot be separated from 
.the science of Public Administratio,n. Thus, in its 
practical aspect, it belongs to the domaln of Politics. 
It is ca.pab~e of treatment from either p~i,nt of view, but 
,the one cann~t be mutually exclusive of the other. 

4. METHOD AND :SCOPE OF THE SCIENCE. 

In the foregoing 'paragraphs, it has been shown 
~hat Finar.ce fs a practical art as well as a. theoretical 
·science. No a priori system of Finance. can therefore be 
.established.N or could a practical system be devoid of 
·scientific principles. 

The nature of the subject offers us guidance to the 
·methodS of.inquiry. As a pre.eminently pra.ctical art, 
.every system of finance must pay due regard to' the 
particular circumstances-historical, political andecono
·mic-of each cQuntry. ~heliistoricaIIpet4odof appro~ 
.ach will therefore be vaiuable for showing the connection 
with the .past. providing data. fo~ illustrating aJ;1d 

'verifying present problems or, for comparisons Qfprog:.;ess 
~t different periods in the same country, or between on~ 

.country and another. The earlier German wrHers have 
all "=followed this ~ethod laborio~sly arriving, at general 
principJes .bY i~duction from the .asc.~rt~.~~e<l facts. and 

.details 'of history. This method should never be lost 
·sight of byJhe stude~t of fi.na~cepr tbes~atesman.; for 
,as SeligmanoQserves, II ;Fiscal science :rarely grapples 
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with problems until they have become acute." Further;. 
no item of, taxation or expenditure which is theoretically 
soundorbassuceeeded inorte country can be introduc
ed in anothell'conntry without referenceio ,its peculiar 
economic and other conditions. "The Science of financEJ 
is in one ·of its aspects 'Inductive ',I comparative ',and 
, lxisforica.l '9 • 

Th~s does not inean tbat'purededuction is ina.dmis
sible; 'Generalisations and conclusions on a priori 
reasoning are pq,ssibleand are o'f great importance just 
as m ucb as in Economics; owIng to the uniformity 0/ the 
development Qf fiscal policies and the fact that the indus
t,rial.an4, social fOJ,'ces that determine finance are the 
8ame in all count;ries. "There is a silken strand which 
runs tbr~ugh .the tangled skein giving pnity to whar 
seem!! ~isoi~er." in II-nother i~porta:qt,respect. is the 
deductive method of great assistanc,e. 'l'he, theories of 
utility, value and demand are capable of wide applica
tion hi ihe' field of taxation: a.nd' expenditure;, especially 
iIi the determin~tion' of incidences. However important 
the deauctive coiIelusionstriay be, they are in the nature 
of "maDyshort links "rather tha.n·~ one long cbain W 

and should'a,f av'er,.turti be corrected and':modified by 
the 'resilltsbf 'iriductionb~fore: they are applied, 
., Induction arid'deduction are both needed for scientific 
thought a's' the right and left 'foot are both needed for 
wB.lking; "10: 

. The scope' of the ,science m~y n~w be briefly t~dica .. 
ted:"The State!requiresla.rg;e outl~YS or'moner 'to meet 
its vari,ed expenditures determimidbY the functions it 

f ":", ,',," ""'. 

, 9:' BaStabl~PubliolrinBnce~ Introduction. P. 13. . 
10.' 'SchtDo1\ei!. Quoted by PigOlL" Industrial Fluctuation •• 
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has und~rtaken. and raises tl1e rev~nue from a .variety of 
sources. Thu~ .the functions of Ciovernment, and the vari
ous items of expenditure are to be s.tudied and analysed. 
The problems of revenue co~sil)t of a study of non-tax 
receipts and their regulation and of tax-receipts and the 
adjustment of the burden equitably on all the citizens. 
Loans b'lcome .inevjtable in Public Finance owing to 
various cauSeS and thus public Debt is another item for 
investigation, In this connection a larger field is open 
t9 us in the matter of wllr finances and the question of 
reparations ~ith thllir ~effllcts on, international exchang
es. Provincial an!lloclI.lfinance constitute a separate' 
category. since. th~ principles and practices are different 
ffom those of the.Central Government. It is also based 
qn the consider;1.tion,that the constitutional and adminis
trative arrangements arl;) different. Lastly, administra-.. 
tive machinery or the technique of finance is to be 
studied. Its bearing on the theory of finance seelJlS very 
remote at , first sight b,ut a'closer examiuation reveals thll 
fact that it is, as important as the other, parts of the sub
ject. It is Pn ,the prope,r;regulatioD andcont~ol of the 
budget .and on the audit that the .effectiveness. of ex-
p~nditure and ):'eVen,qe, depElnds. The fundamental unity 
of the subject ,contained in the ,definition,.that Public 
Finance is the Science of the· ~anagement of State' 
Moneys shouldalw~Yfi! be kept in view. ' 

5. THEORY AND PRACTICE OF FINANCE 

It is interesting to trac~ the evolution of Public
Finance both as a theory and an art, bea.ring in mind, 
the close connection between ,the 'two' as has been des
cribed in the previous ;section~ Each' 'age had its own. 
schemes .~f revenue and expenditure ,which were deter-
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mined largely by its economic and political conditions. 
'They have varied also, with every varlation in the 
·thought of the economists and statesmen. The influence 
.~f theory and practice has been reciprocal. 

I 

In any country, when the State is found to have 
fully emerged from society, there arose financial needs 
for the construction of roads, bridges 'and fortifications 
ror military purposes. The primitive king or chieftain 
who was at once the high priest, judge and military 
leader met sudh expenciitures out of the booty of war or' 
from voluntary contributions. II In all primitive socie
ties voluntary offerings constitute the first form of 
.common contributions, and every man feels the neces ... 
sity of upholding the political and military organisation 
by his own personal efforts. "11 

In the next epoch the powers of the King extend, 
and he appropriates to himself a large number of powera 
and revenues. He claims rights of coinage and its 
profits. The keeping of the king's peace becomes his 
prerogative and he exacts fees and fines for its adminis
tration. Occasionally he resorts to the' levy of a com
pulsory payment from the citizens; but as yet there is 
neither taxation nor the idea of a common burden. 
Such a state of society is pictured in the . England of 
-:King Alfred, where Danegeld was levied for keeping otT 
the 'Danes. . : 

• JI 

II 

The nex~~ha~ ,of eVQlution ush"rs to u.s a,. complex 
..s.ocietYt.w:hose~ny-8jded organisation :was:. based ~n. 

11 •. Seligman. 'EsBaY8 in Taxation'. Ch.l. P. I. ~ : 
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the ownership of land and the rendering of certain 
oblig~tions and, mutual services. The King was the" 
pivot of the whole organisation, from whom land waR held 
feudally by the tenants-in-chief, who in turn sublet it to-·· 
others and so, on till we,reach the lowest rung of the 
ladder-the serfs who held no land. The bulk of the 
services of the State were judicial and military, and the
contribution,!;! were all in the p~rsons of those who held 
land. Tho~gh the King claimed and took many aids 
and dues, we dqnot ha~e the )llodern conception of 
,taxa tion.' , . 

It.is :only at ,th!! close. of the feudal epoch, when' 
,money economy' was cominti into .vogue, when the 
services had beencommutea. and when the royal 
authority had been centralised that we have the idea of 
taxation, as seen in the proceedings of the Parliaments 
of 1265 and 1295. Strangely enough these taxes were 
what we should call indirect taxes; the tonnage and 
poundage· and customs. Direct· taxes on property were
levied such as in the time of Richard, but were only 
occasional. "On' the continent, where aristocratic in'" 
fluences became powerful, th~ masses of the people 
were ground,down by a multitude of indirect tax'esr 

while the wealthier classes practically escaped all 
taxation. In France, down to the Great Revolution of 
1789, the tax system was most oppressive on th; com
mon people. This was the period of indirect taxes, and ~ 
there was hardly any theory of Finance. 

III 
It was the. reaction against the selfishness of the' 

aristocrats that brought .into existence the theories of-
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· .Finance: The Cameralists also developed tbe tbeory of 
- Finance, wben the separation of the: retenues of the 
, Government, as distinct from those of tbe Prince, came 
into effect. One of the ablest' thinkers of the 18th cen

'tury,Montesquieu, (1689-'1755), 'published his "Spirit 
{)f Laws" propounding the advantages of direct 

- ta.xation at a progressi-verate. The Physiocrats, 
· especially the best known a.mong them, Quesnay (1694-

1774) devoted their time to the study 'of incidence of 
. taxation a.nd advocated the taxation of the" net produce 
, of the land." Turgot, tbe Finance Minister, (1726-17~1) 

carried out tbe new tbeories into practice. .. He abo- . 
· lisbed 23 taxes onerous to industrY and trade, the carvee 
, .on roads and yet left a la1ge surplus as compared with 
_8 deficit when he assumea office."12 

IV 

Still the Science of modern Finance was not born. 
'it was the publication of Adam Smith's " Wealth of 
Nations" in 1776-the first treatise to deal with all the 
problems of Finance.,-that pa.ved the way for increasing 
literature on the subject and the development of sound 

· practices in many countries ... Next, impetus was added 
· everywhere by the democratic movement. Adam 
'Smith was follo~e~1 by a number of able writers.-

Hamilton, Ricardo. McCulloch and Mill ... The Indus-
· trial and Agricultura~ Revolution,s and the. consequent 
rise of the factory sy~t~mbrought new problems in the 
Finances of the Sta.te, while the great wars increased 
enormously the national de\)ts . 

. 12. SAirras-The Science of .Public Finahce.BIt.1. Ch. 11. 1' .. 1.3 •• 
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Theory llnd practice now went hand in hand. The 
-new industrial and social problems gave rise tothe theory 
·of extended State action, which were only reluctantly 
worked out by the statesmen in the field of social 
legislations. Increased expenditure led to reforms in 
-taxation, especially in the abolition of many unproducti ve 
.indirect taxes. Then came the great epoch of direct 
taxes on ,income inaugurated by Gladstone. The nine
teenth century was the formative period of modern 
Finance. 

The development of financial theory in recent times 
~wes to the works of the German and the American 
writers. The principle of" ability" was worked out by 
·Prof. Seligman, and he was also the first to emphasise 
>the social point of view in Public Finance. The socialistic 
idea of using taxation as the regulator of better 

.distribution of wealth finds its expression in the works 
-of :the German writers, especially in Prof. Wagner's. 
English contribution to the science dates from the publi
.cation of Prof. Bastable's book in 1892. The writings 
.of Prof. Edgeworth, Sir Josiah Stamp and Prof. Pigou 
also constitute distinctive contributions to the science. 
Progress of thought had its influence on financial 
practice also. Proportional taxation has been given 
up and progression has been introduced in conformity 
with the social conception of finance. Increasing 
.attention is paid to the taxation of income, aban'doning 
indirect taxes. Socialistic ideas are permeating in such 
'taxes as Death Duties and the proposals for Capital Levy 
and the Minimum Sacrifice scheme. What is mOTe 
remarkable than the newer schemes of taxation is the 
application of the social principle in, the. field of ex.. 
penditure on such services as education, health, iosu-
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ranee and POOl" relief. Public Finance is to-dar the
central platform for social and economic reform. '13 

EXERCISES. 

(1) Define Public Finance. 
,(2) Discuss. thev'iews of those who hold that Public' 

Fhi.ance is more'properly a'branch of Political Science' 
than of Economics. 

(3) What are the differences between public and 
private finanR~s,2, E'lCal'Itine the sta~ement that the diffe~ 
fence are legal ratherthan.economic. 

(4} "tb,e in<Jivid~al' says, I I can spend so. much." 
The F~nance 'Ministe,rsays • 1. have to r~ise so much.r 

. This ,differen~e .is .apparentrather than' rellit (Bastable)r 
,Explain. ..' .; 

. (5) '." 'orhe, natur~ . ~f the State (letermines tblt 
finanCial system:'~ Illustrate." . ,. 
- (6) Finance, and, ~conomics are 'illextricably in~ 
tertwined" (Seligman). Discuss. , . 

" The modern conception of Economics as a scienclt 
iwhich has less t~ do' with political and more with 
individual activities would perhaps exclude Public
Finance' (Plehn).Do yo~ agree? 

(8) .. Finance is tbe .hinge of Governrpent"-· 
(Wilson.) "The State is the centre of Public Finance"
(Plehn.) Explain. Is there anY' contradiction between tbe
two views? 

(9) .. Public Finance is a social science "-Explain. 
(10) Indicatebdefly the character and scope of 

Public Finance and also the methods of inquiry. 

13. Ely, 



CHAPTER II. 

THE FUNCTIONS OF GOVERNMENT 

"The State is merely an aspect of socia.l relation
ship. It is the result of an evolutionary process of 
adjustment to conditions. Therefore the" functions of 
the state must be statel in terms of this process of 
adjustment and growth and will depend upon the 
qualities of the people and their environment."Guest:. 
" Public Expenditure." 

1. HISTORICAL DEVELOPMENT. 

Professor Plehn declares tha~ "a determination of 
what the proper functions of the State should be is
no part of our subject, but belongs wholly to Political 
Science." 1 Though theview'may be technically correct 
the subject cannot be relegated entirely to Politics~ 
For, as a study of human wants mustforJU the necessary 
basis of the theory of consumption, so must an exami
nation of the functions of the State be a 'necessary 
preliminary to the study of public expenditures., 
Further. the approach is new since it is from the point 
of view of Public Finance and not of Politics. 
, The functions of Government have never been 

stationary. They have been always growing and ex
panding. They have changed with everY change in the
conception of the state and the change in social anct 
economic conditions. 

L, IntrodudiOD to Public Finance P. 3. 
B-2 
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In the primitive society where the State was a. mere 
military organisation for defence as well as aggression. 
the functions were limited to the carrying on of war. 
Justice was administered in the crudest way to maintain 
order within. Beyond these two functions of war and 
justice, the primitive State had no other duties. 

In the ne,xt stage of political evolution, the State is 
conceived of as a great society resting upon a'system of 
contracts arid mutual obligations. The social. 
economic and political organisations were based upon 
land-tenure. ,So the State activities are many-sided. 
They appear in the management of the King's domains 
and the raising of the necessary revenues by means of 
• dues' and • aids '. In the later stages of feudalism, the 
feudal activities are seen in the guild regulation of trade 
and industry. ' 

Towards the close of the ¥iddle Ages, Feudalism 
, gave place to i,ndependent republican City Governments, 

which were established ,,in many parts of Europe, 
especially in Italy. There was a many-sided state 
~ctivityranging over religion., education and ,social 
well-being, recalling the classic civilisations of Greece 
and Rome. 

From the 16th to the 18th centuries, Europe was 
under th~ Government afthe despotic monarchy ~ho 
chose to interfere in every department of life. Religious 
opinions ,and, practices were formulated by them 'and 
were forced upon the people, and they even went EO far 
as to 'wage. wars 'upon other countries' for the sake of 
religion~ Similarly. the State claim~d powerl!! t,o, regulate 

, trade and industry in the way it conceived to be in th~ 
interests of the community.. It found its highest ex
pression in the. ~o-called~"mer<;antile system; and parti-
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oCularly in France in the administration of Colbert. 
With the beginning. of the modern times despotism gave' 
'place to de~ocratic. national Mates. 

In its politica.l aspect, the modern State may be 
'sa.id,to have been born with the French'Revolution; in' 
its economic aspect it coincided with the Industrial 
Revolution; The guiding policy of the State under the 
new political and economic conditions was" indivi. 
dualism;" It was based upon the theory of .. natural 
liberty". In politics the individual was given franchise 
and equal opportunities for political power. In econo
,mic Ufe, 'freedom of, ente-rprise' was recognised for' 
'capital and labour and all the restrictive measures of 
the mJrcantalistic age were repealed. Religidus liberty' 
was recognised by granting tolera.tion to all communities. 
Individual liberty, having been recognised, the State's 
'functions were narrowed to the province of protecting 
-the individaal from violence and fraud, by maintain
ing army and navy for external d'efence and courts of 
jU$tice and police for internal order. Herbert Spencer, 
the extremist exponent of this ideal, who regarded the 
Government as consisting of •• a few clever, many ordin
,ar1, a~d some decidedly stupid cluster of men", declared 
boldly that" we might trust Heaton '& Sons, or some 
.other enterprising firms of Birmingham to supply us 
<with sovereigns and shillings I" 2 

'Such a view iSinanifestly absurd. In the first 
'Place the admitted fun'ctions of defence and justice do, 
not seem td be ~o narrow In practice' as they appear in 
<theory. ' 'They e'mbrac's a'much wide,r field tha,n peopI'~ 
a:r~a'wate6f" "Fat exa'mple, protection of the person arid 

2. Quoted b;y; Wif\herll.-".Qqr ,MP~I!Y, !I!'ld th.e St.~te. P. 10. 
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property of the citizens has a great effect upon thr 
economic prosperity of the country_ Secondly, if th.' 
function~ are restricted to'a narrow field as idealised by 
• individualism', a large number of, desh'able reeults 
cannot be a.chieved in society, which are feasible, only 
under the ,collective enterprise of the whole community._ 
Thus the interference of Government in industrial and 
social matters i,s inevitable and highly desirable. It 
ought to, interfere even in the domain of distribution to
increase the sum total of social happiness. The ideal of: 
Government functions is not the negative one of • hind
ering of the hinderances of liberty: but a positive one
of extending toeve'fy sphere of life for th,e II perfection. 
and completion of national life ". Sidgwick expres§es the
same'idea ,in the foilowiog words: "jJaissez-/aire is not 
io be taken as ,a ,political ideal:, the problem fortha 
statesman is to, balance' its disadvantages against the
~isadvant/l.ges of extending the sphere of Govern
ment."3 The ,question is not a.ny longer .whether the' 
state should int!!rfere or not. It has ioterfered; and tl}e: 
question is hoW far, in what way a'nd over what field.-

There are also ,certain natural limits to ,the' 
extension of governmental activities. In the first 'pla~e,. 
the State 'is not always the best judge of the interests 0£. 
the individuals except when collective interests are in,.
valved. There are also the difficulties of efficient and· 
successful man~gement. Lastly, all extension of 
governmental activities require large financial outlays,
which are limited by revenues that can be raised with-
out injury to private economy. 'The comprehensive: 

3.' Prinoiples, Book ill, Cb. I, Sec. 1. 
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!principle for the statesman is, therefore, general expedi~ 
.ency. 

2. CLASSIFICATION OF THE FUNCTIONS, 

J. S. Mill c1assified all the functions of Govern
-ment into two divisionl\l-necessary ahd' optional. By 
rthe term optional, II it is not meant that, it can ever be 
a matter of indifference or of arbitrary choice; but only 
that the expediency of exercising them does not 

.amount to necessity 'and is a subject on which 
.diversity of opinion does 01' may exist." ~Book v. 
,ch. i.) Curiously enough, what Mill himself would 
have considered as optional, have now become nec~ssary 
functions t It may also be asked from whose point of 

·view they are to be regarded as optional. The classifi~ 
cation of Shirras as Primary a.nd Secondary is also open 
to the same objections. Any exclusively subjective 
classification cannot be of great practical importance; it 
must have also an objective bearing and must serve 

·some practicil.l purpose. Prof. Adams classifies govern. 
mental functions' under three heads-protective, com
'mercial and developmental. Similar to this, may be 
adopted a.nother classification -Political, Economic and 

'Social. ·It.should~ot be understood that this classifica. 
-tion IS rigid because of the interrelation between the 
.divisions. The dividing line cannot be clearly marked 
.off. and there wm be considerable I)verlapping. For 
example, all the politioal functions' enumerated below 
have their direot and indirect economic effects. Social 
.ameliQration i~no'without its political necessity or 
.eoonomicconseqllences. But thEt divistoQI;1 are conveni" 
.ent and would give at,& glance 8. complete. ,iew' of lion 

.~ . . ,. -
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the activities in the' three important 'spheres of humadl 
life. 

I. POLI.TICAL. 

Defence and security' are the foremost among the' 
political functions. Defence entails the maintenance 
of armies, naval and ,air. forces, the manufacture of. 
armaments, the declaration of war and the conclusion. 
of peace, the, Signing of. tr~aties, and, the maintenance. 
of diplomatic and consular services. ',Internal security 
requires the establishment of courts of justice and 'police
forces, with. a l!yste,Dl of .1a ws of tort ~nd contracts etc .. 
The normal tendency in all modern Sta.tes is to decrease 
the' b~rden under the :first heading; The, developmen~ 
of morals~ it'may be hoped, will 'lessen th e ' expenditure
on la"lf. courts. ' 

II. .~CONOMIo. 
Economic activities embrace a. large field of State

action in all' progressive' communities.' The very 
complexity of the economid organisation of society call&
for state intervention in· the form of facilitating anlt 
regulatiniror controlling" ,business. There are: certain 
needs, which' the State aIoiiecan provide, because of its' 
Buperiororganisation, and this entail' State undertaking 
or running commercial services in return' ·for fees and 
other charges. Economic nationalism has also resulted in 
a policy of direct a.nd indirect assistance and enc(YUrager:. 
me7lt of industries. The socialists would go still further 
and d~Hnand the natiOnalisatidn,ofland and :other' means 
of' production;· The relation' 'between' the State ane! 
industry is to-day intimate and 'their ·mutual' reaction9 
are very- great; ';'The following, is a description ofth., 
abtitities ofa: typical modem State'~ ':'! ,. : -:, 1 ", 
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(a) Facilitating businesl :.,.-Laws of partnership and 
insolvency; of Trade Unions, Trusts and Cor:ppanies : 
Laws of P~tents, Trade Marks and Copy-rights; the 
establishment of a sound currency, weights and 
measures; p;ovisionof good roads, railways, can~ls and 
turn-pike systems; of Posts, Telegraphs and Tele
phones; eto~are some of the services that fall under this 
category. 

(b) Encouraging business directly and indirectly :
Direct encouragement takes the forms of opening depart
ments of industries, agriculture eto; the appointment of 
Developmental Commissions with the object of promoting 
production or an Economic Advisory Council as has been 
done recently in Great Britain; the starting and pioneer
ing of new industries; granting protection in the form 
of iroport_ and expol't duties or bounties and preferences; 
the provision of export· credit facilities. Indirect 
encouragement is given in the collection and publication 
of commercial information; in· organising research, 
experiment or. in\"estigation and in carrying onadver
tisement to push the sale of national goods.. Direct 
encouragement of business is fraught· with many 
political and economic dangers. But as a general rule 
we may lay do~n that the State can play an important 
part in the development of national resources subject t() 
the rule oj expediencyL 

(c) Regulating businesl :-The right and tho duty 
of the State in this sphere have been recognised since 
the beginning of :Factory Legislation in England in the 
year 1840. Factory Le&isla.tion extends to. the· fixing of 
reasonable hours of work and con.dhions of employment. 
!>fsanitary and ventilation arrangements, of eafeguards 
."gainl>~ accidents. an". the . establishment . of Trade 
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Boards and Minimum Wage.. The State regulation 
extends .to another important Beldof, business-Public 
Utilities. Government has control over tbe fixing of 
rates in private, railways, tramways and ,shipping.' It 
passes ·and enforces laws against adulteration of food; 
the manufacture and sale of drugs rand intoxicants: 
Government provides the standards' of qualifications 111 
the important professions of Medicine and Law. Thus it 
appears that tlie State regulation in: all these matters is 
justifiable because the weak are to be protected 
against fraud and exploitation by the strong.' 

(d) Control' of business :--This is one of the latesl 
developments in State action and is more prononnced 
in some of the quasi-collectivist arrangements. Govern
ment constructs raHways and leases them out to private 
companies, retaining certain powers of control as, in 
Italy and India •. In certain businesses, the State holds a 
fixed number of shares without saddling itself with the 
responsibility of detailed management. Control is alad 
exercised by appoiJiltingad 1wc expert bodies representin~ 
its own interests in the directoratet!i. Government direc
tors have bee"n appointed in the directorate of the Bank 
of England, the lmperial' Bank of India', and the 
,Federal Reserve Board of the U. S. A. The Inter-State 
Commerce Commission of the U.S.A. regulates the i8sue 
of the sha~es of private companies etc. Stringent con~ 
trol is dsd ,exercised ,over monopolistie:eorporations, 
Trusts and Carlets. State control is essential as a'correc
tive to the,excessesof,private industrY. '~ 

," (e) Ownenhip of buaineu :-Besides regulatiol1 
andconirol'theState'has' come to own and run certain 
industries. Some of these· indnstTies are those which 
for one reason or another tend to raU in ,the hancla,- or, a 
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,monopoly. Theyaretbe ~'octo-poid' industries-'-rail, 
rtransport, water, gas and electricity. They are services 
which "sell themselves/' They'arein lar~e demand and 
are more or less standardised byna.tural 'causes. Their 
,management has been reduced to a 'routine. Another 
important group of indus,tdes undertaken' by the State is 
connected with the conservation of natural resources. It 
is said that nationalisation of coal, iron and oil is essen
tial in the interests ot the community t'o .. reduce wastes 
in working' up the mines under compe'tition a,nd to 
-secure a more efficient ~arketing. State ownership will 
also result in scientific rationing by regulating produc~ 
tion and distribution. Gl'l'rilany has many coal an~' iron 
mines worked by Stat~ departments. Forests are also 
.under State management for these reasons. A third 
,group of industries where State ownership and manage
ment are exercised are those attendant with political 
~nd social dangers, if left to private enterprise. For 
.example, the State cannot leave in the hands of private 
persons' the 'manufacture of arms ~nd ammunitions, 
'Poison gas and heavy guns. There is an e,coDomic 
'reason behind the State manufacture of its' war 
materi'als i because the State is the sole 'consumer and 
aU profits of mamifacture can be utilised for the benefit 
of the whole community.' On this principle the State 
,can very well take over any industry that supplies 
tVef'1I1argely Governme.nt's requirements.' As 'a generOl rule. 
,any industry whick 8upplies only o1le kind of demand and 
.does not admit of intense competition but' 'lends .itself to 
ilarge..8C'ale organisation and routine management can be 
daken over by the State. Similarly, ;for political reason8~ 
strategic railways,' : waterways, coal mines and' ,iron 
,mines are worked by the State' only. Indusfries' which 
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are ,run, by. t~eState to guat:d against social dangers are' 
tho8e,con~ected.·with .drink and amusements. ManY1 
cities have their ,own slaughterhouses, theatres and
~pera hOllses, •. These are the fow:: groups of industries
pow under f;lta~e, oW,ners4ip and managemen~. ' 

III. SOOIAL 
Th.e'tliirdgreat fu~ction of the State includes all. 

those activities connected with human weifare.' From, 
tb~iear 1840' onwards, England h~d felt. the need for,
promoting "the welfare' of industrial workers. The 
adv-anc~6fdemocra.cy created the necessity for provi
sion of ed~catio~ by the State. The increasing conception. 
of social and economic solidarity, !ind tbe spread of 
Socialism 'have been the cause for a mass oflegislation. 
to elevate the lower cl~<lses f~~)[n poverty andmfserYr 
The twentieth century has seen an enormous social. 
progress under the:guidance of the State. ' 
, Labour ~gi~lation, :;-;-This, oc~upi~~: a' foremos~ 
place iQ., aU' welfare "activities in almost all coun
trIes. ' It eX,tendsto, ~he,fixing of hours of employment. 
arid of ,the:; conditions of work in factories, mines and, 
Wo~kshops. 'T;~de U ~io~s are promoted andregl11ated~ 
~bjtra.tio~,' Oo~pens3:tiont ,Minimum Wages etc. are 
SOme, of th.e latest, de'l!'eiopmentR. 
'Educationt~NextiD order' of ,'magnitude ,comeit' 

ed1,1cation, which,wa3 once Jeftfo priVate charity or the
care of the churth~ Education,' in the widest sense oli 
the term, ,js"now:regarded as .the primary 'duty" of the. 
State. Primary, education is made free and compulsory 
in all progressiv&1 States. '. Commercial and technicali
~econdary lind; uniy:er!!it)"; education are not only promo ... 
f.8,d 'bJ. t~~ ~t,~te but ,act:ual1y ~ncouraged. by,' .u~idi8ing: 
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private charity. The benefits of education are cumula-
live in their effects and no Government could afford tIJ
neglect it. 

Public HeaIth:-This is another important subject of 
State action. Hospitals of all kinds are opened by 
the State. Prevention of diseases by vaccination, sani
tary arrangements and the care of infants are also 
undertaken. 

Social Amelioration: -It is carried ou~ by all 
modern States. Poor Relief. (as Sidgwick says. the "chief· 
communistic institution") housing, unemployment and 
social insurance. old age and widow's pensions are some 
of the schemes worked out in England, the U. S. A. and 
the continent. 

Besides. the State is making ample provision for 
social amenities, by maintaining public libraries,
mnseums, art galleries, parks. baths, summer resorts etc-

In conclusion, it may be pointed out that these under
takings involve heavy capital expenditure, the return for 
which can neither be immediate nor in the shape of direct 
monp profits. h is the duty of the State to increase 
the fhappiness of the citizens by these .. distributional 
interferences ". 

EXERCISES 

(1) Give a short account of the growth of state func- . 
DOns. 

(l) Sketch the development of economic policies from. 
the 16th centnry up to the present time. 

(3) Describe the economic and social activities of a 
modern State. How far are they desirable and justifiable'f' 
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(4) Classify the function!! of Government in a mpdem 
:S*ate. 

(5) Under what circumstances is protection desirable? 
(6) What are the chief difficulties of Stat.,enter

-,prises of industries? 
(7) Examine the scheme of nationalisation of land 

.-sud mines in England. -



THE STATE AND INDUSTRY IN INDIA 
(i)-INDUSTRIAL DEVELOPMENT. 

The policy of the East India Company was to' 
discourage Indian industries by all possible means, and 
before their rule came to an end,the export. trade of' 
India in manufactures. had reached the vanishing point •. 
There was no departure from this policy under the 
direct administration of the CrowD, the notable exceptions 
being the 1lonstructionof productive railways and 
irrigation works. The.extreme poverty ofIndia however 
convinced the Famine Commission of 1880 of the need for 
developing industries. The nationa.listic movement 
gave rise to" Swadeshi nand the popular demand found 
etpr~f1sionin the Indian Industrial Conference ot 1905.· 
The GovernrQ.ent of Madras successfully developed 
between 1898 and 1903 the alluminium hollow.ware 
industry and opened, the Department, of Industries ill 
1905. Lord Morle~. the Sec,retaryof State for India, 
refused his sanction for these proposals and the work of' 
pioneering new iridustries by State assistance was 
suspended. Then followed the Great War.and the need 
was felt for the supply of war-materials. The Munitions 
Board greatly helped the development of some industries· 
by purchasing at the rate of Rs. 2 crores a month 'from 
Indian firms. The Government of India had already 
appoint8li the Indian Industrial Commission in 1916 and I 
its report was. published in 1918 recommending the 
creation of Provincial and Imperial Departments with 
an all-India service for research. The Government or 
India Act of 1919 gave a rude shake to the proposals-
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since Industries became a. transferred subject. The 
-Government of India had to abandon the "maintena.nce 
,of a uniform industrial POlicy- by a unifor,mprogramme" 
and the creation of Imperial industrial' services a.nd 
leave the direction and execution of industria.! policy 
to the provinces, while confining themselves to .. exercise 
some, influence on the development of industries by 
means of, their purcha.sing activity" and la.ter by theh 

-policy of" discrimina.te protection." The axe of retrench. 
ment fell on many of the ineffective and superfluous 
,services such as the Industrial Intelligence Section. the 

: Inter-Provincial Conferences ,of the, Ministers in ,charge 
--of Industries, the Labour Bureau and the publication of 
,-the " J.ournal of India.n Industries and Labour", the 
Monthly Circular and the Bulletins. Tbe work of the 

1;Provincial Governments will be detailed presently • 

. Technical Education: Four Engineering Colleges 
-had been in existence from 1898* which prepared students 

-for Government services, State schola.rships tor studies 
.abroad were'instituted in 1904, with no great results • 
...rheU, P. 'Government grantsshort-terin schola.rships to 
~enable meriactually in the industry to go abroad and 
-receive the necessary' training.' But mostly the lon~· 

·-term scholarships are awarded in relation to II possible 
--vacancies in Government service", Since the Reforms, 
··two Technologica.l Colleges have been opened at Cawn· 
"pore' (chemicals, OilSi leather and'suga.r) and at 
Dhanbad (coal and iron mining), 'the' Bengal Tanning 

-Institute and the JaIrtsh'edpur; 'rrechnicli.! Institute also 
.offar advanced6outses; imd'the resultS lare '0'0 the whole 
iia.tisfactory, With regard t'o in'stithtionliottb~'rank of & 
;L ~ .. :~ -'1','\ '.1 ',.' . "', i-.I' "q'l :"';'),'.{1 1 \'; 1: ;: •. ~ 
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'School there are a good number but the impetus they 
,give ·to the. development' of the existing industries or 
Ithe pioneering of new ones" is infinitismal. 

- Research and Intelligence :";;"The.Government of 
[ndia has ;conducted successful researches in the forest 
·products at the Dehra'Dun Institute and the Railways 
.are now using Iqdian sleepers, instead of importing 
them from. America. Research is conducted in the 

. (Jawnpore and BengaIInstitutes also. Fresh taxes were 
imposed On Indigo, Cotton and Lac in the shape of 
.export duties,and the proceeds are allocated for research 
in those particular industries~ . Private agencies such as 
>the Tata Institute at Bangalore are also subsidised. 
Researches in other directions hiclude Geological and 
Hydro-electric surveys. ·Thesupply of commercial 

,:intelligence hali taken the ·form of the publication of 
.some journals, the survey of Cottage Industries, and ans
wering queries from businessmen' 'regarding raw-mate
,rials,. or t.he. processes of manufacture. In Madras, 
machinery is erected and repairs ··are underta.ken at'a;; 
-small cost, 

Government Purchases :-,..The Indian Industrial 
Commission laid great stress on the importance of 
Government purchases in India so as to assist the 
.development of industries. A Stores Department was 
.c.reated in 1921. Unfortunately the London Department 
was not brought under the control of this ·Depart~)ent 
with the. result that the largest items of purchase'
Military and Railway-are still made in England. The 
Provincial Governments, :arid· the Compariy· Railways 

• have f9ugQ.t shyo{this Imperial Depattment'.Th'e rigid 
. l'ules under ~hi<:h ,this costly hlachinery .works ;effected 
: llur~h.ases.ampqQting· in 1927~28; to 373''lakhs ofra'pee8'--* 
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the game is hardly worth the chase. Neither have the' 
provinces any well conceived and unified policy for their 
various requirements~ 

. Cotmge Induatriea:-Handloom'weavlng is stm. 
India's ~remie~ industry. The w'~rk of the Department& 
in maintaining schools for instruction, and sending 
demonstration parties', the organisation of exhibition or 
the in~roduction of new types of ~llchinel'Y, such as the
fly-shutt'l~, the 'iii zing and warping. machines, have all. 
resulted in spor!lodic improveme£lts; for the real obstacle 
t() thed(\v:elopmen~' of these ~t:ldustrieE! is. as in agricul-' 
ture, the out-look of ths worker. ,Until education lifts
them ~ut of the,prel'lent mir~ and the Jllarketing side is· 
sufficiently im~roved; the work of the J)epa.rtments wil}' 
remain like. the, seeds that fa!' among thorns. 

Pioneering New Indulltriea; l-The Government stiU 
owns and co~trQ1,s the, railways and irrigation works. 
l.t has .61 railway. workshops. The Security Printing
Press, was .started in 1925, and also the Gun and Shelll 
Factory at Cossipore. The Provinces have also been· 
~ctive, Madras taking the lead in the manufa.cture of 
inks, vinegar"soap, glue. sugar-cane crushing etc. The
Fruit Preserving industry failed in 1926 for want of a. 
market. Fish cnring also is unprofitable. U ntH effective 
protection is .given to such small enlerprises, the' 
markets 'can 'neverbe' enlarged. The Bihar andl 
Orissa Government Match, factory is still working at a· 
loss. 'fwo snccessful industries' started by the Punjab
Government, but handed' over to private enterprise, are
the Turpentine and bobbin industries. The Jessons to
be drawn from these enterprises are (1) Capital is
shy. (2) ,Technical skill is lacking. (3) "Effectin 
protection for luceessful ventures' should be given im-
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mediately to develop the home market. (4) Tbe experi
mental work of the Departments should not ordinarily 
go beyond tbe bboratory stage. 

rlDAllc:ial AaaiataDc:e.-Madras passed the State Aid 
to Industries Act in 1922 and has disbursed large sumS 
of money. Over the Camatic Paper Mills, the loss was 
immense .. The cottage industries have not been benefitted. 
The other Provinces fared worse, the recipients of the 
loans being always in arrears in the payment of interest 
and unable to run their industries satisfactorily. The 
Burma Government alone suffered a net loss of over 
8 lakhs of Rupees on a spinning and weaving company. 

Dispassionately viewed. the position of governmental 
departments is far from satisfactory. The prospect for 
. India lies in the initiative of her people. first and foremost. 
assisted of course at; every stage by Government pur
chases and State credits. There is a grim humour about 
the verdict of Lord Morley when he said" the new State 
industry will either remain a petty and ineffective 1>lay
thing,orwill become a costly and hazardous speculation." 

.ii PROTECTION. 

The Indian cry for. protection as a means of indus
trial development is an .old one but; was recognised by 
the Government only after the Reforms. The control of 
the tariff policy is. still legally in the hands of the 
Secretary of State, and its relaxation in favour. of the 
Indian Legislative Assembly when it is iIi agreement 
with the Viceroy in Council has been given effect to only 
by a convention.' The Indian Fiscal Commission 
reported in 1922, recommending tbe adoption of a 
policy of • Discriminate Protection: Since then, the 
Government of India have acted in good faith giving 

R-3 
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elieet, to the recommendations of the '£arili Board 
whenever a case was made out for tbe' protection of a. 
particular industry. 

Iron and steel were the first to be protected in 1924. 
"Substantial duties were imposed on iron and steel 
including wire, nails, pipes, plates, sheets and certain 
railway track materials and on steel structures. Bounties 
to the total extent· of Rs. 110lakhs were paid on the 
production of steel ingots between October 1924 and 
March 1927." The results were encouraging. In the 
,Act of 1928 further protection Iwas given with a discri
,mination between Briti~h' steel and other foreign steel. 
,which is to expire in 1934. The protection for iron and 
steel has :ieveloped many other industries also. 

Bamboo paper industry was tbe next to be protected. 
The substitution of a. specifio duty on imported cement 
.has given a.n'impetus to some produce. Printers' ink 
,has also been' encouraged: by the. enbancement of the 
duty from 2~ to 5%. The duties on sulpbur and spelter 
'were removed, so as to help manufactures. Coal 
applied for protectioQ, but did not make out a 
strong case. The reduction in railway rates and the 
'certifying authority of the Coal Grading Board have 
however,.helped that industry. Petroleum applied for 
protection but withdrew her case. The excise duty on 
-cotton industry was abolished in 1927 but it was still in 
'the throes of depression. A' separate Tariff Board 
,proposed additioniLl duties of 4% on textile imports, but 
the Government of India refused to' give eliect to these 
.recommendations. The depression in the industr, cQn
tinuesilnd an Act of.1930 gave some te'mporary protec
tion by, 'tbe:imposition' .of :15% 'duty on imports with 
heavier'preferential rates on Japanese' textiles., ~' 
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"(iii) WELFARE OF LABOUR. 

Tile first enactments regarding the welfare of 
Labour were the Assam Labour Acts of 1859 and the 
Employers' and Workmen's Breach of Contract Act of 
4860. Factory Acts were passed in 1881 and 1891 
against the employment of child labour. In 1901 was 
passed the F~rst Mines Act. The Factory Act of 1911 
was & campreheDsi"e one dealing with every aspect of 
factory life. The hoars for aduU; workers were limited 
to 12 daily. The War gave an impetus for strikes and 
the organisation of the Trade Union Movement. The 
~for:ns seeured for them labour representation in the 
_A.s~emhly and the Couneils. Labour Commissioners 
were also appointed in the provinces for colle.oHng 
statistical information regarding wages and cost of 
living and the preparation of index numbers· The ~esu1t 
is that Labour te-day is an important force in the politics 
-of the r.ountry. 

The Central Government possesses powers for 
-general legislation for the whole of India. In February 
1921 the Government gave effect to the Washington 
Conventions of the International Labour Office regarding 
l10urs of work. unemploymellt, medical relief and com
-pensation. The Factory Act was further amended in 
1923 and 1926. The Mines Act of 1923 has provided for 
the total exclusion of women before April 1939 aud the 
cegulation of shifts. An Act for Compensation for W ork
men on the British model and another for Arbitration 
on the American model were also passed in 1923. The 
-compensa.tion pa.id amounted to about 1(} la~khs of Rupees 
in 1927. The Trade Union Acfwas passed in 1926.' Mr. 
~ oshi failed to get his M~terRity lJenefits Bill p~sed; 
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so did Mr. Cham an LaUor his Weekly Payments Bill. 
The whole question of, Labour legislation regarding 
industrial arbitration is before the Royal Commission 
:on Labour. 

The prl>vi~ces have also done something in the way 
of arbitration, notably in Madras and Bombay. BombaY 
has constructed at enormous cost single room tenements 
and rented them at low rates. The provinces also have
some powers of legislation. but little has been attempted 
so far.* 

• 'J The large' majority' of the' Indian workers, however,. 
are 'tHe rural 'agric'ultural' labourers. ,The various 
Tenancy Acts in the several provinces passed since 1851 
are:of grea't significance. After the reforms some exten-

. sian Of activities in the direction of rural water~supplY,. 
medical'TeTief'luid public health has also been under
t~k.en. But the field is large and the efforts are few and 
scattered. 

,--

*Ibave closely followed in this section the narrative of Mr. A. c. 
Clow in the bandy volume published by the Government of India 

. entitled .. The State and Industry". The citaUonll are al80 from. 
; ibM book. :ror fulle" de~ailsthe student. may be refsrNd to it. 



:CHAPTER III 
PUBLIC ll4x:PE;NDITURE 

.. Publio' expenditure ,is the di'stribution by the sovereign power of 
the reve.nues of the State for the services of the publiopowers ". 

Nicholson. 

ti) IMPORTANCE OF THE PROBLEM 

Wha.t general problems does public expenditure 
nise, one, mig'ia!t ask. 'The defence f9rces,a~mi~istra~' 
tion ot jli$tiee., ecllication, public workl:! and, ,sociiLl wel
fare schemes -aU require larg~ outlays of money an.d 
;the execliltive., through the various departments, spends' 
Ithe sums for 'purposes approved by the Legislature. It; 
-seems natural therefore to think that the why and the 
how of the 'tuestion are, purely a matter for the art of 
:finance. It is in this sense that Lervoy Beaulieu declar
,ed that expenditure does not form put of the subject. " A 
:State has wants ~ it does not belong to us to know what 
they are, aDd what they ought to.· be ...... A writer on 
rfinance caB. simeerely lament that States spend too much. 
'but his real task Hes in showing how a State can obtain 
.-supplies ". i 

This view is entirely incorrect for various reasons. 
It is of immense significance to know' what they: are '. 
Noone in mod erR democracies would be unconce;ned if 
-the money aUotted for public education is spent on' 
'building a Rew palace for the Viceroy or on recreation 
grounds fer the officials of Simla. Money appropriated 
f.or one item is to be spent only un that item ,and on 
--~----------~----~~----~~~----

1 .. Quoted by Ba.stable. Introduotion:. P. 5. 
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nothing else. Nor are we less interested in what er
penditure ' ought to. be '; .. why sho\lId we waste so muclb 
on armaments" is the question a~ked by all the natians
of taday. The' :r:.egisla~ture and even the vater are
anxiaus that nathing more thalli what is absolutely 
necessary far safety shauld be spent an dtlfimces. We
go "further and demand that more and mare maney 
should be spent on ·this and that item of social services_ 
Ip fine, public expenditut:e is subject~d to. much analysis 
and scrutiny .. The great prablem in modern. Finance,. 
(as in the' u.~. A.) is' nat so. muc.h how to· raise the 
re'vem:i~s, but haw to. spend the revenues wisely. Wise 
expenditure raises ~evera1 principles and is as much an. 
art as that of collecting sufficient revenues. 

Fram an opposite directi()D has public expenditure' 
assumed. an overwhelming imp<>rtance. The phena
menal growth of expenditure has ca.U6ed cansidera.ble
alarm. Wars have also pushed up ex.penditures to· 
abnormal heights. Heavy b()rrowings were made withr 
all the consequences. of repayment,. the depressian of 
industries and the breakdown of the credj,t mechanism_ 
Everywhere there is a cry fOI! r.etrenchment and. 
economy, and the reconsideration of all the problems of 
expenditure in the light of sound econamic doctrines. 
to check extravagance and improve the efficiency of 
administration; in other words~ to secure efficiency in. 
expenditure. 

Apart from these consid81'ati.<>Dt'. the student of 
finance must needs investigate expenditure for several: 
reasons. (1) It is true that expenditure is more or less
iixed by 'prodvious legislation and the concern of th~ 
statesman is -only to raise ·the funds. But this is not. 
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the. whole truth about. expenditure. As with the in
dividual, S'o with toe State, expenditure.is ultima.tely 
limited· by revenue. Thus there lies back of the question 
an amount that may be economically spent by the St,te. 
This consideration alone raises a num·ber of fundamental 
problems, such as the determination of the total volume 
of expenditure that may be incurred at any time. 
Expenditure and taxation are closely interdependent 
just as production is determined by consumption. Prof. 
Bastable says: "The question of expenditure is just as 
much a financial problem as that of revenue ft, 2 

Secondly, the effects of expenditure are an interest
ing subject for study. In view of the enormous reactions 
.of public expenditure on economic and social services, 
it is necessary to analyse them and estimate their 
magnitude, For the effects of public expenditure offer in 
most cases rules for the distribution of public funds over 
each item and on each department. 

Thirdly, the neglect of expenditure in the past was 
due to the difficulty of arriving at general principles. 
Expenditure, as Prof. Bastable says is in a sense • extra
financial', Historical and political considerations deter
mine very largely the extent of expenditure in most 
States. But at the present time. it is no longer of so 
much force. Each pound spent is put to the test of 
economic consideration more and more. As such ~e are 
able to construct a body of rules capable of general appli
cation on the lines of the marginal doctrine as predicted 
by Bastable. 

Nevertheless there are many serious limitations. 
A scheme of taxation-say income-tax can well be 

·2. Introduction p.lI. 
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adopted witb ease .in ;India. when :it, has. succeeded m 
England~ 'But what is good fat England .in a1>articular 
form of :expenditure may be .either harmful or.unnee .... 
sa.'rY'in Germany. England as an irnperialpower might; 
buildcrdisers and battleships. of heavy tonnage which 
Germany-need not. Thus expenditure iscondition~d by 
the' ,social economic andpo.litwal factors much .more 
than taxation·is. The variations iR:individualcountries 
are'Tso.· numerous, that the. :enu:meration.·.of general 
principleil will be limited to thes.tatemeht of a few broad 
tendenciesl'of policy. 

3. CLASSIFJC1TION • 

. Classification is not, very essential: .matter is more 
essential than form. But it w~ll reveal the essential 
f!tcts.regarding the nature and ·cost of each r;!ervice. It 
facilita.tes wise budgetting. accounting and auditing and 
is also useful for co~parisons. But the classifications 
will differ according to the viewpoint of the classifier. 
The f9110wing are "ome .of the classifications adopted 
by writers on rinanc,s. 

From the point 'of view of the functions of Govern
ment, Mill distinguishes between necessary and 
optional expenditure: Adams between protective,. com
mercial and developmental; and Shirr as between 
primary and secondary. 

. Prof. Plehn proposed a claesifi~ation on the basis of 
benefit conferrediby expenditure, for example, der~nce 
confers a .common benefit while poor relief only on a 
particular section of the community.' Administration 
of justice confers a sp(Jcial~eneji.t on certain people but is 
to be treated as conferring & common benefit as weil. 
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But 'protection to & home "industry, he maintains, bene
fits only some individuals. There is.no need to point out 
'hat tbis 'distinctfon is' erroneous; for it fails to take 
account of the complexity of social relations and the 
:impossibility of determining the measure (If benefit 
-conferred to individuals. ,Moreover the idea of benefit, 
.except in local expenditures, would give us & wrong 
approaClh to the problems of taxation. 

, Prof., Nicholson says" the proper basis of classifica
tion ought to be the whole amount of revenue obtained, 
4\>y the State in return for services rendered" . 
.Accordingly. bis scheme is as follows: Expenditure 
without any direct return or even with positive loss'll.!]' 
'war; with indirect return, e.g. education; with partial 
-direct return e.g. subsidised railways; with full direct 
~eturn and even with profit, e.g. Post Office or any com
.mercial undertaking. The one great objec~ion to this 
·classification is that the State's primary aim in its 
-expenditure policy is not .. revenue" in money, but 
advantages to the community in the form of goods and 
services; and the Finance Minister whose motive is 
.revenue can hardly he progressive in outlook. 

Period of duration is another point of view from 
-which classifications have been made. Thus Prof. Basta
'ble distinguishes between Normal and Abnormal expend
-ture. "Normal Expenditure is that which occu!s at 
·stated periods and in a regular manner and is therefore 
.capable of being estimated and provided for in the 
'budget."3 Abnormal expenditure is that which is 
,unforeseen or that which involves heavy capital com~ 
lIIlitments. But as he himself admits, it is not always 

3. Public Finance P. 130. 
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easy to ;draw. the boundary line between the two. 
Similar ~o this is the classificatiOli proposed l>y th .. 
Brussels Conference: • Ordinary' and" Extraordinary ". 
with a further classifica.tion of' recurring' and • non
recurring' expenditure. This classification is of advan
tage from the point of view of the budget. 

Some writers have classified expenditure as national .. 
Jocal and semi-national according to the authorities who
actually disburse the sums and the character of BUCb. 

expendi tures. 

Prof. Dalton has given an interesting scheme of clas
sifi~tion. He divides expenditure into Grants and Pur
chase Prices, which corresponds to the division of public. 
revenues into ta.xes and fees. 'Grants are free contribu
tions by the State in the sha.pe of money or services ~ Old 
Age Pensions, and Education. Purchase Prices are those 
for which the state actua.lly spends money e.g. defence .. 
administration of justice. Interest on Public Debts and 
Pensions may be regarded either as purchase price or
as grants: grants, when we look to their character at. 
present, but purchase price in their origin in tbe past_ 
The purchase price may t:)ontain an element of grant .. 
e.g.-a Pu]:>lic Utility run at a loss but made good out of 
taxation~and a grant may contain an element of pur
chase price e~g. subsidising private education. The. 
conception of ability to receive grants aDd the distribu
tion of grants may be proportional, progressive or
degressive.4. 

4 Dalton, Public Finance. Ch. :;VII. The whole chBp\er i!t
instructive for the many in genius twists which characterise the. 
author's arguments in such cases, 
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Evidently a clever adaptation but a very much 
improved onlt is the classification proposed by Prof
Pigou. Exhaustive and Transfer are the twofold. 
divisions he adopts. That part of the expenditure
which is devoted to the purchase of goods a7llT 
service8, (army, navy, etc) and is also spent Up" 

without yieldiDg direct revenues is called exbaw;tive_ 
There are other items-education, interest on internal. 
debt, old age pensions etc., which are merely transfers
of direct or indirect purchasing power to the beneficiaries_ 
This distinction is of great practical utility, since it helps. 
to isolate II real" expenditure from the total expenditure_ 
For, transfer expenditure is in reality no deduction at 
all from the stock of national wealth, except the cost or 
administrations. It is also useful for instituting. 
comparisons between the different countries to arrive at, 
tax-burdens. "Exhaustive Expenditure is the test of. 
real expenditure in any country". In 1924 according:. 
to Bowley and Stamp, exhaustive expenditure in. 
Great Britain has risen from 9~~ to 12% only of th~ 
taxable income; while tranf'fer expenditure has risen. 
from 1!-i~ to 7!-i%. 5 

.. GROWTH AND EXTENT OF EXPENDITURE. 

In the beginning of the 19th century, as soon as the
Napoleonic wars were over it was thought that the 
summit of public expenditures had been rea~hed 

and that there will be a return to the normal level or 
the pre-war era. These hopes were falsified. The ex
penditure since then on armaments alone have been
appalling, while wars have also added their quota_ 
Enormous sums of money have also been spent on edu-

5. .A 5'007 in Public Finance. Pant Ch. iii. P. !3. 
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·.cation,publie hea.lth, arid I. ithe1)davelopIl)But.! 'of: tbe 
. .administraUve macbinery. ' :Tbe-mGStl alarming feature 
.. ,abo fit these 'expenditures. ,is tha.t1 theY!ha.ve, Increased 
-relati vely much :fas ter than the' 'lnctede, of ,popula.tion 
-and, of nat ion a. 1 wealth', Ail' interesting, :en'mple', 18 
found in Great Brita.irl, where expenditur~ has Increased 
:fortyfold between 1815- a.nd 1913. In 1930" the .total 
·~xpenJ.iture stands at the eolossal pgure of nearly £ SO() 
millions. This implies. tha.t ,a corresponding amount of 
revenue by taxation. is to be 'raised., The: real remedy. 
urge the'reformers, lies ill cutting down ruthlessl1 this 
.extravagant expenditure,'" 

The following arguments are a.dduced ,by. those ",hd 
, regard' the enormous increase in public expellditures 
,.as a sign of extravagance, waste' and inefficiency. 

(1) All Government expenditure, they say. obeys 
-the law of" increasing cost", and if unchecked, will 
result in extravagance. The argument ha.s much force, 
.and the cure lies in a Vigilant and more organised 
public opinion; in increased control over the budge& 

,and in a more' efficient audit service. (2) Secondly, the 
. .developmen~ of public credit, the facility which the 
;:State .offers for private investment in its Bond!! and 
:Savings Certificates, and the ~rowth of banking faciIi-
ties-have all tended to place an increasing reliance on 
publio loans for new expenditures. (3) Another reason 

-:for increased expenditurell is the enormous construction 
.~f public works, which according to the critics, have 
Ibeen untimely and ill-planned. 

In, contrast' with this pessimistic view are 
-the views of those who hold that 'the' expenditures' 
-of . the 19th and the 20th centuries are not merely 

:inevitable but ,in no way extravagant.. The enor-
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mous increase has been in 4esirable directions only,. 
e. g. social services. We have tangible and intan
gible II national assets" ,as' a cover against the debts. In 
other words, expenditure on education, medical services
unemployment~ public utilitie~, etc. is really transfer
expenditure and has not caused any diminution of nation
al wealth. It has rather resulted in the increased effici-
encl' of the worker and improved production. There is 
a further consideration. Everywhere the national mone
tary unit has shrunk in value and all prices have gone
up. The commodities and services required for public 
purposes hava now been purchased at a higher cost._ 
Thera has also been an 'enormous increase of population 
and concentration in cities with the result that the
increased expenditure had to be incurred for many ser-
vices. 

The truth is tha'l; expenditures have been pushed in 
many directions owing to social progress and the develop-
ment of the credit mechanism, but have also been 
accompanied by a certain amount of extravagance. The 
causes for such a state of affairS being the same as w& 
notice in the political sphere-the apathy and th& 
ignorance of the voter regarding financial matters~_ 
the influence of the press and the orator, th& 
selfishness of the members of the Legislatures and 
the inefficiency of the executive. It cannot b&, 
said to the credit of any country that its expendi-
ture has been wisely planned and most economi-
cally carried out over any long period. There have been 
many failings, much drifting and & good deal of mis
management. *6 

*'. For a very illuminaling discussion of 'hese problems by
applying 'he fac~s of psychology. see Gues': ." Public Expendj'ures: r 
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5. CANONS OF TAXATION APPLIED. 

The abse'nce of well established canons in t.he domain 
~f expenditure may be said to have been the principal 
-cause for drift, waste and ins~fficiency. Prof. Nicholson 
l1rgues that the principles of taxation can be applied 
Tor expenditure on the basis of 'the :assumption that 
_expenditure is limtted by revenue 7 •. 'These, however, are 
-not fundamental canons like those of Adam Smith, but 
llllerely practical rules of great value for administration. 

1. Equity:-Many interesting analogies between 
~a:ntioD and expenditure can be drawn from the point 
.of view of equity. Just as equality)n taxation means 
.the distribution of the burden according to .the ability to 
.contribute, 80, equality in expenditure means the distri
bution of the benefit of expenditure according to the 
.need to receive it. (Expenditure on local services and on 
.commercial undertakings, however, must obey a different 
.law). Minimum disutilityand minimum aggregate 
,-sacrifice may be analog us to maximum utility 
.and. maximum social . advantag~ in expenditure. 
,Further" just as taxation invo~ves a reduction of 
the social income, expenditure should increase 01 

.at least not lessen the productive powers" of society, 
Equity implies also that pubic money should 

.be spent on public Qbjects and Dot to favour private inte· 
:rests. Viewed comprehensively the principle of equit, 
in expenditure is as fundamental as in taxation. 

2. Certainty:-Public expenditure should be de
-finite, certain" and open -to criticism by the public • 
.secrecy is a grave .danger and corrupts finance. Publi-
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~ity aDd audit are the necessary conditions for efficient 
administration. 

3. CODyenieDce : - Adm inistrati ve arrangements 
aor the disbursement of funds should be simple and official 
-practice should Dot be hampered by red-tapism. Further 
·the whole scheme of expenditure should be free from 
'conflicting jurisdictions, duplications and overlap pings. 

4. Economy:-Economy is the wise distribution 
-of expenditure, and not retrenchment or cutting down 
-of useful expenditure. The problem of high salaries. 
-Government purchases etc., should be carefully scruti-
lIlised and treated by the correct standards of economy • 
. Mr. Snowden said once "Economy consists in exacting 
.20 shillings value for every pound spent ". Considera
,tions of economy invoive also the encouragement and 
supplementing of private expenditure wherever possible 
~e.g. education, public health activities, etc.). True 
~conomy in expenditure, above all, consists in wise 
investment in human resources. Wise spending is 
real saving. 

5. Elasticity :-A good system of expenditure 
-should be self-regulating like a good system of taxation. 
As a rult', it is not possible to cnt down exp(mditure 
-from year to year, or increase it according to the varia
tions in income. But a wise system of expenditure 
most provide a regulation for a gradual increase on 
necessary services. This implies that the statesman 

-i!hould take a long view of the problems of his country 
.and the projects should be conceived with a breadth of 
'Vision. And prudent borrowings for capital expenditure 
is also a corollary of the same principle. As the society 

.1lrogresses, the statesman should arrange for a gradual 
-<iiminution of outlays on armaments, prison and .police 
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forces. Poor- rates ough~ to fall.with the increase in .the 
efficiency of the workers. 

, 6. SaDction:~As iin"taxatioo .. ,SQ in. exp'enditure .. 
sanction is an important, :rure.: i ' No J expendittJreshould 
be incurred witbouttbe 'prev,ous 'sanction .of the.Legis
lature and the heads ,of tbe variausdepartmenta. -No
authority sbould be allowed to sanctionberond its OWtll 

·powers. And money-appropriated for ,10 particulat item 
'sbouldbespen' on that item only. Any ,deviations from 
,these general practices n;lUst. 'be ratified in the Legisla
,tura in tbe form of reappropriation, supplementary 
,grants etc. 

7. Surplus :~ .. The ca:aon of surplus is, the
-avoidance of'deficits."9 Balanced budgets must be the
rule; but as the International Fina:bcia 1 Conference of 
Brussels laid down, a moderate surplus is a safer course~ , 
Some writ-ers. beHeve in deficit fiI1anciering as it would 
induce' economy" but tlie post.War experience has 
shown the' need for Bomoderate surplus. 

6. GENERAL PRINCIPLES OF EXPENDITURJo:. 

It is extremely difficult to lay down general' 
principles of expenc;liture of:universal application for the 
..reasons already given. Further, the State is bound by 

9. Shirras, Public Finance. Book ii. Ch: IV. P. 45. 
10. "In his personal disbursements man 'does not go lihrough 

ligh\ning calculations of utility aDd cost ....... There is lI~iJlleB8 reason. 
to think that he practises such calculations in playing his part in 
governmental.llpending •••.•. In tha ,field of public expenditure utility 
and cost are\lo~nected, ,if a tall, oDI)' in a bit.and.bide fasbion. OHen. 
benentis received without'any apparenhacrifice on 'the parl of the 
beneficiary 'just' as' often costs are -paid wi~hout the payer hing 
eonscious of hnipg received any direct.benefi'" Guest- FubJic Expell-
ditur~. P. 146.7. '. ., ' 
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certain contractual obligations to t.he foreignersr 

(interest on foreign debt) or to its own citizens (internal 
debt, pay of civil and military officers etc.,) and it is only 
in the sphere of the commercial and the social expend i
lure that any control or freedom of action is' possible. 
Yet. within lhesa limits, it is possible to lay down a few 
roles of general application. 

Expenditure cannot be endlessly expanded; it i5 
limited by revenue. Raisicg of revenue has its own. 
cost side. So as a general rule the benefits of expenditure
should be counter balanced by the sacrifice of revenue~ 

The law wHb regard to the aggregate of normal .. 
national and local+ may therefore ba formwated as 
follows :-" Expenditure should be pushed in all direc
Uons up to the point at which the satisfaction obtained. 
from the last shilling expended is equal to the satisfac
tion losi in taxation." (Pigou.) The soundness of the
present expenditure of any country should be tested in. 
theligM of this law. 

As regards the distribution of expenditure over the
several items, another principle based on marginat 
utility may be laid down. Just as the individual derives 
the maximum utility with a given sum by so arranging: 
that each item yields an equi--maTginal utility. so should 
the State distril:ute expenditure in such a way" thd the
last shilling devoted to each item yields the same
marginal return"'9 (Pigou). The efficiency of each serne&
-and not the money value-is of importance . 

• This qnallficalion is my own and is of great significance. 

9. Book II "Ch. V.P.53 w
• 

R-4 
lL Dahon P. 9. 
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With regard to ,the distributional' aspect of 
expenditure,the exhaustive' and transfel' expllndittJr, 
are treated as one whole. . , 

The lhv'of ctransfer' 'expenditure demaIlCts that it 
should se'c~re maximum' social adva.ntage,; M&ximUlll 
social advantage can be obtained by" orga.nising better 
"production and effecting a beiter distribution of wealtb. 
Production can be increased directly by developing the 
material resources, by givingtacilities for Capital,Labour 
~nd organizing ability a~d indirectly by increasing the 
efficiencl' of the workers. Distribution can be improved 
by redressing the inequalities of incomes and wealth by 
wise expenditures on social services, sucb as free educa
tion for the poor etc. .. Expenditure involves the trans
ference of ,purchasing power affecting production and 
<iistribution .....• Th-e best system, of Public Finance is 
tbat which secures the maximum social advant,ages 
from the operations which it CC>nducts." 

Another important law of expenditure arising from 
the consideration that tbe statesman is' a trustee of tbe 
future no ,less than of the present is that he should 
dy;count the fuiure as little as possible. .A wise npen
diture policy should prefer a iarger social advantage in 
tb!! future to' a smaller one in the pr~sent. Expenditure 
(In railways, irriga~ion" works, or on human welfare, 
'Yield their full results only. after a long lapse of time; 
and tbe Finance Minister who refuses to embark upon a. 
far-sighted policy of such ,expenditures would not be 
serving tbe best inte;estsofthe country. Such. expendi
ture would 'involveh~~vy borro~itigs, but sioce they are 
for pr.qdMfoYi'bii .. purpo~es, no llatio~ should shirk the 
Tesponsiiiijty. I l.t may be added that this law is a su 1>
plement to l.'ife

ll
'tirst la.w. The first law ha~' reference 
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-only to, the normal exhaustive- expenditure, which is to 
,be met, out of revenues j whereas the 'present one ·covel's 
,all Qases of; expenditurei i:ncluding those On war. 

There is one m6re cohsideration. How far could 
,,expenditure on social servic~~b~ expanded. ? ' 

" " ,I"': 

. Important principles are involved' in this sphere of 
·:State. activities~ In the first place there are certain 
tlervices, such as elementary education, which are "below 
,the ma.rket margin.~' ,That is to say, it· has a highfy 
-cristastie demand, and its gratis supply in unlimited 
..quantities would not lead to. waste. !tis on these kinds 
·of services only that the State ·can push expenditure to 
'its utmost limits. To get! a maximum of net coUective 
utility in such cases the costs should ,be financed from 
,the proceeds of progressive taxation12.But where 
,eratis supply would lead to. waste as when free postal 
.or rail way services are provided for all classes of people, 
the State. shol1ld levy fees and charges. In certain cases 
it may oharge belolv the cost of service to increase the 
·consumers'surplus, or above. t4e cost to earri a revenue. 
At any rate the field ,of social expenditure is a very 
limited one. N~t only should there be no direct waste 
but there should not blJ indirect effects leading to 
inefficiency,: .A. 'misdirected poor relief is: mis~hievous, 
-while the absence of it is to be deeply deplored . 

. 7: THE EFFECTS OF EXPENDITURE. 

We have tOllched 'upon most of. the effects of public 
·expenditures in th~preceding sections. They may be 
looked at from differen~ points of v jew-how they affect 
production and ,distribution; from the point of. vjew of 
..,. '. .! I '.. • ,. a , ~ " • 

12.· Guest :Publill Expenditure'P~ 15'1.' 
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the three fUQctions of Go~ernment or of the character of 
.the expenditures, transfer arid exhaustive. A detailed 
study and analysillwill be of greathenefit to judge the 
soundness or otherwise of a particular financial system r 

ExhaustivE! expenditure~on war and armaments is· 
very often regarded as unproductive: Such a narrow' 
·view of the primary expenditure of the Governments fails· 
to see that it is.in making" social life secure and' 
orderly" that we, can make the other' activities possible .. 
Ne.vertheless it.hI true that at the present time too much. 
has been spent on defence forces. .. A 50% reduction itl' 
the a.rmed forces of all -nations. would leave them all in
much the salDe apparent state of security or insecurity 

·as before; and the same is true of a 50% increase "1" .. 
. Armaments should be limited all'over the world to the' 

-1ev6l..of an international police force so that the resourceS. 
: may be spent on productive. purposes lor securing 
economic welfare. For expenditure on defence forees· 
imphes the witildrawatof hundreds of people who wouldJ 
·otherwise be employed in thl! manufacture of goods and' 
.,Services. "Men .cannot eat guns ·or bayonets or high 
explosives." Progress must lead to a curtailment !oI 

. these items. But the small success .achieved by· the
recent Naval Conference of the big Five Powers show& 
the many difficulties ahead, and world pea.ce is still a
long way off; 

Transfer expenditure to promote production direc-
tly. such as the giving of bounties and subsidies .. 
grants for research, propaganda. or the construction or 
public works from State resourc~s, or indirectly 
by the regul!ltionof' currency, the laws of trade unions· 

o etc. should be wJs~iy sP~nt. 'A.partfrom the difficnlty' 
14. Dalton: Public Finance P. 108. 15. Ibid P. 207. 
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~f succestlful management of industrial matters by 
-Government departments, there are also involved the 
responsibilities of risks I.I.nd losses. The example of the 
U. S. A. shows us the scope for corruption in admini
·stration. There are also the difficulties of raising the 
.capital to meet the expenditures. 

Transfer expenditure on' wise social services is of 
,great significance in Ii modern State. (1) "When we 
-spend public money wisely in schemes for improving 
the health of people in education. in industrial develop~ 
me nt, we are saving in the best sense". (Mr. Snowden) 
.(2) When suchexperiditures result in improved efficiency 
.of the worker production is stimulated. (3) Dire"ct money 
,grants also increase the efficiency of the worker~ by 
enabling them to give better education for their children. 
This is the case for Old Age Pensions, Widow's Pensions, 
Unemployment Insurance etc. These grants increase 
>the' desire to work) and save, since the ~emand for 
increased' savings is very great 'in modern societies. 
(4) The diver~ion of funds in this way may have many' 
.direct and indirect effects on industry and' employment: 
.(5) The greatest effect in recent ti mes as a result of this 
progressive Sociallsticpolicy is the . redressing of 
:hiequalities. No State robs the rich and pays the poor; 
'but the provision of free services and goods out of funds 
.derived from progressive taxation has this impprtant 
.distributional result. These in short are the economic 
-effects of public expenditures. 

There are some-espeCially the capitalists-who take 
.an alarmistic vie~ of these t~ansa~tions and regard State 
.expenditure on tbe~'e Ite~s as waste. The individual J '. .: •.. ' ____ 

]5. Fortnightly RevieW. April, 1930;:. 
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spends hetterthan the Govern'ment, is their maxim~ 
They ,deplore. the invasion bf th'e domain' of private
cbatity by the State officials! and point to -it 'as an evil. 
in: itself. They allege that ,the' springs of Toluntarr' 
actions al'edried up, There'is another great objection' 
which is pointed out by M r~ Hillail'9 Be1l6c. '~Any great 
reduction therein (Socjal S~l'"ic~l,;is, v~ry difficult of
a(lcomplishment; a, whole, 'Olachine is at work, per
forming certain f.unctions, ~hich Jf it be ,cut down in its, 
actjvitYi Will 'threat,en disaster, ,They have an E1ffect 
like, the l'lIotcl;1.ets ,o'f a toothed ,wheel which permit of
movement in One direction, butfQ~bi(:(any slipping bac~·
wards". Grjtics alsopoint~o th~Lchanged mentality of' 
the recipients of State doles. theil·. demoralisation. and. 
proclivity to indQl~nce and 'lu~urious,livjng. It is easy 
t~ point out thi& and, ~a~y mo~e :eviIS of. collective
s'p~nding. ,CollectiVe' speri~~llg ,Wa,8' invoked and has • 
been .in operation onlr because) ,of the failure Qf pri vate' 
s.p~nding in t1ws~ JIlatters. "Colle,ctive spending is more
'8(,l9nomical,more fruitful and more far-·seeing and· 
pr~duc~s greater-social ~dvantages than private spend.· 
iIlg.".. The' task 'of practical statesmanship lies io' 
r~medying the defects and imp'roving the efficiency of" 
the services rather than try~ng to, .pull them ~p by the
toots. 

8; OOMPARATlVEESTJMATES. 

The fi~ld or' compar~tive finance jsan unexplored' 
region. The fact that it is untrodden shows its essential' 
diffi~u1ties. Some write~ on finance have proceeded to' 
~i~e ,a compara.tive ~tatemEm~. ~f t~e expenditures in 
variol1s countries ;' while they are useful in coojunction' 
~itb comparative ta-x receipts!"' alone. they are of little-
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value. Even then the estimates are only of a limited 
value, whether they l>e I>n ,the basis of the total 
expenditure of, the St~te,. or expendit1.lre per head of the 
population, or expenditure jn the ratios of na~ional 

income. 
These estimates can hard.ly be,accuratei especially: 

in r~la.ti<?n to the tC?tal, nl,lotioq!l-lincome. There are many 
factors which enter into' total' expenditure whicb. the 
statistician cannot estimate in terms of mon~y. Firstly, 
there are the historical antecedents"orpolitical eonside
ratioilsfor certain items ofexpe'ndfture--Pl1rely extra
financial. Secondly, all the" unreal elements o. such as 
price variations in each national currericy, the transfer 
expenditure,.: etc. ,should:, be:· allowed for' and deducted. 
Thirdly, national ~ncome is hard to estimate and even if 
it is accurately,calculated, it is, no test of .the taxabl~ 
capacity. of the ,people. NaHonal resOurces also should 
be taken int~' consideration. It has 'p.eensai~ tha,t 
"national income ,de~e,rn;li,nE)stQe, present and national 
resources the prospective scale of expenditure"., Fourthly • 
the particUlar phaljle of' pplitical, industrial and social 
development should' also be 'taken into consid.eration; 
for expenditure is 'largely depende.tlt on them. FinalIy~ the 
most important factor is the cha~acterand the obJect of 
each outlay and the efficiency of the services that admi
nister it. The effects of expenditure permeate in every 
sphere of life and are difficult of measurement or 'appor
tionment. As such any comparative estimate is bound 
to be extremely defective"nr satisfactorily devised, it is 
likely to lose its value! 



EXERCISES 

EXERCISES, 

1. A.dam says that public expenditure shQuld be 
approached from the public point of view-neither that of 
the individUalor of the' State. 1!:xplain. ' 

2. I Expenditure is the real end of the financial 
system '. Explain and illustrate. 

3. What analogie'sean you d~aw bet~een taxa\ion 
a:lid expenditure 1 . -.' . 

-' 4r Classlfy the. s~v)l!aPt~tA~?~ e:f~endit~J;e i~ I.qdi. 
as purcha~a pr~ces all;d ~,J,"al\ts ji,n,d. ~o.m:Olent oq ,t~~m. 

5, What is, ·Pt:o~llct~v:e '8Xpendj~\Jl'E! ? 
6. .. Good· finance :consists :more in the spending 

than in the· collecting of rennue ~·,,(Gladstone). Discuss. 
'7. II Nowadays we' are~ all socialists 1\ Explain 

this with reference'to the Jspending cif England~' 
'8: ... The-very best of all pia nil of finatic~ ig td spend 

liHle .... :Discus~. i :'. ,"Il, -'['1-':' ,,;', ,r, 

, '9.' '" Oui' greatnee(Hsecollooiy'''·' (i' . 

: ,JO. "'l'h~ ,~en't~al probiem ofpubiic jinan:c~ is ~o 
iellS ana n'o,~~m; 'than tbe.'prqblem ofj~~ecuring tba best 
~isp,o,~a~ :oitbe'eco~o,~ie re~~urces ,of 'the' cQ'mm.u~itY/~ 
Illustrate. See naHon chs. XXX & XIX. 
'" .. ' ; • .f",","'!. ..•. j, ". 
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III. INDIAN EXPENDITURES. 

The classification and main items of e~enditttre 
.areas follows for the year ending 31St March, 1927,The 
-figures are from the Statistical Abstract: 

1. Direct dflmands on 
revenue 

2. Salt and other capital 
outlay charged to 
revenue 

3. Railway Revenue ac-
count 

-4, Capital outlay on ird-
gation charged to re-
venue 

Central. Provincial. Percen
tage. 

419.95160 105,476,889 6'2 

718.385 299,62.08 1'6 

280595177 106904 1'5 

3]288 183,357,2.1 (l'3 
.. .5 •. Posts and T.l.g,aphs } 

(a) Revenueaccorint ·5725453 0'3 
(b) Capital charged to' . . 

. reVf.)nue 185.673,9 
.-6. Debt SerYices 

(a) Interest on debt 373139743 
(bl.Redllction of 'debt '167~49672_ 

64650364} 20'0 
2S~748Ql . _ 

7. General Administra
tion 

8. Education 
9 .. Medical 

. 10. Public Health 
11. Agriculture 
12. Industries 
13. Aviation 
U. Civil Works 
15. Politicai Pensions' 
16. Superannuatioriallo-

wances' 

16595637 111201423 5'2 
3796653 117248770 5'3 
3011068 36479747 1'7 

:~~~~~M. -~~~~:~!~ ~:: 
8203636 '6699812 '0'6 
1306299 . _~, ,;, . :0'06 

]8974160 107701317, 5'5 
3060699 .... }-

. 6'0 
26174720 39246742 . 

_ 17. Military Services 
: 18. . Other items. 

. 609163889 -,:~ -26'0 
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'Defence. The expenditure on defence has shown & 

progressive in~rease. 1:0. 1875Jt stood at; Rs. 24 crores, 
alld. in:1895 $t hacJ risen to Rs. 30 crores., In the pre. War' 
year (1913) it was still Rs. 30 crores but had gone up to 
Rs. 69 crores in 1922. Since then considerable reductions 
have been made and the present scale is still as high B:s 
Rs.~O crorl!s~ though the Inchcape Committee had re- ' 
commended its reduction to below: RS .. 50 crons •. _ 

The army in India is maint~ined at war strength 
since there are noressrV'es to fall back upon. "A mere' 
reductioqt~ peace scale by 20% without affecting the 
strength bfthe British element would mean, according to 
the estimate of the Inchcape Committee a saving of neariy 
Rs,3r2 cr9~sa~nuany. The present system of recruit., 
ment in England eljltails enormous extra charges, which 
in many cases could be' 'curtailed.' If., however, the 
strength of the Indian and AnglO.Indian elements could 
be increased, the s~vings would be immense.- At present, 
the purchase of the stores is made in' England and the 
In~llcape 'Committee recot;nmended a reduction from 
Rs. 14 cti)rfis: 'to Rs~ 8' crores and observed that .. the 
country cannot affordU~e lockup of capital this way," 

Beside~th~_ expenditure on army, the- Government 
incurs a :largeoutlay on the Royal Indian' Air F"orce,. 
anilthe 'Royal; ,i:ndi~n'N~vy, to the latter .of, which an 
annual coti~ribution 'of Its: 15 lakhs is made, " . 

• .... I ,', . 

Debt Service •. --The outstanding public debt in 
India in 1927. central ,and pravincial~ amounted to
Rs. 604'11 crores, composed of Treasury Bills in the 
hands 9fth, Public (6'95} and of the Paper Currency 
Reserve (39:1:», loans (390'61) •. Post Office, Sa.vingS 
Bank, Cash. certificate~ Provident Funds etc.~'(127·46)· 
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Provincial balances (8'9) 'and. other items (21'85), The' 
bulk of. the loalls is provided by a few: rich· and the' 
British· residents 'in: India, and thus the payment of inte;,.
rest does not constitute an addition to the total wealth, 
of the country. The debt registered: in. England amounts 
to Rs. ·470'05 crores and the annual· interest ·charges con-' 
lItitute a deduction of national' wealth with all its adverse . 
effects on the export tra.de.. The 'productive assets ~ against • 
these debts ·are to the extent .of Rs. 872~73 croresleaving 
a balance of uncovered obligations at Rs. 170'86 crores~, 
The productive assets also represent :foreign capital and, 
enterprise, 

Civil AdaiiOistratioD. - U nde~ this head must be -
included the cost of iill civil and jUdicial establi~hment~ . 
and of the Legislatures: political pensi~ns and superan-
nuation charges absorb Rs. 7 crores or 6% of the total: 
expenditure. Expenditure in England to meet the cost· 
of the India Office, of the Office of the High Commis-
sioner and commissions to the Bank of England for the-" 
management of the Public Debt is also a large item) 
amounting to £469.100. 

. The Retrenchment Committee observed that in' 
several cases, economies have not been effected owing: 
to decentralisation after 'the reforms. The establish-
ments and secretariats are maintained at their pre-
reform standard. To give one instance, they obsEtfved' 
" there is very little justification for the retention of' 
th~ Educational Commissioner, the Bureau of Education .. 
or the Central Advisory Board-or indeed for the 
continuance of the Department as a separate entity,"
If it is remembered that over 90% of the posts carrying &. 

salary of Rs. 1.000 and above per mensem are held by 
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non-Indians, the cost of civil administration appear. in 
-its true aspect.N ot onb is it disproportionate and 
.excessive but is also an e~haustive one from the point of 
-view of its effects. 

Developmental Expenditure. As compared with 
.the total exhaustive -expenditure, transfer n:penditure i • 
.only a trifle. The development departments such as 
,agriculture, industries' and education 'receive' not even 
lO%. What is worse, :the services are i ineffective. 
Regarding the expenditure, on education, by far the 
greatest of.the social services, -the Hartog Committee 
,emphatically'assert that" throughout the whole educa· 
;tional system, there is waste and ineffectiveness. In the 
primary system ...... ihe waste is ia:p~atinit:~.Tbd wastage 
iiii the case of girls is even more serious than. ill' the case 

-, .t ,. '. ' '.; , 
.of boys ....... . 



CHAPTER IV: 
PUBLIC R1i1YENUES. 

'., See a head; hi_ it," 

1; SOURCES OF REVENUES. 

A system of public expenditure requires as its basiS" 
a system of public revenues just as consumption is
balanced by production in private economy~ The pro-
blems of expenditure suggest the corresponding problems
of revenue; expenditure on common benefit is to be met 
out of the general revenue raised from all the 9itizen!f 
irrespective of benefit: this we call taxation. And ex-
penditure on special benefit is to be met out of particular 
revenues collected from the beneficiaries ; these we call. 
fees, prices and special assessments. Again, the Sta.te
may have private property like an individual and derive
incomes, 

Adam Smith classified all ,these sources of 'income
under two heads,; -(1). The source which "peculiarly 
belongs ,to ,the Sovereign or Commonwealth, alJd. 
which is independent of the people", (2) and '0 the sourcs-' 
of the revenues of the people". This broad distinction
is very convenient and brings the essential difference
between the receipts of the Government. Some writers
regard that these two sources represent the two as~ 
peets-the Public or • corporate personality' and the
• Sovereign' character of the State. Under the first 
category must be placed the receipts from State domains.
forests, fisheries and public industries. It may be-
remarked that in the past receipts from these sources-
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were large and almost the mainstay of the Exchequer. 
-But in the development of the idea of taxation, it is now 
the second source w~i'* 1ie~d~ tb, bulk of the revenues. 

The incomes derived by the State from the rAvenues , .. , ~ ~ , , ..: .' '\ 

-of the people are tnany-sided. The following may be 
enumerated: (1) Bequests, gifts and donations, for pub
lic benefactioD,s. (2),Tributes, indemni~ies and legacies 
_whether arising out of war or otherwise. (3) Penalties, 
nnes, expropriatIons i~posedbytbe courts~ '(4) Fees, 
prices and special assessments contributed by individu-
als in return forbenefits r~ceiv'ed.' (SrTaxes of all 
kinds. ' " '. 

The loans raised by'the Stat'e~ither from 'the citi-
-zens orfr~m the foreigners should be treated as a separa.te 
category I sinc~ they constitut~ an "obligation " or 
liabilities and not Of receipts t" in the true sense of the 

-term. .. . 
Prof. ,Adams proposed a detailed classification of 

the vari6u~ sour~es of inc~ni~s as follows :~l) Direct 
revenues: those which consist of receipts from public 

--domains and industries; gratuities and gifts; confis-
-cations and indemnities. The basis of this distinction 
is that this class of receipts "constitutes a. positive 

,additionto'the social income" while the second class 
of reveniles called (%) , .. Derivative" is in reality a 

- ,~ transfer of. a part of. the earnings of the citizens to the 
,State ". These consist .of fines and taxes. (3) The 
revenues derived from the sale of bonds, Treasury Notes 

-ete." (Loans) are 'anticipatory incomes.1 Needless to 
-say that in spite of- £kilfuL wording, this classification 
,is.defective in some:re!!pects. Gratuities, 'gifts and can .. 
,fiscations are derived from private-incoml!s (unless they 

.. \~ .' .1) Flnance~'Pp, 219-%2$ •. , 
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:a\"~ from foreigners) a.nd cannot be said to constitute a. 
' .. ,positive addition to 'the social income '\ Loans 
cannot be, strictly speaking, regarded as> ,lIrevenues'\, 

Prof. Seligman's classification is also three-fold. 
"From tbe stand point ~fthe individual all contribution 
,to the Government are! either gratuiious;contractual 
or compulsory.2 Examples of -tile first are obvious. 

'Contractual contributions are those resting ,on a,definite 
agreement between the. Government and the citizens. 

,(Fees, prices, and' charges); Compulsory ,payments 
,stand in sharp contrast with .the other. two, since they , 
arlildemanded by the State in virtue of its sovereign 

-character. There are many terms of these payments; 
. expropriation ; fines and penalties; taxes. In 'spite of 
. the fact that this classification brings ou t the differences 
'between the various public receipts, it cannot be said to 
'be perfect; The contraotual revenues are not the result 
of a. "free oontract" between the citizen and the State; 

-they areas much imposed by the sovereign character of 
-the State as are the taxes and are also compulsory_ But 
,one great merit is that it brings out the essential char
,acter olthe taxes, and loa~s oan be well. c~lled • con
.tractual revenUlils. 

On the whole it seems best to adhere to the distinc
-tion made by Adam Smith with a, slight chapge of 
phraseo logy. For any classification must serve, a 
practical purpose; in this case ,to throw, light on the 
character of public incomei'. All, Prof. Dalton puts it • 

... The most important practical' 4istinction is betwe~n 
taxation and other sources, of incqme." _' ~enc!l.l.ti~ be~t 
-to classify public illcomes .as (1) non~tax reven,ues and. 
_' _ .... ' .. ,'. ',.'1 .. : .. ~ .... , .•... , .. ", 

2. Essays in Taxation~ Ch. IX Sect.: 1 .. 
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(2) tax revenues.. Vague as it may' be, tbe distinction 
brings out the important difference between the two. 
important sources of public revenues. 

2. WHAT .ARE TAXES? 

Considerable difficulties arise when we attempt to
.distinguish further between the, various kinds oftarw 

revenues. such as fees, prices and special assessmentsr 
It is of some peculiar interest to noUce that it involves
·many administrative difficulties in America where if the-

. courts decide a particular ,impost as not taxes the Statett 
·may refuse to pay them. For the student of finance, the
:embarrasment is not a little when he is called upon to
assess the tax burdens of a country. For there is' " ... 
division of opinion among the best authorities as to
where taxation begins and ends)~ Says Prof. Edgewortlr, 
.. what is the best defintion of a tax is an interminable
enquiry." BuUhe distin.ctions should be made at leas'. 
as far as possible, and 'b.xes' will be taken up first. 

Prof. Seligman' defin~s a tar as a • compuisory 
'contribution from the pers~n to'the Government to
defray expenses incurred in the common interest of aU,. 
without special reference to .. special benefits conferred.r 

This definition brings out the two most important· 
elements of taxes: first that it is a • compulsory ex
action', and second that it carries no guarantee of a· 
quid proquo. Dr. Pierson points out a tbird element in 
taxes. ,. What constitutes a characteristic feature or 
the tax is that there exists no direct connexion between. 
it and any particular item of public expenditure .... .• r 

Thousands of services are recompensed out of what W8' 

pay; but none of ,us.can say of an ordinary ta1 what. 
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services it is distined to recompense. In the case of a foe,. 
there is never the least uncertainty on this point." 3 

The foregoing analysis implies many other ideas· 
which may be further elaborated. Firstly, the contri ... 
bution is from the income of the privl;I.te citizen, and 
therefore depeudent on the institution of private property:: 
thus it is a derivative revenue in the phraseology of Prof •. 
Adams. Secondiy, compulsion on the part of the state' 
implies its sovereign .character. which, however, is not· 
arbitrary, bu~limited by constitutional law and public: 
opinion; thus the compulsion of the citizen to pay taxes· 
is not a physical coercion, but a constitutional .and &

legal one. In fact a tax is considered even as a duty 
and a privilege, and not a burden. The constitutionality 
of the tax systpm suggests also the idea that the levy and'. 
the collection of the taxes should conform to the princi
ples of the regular codes of the state. The assessment· 
and collection of taxes are for public purposes only, and· 
it will be considered tyrannical if they are used for private' 
purposes. 4 . 

An elaborate definition of a tax may therefore be
given as follows: A tax is a legally compulsory contribu
tion made by the citiuns from their private resources to the
state for public propOS3S. but levied and collected according· 
to the established principles of the legal system by the lawful: 
auth01'ities carefully limited to the defined needs and carry. 
ing flO guarantee of direct measurable 'benefit. 

S. FINES, FEES, PRICES AND'. SPECIAL ASSESSMENTS 

Besides taxes. public receipts include a number of 
.charges made by the government for its public enter_ 
prises of all kinds-administrative, commercial and 

3. Principles, Vol. ii. P. 376. 4. Adams: Finance P. 194 ff. 
R-5 
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social. It is necessary to distinguIsh between theBe 
various charges to bring out" the divergencies of sub" 
stance that underlie similarities in money form". Thus 
flnes, fees, prices and special assessnients are more 01 
less compulsory, proceed fr~m the inc<lmes of private 
persons, and made in return for some service, but differ 
in many respects from each other, and considerably from 
taxes. 

1. Fines:-Fines . and penalties are levied not in 
accordance with the needs of the state but solely as a 
punishment on the individual. As Prof. Dalton point$ 
out, the distinction between taxes and penalties is one of 
motive. .. A pnblic authority imposes taxes mainly to 
obtain revenue and enacts penalties mainly to deter 
from certain actions." Prof. Bastable objects to placing 
!ines in a separate category. "The yield of the fines is 
trivial, and their relation to financial organisations of 
the state is remote" 5. Apart from the consideration 
of motive, there does not seem to be any difference 
between a fine and other kinds of payments. 

With regard to fees, there are great divergencies of 
opinion. At one extreme is Bastable's view that they 
are" co-ordinate with taxes" 6. Dr. Pierson defines 
the word to cover any "direct payment for Rtate 
or communal services as distinguished from pay
ment for merchandise" '1, while some olher writers 
would have them limited to charges incidental to 
the administration of law and order only. Thus postal 
Tates would be considered as fees by Pierson but not 
by others. Prof. Seligman is at the opposite extreme with 

s. Public Finance. Book ii, Ch. 1, P.165 • 
.. 6. Ibid. " . '1. Prinoiples, Vot: ii, P. 
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'lllicro!!copie 'distinctions. ,Fees are defined as .. payment~ 
for ,each il"ecurring service undertaken by the goyern.! 
ment primarily in the, 'public interest but conferring a, 
measurable special advantage on the fee payer" 8 (Court 
'fees. license charges. registration fees etc). The important 
distinctions that emerge from the ,above, definition ar~ 
{l) that a fee is a .~ special contribution," asa tax is a 
"general contribution." (2) The special benefit is present 
and in certain cases measurable. (3) Normally the fee 
-does not exceed tbecost,of the service. "If the charge is 
less than cost the special benefit increases untiJ finally 
there is no charge. because there is no special benefit. If 
the charge iS,more than cost the benefit is protanto conver. 
ted into a special burden until finally the charge is all tax, 
bec,ausa it is all burden. and no special benefit." 9 Thus 
,the predominant characteristic of the fee is the presence 
.()f the first two elements. It is not dependant on the 
,amount of the charge, from which point of view the 
,distinction is very difficult to draw. 

The third category consists of certain charges made 
Ifor the sale of commodities and services. The distin~ 
guishing factor in such payments is ,not either the 
'amount of the charge or the character of the business 
'but the presence of the fiscal motive primarily 
and service secondarily. In the words of Seligman, 
a price is a payment for a service or a com
modity sold by Government • primarily for the 
-special benefit of the individual but secondarily 
in the interest of the community". (Railway, Post 
<Office, Water supply etc.) The objection that can be 
raised to this otherwil!je good definition is that it is e~tre~ 
mely difficult to distinguish the presence of public or 

8. Essays in Taxa~ion. ,Po 304. '"'' ,1~id. 
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speoial purpose primarily from· tha' of .... secondal'7one .. 
To argue that the Post Office is-stili- fOt" the interest of 
the individual primariyis not a,. little farfetched. 

The fourth category is special. a.esessment. 1& is an' 
America.n invention. It is-a method of absorbing 
to the treasut,. any uneaf"1leCl. incTemerit occuring, to· 
any locality or property aBOI-'PeBuJt,oj the performance 01 al 

sta'te action, e. g." the openining. of a road, a can .. l or •. 
street tramway. If the Government is called upon to 
perform' such services to any particular locality the' 
expenditure should be met by the locality concerned and. 
not from' t!lege'nerd taxes. This special assessment· 
resembles a tax in that it is a compulsory payment and. 
not 'co'ntd.ctual as price; but it differs from the tax in' 
that the payer has received a ~efinite,gJJ,idpro quo. ' But 
this charge in strict justice should be proportioned to· 
th'e benefit. It resembles a price ,since it is a reta rn for
a service rendered but'different from it since it is 
c6mpulsory. Prof. Bastable while agreeing with the' 
general tt'end of Seligman's arguments,. adds that a· 
special assessment is a pa.rticular form of loca.l finance' 
and has 'apparently little or no place in general receipts •. 
The rates charged a.re proportional and :sometimes even. 
progressive. 

In conclusion, it must be said that there are distinct" 
characteristics for ~ach of the payments considered;; 
but' it does iuot mean that they are mutually exclusive •. 
1'he one gradually shades into the other. Acute distin-' 
etions ~an be made theoretic'ally, but cannot be applied 
with sa.tisfactory results,in practice. As Dalton would' 
say," 'the· search for classification' is more instructiVe< 
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dhan ~Iassificatjon when found ", The confusion arises 
mainly on the consideration of the amount of the charge 

-with reference to benefit. But if we could keep the 
motive in each case distinct, the problem becomes simple. 

""'.rhus in the case of fees, the motive is to deter people; of 
'fees, regulation; of prices, revenue; and of special assess
ments, special benefits. T!lxes are levied for common 

rPurposes without reference to any quid pro quo. 

EXERCISES 

1. Enumerate the public receipts of a modern state. 

2. Under what heads will you classify pub1ic 
'incomes? 

3. .. Fees are co-ordinate with taxes." (Bastable), 
:l)iscuss. 

4. .. What is the best definition of a tax is an inter
,minable enquiry 1" (Edgeworth). Discuss. 

S, Compare and contrast: (1) Taxes and Fees, (2) 
;Fees and Prices. (3) Prices and Special assessments. 

6. "Taxes are one-sided transfers of goods and 
,£enices. '0 Examine. 



CHAPTER Y. 

REGULATION OF NON~TAX RECEIPTS 
1. GENERAL CONSIDERATIONS 

The ,public receipts from state domains stll,te-operat
ad industries and services are so different in the different 
countries that it is extremely difficult to lay down. 
general principles of very wide application. 

Further, as has been pointed out already. non-tax 
receipts contain elements of &axation. U is not possible
to isolate them in practice and treat them separately. 

Prof. Bastable notices another important limita.
tion: The amount of such receipts have" no essential 
connection with the public wa:pts ...... They will not 
increase in times of pressure nor will they diminish when 
funds are abundant, and they therefore deserve' the
epithet ",mechanical" 'as opposed to .. organic" which· 
.has been given to taxes,". , ,. 

Another limiting considerationoC the' non-tax. 
receipts of the state is that gross-receipts should be 
distinguished from net receipts. Thus, in the case of a
state owned railway allowances must be made for inter-, 
est charges and working expenses. Net revenue is the
only sound basis for comparing the merits of the various
sources of non-tax receipts in t';o different countries. 

Lastly, the revenue from these sources are diminish-
ing in all progressive states. The proportion of non-tax
receipts to taxes is 14 in England; 55 in AustraUa; 33· 
in India; 21 in the U. S. A; 11 and 54 in France and:. 
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Italy. respectively. The bulk of the revenues is raised 
to-day from taxation. 

N evertbeless, an examination of the principles that 
should underlie non-tax receipts is necessary and is also 
in accord with the practice of the older writers on 
finance. 

The revenue yielding property of most states consists 
of lands, forests and mines. Much of it is a survival 
from the feudal and mediaeval times, when the sovereign 
had raised all the revenues from his royal demesne. Two 
distinct problems are raised in connection with the pre~ 
sent public property. (1) Should the states retain and. 
manage them or dispose of them for private enterprise? 
(2) If the balance of advantage lies with the state owner
ship. how far is nationalisation desirable and possible? 
It is convenient to study the problem under three heads: 

i. LANDS 

State ownership and management of lands is advoca
ted for many reasons. (1) Since land is a free gift of 
nature and its extent limited, unlike other forms of pro
perty, the state ought to be the owner and distributor. 
(2) In times of stress, landed property will ser~e as secur
ity for raising loans. This arguement has lost all its force 
owing to the development of credit. and the possibility 
of state loans being raised without security. (3) State 
management would bring better returns in agriculture. 
since . the state can undertake research, introduce 
improvements. offer better wages and tenancy legislation. 
The· excessive fragmentation. which is due to private 
ownership and transmission ·to heirs will be easily 
avoided. (4). Finally, all the unearned increments due to 
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the conjuncture of circumstances and the full economic 
Tent could be absorbed for the Treasury, if land would 
,pass to, the state. 

On the other hand, there are equally weightyargu
ments against state ownership from the stand-point of 
production. The normal tendency in agriculture is 
towards smaller holdings since agricultural operations 
-cannot be reduced to a routine, and as 'such ill-suited to 
:governmental organisation. Corruptfo'ti will become 
rampant in the assessment and colle~tion of rental .. 
'From the stand-point of revenues, the question of unear· 
ned increment,must be set against possibJe losses in value 
under a system of state ownership. Tbe Treasury will 
110se an enormous amount of g~nera.l and Jocal taxes 
which are now levied on land. Further, the cost of the 
upkeep of lands must also be deducted. From the st~nd
point of administration, state matiagement' is most 
.difficult. "It amounts to the creation of a new public 
·.department engaged in countless dealings with what is 
thA most intricate and COmplicated form of public pro
perty; arrangements as to valua.tion,the renewals of 
leases, allowances for im'provements. abatements for 
unexpected losses, the maintenance of audit 01 innumer~ 
able accoilDts etc." (Baatabie). 

Further, difficulties arise if state ownership of all 
lands is' to be brought about by nationalisation. In the 
:first place, the morality and ethics of the scheme is 
to be der.it!ed.Secondly, during the period of transition 
much disturbance and disorganisation would take' place 
with disastrous effects on production. Thirdly, when 
full compensation is paid, the interest charges on the 
debt created for redemption must be-taken iLccount of 
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.nti·pr09ided for in the Budget. Finally; ... the reason for 

.objecting to nationalisatiotl is thaf we must not impose 

.on the living generation heavy sacrifices for the sake of 
an uncertain future." (Pierson). 

If ever nationalisation was practicable, it was in the 
.case of countries like Australia, New Zealand, the United 
States and Canada .. But all states failed to realize the 
future. They sold away lands to attract immigrants, 
and came to grief when .railway building and other 
public enterpriRes required land but could not b~ ob
tained for anything less than fabulou~ prices. Probably 
the best policy would have been to retain state rights to 
the ownership of land, while agriculture could have been 
encouraged by a system of iong leases and 'government 
enterprlses. 

'NationaI,isation is, now impossible. The conclusion 
'forced upon UR both by experience. and theory is that 
private ownership of land, with powers of state inter~ 
ference for public purposes and taxation of land for 
revenue purposes is the best policy. State ownership and 
management of Iaq,d are ruled out of court. 

Ii. I'ORESTS. 

With forests the case is different. The creation and 
-the maintenance of forests is a work of time, skill and 
much expenditure, scarcely attracting private enter
prise. Tbe influence of forests on rain/all' and on the 
general prosperity of the country is so great that what 
affects the soeietyaS' a; whole should be undertaken by 
the state •. Further, private ownership of such properties 
are fraught with grave disadvantages by tbeir possible 
.destruction by private . indjvjduals for innumerable 
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advantages. ,H~~ce forests musll be owned, and. managed. 
by the public, a,uthorities,both central,aQd local, 

Reven'ue from :forests must 'only be a secondary 
consideration, since forests confer gteat' bimefits on
agricllltilre. But forest prodllcts such as timber, 
charcoal, fuel; ~tc., must be s()ld at competetive pdces" 
where1thegovernment supply has to face the private 
supplies~" '.,.' . . ' 

iii. MINERALS. 

Gol!! and sUver have, long been appropriated by the 
state.. Similarl;. treasure t;l:'oves.:·' The atgumllnt that 
these and tb,e mines that produce them should be owned 
bf ~h~state, r~sts on the theory that minerals are" free 
gift of nature and ought not to be given away to enrich 
a few individuals at the expense of the comrn:unity. 
Conservationol resc)llrces, elimination' of wastes due to 
competition are further advantages claimed for state~ 
ownership; 

'. :B1,lt there ; are grave 'practical. difficuities. The 
highly speculative .character or' the mines' does not ' 
attract private' eriterprise, unless gre~t stimulous is 
offered. If private competition leads to some waste, iii 
does also lead t.~competitive prices like other,commodi
ties'.' "':N ature is bOUJitiful in these resources and no, 
injury Can arise to the cori~uiners' as&. result or' private 
ownership·'.. (A~a.~s.r -

, ' • r • 

. 'l'h.e principle regarding ;incomes. from mines may .. · 
therefore. be laid down as follows ::,Printeenterprise 'is-. 
to be encouraged •. but social dangers· must be avoided by_ 
a'system of.royalties. IIond. '8. special·taxation ol mine8t· 
\'V'hich form. J;h~ basis of'natura.l monopoly, 
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3. FINANCE OF, PUBLIC INDUSTRIES. 

We have already described- the industries run by the
State. Such industries proceed (rom one or other of the
following motives. Political consideration makes the-' 
state unde'rtake its OWn manufacture of armaments and 
munitions; maintain Arsenals and dockyards. The social 
motive appears inthEi octopoid industrie!:! (Post Office,-

, telegraph; telephone, irrigatiOIi and power canals; roadS-, 
and railways; water, gas and' electricity works). State" 
operation of these industries will confer ·great socia\-· 
utilities. Wh'en the state pioneers new, industries or 
works'its own forests, mines or develops any of hel" 
,natural resources, the motive is purely economic. 
Finally, some states keep the manufacture of salt or 
tobacco or alcohol -in their own hands for Fiscal 
purposes--i.e., for raising revenue. Since" profit ',F' 

is not in consideration in the case of numbers--
1 and 3 it remains to consider the general 'principles 
that can be.laid down in ,the other two cases. 

The character of state industries determines very 
largely the m':thre of the prices cba.~ged. ' ... The public' 
price is a. govel'ilmental price and is defined to the idea' 
of the highest 'social utility."2 The approprIate price' 
policy' must therefore' 'varywitb' the various industries
iti qliestion. ThuB,in those industries, wh~re 'the 'public
purpo~e ' element: is predominimt (e.g: Post Officeltha 
Government may charge below cost and make good the-' 
ioss from general revenues, or at cost; where the 'pri
"ate purpose' element is predominant; (e.g. Local 
Railways, water works etc.) strictly at cost -;where there 
ieia. mixEld, interest the prices may be such thatpar& is-

J. Adams, P. 231. 
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met from 'general revenues and part from individuals. 
Prof. Dalton callI! the first two principles 'as the • volun
tary price principle' and' the compulsory cost of service 
principle .' respecti vely. 

These are only counsels of perfection. Nowhere in 
a.ctual practice can we draw the dividing line sharply 
to mark off' 'private purpose,' from 'public purpose' 
and no goverllment is scrupulous to adhere strictly to 
the theoretical maxims. Very often the public prices are 
arbitrary prices fixed with an eye to convenienee and eaS8 
of administration. Some services 'may be' continued, 
even though they may not be supported by fees. (Indian 
Telegraph service). Sometimes no prices are charged 
because of administrative difficulties. ~, This explains, for 
example, the free use of roads, turnpike gates being in. 
convenient, and the free postage allowed to the British 
army during the war, where the l>raetical difficulty of 
selling stamps in tbe trenches reinforced sentimental 
considerations. In all such eases of free supply, the 
voluntary price principle disappears and the,' general 
taxation • principle takes place ".3 Finally every 
goverllment trles to raise some revenue out of these 
services either to ,make- good a defici~ in some kindred 
service or,as a policy of indirect taxation. Other things 
heing equal, the revenue principle should be 'deprecated. 
Higher railway rates would hamper trade and higher 
postal rates would check free communications and 
higher water rates may entrench on the necessaries of 
the poot:er citizens. 

With, regard to industries undertaken for the obvious 
purpose of revenue, no special principles ,need be laid 

s. DaUon, P.171. 
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lown. But the commodities chosen for manufacture' 
.honld be such as to have a greater degree of-inelasti.
lity of demand; there must also be present a.' '~ocial Pllr·
l>ose '; Thus tobacco and alcohol are ,the two imp()rtant 
:overnment monopulies in the world. As a. rule, it is 
lot advisable to enlarge this domain and monopolise the 
nanufacture of necessaries of life such as salt or matches 
lS is done in India. and France respectively: except, of' 
,ourse, when there are no ,alternative methods, ot taxing
,he poor. A case of doubtful eX'pediency is the lottery 
nonopoly of the Italian government. The fiscal 
nonopolies, of the government should have a predomi- ' 
!lant social motive. 

4. CHARGES FOR PUBLIC SERVICES. 

It rema.ins to ,consider the principles underlying t1i~' 
::lharges for services rendered by the government as dis~ 
~inct from the sale of commodities from state opera~ed 
kndustries. We use" services'" i,n a narrow sense, omit
~dng' the consideration of railway postal and other
'public utility services, which are properly cla!ls!"d with 
,industries. 

Obviously there are many services which are not 
intended for sale, but are indispensable for the very exis:.,· 
itElDce of the state: e.g., defence, police, courts and so forth, ' 
Such s.ervices are not" specifically beneficial to parti
e'ular individuals." Hence no charges should be made, 
for them. Dr. Dalton -eaUs this the general taxation 
principle. Under this category faU those free services 
such as elementary education, health services and poor 
irelief. 
: But wherever • specifically beneficial,' services are' 
;rendered to particular individuals ill is just'and fail' that; 
I 
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: as a. rule they should be pa.id for in proportion to thei,. 
· USB. Fixing of rates on this principle is indeed a diffi .. 
· .cult problem, 'and IJ. considerable latitude should be 
·;given tOlthe public authorities to use their discretion. 
'The numerous small services such as the issue of pass .. 
-ports,birth'certificates and licenses, the registration of 
documents and the like, performed by the civil servants 

· ehouldbe paid for; A case on which differences of 
--opinion exist is whether the individual going to a court 
.·oflaw.to recover his claims or redress of wrongs done to 
··himby his neighbours should be charged in proportion 
-to the use of service. .Justice is' to be administered 

; gratis, and in crown caSles, this principle is stilI followed 
· but where the individual recejves something specifically 
! beneficial it is fa.ir tha.t he should be made to contribute. 
''This rule applies to all cases of civillitigatioD. Even 
'"very higband prohibitive fees may be charged in a 
-country where going to law-courts may be considered a 
(respectable pastime and profitable occupation. 

With regard to certain services whose benefits are 
· cumulative in their effects but not likely to be appreci-
· ;ated by the people, not only gratis supply is essential but 
· .should also be made compulsory; education, vaccina
.. j;ion, registration of births etc., are the examples of this 
r-Principle. 
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EXERCISES. 

(1) .. Payment for services rendered by a public 
authority: may:· he roade' :accQrding to any .of the three 
alternative principl~s(General taxation principle; cost 
of service princJpl~; and ~olunta~y price principle) or 
according to various combinations of these principles." 
'(Dalton). Illustrate from Indian examples. 

(2) Why are general principles of non-tax receipts 
of limited application? 

(3) Consider briefly the effects of increased postal 
rates, heavy railway fr~ights andi!tamp.fees in India. 

(4) Is the tax on Indian salt II. price-a public 
,monopoly' price? 



NON-TAX REVENUES IN INDIA. 

1. PUBLIC INDUSTRIES. 

Railways. The most important source of non-tax: 
revenue for the Government of India. is, of course, the' 
Railways. All the railways at the present time are State' 
p~operty and yield a surplus' revenue of over -Rs. 9-
crores. The total capital expenditur~' in 1927 exclusive' 
of free grant of land is estimated at R8.640 crores. 

The firstliries were opened 'under the guarantee' 
system an~ the loss to public :revenu~s between 1845 and" 
1880 on this account alone amounted t~ £ 25 millions •. 
The contract system was finally adopted in 1880 «ccord·· 
ing to which private companies were enlisted to' 
operate the railways for a term of 99 years. The State 
provides the bulk of the capital and the companies are' 
entitled to a guaranteed interest on the capital they had 
contributed. The surplus profits are made over to the' 
Government. Since 1900 onwards the railways have' 
showed surpluses. 

Organisation of Control. Since the companies were' 
merely lease-holders and the initiation and supervision' 
of the entire work lay with the Government a Directorate 
was organised in 1874 to work under the Department of' 
Public Works. With the expansion of work. there were 
established three territorial divisions (Central, Western. 
and North Ea.stern) and a separate directorate for each, 
in 1900. There were many difficultie!1 both in the matter' 
of organisation of control and in regard to finances· 
throughout this period. The recommendt.tions of .. 
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special officer, Sir Thomas-Robertson. in 1901. did not 
improve matters very much. Hence the appointment of 
the Acworth Committee in 18ZL The recommendations 
of this Committee were mainly threefold: (1) control t()
be exercised by a separate Department of Communica
tions. (2) The separation" of railway finances from the
general budge". (3) Devolution of detailed management 
to local organisations. WHh regard to the first, the 
Government of India decided to constitute an ad hoc bodT 
and revived the Railway Board, strengthening it by the 
appointment of a Chief Commissioner for Railways, a 
Financiu Adviser, five Directors, four deputy Directors,. 
a Technical officer, a Secretary and a Deputy Secretary ~ 
The result of this arrangement has been most 
unfortunate. 

Separation of Fmances. According to a Resolution 
dated 7th Sept. 19M, the Indian Legislative Assembly has
provided for the separation of railway finance on the 
following terms: (l) The Government of India is t() 
receive a fixed contribution of 1 per cent on the total 
capital at charge on all commercial lines from the net 
receipts. (2) In addition, the Government should be
given 1/5 of the surplus remaining after the payment of 
the fixed contribution (3) In return the Govemmen~ 
should bear the entire interest" on capital at charge and 
also the losses in the working of strategic railways and 
also the provision of capital for new programmes. (4) -
Any surplus remaining after the payment of items (1} 
and (2) should be constil;uted as a Railway Reserve Fund 
and the Government can take only a third of this. 
reserve. if ever it exceeds Rs 3 crore". 

Fmancial resulta: In spite of the large revenues
which the railways yield, the financial position is by D~ 

R-6 
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means satiSfactory; The ineffective oontrol of the AsseTlll
Ny over' the Railway Board, and of the Railway Boud 
oyer the individua.l c()Jl1paBi~s have resn1ted in extrava..> 
gantworking expenses. The Inohcape Committee laments 
that'f heavy working expenses eat into the profits; capital 
raised at 6% doell not yield 5%". They reoord tba.tthe 
increase in. working expenses has been over 130% 
between' 1914: and 1926 and mention', amongst other 
things, the increase in the administrative and clerical 
staff,.repla.,cements and renewals." The stocks held are 
on an extravagant scale," (P. 117) and their book value, 
is consideraply above the market price,in some cases by 
ars much as 50%. Two remedies suggest themselves
Indianisationa·nd better administrative and popular 
control. "It is impossible to control the details of all 
the railwa.ys.from Delhi or Simla' as at, present .... 

Irrigation workS. Next in importance comeA irri. 
ga.tion. The worksha.vebeen classified as Productive 
andProtecti.e: the former financed mostly out of loans 
yielding'a net return on capital within ten years of their 
construction, and the latter out of current revenues or 
Fa.mine Insura.nce Grant. The total capita.l cha.rge for all 
W01:ks amount to Rs.115 erores (1927) and the return 
form all sources is 6~ per cent. In the Punjab a return 
of 15%jsobta.ined •. The tota.l irriga.ted area is 27 million 
acres~ 

Thevariety of conditions in India owing to difference 
in rainfall, tenures and crops makeq it impossible for a 
uniformpolicy'of, wa.ter~rates. The rates vary from pro
vince topl'ovince and are cbarged both on the cultivator 
:and on the owner. The following are typical:' (1) A con
solidated.wet rate on'theseUlemen:t principle of half-net 
theor1~chiefly ,in M&drll.s~ '2)".An enhanced rate on 

j' 
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-the sa.me principle when' Government guarantees supply 
,of water-chiefiy in Earma.. (3) A fixed rate varying 
,according to the nature Qf the irrigation work and: of the 
·erop grown. These are also 'called 'Agreement .Rates~ 
chiefly in Bombay and the Central Provinces. The 
agreement is fora period of ave' or six years, and in certa.in 

, -cases, the rates are charged only on the area actttally 
,cultivated. For ex.ample.,sugarcane pays a water-rate 
'of .Rs. 4:5 per acre. (4) A permanent and fixed charge 
is sometimes levied on theewnersforspeCiaI advantages 

,eonferred by the produetive ;irrigation work. Thus .Rs.25 
per acre are levjEld, on the ry6ts of the Kistna Delta':; a. 

"special canal advantage rate • in the Punjab and so on. 
In many cases· the watel"rates are-'excessive and in 

a few cases they are deficient. 'The- Taxation Enquiry 
-Committee h,ave ma.de the following recommendations in 
respect of these:' charges: (1) The 'charge for water 

,should be sepa.rated from the land revenue. (2) The 
minimum should be the" cost of service" ; the' maximum 

,should be "the whole of the increase'in' return from the 
'land except such portion as will be jllst sufficient to 
induce the cultivator to take the water(Piua138)~ 
(3) The rates should be revised periodicalIy, say, once in 
ten years with reference to prices and conditions of 

-cultivation. These conolusions, theoretically perfect, 
are unfortllnately'impl'acticable owing to thenum'erous 
. administrative complexities it wOllld raise. 

,Post and Telegraphs. The Inohcape Committee 
,estimated thE! total capital at charge up to 1922.at ~early 
. .Rs. '20 crores. The Post Office, showed as urpl us of ns.21 
'lakhs in 1921 and the Telegraph' Department a deficit of 
over lliakhs. The volume of Post Offioe business is 
~largely dependent on trade and industrial conditions. 
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The decreased earnings of these departments arlt 
attributed to increased salari~s as recommended by the 
,liesetire Committee. It is reasonable that the Govern
ment should give up revenue from this source since the 
service is an essential and necessary service. Thera 
is one more item worthy of notice. The Indo-Euro
pean Telegraph Departmentm,anaged by a private 
company but financed by the Government of India. 
to the extent of capital expenditure ,amounting to 
nearly Rs. 2 crores is not paying its way owing to beavy 
working expenses. 

2. FEES FOR 'PuBLIC SERVICES. 

Stamp Duties. The Stamp Duty is a :node of: 
collecting taxes. rather than a tax by itself. It was' 
II discovered in Holland in response to a proclamation 
of the States-General offering a prize for tbe invention of 
a new tax ". 1 It bas tbe great merit of conveniente an.d. 
ease of ,collection.. It collecttl itself. The tax is also 
very productive, but its incidences are very unequa1 .. 
Bentba.m rega.rded the stamp tax on sales of property 
as intervening at a distressfo.l season upon personal 
misfortune. Taxer on commerical instruments act as a 
check on banking development and a restraint on trade. 
Practioal financiers, however, have adhered to tbis form 
of taxa~ion merely for its convenience and productive
ness. 

The stamp do.ty was introduced into India in 1868 ... 
It is payable on petitions, plaints and other documents 
filed before the Civil, Criminal and Revenue courts. Even
at tbe time of their introduction they wer,e officially 
... (.f? 

,1. Sbirras, Publio FiD!UlOIIp P. 3S3 •. 
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:admitted as being .. much higher than the rates prevail
ing in England ". The other class of stamp duties 
payable on instruments of commercial transactions-non
judicial-such as bonds, cheques, bills of exchange also 
produces a large revenue. Since the Reforms the receipts 
from the former go to the provinces and those from the 
latter to the Central Goverment; the total revenues 
6011ected for the year ending 31st March, 1927 were 
nearly 13 crores and 27 lakhs respectively. . In a. 
predominaQtly agricultural country,:taxes on transfer of 
I~roperty oppress the ryots and taxes on com,mercial 
instruments interfere with banking and trade develop
ment. 

The Taxation Enquiry Committee notices that" the 
-duty on bills in India is ...... nearly double that in 
$ngland and neaTly 5 times that in the United States, 
and that on bonds 4 times,that in England and no less 
-than 10 times that in the United States. Moreover the 
.disparity in the case of bonds has been accentuated by 
.the fact that in some cases provincial legislatures have 
·increased the rates of duty by 25 to 50 per cent" (Para 
:284). The Committee recommends reduction of rates 
regarding Bonds and Mortgages, deeds of Reconveyance, 
cancellation, transfers of .interests and of adoption_ But in 
·the case of settlement, release, partition, partnership and 
.articles of association of registered companies they re
.commend slight increases. 

Delails of Rates of important documents:. 
Mortgage. As. 12 for every 1,000 Rs. 
Reconveyance of mortgaged property 1% subject to a maximum 

ofRs.lO. 
Deeds of cancellation a fixed duty ofRs. 5, 
Deeds of adoption . " Rs. 10. 
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Registration Fees: The fees charged·for registra-
tion of documents constitute another large item of taxa .. 
tion on transactions. The Taxation EnquiryCommitte&' 
observe; .. There is a large surplus· varying from 29 to 
70% over the cost t of the Department ...... but the rates de> 
not exceed the value of the benefit* which registration 
confers", The rates are different in the different pro
vinces. Inr::reased revenue may be obtained by extending
the c&.tegory of documents compulsorily registrable. 

Court Fees. Fees for the administration of justice· 
is a medieval idea and is indefensible in a modern state" 
theoretically speaking. Practical considerations neces
sitate the 'levy of fees in all civil cases, .. A- vast amount 
of litigation arises from complications Qf facts produced 
by the neglects of the litigants themselves or their 
predeces~ors in title by unbusinesslike habits, by 
heedlessness or by sheer folly"; sometimes they have the
deterrent e~ect of repressing" groundless and litigiou& 
suits and complaints", Further,' there are a few cases 
w!lere the benefit is specia1 to particular individuals, 
such as.the ad.ministration of a bankrupt's property.and 
it is just that their costs should be borne by the indivi-' 
duals", But to justify . tile deriving of large surplus 

. Settlements, •. M% on the value of the property eeUled. 
Gifts. ,.,1% •• .. 
Release. same as bond. subject to a maximum of Rs. 5. 
Articles of Association and Mem~randa fixed diUies of Rs, 

25 and 15 respectively. 
The Contrao"Note (no' oompulsory) 1 Anna for every Re. 10.000-

subjeot io a maximum of Rs. 10. 
"The Italics are mine. In view of the aggregate burdens imposed. 

by taxation of all kinds. it is unjustifiable to take such a wrong: 
view of charging for public servioes ... 

2. Taxation lCnquiry OommiUee Report-P. 246; 
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revenues without reference to the aggregate tax burdens of 
the community on the ground that" the cost of the courts 
is only a part of the much wider service by which th& 
state upholds tbe law and secures the rights of property 
and it may be fairly urged that a litigant who has 
infringed the law should make a special contribution t() 
the cost of this service,"· is a little arbitrary. At present 
,here are several cases where the fees charged are 
excessive, especially at the commencement of a sui~ 
amounting to " a practical negation of justice". There 
are many cases where inadequate fees are charged, such 
as civil revision petitions, applications for orders of 
arrest, attachment or injunctions or for compensations 
therefrom; applications to set aside decrees and for the 
winding up of a company'. The Committee also pro
poses to standardise the rllotes and make them uniform 
in all provinces. 

Besides t,he court fees,there are many provincial 
fees for registration of motor vehicles. petroleum storage. 
license fees for fire arms and for the manufacture of 
explosives. 
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PRINCIPLES OF TAXATION 
.. It is of the utmost importance that not only that 

our rulers should tax well but that the citizens should 
understand about taxation, recognise it as good. when it 
is good and pay it cheerfully when it is equitable and 
well distributed". {Withers. Our Money' and the State, 

1. INTRODUCTORY. 

Taxation is essentially & recent development but 
has b~come the mainstay of the revenues of the State. 
It is the largest single problem in modern fina.nce. 

The essential characteristics of tu:ation should not 
be forgotten. A tax is a compulsory charge on the 
private resources of the citizens for services rendered to 

. the society in common without any reference to the 
specil!ol meas.urable benefit to the tax payers. 

This at once suggests many difficult problems • 
. (1) On what items of private resources shall taxes 

he imposed? (2) On what basis shall the contributions 
be collected? (3) How are the taxes to be administered 
without inconvenience to the individua.l, injury to bis 
resources and loss of revenue to the State? The subject 
matter of taxation is a study of all these comprehen
sive problems. 

2. SOURCES OF TAXES. 

Taxes are drawn from the private resources of the 
citizens which consist in (1) the stocks of goods an<\ 
services for consumption, use or enjoyment.: e.(1., houses. 
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tiomestic servants. carriages etc. (2) Incoming wealth 
which is used for consumption. (3) Incoming wealth 
which is saved for future uses or invested in business or 
Ulled for repairs and renewals of capital goods. (4) The 
capital goods sucb as factories, plant and raw materials. 
(5) Inherited wealth. (6) Newaccretions such as wind
falls or lucky fortune.s due to social increments in the 
v~lue of properties. (7) Incomes arising in foreign 
countries from investments and services. 

Losses under any of these heads are a deduction 
from the aggregate funds available for taxation. Such 
losses are due to wastage, wear a.nd tearof capital stocks 
depreciation, total or partial destruction owing to fire, 
sinking in seas, etc. 

The funds available for taxation are never a fixed 
amount. For example, if people effect economies in 
their private consumption, more can be made available 
for taxation. Similarly, the. converse is true. In normal 
times, however, it is considered that thetaxahle resour
ces are somehow fixed. 

3. TH.E BENEFIT PRINCIPLE. 

On what basis should taxes be levied on the different 
,individuals? 

Benefit seems the most reasonable basis. 'It was also 
the earliest to be adopted and was the most obvious one 
in the feudal epoch when the measure of protection was 
in direct proportion to the holding of a fief or benefice. 
The idea survived as late as the beginning of the nine-:
teenth century. Thiers, the famousPrcsiden~ of~rench 
Republic, declared that the tax is an 'insurance prem_ 
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lum '. It finds favour even in modern times among' 
those. who object to steeply progressive taxation. 

The benefit principle is defective and fa.llacious· 
for many reaSons. It was probably a good doctrine,. 
wheii one colild say, ' Am I my brother's keeper?'; but, 
iIi 'the modern society, where economic and social 
relationships are intensely intricate, it IS idle tri' 'boost 
uP. one's individual benefit as the meaSure of one's obli
gations to the State. The individualistic point of view 
contained in .~he benefit principle is. in direct conflict 
with, .the social principle of modern ~nance.* 
,. Secpndlr., "it is not ,possible to levy taxes on 
thjff, basis., Not. :only is it difficult to. say whal 
b~nefit each person receives, but also to appraise its 
exact measure. Sometimes, it will be found that 
benefit is j,n inverse ratio' to one's wealth. The beggar 
andthe.innrm are protected in tbe .same ''Way ·as the 
millionaire; no special police guards the latter. Neither' 
does it cost the Government, twice as much to protect a: 
man witb£ .20.000 as a. man with £ 10,000. If J>enefit 
were the measure of our obligations to the State' we' 
shall have to revert to t.he days of the.' ancient regime'" 
when the large masses of the poor were ground down by 
oppressiY'~ t~U:E!s~ . 

The benefit theory rests also on a wrong political 
phl1osophy. ',I.'he State is not a business corporation and 
the citizens are not shareholders in it~ They form an 

I ·'i .... ", .,.. ... _~_. __ _ 

* !' If 'We IlOnsid~ .how paesive resisters are forceel to con1iribu'fie' 
'fill .church schools. qua!ters to, the navy, a~archists to the police,. 
churchmen, to godless schools, .republicans to the monarch's purse, 
taxes are paid not for nothing in return, hut. what is worse, for 8ome~ 
thing 'which ihe tax-payerS' . conceive'to fie more mischievous than if' 
J;he money had been cas1i into the se~'" llonell.l . . 
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~ga.nic part of a living organism with commo.n rights 
ad common duties. Taxation should therefore be 
!losed upon this principle of community of interes\s •. 
respective of benefits received. 

But in a very narrow field-local finance-the· 
lDefit principle still h~lds. good and is the measure of ' 
1e"'s taxes. A good example is the water-rate. 
here is; .ho~ever, no ,conflict of· principles, for it 
'ill be unf~ir 'to make all pay when a special service 
as been rendered to a particular individual oruy. It is, 
lis characteristi'c which disting~'ishes local rates of a. 
3neficial kinc:~ from tbe ta.xes to tile Central 'Govern
lent: not .that the latter do not confer any ,benefit to the' 
~x·payer but tb.at the service' is undertaken for the' 
)mmunity as a.whole •. 

4. THE ABILITY PRINCIPLES 

.. The measure of obligation ,to th,e support of the' 
!·overnment is, in the State as in the family • the capacity 
'1 the part of the .indi~idual to contribute, to that. 
lpport ".1' ' 

What is the test o'f ablityto contribute? Not .men-
lol capaci ty, or virtue 1 Pers6na,1 pride ma.y give certaiQ.' 
30ple great ability to pay.· As Mar~hall said; if taxes 
)llected on jewelleryw~re published' in locain~wspa.· 
tal-s, some persons might be tempted to over state rather' 
:lan understate their possessions.2 The test must be 
.n economic test. 

Property seems ,the most obvious, but a very decep
ve one. Incomes (rom properties of the same size wilt.. 
(tIer. Fictitious debts may be. created to obtain deduc-' 

1. Seligman' 
2. Stamp •. Principles of Taxation. P. 10. 



90 PRINCIPLES OF TAXATION 

ium ' •. It finds favour even in modern times amon~ 
thosa who object to steeply progressive taxation. 

The benefit principle is defective and fallacious· 
for ·many ,reasons. It wail probably a good doctrine" 
wheiioneemild ~ay, • Am Imy brother's keeper?'; but,. 
iJi":themddern society; wlier~ economic and social 
relationships are intensely intricate, it is idle to' 'boost 
UP. one's individual be'Ttejitas the measure of one's obli
gations to the State. The individualistic point of view 
contained in the benefit principle is. in direct conflict 
with ,the ~o:ci~ll'rinciple of modern finance.* . 
'C .Secp,n(ll!~, Jt is. 'not ,possible to levy ta.xes on 
thi~,b.asis., Not. ;only is it ,difficult to say whaJ 
b~nefit each person receives, but also. to appraise its 
exact measure. Sometimes, it will be found that 
bell'Elfit,~s j,a illv·erse ratio' to one'lil wealth. . The beggar 
and,.theJinfirm are prote6ted in the :same 'way, as the 
m'illionaire; no special police guards the latter. Neither' 
doeliljt cost the ,Government twice as much to protect IIr 

man with £,20,000: as a. inan: with £10,000. If benefit 
were the measure of our obligations to the State- we' 
shall have to revert to the days of the' ancient regime',. 
when the large rria.ss~s of the poor were ground down by 
oppressive t~xl'Js~ . ' 

The benefit theory rests also on a wrong politica.l 
philosophy. l'he 3~ate is not a business corporation and 
the citizens are not' sha.rehoid~rs in it. 'They form an 

" 't'.' '.,. '1 i ;. 

" :'If ~e ponsi"~.bow passive resisterS' are forced '0 con1ribtntt· 
to ,church schools, quakers to the navy, a~archis1s to the police" 
churchmen, t.o godless school~,: ,republicans, to the monarch's purse' 
taxes are paid net for nothing in return, but. ,whil1 is worse, for some
thing 'which thetax-payerg conceive' 'to tieiDore mischievous than if' 
johe mcney had been cast into the sea:'" Vones.)' ;', ~ . ," . 
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organic part of a living organism with common rights 
and common duties. Taxation should therefore be 
based upon this principle of community of interests,> 
irrespective of benefits received. 

But In a. very narrow field-local finance-the' 
benefit principle still holds good and is the measure of 
one's taxeS. A good,' exa.mple iethe water-rate. 
'!'here is, .however, no. conflict ~-principles, for it 
will I?e unfair 'to make all pay when a special service 
has been rendered taa particular individual only. It is, 
this characteristic which disting~ishes local rates of a. 
beD6ficial kind from tbetaxes to the Central "Govern
ment : not.,that the latter do not confer any benefit to the 
tax-payer- buttbat the service 'is undertaken for the
community as a.whole. 

4. THE ABILITY PRINCIPLES 

"The measuJ"e of obligation ,to, the support of the' 
Governmen~ is, in the State as in the family. the capacity 
on the p~rt althe individual to contribute, to that
support ".1' . 

What is the test ~f ablityto contribute? Not men-
tal capacity orvirtue I Pers60al .pridEl may give certaiQ, 
people great ability to par. As M.arsball sa~d~ if. taxes 

_ collected on jewellery were publish,ed in local.newspa-· 
pers, some persons might be tempted to over state rather
than understate their possessions. 2 The test mq,qt be 
an economic test. 

Property .seemsthe most obvious, but a very decep
tive one. Incomes ,frOID properties ofthe same size will.. 
differ. Fictitious debts may be crea.ted to obtain deduc~-

1. Seligman' 
2. Stamp •. Principles of Taxation. P. 10. 
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~~ons. Unless distinction is made between consumption 
.use and production use of property, industr, will be 
.~ripplec\, Xn actual, practice taxation. of property has 
broken down. 

Expenditure suggests itself as another test. The 
'rich ~nder this scheme will not pay in proportion to 
..their ability. A man with R.s 10,000 does not spend ten 
·times on commodities as a man with )lsl,OOO. Taxation 
"~f commodities-that is the only way of taxing expend-
I " 
·ture effectively-is 'very regressive. 

Family income. is probably the best test. Not 
,the mere quantity of it alone. The time required to 
. earn it and the circum3tances under' which it has arisen 
.and the family situation of the individuals are all impor-
rtant factors. ' 

Windfalls, 'inherited wealth, excesfl profits, war 
-wealth~ incomes from lotteries, give "epecial ability" to 
-the beneficiariesf'ot such accretions are not .due to the 
-efforts and sacrifices made by them. It may be a.rgued 
tha~ the state niustcompetl~ate the individuals in cases 

.of losses and misfortunes, say, in lottery or the fa.ll in the 
value of land. But if 'the' State had enacted laws that 

,these' accretions shouid go to the State, the injustice 
.disappears I 

When we substitute ability as a measure of one's 
obligations to the State instead of benefit, taxation 

'<becomes extremely subjective. Taxes are no longer in 
,rem but in persona; ·Prof. Seligman characterises it as a 
.. change from a • specific • form of ta~ation to a • per
"sonal • form. 
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5. PROPORTIONAL TAXATION. 

Having ascertained the test of a man's ability to', 
contribute, the practical problem is the devising of a'. 

method by which the burden of taxation may be distri-· 
buted equally among all the citizens. 

The classical economists argued that a tax levied, 
at a constant rate, always as a definite percentage
irrespective of .the amount assessed secures equality of 
of burden. For example, if an income of £ 1000 pays iii· 

tax of £ itO, a.n income of £ 10,000 would pay £ '500 and 
so on; the underlying idea being that man's ability is, 
measured by his possessions. 

This theory' is, thowever, untenable when subjected. 
to a closer analysis. It has the merit of simplicity; as' 
Savy put it, "proportional taxation does not need defi-
nition: it is the rule of three ". 

6. PROGRESSIVE TAXATION 

Arguments for: Ability increases more rapidly with, 
the increase in the level of incomes: the rates shouid, 
therefore be progessive. Adam Smith himself has advocat
'ed it. .. It is not very unreasonable that the rich should, 
contribute to the public expense not only in proportion to, 
their revenue but something more in proportion.'" 

2. Historically speaking, financial practices are no' 
against progressive taxation. In the Athens of the 5th, 
and the 4th .century B. C., taxation was based on this-
prinCiple exclusively. • 

*There is a strong argWDent for progression from what Adam, 
Smith has pointed 01110. In a society where rewards for services are' 
distributed ou the basis of ~emciency, greater, where' efficiency is
~reater, progressive contributions resting on ability should be tl\e, 
only rule. 
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, 
9, ' It is also contented that the irregularities or 

wealtb' are due, in some 'measure to the failure of the 
State to protecttbe.weak, especially the labourers and the 
consumers, against tbe fraud and the exploitation of the 
rich. Further, most of the tariffs, commercial privileges,. 
bankingfaeilities etc.bave been made for the benefit 011 
the rich. Progressive taxation. is now said to be
necessary to remove inequalities of wealth arising out of 
the 'many ,acts of com'mission and omission' by thlt 
State., 

Argunien~: Againsl.-It is too late to' ra· 
nounce progressive taxation as it is superfluo us to
defend it. But even when Bastable wrote his book, 
,pUblic opinion was still dominated' by the ideas of Milt 
'who called' it .. graduated robbery" and 'of N ewmarclt
who characterized it as 'confiscatiori \ ' .. Whed you. 
'abandon the' plain' principle of progressIon, you 'are at 
sea without rudder and compass.'~ Surely to the plain 
m~tl progression is arbitrary and this was the first and in 
the earliEirdaysthe:most 'powerful argument against it. 
Even to-day the argument has not lost its force. Forr 

there are' many conservative financ~~rs, who regard. 
modern'ta.xation as excessive, amounting to confiscationr 

when the State takes over 50"" ofa man's earnings if he 
exceeds a certain limit. 

2., ,The second objection is that progressive taxatioIt 
'Wo~ld adversely affect. production., Capital accumula.
tion.will.bedirectlydiminished; the desire to work and 

, sa~e will be checked; and hence the future productivity; . 
. . :Miil stated' as" follows :" To tat; 'tha' ~arger incomes at a 
'higher P!3rcentage thanthe:smalleri~ to . lay a tax OD 

industry, and. economy; .to impose a, penalty on' people> 
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for havi\1g w.ork.ed;'harder' and,saved.'more than their 
neighbo.ure."5 

, 3~:The' 'margina~uti'Jity:' ba.sis 'ha.s been questioried 
bl Sir Sydney Chap'!Dan; 'The rtliirginalutiUty of money 
iea relative corlception {it varies with different people 
according' to their 'Circumstances arid tempera.ments~ 
The stanaard'sof; consumpti'o'nin 'the' several social 
scales are ·fixed by custom it.nd'habit. Thus a mall' with 
£' 500' maya! w a:ys be' hardut,.~, whiie another with the 
saine income inay'be 'well off;'i~'DHIerences in relative 
saorifice caI1iiever be objectively< DuiasUred."6 'Btit the 
argumeilt [is not 'of 'great 'weight;stn~e' the State 'has: 
actuaIiy'devised the' mean's 'onri:easuring the :relative 
sacrifices' o'f iridividliit.ls;'th'o'ugh' 'only roughly.' 'fhe
effect ofma.rgiilal utility test' 'siioMd' b'e 'applied after the
tax was impos"q ;, A very !llever doctor already earning 
£ 300080 ye~r 'may riot / ca.re' 'to accept an additional 
appointment on £40~ a. yearl:because aftertaxatfon. he
may.'be left with only £'200. 'He :exelaims: :'"Not worthi 
while:for the effort r'! 'Thu's, l' marginal' utility' :operates
twice ,over and iri 'toe s~me·tlil'ectiori." 7 If, thisexpe.i. 
rieucewereuniversal ~e:. cOuld accept' 'this ~bjection 

4:' ,It tem~\ns t~ exami.n~' the ~obid-~bi'i~i~all!rinciple' 
of W (igner, aC,cQrding towhlclb' t'a:xa.t~on i,eta be,~njnstru": 
ment 'of 're/hessing" the 'inequalities of ~ea~tll., Mill 
conceded. it in, th,e caseop~h~ri~e(r weal~1ifor tqeheirs; 
'llavelhot' earned 'tbem by exertion'. AU thatha 
admitted ~a.s· :tha:t!"ilie' Sta.te; shQuia' diminish,' the 
• inequality :o( ppportuDlti'es" br.-wise .legislation and 
. -"';' ..• , I...' ' .. 

5. Boot.v: Cb;ii;: . 
6. ' Quoted bt> Stamp; Pri~~ipI~. of Taltatio~. P.,45. 
7. Sir J. C. StampI Wealth 'and Taxable Capaci\l. 1'. US. 

B-7 
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fJifferenf ctasses 'iii !di!erenti'tbe' !il.rgunient lea"~s" not' to. 
~qria.i:but' to :tiluiqualdi~trib'utioh~ I .. (Edgeworth).' ,1' " ..; 

, '. I • -) ,. .• 'I' .. I' ,.> I. ",,'" •. " r.·' t 

It, is the .pracbca,ldifficulhes that really' matter. 
,High 'tlJ.htidri" especiaily 9ttbi$' ,kind' wOIlld leadtd 
9isnonesty and, evasi9Il 0'; may be selt~des~r~cti'y'e since 
the sI)J:ings o,f wealthwift'be dti"a tap.:Sorue compensa~ 
tion may, be ; exp'eet~d . bi i~e: l,note'as'ed' efficiency' '" nd 
purchashig' power' of th~i "masses~ . '''there is also the 
general presumptioli a.gainst large surpluses hi the'trea
sury. ':aut it the 'needs-ofthe'State increase, the incomei 
InU 1tipliimd 'administration ·become" efficientj'it is ho'E 
unrea:sonabletO' expect'the adoptioii or this principle ill 
·practice. ' 

J~,.:Ef~lJ,~Tr· 
~That taxa.tion'sb:outd.b~·,f.aif'!(&nd' just of·equitable 

iil oMiel' words; is :a:'self-evideut !proposition; but whel1 
&nattempt'is 'made.;to translate lila-precept into practice 
no two' people" will.be . fouhdto .• graU'· ali: to 'What, i. 
exactly equitable. .. Equity," said Seld6il, "is arougish 
thigg·~. Xe~it~s:tbEl ~n~Jun4&menta. princjple ,under .. 
lymg all: po\jtical !lnll, economiq, ~rganisa tiODt~ ~nd it i. 
De~dl.e!ils ~9 elllpbasise t!Jat :in.",den;loc.rati~ .ocje~y,'ta~e., 
should be.appor,~ipn,d on thp balilis,of e,quity ~etween ~i~h 
zens ~nd. ~itjzens.'4-part ,rom, ~b.e, e~hical considerati~n, 
equal distri.butioD' of the b~rden~;Qftaxatjon would ten4 
t~r.!!con9mise social energy and make for the- greates, 
sOQial .emciency., Une,qual treatment causes a feeling 
9f )H~r~; ~nd ,that in itself repressl1s the will to-save, a~ 
will br~~d, l&. ,sense ,?f ,l1;1Security,., "lIro,und ;'. for. 'erer~ 
one wilL.benervous thatha will be the next victim of all' 
'arbittll.Ty 'exliotioti;, 'Savings J'and':iI«reuIDulationlt' &1'''' 
.. ,---•• -~".,,~ anti n1"ndnctioD will be checked.. ,.1.; ,,;.; . 
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. ' " Butthe fell.l probletn,i~ how; ~o .constru/(t; ao ~qu~ 
ilble tax system •. Certain obvious truths suggest them· 
!lel.ve~ . .:., No inc;tbid:ualQt group of iudividua,ls should be 
,xempte.d (rom. taxation on class. considerations. jUst as 
~p'enQbility' of F.'r",ncewas, in the eighteenth century. 
~!leond.y. asSidgwick!5'aid, "similar persons shoul.d be 
~reated similarly .~'. Biltin, actu.aLUfe no .two persons 
are fOllOd ~o be. exactly. !!!iJnilar .either in economic 
fl!tuation or.temp~raDl~nt. ;8.:nd it will be impo_ssible to 
fenderjustic,e to each,illdividual on thisbasis • .Practical 
convenience re'quires therefore that .. different persons 
should be treated similarly unless they are dissimilar 
in so~e relevent respect." .(Pigou). What ,are these 
rei event respects? They may be the total gross income, 
the nature of income," family circumstances and .the 
.sourc~ of income.. Thus· if A and'B have the same 
income but are dissi~iiar in these respects; it is clear 
that they should be taxed . differently. This we may 
~ay ~s' the a:tJsolutelaw of equity. .. . . 

Many other subsidiary rules can be deduced from 
.this main principle: 

(1) Taxation should be based on some ·definite 
economic fact-such as 'property or income or expendi
ture.. Sinee the principIa of ability asserts that income 
is the best criterion, taxaUon should fall on income only. 
,It should not be on any other fact~ay ·red.hairedmen 
and one-eyed ladies being taxed and the others e%bmpted 
·or·on fashions and beauty or vice of men~(2) We must 
allow also a certain amount of reasonablemai'ginfor the 
taxpayer's consumption and producUon requirements. 
1l'his is done by fixing' conventional standards for the 
.different classes and businesses, and al~o by fixing an 
.exemption limit, incomes below which' are usually 
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exempt. (3) Just as: we 'should" allow so reasonable
minimum for consumption. 'we should also- not absorb-< 
tliewh61e of . man's ;'surplus. That is to sa,· taxation 
should never be a hundred 'per ceut.l- Somewhere & limit. 
is·to be fixed between zero and :onebundred so that, 
adequate revenue is raised' without injury'to the tal; 
payer ,and industrial,production'~ (4) Equity demand. 
also that those who are unable to bear any bUrden'should> 
be etempted from laxa.tion~ nay, it may' go further and 
assert that 'such<peopleought to be belped from Stat __ 
expenditures~ . 

Oui deductions are 'Vague arid provide n'o self.acting: 
'rule like . proportion.al taxation. Equity is indeed an 
•• elusive mistress ";alwa18 fascinating but never within 
'firm' gta.sp~ Yet administ~ators 'and economists have' 
'harnessed the priricipl~ into "a working 'formula. For 
in taxation' equittiis' ~'economy tempered. by conser~' 
~atism ". The ideal should somehbw be translated into
rprabtice.. It must however be borne in 1nind that when 
we speak of equity in taxation, it covers tbe whole field, 
~and, not 8.on1,. particular tax.' .Thus cOIJlmod,ity taxes 
~n;lay,pe,r~gre,s~iveand.tberefore inequitablEf;' but they 
tp!r~ ~ompe~s~ted. by steeply progressive taxes on· the 
.rlcb.. +her~.ill\ !J.1,soanother aspect of ~quity, which ia 
:seldo,tp..giyep. ,.the prpmineoce itdeaerves. Equity .is 
tapp1icable:.t~ ,exPilnclit\lre also: if the poor are taxed. 
;tb,rQugq the~r :pe~es~arie$ ,oI, J.!.fe' and .re given maDy 
~ir"esen!Ges, sucb as elementary ;education etc __ inequity 
:'l7an~i?he~. If ~axation' checks ;production on the one 
~4,n~,and ~~pE!nditure 'increases:. prodUction, .equity is 
l.J:ea~\ze,d. ;Equity .~s; ,tl)e, bighest : common' fa.ctot: oj 

-'" ____ ..I!.&. ___ _ 



PRINCIPLES' OFf TAXATION. 

? ADAM,SMITH'S CANONS 

loa 

The underlying principles.. of 'taxation already dis .. 
cussed have been embOdied in the four famous maxims 
of taxation. They are best stated in hi& own words. 

1. Equality : The s'ubjects of every State ought to 
contriblltei towards thesupport'.of the Government as 
Deariy as possible in prtlpoi'tion to their respective 
abilities. 

2. Oertainty: The tax. which each individual is 
bound to 'pay ouglit to b~' certain anci not arbitrary. The 
time of payment, the manner of payment, the quantity 
to ba paid, ought aUto be clear and plain to :the 'oontri
butors and to every other person: 
, a.Oonvenience: Every tax ought 'to be so levied at 
the time or iii th'emanner it is most likely ito be 'con'" 
vanient foithe oontributorof it; 

4. Economy':' Every tax ought to be so contrived as 
both to tak.eout and keep out of the pockets of' the 
pe~ple '~s little' as' possible over and above what it 
brings' into the public treasury ofihe; 'State •. The Stat~ 
~akes out more if t~e cost 9!., coUection, .is, great or the 
industry is discourage<l" and . if. ·~t.1eads to f.i~eli and 
pena.ties~ .E!.vasions, an4~mugglings. 

Much has. been written on these canons. Both 
extravagant praises and adverse criticisms have been 
showered. English economists as-a whole.have.!lpoken 
in praise. The German and the American writers have 
been hostile. Cohn ridiculed them as .~ Smithianisms". 
'Walkel', consideredtnem ~. at best trivial'". Yet, in spite 
of these criticisms, the Smithian canons'have held'their 
ground and would. contin1,letodoso as long as ~llr 
fina.ncial systemsl~s'~' . .;' 
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• ., ,r,',' '.. I' I. 
Sir Josiah Stamp'gave"a surptiinngly new orienta-

tion tpt thde caiionrt;byviewingi :them ,from the: 'three 
stand~points> .. , lof., the (, individual •. , the ,State I and . the> 
community.! ,Ind)tberi.wordSt~the~.distribution~.of. the. 
~urdens.~t;l thE). indi.vjduals should be .equal; the Sta.tel 
9ug~(li'o't to'~u1f~.r,any i~S8 ofreven~~ orl~convenienee8 
~~i.ll:g . to~, ' ,,:Qp.tijc~i~~ ',tax)irisd~ction8 i. 'theEl1fec~8: ~f' 
taxation on the community should be beneficial botb fo't 
produc~ioq and. for dis,tribution.* .. ';fhese, elabOrations 
lite ',ingeni6tis anci'lielpful but 'only' confirm tbesoundness, 
of' AdltUl Smith·s canons~ , " .' . ' 
~.. '. ;. .. ': -: . '. ~'. '. '. , ' : .. 
-I,. :W,agQElr insilil~S"pn,thEJneed.for'a.' careful 4istinctio~ 
1n each particular aspect pf· taxation: and, lay,S ~dow.ll 
!~p'af:ate c~!:l0n~ ¥ll~er,.f!!J~~,~ head. ;Thus, the ·fin~ncial 
tL~l>.ect 'ieCJqir~;B,t.he <?a.,n.o,ns i()r.~dequacy and ela~ticity. 
the economic aspect, the clLnonof productivity. the 

. "t~ical a~J?~.~~ th,ecallonqf equiti ~n4 t1eadminis~rativ8 
aspect' the.carions 01. convenience' arid economy. No 
doubt thi~ 'i~terVieta#oii lIke that of 8tamp's . js an' ~id 
to clearnes's;' all,t~e ,same it' is only~an interpretation.·' 
~ ';'. \ I..' . : • '" : " . , _. . .• " 

.',.~ 'Prof~ BaBtil.ble agrees with' the \Vell~known criticism 
bf'these'caiion13, n:a:ni~ly:tlia.tthe first alone is a.·fanda
mental principle while:tbe rest at~ inerely • administra.
tive preeepts'~. The first is a!: rule of taxation' and the 
rest' rules respecting taxes'; This boweveris s. narrow 
interpretation.:, Viewed as awbole, each<eaDon bas's. 
f '\"i<' i: .. ..,.: i·, C I .• t.· i" j , 
",.:.~ The Newmarch Lecturei far 1919. :, 
.' .. ' .. ~~Th8.a.ttempt to, 1I8patate .the' Smithian rule. ~rdinll ,to 

.th~ir .cb~;~cter. tho~gb . iu'appearance plausible.. t;end. to obscure 
their'reallY compound basill •.• , •• The t~e point; of vieW' for under
.'~ndiDg these maxims ill to regard them not al 8cODOulic •. e\hical or 
constitutional but as 8ssentially financial". '(Baltabte)~ " , .' ... ,. 
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.connection with every other, and all of them have a 
bearing on the tax system. Their very simplicity is at 
,()nce their strength and weakness. While "plain and 
intelligjble to COIl\tl;lon undEil"st!lindings" they are never
,theless baff1in~, tQ~statesman~qd.~~6; e,conomist. 

A point,"desetving 'notice is' whether these canons 
i:Lre not mutually contradietory. A very productive tax 
may be inequitable-.otinc:onvenient. ,A just and conve
pient~ t!l-x:m'!-J ; b~r~:q1>~odp.cVle ,'!-l1-d so on., Hence 
Pf~ctlcal nnanClerssacrifice, equit~ .Jor productiveness, 
and, cori~e'njencefor :C8rtainty. ~ -it' istru~ that in 
pracfice nios(pr9.ctic~sa.ie ~nlY)~. compT~~isE!b~twee~ 
·two or morei4ea,lpo~i'tlQns; ,but, equity is t4e basis of 
.~lt' ta.'xes. Tha~ t~x:.sYs'tem 'is, tlie ,best'wh\cl1 ,embodies 
.,,It the can~~s in' a,'b,armonioQs blending.*' . "., , 
.... ' '". t . t. . , . '. 

,EXERCISES 

1. . 'Equal'ityof sacrifice', What'do 'yO~ unde'rstand 
.-by this term? ' " . " 

2~ , Eiami'n~ the objections to progressive taxation,. 
" 3. Explain and :criticise th~ priQcipl~of ~i~h~,u~ 
_lIacrific~. ' 
.' j' • 

. 4. What are the practical applicatioilsof8quity,? 
. 5; 'CointrientoJ1 the canons of Adam. SIilith. 

6. 'A bad tax "from 8; productional poiri,t'of view; 
·:.nay be a good tax from the disiributibnll.l poiniof 
;view. Eiplaiit. ' 

.. : * .. Eoonemy' increases :produ~tiveness.· so do certaint,. and 
....aonveniilnoe.: Elastioit,. &ids:both productiveness8n.d .econoiny, •• ~ 
. There is ~hus a· harmony in & 'properly adminis\ereci finanoial 
:sys\em". (Bas\able .. P,421). 



'CHAPTER v~ 

'THE T A.X SYSTEM 
~ Whoever hoPes is faultless taX to aee, 
HQPeB what; "lie'el! wali, or is, ot a'uahaU ba," 

. lM'Cullock'. adapta~io~ of ~ope.l! 

.1. THE SINGLE TAX 

:trhe pract'ical'J;>roblem to. taxa.tion is the application 
or 'the, fundamental principles . 'already enunciated;. 
that is ihe consttuction'of Of tal: schemel!" or "formulae." 
~ut 'no <)ov8niinent proceeded from tirst principles in it. 
ta.'x'scpemes. i.lll!this: ca;s~ practice i8 014er than theory. 
Taxes' werG' levied' oneveryth'ing: 'that the monarch or' 
Finance Minister :thought it proper with the result that 
there was a multitude:~f .t~xes.~~ost of them oppressive' 
9I,1 th~, P,00t:. It, ;w.asthere~olt aga,inst this excessive 
inultipIicity:oftaxes that brought into the field theories 
of single taxes. At one time or another a single" exclu
Biv~faxdn8ohle one Class o/'things" was propo~ed. " The 
Phytd6drat~'adtocatea the taxation of the-net produce'~' 
of the la.nd, since they believed that it was the landori 
whichl,U .ultimately, the whole burden of ta.xa.tion. A 
similar pl~~ -,v~s J!I~~mitted by a Spaniard in 1671 for an 
~xcl'\ls~re dire,ct. ~ax on land t, Other llro~!lall were for 
an e:a:clusive, tax, .~ incomes. But .the lates~ proposal 
that ~ttr~cted' the greatest attention of the common 
people, the ecomomist and the flItatesman, wa~ that of' 
Henry George for taxing 'land va.lues '. 

'" The singl~, tax. {s no live. tissue ,to-day; it is now' 
outfllidethe question of practicaltinance • .- But.the impJi..-
1. 'J'~~;!F"'" t )14} :.11; .. ,1,4 .<~. 1 •• i +.,.; 

J. Shirras: Publio FJunOll ~.11 
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cations of the proposal are interesting and reveal the
essential characteristics of a good tax system: hence its
discussion at tbisstage . 

. The theory 'of'absorbing to the State the whole 'of" 
tbe surpluslor economic rent from land is very old; and 

. Henry George's' proposal in this sense was no novelty.
Land is the creation of God, . limited . in extent, and pri-
vats rights in land were.tberefore. viewed with .disfavour.
The increased ,value of land due to 'conjuncture of 
circumsta.nces' j~ .8, social creation, and the State is· 
therefore jUstified int&~ingeven th~ whole of jt. :aut 
the real, objec~ of .the single taxers is that. taxation of
land va. lues will ·,be a pa.nacea for all ills, st)cial and 
economiQ. II It would sQlve the labour 'problem, do a WilY 

with involuntary poverty, raise 'wages in all occupations
to the. full earnings of laboul',' :make over-production im
possible. until ·all huma.n wants 'llore satisfied, render
IlLbour, sa.ving: . inventions ,8., .blessing to all and cause 
such an enOJ:)ll,OU8. PJ'oduction .and such an· equitable' 
distribution of wealtll~as. would give' to all comfo],'t;. 
leisure and participation,. in ·the advantages of an advan-· 
ctng .ci viUsation." 2 

. . By what processes' 'will this single tax usher in 
the millimnium ? Labour will be beruifttted because it will· 
be exemptfrom taxation. Over-produ:ctionwill be check-· 
~d: beca.use specula.tion in land will becliecked; there will, 
thus be a. certain amount ofsteadiness in other trades and· 
occupations. When tbe burden falls severely on the owner' 
of land they will be stimulated to 'devise laboilrsaving; 
macbines;.8ince all unearned incrementwiU be absorbed 
by: ,the . State, there will be. a .better distribution oI 

2. Quoted by Seligman, Ch iii. See 2. 
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'wea.lth':' . Now ;thir-tWd,:fulldamental; -assum'ptions' em,. 
which' thdS6(l&s.tles:.in"·the -air ha~. 'beau; built! ,are ';(1). 
,that land is the sole factor of all.va.lu8s-iI1.a:community, 
~2) ,and ,tb,at;t~e ,~~:n4 A:w,uers .':'Villb,.~r,*h'!:toh,?~e .b~rden 
.of, ~h~ _ ,t!Lxe%, iJ:!lP9!,!~d. -pn J~h~mT""ass,ump.tio~s, ~,bi~ 
~~~r~ OJ?- the,i~ ~e,JY !(l.c~ th.eir 0,\yIJ, refuta~ion,s. ," : -
.', The .proposalStands' :condelrined:· as a tax schema. 

lIn. the -first, :place 'U'will be groBsly inequitable." It ilf 
.unjust to. tax land, -values fercluf!iv~11- 'exempting othet' 
'V'alfles;sueh'a~,'forei:&mple"thE!' rapid' increase :of & . 

.compa.ny-share" Secondly,' neither tbd tax-payer nor the' 
;State.ean, be:certain ()f·- ·the tax.' Thirdly. tbe payment 
might :come' at a:~tittie 'when it, is' most inconvenient. 

'Fourthly,it'offends aga.inst the canon of economy. Valull' 
otieri of property !is a. costly and ted ions process. ',It will 
not produce all,a'dequU's revenue; rather, there is always 

-the danger 'Of land !Values'shrinking anil· re'venue reach .. 
ing' a- vitnil'liing point. i It thus 'lackli 'elasticity. If onl, 
fland;valueis to::bs ta.xed :the' State's duty to foster some 
'ihdllstriesby 'discrimbiate' protection or, regulate thi 
m:orals of the" cititens by', checking the consumption of 
<undesirable commodities such as alcohol, will find rio 
'ilIac." i,I\;a ~~~ sl~tetp. .~'bove!Ll,lf'- frolD:~Il.; admiu,istra. .. 
-tivepoint of. view. the, tax ~ha/J . many defects. The 
.y~lua.'~io~~~· .a~r~~U,I~urallan4 will· c~~se:the greatest 
,annoyance to;the farpler" and the burden 0.£ th!, .ta.xe~ will ,be mosUniurious't~ him •. '" The wholefairdrea~ 
..of~!,(),nonii~,feHciti thu~ f,~olr~~ its~lfJ~.t,o, oi,ere. mist, 
4nt,~ ,XIlere J~~~hin~pe~s, ':.3; '. ,J. ,) ," '. j • ; , .;' • j '.I 

c ",A tax Eiystemto be an 'ideal and perfect one, should 
'be a IJlultiple one. Thus, ,we have taxes on property, ali 

3.' Seligma~. ' " 
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capital' 'arid :-incomes ; 6n . commodities inanufacturedi 
withlnthe' country or those imported' into 'and -export'ed
-out ofthEl country; ;on shai'es~ stocks and' dividends; oil.. 
professions and occupations~: on trades aild~otrimuni
.cations' etc. Arthur:'YQungpleaded for'! broadening the' 
basis oftaxation~o,tbatcit bears' lightly' on an infinite 
'!lumber of points~ h'eavily on none)'4 'But. too' much of' 
multiplying the taxes recalls ,the, iamous storybf the' 
-School boy who ··'Whips. his taxed top riding on a taxed, 
,horse withe. taxed bridle, along a taxed road. He ,:lies 
.atlastin a. bed taxed 22«Xrafter taking hjs last drop of
medicine,daxed7% in ,e. " spoon that has paid 15%. Hie:
Virtues';are handed ;down, to posterity , upon! a taxed' 
ma.tble.. l/tnd he is then gathered;- to' his fatliers to, be' 
.t;axed no- more I'~ I ,A.t any rate, ,a, tax-system. should bave' 
a sufficiently broad basis to distribute· the. burdens· 
eq~!llly. tQ pr,ovi_d,~ ~qequacy JlIld ;elast.ici.ty ~f ,rlilvenue . 
a~p tQ;ael1i~ve tbe, piteriQr o~je~*s 9f ~axation. . It wou~4 
1>e. a'wj~e plan-.jf ,it QouJd be practised .by ~ll-"to avoi4 
.all.tariffson gQ~ds :exceptJuxuries. (and' then ,solely f~r
,\,evenue purpos!3s) andJo. raise, further revenu~ mainly 
,»y gr",duateq income.tax-and death :duties:'~·A~scheDle
'O(.a singhitlfox,.....howevel' TQ.ucb·inge-niously,it. may b~ 
devised-is . entirely out of the question of practical and 
theoreticalfinanc~; ,', .. 

., . 
, I 

2. CLASSIFICATION OF TAXES' 

"'·hat useful purpose"'is served .. 'byelass,ifying thd', 
various taxes.that go to[nak~ up' &' tax system? For' 
classification seeT;Ils to' be a standing puzzle at evert 

, I _ .'-

...--........ -_ ......... -..."....,..., . , ' . '" ' 

4. Quoted by DaUoo.. l'ublioFinance" P.45. 
5. Lord LeverhumlJ. Quoted by DaltOn. Ibid. P. 46 
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He! thinks "that, ithe problem is one: of .'\ administrati" .. 
"onvenience.!' A weekly, iiicome-tax on the wages of th .. 
workers collectedby'means of 8tamps~ he argues, (if thlf 
popular view, is ,accepted) will hue to',be regarded alt 

indirect" and that an. inheritance tax~a., tax 00 .;. parti~, 

cular,class of tratlsactioos :andtherefore-ao' indiree~, 
clpe.SuchtheOi"etical perfections ar& quite admissible
but~ are:;of no,practical'utility.ln- popular' usage thr 
distinetio'n"is.quite·c1eat.: ·.,A,s'tlortg"&!t'the burden 1&
likely,tofaUpredoIilinantlyoo theassessee~ .thG tax ili
a dirllcUax thQughthesubject'oftaxatHniaud the mOdEi
of payment ma.y ~e bidirllct;" " ;, 'Ii (, •• I l;'.: 

" :So91~ b'~i('~~gu~d ' ib~t' '~,h~' ~iit~tl~$i~o':~e~;Ile.~ 
di~,ec~ ~~a ;~~,~~~~c~, ·~,8.xe~t~:rn! on .. ~s, ~hej ope. f~ps 9n"~e 
'~~e~s~¥~" a~g t?CiI,,9,~her on "tl~~n~s,". .l.'hJs. JS on:t.~,1t 
~a.qe pp~:~b~~ld.;,f()r. ~t. IS alw1l1s ~he/, p~rs.on wh~ pall\
theta~ and, things:~ do ,not :h~ve . purses, or bankin~ 
~cco~Pts, tOf~i: ta,i~s~.Otb,er~,. ar~ue, tlu;."t tbe ~.istin~~ 
tion is, 'based on, the ,fact that direct taxes are leVIed ,oI\' 

, ,J ._" '.' •• • i ,- J • - .' ;'" . 

propefty" alld. ,n4h,.e,c~ t~xe~ pq. FO~ mo~ities. ,.Thougp 
~hiS' d.~~t~ncjtion. a~~o~ds' with:t~e. p~.I?ular usage. i,' i, no~ 
q,n,ite . .t\c~e~ti¥,Y ~ll!lC~ ~om~~dlt~es, II-!ld ~rppertles. u.:e' 
Jl!l~ ,~pp,,?site> Q?I\~~P~S. : Ind~~~ct .t~1es r~re ~~metune}!: 
described as .. consumption-taxes "; .,tbis is, clu~!,Yi', 
phraseology. Direct taxes are 8~id "ob~ on 'posses-· 
sion ".' SOnle ha've enQe"avourea to malie tbe, distinctiQU', 
'on the ~hasiii of the· method of i>rocedur_~. ' 'Thus Wagner 

• described a cHrpct tax .s·0.n9 Jevled~;regularly according 
to 150me fixedlact •••. ~~-:-of personality .. oJ, rank, .of ,pro
partyl' of earning etc.., and are consequently CUBe8Hd accor4 

'dingJt~ 8~ list ,oN-Ole. Indirect 't~~e~': .~r~, :laid ac~()r.~~ 

G. QulKeci by Plehn.-l'age 108. 
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lng to some changing, temporary, more or less accidental 
fact ...... not previously ascertainable, something the 
result of processes, events, transactions--and are laid and 
collected according .to . tariffs ". Obviously, there is a 
good deal of confusion in.this definition; 

There is. one distinction made. between taxes that 
fall pn • capital', and those that fal,1 on 'income ': the 
former. it is said. would have injurious effects on industry 
:which the latter would not have. Thus·DeathDuties 
and a Capital Levy are,opposed. while even steeply pro~ 
gressive income taxes are tolerated. The misconception 
in this case arises from a failure to distinguish between 
a tax assessed on capital but which could be paid out .01 
income and a· tax assessed on income that may have·to be 
paid out 01 capital, if the rates are excessive. Thus Dell.t~ 
Duties are paid out of current incomes by means of 
insuring the estates, •• The precept 'tax inco·me, not 
capital" sometimes elevated to the dignity of a maxim 
of public finance, is therefore ambiguous "; 7 

a.DIRECT .AND INDIRECT TAXES 

How striking the revolution in practice in matters 
of· finance has been in thl:' last century is afforded by the 
discarding of indirect taxes in favour of direct taxes. 
For up to the 19th century it was believed that direct 
taxes were the badge of slavery, Ouriouslyenough, 
Colbert Hobbes and Petty believed that indirect taxes 
would reduce the inequalities of income. 'Ho~everr 
it was not until the democratic movement gave political 
power into the hands oi the masses. and the concentration 
of large fortunes in the hands of the few rich that direct 
~axes h~ve become definitely established. ·The evolution 

7 •. l>alton,Publio Finance, Po 37. 
R-8 
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of the principle of faculty and the growing needs of the 
Sta.te have made direct taxa.tion the most pl'oductiv8 
and the most equitable. 

The 'earliest fOl'm of the direct tax was the poll 
tax, and was perfectly equitable in a society wbere 
personal and economic inequality wen unknown. In 
the next stage there arose a "-quantitative" distinction 
in wealth; people's wealth was reckoned in large areas 
of land and flocks of cattle. Hence direct taxes were 
now levied upon land and cattle. In modern times, we 
have a ftirther element; the" qualitative" differentiation 
.in wealth. This has given Tise to the taxation not of 
property Or 'capital but of income. From this historical 
deveiopment Seligman points out that .. the history 
Of finance shows the' evolution of the principle of 
faculty." 

Thus, though late 'in development, direct taxes have 
come to stay. They are to-day the mainstay of a nation's 
revenues. This, then. is its great merit. It is the changed 
economic conditions-large scale 'organisation of busi
ness and. the growth of big fortunes-that have made 
direct taxes productiv~. The second merit of the direct 
taxes is that they are cheaper to collect and easy to 
administer, because much is done at the source. For 

, this. reason, there i~ also less possibility of evasions. 
Finally, direct taxes are very elastic; a: slight change in 
tlie rates is all that is required to increase or decresse 
the yield of revenue. There are no objections to direct 
taxation nowadays i but the very high rates are said to 
be having advel'se reactions on industry and employ
ment. Certain English economists point out that the 
reckless spending policy of the Governments'is due to the 
fact that only one-fourth of the population is contri-
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buting th'l'ee fourths of the tax: revenue. Prohably 
heavy direct taxation might lead to the discontent of the 
wealthy and bring about social and political revolution 
just as oppressive indirect taxes did in the eighteenth 
.century. 

With the development of direct taxation, indirect 
taxes have been relegated to, the back-ground. They 
have not yet been disassociated from their past tradi
tions. One writer remarks that they are" an under
hand kind of taxation, identified with despotism and 
autocracy" 8; because they are regressive. In a 
democracy which recognises the ability principle of 
taxation. the' poor ought to be exempt from all taxa
tion. Prof. Ely points out also that they" foster mono
poly and discourage the small producers" 9 and i,nstances 
tbe concentration of manufactures.in matches, tobacco 
and liquors. But by far the greatest objection to in
direct taxation is the CORt of collection, the difficulty 
-of administration and the vexation it causes among 
,all. Weare familiar with the huge "customs line" 
-erected in France for taxing salt. There are immense 
possibilities for evasion and smuggling in the case 
-of imported -commodities. There is another weighty 
objection which will be explained more fully later 
.on-indirect tans hamper trade. and industry and 
might cause unnecessary' or harmful diversi~ns of 
<lapital and labour. Not without reason has it been 
condemned by economists as" offending aU canons of 
justice ", It is inequitable, uncertain and inelastic in 

8. Ely-Problems of To-day, P. 11, 
9. Ibid-P. lO.There are other factors besides taxes for this 

:monopoly. 
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yield, inconvenient for trade 'and industry and uneco .. 
nomical. It takes more out of the- 'pockets of the con; 
surner than finds its way into theeJ<Chequer. 

Given'the expenditure, the indirect taxes: are not 
without advantages fol." raising, the required f'evenue.~ 
They have the capacity to reach the poor unawares 10 .. 
Further, the poor need pay these taxes only "little by 
little" as they buy, thelle commodities. They can even 
rf;lfuse to pay taxes by refusing to buy these taxed 
commodities. Secondly, the indil'ec~ taxes afford a broad 
basis of taxation; they form. a useful complement to 
direct taxation. In certain respects they mitigate the' 
inf;lquity of the heavy taxation of the rich. The case for 
mos~ of. the taxes on necessaries of life would disappear .. 
if the revenue motive disappears from tlH!flscal policy 
of the State. But the great ad vantages- ot. the indirect 
taxes are from other points of view.. They can be us~d, 
fOr developing new and infant industries or affordin~ 
tempqrary, relief to depressedindu-stries by judicioull' 
protective duties. Discri,minate export Gil-ties may be
used for conserving national resou'rces. 'J:he' great use
made of indirect taxes to prevent the ,C'oDSll-m'ption o( 
injurious articles such as tobacco and liquor is too well
known. There is a large class of non-necessary expen .. 
diture for personal enjoyment which does not cond·uce to-. 
efficiency. In the Interests of social econom·"'it is highly 
necessary that the State should come fOl"ward to regulatlt 
consumption both by legislation and by taxation. ' 

10. "'They know how 1;0 coax pennies ou1; of poor people who ... 
names have never been on the 1;ax-oolleetor's books~ Few of us lasi;e
the tariII in our sugar, and L suppose thato even' Ter1 thoughtfuL 
1;opers do not peieeive the license ux in ~eir whisk)" ":"Wil_ 
quoted by Daniels, P. 102. 
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Academic .studies are apt to disregard or· ignore 
.compJetely the administrative aspect of the tax system. 
Almost e.very ta~ has its administrative difficulty and 
4>y far the greatest of such difficulties that have attracted 
much a.ttention in recent times is the question of double 
li;a~ation. 

Double taxation means ., the taxation of the same 
person or the sanie thing twice over", by the same 

.authority or by competing authorities. Thus, an indivi

.dual may be taud separately both on his income derived 
in the aggregate and on a particular item such as 
.dividends distributed by a company. If England would 
.tax a Britisher on incomes received from Australia and 
Australia ta.lCes .the same person for the incomes arising 
'within ber territory, there is the case of double taxation 
.by compeLing authorities. The difficulties of taxation 
.of the profits of shipping or manufacturing concerns 
whose profits arise in several countries are really great 
.in modern times. Hence in the interests of equity and 
.of the facility of international trade, double taxation is 
;to be avoided as far as possible. 

If our taxation is on the basis of' residence' or 
"domicile,' four methods suggest themselves for solving 
the problem. ['he first is the method of exemption for 
Jincomes of non-residents going abroad. This cethod 
.accepts the 'principle of domicile. 'l'he second is the 
method of deduction. if the tax on the same object has 
been paid in one country. the tax-payer is allowed to 
.deduct the talC lIIlready paid from the total taxes he has 
;to'pay in his own country. This reciprocal arrange
.ment is seen in tbecase of Great, Britain and her 
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careful accounts in duplicate on prescribed forms for 
every visitor. to plaster these with stamps. to make 
periodical returns and to submit these books to f~equent 
and prolonged examination by inspeotors. "13 Certainlr 
vexatious I 

From ,the fiscal point of view the' tax, system must 
b~ capable of producing sufficient revenue. It should 
also, be elastic. Revenue should as far as possible be 
raised from a small number of productive taxes rather 
than from a large number of unproductive ones. 

From the administrative point of view the cost of 
collection should be small. Taxes should" cause no 
toom for evasion, fraud or smuggling. Efficiency hi 
collection is on~, of the essentials of a good tax' sy8tem~ 

A tax: system should be democratic, amenable to 
popular control and scrutiny. A tax: system imposed by 
the executive on an unwilling or ignorant mass savours 
oftyranny and despotism. , 

Finally. a good tax system must be the necessary 
p,art of a good expenditure scheme and a good publio 
debts syste>l1J~ . It is im~ossible to conceive of a good tax 
~ystem 'apart from the other parts of p\lblic finance. 

- 13. Dalton-l'ublic Finance, P. 157. 



CHAPTER VII 

DIRECT TAXES 

," Nearly all taxation in 'practice is a comprbmise between two 
.(lr more ideal positions. "-Stamp. . 

1. THE LAND TAX 

Having studied the tax .system as a whole we shall 
now pass on to a detailed consideration of the individual 

,taxes. The land tax may be taken up first, since it was 
lthe earliest (probably next to poll tax) and the,most; 
.universal form of direct taxation. 

Land is subject to three different kinds of ta.xation 
which should be kept separate. (1) Tax:a.tion for' the 

·Central or the Provinciai Government along with or 
separately as a Genel'al Property Tax:; (2) tax:a.tion for 

·-Central or Provincial Government on the 'basis of "public 
values ", and (3) taxation exclusively for the Local 

. Government. The first two will be considered iti this 
section. 

The cbief features of modern taxes on agricultural 
land are the following. (1) A flat rate on capital value . 

. {U. S. A.) (2) A flat ra.te on annual value. (Australia) • 

. (3) A fla.t rate on net produce. (France and India). (4) A 
progressive tax on incomes in addition to the fla~ rates. 

,(Italy and France). (5) Land is subject to estate and 
succession duties. The general tendency in modern land 
legislation is to have the flat rate very low (in France 

:10% of annual value) but to impose heavy death duties 
and heavy local tR.XBS. As a consequence, it has been 

. said that incomes from land bear a heavier burden than 
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incomes derived solely from trade or business. Prof .. 
Seligman thinks that this is in accord with the changed 
economic conditions of the present day ... A tax on a real
estate is a real tax, a tax on product: it is not a'personal 
tax ... the real estate talt is an especially good local tax. 
partly because the benefits of local expenditure accrue 
primarily to real estate and thus increase the 
faculty of the owner" 1. " 

Theoretically speaking; taxation of agricultural land
by the central or provincial Government is open to many 
objection and difficulties. In the first place, land is not 
a. suitable subject; :it canriot measure accurately a. 
man's ability to pay. It may be mortgaged or it may 
not be yielding a return. Neither capital value nor 
annual va,lueare perfect basis. Secondly, the burden 
falls mostly on the owner and as such it may checlt 
productivity., Thirdly, admi~istration is very difficult .. 
If taxation is oli the basis of capital value, it requires an 
exp,ensive and ,wasteful machinery. Annual value i&
:equally ,Unsatisfactory, and in the case ,of peasant. 
Proprjetors, merely empirical values can be set down .. 
• Net produce' is a better basis but cannot be estimated 
except, by expensive and costly cadastral surveys. 
Again, long periods have to be fixed,in order to avoid 
constant ,irritation and settlements. Fourthly, the tax. 
is neither .economical nor productive. It is not eV'en 
elastic.. There is Dot a strong case for progression, 
unless agricultural incomes are clubbed together with 
incmnes frolIl other sources, The,poorer cultivator can
not be giyen, sufficient exemption. 

1.' Seligman, quoted by the Taxation Enqniry Committee. Ii may 
however be pointed out that what Seligman says is relevent to general. 
,property (real estate) and no' to agricultural}and in particular, 



DIRECT TAXES 

All things considered, it seems' best· to tax land 
according tdthe following principles adopted in New-' 
Zealand, which has been held out as the model for land, 
taxes: (1) Limitation of agricultural estates. (2) The
exemption of the small landowners and also improve-· 
ments. (3) "The withholding of the exemption limit from 
companies, absentees and large landowners, (4,) the
extra taxation, of absentees and companies." 2 (5) A 
graduated tax on incomes from land, includingmort .. -
gages. 

The second kind of land taxation is on its .. un
improved" or .. public value", which cannot be traced 
to work or effort by the individual. This is considered to 
be an eminent subject for taxation, since the State is, 
justified in absorbing to its treasury those elements of. 
profits that are of a social creation and since the
yield wiH be large and the administration easy 
.it will not have any adverse effect on productivity 
or the· supply of land. It may be pointed out that 
cases of unearned increment values of this kind arise
in urban land sites owing to many causes and do not 
'generally apply to agricultural land. 

There are however two difficulties; it is always
difficult to isolate the public value from private value
and to levy the tax only upon the first. Secondly, it 
will be a. discrimination against investment in landr 

·while such sudden jumps in stocks and shares ",ay go 
scot free. Yet·, in this case, the GO'lernments have sacri
fice,d equity to productivity. There are ma.ny forms of 
jncrement value duties. In Germany aU increments or 
land value (above. the exemption limit of 10 %) shvuld· 

2. ~hirras-Publio Finanoe, P. 214. 
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10 % and 6ver 10 %'rising by one' PeT c&fit· tor each· 20 % 
increase in increment, until 20% was payable where the 
·increment WIS 200 % . 3 "The English scheme intra. 
-duced in 1909. was to absorb 20 per cent of the fncrealles 
16eyond 10 per cent in the value of land accruing after 
A.pril30th,J909, and was payable on each occasion on 
which property changed hands either by sale or death:', 
:It was however -abandoned in 1920 when it proved 
·to be Unproductive. We may add that the failure oUh. 
tax was due in a large measure to the beavy local 
taxation of land in England. 

2. T~E INCOME~T AX 

"l'be income tax is the greatest engine of revenue in 
:1.11 modern Governments though it is only of a recen. 
-origin. It is however a system· of taxes rather than & 

.unitary tax: it extends to incomes from business, protes
.sians anll inTestments, wbether arising within the C?ountry 
·of the resident citizen or without. It extends hot only 
.to persons but to corporations or companies. 

Basi. of Assessment: The ba~is of assessment for 
iincome-tax purposes is the groBs money income and for 
.administrative difficulties we exempt all psychic and 
.;non-monetary incomes. No one is taxed for the pleasure 
.detived from .his own library or the bouse he owns and 
,so on. 

In the case ofbusioesses the average of three years is 
the basis and io certain trades the profits of the previouS 
year. In all other cases it is the annua] mooey income. 

3. Stamp-Pfineiples ofTaxat.ion, p. 62. 
&. Robinson.-Puplie Finance. p. 66. 
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Exemption8:'Thec tax being one on incomes' (==a 
flow, nota stock ,of wealth), no allowance shOuld ordi-· 
Darity be, made for depreciation of capital: but allowance' 
is made for wastage of capital and the replacement of. 
obsolete machinery. In the case of houses and tene.· 
ments, similar allowances are made for repairs subject. 
to &. maximum. Remissions are granted if the houses· 
are unoccupied. In cases of d.ouble taxation rebates are~ 
given. 

Abatements: T.hough all incomes are taxable, only 
incomes above &. certain limit are actually ·taxed for
two reasons. We have ,to allow a certain reasonable 
standard of living on &. conventional basis, and further,. 
if all incomes are. ~ssessed, costs of collection would be 
great. When. o.nce this exemption limit has been fixed, .. 
~t should not be varied except after long intervals •. 
Abatements are given ~u.the shape of (1) A personal. 
Ij.Uowance! .In Great Britain a bachelor gets £135 and 
a married man £225. And if the wife also earns she
gets an additional£15. (2) Deductions for children: the 
first child gets £36 and every additional child £27r 
Dependants are also given an allowance. . 

. Differentiations: Prima/acie, a case can be made
out for differentia.ting incomes arising from profession,. 
trade, business,' etc. {=work or earned incomes} and 
those arising from stocks, dividends, etc.. (invest-· 
ment or property incomes). The former is liable to 
fluctua.tions ~n, account of illness or losses, and pro vi- . 
sion has also to be made for old age and children •. 
Investment incomes stand on a different footing and can 
therefore be taied at a higher rate. In Great Britain an' 
abatement of 10%, subject to a, maximum of £200 is 
given on earned incomes. Secondly, differentiation. 
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. should be made between the •• uses" of Income-bet
ween saving and spending. Unless new savings are 
exempted, accumulation of capital will be checked f 
'further, t~ey will be taxed' again when they yield 
returns. Probably since the elasticity of incomes is 

:great, it will give a stimulus for savings. But looking 
at the problem more closely, the arguments are over
'whelmingly against differentiation. (1) It will be a 
substantial bounty td the rich, because they have greater 
. elasticity. (2) It will lead to fraudulent practices such 
as saving in one year and spending it away in the next 

,-or inveRtment in unproductive ways. (3) It will increase 
administrative complexities since it is not always easy 
,to des:ide what constitutes sa.vings. A suggested remedy 
ds the taxation -of expenditure through commodities; 
'but obviously a blind ally. Hence'the only practicable 
·differentiation-:-insurance premium-is made. For poli
tical purposes certain war bonds and Government bonds 
iha.ve been explicitly exempted from taxation. In 
America .aU municipal investments are exempted. 

Progression: The rate of assessment of income-tax 
..(lna 'progressive basis is based upon the faculty 
principle. In Great Britain the first £250 of the taxable 
-income {after exemptions and abatements) is taxed at 
half the standard rate and the rest at the full' standard 

'rate of 5 shillings. A super-tau ising from 1 s. 6d. to 69. 
,is imposed on incomes over and above £2,000. Thus the 
highest incomes pay a rdeof 11s. on incomes above 
,£30,000*. IIi the U. S. A. surtaxes range up to 50% and 

, '5. See :Mellon"':Taxation : The Peoples' Bu.rluess, Ch. III' and 
fleligman, Studies in Public Finanoe. 



DIRECT TAXES 127 

-this had led to investments in tax· free securities. 5 
There a further source of complication has also arisen 
.owiIig to the State income-taxes in addition to the Federa.l 
·ones. In France all . incomes exceeding 550,000 francs 
a.re absorbed into the treasury. 

3..TAXATION OF COMP ANJES 

In England companies are liable to ordinary income 
tax only and are not separately. taxed as in the U.S.A.* 
The special taxation of companies has been advocated 

. for following reasons. (1) They enjoy special privileges 
,such as Limited Liability and juristic perso~alty. (2) 
~hey are closely associated with monopolies and huge 
~rofits .and as such in the interests of regulation and on 
the .basis of ability they can be made to pay. In 
America all corporations-private and public such as 
banks, railways, mines, electric and. gas and water 
supply compaqies-are assessed. .The basis of assess
ment is dif(erent in the different corpora.tions. Som.e 
are assessed .on the basis of their gross earning!!,otherlt 
.on their net receipts, .capitalstock,or capital value. The 
best basis will of course be income. if it would be. con
venient in all cases. The ta.x is. a source of State 
Tevenue, while muchm8:Y be said for making it federal. 

Many objections are raised against the sl?ecial 
tax.ation of companies. It may be a discrimination 
against the organisation of big business, a fine Gn the 
policy holders for thei.r thrift and foresight, and would 
introduce many administrative complexities ·Ruch. as 

5 The Finance Act of 1930 (Mr. Snowden's Budget proposals). 
• A Corporation P~ofits 'l'ax Aot W!\S passed in. 1920 and repealed 

in 1924 to further the deyelopment of trade. The lesson is instructive 
for India. 
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dOllble taxation., Where tb~ case is esta.bUshed in a parti .. , 
cular country for a special tax on companies, all thes .. ' 
objections vanish; Double taxation can be avoided by 
exempting the dividends of tile share-holders. 

Excess Profits taxes. Another variety of onerou .. 
taxes exclusivelY le~ied upon companies is the excess 
profits tax. It is a tax levied on profits in excess of 
normal profits, usuaUy ascertained by the dividends on 
capital. In England the standard rate or the normal 
profit was assumed to be the" average profit of any twC) 
of the la.st' three years before the outbreak of war." 
Obviously, this ,method of reckoning is empirical and 
arbitrary and' would not fit all cases. The rate varied 
from 50 to 80 per cent. The result was an enormous 
increase of prices (by the ,operation of shifting) and a sti~ 
mulus to extravagance of management so as to shoWl 
Ii. lower profit. Here is a case of a tax having adverse' 
effects on production, a direct curtailment of all induce
ments to efficient management. As a temporary war' 
measure, the tax waS extraordinarily productive. It was· 
discontinu:ed in 1921. With proper safegullrds, andl 
better administrativemacbinery; the tax may be re-in
troduced in cases of emergencies and boom conditions. 

4. DEATH DUTIES 

That the State should tax a dead man's property 
looks not a little amazing but needy financiers have' 
found enough arguments'fortheir,policy. While introdu
cing the tax'inEngland Sir Harcourt Butler declared:: 
II The State has the first title upon the estate and those' 
who take afterwards bave a subsequent and subordinate 
title ': 6~. Even Mill had favoured the tax on the ground 

6. Quote" by Pigou. Public Finance, P.157. 
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that it would cause no hardships: "Hardship depends on 
disappointment; disappointment on expectation; andi! 
the law of succession leaves him nothing, he will expect 
nothing." Some have considered it as a fee I Andrew, 
Carneige defended it on the ground that the" state is 
a partner in any enterprise where money is made 
honourably." The Socialists demand it for redressing in
equalities of wealth. 

The economist who looks at this problem dis
l'assionatelytakes a different view (admitting the prin
ciple of private property and the existing laws of inheri
tance to be inviolable). Inherited property is in the 
nature of a windfall, a fortuitous income, having a. 
special ability to pay. .N either would it disturb produc
tion nor the desire to save since it can be' insured 
against. It is to be regarded-as an " occasional property 
tax to and in some respects is superior to annual lump 
sum ,levies or income-taxes.* For people desire to die as 
rich as possible. The effect of thediminutioD. of wealth 
at death might even help them to save more during 
tbeir life time. But income-taxes affect the willinglleSs 
a.nd the capacity of the people to work and save and the 
psychological effect of sending annual tributes to the 
state is not a less importa.nt factor. But it may be pointed 
out that if some people'visualise the future less clearly 
and are less farsighted and less rational, it is clear that 
the tax will have tabe paid out of the sale of pr~perty 
at dea.th. But this possibility is remote ina highly 
developed industrial community and where the tax has 
existed for a longtime. 

• The whole fiel,d ill to be explored from the psychologioal point 
cif. view, since the motives for saving and accumulation are beyond 
'he realm oithe ,economis~. 

R-9 
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But the cOUlmonobjection to death -toties is that it 
is a tax on capital and that its incidence will be on 
capital, The mistake arises from a. confusion of terms 
-:-between a tax assessed" on capital I. and a tas: paid 
"out of income"; between the "standard" and the 
"source" of taxation or between the" object of assess
ment" and the "source of payment ", Further, the
proceeds of the tax are not thrown into the sea to be 
described as "capital is gone ", The capital remains, 
After all, all taxes affect the formation of capital The 
effect of the death duties is confined to a particular class 
whose capacity to accumulation is very great in spite of 
the taxes. Very often it is transitory. The most conclusive 
proof that capital is unaffected j.s that' big fortunes still 
flourish; nay, they grow faster ': According to the 
estimate of the Board of Inland Revenue of Ctreat 
Britain, two-thirds of the wealth of the country are held 
by just under 400,000 people while the top one-third is 
held by 36,000 people 7 and that distribution of weath by 
taxation has not been disturbed to any appreciable 
ex.tent. But for these taxes, individual fortunes would 
have reached dangerous proportions. 

The English Death Duties consist of two taxes. The 
Estate Duty is levied on all estates valued over £ 100 pass
ing at death and is graduated from 1 to 40~ ad valorem. 
The Legacy and the Succession Duty is levied on the 
beneficiaries according to their degree of relationship 
-to the deceased, ranging from-1 % to 10% irrespective of 
the value of the estate. In U. S. At the tax: on beneficiaries 
varie~ with the value of the estate as well. 

Prof. Rignano, the Italian economist has put for
ward an interesting scheme of death duties. It is progres-

- 7. Sir.losiah Stamp. Wealth and Taxable Capacity, P.IOZ. 
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>8i ve in time and has no reference to the degree of relation
,ship of the beneficiary or the value of the estate. His 
·-scheme would mean' that ~ of A's fortune should 
be taken away at death; 50% when B, his heir, dies, and 

775% when C, tbe heir of B dies and the whole of the 
,Temainder at the death of D, the heir of C. Similarly 
,B's fortuRe dne to his own exertions will be treated. 
"The older the fortune the heavier the tax." It has the 
~gre!lot merit Qf not checking the desire to accumulate, 
·while at the same time it discriminates against inherited 
wealth. bQtthe dangers of evasion and the complexities 

.of administrati'en prevent the actual adoption of the plan •. 
-and alsQ many other variants of the existing scheme. 

EXERCISES 

1. What are the principles of land tantion ? 
2. EOlUBerate the difficulties of a general property 

·tax. 
3. Illustrate the principle of eqllity from the' 

;English income.tax. 
4. Examine the inheritance tax from the three 

'points of view: eqllity, economy and convenience. 
5. Consider the justification of Death Dllties as 

.• deferred income·tax '. 
6. What are the relative. advantages of a high 

-income-tax and a death duty? 
7. .. Most taxes in practice represellt the best vtacti

.cal compromise between the three.stand points" (of the 
:individual. tho state and the community.) Stamp. Explain. 

8. CGporation Profits Tax, Excesi Profits Duty and 
Land IQ,crement ValQe Duties are considered ta~ation 

..of surplus •.. Do y·O\l agree? 



DIRECT TAXATION IN INDIA 
1. LAND TAX. 

The first thought which strik.es a student of finance! 
in a predominantly agricultural country like India is its 
land rev enue, till very recently the mainstay of finance
and even now the sole source of direct taxation for the' 
provinces. It ho\Vever presents many peculiarities and 
is a very complicated problem owing to differences in 
the systems of assessment. It is the result oChistoricaI 
accidents and of a slow process of evolution and was 
worked out pari passu with the piecemeal conquest of 
the country. 

·The East India Company adopted seTeral methods
for the collection of land revenue since its acquisition
of the Diwani of Bengal. The many failures of the
auction or. farming systems, and of direct settlementS' 
with the cultivators induced Lord Cornwallis to intro
duce the Permanent Revenue Settlement in Bengal ... 
Bihar and Orissa. 'rhe Madras Government under 
Munro . adopted the Ryotwari. Settlement directly 
with the cutlivators. In Bombay farming the
revenues to Mamlatdars ,was first adopted. The
Mamlatdar let bis district at an enhanced rate to
under-farmers:whorepeated the operation till it reached' 
the patels. Whentthe administration passed into the
hands of tbe Britisb, the farming system was abolished 
and Elpbinstone introduced the Ryotwari Settlement_ 
In the North-west Provinces and Punjab there were
many petty jamindars and rajahs who have founded. 
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'Particular villages and claimed the whole village area. 
Henoo the Mahal settlement was adopted, liable to perio
-dical revision. The same phenomenon was present in 
,the C.P., where the government had to make a similar 
:1;ettlement with the patels or Malguzars. In Burma. 
there was no land tax prior to the Britis.h occupation 
.except.a. tax on the cultivator varying according to the 
.number of ploughs used. In 1879 the government deci
.ded that the a.ssessment should be a portion of the net 
,prodllce similar to the practice in Madras. 

Permanent Settlement. The principles of the P.S. 
care the following: (1) The revenue demand is fixed fGr, 
·ever and is unalterable. (2) The government have the 
right to ievy cesses which are of universlll applicatiGn. 
(3) At the tinle of the settlement it was ten-elevenths 
-<:>f the rental paid by the tenants to the zamindars and 
-the remaining one-eleventh was retained by the zamindar 
{orthe t·rouble and responsibility. Now it is only 25% 
·of the-reatal which the zamindars pay to the government. 
N early ten crores are pocketed by them. (4) All the 
-unearned increment and the profits of improvement gG 
.to the ·landlords. (5) The tenants are protected against 
the oppression of the la.nd-Iords by the Rent Act of 1859 
which oonfers proprietary rights on a tenant who has 

.. occupied a. land for twelve years and provides again for 

.the enhancement ·of his rate not more than once in 15 
~years suhjeet to a maximum of two annas in' the rupee. 

It is cOlatented"that the P.S. was concluded without 
mndertakiag a complete and accurate survey of tile 
lands, of tile produce, of the state of cultivation and the 
interest Gf the cultivators. The landlords proved them
:selves to be the prototypes of tne Irish landlords, rack
r~nting and oppressing the tena.nts and living as useless 
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drones on tbe -soiL Tbe conditioDs were eftanged aine.,.. 
1859 aDd the Bengalpeasantr;y is not & l'esQUrcefu.l and
prosperous class. 

Village Settlements. About 33% of the laDds are· 
under tbis system mostl;y in the Punjab and the U.P. 
The village through its bead-man undertakes tG pay to 
the government tbe revenue demand 6xed peri<ldically~. 
and the villagers assign to the individad cultivators 
their respective quotas. Primarily each catti'lates and, 
pays for himself but -ultimately he is responsible for his 
fellows also. In the event of the sale ef his land the· 
co-cultivators have a rigbt of pre-emptien. 

ThA assessment is fixed at 50% of tlie rents paid by 
a normal responsible tenant in that locality. In deter
mining the rent rate the settlemeDt ofticer takes into 
consideration factors such as means of communica:ion .. 
increase of population, the number and eireumstances
of tbe proprietors a.nd the different conditions of cultiva
tion. It approximated to the half net a.ssets maxim of.' 
Madras. 

The Ryotwari Settlement. About 47%- is under' 
R.S., chiefly in Bombay, Madras, Sindh r Burma r Assam
and C.P. Every registered holder is recegJlised as a· 
proprietor and pays direct to the government. He is at· 
liberty to sell or transfer bis property subject to the-· 
payment of the revenue. In unfa.vourable seasons
remissions are granted. Charge fer water is extra~ 

The assessment is revised periodicaUy ence in ten years
in backward and undeveloped areas and encs in thirty 
years in old Provinces. 

The assessment on each particular holding is fixed' 
after an elaborate Clldastral survey. Tbe soils ar~ 
classified and the plots grouped in the order of tarams-_ 
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A separate grain val'.le is attached to each taram after 
a thorough examination of the actual yield in each 
typical taram, allowances beiIlg made for variations and 
difference in situations, water-supply, proximity to mar
ket, etc. The grain value is then converted into money 
value based on the average of the 20 non-famine years 
for the whole district. Net produce is determined by 
deducting cost, of cultivation which includes interest on 
capital investments, wages, cos'ts of manure, and the 
expenses of carting, and fifty percent of this net produce 
is fixed as the tax. In all cases deductions are not made 
for improvements. 

In Bombay the assessment is somewhat different, be
ing based upon general considerations. It involves thr~e 
distinct operations. The taluks are first grouped accord~ 
ing to "marked and permanent distinctions" such as 
climate, situation and the general conditions of cultiva
tion. The net process is the determination of the total 
demand for that taluk on consideration of its previous 
revenue and economic conditions. The final operation 
is the distribution of aggregate over the individual 
survey numbers. It is an emperical method not based 
on accurate working out of the details. 

In the Central Provinces the settiement officer fixes 
the assessment by a complicated system of soil classifi. 
cation. In British Baluchistan the government C}ollects 
one-sixth of the gross produce and a similar additional 
sixth if the land is irrigated from a government source. 

CRITICISM OF THE PRESENT SYSTEM 

The most striking feature of the Indian land revenue 
is that the prinoiples of the settlement and the determi-
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nation of the rates of assess$ent and the enhancement 
are not uniform throughout the country. In some parts 
the basis is net assets, in others gross produce while in 
the rest it is rentals. As such the incidence is indefinite. 
There is uncertainty regarding the rates also. Secondly, 
they are not embodied in law; everything is let to :the 
vagaries of the executive. Thirdly, .unlilte in most 
European countries the land is not subject to estates 
du~y and agri(lultural income-tax. Land tax is therefore 
degressi·;e and falls unduly upon the small cultivators 
whose uneconomic holdings hardly leave them any 
margin. The worst about the present system is that 
very little of the money taken from the land is spent on 
the landholding classes. All these defects are brought 
home very clearly when we apply the canons of taxa
tion. 

1. Certainty. In the permanently settled areas 
and in the temporarily settltld areas during the currency 
of that settlement the cultiva.tor knows precisely what 
he has to pay in the shape of taxes on land. Beyond 
this there is no certainty on account of the fluctuating 
assessment in the Punjab and the variable charges that 
are added to land revenue in Madras. 

2. Convenience. Since the government collects 
the revenue in instalments there is some convenience 
but the government demand represents a sum that may 
be paid out of the produce in a norma.l season; but very 
often the cultivator suffers losses and no net produce 
is left over. The assessment is paid by borrowing or by 
stinting of the necessaries of life. Convenience is 
sacrificed to certainty. Another source of inconvenience 
arises when an enhancement is made at re-settl~ment; - . . 
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-which suddenly alters his f,mily budget and standared 
-of living unless provision is made fot' the enhancement 
t>y degrees and it is spread over a number of years. A 
third source of inconvenience is the swarm of officers 
who flood the village and caus.e a considerable 
dislocation of its business by their meticulous enquiry 
which is followed by endless appeals against their 
..a.sessments involving heavy expenses. 

3. Economy. The cost of the cadastral survey is very 
:great since ours is the most difficult in the world,owiDg 
1;0 fr~mentations. The average increase in the years' 
't'evenue, it has been pointed out, barely cov'Jrs the cost of 
'the establishment. The cost of collection is certainly enor
mous owiDg to the necessity of a large staff from the 
-village headman to the members of the Board of Revenue • 
. Much economy can be effected if fluctuating assessments 
are given up, the water rate rules are simplified and the 
,holdings are made economic. But it must be admitted 
~hat the revenue staff perfoms functions other than the 
..collection such as keeping of records and therefore. the 
whole of the expenditure cannot be credited to their 
,account. The high cost of settlement must be set off 
against the protection afforded by the maintenance of 
.records. 

4. Ability. The land revenue imposed on all1and
holders is degressive aDd, therefore, offends the canon of 
ability. The Taxation Committee argue that the land 
revenue is a tax on things and not on persons and quote 
Dr. Gregory. We may quote Dr. Dalton in reply who 
2'emarks .. inanimate objects such as plots of land and 
:j mported goods are not endowed with pockets or banking 



138 DIRECT TAXES 

accounts out of which theft as' distinct from persons. cam 
pay taxes. It is a platitude thd all taxes are paid by 
persons, not by things". On the other hand land is a con·· 
venient object of assessment but that assessment ought. 
to be in proportion.to ability. The Committee tried t<> 
determine the burden of taxation on which alone, accord
ing to their view, the canon of ability is to be applied. 

The demand ofthe government has been progressively 
lowered in the past 50 years, since the passing of the· 
Sparanpurrules which fixed the assessment at 50% ofthe· 
net assets. The actual assessment do not bear any rela •. 
tion t.o this theoretical standard for reasons such as the· 
exemption of improvements. the conditions of particular' 
localities, the idiosyncracies of the settlement officers· 
and limit of 18% per cent over enhancement. The Com
mittee points out that while prices have risen by 1170/ .. 
in the past two decades, land revenue has risen by only 
20% and a portion even of this rise must be attributed 
to the increase by 7 % in the area of cultivation. Ac-· 
cording to the Committee this is the b9st method of 
calculating the burden. The other proposed methods· 
such as ascertaining the tax per head ~f the population •. 
per acreage sown, per soil unit, the gross or net pro
duce or the annual value of each plot, are dismissed as· 
unsatisfactory. Competitive annual value will be the· 
most reliable, if accurate figures are available. If the
existing figures could be relied upon the land revenue
ranges from 10 to 50% of the annual value of land.
Certainly the burden of the land tax is great although. 
it is gradul1.Uy on the decline. 

Conclusion. The essentials of any new scheme of· 
land taxation fQr the temporary settled areas (the
zllJllindari settlement is out of practical politics), 8eem~ 
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to be first, that the basis and the pitch of assessment 
must be definite: second, that it should be as simple 
and cheap as possible; third, that it should ease the
burden on the small cultivators and fourth, it should 
contain an element of progression in the Case of the· 
larger owners. Legislation on these lines, is long: 
overdue. 

THE PROPOSALS OF THE TAXATION COMMITTEE. 

After dismissing some of the schemes such as the
redemption of the revenue by the ryot or the buying over -
·of the zamindars, a substitution of an export tax and, 
the imposition of a tax on this rental value of land, the-
Committee make the following proposals about making: 
radical changes in the present system. 

Assessment. The recent tendency in all land 
legislation has been to make the annual value the basis -
of assessment. Annual value can b~ ascertained by
record of leases and sales as is done in Bombay. The
future land revenue must be 25% of this annual value, . 
which ma~ be defined as gross produce less cost of pro- -
duction including the value of labour expended by the· 
farmer and his family and the return for enterprise-in
other words, the competitive rent. But in the Punja.b· 
and the C.P. the customary rent may be reckoned as 
the annual value because rent is controlled more by
tena.ncy laws and custom than by competitor. The· 
Committee suggests an expert enquiry in each province -
to determine tbe annual value of lands. As regards the 
term of settlement, considerable economies can be made
if when prices rise, a small percentage increase is adopted 
on the existing valuations instead of going through the~ 
whole process of re-valuation. 
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The Poorer Cultivators. The entire exemption of 
-the small holder from land revenue would not benefit 
.him. Apart from the administrative and financial dUn

-culties involved in the proposal, fragmentation would 
.get Ii. further stirnulous a.nd it is likely that these hola.
;lngs may be sold away at the capitalized value of the 
remission of the revenue. In the end the position of the 

,poorer cultivator would be worse while their chances of 
.alternative employment would be diminisbed. Ir the 
~Joss of revenue is to be made up from industry, induJiltry 
will be retarded. The rea.l problem of the peasant is not 
~excessive assessment but it is his illiteracy, want of 
~nte.rprise,_unec-onomic Rocial customs, the laws of inheri. 

_ :<tance, the paucity of alternative employment and above 
all a backwa.rd system of rural economy. Hence land 

:As to be taxed for local purposes and the proceeds spent 
.mostly on.services such as education, public health etc. 
Mr. Shah pleads for the total exemption of the poor rrot 

,for which a good deal may be said in favour. 

The Large Holders. It bas been pointed out that 
,tbe absence of progession even in a limited forin- and the 
-exemption of agricultural incomes together with the 
-absence of the estate duties has made the Indian Land 
:·Revenue degressive. Progression bas been given up as 
· an unsound policy for land revenue in most European 
• countries. But the case for an agricultural income-tax 
-and death duties is stronger, and the Committee's COD

· clusion is that it is administratively feasible and practi
• cally worth while. 

In conclusion it must be admitted that the present 
-.system' is defective in all respects and needs a 
,thorough overhauling by any future national government 
.r-of India. 
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2. THE INCOME TAX. 

The first Income Tax Act was introduced in 1860 by' 
Wilson but was given up five years later and a new Act 
was passed in 1865 for the imposition of a flat rate of' 
live pies in the rupee. In 1916 progression was intro~
duced and the present system is based on the Act of 1922. 
The law is modern, the machinery is centralised and' 
many administrative improvements have been made., 
At present the greatest need is more for the improvement.. 
of the administration than for any change in. the prin
ciples. 

The Balil of Allealment. In most European coun
tries the gross income is not the basis of a!:sessment.. 
because a certain sum is deducted if it is work-income-
besides giving abatements for children and dependents~, 
It is this taxable income which is the basis of assess-
ment. But in India no abatements are granted, no diff-" 
erentiation is made and the whole of a man's gross income
above the exemption limit of Rs 2000 is the basis or 
assessment. While it is urged that abatements and 
differentiation are necessary, it is also pointed out that
the exemption limit is too high. The problem needs a. 
detailed analysis. 

Exemption :-The present limit of Rs. 2000 should' 
be looked at not merely from the view of t.he relation. to' 
the cost of living. For, obviously, it is certainly· high ;~ 
but the fact remains, says Mr. Shah. that the rich do nof;. 
bear a proportionate burden of taxation as compared" 
with the agricultural classes. But it is to beadmitted~ 
that the recent tariff changes have made the burden 
on the middle class a little heavy and the absence of ' 
abatements in face of early marriages and the large, 
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dependants is an additional reason against tile 
lowering of the exemption limit. A third reason 
urged by the Committee is that tbe largest num
'ber of assessees, nearly 70%, is in the lowest class 
of incomes 'while their total contribution is less 
than 10%. Therefore it will be very little gain if the 
trouble and the expenses involved in the assessment 
and collection is taken account of. Historically we have 
found it necessary ,to raise the limit from Rs. 500 to 
Rs. 1000 and then to its present level of Rs. 2000. There 
is no clear case for the lowering of the limit. 

Abatements :-If abatements are granted, adminis
trative difficulties are bound to crop up in abundance. 
-In England the registers of births and deaths and marri
ages are accurately kept. while in India they are Dot 
universal and much less reliable. 1t will be difficult to 
prevent frauds. Again, marriages are practically univer
,sal and no large cla.ss of bachelQrs will be contributing 
as in England. Under these circumstances the claim 
for abatements is very small. 

Differentiat~on :-The application of the concep
tion of property incomes and work incomes to Indian 
conditions at the pres~nt time is less warranted than it 
sounds in theory. There is no large' r,lass of retired 
'persons depending on investments as borne out by 
income-tax figures. Receipts under tbis head amount 
only to 5%. In fact, one class of investment ineomes is
exempted. namely, agricultural incomes. Since land pays 
hea vy tax already, it would be unfair to bring it once 
again under a general scbeme of income tax. Hence the 

-llresent basis of assessment with the exemption limit at 
: Ri;. 2000 w,itbout abatements ani differentiations is 
,-recommended ,to be main~ained._ 
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Graduation of Progression :-One of the defects in 
'<the present system is that the tax almost equals and in 
~ few cases exceeds the difference on incomes just in 
-excess of the incomes in the lower limit. A mere addi. 
tion of a few Rupees to Rs. 2000 makes a man pay a heavy 
:income-tllx of about Rs. 50. Thus a tax payer with a 
lower income is much better off than one with a higher 
income. Some relief is given to snch case in section 
17 of the Act of 1922, but it is inadequate. The Com

.mittee, however do not propose to make further changes 
!'because they are not administratively feasible. 

Tax on Companies :-The super-tax now levied at 
-one anna on incomes over Rs. 50000 and ranging to six 
·-annas over 5~ lakhs, imposes heavy burdens on the 
·companies in particular. But the Committee argues that 
-the term super-tax is a misnomer and should be dropped 
'in favour of the term 'the corporation profits tax.' The 
.advantages enjoyed by companies regarding limited 
liability and transference of shares together with the 
. fact that such a tax will be amortised are sufficient 
'reasons for taxing compll.nies. Mr. Shah remarks that 
-this interpretation is" a thin end of the wedge for the 
introduction into India of the American Trust Tax 
which may not at all benefit the economic recovery and 

-the growth of this country." In the light of this crlti
.cism the recommendation of the Committee to fix l\ lower 
liiliit for taxing companies must; be regarded as unsatis

'factory and harmful. In the case of frauds and evasions 
llractised by companies the Committee propose rigorous 
methods of control to prevent them • 

• 
Double TuatioD :-In India there a~e many eases 

-of doubletaxaLion owing to the peculiar political and 
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economic relationships of India with Great Britain. 
The British have many business c(\nnections in India 
and th~ relations between the Government of India and 
the Native States are ,also sources of cases of double 
taxati~n. Arrangements are. made between Greafl 
Britain and the Native States for refunds and release bull 
in the following cases the settlements are found to be. 
unsatisfactory. They are: 

1. Incomes of residents arising abroad. 

2. .Incomes of non-residents. 

,3. Pensjons and leave-salaries. 

4. Interest on sterling debt. 

According to the present Act, incomes arising ahroacl 
but not received in India are exempt from assessment 
while in England such incomes also are tared. More
over, in India, profits of business even if received in India. 
within a period of not more than three years are exempt. 
from taxation. Thus large classes of British business
men resident in India are let off but the Committee· 
think that the loss under this source is not very great. 
and do not propose to make changes owing to adminis
trative difficulties. For similar reasons the Committee
do not propose to tax: leave-salaries aDd pensions drawn. 
from Indian revenues . ~y retired officials residing in. 
India. Interest on sterling debt is to be exempted for: 
the reason that it was not specifically stipulated at the. 
time of contract that interest will also be taxed. Tha 
nu merous buying and selling agents are also exempted .. 
besides the profits of the shipping &oncerns. Prof. Shah 
contends that this is,& serious defect :and estimates that. 
~is ~ou.l'ce ~ay yield,about:> crons of .rupees. This iSl 



DIRECT TAXES 

a just source of taxation which could :relieve the Indian 
tax-payer a good, deal. 

Agricultural Income-tax:~Ongrounds of equity 
there is no case for exempting agricultural incomes. 
The eKistence of a land revenue, however high,isn() 
reason why income from land should not be taxed 
while investments in industry o.r securities are taxed. 
The poorer cultivators would certainly·be ex~mpted and 
only those who pay a land tax of rupees 500 and more
are likely to be assessed under this head according to 
the presen~ scheme of Rs. 2000 limit, for general incolIJe
tax. The number of such assessees is estimated to be
not more than 4000 in Ma.dras and the Punjab. So n() 
peculiar hardship is imposed on the agrkuItural class. 
The argument applies with added force in permanently 
settled areas. It is ~stima.ted that 75% of the rentals 
areabsorb~d by the Bengal land-lords: their tenure
holders and sub-tenure holders, amounting to about 1() 
c1-ores of rupees. Mr. Sha.h estimates that if the prin
ciple ofl'yotwari settlement be extended to the land~ 
lords in Bengal, Oudh,Behar and Orissa, nearly 9 crores 
of rupees can be obta.ined for the Public ,Treasury." 

HistoricallY,too, there is case for the imposition of 
taxes on agricultural incomes. In 1860 these incomes 
were assessed for income tax but were replaced by a 
license tax in the shape of a cess in 1865. Since that 
levy has been given up agricultural income ought.to be 
brought under the sway of the regular income 'tax 
scheme. 

It is the yield which is difficult to calculate a~d 
makes the Committee diffident. Madras is estimated 
to give 4lakhs and the Punjab only 61akhs. In·Bengal 

• Mr. Layton estimates the yield at 5 crores. 
R-IO 
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it is likely to be insignificant since the sub-tenure 
holders and the co-zamindars who share with the zamin
dats have individual incomes of not more than .. a. few 
rupees a year." If this estimate of the Committee is 
correct, Mr. Shah's estimate which· puts the yield at 
Rs. 9 crores for. Bengal and 12 crores for. the whole of 
India. must be an exaggeration. 

Lastly, administrative difficulties are many and 
varied. There is much less need to point out the great . 
apprehensions that the·tax w\luld raise among the rural 
population and the opposition of the zamindats. 

3. PROBATE AND DEATH DUTIES 

Duties on inheritance are a source of large revenue 
in most countries and their introduction into India has 
been many times considered~ but shelved owing to the 
opposition it will· raise. from the ·landholding cla.sses. 
The case for such taxes at the present is stronger than 
before owing to the diminution of. land revenue gradual
ly and the increase of revenue contributed by other 
classeS. Administrative difficulties such as the valua .. 
tion of chattels, of investments and the traCing of the 
heirs in a joint familY, \lore not after all insuperable. 
A mere estate duty on the lines of the English system ,is 
.easily practicable. Since the Europeans, Eurasians, the 
Armenians and the Jews are paying it in the fOTm of 
probate duties, its extension is desirable to all commu
nities both on grounds of equity and jn the interest of 
law reform. 

At present there are three classes of .duties 
levied-\>robateduties 'ror the official recognition of the 
will of a persondyiog intestate; duties for the gra.nt of 
Letters of Administration in th~ case of a person dying 
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'intestate and duties on succession certificates required 
-for several purposes. All those duties having a bearing 
-on inheritances are collected by the courts in the shape 
of court fees. They are not equitable in two ways. 
Only a certain -class, of people such as Europeans, is 
required by the law to pay these duties. Secondly, the 
'large and small estates are treated alike by a duty of 2% 
on the value without exempting the smallest estate or 
-security. 

The advantages of extending the principle to all 
.communities is manifest. Legal frauds in respect of 
adoption, partition and reversion would be curtailed by 
,the universal adoption of "representation." Where 
property is to be sold or bought, by the recognition of a 
.duly appointed legal representative, sellers and buyers 
would be safe-guarded and the value of property also 
will be enhanced. The Civil Justice Committee has 
recommended the priqciple compulsorily in the case of 
wills for all classes. 

In order to facilitate the. administration the 
-Committee proposes to exempt estates yielding annually 
below Rs. 5000, lest it should impose a burden on a 
multitude of poor and ignorant people. The duties are
also to be graduated, making adequate al]owances 
for encumbrances on the property. To achieve unifor
mity legislation is recommended to be centralised in the 
Government of India while the proceeds would go to the 
provinces. The large yield from this source is likely to 

.confer immeasurable benefit for nation-building depart· 
ments. 
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retention of the tax for revenue purposes is an obstacle
to tobl prohibition. / Certainly this is a powerful and! 
practical argument, but the way to total prohibition is· 
very difficult at least in many countries. Unfortunately 
there does not seem to be much progress, for with every 
increase in duty, consumption increases. and revenues· 
swell! " . " 

Revenue Exciaes: If the purpose of excise is solely 
revenue, the following principles should be adopted. 
(I} The commodities excised should be manufactured' 
on a largescale in a few centres so as to make adminis
tration easy and cheap. (2) The commodities should be
few and of wide consumption. For this reason mostly 
necessaries" and conventional necessaries are excised .. 
Matches and sugar are the outstanding example: If the' 
same are monopolised by the State. substitutes should' 
also be taxed. Taxation of luxury commodities is 
attractiye but very unproductive. (3) No notional 
i~rJ,u,stru (wh~se products are not necessaries), should b& 
taxed. The cotton excise duty of India (repealed in, 
1927, is the worst excise ever introduced. So also, no raw 
materials of manufacture should be taxed. For rn: both 
cases tbe prices of the manufactured goods would riSEt 
more than in proportion to tha tax;' The demand is 
elastiri. "The manufacturer loses interest on the tal: 
paid. The effect of itall will be cumula.tive. (4) I( the 
excised article carries a protecUve duty~ the duty on 
imports of such commodities and their substitute shoulct 
be taxed at a. higher rate to compensate for the incon
venienceof "the excise" duty on "home manufactures, 
(e.g. If match is excised at 1-8-0 per gross, foreign 
matches should \>e taxed, say, at Rs. 2.) (5) An excepUon 
to rule 3 is that a moderate excise duty can be levied on 
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home manufactures intended mainly. for e:x;port,other 
things :being equal. The ma,nufacturer can shift.a part 
or the whole of the tax to the' buyer or increase the price 
in the home market. Such caSeS are rare. T\le usual 
method in such cases is to levy export duties and. not 
ex~ise duties. 

2. IMPORT DUTIES. 

Customs-so called because they were "customary 
payments" from time ir::tmemorial-were earlier in origin 
than exciSE/So Needy monarchs at, times levied" special 
customs" as well. The mercantalist age saw customs 
at their zenith. But with the era of free trade most of 
these were swept away"but still some states have erected 
tariffs either for the purpose ,of revenue or for protection. 
It is convenient to study customs under import and 
export duties, treating the revenue and protective aspects 
separately in each case. . 

Revenue Duties :-Unfortunately the r~venue raised 
comes from the citizens and not the foreigner, except 
inveryrare cases. The ·duties must not only be low It 
but should also be levied on necessaries or commodities 
of wide consumption •. Thus in Great B.ritain 90 % is 
collecte~ from .four articles, tobacco. sugar, tea and 
spirits. As a rule raw materials should be exempt for 
,I dear yarn is b~d for weavers; dear corn bad for ~illing; 
d"ar iron bad for steam navigation and a nost of. other 
industries ", Luxuries will not produce much revenue. 
unless the demand is persistent (motor cars in India). 

* TheoretioaUy there oan be no suoh thing as .. atariif for reven ue 
only"; for any duty (with oertain exoepti~ns) will inorease the prioe. 
diminish imports. The phrase means 1ihat the duties are so arranged 
to yield revenue with the leaat possible reaotions. 
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Proteetive' Duties :-There aTe many justifia.ble 
eases ofproteotion. (a) In the case of infant industrie. 
(b) for safeguarding against competitive foreign ind ustries 
(c) for political reasons: (Defense is better than opulence) 
(d) Dumping is to be prevented by protection. (e) To 
give temporary relief to depressed industries. (f) As a 
retaliatory measure. But in other cases protection is 
undesirable. Hence the advocll.cy of a policy of • Dis
eriminate protection.'''' A general tariff with an all
round protection is decidely an evil. As Sidgwick said 
long ago~ '~The gain protection might bring in part i
eular cases is always likely to be more than counter
balanced by the general bad effects". Protective duties 
are easy to impose but hard to remove. General theo
risation even hi this respect is vitiated by certain other 
factors as will be shown in the caSe of Indian import 
duties. 

The following general principles may be laid down 
with regard to protective duties: (1) They should be 
effective! that is to say protection must be adequate to 
give decisive advantages to the home manufacturer. 
(2) When the foreigner dump~ hj!'! goods in the protected 
eountty either by unfair price cutting,or as a result of 
home-fed bountieS', ~or because he has to keep going his 
~xpensiveplant; ,the protective duties should be very 
high so as: to deprive thef"reigner of aU advantages. 
These are called anti-dumping duties. (3) As far as 
possible protective duties on. foreign imports should 

·,For. the sake of Industrial development. the IDdiau Fiscal 
Commi~sion have laid down the following four condition. for pro~c
:tion: (1) that the indUstry possesses natural advantage •• (2) that it 
eannot be developed without protection. (3) that it will eventuallJ 
':face world competition. (4) that key industriel should be protectecl-
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.always be accompanied by bounties to the home manu
facturer. 

Protection and Revenue :-When we restrict foreign 
imports with a view to encourage home-manufactures, 
;it 'is obvious that we cannot raise revenue as welL 
Adam Smith expressed this platitude as follows: " Taxes 
proposed with a view to prevent importation are destruc
,tive of r~venue." A high revenue tariff which amounts 
,to protection may still bring revenue to the treasury, if 
the home manufacture is absent or ineffective in com
peting with the imports or not adequate to meet all the 

.demands of the consumers. A protective tariff will also 
,bring revenue, if the manufactures of the home country 
.are adequately excised. 

3. EXPORT DUTIES. 

In earlier times, when communica.tions were imper
·fect most countries could enjoy a monopoly for their pro
.ducts. Export duties were therefore very popular. since 
·theywould yield large revenues. But at the present 
time the situation is different. World competition is 
,intense; jf Russia imposes duties on her exported wheat 
·Great Britain will go in for the American or Indian 
wheat. Further, science has advanced to such an extent 
that a. threatened stinting of supplies by export duties 
is likely to be ovel'co"\e by inventions of substitutes. 
'The German synthetic dyes is a good example. Hence 
export duties al'e· unpopular now, because their inci

.dence is on the taxingcountl'Y. They al'e also unpro
cuctive because of the resort to substitutes. Still there 
Are certain specific cases, where export duties can 
• .succeed. 
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.Reven\te· Export Duties: As ,lir.: Culbertson'" 
points out, backward countries but with agricultl1ra~ 
monopolies of raw materia.ls can derive large revenues
from these duties. They are easy to coliect,and may be' 
justified as a substitute for land or income tax. But 
foreign demand and foreign supplies should ,be closely 
watched and the rates manipulated accordingly. One 
of the ways of assisting the industry that contributes 
these taxes would be to spend the proceeds on those' 
!ndustries. Smilarlyother things being equal a country 
can tliX its foreign manufactured exports, if the elasticity 
of demand for them is little. 

Restrictive Export Duties. Under certain condi
tions, export duties may be levied for checking the' 
export of desirable raw materials for home use: (bone 
meals, oil cakes etc. in India; wood pulp in Canada etc)r 
The result may be beneficial if the foreigner is obliged to
buy the finished or semi-finished products. If on the
other hand, the taxes will·have the effect of diminishin~ 
production, prevent improvements in quality, and cause 
lower rents- fot agricultural land, the restrictive element· 
disappears. Such duties are regressive. There is a case 
for discrimination in export duties as well as in 
import duties. Restrictive export duties should atleast 
have the effect of ma.king the foreigner establish indus ... 
tries in' the taxing country. pometimes preferential. 
export duties are levied for tne purpose of diverting. 
trade to the mother country; a rebate was given in the 
case of export of hides from India to Great Britain and. 
ihe Dominions. 

• International Economic Policies. (P. 315). 
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Ezport Bounties.. As a rule bounty for ex port is as
b"d as buying off an enemy. It benefits the few at th,,· 
cost of many; favours particular interests and monopolies-
and finally would prove ineffective if the importing. 
country imposes • anti-dumping duties". Dr. Pierson. 
desribes it as a .. gift.to the foreigner". 

4. THE FORM OF A TARIFF. 

A tariff is a schedule of rates of customs duties' 
Probably there is no other problem so difficult as the 
making and administration of a tariff in practical 
finance. Economists distinguish between four kinds or 
tariffs: (l) The Single Tariff which is meant merely for
revenue. (2) The conventional tariff is one which isc 

still for revenue, but with provisions of preferential 
tariffs in favour of some one, or more countries. The:
first is not in existence, bul examples of the second ar9-
to be found almost in any country-Canada, Australia
etc. (3) The Maximum and Minimum tariff is one
which contains" a number of rates fixed by treaty with, 
foreign countries ... determined from the outset by the
Legislature" 1. The manipulation of the rates according
to the requirements of industry and trade within the' 
maximum and the minimum limits set by the legisla-
tures is the work of the executive. (4) The last is the 
Multiple Tariff, a mixture of revenue, preferential an~ 
protective features. The best example is the Indian· 
tariff. . • 

As regards the rates as distinct from the form of a-:. 
tariff. there are three methods. (1) The ad valorem is & 

proportional rate expressed as a percentage ofthe value
of the commodities. (2) The speCific rate is a find duty-

L Higgins. Tariff5 d W"rk. P. 16. 
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.on a prescribed unit of number. volume. weight or 
measure. (3) The compound duty, otherwise known also 

__ as conventional rate or Tariff valuations is a combina
,tion. of ad valorem and specific. 

Theoretically, an ad valorem duty has many advan
tages. (1). It is more equitable, because highly priced 

.articles pay a ~eavier duty and consequently the poor 
• bear a lesser burden. (2) Revenue will increase with the 
';increase in prices; but there is also the disadvantage of 
_.a fall in the reyenue when general prices fall. But it is 
.edraordinarily difficult to administer. The valuation is 
_ .done usually on the basis of the invoices of imported 
. goods or the actual market value of the goods at the time 
of exportation supplemented by the importers declara
tion as to the accuracy of the figures. But several 
frauds are committed. Agents or clerks give false 

. declarations or produce forged documents. The expert 
.officials of the Customs Depar'ment of course assess the 
value but it is extraordinarily difficult to do so in several 

.eases. InNew York the appraisers number 500. .. The 
appraiser's store i& the centre of the whole system of 

.ad valorem duties."3The only other safeguard is the' 
right to pre-empt. 

Specific duties p.resimple to administer. Bu& it is 
,-thecoarser goods which are bulkier or weigh more that 
-pay heavier duties,. and hence the incidences are 
unequal. Secondly, it requires a more elaborate and 

.detailed classification of all the imports into certain 
well-defined schedules. But we can do away with the 

.costly appraising machinery and the fan in prices will 
Inot affect revenue. 

3. Higgins. Tariffs a\ Work. 
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Tariff valuation is probably the best compromise .. 
"It is equivalent to a system of specific duties adjusted 
from time to time to meet changes in prices, the basis 
being a uniform ad valorem rate"!; Further it is less· 
complex to administer, and also less costly. The import-
er also knows the amount of duty exactly and can 
adjust his prices accordingly. .In the case of a multiple 
tariff with a large number of revenue dutied commodi
ties or with protective duties it is more efficient and 
economical to have specific duties and tariff valuations.-

EXERCISES. 

(l) Illustrate the general principles of excise' 
revenue from the Indian excise system. 

(2) Discuss the case for reimposing cotton excise' 
duties. 

(3) Point out any new sources of excise revenue for
the Provincial governments. 

(4) Discuss the salt monopoly of the government of . 
India. 

(5) By what practical measures can you introduce
proaibition in your province? 

(6) Determine the incidences of India~ import and 
export duties. 

(7) What changes do you propose in the present 
customs tariff? 

(8) How far do you agree with the pol~cy of 
II discriminate protection" for the industrialisation of' 
India 'I 

(9) Discuss the pros and cons of imperial preference •. 

4. Shirras. Public Finance, P. 335. 



REVENU,E EXCISE DUTIES IN INDIA 

~Excise duties are ordinarily livied on locai produc. 
diion. either fQr revenue or for cbecking the consumption 
,of undesirable articles. Illevied for revenue tbey sbould 
'be confined to industries which are concentrated in 
/'large factories or whose production is limited in & small 
l1rea, so 8S to make its admini&tration easy. Such taxes 
should not also be heavy lest the poor are burdened. If 
-the industry requires protection it may carry an excise 
..duty for revenue purposes if the import duty on the 
-competing foreign articles is suffiCiently high. These 
.three ~re the general principles of an excise tariff. Salt 
.. and petroleum are the two excised commodities now. 

1. SALT 

, -. Sources. -There are three sources of supply: -the 
North Indian source, the Maritime source of Bombar. 

'Sindand- Madras and the foreign imports. The relative 
percentages are twenty. fifty and thirty respectively. 
In' north ·~ndia.the production of salt is in the Salt 
Range, the Kobat and tbe Khewara mines. in the Punjab 
.:a.ndRajputana lake. 'I'he government controls tbe 
whole manufacture of this source and the working has 

'"been satisfactory. The department has a reputation for 
--lCheapness And efficiency. In Madras and Bombay the 
system is very complicated. Foreign salt is consumed 
.very largely in Bengal, Behar,Assam, and Burma. ' The 
foreign salt has a fine white grain and is cheap. A large 

.,cooSYn;:J.pti<Hl.!>J imported ,salt. is to be regarded with 
::some apprehension since dependence on it relults in & 
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4&nger of supplies such as occured during the war. 
The Madras manufacturel'S are to be encouraged in order 
to provide employment for the agriculturists during the 
ho~-season. Government pioneering, giving (ree licenses 
and leases, concession in transport, etc, would help the 
industry a great deal. 

The Rates. 
1878. Rates were standardised at Rs. 2-8-0 per 

maund, 
1903. Reduced to Rs. 2., owing to Gokhale's 

agitat!oD. 
1907. Lord Curzon reduced it to Re 1-0-0. 
1918. Raised to Rs. 1-4·0 
1923. Raised to Rs. 2-8-0, to balance the budget. 
1925. Reduced to Rs. 1-4-0, th~ present rate. 

Criticism of the Salt Tax. The salt tax is a legacy 
from the past inherited from the Native rulers. The Duke 
~f Argyle regarded it as a "legitimate and important 
source of public Revenue" since that alone would make 
tbe masses pay taxes. Theoretically, tbere is nothing ob
jectionable to the salt tax. The abolition of the transit 
duty and tbe gradual cheapening of the com"modity from 
about R.q. 5/. to Rs, 2/ .. offer an effective set off to the 
imposition of an excise duty. It is also very productive 
and unless a suitable alternative is provided tbereis no 
~ase for its abolition. 

But the objections are too well known. Falling on 
an absolute necessary of life for millions of people whose 
average. incomes .a1'8a8 low as three annas a day, the 
restricted consumption cannot but have undesirable 
effects on tbe health and the physique of the people. Sir 
..Tobn Strachy said, .. hUDdred million people and eattle 
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, failed to; obtain a fuU supply of salt." In 1882 Major 
Baring calculated that where sa.lt was cbeap consumptioDl 
pet head was greater twelve pounds in Madra. as against. 
six in U. P. where salt was dear. In 1921 Madras had 
an average consumption of 18 pounds while the Punjab
and the U. P., had only ten pounds. 

The Taxation Committee. quoting Dr. Ratton, ex
plains tbis difference to the difference in the dietary of thtt 
North Indians. The effects of variation in the rates or 
duty, tbey also point out, have not been very consi
derable. 

Salt is also required for various agricultural and' 
indul!trial pU1"pose~. Unless 'it is issued duty free for 
these purposes some burden it! thrown upon industriesr 
To meettbis objection the Committee propose the exten
sion of giving salt duty-free for textile industries andl 
agricultu're ina1l provinces. 

The claim of the salt tax cannot be decided merelY. 
upon considerations of equity or its revenue. Sa.lt', 
revenue is about 2~% of the total revenues of India, 
With the burden of recent unproductive debts and thtt 
necessity of increased expenditure on several items it
is not advisable to reduce the rates from its present 
level. Another weighty reason urged by the Committee
is that of Sir Josiah Stamp, who observes" I should' 
ask i( the tax is abolished or altered, in what probable
respect well-being would be improved? If inconsiderable, 
I should continue the burden." -The case of the salt tax 
is similar and the present duty of Rs.1-4-o., imposes a 
burden of tbree annas per head per annum, which. is
:perhaps no grea't hardship even for the poorest. On the. 
other hand, as Dr. Paranjpye points out, an appreciabl .. 
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reduction. say. to eight annas, wotild benefit the masses 
of people by increasiqg the consumption without decreas~ 
ing .the revenue. An additional reason for its reduction 
is that it is a. legitimate and convenient source for 
increased taxation in times of emergency. The normal 
rate should therefore, be kept very low. 

2. NEW PROPOSALS OF THE COMMITTEE. 

New excise duties are suggested for three reasons:
for restricting consumption, 'for preventing 'a loss of 
customs rev·mue and for the purpose of creating new 
sources of revenue. It is only the last that will be. exa
mined here. Of the many articles suggested for excise 
such as, candles. tea and coffee, aerated waters, coal, 
patent medicines, betel and tobacco, the Committee 
propose taxing only three commodities. Tea and coffee 
are already paying excise. Coal is a raw material which 
cannot at present bear the tax. Bottle is an old proposal 
but administrative difficulties are too many. Therefore 
'aerated water, pate'bt medicines, l1hdtobacco are 
proposed to be taxed. 

Aerated Waters. Excise duties on aerated waters 
are levied in England and other European countries and 
recently in 'Japan. 'The mode of levying it is through a 
stamp pasted oyerthe mouth of the' bottle. A simple 
plan in India would'be bya tax on cylinders of carbonic 
acid gas issued for this purpose. It would larga1y fall 
on the rich and; the middle class people and it is not 
objectionable. It may yield also a large revenue. 

Patent medicines. They are convenient sources 
of revenue, partly for reasons of 're&ulation and partly 
beca.use they are consumed by the rich. They are taxed 
in almost all countries by means of a stamp fee. Its 

R-ll 
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imposition in India is, t4erefore, desirable. .It would 
not, seriously interfere with the practice of the Vaida 
and Hakims since only advertised medicines would 
fall within the scope of the tax. The tax then should 
be accompa.nied by a corresponding import duty on 
foreign medicines to the extent of fifty per cent. A tax 
of fourannas in the rupee is proposed as excise on 
Indian patent medicines. 

Tobacco. India is the only country which does not 
tax tobacco, arid aU previous attempts to tax it were 
abandoned owing to administrative difficulties. Recent 
developnients have, however, been favourable for a 
policy of excising for revenue purposes. As a conventional 
iuxury, it' can bear a fair rate of taxation. Many large
scale factories are now manufacturing cigars, cigarettes 
and smoking, tobacco, on European lines. There are 
also organised small factories. employing hand labour. 
It is only wherebeedies. and <:heaper varieties are made 
as cottage iI)dustry, that the manufacture is unorganised. 
The reason for this great development is the existence of 
a high· import duty of nearly one hundred per cent on 
foreign cigarettes.TJiis is an additional reason, 
therefore, for levying excise duties in order to maintain 
the high yield of the import revenue. 

Government monopoly of tobacco would be too vast 
an undertaking. The levying of an acreage fee on clll
tivationwUl also be difficult. A system of licensing for 
vendors should be adopted in local areas. It is easy to 
tax tobacco manufactured in factories. 'The yield is 
likely to be very great even at a moderate duty. In the 
ci~y of Bombay al9ne' through a town-duty of as. 7~ a. 
ina,und, ne.arl1 five lakhs are. obtained. In Patiala the 
tax works at the rate of two annas per head, in French 
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1Indiaat si.x: annas while in Travancore it is as high as 
,eight annas. If British India. adopts a regular excise 
;and license system of even one anna per head of the 
,population it would give a revenue of 154 laks. 

RESTRICTIVE EXCISE. 

Excise policy. "Although the Indian peoples are 
,among the sober in the world and the system of excise 
1!1nder which they live is one of the most restrictive in 
·existence, the revenue from excise on liquors and drugs 
has for more than .ha.lf a. centry contributed from six 

,to thirteen percent of the total taxed revenue of the 
country," In these words of the Committee, we have a. 
-stupendous problem at once tempting the temperance 
·reformer and ,ba.filing the finance minister. The policy 
· of the Government of India for the same reason, has been 
.Qne of drift and experimen~. In .the early days, financiai 
necessity made them increase the pumber of shops, locat

-ing them at high places and encouraging consumption 
'by all men 1 Owing to many agHations reforms were 
'lntroduced abolishing the" Outstill system" and placing 
higher duties. The policy of the government was laid 

,down in a resolution of 1905 which aims at minimising 
temptations, ·discouraging excess and subordinating the 

'revenue motive. Many attempts have been made to 
-reduce the number of shops, of hours of sale and to 
· enforce severe penalties on i1licit traffic and consumption. 
As a result the revenue is steadily grQwing! The 

· government attribute tbis to the desire of the people to 
'imitate the westerners and to tbe improvement in the 
"economio condition of the masses and to· the growth of 
an industrial and tow~-la.bouring classes, The improv~ 
.ed methods of administration are also responsi~le for 
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the increased revenue. The critics-of· th .. goNrnmenfi' 
view it with alarm and take it alt an' evidence of the
increased intemperance with ali its attendant evils. But
the government till the reforms of 1920·regarded prohibi ... 
tion "outside their duty." . 

Since the provincialisation of the excise greater 
agitation for prohibition is carried on by mean8 of' 
deputation, boycott of liquor shops. resolutions in the 
Councils etc. The Bombay Councilha8 resolved to· 
attain complete prohibition in 2() years. Bengal has 

. prohibited the sale of drinks to young children. Excise
Advisory Committees have been appointed in Madras 
besides prohibition of the Todas and the Badagas. The 
practice of l-lcal option has also been introduced. 

The crux of the whole problem remains unsolved. 
In most provinces excise is a. major source of income .. 
contributing nea.rly 25% of the revenues. In some 
provinces it is 80S high as 40%. It is impo&sible to think of 
prohibition from the point of vie .. of financial autonomy 
for the provinces with the ever-increasing necessity or 
expenditures on nation.building department". The coste 
.of the preventive staff which would be like a standing
army would be about -2 to 5 crores in each province. The 
problem of making arrangements with the Indian statelf 
is another great difficulty. Prohibition cannot be
realised When there are numerOU8 ways of home manu..
facture and numerous substitutes such as cocaine. The 
8uggestion of Mr. Shah to completely monopolise intoxi .. 
cants of every ki~d and thereby raise the price rapidly, 
progressively and consistently, lIeems too good to be 
practicable. His other suggestion to make the excise
l'evenue the 0011' source of provincial contribution by 
-which he clajmil that it will be killing two birds- with> 
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.one stone, has ,the merit of novelty but has come rather 
:too late! Fbrther. it is to be admitted that the present 
.rates have over-stepped the limits of the consumers' 
.patience and the readiness to obey the law. We do not 
eSee the prospect of prohibition until general education 
and Local Self-goverment have advanced sufficiently 
high to grapple with the evil completely and provide 
.alternative sources of revenue. 

Administration and Rates. The most important 
.of the drinks is the country spirit-a plain spirit dis
tilled from sugar or Mahwa. The other is foreign liquor 
,such as whisky. brandy. gin and rllm. The third variety 
is the" country fermEVlted liquors" such as toddy. rice 
beer. In the case of the first and the last, a system 
-of contraetor supply or managed supply is in force. 
'The contractor uses the government distillery and 
supplies a pure spirit at fixed strengths to which the 
government adds the duty at so much per gallon. 
In the case of toddy there is a tree tax and the 
shops are sold by public auction. In the case of foreign 
imported liquors there is the customs duty and its pro
ceeds are credite4 to the central· revenue. Locally 
·manufacturecl foreign liquors pay excise and vend fees 
which are credited to the provincial. revenue. This 
double system of customs being credited to .the central 
·government and the excise to the provincial government 
"has resulted in the imposition of divers rates in different 
~provinces. The Committee proposes to raise the duties 
.on home manufactured liquors to the level of the customs 
and credit the proceeds either to the cent"al government 
.or to the provincial government. 

Of drugs which are excised, Ganja is the commonest 
!kind; charas ·the strongest; opium is the juice of the 
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such as. confectionery, glass bangle!t, beads, gold thread,. 
gqld wire and leaf, silver plates, silks and woollens, fire
works, jeyvellery, clocks, watches, and musical instru
ments, sJDoker's requisites etc. pay an ad valorem duty 
of 30%. Motor cars, motor cycles and bicycles pay 20%. 
Belting· 20% j I yarn 5%; printers ink 5%. All other 
commodities not specifically excepted or taxed otherwise 
~ay a general tax of 15%. 

Protective DUlies.-Asa result of the adoption of, 
the recommendations of the Tariff Board, iron and steel 
have heen given protection. Coal tub, tipping wagons 
and the like designed for useon light rail tracks made 
mainly of iron or steel (of British manufacture) pay 
Rs. 21 per ton Or 17% ad valorem whichever is higher. 
If nototBritish manufacture. they pay IRs. 21+15 per 
ton. Similarly for iron manufactures of certain kinds. 
Till 1930, cotton goods we~e paying only 11% ad valorem 
but noyv it ha.s been ra.ised to 15% with preferential 
dutie's against Japanese manufactures. 

Export Duties.-Theuport tariff is mainly on jute 
and rice. Ra.w jute cuttin~s pa.y a specific duty of 
Rs. 1-4-0. per bale of 400 lbs; others pay Rs. :4-8-0. 
Manufactu~ed ju.te (bags. twist yarns) pays at the rate 
of Rs. 20. per ton of 22£0 lbs. Other manufactures of jute 
pay Rs. 32. Iq addition to these heavy duties a cess is 
levied and its proceeds. are devoted for th~ ilneourage
ment of jute. Hides and skins pay 5% ad valorem. Rice 
pays at the rate of 3 annas per maund. A cess of 6 annas 
per lbs. of tea, of 4 annas per bale of 400 lbs. and of , 
annas'per maund of lac are !llso col~ected and 'he funds 
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.-are devoted for the purposes of assisting the industries 

. either b)" research or advertisement. 

2. THE EFFECTS OF THE HIGH REVENUE TARIFF 

Sever.~l important problems have arisen as a result 
· of the high tariff. Revenue has increased enormously 
because India largely depends upon foreign manufactures 
and must pay for them even though the tariff is high . 

. Secondly, man)" industries have risen behind the tariff 
wall and &re enjoying an indirect protection. Although 

· this is welcome, it is to be regarded with some appre
hension if they are likely to offer opposition to the 
lowering of the tariff on purely revenue consideration. 
Thirdly, many administrative difficulties in appraising 
and the checking of smuggHng have arisen. The effects 
on trade are not easy to determine in the face of the un-

· settled conditions of the international market, but it can
not; be overlooked that the import trade has declined to 
some extent. It is difficult to see whether export also 
has diminished to that extent. And last but not 
least, there bas been the shifting of the incidences of 

· hxation. All these· effects can be illustrated from the 
· following cases •.. 

Revenue has steadily increased in the total and 
that shows that there has been no appreciable reduction 
in the volume of imports although individual items may 
have declined. What inference cau be drawn frorp this 
state of our trade? (The bulk of the imports are manll-

· factured goods which contribute 60 % of our customs 
revenue). 

Many industries have arisen and are enjoying 
1>rotection behind the tariff. In certain cases it is good 
-to encourage the growth of industries, especially when 
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there are natural advantages by means of a higb> 
revenue tariff. Such an example is' sugar. Mr. Shah
suggested in 1921 that 80. crores of rupees :t>orrowec1 
at 5% and utilised for devslopingthis industry would 
benefit the country and the exchequer. . He sug
gested a doubling of the tax to cover the interest
charges on eighty crores while the income tax 00 sugar
manufacturers would bring in additional revenue: _ Sugar
now pays 25% duty and enjoys substantial protection at
home. Recently there has been a suggestion to raise
the di1~y still higher and to develop this national industry 
bysubstantia:t bounties. Another example of an industry 
req~iring encouragement by means of a high tariff is to
bl\cco.· Manufacture of cigarettes bas been developed lar·
gely'owing to the 100% duty on imports, and the absence of 
excise. The growth of new industries is always welcomed 
except by vested interests. A serious, case of the 
growth of vested interests is the Swedish Match Corpora
tion, a:nd very tecently the General Motors Corporation. 
Effective steps must be tak~n to prevent the exploitation" 
of Indian market by such foreignconcems behind a high
revenue tariff system. The Taxation Committee argue
that protected Indian interes·ts may offer opposition to' 
the lowering of the rate for revenue purposes. U nlels 
excise duties are also levied on Indian manufactures
revenue will decline and the consumers are obliged t()
pay high prices. On the whole we venture to think that. 
at the present sta.te of economic and political conditions-
no evils will result owing to this artificial pro'ection to
Indian industries. What we seriously apprehend is thlJ" 
growtn of "foreign vested interests ". 

The Taxation Committee point out that in the case
of certain imports the effect of the high tariff has beeIX' 
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to bring diminishing revenues but this is only with regard· 
to luxuries. The imports of gold and silver thread have
fallen greatly while encouragement has thus been given 
to the impor~ of imitation goods and the growth of home
manufactures. Much the same tendency is noticed in 
the import of ivory and electro-plate wares. Whether
the decline in tbe consumption of these luxuries is due to· 
the rates, tho'trade slump or other causes, is a question' 
which we cannot positively decide merely from diminish-
ed imports.· A curious Ulustration is that of the much 
criticised 30% duty on motor cars. The duty hasjustified~ 
itself as a producer of revenues; it i~ because India is a 
country where motor transport is just developing enor· 
mously. The Qommittee thinks that the tax on liquors
would bear a,n increase, since its consumption shows an:· 
increase in spite of duties. 

Lastly, we come to the consideration of incidences.
How far the foreigner pays the duties depends on the 
following conditions.!. If the goods iue produced with the-
aid of a. large fixed plan for a limited market which 
would be lost if the price is raised, the foreigner will, 
bear a part of the tax. Two good cases are the Lanca-
shire piece.goods. and the English motor cars. In the' 
latter case the severe American competition is an addi
tional factor. 2. If the foreigner has a large supply,to
be disposed of at any cost and sell them at nominalo{)rices
in the taxing country he bea.rs pa.rt of the tax. Most of
our cheap foreign goods are cases in point. 3. If similar
commodities are manufactured at home and the foreigner
also has to compete in the taxing country he will be
obliged to bear part of the' taxes: Soaps, candles, and 
cigarettes are illustrations. 4. If the foreigner is intent· 
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upon destroying or stifling an industry which is likely 
to compete with. his, he willingly bea.rs part of the tax 
.as in fih.e ca.se of. steel. Tb,e taxing country can counter
act this effect by ad~pting a. policy of gi ving bounties to 
home manufactures. 5. The speculator regula.rly pa.y' 
the tax when the commodities are massed in warehouse. 
on the border for importation on a. rise ~f prices and on 
being imported in large masses depresses the price-for 
instance, hides and skins in war time. In the case of 
,machinery,watches. railway stock and government stores 
it is India which has borne the tax because we ha.ve no 
,alterna.tive supplies. 

The Taxation Committee has disoussed the question 
-of the shifting :of the burden of taxation from 6ne class 
to another. The revenue from articles of general con
sumption by the population as a whole has increased by 
.300% since 1913, while the increase in the, case of arti
clesof luxuries has been only 250"'(' in spite of a very 
heavy ta.xatio,n of such commodities. These figures 
indicate that there ha.s been a certain amount 'of shifting· 
of burden from' the richer to the general population. 
This,is confirmed by the fact that ma.tches, sugar and 
'-oil are the largest .items of customs. It is the lower 
·ranks, of professional and the poor town population that 
have borne the burden. This analysis proves conclusively 

:that iUs,almost imposllible to tax the ,rich by means ,of 
indirect taxes •. :Raw materials of industry have shown 
an j,ncrease of 90% !l>nd this is due largely to increased 

'imports. Hence we cannot say that the industries have 
~suffered. The tariff policy and the rates need consider
;able revision in the light of these oonclusions. 
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3. PROTECTIVE TARIFF 

Sir John Stratchey observed in 1878 that" India by 
the extent and favourable condi'ions of her territory is -
capable of producing almost every article required for
the use of man." 'What is lacking is not so much capi
tal as was a decade ago but skilled labour, industrial 
education, organisation and leadership. The Fiscal
Commission has laid down that the tariff should be made 
use of for fostering industries. Protection has its own 
attendent evils such as increased prices, unprofitable
retaliations resulting in the 'wastage of world·s· 
resources, mis-direction of labour and capital, the growth -
of vested interes'ts and the opposition between the pro-
ducers and the consumers within the country. But scien- -
tific protection as a temporary experience is a modern 
policy. The Fiscal Commission has. therefore, advoca
ted a policy of "discriminate protection". It involves -
some sacrifice by bearing the increased taxatioQ. But 
as soon as the industry is placed on a sound footing, the -
duties are removed. 

The Fiscal Commission has laid down the following -
principles to be observed in the grant of protection to -
Indian industries. 1. That the industry possesses natural 
advantages. 2. That temporary protection is necessary 
to start that industry. 3. That it will eventually face 
world competition without protection. 4. That· such 
industries are essential for purposes of national defence -
and prosperity. 

The Tariff Board has recommended and the govern .. -
ment has given protection to the iron and steel industry 
of India by raising the general rate of duty oDimports to • 
20% and by giving bounties. Import has steadily deelined.~ -
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"'.British steel has been given preference recentlr. 
'Paper, cement and ma.tches have been given protection. 
-The claims of cotton. oil. coal, ship·building and salt have 
~been rejected. Film and, chemical industries are noW' 
,under considera.tion. TaItnin~ ,and leather indus. 
tries and vegetable; oils may be protected. Mr. Shah 

,thinks that an export duty of 10% on cotton and jute 
would result in an enormous development of these two 

,industries. The forest industri~s need development and 
prot~ction by import duties on timber, w!)od. rubber, 

,.gums, and resins. 

4. IMPERIAL PREFERENC;. 

The policy of a sympa.thetic and cooperative mani· 
-pulation of the tariff to make the empire a self-sufficient 
.economic unit and bring the tra.de rivals of England to 
heel was adumberated by Joseph Chamberlain in 1903. 
Ever since the question is being debated, and the 

"war ha.s given an added impetus to it. 
The India.n government made the first attempts at 

preference in 1919 by giving rebate of 10% to imports or 
''hides1and skins and dye-stuff from the Empire. British' 
.,steel was given preferentia.l treatment in 1927 but a. 
,claim .for similar trea.tment to British films has been 
rejected. 

It is to be 'noted tha.t preference is advocated so that 
England may obtain our raw prod11ce cheaper than other 
.count~ies could get from us and to supply us with their 
manufactures at the concession la.tes. This is exactJr 
what India does not want. A lar~e proportion of our 
.export consists of raw materials and even if we do not 
-develop our, own manufactures we should like to sell 
;them at a.dvantageous terms in the world market. Br 
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-giving rebates to the British buyers we stand to lose 
!flearly 60% of our export trade. Our imports are from 
Britain and even if we wish to make up the loss of 
-revenue owing to preference by levying high export 
.duties on foreign buyers we stand to lose. Scientific 
.discoveries may result in the loss of ~)Ur export market. 
The other Dominions where It:ldians are not given equal 

, treatment are not lik~ly to receive preferential tre;l.t
I ment from India. The Fiscal Commission favours 

'Preferential treatment under the fonowing conditions: 
The preference must be voluntary and may be given 

,in the case of electrical' goods, motor cars and machinery 
'which we do not propose to make now. 2. It must be 
,approved by the legislature. 3. It should not diminish 
the protection which Indian industries now enjoy. It 
,should not cause loss of revenue to the treasury. 5. 
The question must be investigated by the Tariff Board • 
.s. Regarding Dominions, the treatment must beJreci": 
procal. 



GBAPTER X 

SHIFTING AND INCIDENCES 
1. INTRODUCTORY 

"The problem aBbe shifting of taxes is primarily a queltion 01' 
price; henoe a part 'of the wider theory of value." -Seligman. 

Incidence is usually regarded as a hard nut to crack;. 
but the difficulty arises mostly on account of confusing 
many issues that should be kept separate. 

Shifting means simply the' throwing off' the tax 
and incidence the final point of rest. H"nce incidence 
is said to be a, problem of' who pays the tax ultimately.' 
It is important to remember that' we are concerned with 
only the money burden of the tax, and not the l1lterior 
• effects' that the tax produces. If the producer shift& 
the tax to the consumer the process is said to be' 'for.· 
ward'; and if the consumers shift it to the producer it is 
said to be ' backwards '. Not infrequently is it shared 
between the two. If others intervene, such as labour,. 
the prod,ucers of raw-materials or other manufactures,. 
to share the tax there is said to be ' diffusion '. 

In a broad sense shifting is a means of escape from, 
taxation. It is however not illegitimate nor does it 
diminish the revenue to the state. What happens is 
that A instea.d of paying the tax himself makes B or C 
or a score of others pay the tax. Obviously, if A is a· 
producer and is taxed, he shall have to sell the comma·' 
dity at a higher price; B the consumer will not purchase 
the commodity at the new price if his demand is elastic;~ 
the incidence then will be on A. On the other hand, if 
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B's demand is inelastic he is perforce obliged to 
purchase the commodity at the new price and the inci
dence is on him. Thus as a broad and general rule, 
other things being equal, inelastic supply means the 
producer bears the burden, and inelastic demand means 
the consumer bears the burden. The same can be 
stated in other words: other things being equal, if 
prices rise and demand remains at least the same, the 
incidence falls on the consumer and vice versa. This 
is the connection between incidence and price. 

This is simple enough; but in most cases in life 
simplicity is unattainable. Price is not influenced 
merely by the tax; there are a score of other influences 
such as the price of raw-materials, ,wages, inventions 
and so on. Similarly demand is subject to various 
influences. Prices wilivary if production is under 
conditions of increasing ,returns, monopoly or govern
ment regulation and protection. Besides there are 
certain' extra-economic' factors such as law, custom 
and sentiment. It is the reactions of all these factors 
that make the problem of' incidences' a difficult study. 

2. TAXES ON LAND 

Who pays the land tax? The obvious anSW6r is. 
the landowner. The peculiar characteristic of land is 
that in nine out of ten cases the incidence falls on the 
owner. The supplyofland is fixed and ineJastic; ,the 
farmer is .ignorant and bears the burden by reducing 
his expenditure or inaurring debts to. pay the. 
tax, and finally agriculture is an occupation which does 

R-12 
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not lend itself to free competition. Hence t~xes on land 
. ~end to .stick where they fall 1. 

Tenancy and Incidence. Will the land tax be 
shifted in case the land is leased out? In the feudal age 
or in.any.custom-ridden comml1.nity; it was considered 
that the tax should be borne by the assessee. For cus
tom fixes what the tenant 01' 1i!ub-tenant should pay. 
Dr. Nicholson quotes from Stubbs an interesting obser
vation. "Even a tax: on movables cannot live without 
Toots; it !pust attaoh itself to the land."~. But it is 
difficult to be so dogmatic in an age of contract and com
petition. There are cases even in ouI' country, 'where the 
tenant undertakes to pay the land tax: and entel'S into a 
definite contract to that effect: this is a common prac
tice when a creditor obtains a mortgage with possession. 
Sometimes the water tax is paid by the tenant and the 
land tax proper by the ownel', It must be emphasised 
that the influence of contra('\t is all impol'tant and that 
of free competition, is negligible or very limited. . 

Sale and Incidence. The purchaser of a land takes 
into consideration the tax: he has to pay befol'e offering 
a price for the land. What is the ~ffect of the tax on 
the sale ? Supposing a land B of a similar quality as 
A pays a. smaller amount of tax, A will fetch only a 
price that can be measured by the difference between 

1. All economists are ·una~imous in· adjudging the incidence of 
the land. tax to fall entirely on the owner. But their rea80ning is not 
always the same~ The Physiocrats argued this way. Agriculture is 
the sourse of all wealth. jt alone shows a net return or a surplus 
above the cost of production •. Since land 'alone yields a surplus and 
constitutes the sole. fund of wealth. the incidence of all taxes is on 
land; Hence their· advocacy of the' impot unique' on •• produie tid • 
.All Jaxation direct and indirect will fall ulUma\ely OD land I 

2. PrinCiples of :political :Economy. VoJ. iii. P. 302. 
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the t"tal taxes the r!,spective lands would pay; III 
.other words, the purchaser offers a price minus the 
., capitalised value" of the tax. Who pays the tax now? 
-obviously the seller. Adam Smith was dogmatic 
.when he said that.it is the seller who always bears the 
tax. It may be pointed out that .people do not always 
.enter into minute calculations of this sort; but neverthe

. less' capitalisation' is a fact. In times of rising prices, 
-vvhen land values soar up, the purchaser usually offers a. 
.price, irrespective of the capitalised value of the taxes. 
Then the buyer obtains a surplus gain.* Thus when a. 
.tax on a property is capitalised, its value falls, if the . 
. burden 'is borne by the selle).'. Its value rises, if the 
purchaser bears the burden. If all taxes on land were 
:remitted, the benefit would go either to the purchaser or 
:the seller according to the ratios of elasticity of demand 
.and supply. 

Rent and Incidence. The classical economists were 
-unanimous in saying that a tax on 'economic rent' 
would fall on the proprietors; for rent is determined by 
<the differential advantages over the marginal land. The 
.supply of land being fixed and the matgin unalterable; 
Ithe rents cannot· be raised to cover the tax. Thus if 
..Rs. 500 were the economic rent and the tax 5% on it, the 
,proprietors will now receive only Rs. 475; if the tax is 
,:remitted they get their full ,rent. 

Perfectly sound in theory, the argllment fAils to 
;accord with the facts of actual life. Nowhere dothS' 

* Prof. Seligman. .. If a tali: is capitalised, it cannot be shifted: 
;if it is shifted, it cannot be capitalised," Shiftin~ and capitalisation 
,are opposite ooncepts. but both processes take plaoe only,through 
,transaotions, ' , 
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landlords exact the full ecoQo-mie rent. In Ireland it"· 
was more, and in England it is much less. Neither is it 
possible to devise a. ta~ scheme which will absorb 011111 
the economic rent. Even if such a. tax were introduced 
the result will be indifferent. The Irish landlord might
han thrown this burden also- o-n the tenant 1 Some of the< 
pre~ent day English landlords might look more sharply 
at their rentals and charge the tenants a little more: 
Some lenient landlords- may not care at all. Secondly,. 
·pure rent is only a 'magnificent abtltraction'; it can never 
be separated from rent. arising out of improvements, the
commercial rent. Hence a. tax that falls on • economiC' 
rent' is likely to affect the landlord who has invested 6<

large amount of capital for improvements or the tenant 
_whose industry has given a larger return from the land r 

or both. Further there a.re tll-e i.nfluences of custom, law 
or contract. 

3. URBAN LAND AND' HOUSE: TAXES· 

Taxes on non~agricu1tu·ral urban land' presen~ 
certain distinct peculiarities owing to the fact that,.· 
competition and free contract have a, -predominanlT. 
influence there. Urban land is put. to· several • uses~' 
and the competition between' usea' is also an impl)rtant. 
factor. 10 the ease of • bouses' there is, a certainl 
amount of elasticity of supply. which· is absent in agri
cultural land at any given time. The influent'e of these' 
factors on incidence makes the studysomewha.t intricate
but nev~rtheless intere·sti~g._ It inay be added that in
certain respects-e. g., capitalisation,. the problems are' 
indentical. 

HOUle Tax •. A percentage rate on- the' capital or 
annua.l value of inhabited houses isa common feature ot 
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local taxation in all countries. In either case it is 
difficult to separate that part of the tax that falls on the 
4 building site' from that on Ule • building' and assess 
the incidence separately. For the sake of convenience 
it is safer to ascertain the incidence of the tax that falls 
.on the gross rent or gross capital value. 

In urban houses. it is usually the occupier who is 
liable to bear the tax on houses. Supposing the munici
pal tax were to be raised from 10% to 15% the t~nant will 
be obliged to pay it. If the tax is raised suddenly say to 
20% it is not improbable that the owner and the occupier 
would have to share it between themselves. Any 
addition to the tax imposed during the currency of an 
agreement, unless the parties change it, will fan on the 
owner. If there is a sudden demand for more houses 
'be competition will be so keen that there will 
be a general increase of reItts in the locality with the 
consequent burden on the occupier. For it will take 
.some time before su;rply can adjust itself to the increased 
demand._ There will be many variations to the above 
conclusions in several parts of a town where conditions 
of habitation will be different. And further the fixing of 
rents depends upon the bargaining strength of the parties 
and their mutual relations. In the case of a house let 
,to a shop-keeper the incidence in most cases is on the 
occupier,who, if his business is a thriving one and 
frequented by fashbnable people, can pass it on.to the 
.consumers. 

Building site taz. What will be the incidence of a 
·tax on eligible building sites? The owner will bear 
it and pay it till probably he could sell it away. 
If the demand is slack, the seller would forego the taxes 
.he has paid; but if tbere is .a keen competition among 



182 SHIFTING AND INCIDENCES 

buyers, the whole of the taxes can be shifted. In thw 
first 'case there has been capitalisation and discountin~ 
to that extent. In the second case there has been' a. 
shifting of the taxes paid so far. Shifting or discounting 
does not take place with mathematical accuracy in
actual life, but the tendency is clearly in the directions· 
indicated. 

Increment value duty. A taxon unearned incre, 
ment is very co~mon in all urban areas. Even in India 
where a particular piece of land has risen in value
definitely traceable to local improvements, a tax ranging 
to 50% of the increment is levied. (The Bombay Town 
Planning Act of 1915. . Tbe Madras Town Planning Act 
of 1920 a.nd the Rangoon Development Trust Act of 1920),. 
The characteristic of this tax is that it is an occasional 
tax as opposed to an annual tax. It is intended to affect 
the owners who have received a distinct measurable 
benefit: it is a differential taL The sale value of the 
property is diminished to the extent of the tax. If thEf 
t>roperty is sold at its capitalised value,· the incidence 
is clearly on the seller. Otherwise it will be on the
purchaser. 

" COMMODITY TAXES 

It is in the sphere of commodity taxes. that many 
complicated problems arise. There is shifting forward. 
andbackwards an~ sometimes a general diffusion. At 

"The following conditions muat be present; for capitalisation:
(1) The t;axed commodity should be a durable property i.e.. land,. 
~ompany shares eic. It; must; also be' income-yielding. (2) The 
tax must; be a differential iaL A t;ax OD oil shares will depres& 
\he selling value of oil shares; if oil shares alone are exempted, 
the owners enjoy an erlra ben:efit as co~pared with the other share. 
(3) Cspitalisation takes place only at the time of a sale. 
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tax on necessaries will be shifted by the producers to 
the consumers. Consumers oi luxury can shift back
·wards the tax at least for some time. A tax on jam 
manufacture may be shifted by 'he producers '0 the 
makers of tin cases or labels and so on. A tax on 
petroleum will be shifted to the bus owners and from 
them to the passengers. 

The general principle has already been enunciated.*" 
A tax generally raises the price of 'he commodity. If 
demand is persistent at this price, the consumers bear 
the burden; because demand is inelastic. If demand 
falls as prices rise and the producers find it impossible 
to divert or curtail their supply but are obliged to lower 
the price bearing the tax, the incidence is on them. 
Supply is inelastic. The tax will be divided between 
the consumer and. the producer according to the 
ratios of their relative intensity of demand and supply 
respectively. In plain langUage, the producers tend to 
shift the tax to the consumer by curtailing . supply, and 
the consumers by reducing their demand, the proportion 
being determined by the bargaining strength of the 
parties. This principle applies to cases where complete 
mobility a.nd perfect competition rule. But in actual 
life such conditions are rare. Both production and con· 
sumption are subject to ma.ny other fa.ctors. 

Demand. Demand is dependent upon the marginal 
utility of money which is different with different people 
at a given time and differen' with the same person at 
different times. There is also the influence of changes 
of fashion and of custom. Combination among purcha-

'Vide Sed. 1 Para 3. 
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sers is unthinkable but a national or a class boycett 
occurs .frequently, The general principle will have to 
be modified, according to the reactions of these influences. 
As a rule, demand for necessaries and high priced luxu
ries.is, inelastic. A tax on a complementary commodi~y 
for which substitutes are not. readily available will fall 
on the consumer. Demand is elastic for minor luxuries 
and comforts.~ 

Conditions of Returns in Production. In a highly 
organised industry working under competitive conditions 
and enjoying only a small margin of returns, (such as 
the cotton industry in India at the present time) a tax 
on production (sayan excise duty) will be borne bY' the 
.consumer. If there is a larger margin between • cost • 
and selling price, the tax will absorb the profits of the 
inefficient and weed out the inefficient, while only a 
small part of it will be shifted to the consumer. If a tax 
is levied proportionate to the output in an industry 
yielding lncreasing TatUTDS (more than proportionate 
to the marginal cost), demand ,remaining the same, the 
net addition to~~eprice of the products of, the industry 
will be very, 'small; the consumers will bear the burden. 
In th~ ~ase o( constant returns the tax may be divided 
betwe~n the produc.er ~nd' the consumer;, but under 
diminishing 'returns the tendency will be for the producer 
to shoulder the burden. It may. have a beneficial effect 
also on his industry: the increasing cost of production 
aggravated by the new, tax may lead to re-organisation 
or new modes of m·anufacture. 

Monopolistic Conditions. Besides legal and sale 
monopolies, there are many varieties of economic mono-
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\polies such as muni~ipal monopolies (gas, water, 
.electricity) and giant businesses (Cartels. Trusts). The 
monopoly price is usually fixed according to the princi
ple of' maximum'net return'. If the tax is proportional 
to the output of the industry. the producer will curtail 
lthe supply and charge higher prices to the, consumers, 
who thus bear ,the burden of the tax. If the tax is 
proportioned to the monopoly reVenue earned by the 
iindustry, the burden is borne, by the producer. If the tax 
is a fixed sum on the industry irrespective of the revenue 
·or outp~t, the monopolist would so fix the price that he 
.Muld still gat the maximum net revenue. The new price 
may be the same as the old price before the imposition ,of 
,the tax or a little more or .less: the poiut is that the 
monopolist would still charge a rate, that would give him 
.the maximum net revenue. 

5. TA,XES ON FOREIGN TRAD;E. 

We have left out of consideration so far the influence 
..of foreign trade on the ,prices of ,commodities in the 
,taxing country; of 'course for the sake' of convenience; 
:notwith a view to ignoring it. 'l'hewhole world is 
to-day organised as one economic, unit and the repuro. 
-cussions in New York or Hong-Kong will have, thai!," 
,echoes in Bombay: or London; Hence it is necessary,tQ 
study how far taxes on foreign trade'wiU affect the 
prices of goods in the home market. . 

Import Duties. The popular impression is that the 
incidences of imtlort duties will be· on' the foreigner; 
'but in nine cases out .of tim it is the other' way round. 
"Th~ general law is !Ji~ple:theiucide~ce will d~pend 
\Upon the relative ,elasticity of demand. in the taxing 
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country' and of supply in the taxed country.- Thus
as a rule: if the demand is urgent and inelastic, if the
needs cannot be satisfied at all or satisfied to the fullest 
.extent by home manufactures, the incidence will be 
on the taxing' country. This argument holds good to an 
export trade. under similar conditions. In either Case the' 
great influence of the competition of other countries is 
of great importance, and might change the whole posi
tion considerably. Further, there is the problem of the 
indebtedness of a. taxing country, which is obliged to 
send her raw materials as payment of interest. If the
supply of the taxed country is inelastic or could not be
absorbed in other markets, while her demand for the 
raw products of the taxing Country is almost inelastic,_ 
the incidence will be on the former. Such conditions
however are absent in practice. 

But there area. few,cases where the foreigner pays the 
taxes: (1) Wheri he is anxious to buildup a market with 
tha hope' of ensuring a. permanent footing later on. (2) 
When he is disposing of his surplus stock. (3) To avoi~ 
the closing down of .hisfactory. (4) In the case of com-
plementarygoods the other parts of which can be market-· 
ad at a. higher price. (5). When his business is a mono
poly. (6) When the taxing country is a monopoly market,. 
(7) If the commodities massed in a warehouse by thlt" 
specuiator fall in price, the incidence of the tax paid by 
him is on him. 

• The very simplicity of the doctrine .. should not obscure the
vast undercurrents of economic influences and friction that deter·
mine the course of foreign trade between one country and anotherr 
The IItudentis referred to the brilliant analyses of Marshall in. 
')loney, Credit IIond Commerce. (Book iii. Chap. I-VOl). 
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~port Duties. The incidence of export duties is
always onthe exporting country, unless the commodity.
is a full and practical :nonopoly. But as we have already 
seen, a backward country has very little chance of
dictating her terms to a highly industrialised country.
which may be a creditor also. 

6. OTHER TAXES 

Interest.-If a money-lender is taxed, the burden 
will be shifted to the borrower, provided the demand or 
the -latter is inelastic. Ii the owners of stocks and 
shares are tand, there can be no immediate shifting; for 
it will take some time before the shares can be withdrawn 
and invested elsewhere. In the long run it is likely to 
be shifted to the users of capital by the rise in the rates 
of interest owing to the curtailment of accumulation of
capital or the export of capital abroad. 

Wages.-If the wage earners have a margin, as they~ 
do have in advanced countries, a tax that falls on wages
is likely to affect them, unless the new impost results in 
agitation and the increase of wages. The classical view
that it will be shifted was based on the consideration of
the •• iron law" of wages. On the other hand a tax that
falls on wages of a quasi-rent nature cannot be shifted. 

Profits.-Taxes that fall on differential advantages-
(pure profits) may not be shifted; but those on gross profits
may. In general. the longer the period the- con
sumer will bear the burden. and shorter the period the> 
producer. 



CHAPTER XI 

THE EFFECTS AND BURDENS OF TAXATION 

,Take little by little as the leech. the calf and the bee take their 
: food "-:A.rthasastra . . 

1. TllATION AND PRODlJCTION 

Taxation, on the face of it, effects an obvious redue
rtion in an individual's private' wealth, or reRources. 
Further the am()unt of taxation is irrespectiVe of benefit 
received and in most cases does not bring any direct 

,money return. Tbese two considerations would mak. 
us believe that all taxation curtails production-a con

, elusion as hopelessly incorrect and misleading as it can 
'be. In the first place, if the tax was levied on all that 
was available for production, which otl1erwise would 
have flowed into investments, tpe result, would only be 

, a. curtailment of private production; it does not have 
any direct influence on public production as the tax faUs 

, ·~urplus' .. an4 ~husdoes not c1,1rtail privat~ production. 
Secondly, tbep~oceedsof taxation are spent in 
the jnvestment of material and human resources, 
with ,tpe result that' pubric proauctton' as a' whole 
receives Ii great stimulus. This. statement is true. if 

'taxation is id~al'a~d if~xpenditure is wise t Hencethe 
. exuberant enthusiasm for taxes as a • fertilising shower' 
is fallacious. Taxation has good as well as bad 

.. effects. 

History is fuU of i~;;-i~nc~s of mistakes made by 
.-monarchs in drying up the sources of taxation by impo-
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sing too heavy burdens on agriculture. The effect is (if 
the previous earnings are not touched) that (i) incentive 
to work and save is curtailed, (2) present ability to work
and save is diminished because the tax payer will have 
little left for his necessaries and comforts, (3) or there 
may be a diversion of his capital and labour to unpro
fitable occupations. The relevent considerations in a 
modem community are only (1) and (3) for no tax
scheme trenches on the necessaries of the people except 
in a country where the poor pay many indirect taxes 
without receiving atleast equal benefit from state expen-
dilures. (4) In the case of a tax on inherited wealth or on 
capital (capital levy) there is a further consideration
confiscation of the existing capital or its disappearance. 1 c 

Nos. 2 and 4 are rightly called the static effects of tax-
ation ; while 1 and 3 are the dynamic. If we admit that 
taxation falls only on' surplus' and the proceeds are
spent to augment public or national capital, there has
occured no change in the total national wealth.*" Thus 
we are obliged to consider only the dynamic effects or 
taxation. 

Incentive to Save. Saving is indeed " one of the -
highest of civic virtues"; for the accumulation of 
capital is ultimately responsible for the promotion of 
industries. employment and the fund for all future taxes. 
But there are many eases where mere savings and the
accumulation of capital are not of any great use. 

L Vide ClI. and CII. 
* There "" some tro\h in the coowntion of the classical econ

mists asainst progression and 'he heavy ~a\ion of \he rich; for 
there was veIT litUe -real surplus and Caxes were imposed mainly for 
war expenditure. Needless w say 'hat the old objections have l~ 
all their meaning under the cbangei pconomic oonditions. 
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Private savings without opportunities for investment o£ 
-capital may. lower the rates of interest and finally recoil 
-on the willingness to save. There are harmful inv,est-
ments also; "during the nineteenth century the real inter .. 

• ests of the country would have been better served if less 
.had been invested in railways and more in housing." S 
. Further it may be argued that • saving' is not seri
. .ously affected by mere taxation. There are several 
factors that determine savings and one shrewd critic 

. observes that" saving is automatic and does not depend 
-on a nice balance of future adVantages or the exercise of 
_any individual will at all ". As a general rule it ma,. 
cbe stated that so long as taxation does not. trench upon 
'Ilecessaries or the margin, it may not have an,. adverse 
. effect on savings; while in the case of the rich who have 
.opportunities for makiqg money. heavier taxation is 
a' great incentive for saving. So much for taxation in 
~general. 

Taxation .by one particular method as opposed to 
.-another, may have serious reactions on savings. Thus 
Rignano's scheme of death duties militates less against 

,savings than'the existing. ones. Between a high income 
-ta.x and a death 'duty the latter is preferable since it is 
.~efinite in time and amount though it may be more 
.a.dvantageous for some to pa.y in "' small doses" and by 
-regulir iristahllents an annual income tax. 

~. It may be pointed outthat in. modern_ tax schemes.. 
.every effort is made to minimise the reactions of tax
.ation on savings. ThUs' differentiation • is introduced 
.between earned, and unearned in .. omes. Heavier 

3: Robinson, Public Finance p. 82. 
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-taxation falls more and more on inherited wealth, wind-
-falls, big businesses or monopolies; that is on those 
which have greater ability to pay with the least hurt', 
The expendi ture policy also is in the directiotr of directly 
and indirectly encouraging production. The total na

tional production is therefore greatly increased. 

2. TAXATION AND DIVERSION OF RESOURCES 

The chief effect of taxation in a modern community 
'is the diversion of economic resources. Money is mulcted 
from the hands of the rich and is diverted to the poor in 
the shape of goods and services; from spendings-use 
to savings-use and in some instances from a leli's produc
tive to a more productive channel. Thus taxation and 
.expenditure involve a series of transfers of resources 
and the diversions are harmless so long as they promote 
greater economic welfare. But when a sugar factory 
is converted into a. manufactory of poison gas there is 
a diminution of economic welfare. But in this place we 
are concerned with only the diversions caused by taxa
tion. 

Taxation might divert money from a. savings-use to 
aspendings-use if it falls heavily on the poor or the 
middle classes who have very little margin. On the 
~ther hand a tax that falls on the supelfluous portion ot 
A big fortune has the opposite effect. 

Taxation causes enorm9us diversions when it is a 
~ differential one' discriminating against one kind of 
-saving, investment or spending. Thus a. heavy tax oq 
land diverts capital for investment in industri'ls and v£ce 
versa. Dr. Dalton instances the case of the p)lilding 
trade in England "which is discouraged by the heavy 
local rates." The supply of houses and other ,~uildings 
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, is consequently smaller ,than it would otherwisehavv
been and tbere is :a. .presumption that the capital and 
la.bour which ,are 4iverted tG other employments are
less productive there"; 

Diversion from one locality to another'or from one
country to another is a common ,feature~ Taxation 
of urban dwellings might lead to the diversion of 
resources to country residences. The export of capital 
when taxat~on is high is also feared in England. Capital 
also flies to other countries to take shelter under the
high protective tariff. 

By far the largest.diversions take place on account, 
of protectio~. Vested interests are created in particular 
ind\l~tries 80$ a. result ofa high tariff. Protection some
times curtails exports and to ,that extent Jmports are' 
checked. Home industries suffer when the purchasing: 
power of the citizens is diminished. Particular industries, 
may be benefitted or ruined. 

3. TAXATION AND DISTRIBUTION. 

The ideal of distribution is not an equal sharing or 
ailthe available income; .itisrather the sharing of the' 
na.tional divjdend according to the capacity to make use
of it.1'heethics and the practicability of such a scheme
may be questioned but the results of modern taxation 
a.re such as to redress the inequalities to some extent at
lea~t. Dr. Stamp maintains' : that redistribution of 
wealth by taxation is not 'the avowed policy of the state," 
but is an accidental consequence. He'remarks humour
ously that it is like" marrying' not for the sake o( 
money ,but 'where it happens to be:' , 

Cedain taxes tend to·a.ccentUate the inequalities of 
income: 'the :capltationtai::: taxeson'~ece~saries 'and 
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other commodities of general consumption and heavy 
taxes on agricultural land. But steeply graduated 
income taxes, death duties, taxation of companies and 
excess profits, of windfalls and urban lands, tend to check 
the accumulation of giant fortunes. Protection for parti
cular industrieea controlled by a few rich may also have 
the same effect. 

The view is sometimes expressed that when the rich 
tax payers are themselves the interest receivers, taxation 
does not affect the distribution of wealth. Dr. Dalton 
observes thus: .. The present annual yield of income-tax 
and super-tax (£ 326,000,000) is only slightly greater 
than the present annual interest charge on the debt of 
£ 305,000,000. The present situation therefore is that 
income-tax and super-tax payers as such have practicallll 
cea.~ed to make any contr£bution to the current expenses 
of the country as represented by the supply services". 5 

4. TAXABLE CAPACITY. 

Taxable capacity has. been the subject of great contro
versy and much divergency of opinions among econo
mists. While some asserted that the limit of taxable 
capacity of England has been reached, others denied it 
completely .. Professor Cannon said it can be.deterrnined 
'Nohow',. and Dalton is more emphatic still. "Absolute 
taxable capacity is a myth which is apt to engender
grave errors." 

The concept is generally understood to mean .. the 
difference between the total quantity of production and 

5. Public,Finance P. 143. It is surprising thai such an obvious. 
fallacy as ,his-since the creditors are receiving interest as investors 
just as much as they would if they had put their money in banks or 
industries-should come from such a high authority. 

8-13 
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the total quantity of consumption". In other words the 
taxable maximum Z is - (x-y) where x is the total 
social income and Y the minimum necessary for private 
economy. From the point of view of the State Z may 
be the" limit of squeezability". The difficulty however 
is that both x and y are variables and their relations 
cannot be fixed by arbitrary ratios. For instance, 
during a grave crisis people may eat less, travel less, 
wear fewer clothes and thus set free their private re
sources to swell the fund Z; in the same way in an 
extraordinary industrial boom people might build more 
factories or erect new machinery and thus might feel the 
weight of taxation which touches the funds that may be 
needed for investments. The individual may not be 
willing to spare any thing out of x I Thus all attempts to 
define in exact arithmetical quantities or in vague terms 
such as • without affecting production unduly' is futile. 
Nor can it be decided when capital is exported abroad or 
when people borrow from the banks to pay the taxes. 
The methods for arriving at an exact measurement of Z 
proposed by Sir Josiah Stamp are a]so faulty. Taxable 
capacity for a nation is an extremely nebulous and in
determinate quantum. 

There is one. solution to this difficulty. If all tan
.tion were to fall only on "net incoming wealth" represented 
in money in anyone year, taxable capacity is easily 
measurable. Since taxation at the present time falls 
indifferently on expenditure, on capital and on gross 
income, the measurement is vitiated by these other 
>considerations. 

The view of Dalton that" relative taxable capacity 
is a reality" is equally fallacious. If absolute taxab]e 
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~apacity is indeterminable, comparison between one 
.country and another on the same basis is also indefen~ 
·sible. 

5. ·THE BURDEN OF TAXATION 

Taxation is a burden-though some vyriters object 
·even to the terminology 6-in so far as the money taken 
away is a deduction from the individual's resources and 
-that it carries no guarantee of any quid pro quo. This is 
from the individual point of view; but there is no burden 
from the point of view of the community as a whole 
except when the money is an exhaustive expenditure or 
.a, payment:to the foreigners. 

We may distinguish between two kinds of burdens; 
.subjective and objective, 01' real and direct. The suffer
-ing that is caused by taxation. both in the process of 
.collection and in its effects is the real burden. The 
money burden is represented by the total exhaustive 
.expenditure met from tax funds. Money bnrden is again 
a relative conception; it is likely to be heavier in a poor' 
.country than in a rich country though the total amount 
.of taxation may be the same in both countries. The 
same is true, if the bulk of the revenue is contributed 
by a large majority of people of average means: for the 
.total aggregate sacrifice is greater in a community where 
wealth is more evenly distributed. 

The real burdens or, to use a more explicit Rhrase, 
·.the • invisible money, burdens' are manifold. (1) Heavy 
luxury taxation, especially when it strikes a rising class 
may lead to cutting down of expenditure in comforts. 
~2) Taxes on articles of food causes not only an immedi
ate loss of satisfaction to the poor, but deprives them also 

6. Adams. .. We should then call our coal hill a burden." 
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of their purchasing power/o,. other desirable commodities~. 
(3) A tax on the raw materials of manufacture, on' 
machinery or on the finished products of industry,. 
especially in a time of depression or the imposition or 
customs on their imports in a foreign market,. will· 
ultimately check all enterprise and cause considerable' 
losses (4). If a heavy incom~ tax is levied on a rising 
Illass so as to deprive it of all its margin for savings, the" 
invisible money-burdens both Oil the individuals who are 
immediately affected and on the community in general, 
appear at their worst. . 

.The subjective burden is not capable of exact· 
measurement. The feeling of iii loss of satisfaction by the
taxpayers when they part with their money: the time 
lost in the preparation and the sending of income-tax. 
returns and the incidental legal expenses involved; the' 
inconvenience and discomfort caused to' business as a 
result of the valuation of general property;. and the' 
shifting of most of the indirect taxes all cause man,. 
subjective burdens. No tax scheme has ever been, 
devised weicb takes away money from the people with:.· 
out causing the least hurt; but that which imposes avoid
able or unnecessary burdens owing to imperfect admini.· 
strati on is to be deprecated. To the loss of satisfaction· 
and discomfort caused by taxation may be set off the-

,benefit received from expenditure without effort. So in· 
a comparative estimate of tax burdens, in democratic 
countries, this item may be ignored. 

The rei event considerations regarding the visible· 
and invi~ible money burdens are (1) the per capita in
come and taxation, (2) the distribution of wealth in the-· 
community. (3) the proportion of direct toindil'ee-t taxe~ 
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~r the tax burdens of the various classes in the com
munity severally. (4) the proportion of exhaustive 

..expenditure to transfer expenditure and the proportion 
of each to the tota1 tax revenues. The last is sometimes 
tbe most important factor. A comparative estimate of 
tax burdens.in the different countries at any given time 
.should be based upon the differences in the real values 
.of the respective currencies as well. 

EXERCISES. 

(1) " All government spending is a. waste." 

. (2) .. The Government spends better than the indivi • 
. dual." How do you reconcile tbe two statements? 

(3) In what ways could government expenditure be 
made to increase production and better distribution of 
wealth.? 

(4) Estima.te the~ffects of Indian Public Expe~ 
~itures.? 

(5) How ,would you determine the taxable capacity 
.Df India. 



CHAPTER XII 

PUBLIC DEBT 
.. Public Debt is neither a good nor an evil by itself II Bastabill'; 

1. GROWTH OF PUBLIO D~BT. 

The phenomenon of Public Debt is a comparatively 
modern one. In all countries State hoards have beeJll 
the rule. Owing to many causes, the chief among which 
being the instability of the monarch, the absence of a. 
systematic taxation and the absence of credit, the precious 
metals were regarded as treasure par excellence. We hear 
of State hoardings in the Delphic temple inRomeandin 
other countries. Prussia kept a large reserve of precioulJ 
metals. even in the 19th century. But this policy has
been given up in tbe modern time·s. 

_ A pri1na faCie case can be established against any 
rolicy of state reserves. (1) Withdrawal of.money win. 
reduce the supply of capital in the country and in cause 
serious inflation of prices. (2) If any large reserve is
kept in tbe shape of stocks and securities, the government 
might lose considerable sums if they depreciate in value.
Further, in times of crisis the securities are not easily 
saleable. (3) Reserves and surpluses in the hands of a,

Government are likely to result in unwise legislation~ 
(4) If the reserve is built from the surplus funds of 
taxation, it is even more objectionable; because, as
Gladstone put it, it is a safer and a more economicalo 
policy to allow money to fruct~fy in the pockets of the: 
people. 
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This policy is also obsolete. For, cre:lit has taken 
the place. A Government whose credit stands high 
can raise any amount of loan. This is possible. beca.use 
of the immense banking organisation in the country. 
The creation of Public Debt is closely associated with 
banking development as is evidenced in the case of. 
Holland and England. 

At the present time every country has large a.ccum
ulations of debts. (1) Wars ha.ve been the most potential 
cause. Nearly 7C% of the debts in each country are due 
to wars. (2) The increased socialistic activities have re
sulted in large Governmental loans for schemes of social 
welfare. (3) Municipal development has been respon
sible for the creation of local debts, for the construction 
of public works such as tramways, gas works and water 
works. The enormous increase in the growth of debts 
is no cause for alarm, although Adam Smith sounded 
such a note so early as the 18th century. .. The enor
mous debts at present oppress and will in the long run 
probably ruin all the great nations of Europe." For, a 
fair portion of the Public Debts, (unlike the war debts of 
that great economist's days) represents capital expendi
ture on productive works. 

2. THE NATURE OF PUBLIC CREDIT AND LOANS. 

In any loan transaction the creditor looks -!;o the 
ability and the willingness of the borrower to repay the 
loan. In other words it depends on the confidence 
inspired by the borrower. Confidence is entirely a su b
jective aspect, and hence very often an objective security 
is taken, in case the creditor has reasons to doubt the 
confidence of the borrower. 
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When the State enters the money ma.rket a.s a bor- ' 
rower, its character is not very different from that of a. 
private individual because it offers its bonds for sale in 
the same way as a private individual does. The bond 
is a promisory note and stipulates all the terms of the 
loan :-the amount, the rate of interest and the period 
of repayment. The bond is honoured in the same way 
as a banke't regards a bill of exchange for discounting 
purposes. 

But there are striking differences between private 
and public credit. (1) In the first place thf! credit of the 
State is very high; the State's ability to pay is beyond 
all doubt. (2) Secondly, the security which underlies a 
public bond is entirely subjective, that is the credit of 
the State, although it has reference to the future reve
nues. The bond holder has no legal claim over any of 
the future revenues. If the State suffers any loss the 
creditor automatically shares in it. (3) Thirdly, the 
perpetuity of the state is an important factor: most 
public loans are long.dated and run into very long 
periods. (4) La.stly, the sovereignty of the State is not 
impaired by its becoming a debtor to its citizens or to a 
foreign Government. It can at any time resort to repudia
tion of debts, for which action it is not legally 
cognisable. 

Government loans, in all countries they are the 
safest form of investment. The investor has no doubt 
whatever regarding the safety of his principal where
as interest will be paid out from current revenues. 
Goverment paper for that reason carries a very low rate 
'of interest and is the most easily negotiable in the 
Stock Exchange Market. Banks readily grant IOlLns 
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.on the security of Government bonds because tbey are 

. considered as first-class or '.gilt-edged • securities. 

In spite of the attractiveness of Government loans. 
it must be confessed that they are not very' productive ., 

ii. e .. large interest-yielding. Further, they are liable to 
,be converted i. e., the rate of interest reduced from time 
,to time. Worst of all they may at any time during a 

I ,grave crisis be repudiated. 

Public loans have been described sometimes as 
... anticipatory revenues," because they are to be paid out 
,of the future revenues of the State. But this is not quite 
,correct; .. the difference between revenues by taxation 
.and those by loans is a fundamental one; the former 
·vests on coercion and the latter on agreement; the 
,former emphasises the public intt'Jrest when contempla
,ting the relations of the State and the individual and the 
Ilater mainly the private interests of the lending classes." 
{Adam. P. 518). Loans are simply a deduction from future 
revenues.. They do not represent any future accretions 
to the wealth of the State. Hence the statement that 
public loans are" realised alchemy" is utterly incor
rect. They are "anticipatory revenues" in a very 
narrow and limited sense. 

3. THE PLACE OF LOANS IN fUBLICFINANCE 

Loan. as sucb, is undesirable and is shunned by any 
~individual except it were for extraordinarily productive 
purposes. It would certainly be very: desirable if it 
were practicable to avoid all public loans. ADd Victo
rian financial opinion was in favour of meeting all expen
.diture, both ordinary and extraordinary, from current 
J1'9venues. But a strict adherence to this principle 
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seems to be absurd and harmful. Loans have a very 
important place in the financial system of any country •. 

(1) In normal times the entire portion of a Govern
nlent's ordinary expenditure should be met out of current 
revenues. 'fo meet the regular and ordinary expendi
ture by borrowing would lead to large accumulations of 
debt the weight of which would be oppressive on the 
whole nation. Such & system of finance throws dis
credit on t~e efficiency of the financial administration 
and would seriously damage national credit. If the 
debts are allowed to accumulate they might swallow Up' 

all the revenues. Hence it is desirable that current 
expenditure should be met out of current revenues. If 
bad years intervene, the surpluses of good yearl! should be
allowed to compensate for them. This is a golden rule
for current expenditure. 

(2) Regarding government expenditure devoted to
the cons truction of public works, the simple rule enun
ciated above does not seem to hold good. In the first· 
place, it is impossible to raise all the revenue necessary 
for meeting such huge expenditures; for violent and 
sudden changes in the tax system are undesirable. The
rates cannot be put up just as the Finance Minister fan
cies. Secondly, such productive works will be revenue:. 
yielding. Those who are directly benefitted or the 
purchasers of these services, will be paying fees, 
He~ce, loans raised for this purpose are in the nature of 
capital expenditures, and therefore not objectionable .. 
Thirdly, in such expenditures as the constructiorl' 
of roads, water-ways etc., it is not only the present· 
generation but also the futUre that will be benefitted·, 
And both on moral and fiscal grounds, it is unwise to
impose too large a. burden on the present generation for 



PUBLIC DEBT 

the sake of posterity. If the funds are spread over a num-, 
ber of years by means of long-dated loans the injustice
vanishes. Hence the case for loans. 

On the other band, it has been argued that produc~ 
tiv(> works should be undertaken out of current revenues,
because such expenditure would lead to compulsory 
savings on the part of the, people. In the end the reve·· 
nues arising from the productive works will be in the
nature of a "consumer's surplus." Thus the Indian' 
Government met a fair portion of its expenditures out of' 
revenue surpluses. Such a policy is not open to any 
objection provided the funds so raised -do not trench on' 
the necessaries of the citizens, The principle is also
of wider application regarding social services, as Prof, 
Bastable has pointed out. .. National culture, educa-
tion, the promotion of social progress are all most 
desirable but their promotion is not so pressing an object 
as to need the use of borrowing by the public powers ..... . 
The results of expenditure of this kind are hard to trace
or measure and any statement respecting them must rest 
in a great degree of conjecture. 'fhe cost of the loan is· 
precise and definite and it constitutes a real burden on· 
the further resources of the state. Prudence seems
accordingly to-suggest that borrowing should hardly ever
be adopted except for strictly economic expenditure and. 
then only when the extension of the State domains is 
clearly advisable," 

There remains the question of war expenditure, .. 
usually described as • unproductive '.Surely no well
meaning individual incurs any unproductive expenditure 
out of borrowed money. But in the case of the State 
such a course of action is beyond the realm of practica-
bility. In the first place the sudden out-break of war-
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makes it impossible for any laws being passed for new 
,taxation and it will take much time for the collection of 
the proceeds. Secondly. further taxation may lead to 

,.social unrest and political discontent. Thirdly, no tax 
: system ean bear sudden alterations and changeI' from 
year to year. Current revenues will be entirely inade

.quate to meet the high demands of wa.r. Fourthly. any 
violent change in the tax system would bring about 
disorganisation of trade and industry. the maintenance 

" of which is highly essential in the interests of the War 
Minister to draw funds for current expenditure. Lastly. 

: there is the question of burdening the present generation 
" for benefits' accruing to posterity also. Hence economists 
· and statesmen are of opinion that war expenditure 
· should be met out of loans. 

The case forloans is further strengthened by the fact 
· that they constitute no real burdens on the community. 
provided the loans are rai'!ed within the country. 

· For money raised by taxation is devoted to the repay
ment of principles and interest. All that happens is a 

· transfer of income from one section of the community 
to another; or, as Prof. Pigou puts it humourously" from 
one pocket to another in the same coat."* Thl\! money 
when repaid is likely to be reinvested in industries, and 
posterity comes i.n possession of new capital which it 

, has been induced by the fiscal expedients of the State to 
· create. Another strong argument in favour of loans is 
· that the cost of levying a loan is insignificant, when 
-Dompared with. that of a tax. The indirect reaction and 
.,industry consequent on a tax-levy are very often adverse 
-while loan operations involve no such losses. 

* .. The right hand pay;-to the left hand "-Nicholson 
. '~ocie~f is ill debt ~q lI11rt of itBelf"-Macaulaf. 
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Modern financial opinion is however in favour of a 
policy of increased taxation to finance the war. Just as 
universal conscription solves the problem of man force 
(since the cost of mercenary soldiers would be enormous)' 
so should the State levy extraordinary taxes to meet the 
cost of the purchase of goods and services.'" The people 
should eat less, travel less and spend less and place at 
the disposal of the State more goods and services; or 
pay more taxes into the Treasury to buy those goods 
and services. To depend upon a few taxes and to be 
alarmed at the announcement of new taxes is a folly.· 
The problem of borrowing is a blind alley; worse still is· 
the method of inflation which helps people to spend more' 
and face ruin in the end. Heavy taxation, it may be 
feared will dislocate business. But when .. business is· 
as usual," it is a dangerous symptom. It should have' 
been a state of "nothing as usual," and •. sacrjfice for' 
every one."1 

Again, when taxes are imposed, other things being' 
equal, greater efforts are made to meet the taxes by 
harder work and by economy of consumption. Thus no, 
real hardship is thrown on the people. 

If taxes are imposed, the burdens are distributed 
equitably. whereas the same result cannot be achieved 
under a loan plan. The rich could easily subscribe to' 
loans and thus escape the real burdens of taxation.
Further more, when taxes are imposed for the repayment 
of interest or principal, it is the poor who will be hit 
harder than the rich. This conclusion is proved statis-
tically. "In Great Britain, in 1925-26. the net produce 

• In a na\ional Grisis the call from each. should be for his ulman, 
ra\her \han his share-Pigou. P.246. 

L J. E. Allen. The War DeM. P.57. 
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..of income-tax and super-tax was £295 m. and of deatb 

.duties £50 m. making 345 millions in all, while the int .. 
. 'rest on national debt amounted to 273 millions. It 
.-appears that practically the whole of the contrihution to 
-the national revenue made by the income-tax paying 
class was absorbed in financing a debt in the main held 
by members of that class" 2. What is lost by Peter (the 

.poor) is gained by Paul (the rich). 

It is not easily realised that to raise taxes at a time 
.,.of inflated prices is one of the surest methods of checking 
Iurthur inflation. There will be no real loss of capital 

."()r income, for the inflated wealth in the hands of the 

.,rich is only "paper wealth ". To absorb this .. war 
.. wealth .. to pay for goods and services at" war prices" 
.is wise economy and sound currency policy. It is on this 

!.score that capital levy has been advocated during the 
war or immediately after the close of the war. 

Lastly, there is the consideration of the effects of 
.loans on the expansion of bank credits and consequent 
.' inflation of prices. For, )Vhereas loan bonds can be placed 
.. as collaterals in banks by the bond ho1ders, the tax 
,payers cannot offer any such security and thus obtain 
.,credits for payment of taxes. 

The case for taxation is theoretically strong. If 
the nation would understand the real implications of 

-loans, or rather if the rich would submit themselves to 
.. such a drastic ta.xation the finance minister's task is 
delightfully simple. The difficulty of administering 
~these extraordinary taxes without evasions is however 

2. Pigou. Public Finance. p. 244. 
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-immense.* Thus practical considerations are in favour 
.of loans, inflation and a few new taxes here and there. 

4. THE TECHNIQUE SOURCES AND EFFECTS OF 
BORROWINGS. 

In the Middle Ages the monarchs appealed to the 
·patriotic motives of the people and raised m'onies for 
'Public expenditure. The French RevolutionaTi~s did so 
.to some extent. .. Liberty loans" were floated in 
America in modern times. These methods are as 
,dangerous to public credit as the levy of .. compulsory 
loans" as p~actised by the financiers of Henry VII. 
Forced loans in the shape of printing paper currency 
is the worst method of all; for it will lead to inflation 
{)f prices and the break down of the credit machinery 
.and national commerce. 

Hence a public loan should take the form of an 
.ordinary private loan stipulating the amount. the rate of 
'interest and the time of re-payment. The time of 
Tepayment is an important factor. .. Temporary debts 
should he drawn with a view to their quick pay
ment, exigency debts with a view to their conversion 
.and investment loans with a view to' their gradual 
.expungement." (Adams). 

A prudent financier never sacrifices future revenues 
for the sake of immediate returns. So, as a rule, tax-free 
loans should be avoided. Instead, attractive rates of 
interest may be offered since the Government can at any 
.time effect conversions. 

The rate of interest should not be above the market 
rate, lest it should create a keen competition in the money 
market. A loan should never draw capital from indus

'The Fabians but forward a plan which is simplicity itself. It ill 
or forcibly hking over all incomes over and above after allowing 8. 

4eduction of £ 1000 to each member of the family. 
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tries; rather, it should absorb only!' Free Capita}." MuclJ. 
depends, however, on the use to which the loan is put tOr 
If it is for a. commercial a.nd productive publio work, it 
does not make much difference. If the money is spent 
on war, production is seriously disturbed and unemploy
ment ma·y increase consequent on the disorganisation of 
industry. Loans placed at abnormally higb rates of 
interest are followed by most unfortunate results. The 
permanent interest of the treasury and the social interest 
of the community are always opposed to this policy. 
The rate is as important as the time factor. 

Regarding the sources of borrowings, it is safer to 
borrow in the home market itself for various reasons: (1) 
When repayment is made, no burdens are imposed on the 
community; it constitutes only a transferof Olone, from 
one pocket to another. (2) Government loans provide 
the best and the safest method of investment for all 
classes of people. In a backward country, they are
likely to result in the growth of investment habits 
and banking developments. (3) If borrowings are 
for purposes of development works. the case is even more 
strong because of the addition of a large consumer's
surplus. But loans should never trench on the produc
tive resources of the citizens. 

The older view was that" the loan came from the 
capital and taxes from annual income; the former re
duces the fund that assists production; the latter 
curtails immediate enjoyments. By borrowing we are 
sacrificing the interests of the future for immediate
relief." Obviously this view is based on the assumption
that there will be harmful diversions which however arB' 
not always true. 
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A poor arid backward country' c&nnotblit borrow in 
the foreign market, in spite of the many diaadvan~ages. 
Even advanced countries resort to that expedient in times 
of great wars. But a foreign loan, under ordinary con
ditions. is highly objectionable, for several reasons: (1) 
the loss of national honour; (2) borrowings in war time 
would have to be made at very high rlltes of interest. 
whereas when repayments are made, general prices 
would have fallen. and therefore the real burdens would 
have increased; (3) unfavourable balanc, of trade would 
lead to fluctuations in exchange rates. Further, the 
manufacturing creditor country may be able to compete 
very successfully in the markets of her debtor rivals, as 
America does at the prpsent time. (4) If the money is 
contracted for productive purposes foreign enterprise 
will also be saddled with foreign capita] as has proved 
in Indi3. {Railways and Industries}. There is much truth 
in the condemnation of foreign debts by all classical 
economists as "ruinous beyond all contoversy." 

5. CLASSIFICATION OF PUBLIC LOANS. 

Public loans may be classified from many different 
stand-points: for example. loans have been classified 
into" External" and" Internal" according to the sources 
from which they are drawn; "productive" and un
productive" from the point of view of the purposes for 
which they are contracted; .. forced", .. voluntary." and 
.. contractual", on the basis of the nature of the loans; 
and .. terminable" and •• non-terminable" or .. tempo
rary" and •• permanent" from the point of view of the 
duration of the loans. 

By far- the best cla.ssificationadopted by most writers 
is the one from the point of view of the character of the 

R-U 
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lQan,. ·viz.,·' floating ", Dr ' .. " casual It .•• funded" and 
" unfunded It. 

The floating debt is the simplest. It is incurred to 
tPeet temp'orary budget deijcits to be paid off by the, 
surpluses of the coming yeaC'. They are never borrowed 
for more, thana. year and are ilsu~liy raised by the sale 
of" Treasury Bills,"" Exchequer Bonds" or by taking 
Ways and Mea.ns Advances, from the Central Bank. A 
too frequentresortto such casual loans as is done by the 
Indian Governltlent is highly objectionable. For, such 
short-dated loans carry very high rates of interest. 
Treasury advances calise tightness hi the money market 
and the'rise of the bank rate; and above all, they reflect 
on the inability of the Finance Minister to make accurate 
budget estimates. But in the case of the Indian Govern
ment there is some justification because, as has been 
well described, our budget is a ... gamble in rains" i.e .• 
one of the'important sources of income, l&nd~revenue, Is 
a fluctuating factor, dependent on the vagaries of the 
monsoon. 

Unfunded debt. The unfunded deQt consists of 
loans borrqwed at different t~mes at different rates and 
kept separat". The interest ",nd the principal are to be 
paid year after year according to the term of each 
separate loan. U:nfundeq debt may at any time be funded 
or redeemed by-the Government before maturity. In 
1919 GJ;eat Britain adopted a method of borrowing long. 
term loans called" Funding Loans " to payoff maturing 
floating debts. 

Funded Debt is the consolidated debt of unfunded 
loans, a famous example of which is the British 'Consols'. 
In British nnancial parlance the principal of ,the funded 
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odebt:is never repayable; The distinction between funded 
.and unfunded debts is becoming obsolete. 

6. THE REPAYMEMT OF DEBTS • 

. Necessity. Repayment of loans is a great moral 
.obligation. Nothing like. the prompt discharge 'of debts 
·enhances the credit of the Dation and attracts future 
Oiendings. 

Besides the mora~ 09ligation there is a prima facie 
~ase for repayment on fiscal grounds, especially of all 
loans contracted for •. exhalistive" expenditure. For, 
when the loan was raised, money was subscribed either 
from the free capital of the people or bi effecting econo
mies in consumption or by withdrawing resources from 
-other industries. Unless it is r(lpaid with interest 
;industry a.nd trade suffer loss for want of. that 
~apitar which has beeD lent to the Government. Thus 
repayment of an internal loan amounts to the crea. 
~tion of "fresh capital", to compensate for the loss of 
capital lent to Government. As Prof. A.dams says, 
... the redemptiom of debt is a mode of increasing the 
amount of national capital.. The labour required to 
·~reate it constitutes the burden imposed on the nation." 

It may be pointed out further that when the debt is 
repaid it will be reinvested in industries more effectively 
by private individuals and hence will finally increase 
national wealth. It is for this reason that debtJs said 
·to be & • burden on industries '. The repayment accentu
ates the development of industries. 

On the other hand some people argue that since the 
repayment of an internal debt by taxation or inflation 
is merely a transfer from one section of the community 
Ito another. from the poor to the relatively richer, tbe 



POBLIC DEB'I 

Government is justified in repudiating debtS' altogllther. 
This argument apart from the violation of the pledges 
and promises of tbe .8ta.te,. is· unsound. 1 Fo-r many POOl" 

l>eople who' ha.ve lent to the Government all their 
savings, would suffer heavily in ca.se of repudiationr 
Further, a moderate incrrease' .il1 taxation alI' round for 
the payment of the debt· will lead to improvements iIi 
production or economi1es- in consumption, thus leading' 
to a. crea.tion of II fresn c-apital", out of which taxes 
could be paid. Non-payment daes not produce lIuch 
incentives; What is worse, it may act as a check on 

-further 'creation of wealth, because of the undue burdens 
imposed on industry by the loss bf capital on the part of 
the rich and of the lowering of the standard' of living 011 

the part of the poor. ' 
1 With regardta the repayment of foreigD' deots, the· 

moral and the legal obligationS" W'eigh heavily, much 
more than' the fiscal or eColtO'm1c- advantages. Some 
'times the repudiating country:is isolated in diplomatio' 
and trada reiations' with other countries, as" is: the ca.sil-· 
,witb Russia. . ..,' 

Rate of Repayment. The rate of repayment depends: 
on the capacity of the people to meet fresh ta.ltation; ',A. 
heavy na.tional debt is sometimeS' a great, stimulus to· 
industry and trade'. Thus is Germany repaying rapidly 
her foreign debts. But this does not ~ean that t1~e repay~ 
roent should be postponed. As long as the debtJ'smains. 
unpaid,interest charges will be a: burden on the peopIe~ .. 
fresh taxation will lead to irifla.tion of prices; inflation 
will lI~ad to rise in the exchange 'rate or· unfavourable' 
balaniCa' of trade. Hence it is desiTable to payoff the 
'debts as quickly' as possible, Dut it must be' remem bered" 
tbli.t-;if frii'sa iaiatioit trenches' o'd the' capitaFequipmettt 
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of the country. thus destroying the future productivity, 
postponement and gradual repayment is the best policy. 
As Shirras puts it humorously, .. the tax-payer's alter
Qative is between an aching tooth pulled out quiCKly or 
let it continue to ache. It 

The rate of the repayment of debt depends as much 
lipon the size of the debt as on the national wealth. As 
a general rule it may be stated that "the greater 
the wealth, and the smaller the debt, the faster should 
the debt be repaid; conversely, the smaller the wealth, 
the greater the debt, the slower should the debt b8' 
repaid." This rule applies with great force to foreign 
1o.a.ns .. 

7. METHODS OF REPAYMENT. 

Conversion, that is, altering the rate of interest. 
Apparently the Government alteration of interest seems 
to be unjustifiable; but the real fact is' otherwise. 
Suppose the original debt was at 7% and the present 
market rate is 3~%. obviously the finance minister 
(lan now float a new 10'an at 3J..2% and pay oft the old 
.debt. Thus conversion is only an indirect method of 
.contracting a new loan at the new market rate of inter
.est. AB Prof. Adams says, .. the:reduction ot: interest 
through conversion is the reward which comes from the. 
scrupul~us ~pplication of commercial honesty to public. 
affairs:' .. . . 

There is a further.economic consideration for ,the 
lfeduction of interest •. Public Bonds form the most 
.easily negotiable instrume.nts and gilt-edged securities 
for credit purposes. Their value should. therefore, be 
kept strictly to the level of the discount rate of the 
JDoney market. OLherwise there will be a keen ,compe-. 
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tjtion'for Government bonds and their rate will influenc8l' 
the value of other securities . adversely· and this woul~ 
affeet adversely again the course of trade and employ ... 
ment. rOn the other hand, the Government does not and! 
will not raise the rate of interest if the general rate of 
ipterel1t rises. This is another example of thEr p<llicyof 
., hea'ds-l-win and tails-you-loose " policy of the state, in· 

. Public Finanoe. A justification put forward by Adams 
for this policy is this: "It is a penahy" r says her 
.. justly imposed upon people careless of their pubUQ 
credit," . 

Conversion does not commend itself *0 the bond ... 
holders. where they form the richer and the powerfuL 
section of the community. .But when the Finance' 
Minister. effects conversion at the psychological moment
the opposition might vanisb. Much tact Is necessary 
and the financial situation should be carefully fatbom--

. . ..." .... 
ed. A close touch with the banks, the llerve-bentre 
of th.e monetary world; is all that is wanted. GORchen, 
converted a debt of £ 20 million Into one of £.lOmUUons· 
by reducing the rate from 7% to. 31% in 1888,. which was' 
further reduced to 2%% in 1903 and to 2~' after that
date. 

The modern method of conversion is toraiee afresh' 
l'oan . called the "Conversion Loan" similar to thlt 
~ Funding Loan~" In the case of long-term loane this· 
opportunity occurs onll'" at the end of long periods. And' 
he'nce substantial reduction in debt or interest is not pos
sible~ Further, it is a very slow method, for years must
elapse before a reduction of 1% can be achieved. 

,Sinking Fund8~Almost aU loans in modem timeit' 
are: accompanied by prOVisions of sinking funds. Th9'" 
money put into the Sinking Fund may be used to pa¥ 
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off the interest of the debt year after year together with 
a ]Jortion of the principal TheOimportance of the esta
blishment of the Sinking Fund lies in the fact that it 
provide5 a stimulous to the repayment of the debt. 
Obviously, the mODey to be put into the Sinking Fund 
must come from the surpluses of the revenues, and not 
out of loans. .. The excess of revenue above expenditure 
is the only real sinking fund by which public debt can 
be discharged" (Hamilton). If the funds are raised the 
utility of the Sinking Fund is of doubtful benefit. If 
loans are raised for Sinking Fund purposes, it is like 
.. digging one hole to fill another:' . 

A disregard of some of the principles enunciated 
above was the cause for the failure of the Younger Pitt's 
scheme of Sinking Fund. Money was borrowed and' 
placed at th& disposal of the Commissioners of Sinking 
Fund. Needy Finance Ministers raided upon it and 
never cared to continue the policy of placiug surpluses 
in the Sinking Fund. Further, the accumulated reserve 
in the Fund was not bearing any interest. 

Although Sinking Funds were much discredited in 
the 18th century owing to the illusory schemes put; 
forward by many writers, the institution has come to 
stay on account of its obyious merits. 

Annuities.-This is a method of liquidation, on the 
plan of life insurance. In the case of a life annuity the 
Government pays a stipulated sum over a period of the 
life of an individual The East India Company's debts 
were wiped out on this plan. This is more or less an 
automatic sinking fund. 

There are other forms of annuities. "A deferred or 
~eversional annuity is one that does not commence until 
after a certain period of years or after the decease of a 
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person". ",A_Tontine annuity -is one which i8 shared by 
subscribers to a' loan with the benefit ~f survivorship, 
the .annuities being increased as the subscribers die 
until at last the whole goes to tbe last survivor or the 
last two or three according to the terms of the tontine It. 
(Shirras, p. (76). -

War Debts. The extraordinary methods for the 
repayment of war debts are described in another section.· 

7.TlIE BURDEN OF PUBLIO DEBTS. 

The burden of public debts is a highly complicated 
problem. First of all, the most obvious burden is the 
., direct money burden"; that is what is represented by 
the. total amount of debt. Secondly, there may be 
., indirect money' burdens," that is, money losses incurred 
but not plainly noticed by everYbody; because they are 
dhlguised. For example, if the debt is contracted at tbe 
time of rising prices the total amount of debt is actually 
more than what is represented by the nominal sum of 
the debt. Thirdly, a country may suffer ,. direct real 
burdens" on account of the debt, if the repayment of the 
debt depresses industry and trade; that is direct losses 
to the productive instruments of the country. Fourthly' 
a debt may cause • .' indirect real burdens also; that is 
causing ,losses- to industry and trade indirectly. For 
example, the payment of a debt involves drastic reductioD 
of the standard ,of' living of the workers, if there is 
indirect taxation of necessaries of life. 

The burden of the debt may be either at the 
time of the contraction of the debt or during the 
period of i13 continuance or at the time of its repayment • 

. " Vide eh. XIII. See. , 
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'The burden is different in the different cases of internal 
.and external debts,. 

i~ 'INTERNAL LOANS. 

(1). The contraction of internal loans does not con~ 
,stitute any burden at all in certain cases. For example, 
if there is surplus free capital, or if the country is 
.backward and poor in banking facilities, the floa.tation 
.0fjpublicUoans is a great advantage. Similarly, if money 
js raised for productive purposes. But if the Government 
Joan affects adversely the supply of industrial capital. 
and if the money so raised is spent unproductively, 
.. , the labour required to create again the capital thus 
.destroyed constitute& the burden imposed on the natio.." 
This we lI!-aycall the direct money burden. Any other 
indirect consequences constitute indirect real burden. 
'The total amount of, the unproductl'fe debt represents 
-the" direct money burden." 

(2) The continuance of the unproductive debt might 
bave adverse reactions on trade and industry, thus 
-causing direct and indirect real burdens. 

(3) The repayment does not constitute any direct 
money burden because the process involves '~ transfer of 
money from one pocket to another. As Macaulay l>uts 
it effectively," society is in,debt to a part of itself." But 
-there may be a 'smaH "indirect money burden ",if we 
-take into account the cost 'of collection of the money 
raised by taxation to pay oif the 'debts. Though there 
-,are no direct money burdens imposed, by the repayment 
-of an internal loan, the" real burdens "; both direct and 
~ndirect may be considerable, if not overwhelming; 
-~speciaJly when ,the debt is high. For example; the 
\payment of interest and principal must be met' out of 
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taxes. The interest 'receivers are mostly the rich and' 
hence the transfer of wealth accentuates the existing' 
inequality of incomes. "The debt will involve a direct 
real burden or a direct real benefit to tbe country accord
ing to this series of transfers from tax payer to 'publil> 
creditors· increases or decreases the inequality of 
incomes." 

If the Britishdeht consisted exclusively of savings 
certificates held bythewa'ge-eamers and if British taxa-' 
tion· consisted excli.!sivelY of income tax and death 
duties on' the wealthy, the British debt transactions 
would involve a large direct real benefit to the com-, 
mnnity; But the actual facts are very different from 
thill, :both in tbis country and els'ewhere." (Dalton, p.-
191). The lowering of the standard of living and 
other. indirect eons-equences as a result of taxation 
constitute' the indirect real burden. ' 

Direct and Indirect burdens arise also from the time 
olthe 'repaymen~ 

ii~ EX'.t'ERNAL LOANS 

(1) The ~ntraction of foreign loans may be either 
beneficial or 'harmful according ~o the circumstances 0(' 

the borrriwing'country and the purposes for which they 
are plib to; 'The external debt sometimes acts as a 
stimulousto .th~ home indnstri~ Thus, though there 
may be" direct money burdens" 'represented by the 
amount ,of debt .and "indirect money burdens" conse
quent on the' expenses of the collection of taxes and of 
the; remittance .ofthe 'same totha ereditor-country. 
there may ,not he any' direct or' indirect real burdens~ 
Ther~ may, be even a positive ,gain. But if foreign 
capital has been imported with foreign enterprise. thus 
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acting as a check to the development or the effective
working of the native industries, the real burdens are" 
indeed very great. 

(2) Many burdens are thrown upon the debtor coun- -
try at the time of repayment. If the' debts are repaid at a 
time of falling prices, the money costs of payment in-
creases. For, the discharge of international indebtedness 
take!'! the form of paying goods and services. Again, at' 
a time of falling prices money incomes appear reduced and
hence tax in revenue also will.be less. Thus, the indirect 
money burdens are really great if the debt is paid on a
period of falling prices. Consequently the direct money 
burden becomes less, if the obligations are wiped off
at a time of rising prices. 

(3) The real burdens, both direct and indirect, are' 
heavier or lighter according as the repayment of the 
loan places the debtor country oli a plane of worse or
better footing in international competition with the
creditor oountry. A debtor country like England' 
suffers adversely in competition with a creditor country 
like America in the world market, because of the
poor credit facilities. The real burdens, both direct and. 
indirect are great. 

(4) Indirect real burdens may arise from another
source, that is, if expenditure on social services were to-' 
be cut down for meeting debt charges. 

iii. MEASUREMENT OF THE BURDEN 

Any estimate or measurement of the debt burdens of 
a country will be misleading and useless unless the "real 
burdens" both direct and hidirect are taken into account .. -
In fact, it is the weight of the real burdens that' coneti--
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{t~tes the grell.test obstacle to the economio prosperity of 
a country, 

Hence the simplest method of measuring it by the 
<total money amount .of the debt, is useless. For it does 
,not tak~ into account. the interest charges, the rate of 
·,interest at which 'money was borrowed and is repaid, the 
{ime of payment and finally all the important .. real 
tburdens ". Another important factor is the character 
.of the debt. A productive debt is no .burden at all. 

Another proposed method is the per capita' calculI." 
;1;ion. There is no need to point out that this too is defee .. 
tive. for the reasons shown in, the previous case • 

. Per Oapita methoi does not accurately measure the 
,burden, because the financial stability and strength of 
,a countr~ maydifferfrom those,of ,another. 

A third method suggested is to compare the annual 
.qebt charges in ~heir relation to national income. 
India's estimated wealth is £,10,000 millions; that of 
.qreat Britian £ 20,000, millions; and that of U. S. A., 
. £ 72,000 milli~ns. '.l'he relati ye debt charges in million, 
are 585; 8000 Q.nd 4700. The relative burdens can, there· 

'Ifo,re. be expressed ~s '6: 6~: 39. The glaring defect of this 
comparison is that no distinction is made between pro· 

.ductive and l!nproductive debts and that,noaccount i8 
,taken of t~~" real burdens." ' . , 

Equally defective -is th e other method proposed; 
,viz., to compare the total debt eharges in their relation 
-to state expenditure. _ A combination of this and the 
;p,revious one may be of some value • 

• Ifany_~stimate is to be made for pUl'Pose of com· 
., J)arison of tbedebt burdens of one country with those of 

.,a,nother, it should be based on the moneJ' bu;rdens and 
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the real burdens, both direct and indirect. Statistically 
it is an impossiblity. 

'EXERdISES 

1. Account for the enormous public debts of to-day. 
2. Point out the differences between private and

public loans. 
3. Discuss the relative merits and demerits of' 

internal and external loans. 
4. .. Public debt is neither a good nor an evil by 

itself." (Bastable). Discul!s. 
5. What,expenditure should be charged to revenue

and' what to capital? Give reasons. 
6. .. By borrowing we are sacrificing the interests

of the future for immediate relief." Do YQU agree? -. 
7. Classify carefully the public debts of a countryr 
8. What general principles do you adopt for raising 

a loan? 
9. Consider the advantages of" conversion' and 

• sinking' fund as methods of repayment. 
10. Why and how a: public d'ebt should be paid off?' 
11. What is meant by the burdens of public debts ?~ 

How do they arise, and how can they be measured? 
12. Should a war be financed· by taxes or loans? 
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'Origin and· Magnitude. The wars &t,ld conquests, 
,the' '.jnvestments' and' home' charges' 'of the East 
"India Company were responsible for large borrowings in 
';England despite revell-ue surpluses. . The total debt 
.amounted to £ 49 millions including. the purchase price 
.of £ 12 m. of the capital of the .East lndia. Compl\ny in 
'1857 whEln tbe admini!!ltration was taken over by the 
,Crown. ~he charges for quellingtbe 'Mutiny were also 
. added to this sum making tae. tota1.debt· £93 m. This 
was the purchase price wbich India had to pay to obtain 

,the British conne6tion.1 Under the Cownm~ne1 was 
',borrowed forthecon-struction of railways and irrigation 
works, and thus arose the'distinction between productive 

· .and unproductive debt from, the ·Y8arI875.1 Borrowing 
was discontinued for some time and resort was ma.de to 
uti.J.ise .the .revent:le 'surpluses for the construction of .,ro

. .ductive works •. Thus by mere adjustment of account. 
the unproductiv~' debt of· £ ~3 m. was reduced as the 

· amount of the prodU:ctive debt was increased, In 1913 
·tb~ p~oductive debt was shown at Rs. 390 croreS while 
the unpr~dU:ctive portion had shrunk toRs. 1 crore. 
'But with the era bfthe Great War and the Reforms, tlle 
unproductive debt took an up-ward curve. The war 

· contribution of Rs. 150 crores to England and the cost 
.of the Afghan War were two big items. To this was 
added the budget deficits of five years between 1921-26 

· owing to enlarged legislatures, increased secretariats 
• etc., amounting in all to Rs. 100 crores. Capitalexpendi-

1. Dutt. Economic History of India. Vol. ii. 
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-ture for the Viceregal palace (New Delhi) amounted to 
·over Rs. 8 crores. The unproductive debt was thus at 
Re. 300 crores and the productive debt at Rs. 600 crores 
in 1925. The relative' proportions to-day (March 1929) 
.are 170'86 and 872'73 crotes. About 15% of the revenues 
.arepaid for the extinction,of debt every year. 

The Loan Policy and Debt Administration. The 
Government of India have always found it cheaper and 
more convenient to barrow in England though exchange 
~ifficillties considerably ~dded to the· indirect mortey 
bUrdens Of' the 'loans. The poor incomes of the people 
and the abs~nce of the investing habit and bankirig faci
.Hties a.re responsible for borrowing outside. A great 
--change however: came over in 1917 ..... oneof the by-pro
,·ducts of the war. The stringency of , money in' England 
made it incumbent on the Government to tap Indian 
t'lources. War- Bonds were :is!fued lilt 6% campouild inter-
.est,. free of income tax, repayable at a. fixed ,date. Consi
.derable and unexpectedsilms-f!owed into the Treasury. 
The Post Offioe Casb Certificates introduced by Sir Basil 
Blackett was a marvel of success. If greater banking 
·facilities ate offered, "India will be able to spare increas:' 
:ing sums of money for the building of railways, canals 
and industries and.for provincial devp.lopment." Tempo
rary and short-period borrowing, the, sale of· Treasury 
Bills or advances from the Imperial Ba.nkof India. are 
however open to objections. The Secretary of State for 
India borrows from the Bank of England and issues 
'Treasury Bills to adjust accounts in India. His sanction 
is necessary for all sterling loans raised in England. 
Rupee loans can be raised in India. by the Government 
.of India.. The a.dministration of the pul:licdebt in 
England is done by the Bank of England. . 



CHAPTER. XIII 
WAR FINANCE' 

'1 We have no' yet learnt how to finance a war'·-l'riedman. 

1. EXPENDITuRE 

War expendIture may be divided into two categories., 
~1) ordinary ~nd(2) Extraordinary. Ordinary war ex
penditure is that which is incurred in the maintenance 
of standing armi~s, naval and air forces. This state of 
"' preparednese " or readiness for war is justified by the 
.fact that at any time war may have to be declared. Te> 
this mnst be added the cost .of the national militia. and. 
other reserve.10rces. 

War expenditure, like the other Hems of public. 
expenditure. has been always on t.be increase owing to
the growing complexity 0' interll~tional relations aggra
vated by eCQnomic ,djstress. Further,new inventions' 
~uch as ma.chine guns, submarine'! and. air-ships make
the older. methods ,antiquated and call for increase(). 
expenditure. 

The' extent of expenditure on this' item is decided
first by the needs of defence. and secondly by the nrgen
cy of the claims of other services. In most countries,. 
·the second is. sacrificed' to the first; expenditure on 
armaments is decided irrespective ·of the claims of 
other services.such as education and economic develop
·ment. Hence the desiTe of the great powers of the world 
to~day to. effect.world peace by disarmament on all 
sides. World peace is the only method of redUCIng war 
el'penditure., . . . . 
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War expenditure does not promote direct economie 
development. On the other hand it is a source of 
diminishing the volume of production, first by the wast
age of labour and capital in the production of commodi
ties which do not satisfy human wants, (machine guns. 
poison gas and bayonets) and secondly. by the withdrawal 
of that labour and capital which would otherwise be 
engaged in actual productive activities. To this must 
be added the losses of life and property in the course of 
the war. 

On the other hand it mav be pointed out that but for 
normal Or ordinary war e~penditure national honour and 
security would be at stake. Sometimes during the 
course of the war, owing to the shortage of labour and 
capital many inventions are made which prove of 
immense value. These are no real gains, when they are' 
·set against the losses in ·other directions. 

2. METHODS OF WAR LOANS 

During norma1.times, the Government can borroW' 
on easy terms moderate sums in the open market with
out much difficulty. But during the war, money is 
usually scarce, and interest rates will be ruling high. 
while Government demands are enormous and imme
diate. Hence exceptional efforts should be made to 
attract funds. 

(1) The most obvious method, of course, is to offer 
very high rates of interest, despite the serious disadvan
tages attendant on it. For, during the period of repay
ment more money will have to be raised to payoff the 
higher interest charges. The credit of the borrowing 
c{tuntry will be seriously doubted in the neutral coun
tries. Sometimes the bonds are issued below par or 

R-15 



~26 ,WAR FINANCE 

concessions in income-tax are granted to coneeal the 
higher raie of interest. 

(2) A very effective method to attract enormous 
sums is to make the war loans appeal to all classes 
cf the citizens. War-Savings Certificates of very 
moderate sums, Short dated Exchequer Bonds, Six or 
Twelve .Months· Treasury Bills, were i!lsued in Great 
Britain, in addition to the usual long-term loans. 

(3) To these methods is added the special appeal to 
partriotism. .. This may take the form of propagandist 
advertisement through newspapers, public meetings, 
It tank-weeks," the stimulation of competitive endeavours 
among different towns to break one a.nother's record of 
subscriptions and so on." (Pigou). Such appeals may 

,have a remarkable effect in advanced countries, where 
money would have flowed into the Treas;try in any case. 
But in a backward country, where patriotic feeling may 
not be high, such methods will have astounding effects. 

(4) The above may be regarded as positive methods, 
but to them may be added the employment of some 
negative methods. If the Gbvernment block up certain 
ehannels into which private resources would flow, the 
'funds could be made available for war ]oans. Thus in 
Great Britain (1) new investments were prohibited, (2) 
Government had the contro] over the purchase of raw 
.materials and .hence .private persons could not buy as 
they pleased, (3) control over food also, (Q the Government 
.took over capital goods such as plant. machinery etc. for 
.war purposes, (5) control over railways and their trans
l'od services, (6) export of capital to foreign countries 
.probibited. By these 'means more money was made 
.available for purposes .of war.· Some of them, were 
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.detrimental to the futllre in'erests of the nation. but they 
had to be sacrificed to meet the immediate needs of war
<time finance. 

(5) When all the above methods have been exhaust. 
oed there remains many more of a very objectionable 
nature. Tbe first of these is the raising of a forced loan. 
Politically, this may not be expedient because it might 
be met with opposition. Financially. the device of a 
forced loan is not quite sound. Co Arithmetically. to 
raise from anybody a forced loan of £ lOOO at 2!-i% is 
,the same thing as to rajse from hilD taxes to the extent 
-of £ 500 together with a voluntary loan of £ 500 at 5% to 

,(Pigou). 

(6) The second of the objectionable methods is to 
float a losn in the foreign market. with all its serious 
disadvantages of offering very high.rates of interest and 
placing collateral so!curity besides the necessity of pun
~tual repayment without the possibility ~f conversion. 
Great Britain borrolwed 500 million dollars in New York 
in 1915 at 5% and larger sums in 1911. Loans were also 
raised in the Dominions. Argentine. Uruguay. Chile. 
-Spain, Switzerland. Holland and Sweden. 

(1) The last method is to borrow by bank credits 
-or by the issue of inconvertible paper.* This policy is 
-suicidal to the best interests of the country. High 
prices will Mntinue to increase. The results 0:1 in
dustry will be disastrous; industrialists would over
produce in the hope of large gsins. Wages will lag 

• Inflation has been oalled tho modern Aladdin's Lamp t But it 
.magical powers seem to be an emply dream. Germany worked has 
printing press so hard 'hat in the end her paper beoome so worlhless 
"bat it did nQ' even 1'31 '0 print it I 



228 WAR FINANCmr. 

behind and strikes and 'Clisturbanoes' wilt' tll.ki! place;.! 
Men with fixed incomes wiJti suffer while debtors wilP 
be gaining at the expense of' the creditors and so on.' 
~he ult~rnate discouragement ~Q productive energy also' 
will be very great. 

3. EFFECTS OF BORROWINGS' BY BANK CREDITS AND' 
INFLATION; 

We have noticed briefly already some'of the effects· 
of rising prices due to borrowings by bank credit OIl-' 

industries; but we are more interested in the effects; 
on public finances. They are the following. 

RISING PRICES AND' PALLING- PRICES., 

(1) Revenues. .. Where rising prices mean increas .... 
iog money incomes ....... there is some compensation to. 
the Exchequer and the tax-payer. The same rates or 
tax will yield large revenue." (RObinson,-p. 119). OOJl.o' 
"ersely, falling prices would mean les8 revenues to the' 
Sta.te and greater money burdens to tbe tax-payer. 

(2) Expenditure. During the'period ofrising prices) 
Government expenditure shows a great increase because' 
goods and services have to be purchased at higher prices •. 
But this is not true in the case of one class of public' 
expenditure~fixed salaries to the officials. If any con-' 
tract forgoods and services for war purposes had been 
eiltered into before the eve of rising. prices,. tben also
expenditure will not show an increase. But since most: 
of the -:war- time goods are bought- in the open 
market after the. declaration of war, prices rise and· 
Government· expenditure shows an increase.- During the: 
time of falling prices, Government expenditure on goods-
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~hows a decrease but t'egarding contract and fixed 
,.;alaries expend-iturerema.ins the same. 

(3) Borrowing. "~Borrowings in war time, especi • 
• ally when repeated ,loans are needed, is generally 
'borrowing in an unfavourable market ...... Apart from the 
.interest rates the high prices mean that the loans 
-necessary to meet any given expenditure were greater 
,than they would have 'been had prices remained un· 
.changed. Thus there is a double disadvantage in 
>borrowing when prices are hi'gh. The real burden of such 
,debts is thus very great:' '(Robinson. p. 120). The con· 
,verse will hold good for loans contracted during falling 
iprices;; but since ·the need for loans disappear when 
\prices begin to fall, ·the proposition is not of much 
,practical utility. 

(4) Repaym.ent. Debts come to be repaid usually 
:atthe time offalling prices. Henpe the burden of war 
debts which had been contracted at the time of rising 
!prices increases enormously. Falling prices briI'lg 
.reduced money incomes to the Treasury; but the money 
. amount to be paid to the creditors remains unchanged • 
.conversion of the debt may alleviate the burden to some 
.extent. But in the case of a foreign debt, the burden 
.cannot be escaped. An.additional burden will be con· 
.stitutedif the debtor country has (as it does usually 
happen) a depreciating currency. "Germany is probably 
.an extreme example of this ......... Her reparation pay· 
,ments to.the allied Governments are fixed in terms of 
. .old marks. In·the summer of 1921 the gold mark was 
worth about 20 paper marks. By the end of the year its 
<value was fluctuating between 45 and 65 paper marks. 
'This meant that to meet the same payments in old 
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~currency the German revenues would bave to be nearly 
trebled in terms of tbeirnew currency.l' ('Robinson. p. 122)-

4. CAPITAr.. I:.1i:VY •. 

The repayment 9f intllrnal war debts by means of 
:sinki.ng funds and eon~ersion lias a.lready been dis
'Cussed. But when the debt is v'ery huge soas to swallow 
'up a: greater portion of current revenues, 'the didinary 
-methods are of little use .. Hence some cotmtril!'! 
adopt the device of wiping off the debts either by're
'Pddiationor inflation' of c~rrE!Iley. Both ihe methods 
-areop~n to g'rave 'objections and hence an extraordinary 
'tax'ation called 'capit'allevy has been prop~sed.· ' 

'Clearly, all ordinary' increase in the rate' of existin~ 
taxlis cannot bring inuch relief, becau'se, (1) already the 
rates are high enough. (2) Higher ratel! '~()\ild check 
jndustry,a.ndent~rpri!\e.. (3) Capital might be driven out 
.of tb~ country. H) If prices conti~u~ 'to fall, the real bur
.d,ens of recurringtl!-xati!>,n would 1;>ecome,heavier. Hence' 
,the ~aseJor an I"xtra~ordinary t,axaUon. 

It .is .urged,that,i,t 'at one single effort the nation 
,could. subject itself to a special levy, the burden will be
,remove<\once and for all, and the future benefits aris· 
jng (rom reduced taxation will be very large. Further" 
jt is pointed ,out. that the continuance of a debt reacts 
unfavourably on a nation's international trade and her 
credit. Hence the question is whether the advantages
of an immediate repayme,nt would be greater than those 

. of spreading the same over a large number of years. 
Annual ordinary taxation should bebaeed on current 

incomes; but If a man's ability to contribute to one
,speciallevy depends'on his total. resources ...... and total. 
,l'esQurcesare, probably practically best measured by 



accumulated wealth." (Robinson, p. 1.52). A capital 
levy would', therefore. be an authorised tax to be paid by 
all capital owners at a percentage on all forms of capital:
According to the Labour Party's scheme, capital below 
£5000 is to be exempted. The tax is to .be graduated 
rising from 5% on capital valued at £10000 and going up 
to 60% on capitals over £ 1,000,000. Hence it has been 
called, not inappropriately, that the capitalle~y is an 
.. anticipated death-levy." But serious objections have 
been raised against it from the following points of view. 

L EFFECTS OF THE l-EVY. 

(1) That capital will be destroyed. This argument 
misses one important fact about internal debt. The re
payment by a capital levy constitutes simply a transfer 
of capital from the levy-payers to the holders of war
bonds. Hence the claims are offset and the total stock 
of capital remains unchanged, for the ca.pital which is 
paid out will again be re-invested. To this Prof. Shirras 
advances the following argument: •• Traders use war
debt bonds to finance their business and if the war loan 
bonds were handed over to Government they would be 
deprived of .these bonds. Bank deposits would be 
reduced, and it would be necessary for the banks to cur
tail their loa.ns. The result of this severe deflation of 
credit is an equally rapid fall in prices with loss to 
industry and dislocation and probably unemployment.'
His theory is that though there may not be direct des~ 
truction of capital, capital will be destroyed indirectly 
because the basis of capital, credit,·is destroyed. 

(2) That enterprise, desire to work and save; will be 
destroyed. This argument is much less forcible tban 
the previous one. Ifpeople realise that the repayment 
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of tbe debt would reduce their flltur.e tax burdens tbere 
would be greater willingness to work and ability to save. 
If they are afraid of further levies, the psychological 
effect will be adverse. 

(3) That the present generation would be over-bur
dened for the sake of poslerity. This argum'lnt, too, 
is not valid. "If we repay ODr debt (by a special levy) 
now~ we repay it to ourselves. If we leave it to 1949 or 
2042 tax payers in tbose years. will pay stock-holders 
in those years." [Robinson, p. 191.) Thus the preseD' 
generation does not suffer any loss and they have no 
burden to shift off to posterity I 

(4) That gradual repayment is more profitable 
because the national wealth increases and the taxable 
capacity becomes greater. " It has also been urged that 
to constitute a.levy to payoff a debt at 5% when the 
returns in the industry are from 8 to 12% is hardl, 
worth the candle." (Shirras, p. 546). 

ii. EQUITY. 

On grounds of equity, the advocates of capital levy 
urge that some radica.l distribution of property on a more 
equitable basis is necessary, and that current taxation 
would not bring about that desired result. Farther, they 
say that young men gave up their lives in the war and 
it is not fair that the rich should be enjoying profits, 
from their investments in war-bonds which have risen 
in value as a result of the fall in general prices. The 
wealthy owe 'a moral duty to the State to relieve it from 
its debts. So on grounds of general equity not much is 
to be said against capital levy. 

But between individuals and individuals capital 
levy would inflict ~nequal burdens. A few examples 
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may be given. (1) If accumulated wealth is taxed, we 
1Ilake a differentiation in favour of those who have spent 
,their wealth. (2) Some properties which have been 
already mortgaged would have to bear proportionately 

-heavier burdens agaimlt those which have none. Some 
~oncessions would have to be made for such cases. (3) 
.At the time of the levy we cannot take account of future 
losses or gains and make deductions for them. Thus, 
-of two men subjected to a levy, one might marry ten 
years hence and leave a large family penniless, whereas 
the other remaining a bachelor would have saved much. 
·(4) In the caiile of professional men (lawyers. doctors, 
etc.,) the Government whould have to rely on a series 

.of heavy annual payments; a lump-sum levy would be 
grossly unfair. 

iii. PRACTICABILITY; 

Lastly, we come to the question of practicability. 
'There are many insuperable difficulties such liS accurate 
,valuations which could not be done without irritation 
and heavy expenses. Serioua evasions might take place. 
If the banks cause a panic by refusing to accommodate the 
'levy-payers, the scheme will fall through. And further 
the estimated yield is very small. Dalton reckons it at 
£ 70 millions; and Stamp at £ 50 millions· After all. 
the alleged burden of £ 6000 millions of war debt is not 
really heavy; for at the close of the Napoleonic War, the 
proportion of wealth to debt wa.s 32; whereas to-da.y i~ 
is 34. Hence as the ma.jority report of theColwyri 
Committee observes, it will be like .. burning ,the house 
to roast the pig." But t\le minority opinion, is on the 
following terms-" that the best moment for the levy 
would have been during the price-boom which followed 
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the end of the war and had a levy been imposed -then, the
inflated va1ues and inflated money incomes would have 
involved a smaller percentage of-the total' income, the
disturbance would have been less, the psychological effect 
in the midst of the boom would have been less seriou9 
while we' should have been spared 'the additional
handicap of the heavy debt taxation when the 
boom and the rising prices were followed by falling 
prices and depression." (Robinson). Some small coun
tries such as Poland, Czecho-Slavokia. tried the method 
with some success. In thosecountrie~ the amount needed
was small and their intunational trade 'relations negli ... 
gible. 

-5. SETTtEMENT' OF iNTERNATIONAL DEBTS 
i. SHOULD THE DEBTS BE RF.PAID? 

Inter-allied War-debts are not to be treated as com· 
mercial debts for several reasons. The loans were made 
either because 'of national sympathy or for a common 
purpose. Since'America entered the war late,she could 
JDake 'only money 'contributions, whereas- France. 
Belgium and Italy made immense human c'bntribution9'
(fightirigforces) and hence it is not fair that America 
should require the whole debt to be repaid. This is, 
the view point of debtor' countries. 

But America takes up a different attitude. The 
statesmen and officials of that country declare (1) that 
the loans were made at the urgent request of the bor
rowers under their solemn assurances of punctual repa1~ 
ment and repudiation would shatter international good 
faith; (2) the Americans did not participate in repara
tions and. acquired no territory, whereas France gained 
a total territory of 402, 392 sq. miles inhabited by about 
4 million people. Similary the other countries were also-
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gainers. Helice there is a financial reason 'to~repay the-' 
debts. (3) When France helped America in their War 
of Independence the loans which France had advanced· 
had been' repaid in full. 

To these arguments,the Allies reply in the following
:manner. (1) It is true that the Allies gave their solemn· 
assurances of r~ayment just in the same way every 
borrower avers llis intention to repay. But the situa
tion was an urgent and critical one. .. If the allies had 
asked for gifts or oontributions instead of loans they 
would have been given the funds just as readily."
(Seligman). If the U. S. A. had entered the war much 
earlier, she would have Iiluffered enormous losses .. Since a 
great portioJl of the loans were made in the shape of goods· 
and services during tha war, America cannot morally 
claim repayment. (2) Regarding reparations Prof. Selig-
man points out: .. We received I,l0 ships to ruin our 
shipping trade as was the case in Great Britain; we 

. received no colon~es which would have been burdens 
rather than assets; but we heaped up wealth, while alL 

. other countries lost it." Before the' war, America was· 
the largest debtor country, but when all Europe was· 
plunged in devastation apd poverty, America amassed 
incalculable sums, and hence her gains were the greatest.
(3) If America would say she repaid all French debts in 
an earlier period, England can advance an argument that 
she remitted ali the debts of all her allies in tha Napo
leonic war. The whole question is one of co-operation' 
and equity and not one of commercial justice. 

But the problem is still more complicated because' 
when America insisted on repayment, Great Britain 
agreed to discharge all her debts to the U. S. Treasury 
to the Jast penny, provided her debtors (England's) also· 
would follow her example. This is the famous Balfour-
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'Note of 1921.: Great Britain owes to America about 
· £ 2000 millions while her debts due from France, Russia 
and Italy amount to over £ 1000 millions. Now France 
.and Italy would not pay anything until Germany paya all 
her war indemnities. "Thus the Great War haa left the 
"World in a atate of indebtedness which is unparalleled 
tooth as regards the absolute size of the Government 
.obligations and the extraordinal'J' co\nplexity of the 
:international arrangements." (Robinson, p. 136) 

ii. CAN EUROPE PAY? 
If the claims of U. S. A. and of Great Britain are 

"admitted, the question arises, whether Europe can afford 
-to pay. America thinks that France is a rich country 
.and that during the past few years she has made large 
loans to foreign Governments and hence her ability to 
-pay is unquestionable. But the truth seems to be differ-
· ent. The tax burdens in all countries are vel'J' great 
· and further taxation will clearly ruin them. Tbey bave 
no spare gold. And inflation is tbe worst method that 

1 they can resort to. 
Hence of the three possible methods of repavment: 

.,(1) Taxation. (2) Inflation, (3) Payment by services and 
,.goods-the last seems to be the only practical method. 

iii. CAN AMERICA AFFORD TO BE PAID ~ 
If the allies have the ability to pay, the question is 

,asked whether America can afford to be paid. If the 

*The paradox of this problem is to be explained this way. The 
national economy of each country in the world . to-day is based 011. 

.competition, division of labour, production in anticipation of demand. 
in other words, an "export surplus.", If Buch enormous payments were 

,to be received in a country like India, the benefits of inflation of 
'prices at home would bring her greater returns for her export of 
;raw produce. But an industrialised country cannot alford to recei"e 
.such payments lest her exports should be destroyed. 
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debtor countries were to pay, it must be by exporting
raw materials such as rubber, tin, silk or coffee; in which 
case American exports to that extent will be curtailed. 
If they are manufactured goods. America does not want 
them for her industries will be ruined. 

Currency depreciation would make matters still 
worse. !fit cost'£1 to make a commodity in Germany 
its real value in terms of her depreciated Mark will be,
say. only 18 shillings. Hence she will be able to under~· 
sell British manufacturers both in British and in her 
foreign markets. We might argue that this price dis-
parity will disappear soon and the international equili~ 
brium of prices reached. But the infill.tion at home and 
the large payments abroad \Vould keep down the value -
of Marks. That is, internal prices will be always low 
in Germany. 

The result will be disastrous to the creditor countries. -
In the first place, they cannot hope to have large 
export trade with the debtor countries. Consequently 
there will be trade d-epression and unemployment. The 
large exports from the debtor country into the markets 
ofthe creditor countries would also have a similar effect.
The consumers of the creditor countries might get some 
benefit from the lower prices of the exports from the 
debtor countries. But if they wanted to prohib~t the 
imports by protecting duties It would deprive the debtor 
countries of the only means of payment. Thus tpis 
method spells ruin to the creditor countries. Seligman 
puts the problem in these words: ... In business life. the 
best way to deal with a bankrupt is to set him on his feet 
again ...... ln public business and finance ....... we must 
either convert these bankrupt nations into good custo--
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mel'S or hav~ no:customers a~ all. By saving them we .. 
-:save ourselYes." (P; 5J-Studies.) 

In normal conditions no such friction or economio 
..disa.dvantages happen toeither the paying or the receiv
ing country. For the payments will be sm~U and adjust· 
ments would be easy; moreover the debts would have 

tbeen contracted for productive purposes and the payment 
would continue' ·for a long period. . In the long run, 
-therefore,both countries will be benefitted. But in the 
repayment. of huge war debts,- the payrnentswould 

.cause great inItial friction. If thA paying I eountry is 
reduced to poverty by the payments,· it is a loss to the 

-receiving countries also. 



CHAPTER XIV 

LOCAL AND PROVINCIAL FINANCE 
L CH1t.RACTERISTICS OF LOCAL FINANCE 

Local and Cenlral Governments are simply differ
~nl forms of the State organisation. and clearly show 
their fundamental resemblances in their financial 
i>ystems. In expenditure, taxation, administration and 
the general influence of finances, there are not many 
.differences between the Central a.nd the Local Govern
ments. But notwithstanding, there are certain 
peculiarities in the methods of local finance, that make 
it desirable to study them separately. 

(l) The most obvious difference is in the magnitude 
of the finances of each. The proportion of Local to Cen
tral finances is very small in all countries. 

(2) The absence of nniformity is another marked 
characteristic of local finances, for the simple .reason 
that the nnits and functions vary. A rural commune 
has slender resources and a crude financial orgnisation. 
A great municipality has vast resouroes and undertakes 
expenditure on a large scale. A backwa1'll district will 
be in a different position with .regard to finances as 
compared with a rich district and so on. 

(3) The lack of uniformity is all the more great in 
the ease of the different countries, owing to their his
torical, political and geographica.l peculiarities. Poor 
relief is a local problem in England. because it had been 
so from the time of Elizabeth. So is ~ducatioD, which 
is ~ompletely centra~sed in ~el~Dd. Local finance 
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occupies a very insignificant position in France since' 
the Government has been higbly centralised from the
days of Louis XIV. Tbe geographieal peculiarities and 
the local patriotism of the people of Switzerland bave 
on the otherharid, made' local finance of great 
importance. 

(4) If may also be pointed out tbat tbe position of 
the local bodies jn regard to finances is very different 
from that of tbeceutral .government. It is true that 
their finances are separate and independent; but their· 
powers are merely delegated ones. Tbe local authorities 
require tbe sanction of the Central Govern ment for rais
ing taxes or incurring expenditure or debts. The general 
policy is laid down by the Central Government. 

(5) One more characteristic of local finance may be
pointed out. There is a large element of "payment for 
benefits'o in local finance. Water-rat~s are p~yment& 
for services rather than taxes in the strict sense·of thEt 
term. Hence such rates have been called" beneficial ... 
as dis~inguished from" onerous" rates, for which no
direct benefit can bl! traced. Examples of the latter
are I,lducation,rates etc. The English Royal Commission 
on 1.0cal Taxation, 1901, defined the position thus! A. 
service my be called properly local when a pr'3ponderan' 
share of the benefit can be directly traced to persons
interested in the .. locality. On the other band univer. 
sality and uniformity of administra~ion is generally a· 
mark ·of national service and such administration doe,: 
'fIot confer special be'fl,(~;fit on special places." 

Tbe above considerations make Local Finance lar
gely'a matter of administrative detail and not of a wide 
'Problem of policy. It does not admit, therefore, of 
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general principles. And hl'nce local Finance is of very 
Jimiled theoretical importance. 

%. SEPARATION OF LOCAL FROM: STATE FINANCES. 

(1) Financial separation, is a necessary corrollary 
of separation of function between the Central and the 
Local Governments. The same reason that underlies 
the sepa.ralion of functions underlies the separation 
finances too: to wit, efficiency, adaptability and 
flexibility. If responsibility of administering certain 
services is thrown on the local bodies, they must also be 
given powers of taxation to meet the necessary expendi
ture. Unless the local authorities are given the powers 
to tax. their local patriotism will not be a.roused. If 
local autonomy is to mean anything real, the local 
authorities should not depend upon the State doles. 
There is thus a strong political reason for the separation 
of finances. 

(2) Apart from political reasons, there are many 
fiscal arguments in favour of separalion of local finances. 
In the first place, the growtb of cities bas created the need 
for collective expenditure on many important services 
sucb- as education, sanitation etc. The fiscal needs have 
multiplied and the old fiscal machinery of the Central 
Govemmenl: is unable to cope with those increased 
activities. Secondly, we have to raise taxes to meet this 
increased expenditure/rom a variety 0/ sources, such as 
property. The Central authorities do not possess tbe 
advantage of local knowledge to administer these taxes. 
Further, it will entail heavy costs. The local authori
ties can do it effectively and cheaply. Thus for the 
administration of these taxes separation is essential. As 

R 16 
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.s,eligmaQ putlii,ti f'The·wealth is.there, the resources 
a.re there; but the method of tapping the sources' is 
made effective by a separation of finances." 'l'hirdly, 
local condltionsvary from place to place. A town on 
the banks of a river may not require water-,works; 
but water supply is the most important problem in some 
'towns. If the Central Government is in charge of these 
,services and central funds used for these purposes, we 
shall be doing injustice to the general t.a%-payer. Some 
:o'istricts may be bighly advanced. while the others are 
,backward. A uniform treatment would, th&refore, be 
inequitable. ",The conditions of a commercial metro
-polis are very different from those of a country bamlet, 
and what mal" be entirely appropriate in the second case 
. may be found to be completely unfavourable in the first. 
~he slow steed and tbe fleet racer work very illlogether 
ill harness .•. ; .. If we allow the different localities to 
experiment witbincertain broad'lines .. ; ... the result is 
ultimately found to be an adaptation of fiscal practice to 
economic fact."-(Seligman.) 

3 •. SERVICES ,()FLOCAL AVTHORITIES. 

'l'her~ . is no. uniformity in the functions of Local 
Govern'IDents~, ' .. They' vary from country to country 
with geographical conditions, historical associations 
and political traditions and, varyf~om period .to period 
in the same country, as conditions alter and as the em
.ciency of the JOIl'aI' a~thoritiescba~ges." (Robinson). 
Yet in spite Ilfthe diver/ilities of practice we can discern 
certain general tendencies. There' are c~rtain services 
'which ar~·clea.rly ioc~l (wat~r-supply)~' Some are nation
:a.~ anCl]ocal ,(roads, an~'pol~~~)_, Som~ ,are, of . '~ational 
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importance and yet capable of more efficient local ad
ministration (public healtb, elementary education *). 

The above fun~tions are common to all countries • 
.But in England the local authorities administer poor
relief and look after agriculture and rural industries. In 
Prussia the local bodies administer State insurance 
scheme against ill-health, old age and disability. In 

..Japan tbe local authorities act as agents for the collec
tion of some Central taxes. 

No useful classification of all these services can be 
made; but they may be divided broadly into two groups: 
.(1) Local services:" those which are carried out and 
eontrolled almost entirely by local authorities in the 
interests of their respective localities and are not. to any 
marked extent, for the benefit of the nation as a whole. 
(2) Semi-national services. i. e., those which. are admi
mstered by IC'cal authorities but in which the State has 
.at the same time so marked an interest in their effici
ency as to justify a claim to the supervision of their ad
ministration." (T. E. C. Report). Services such as 

.defence. and law are common, national and indivisible. 
> ' 

From tbe point of view of administration Local 
;Finance bristles with many difficulties. On the one hand 
we have to allow individual initiative and freedom, but on 
.the other we have to control and supervise their services 
.in the interests of co-ordination and efficiency. Hence all 
financial legislation and audit and control is vested in the 

,Central Government. Taxes or loans cannot be raised 
without prior sanction.· But in matters of d~tai1 and 

. \ 

* •. Servioes which were originally parochial may become pro
.rincial and 'ken na'ionaL This dynamic concep\iOD is essenUal"' 
.Grice-N aUoDII1.aJld Local Finance, p. 3. 
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managemen~ the 10eal bodies are given a free .hand &ndt 
are.unhaJllperedfrom .bureaucratic control. 

4. LOCAL TAXATION. 

In the evolution Elf modern taxation, one interesting; 
fact is :observable, aDd that is the absorption of all· 
productiye taxes in the hands of the Central Government. 
Customs were once levied by all towns. So were taxes on 
income. Now both of thell) are Central sources. Henee
at the prepent time local authorities are left with a few
resources, which are entirely local in character. They' 
are mainly the following. 

(1) Properly or Real E8tate~ House, business pre.· 
mises, factories etc., are taxed. In England the tax is· 
levied on the annual value of such properties; In Ger ... 
ma.ny the tax is based on their market or sale value. IJ1, 

. Prussia a Property Transfer Tax on the value of real 
estate changing hands by sale or otherwise is levied and 
is very popular~ In most countries agricultural land also 
is subject to local taxation. but in India land tax is Prd~ 

'vincial, and only a small cess is levied for local purposes ... 
(2) Trade and Pro!e88ioos. Traders and Profes· 

sionals qf all grades are taxed. the tax va~YiDg accord .... 
ing to the variations of income. Small 'traders andJ 
the working classes are exempted, In Prussia traderS. 
and manufacturers are divided into fout classes accord .... 
iog to the size of their undertakings. the capital em·' 
ployed and gross profits earned are either ascertained 6r 
estimated arbitrarily and are taxed accordingly. 

(3) In addition to the taus on trade, particul~r 
trades and occupations which ar~ considered as danger-' 
ous or offensive pay &pecial taxes in the form of licens-e' 
Jees. They include restaurants, retailing of beers and' 
spirits, manufacture of 1ire-works, storing of limber,. 
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-fuel, grain. chillies etc.. Besides these there ate many 
,license fees such ab licenses for nhicles, dogs and' other 
.. animals. Market.tolls also may be placed under this 
bead. 

'(4) Taxes on communications. These' are called 
.octrois and terminal taxes. British and American 
writers look on such duties as expensive to collect, easy 
. 4;0 evade and a hindrance to trade. It is due to the fact 
,that their incidence in shifted. and that it is difficult to 
.determine on which classes the burden ultimately falls. 
A well·devised tax on vehicles will do away with the 
.evils of this sytem of indirect taxation. 

(5) Taxation 01 site values. Site values increase 
-rapidly in large cities. and towns owing largely to local 
<improvements. Hence it is fair that the local authorities 
.-should receive a share in it. The tax will not affect the 
.supply of land; it does not check improvements; and 
.being a differential tax, it cannot be shifted. For these 
,reasons, a tax on site values is a. pre-eminently fit subject 
of taxation. The tax was first int.roduced in Germany 
;In 1904, and has spread to aU countries.' In India. under 
·the Town-Planning Act, the Mqnicipalities are. em • 

. powered to recover from the owner of the property a tax 
,·to the maximum of 50% of .the increased value of the 

site. The tax would therefore check speculation in lan~ 
values and assist thereby the housing problem. Besides 
·the tax is paid by the seiler only on resale or transfer 
and is graduated. The tax bas become so p.roductive in 
{}ermany that. the State lind the Imperial Government 
.are taking,a share. 

(6) An addition to the Central income tax. In France 
]Belgium and Germay a large proportion of Local 
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revenues is obtained in this way~ Ali income tai'is 
unsuitable to local authorities for many reasons. Local 
authorities have no efficient machinery for' detecting 
concealed income or trace it to its sourceE. Income is 
not localised, for it may arise from any part of the cQun
try, and if all local autborites t~lj: it, it will be taxation 
of the same income several Urnes over. In spite of all 
these difficulties, Germany has successfully adopted the 
system of levying an addition to .the State income taxes .. 
It is very popular and ·productive. 

(7) Non-Ta;,; Revenue,is also' very considerable, ill' 
many Local Governments. It may arise from publio' 
building~, publjc land or forests. belonging ~o the local 
authorities. "Klingenberg in Bavaria, owing to iis forests 
and ~aluable clay pits, yields to' its 2000 inhabitants,.. 
after meeting all public upenditure in the commune and 
addirig to a reserve fund, an anilUal dividend in cash.'~ 
(Shirras). Another source of non-tax receipts is the
income from public utilities such as gas, water, and. 
elec'tricity supply. German cities make enormous sums· 
in this way. An objection may be raised to this form or 
tiu::ation, because as a rule, only cost prices should be-· 
charged for' such services. If more tban cost priceo 
ig charged, the burden will fall on those who patronize. 
the services, especially the wage-earners and the lower
classes. For example, a tax on tramways does not fall. 
on the richer classes who own .motor cars. 

5. GRANTS-IN-AID OR SUBSIDIES. 

In addition to the tax and non-tax receipts, the Locat 
authorities are in receipt of large subsidies or grants. 
from the Central Government. TheY' are no doles. Therlt 
are two. main reasons for these grants. (1) The Local 
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authorities perform many services, which are national in 
scope. and if the payments for such services were to be 
made by the citizens of particular localities irrespective 
of their ability. the burdens will be unequal. National 
sen-ices must be financed from national taxes. (2) A 
progressive system of grants is also necessary to equalize 
the finances of the richer and the poorer districts; 
otherwise the poor districts will be nnable to perform 
many of the services they are called upon to do. The~ 

country as a whole cannot allow a particnlar locality to 
become a breeding place of disease or a refuge of crimi. 
nals, owing to lack of finances for sanitary aJ;d.police 
services. The system of grants has thus a double 
advantage of equalising the burdens of different districts 
and enabling the Central Government to put effective 
pressure on the local authorities to maintain a certain 
standard of efficiency in those services. 

The great dangers of grants are that they destroy 
local initiative and are demoralising to some extent. If 
the grants ale distributed on the basis of expenditure, 
it encourages extravagance. Hence dfstribution of 
grants must guard against these two dangers and should 
be based on a combination of different principles. 

A salulory principle is to allot fixed or .. block ., 
grants, the local authorities being obliged to meet 
the rest of the expenditure from their own taxes. How
ever. this wou ld not be of great assistance to tbe poor 
districts. Hence the .. necessitous-area-grants". •• The 
grants should be distributed in such a way that most 
would be given to those districts which have the lowest 
ability and where expenditure is necessarily high and 
less to those with the greatest ability and less necessity 
for expenditure." This was adumberated by the Ch!1irman 
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of the Royal pommission on Local Taxation i~ England. 
(1901), .The German system is les8 complicated and 
aims at a ~ough justice. for, grants" are distributed half 
accordin~ to: popuiatio~.and l;18,lf accoriling to area. 

The commonest method of distributing grants was 
the " percentage" system. . In Great Britain it haa been 
applied to education; public health, communications and 
similar services and the advantage claimed is tbat 
it 'Provides a stimulous to local anthorities to improve 
the efficienc:roftheir services. But on the other hand 
the Geddes Committee has pointed out its numerous 
defects. L It encourages extravagance because there is 
no incentive to practise economy and as such the 
general tax-payer is pena.lised. 2. The Central Govern
ment is in: great difficulties in framing estimates, for' 
these are based on anticipations, not of what the Govern
ment will do, but of what hundreds of local authorities 
may do. 3. :There is divided responsibility in the ad
ministration of the services leading to weakness and 
inefficiency. It may, however, be pointed out that this' 
plan is easy of administration and is (if proper standards 
are fixed. regarding the efficiency of the services and 
if proper. con.trol and supervision are exercised) capable 
of great improvement.,. 

'6. PROVINCIAL FINANCE. 
;1 . 

In all 1l'ederll.l Governments,. there is the State or 
the Province as an intermediary between the Central 
and the ~ocala,uthorities. Though this unit of Govern
men~ is only ,an .enlargedlocal unit. it stands on a 
different footing in public bw. It is not amere creation 
of toe Central Government which can he dissolved or re
Bhape~ a.t will, . The eonstituent. parts bave a distinct 
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existence and the limits of ,the jUrisdictions of the 
two ~uthorities are clearly defiped, and fixed, which form 
the basis of the constitutional structure of tha whole 
Federal .Organisation, 

But in the matter of finlj.nces, there is hardly any 
difference between the Provincial and the Local authori
ties.There is the same need and 'the same device for the 
.separation of 'the sources of income, the same principles 
underly the methods of taxation and'the Bame measure 
.of control and supervision by the Central Government. 
,Only the scope of the probleins is wider. 

i. SEPARATION OF SOURCES. 

This might be based on the following principles ': (iL) 
'The separation of functions iildicates roughly the way 
in which finances could be separated. The Central 
Govern~ent is usually 'in charge of defence and foreign 
relations, coinage, inter-state trade ~nd com~erce, 
postal services, pan king and generallegisla,tion. Hence 
,the profits arising out of these services andcustoms 
revenue should go to the Central GovernOlent, The State 
Governments manage public works, roads and canals. 
Hence taxes and receipts from these sources should go 

-to the State Governments. ' 

(b) Allocation of taxes a.ccording to their spheres. 
It is in this direction that much conflict :is bound to arise 
'because both the Governinents reqlIire large resources to 
,carryon their activities. Iu U.S.A., the income tax was 
formerly a. St,ate tax but is now made a,Fedel"al tax be-
.cause economic changes have broken down States -:-lines: 
and have made incomes' nation~l and even international. 

:Similariy, tbecorporation tax" because the sharehol!iers. 
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of a corporation a'nd.the consumers of the products of 
.the corporation are distributed nearly throughout the" 
country. The centralisation of suebta:tes is also' 
necessary in the interost9 of efficiency, economy and· 
equity. Death-duties present many difficulties. Since 
the tax falls on property it. is considered as a suitable
subject for Sta~e taxation; but the property can. easily 
be shifted and the tax evaded. Hence thec&se for' 
making it a federal tn:. In some countries it is a.. 
Federal tax. insome a State tax and sometimes it is both~ 
.. ' The best olihiionadvocates uniform administration and' 
the division of the proceeds with reference to conside
rations of domicile and situation' 'of the property.'P 
(T, E. C, Report), ,i The land revenue, tendA .to become 
stli.ndardi~ed and ariynew changes on the land itself ar&
in' the. shape of Local taxation, while the State or 
the Imperial Government or both, tax the income of th&
form'~r through income or' capitaltax:es." (T. E. C. 
Repott)~ Taxes o~ transactions, stamp-duties, excise 
duties ana fees of all kinds are Provincial 'resources. 

ii. MEANS OF ADJUSTING DEFICITS. 

The separation of resources fails in actual practice' 
to leave either the Sta.te or the Federal Government in a· 
position ,of financial independence. Either the federal or' 
the State. Government has to face deficits when the 
revenues prove insufficient. And adjustment could be
effected in one of the following three ways .or by a com
bination of ~hem. 

(a) Subsidies or grants from the Central Govern
ment. The praetical difficulty is to determine the basiS' 
for the distribution of grants,. avoiding at the same time 
the dangers of encouraging extravagance and destroying-
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initiative. The principle adopted in 10c8.1 finance seem~ 
to be the best. namely grants in proportion to thee' 
revenue resources and the expenses of the Provinces. 

(b) Contributions or grants from the Provinces to-, 
tJie Central Government. As Seligman points out, "To
have the Federal Government depend entirely upon· 
l~rgesses is to render it more or less impotent and 
certainly to make it sub~rdinate to the Stat'e." Further 
more'to arrive at a satifactory basis for the contribution .. 
is the most difficult problem. If it is on the basis .of the' 
taxable capacity of the provinces, the proviJ;lce which 
contributes most thinks herself to be the .. milch cow'" 
and provincial j'ealousies break out. Expenditure cannot 
be the 'basis'; for every province will try to enlarge 
its expenditures and show a deficit rather than 
surplus. Neither population nor area can be taken 
as a suitable basis, shice revenue and expenditure
are not dependent merely on those factors~ If &

combination of a11 these bases is applied. the scheme' 
will be very complicated and incapable of exact 
determination and administration. Hence Provin
cial contribution is more objectionable than Central 
grants. "To make the separate States depend 
financially upon the. Federal Government is not in the-. 
best 'interests of complete equilibrium." (Selig'man). 

(c) Division of yield. This may be effected in &

variety of ways of which three are important. (1) Arbi-
trary division or "divided heads ". .. It has the defects 
of a subsidy with othe'rs added. The subsidy fails, if the' 
particular source dries up. The divided authority and 
interests is an infringement of autonomy and makes; 
for bad admini@tration," (T. E. C. Report). (2) Both; 
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,Governments taxing the. same source either separately 
.or through the same agency ;e. g. a. Federal and • 
:State income tax:. The disadvantage lies in double 
taxation. but in-el}uities can be removed by ,efficient 
adm~nistra.tion. 

Another method of avoiding double taxation under 
this plan is to collect the tax: centrally and allot a. basio 
<l'ate to the, State or Province co~cerned. (3) The tax 
itself may be divided according to its spheres. An excise 

. duty on one class of intoxicants (foreign liquors) may go 
to the Central Government while duties on another class 

,(country liqu()rs) may go to the provinces. Stamps are 
also similarly divided-judicial stamps to the provinces 

.and the non-judicial to the 'Central Government. This 
,is the arrangement in India. 

EXERCISES. 

(1) "Local finance is largely an administrative 
i.problem." Explain 

(2) Is separation of sources of taxation essential 
. between (1) ·the provinces and the local bodies and 
,(2) between a province and Federal Govern:nent? 

(3) Wbat are the bases of local taxation? Do you 
consider it an injustice to rely upon one form of property 

,( == real estate) for local taxation. 
(4) Do you ,advocate a general property tax for local 

:purposes'l 
(5) What are the difficulties of local additions to in

..come taxes as a source of revenue? 
(6) Mr. Gosehen held that the most important 

. problem in local finance was the determiuation of the 
tincidenee olthe rates. Why? . 
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(7) Grants to local bodies are justifiable, but not 
grants from a Federal Government to the provinces. Do
you agree? 

(8) What general principles do you lay down for' 
grants from a. Central Governmentto the provinces and, 
to the Local bodies. 

(9) Determine the basis for the separation of Provin-
Cial and Central finances. 



CHAPTER XV 

FINANCIAL ADMINISTRATION 

.... Accountancy is the essence of government."-Colbet'l. 

Financial administration is as important as any 
. .other part of the science of finance. For what is the 
benefit of a good revenue or expenditure system, if both 

-cannot be brought under popular control and efficient 
audit? The Treasury Department has thE-refore been 
rightly described as the power house of the great factory 

·of finance. The secret of the very working and the 
.. efficiency of a financial system lies in a strong and 
· popular administration. The study is of great importan. 
ce though the subject· strictiy belongs to the art of 

.trolitics. 
THE BUDGE~ 

"The budget is undoubtedly the pivot of the ad. 
'ministration". For it helps the Government needs to be 
· foreseen, avoids the possibility of ill-considered expan. 
· sion of expenditures and is a restraint on the irresponsi· 
bility of public officials. In shod it. may be called a 
ship in the vast ocean of finance and the Finance 
Minister is really her captain. The immense advantages 

· of this National Balance Sheet can be understood by a 
glimpRe into the procedure of the budget in all its 

'various stages in a fully democratic country like 
England. The budget contains a review of the results 

..of the previous years and a forecast of the revenues and 

*The word originally meant the case or ihe despaich box of 'he 
-Chancellor oUhe Exchequer where he kepi his papers.-SAirras. 
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~xpenditures of the coming year. Hence Willoughby 
calls it .. at once a .report, an estimate and !L proposal". 
~he budget should be a full and self-contained document 
leaving no room for supplementary grants or extra
.ordinary demands. And finally the representatives of the 
~eople should exercise their utmost control over the 
legislation of the budget. 

THE FINANCE MINISTER. 

Thoilgh the budget is the instrument of popular 
.control· over finance, it is really the Finance Departmenl; 
:or rather its presiding deity that really shapes the 
national policy. The whole direction and initiation, and 
control over the other depa.rtments lies in his hands. He 
is a' veritable. lion. "' He has to bring to the task of 
public finance' a mhld keElD and alert. an intelligence 
trained in the best of schools, a natural capacity for 
'business. a genuine and practicalsympa,thywith various 
communities, especially the mercantile community and 
a keen' desire to be up and doing. He must be as Lord. 
Morley would have said, II a paragon" (Shirras). Bu't 
,Peels and Gladstones are only rarities I The majority, 
of Finance Ministers, as a shrewd critic said of Mr. 
Churchill. have" no head for finance, no gift for figures 
and no interest in facts except when they serve a 
rhetorical turn" 2. The party system makes their tenure 
-precarious; and anxious to alarm the Opposition: or the 
public as little as possible they take a short view of 
nnance and are satisfied with patchworks year 
by year. But a permanent and irremovable Finance 
Minister is inconceivable in a democracy. The real 

2 Hirst.-PubJio Economy and Taxation. P. U. 
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guardians of the public IPurseshould 'be 
·themselves. 

AUDIT. 

the peoplE,-

Apart from th.e pop~ar control exercised over the
budget by: the legislatures .. nd the administrative control. 
e'xercised by the heads of the Department, the Treasur.r 
and the Finance Minister, the control over the accounts
is vested in the. ,hands of an independent administration 
called the Audit Deparment. It verifies and .examines· 
the accounts both before and after the expenditure is 
disbursed. It checks 'receipts and vouchers, detects 
fraudsot technical' errors and presents two reports to
the legislature, the audit report showing the detection of 
errors or fr~uds' and 'the appropriation r~port showing 
the result of disbursements. The audit is thus the. 
k!lystone of popular control in technical matters just a& 

the legislation of the budget is, in matters of policy~ 
Undet the guidance of Parliament and under the check 
ofthese technical experts, the' Chancellor of the Ex
chequer has to s~.eer the ship Of the nation's finance., 
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ADMINISTRATION OF FINANCES IN INDIA. 

The Financial mechinery is located at threEt 
different ccntres. 

The IndiaOHice looks after ways and means 
operations in relation to British Parliament, transacts 
exchange operations and manages the gold standard 
and cnrrency reserves. There is a special FinancEt 
Department in the IIndia Office with two Financial 
Secretaries, in addition to an Accountant General. 
There is also a Finance Committee. 

.• The Government of India. The Finance Member 
in charge of the Finance Department is nnder the final 
authority of the Governor-General in Council.* There 
are two branches, Civil and Military. In, a matter of 
disagreement between the Finance Member and the 
Council. the Secretary of State gives the final decision. 
Directly under the authority of the Finance Member 
are his Secretary, and the Controller of Currency. The 
Imperial Bank of India is the Banker for the Govern
ment of India, its branches and its distrid treasur
ies being the provincial and local nnits. 

The Prorinces. The Financial department is under 
the Reserved half of the Dyarchic constitution t The 

• Though the Finance ~ corresponds theoretically w Ule 
British Chancellor of the Exchequer. he is a much inferior dignitary 
in actual practice. He cannot dictate to the various heads of 
Depanments. The military accounts are not under his controillor 
are tboee of the raUwaya. 

t • It was required 'to watch and advise on the financial 
l'IOvisiollll..-.but in no III!I1lI8 to be overriding. The' Governol' in 
Council was to haye the fiQaleay." lIuddiman CommitteeRepon P. 10..: 
c - . 'R~17 - - - . . . 
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member in charge is assisted by . a. Secretary and 
the Accountant General. The Fiuance Committee and 
the Public Accounts Committee exercise some control 
in the shaping' of the proposals. 

Under the Reforms the borrowing powers of the 
provinces are limited to meet capital expenditure for 
works. to famine' relief and to repayment or consolida
tion o( loans alre~~y raised. The loans have to~be sane
tionedby the, Central Government or the Secretary of 
State. Interest is the first charge on the Provincial reve
nues, next to the contributions. ' 

The provinces are given the powers of imposing nil", 
taxes for provincial or local purposes on (1) land other 
than agricultural, (2} on acquisition of survivorship in a 
joint family or on sucqession. (3), betting and gambling. 
(4) on advertisements and amusements~ (5) Qn luxury, (6) 
direct consumpti~n taxes s1,1ch as taxes. on buildings 
vehicles, private markets etc, 

The caf;1h balance of th~ provinces. should he kept 
with the Government 01 India for whicb an interest will 
1,>e paid. In cases oC ,emergencies the Central Government ; 
has the right of ,not allowing a. certain minimum to be 
withdrawn. - -

In the loan account of the provinces interest is the 
first charge on the revenues. The principal has to be paid 
off within twelve years. The provinces ar .. required to 
set apa.rt each year a certain amount as Famine Insur
ance Grant, which they can draw upon iIi times oC 
famine; 

2. :rUE B11paET. 

, ,The firs'stag8J i. the ., preparation~. The depart
ments hegin tbeir 'work in October. The estimates are" 
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",erutinised by the heads of the depa.rtments, the Aecoun
,tant General and lastly. by the Finance Department and 
<the Finanee Committee of the Legislature. The Accoun~ 
,tant General issnes the first edition' of the budget 
whic\l is then revised by the whole Government. The 
:revised budget then forms the second edition of the 
,budget and is submitted to the Finance Member. 

Tbe second stage is the" legislation" of the budget. 
'The speech of the Finance Member is followed by a 
;general discussion and voting of grants. " Supplemen
,tary" and •• regularisation" fira.nts are sanctione!! by 
·the leidslature a.t any~ession~ " Token grant" is moved 
if the Executive has reappropria.ted from. ano~hergrant. 
The legislature has power to move •• cuts" or "throw 
.ou't .. ··the budget but the Governor-Gimeral-in-CounclI has 
powers to' restore the cuts and certify theII!-. The 
'Finance Bill is then passed by both. Houses and it I;lxpires 
,at the end of the year. If the Bill is not pas.sed, a joint; 
,sitting altbe two Houses o,inegotiatlons may be resort
.ed to but since it can be done only after the lapse of six 
llIlontbs tbe Viceroy uses his powers of certification. The 
'Salt Tax both in 1923-1924 and in 1924-25 was certified. 

The tbird stage is tbe "execution" of the budget 
Every expenditure ha.s to be sanctioned, a.nd an auth\lrity 
of the appropriation issued by the Ac6oU:ntant-General~, 
The accounts arefinaI1y audited by the Public Accounts' 

. Committee and the Auditor Gener~I. A very'. ~n~ 
, pleasant arrangement is that the Finance Member is 
: the Chairman of the Public A.ccounts Committee, where~ 
.&s in England the Leader Qf the Opposition ta!tes that 

• ,place. ' .. '~'J 
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3.- POPULAR CONTROL UNDER THE REFORMSi 

Historical : 

1860,. First bud~et presented by Sir James Wi1son~ 

1861. The Imperial Council had an opportunity ot 
I formally' discussing the budget. 

1892. 'The Indian Councils Act gave an opportunity 
of discussing the budget. 

1902. Power of discussing, moving resolutions and, 
divisions over certain items of expenditur~, 
and revenue was recognised. 

Popular control was nil till the Reforms of 1921. 
Centr~l Government. Sir Malcolm Hailey, in intro~ 

ducing,the first budget declared" if we incur expendi-; 
ture it will be under their mandate, if we impose taxa
tion it will be ,by their vote." A wild camouflage ( 
Because half -the items. are nou-votable, certification
over taxation as well as expenditure by the Viceroy 
is allowed; the Council of State has always voted, 
with the Government. These are the three great limita-

J 
tions of the Legislature over budget control. 

Provincial Government. ':rhe votable items consti-: 
tutethe major portion of the budget but even ov~r the, 
transferred subjects the vote becomes ineffective owing: 
to the power' of certification. The power of the Minister& 
is ver1limited. The Qovernor~in-Council bas the final" 
say over 'proposals ofile~ taxation and the alloca.tion of: 
the revenlies over thevq.riQiis items. of expenditure. 

, ' , O~ th~ ~1ioie, wea~~ natfar wrong if we conclude' 
that the.po~er of tb~ legislature ia:-inore of scrutiny of: 
~xpendJtufeandrevenue'ratber than exercising :ControL 
Oyer the 'national policy. The Executive is independen~ 
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.of the Legislature and without Ministerial responsibility 
~emocratic control is a mirage. The Councils have the 
power of persuasion and not of decision. The Secretary 
of State and through him the British Parliament is still 
the ultimate sovereign in Indian Finance. Parliament has 
the right to discuss a Bill thrown out by the Assembly 
unless it has been certified by the Viceroy. The Secre
tary of State is the custodian of Indian Finances but the 
control is being relaxed by certain conventions such as 
refusal to interfere in a case where the Assembly and 
,the Government of India. are in agreement. 

In addition to the absence of complete popular con
-trol, the Indian system differs from the English system 
in many other respects. (1) In India the'Ra.ilway budget 
is separate. (2) There is no counteTpart to the Ways 
and Means Committee or the Committee of Supply of 
the House of Commons. (3) In England the Finance Bill 
and the budget are presented in a single form as the Ap
propriation Bill. In India both are separate. (4) The 
power of the Council of State over Money Bills is unlike 
,that of the House of Lords. 



APPENDIX 
TO CHAPTERS 1, 14 & 15. 

For a short historical account 0/ the financial system of 
India, see India in 1927·28. 

REVISION OF THE MESTON SETTLEMENT. 

The chief defects of the financial arrangements 
arising out of the Meston settlement are t~ following. 

(1) The Central Government is left with expanding 
sources of revenue (Customs and Income Tax) while 
its expenditure is expected to be 'either stationary or 
falling. 

(2) The position of the provinces is exactly the 
reverse :-expanding services and inelastic or falling 
revenues. The enormous needs of the nation-building 
departments are to be contrasted with the falling items 
such as Land Revenue and Excise on Liquors. 

(3) The different provinces are unsuitable fisca.l 
units and the Meston settlement has crea.ted much fric
tion and dissatisfaction. Bengal with Permanent 
Settlement cannot raise much land revenue. An indus
tria.l province like Bombay also suffers on that score. 
Bihar and Orissa is a new province with enormous 
needs for nation·building services. There is not the 
scope even for a uniform economic development. 

(4) The Provinces are obliged to find new sources 
of taxation which however do not for administrative 
considerations, fall within their scope. In other words. 
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there is no harmony between the distribution of func
tions and the allocation of the sources of revenue 
between the provincial and the Central Governments. 

The Taxation Committe~ recommended the division 
of ~he Income Tax between the Provinces and the Centre 
on the principle 'of origin. Thus the provinces would get 
a share of taxes, on personal incomes from all sources in
cluding dividends from companies wherever situated. The 
Central Government would get the whole of the taxes on 
foreign investments 01' of residents abroad, and the 
w hole of the-super-tax. ' 

They recommended some new'sources of provincial 
revenues: tobacco, aerated waters, patent medicines 
etc., and also death duties. 

They wanted commercial stamps to be transferred 
to the Central Government. 

The Indian Economic Association in their Annual 
Conference in December 1929 have put forward many sug
~estions. There are two di$tinct proposals, one made by 
the Bombay group and the other by Prof. P. J. Thomas. 
The former would transfer the whole of the Income Tax to 
the proVinces and the excise on country liquors to the central 
government so as to restore financial equilibrium. Some, 
minor proposals of importance are (1) Corporation Tax 
for theiCentral Government and Succession Duties for 
the Provinces. (2) The Centre might invade the domain 
of the Provinces in times of emergency. ' 

Prof., Thomas bas criticised these proposals in his 
very able \ paper. It is worth a close study because he 
has anticipated ihe recommendations of Mr. Layton, the' 
Financial Assessor to the Simon Commission. - He 

I 
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.emphasises rightly that the problem is not merely one of 
the apportionment of the existing revenues but,also the; 
imposition of new-ta.xes to meet the growing n~eds of the 
provinces and the Central Government. "The one need 
not look for gaining at the expense Qfth~ :othei. There 
must .be found means for additional taxation in' order to~ 
,increase the resources of both:' (I.. J. E. Jan. 1930, 
p.516.) He recomm.ends the division of the' income tax 
and making it a "balancing fa!lt.or." The basis of the 
4ivision is to be "according to needs" and not on the 
basis of origin or IJomicile. 'J,'he suggestion for the crea-. 
<tion of a national fund "fed from central taxes but 
utilised for supple~enting .provincial revenue~ 'or~ore 
particularly for financing those provincjal v;entures 
which are e~sentia.l for national de,velopment" is the 
-cSame as the recommendation of Mr .. Layton •. 

THE RECOMMENDATIONS OF MR. L.a,YTON. 

The report of this distinguished economist forming 
,ch. viii of vol. 2 of the recommendations of the Simon 
,Commission is certain,ly scholarly. Unfortunately, it 
.is vitiated by the narrow outlook on constitutional ad
vance as envisaged by the Commissioners. Hence the 
utmost reduction advocated in the army budget is 
Rs. 7 crores. No prospect of retrenchment in civil 
,administration, (which; he admits to be" expensive 
.owing to the level of salaries in the upper grades of the 
Indian services") is anticipated because Indianl.e;ation 
-is still a dista.nt ideal. Within these limitations; he' ha.s 
reoommended several changes in the financial system 
which fall into two distinct groups :~rea.llooa.tion oitha-

.existing revenues between the Centre and theProvirices 
,and the imposition of fresh taxes to be collected centrally 
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but distributed to the Provinces by the establishment of 
a Provincial Fund. 

REALLOCATION OF EXISTING REVENUES. 

ForeigD Liquor: The Central Government should 
reduce the present rate and bring it down to 30%: the 
provinces should. impose an excise equivalent to the' 
balance of the duties now collected. This would give
the provinces about 1~ crores. 

Commercial Stamps to be transferred to the Cen·· 
tral Government for the sake of a uniform rate and 
facilitating administration. The provinces would thus· 
lose l1A crores, which is made good by their gains from 
foreign liquor. 

Income tax. The provinces to get 5()!," of the pro·· 
eeeds-iealising about 4~ crores now and about 6 crores 
at the end of the decade. 

Salt should be transferred to the provinces and 
the revenue should be distributed on the basis of popu·· 
lation. 

NEW TAXATION. 

The Provinces are to impose (1) agricultural, 
income-tax, computed to yield about 5 crores, (2) a sur
charge on the income-tax amounting to W of the tax on 
personal incomes. ca.lculated to produce about Rs. 3 
crores at the end of ten years and (3) a termina.l ta~ 
on commodities at every railway station. This is expect
ed to bringRs.l0 crores. 

The Central Government should impose fresh taxa.· 
tion on matches. cigarettes and salt and devote the-' 
proceeds to the constitution of a Provincial Fund. which, 
is expected to be about 14 crores. To this the central. 



SELECT BIBLIOGRAPHY 

government would transfer its surpluses from all· 
available sources. The funds will be distributed accord·
jng to the needs of the Provinces. 

The Provincial Fund. It is recommended that 
statutory provision be made that this Fund should not be
raided by the Central Government or diverted for other
purposes. The Fund is to be administered by a Council of 
Provincial Finance Ministers presided over by the 
Finance Minister of the Central Government. The-
vote of the Assembly alone is sufficien t for the imposi.
tion of taxes for this Fund; no certification by the
Viceroy or ratification by the Council of State. The
provinces can only move a resolution in their councils· 
regarding any amendment or change. 

SELECT BIBLIOGRAPHY. 
FOR THE BEGINNER. 

The beginner is advised to read the cbapters on' 
Public Finance in the following general works on 
Political Economy. 

Nicholson. Vol. iii, Taussig, Vol. ii. Pierson, Vol. ii.
Among the best one-volume text books, Dalton's

Principles of Public Finance (Fifth Edition) deserves theo
first place. The following are also useful. 

Mrs. M. E. Robinson-Public Finance (Cambridge, 
Economic Handbooks Series). 

Armitage Smith-Principles of Taxation. 
Daniels-Public Finance -(out of date for the most

part). 
Plehn- Introduction to Public Finance. (Revisedl 

Edition, 19~8). 
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WORKS OF REFERENCE. 

Bastable-Public Finance. Still useful for general' 
!principles. 

Adams-The Science of Finance. A 'teV'! chapters 
,are of much value. 

Shirras-The Science of Public Finance,contains 
·tecent statistics for all the important countries of the 
world including India. It is tediously "informing" 
.and as an American reviewer put it, "it is Bastable 
cooked in Indian dishes". 

Piqou.-:.A Study in Public Finance. Is a work of 
rare merit and well worth study by the advanced 
student. Up to date and progressive ideas are suggested .. 

The works of Adam Smith and Mill should be 
·consulted by the adva.nced student. 

SPECIAL MONOGRAPHS. 

The works of Prof. Seligman are classics on the 
subject they .deal with. The student is advised to read 

.-the first of them at least . 
. . 1. Essays in Taxation, 10th Edition, 1928. 

2. The Income Tax. 
3. .Progressive Taxation. 
4, Incidence of Taxation. 
S. Studies in Public Finance. 
6. Double Taxation and Economic Allegiance. 
Among the works of Sir Josiah Stamp, the two fol; 

'lowing bo~ks would be found very useful. 
(1) Principles of Taxa.tion--·(Newmarch Lectures). 
(2) Wealth and Taxable Capacity. ' 
J. A. Hobson-Taxation in the New State. (Cost and 

:Surplus theory of taxation expounded). 



SELECT .BIBLIOGRAPHY -vii 

Grice-National and'Local Finimce-'A study in, 
comparative Finance of some European countries. 

Hilton Young-The. Fi~ancial System of Great 
Britain, (administrative side.) 

Fisk-The English Public Finance. The best shorl;l 
historical account for tbe Modern Period: 

Mallet~The British Budgets. (3 vols.) 

BRITISH GOVERNMENT PUBLICATIONS. 

The following are of great importance. 
(1) The Royal Commission on the Income, Tar.

(Report), 1920. 

(2) The Colwyn C~mmittee on ~ational Debt. 
(Report), 1919. 

(3) The' Royal Commission on Local Taxation" 
(Report), 1899. ' 

BOOKS. ON INDIAN ,FINANCE. 

Most of these are historical and their value for the
general reader is very .limited. Shah's Sixty years of 
Indian Finance is perhaps the best. Vakil's Financial 
Developments in Modern India is also good. Banerjea's 
recent volumes "Indian Finance in the Days of the 
Company" ; .. Provincial Finance in India" "History of 
Indian Taxation" do not exhibit deep scholarship or 
painstaking effort. Ambedkar's .. The Evolution of 
Provincial Finance in India" is good. P. K. Vattal's "The 
System of Financial Administra.tion in British India" 
and Gyan Chand's "The Financial System of India" are 
the best on the Administrative side. The chapters relat
ing to Public Finance in R. O. Dutt's ' Economic History 01-
Indiat (2vo!s.) are still the short best historicalaccount.-
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The Indian lndustrial Commission Report. 
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'mittee Report;1922. 

'(3) Tariff-The Report of the Fiscal Commi!;lsion 
, and Periodical Reports of the Tariff Board. 

(4) E;r:penditure-The Welby 'Commission Report 
(contains'much valuable mattElll" regarding the financial 
,system of the day.) 

The rndia.n Refrenchment Committee Report~ 

(5) Army-The, Report of the Skeen, Committee. 
(6) Public Services-The Report the Lee, Commission 

. (7) Budgets-Financial Statements and the proceed
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(8) Departments-Administration Reports (annual). 
(9) Statistics-Statistical Abstract for British India. 
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.Chelmsford Report 1918. 
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THE STABILITY OF MONEY 

It Goes to the Very Basis of Life 

BY OWEN D. YOUNG* 

"* * 
You may say that the fixing of the rate of rediscount 
by the Federal Reserve banks, or the Bank Rate, as the 
rediscount rate of the Bank of England is called, is a 
purdy financial matter, but 1 know of no matter in

volving more moral problems than fixing the bank 
rate. 

The bank rate affects credit, increases or diminishes 
the value, or purchasing power, of money, giving every 
aged person dependent upon his savings more or less 

of good things to eat, affects the value of wages, of the 
incomes of savings bank depositors, all engagements 
between debtors and creditors, the value of every thin g 

which is measured in terms of money. That is why it 
is a high moral responsibility to fix the bank rate. 

When I was in Germany, in February, 1924, sitting 

• Excerpt from an addr~s at the Park Avenue Baptist Church. New 
York. on January 20. 1929 • 
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with the Dawes Committee, the purchasing power of 
the German mark was rapidly diminishing. Just as 

a toboggan moves more and more rapidly as it ap
proaches nearer to the bottom of the slide, so the pur
chasing power of the German mark was more and 
more rapidly falling. The condition became so serious 
that industrial conceros began to pay wages daily. This 
occurred at noon time, and a double line would form 
at the pay window. On the inside the men were lined 
up to collect their pay, and beside them there was an
other row of wives, daughters and sisters who would 
grab the money as fast as the men received it, and run 
as rapidly as possible to the stores to spend it before its 

purchasing power decreased any further. 
I remember putting a question for the Dawes Com

mittee to the Representative of German labor: What 

can this Committee do for labor? I expected him to 

answer with one of the usual slogans, such as : Give us 
an eight hour day; or, Guarantee us against unemploy
ment; but to my surprise he said, "The one thing your 
Committee must give to labor in Germany is a stable 
money. Do you realize," he said, "that under present 
conditions, with the purchasing power of our money 
rapidly decreasing, when some event is impending, 
like a child coming into the family, or the death of an 
aged or stricken mother, whose funeral expenses will 
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have to be met, it is impossible for the head of the 
household, by any existing device, to save the money 
which will guarantee the payment of the expenses in
volved?" 

Savings in savings banks were melting away in their 
purchasing power just as was the money in the hands 
of employees. The same applied to investments in 
bonds or any of the usual savings devices. 

Never before had 1 realized how the stability of 
money goes to the very basis of life, and that, when 
any sudden change affects the purchasing power of 
money, it touches every kind of moral question and 
every kind of obligation • 
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THE SCIENTIFIC APPROACH 

To the Problem of a Sounder Money 

BY NORMAN LOMBARD* 

"* "* 
AFTD. this association had been in existence for 

about one year, a Constitutional Amendment was 

adopted; as follows: 

The purpose of THE STABLE MONEY ASSOCIATION shall 
be to promote stabilization of the purchasing power of 
money by spreading understanding of: 

The serious evils attending wide fluctuations in the 
general price levd, 

The preventability of such fluctuations, 
The various methods proposed for stabilization. 
The Association shall advocate the policy of stabili-

zation and give publicity to plans proposed to this end 
but it shall not commit itsdf to any specific method or 
plan. No member shall be prohibited from favoring br 

• Excerpts from introductory remarks at a luncheon in honor of 
Frederic A. Delano, President of The Stable Money Association, at 
the Banker. Club, New York City, on April 17. Igzg • 
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supporting any plan or plans of his own choosing, and 
no member shall be bound by any action of the Asso
ciation in this or any other respect. 

Your attention is directed to the two adjectives: 
"wide" and "various." It is wide fluctuations in the 
general price levd which we decry, and it is the various 
methods proposed for stabilization which we discuss. 

The purport of this section of our Constitution has 

been put in the form of two brief expressions which 

are carried on our letterhead: viz., "We advocate a pol

iey-not a method or a plan," and, "We stand for a 

stable price levd-neither inflation nor deflation." 
Regardless of the bdief of individual members that 

certain specific plans or proposed laws arc desirable, as 

means of promoting the stable money ideal, the Asso

ciation does not espouse any particular formulation 
either of the economic and monetary principles in

volved or of the means of their application. 

Someone has defined Democracy as "government by 
public opinion." Nothing is the subject of more uni
versal interest and, therefore, a more proper subject of 

democratic concern than is Money j so it would seem to 

. ,~e obvious that there is no more necessary task than 
the direction of research and education toward the for

mation of an intdligent public opinion on this subject. 
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We are not deceiving ourselves as to the difficulties 
and perplexities involved. 

Weare well aware that further research is needed to 
enable the statisticians and economists to say, with any 
degree of assurance, to what extent the volume of mon
etary gold and the volume of currency and credit based 
thereon determine the price level; to what extent vary
ing velocities of circulation affect it; and how quickly 
a change in the price level follows a change in any of 
these factors. 

More light is needed upon the question of the influ
ence on the price level of non-monetary causes, such as 
large crops of wheat or cotton, tariffs, and improve
ments in the methods of industry. 

There is far from being complete agreement as to 
which of the index numbers is the best measure of 
fluctuations in the purchasing power of money, as to 
whether the index number should be based upon 
wholesale or retail prices of commodities; as to whether 
other things than the 'prices of commodities should en
ter into its calculation; as to how the different items 
entering into th.e calculation should be weighted. 

Indeed, there is still doubt in many minds as to 
whether economic and social stability, which is our Ul
timate aim, can be promoted better by the application 
of proposed remedies to the monetary side of the equa-
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tion. or to the commodity side, as in the proposals to 

regulate governmental expenditures by means of a 
"prosperity reserve," or otherwise. 

These puzzles only serve to make the task more in
teresting to people of constructive minds. 

As a research and educational organization. it is 
proper that we should take no official position with re
spect to these or any other matters which are in any 
large degree controversial. as thereby we are better 
able to facilitate solutions. However. there seems to be 
no substantial opposition to the idea that serious finan
cial, economic, and social evils have been the direct 

. product of wide fluctuations in the general price level 
in the past, and the world is coming to a realization 
that something should be done to prevent such things 
from occurring in the future. That is where we stand. 

The present status of the matter has been well pre
sented by Sir Drummond Drummond Fraser. a Vice
President of the British Institute of Bankers, in an ar
ticle in the April 6 issue of The Magazine of Wall 
Street. from which I quote as follows: 

"The future task of the central bankers who control 
the currency policy of various countries is emerging 
from the mists of monetary controversy and taking 
definite shape. Within a comparatively shon term of 
years, it appears likely that their task will be r«og-
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nized as the prevention of disturbing fluctuations in 
the general price level, which are due, not to changing 
conditions in trade or in national habits, but to varia
tions in the purchasing power of gold itself. A rise or 
fall in prices, indeed, is neither more nor less than an 
arbitrary alteration in the distribution of a nation's in
come as between different classes of its people; ••• and 
a begetter of strikes, lock-outs and other troublesome 
outward symbols of the friction resulting from the ne
cessity of adjusting wages and other costs to a new 
series of values. 

"It is obviously desirable that ways and means be 
found of regulating the supply of money and credit so 
as to obviate disturbing price fluctuations." 

There is, moreover, a growing appreciation of the 
fact that a non-political, scientifically motivated, re
search and educational organization can be of im
mense value to, indeed, it is a necessary adjunct of, the 
various agencies throughout the world having to do 
with the determination of long range monetary poli
cies and those charged with the responsibility for day 
to day action. 

Otherwise, to whom shall individual statesmen, p0-

litical parties, parliaments, treasuries, central banks, 
and other agencies concerned with this problem turn 
for light in times of doubt and stress. A glance over 

the monetary history, not only of the United States, 
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but of other nations, should show anyone that such an 
organization has been sadly needed in the past. Our 
greatest financial and political crises have had their 
genesis in misunderstandings which might have been 
avoided if these questions had been approached in a 
scientific, rather than a demagogic, spirit and with a 
background of intelligent information, rather than of 
ignorance and superstition. Instances are: the currency 
excesses of the Colonial, Revolutionary, and Continen
tal Congress days; the political agitation arising out of 
the operation of the first and second banks of the 
United States, which led, indeed, to their final over
throw; the social disorders resulting from the deflation 
which followed the Civil War; the Greenback and 
Free Silver political campaigns. 

In the hope that future agitation of a similar nature 
may not result harmfully to our existing financial in
stitutions or lead to unnecessary political and social 
disorder, everyone having the well-being of society at 
heart should feel it a privilege to join in the research 
and educational activities of this Association. 

In this connection, the words ofMc. Paul M. War
burg, as printed in our recent Bulletin, will bear re
peating, although he was referring to this country 
alone, while our field is the world. He says: 
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"Success or failure of this great Democracy in its 
struggle with its economic and social problems will 
largely depend upon the degree of understanding our 
masses and their leaders gain concerning these topics. 
Economic research and the dissemination of economic 
truths is, therefore, a task of the greatest moment. I do 
not know of any other that would outrank it in im
portance." 

Our former President, Dr. E. W. Kemmerer, is 
quoted as saying, just before he left for China, "It 
(stabilization) is the most important problem before 
the business and banking interests of the world today." 

Sir Josiah Stamp has characterized it as "the most 
bitterly practical of all questions." 

Mr. Owen D.Young says, "The stability of money 
goes to the very basis of life and, when any sudden 
change affects the purchasing power of money, it 
touches every kind of moral question and every kind 
of obligation." 

I am sure, therefore, that we shall listen with inter
est to any suggestions which Mr. Delano may now 
have to offer as to how we can best help in this most 
important work. 
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RESEARCH AND EDUCATION 

The Approach to a Sounder Money 

BY FREDERIC A. DELANO* 

'* '* 
EST, I want to express my appreciation to you gen
tlemen for coming here in such large numbers today. 

I accepted this job (as president of the Stable Money 
Association) with a great deal of reluctance, partly be
cause I had a good many jobs on my hands already; 
partly because I thought there were others equally, or 
better, qualified to undertake it; but principally be
cause I had some doubt as to whether the time was 
really ripe to tackle this thing. 

There has never been any doubt in my mind as to 
the importance of the subject, but, as to the question of 
timeliness, I think that Shakespeare expressed my 
thought pretty well when he said, "There is a tide in 
the affairs of men, which, taken at the flood, leads on to' 
fortune." Abraham Lincoln, when he was contemplat-

• From an address by Mr. Delano as President of The Stable Money 
Association at a luncheon at the Bankers Club. New York City. OD 

April 17. 1929. 
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ing issuing the Emancipation Proclamation, said, 
"There is a right time to do a thing and there is a 
wrong time, and I do not want to do the right thing at 
the wrong time or the wrong thing at the right time." 
We must do the right thing at the right time. 

If, here in New York, in this great financial center, 
the leaders of finance bdieve the time has come to put 
their shoulders to the wheel to try to find a solution of 
this question of stabilization-perhaps not absolutely 
stabilizing the purchasing power of money, but reduc
ing the fluctuations in its purchasing power-I bdieve 
that progress can be made. So I have come here really 
to find out from you gendemen whether you bdieve, 
with me, that the time is ripe to undertake the job and 
whether you are willing to give me your assistance, 
your moral support and your encouragement. 

On my right is John V.Farwell who took the lead in 
the National Citizens' League, which was the forerun
ner of the establishment of the Federal Reserve Sys
tem. There are plenty of people who claim to have 
been the father of the Federal Reserve System, but, 
whoever the father was, John Farwell's organization 
may wdllay claim to the honor of having been the 
mother of the Federal Reserve, because the framers of 
that act had the benefit of the campaign of education 
carried on by that organization • 
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People in this county had had about enough offinan
cial chaos in the years from 1893 to 1896 and in the 
money panic of 1907, so that the banks of the country, 
the industrialists, and the best of the politicians agreed 
that it was time to do something. So they got behind 
the National Citizens' League morally and financially. 
The result proved that the time was then right to do 
that thing. 

Is there now a sufficient appreciation of the present 
need to take the next step forward? 

We are all familiar with charts that illustrate the ex
tent to which our unit of value fluctuates, and most of 
us reaiize the seriousness of the consequences of these 
fluctuations, how they affect business, how they affect 
the fortunes, the income, the well being of the individ
ual man and woman, and what serious social and po
litical disturbances they bring. So the next step would 
seem to be to decide what can be done about it. 

Being an engineer, my approach to the problem 
would be, first, to study the causes of these fluctua
tions, to bring together the results of such research as 
has been conducted on this subject, to encourage all 
qualified organizations to make similar studies, and 
then to spread the information thus secured as far and 
wide as possible. 

Some of my friends on the Federal Reserve Board, 
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when I accepted this position, very properly asked me 
what I expected to accomplish. I told them that one of 
the first things I was going to do was to ask them for 
a great deal of informa~on. I know they have a very 
competent staff of investigators and statisticians, and I 
think this organization ought to have the benefit of 
.the information which that staff has gathered. The 
Chamber of Commerce of the United States, also, has 
a fine staff of well-paid men; everyone of the big uni
versities is doing important work along this line, as are 
the bankers' associations, the National Industrial Con
ference Board, and the Labor Bureau; the League of 
Nations has a committee at work on the problem; the 
International Labour Office has published some very 
good studies; and many corporations and foundations 
have their economic research departments which are 
interested in this matter. 

. Now, if we can gather together all the facts devel
oped by these organizations and deduce from these 
facts the essential principles, I think that we can, step 
by step, work out a solution. That is my line of ap
proach. 

I hope we can create in the prominent cities of the 
United States branches or nuclei composed of people 
who are interested in the problem; sending them from 
our headquarters such information as we have gath-
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ered; encouraging discussion of it; gradually building 
up a sound public opinion. 

Mter the Federal Reserve Act was passed, there were 
some very prominent bankers who said it was the 
greatest instrument of inflation which had ever been 
created, and there were equally prominent bankers 
who said it was the greatest instrument for contraction 
which had ever been created. I think both were right, 
because it is largely a matter of management, but the 
whole argument showed a lack of real understanding 
which was deporable and this lack of understanding 
continues today. While the Federal Reserve Banking 
System is not perfect-and at the present moment it 
certainly is being sharply criticized-it is a very long 
step ahead of anything that existed before and any 
monetary system needs intelligent understanding not 
only on the part of its administrators, but also on the 
part of the general public, if it is to serve the best in
terests of the people for whose service it is designed. 
Possibly one of our most important functions will be to 
help in developing such an understanding. 

I should like to emphasize another very important 
way in which such an educational campaign as this or,:
ganization is conducting can be helpful. From time to 
time bills are introduced in Congress which have to do 
with some aspect of the money problem and schemes 
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are being proposed, both in and out of Congress, some 
of which, while quite unsound, receive a large measure 

of popular support. I am not going to praise or criti
cize any of these bills or proposals, because this is not 
the time to do so; but, it seems to me, it is a great deal 
better to conduct a campaign of education on this prob
lqn before such bills and schemes are proposed rather 
than to wait until unwise bills are offered and then try 

to prevent them from being passed, or worse yet to 

wait until an unwise law is enacted and then try to cor
rect the damage which it may cause. 

A necessary part of our work, it seems to me, should 
be to prevent any scheme from being adopted which 
will be dangerous, and any solution that may be 
worked out must be so ducidated and clarified in the 

minds of the rank and file of our people, our politi
cians, our business men, our students, our bankers, be

fore it can ever secure general support; but, first, we 
have to inform and convince oursdves. Hence, there 

seems all the more reason for us to proceed thoroughly 
in securing our data, agreeing on certain basic princi
ples, so we shall be enabled to secure support for the 
general policy we advocate. 

Mr. Owen D. Young, whose interest in this move
ment is well known, is now in Europe, undertaking a 
tremendous work, which, if successful, ought to con
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tribute very greatly to the solution of the problem. 
People must think of this matter not only from the 

point of view of whether any change in price levels, 
due to faulty monetary policies, will hurt their pocket
books tomorrow, or next year; they must also come to 
appreciate the vital social necessity that a sound solu
tion of the problem of stabilization be found. 

This organization ought to have the benefit of the 
co-operation of every citizen who is public spirited and 
intelligent enough to be interested in seeing sound 
monetary policies adopted and enforced. Those who 
do not join us in this effort cannot well complain if the 
wrong people take hold of this problem, or if, because 
it is neglected, great harm· results. 

In fine, I have become convinced that the time is 
ripe, and that we can reasonably expect to make defi
nite progress toward a sound solution of this most im
portant problem. I hope you will all continu.e to show 
your interest and to lend your encouragement • 
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THE FIRST NECESSITY OF 

THINKING TODAY ON 

SOCIAL QUESTIONS 

BY SIR JOSIAH C. STAMP* 

** 
Wm. .. I have said quite seriously, as I have done 

on a number of occasions, that the problem of the price 

level is the most important single problem of our age, 

I have been accused either of exaggeration or flippancy. 

"What about trade depression in the basic industries, 

unemployment, labour unrest, class hatred, high taxa

tion and the rest?" My answer is that the problem of 
the price level is fondamental to a solution of them all. 

The future outlook is quite uncertain; we treat what 

happens as an act of God, and hope for the best. As we 

go on making civilization more complex, we make it 

more dependent for its survival upon a single factoc 

that we treat empirically and fatalistically. Compared 

• From an article in The S~cIIIIor of London, November 3, 1928, 
cntitk:d: PtIbU& Opinio. 1U14 1M Price r..:,el • 
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with ten years ago the number of people who catch a 
fleeting glimpse of the meaning of the problem when 
they are thinking of it specially, is increasing, but still 
it forms no real background to their minds and is lost 
sight of altogether when concrete problems are under 
discussion. With business men there is still a sneaking 
feeling that references to the price level or index num
bers are academic and highbrow, not practical or im
mediate. They move unfamiliarly amongst its conten
tions and feel uneasy as compared with the sureness 
with which they discuss comparative manufacturing 
costs or a fair wage, or sixpence off the income tax. 

When they listen to any close analysis of its problems, 
'they claim curiously enough to be exempt from the ne
cessity of understanding it, because they are essentially 

,. "practical." And yet it is the most bitterly practical of 
all questions. 

When called upon to expound the causes of the trou
bles in the coal mining industry prior to the subsidy in 

July. 1925. and finding it necessary to refer to the all
commanding influence of the change in gold price 
levels in the preceding two years, I was conscious of 
being suspected of a doctrinaire and controversial atti
tude. When a provision was inserted in the Dawes 
Plan for altering the German annuities if the gold 
price level should change, many people, including, per-
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haps, some of the Committee members themselves, 
looked upon it as a harmless concession to the aca
demic mind, and not as something vital and predomi
nant,-perhaps, in the long run, the most for-reaching 

novelty in international relations. If one were to make 
a similar provision in a wage settlement or a settlement 
of Inter-allied Debts, one would be suspected of "mon
keying" with the immutable. A statement after dinner 
that the change in the price level in the last three. years 

has increased the burden of the national debt by a 

thousand millions, or added an invisible shilling to the 

income tax, is treated on much the same level as an in
teresting anecdote-it is not challenged, but it simply." 
does not "bite." I do not believe that more than one 
business man in a hundred, on opening his newspaper 
observes the monthly fall in the price index with a 
sinking heart or any consciousness of its effect on the 
nation's fortunes and of what it means to the economic 
account. 

First of all, it is not sufficiently realized that slowly 

foiling prices area deadening influence on business it

self. Almost unconsciously there is a steady drag upon 
the margin of profit; if the other items, as in the coal 
industry, have no elasticity and do not change corre
spondingly the margin may ~isappear altogether. They 
provide good times for the people who are in work be-
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cause they steadily increase the value of money wages, 

but they gradually reduce the number that are in work 

for they continually restrict the area of profitable busi

ness. Only if prices have remained stable at a lower 

level for some time are these effects overcome. Quite 

as good business can be done on one price letlel as on II 

letlel twice the height, provided it is a stable level and 

all the factors hatle been {airly adjusted to that letlel. It 

is the transition from one to the other, without an even 

'or proportionate change in all the lactors, that works 

the mischief. This was the creeping paralysis that came 

over business in the eighteen-eighties, when the wit
nesses before the Royal Commission on Trade Depres

sion alleged and urged every reason except the true 
one. Today, the several factors are more rigid, and dif-

• ficult to change. 

In the second place, with the greater purchasing 
power of money, all receitlers of fixed payments, such 

as the interest on War Loan or repaid War Loan or 

debentures, take II larger toll of the national produc

tion; they are entided to their "sterling," but in effect 

their rights become more burdensome and leave less of 

the output of industry for others with etlery {all in the 

, index number. It brings about the worst type of redis

tribution of income, tliz., that which is due as the re

ward for current production and that due for past sav
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ings; and also that between the capital put up for safety 
(debentures) and that for risk. If the present rate of 
price decline over the last three years is continued for 

the next ten, we shall find no rdief whatever in taxa
tion, even if production and population increase sub
stantially. 

In the third piace, all the machinery for wage settle
ment on a large scale, conciliation and all industrial co
operation, presuppose that the settlements, when made, 
are real and fair ones, and mean the same next year as 
they do now. But any such considerable variation 
either way as ;s brought about by fluctuations in the 
value of gold, as reflected in the price level, prevent 

such settlements from "staying put." We have not yet 
reached a stage of mutual social and political and inter
national confidence when we can readily adjust them, 
for this factor alone, without the urge of imminent 
trouble. Again, there is a suspicion of faking and spe
cial pleading, and a disinclination to make any change 
until the !-"ift between old and new facts is not merdy 
apparent to the touch of figures, but a yawning one, to 
the peril of destruction. Ten years' work in building 
up a spirit of solidarity and community of interest in 
the productive field can be destroyed by a single year's 

fall or rise in the price level. 

What then, to do about it? Great progress has been 
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made. Each year since 1924, despite the total decline, 
has shown a continually improving stability in the year 

itself, down to 1928. In 1925 fluctuations were on the 
average 3.1 per cent. of the year's mean level; in 1926, 
1.9 per cent.; in 1927, 0.92 per cent.; and 1928 (so far). 
1.6 per cent. (On another index. the figures are 2.8, 
1.47, 0.78 and 2.3 respectively.) . 

It ;s not enough, however, to reduce the monthly 

fluctuations, which are really minor questions, giving 

rise to no real social difficulty; it is necessary to ensure 

long period stability, and here we seem to be at the 
mercy of almost unknown forces. (During the period 
in question the total fall was 14.2 per cent., or more 
than double the aggregate of the mean variations. We 
could well do with much wider monthly fluctuations 
if we could secure a steady, average level, with no 
greater change than has taken place between 1926 and 

"1928). The annual productivity of gold mines, the re
sults of chemical research in mining, the resourceful
ness of banking policy, and the decree of the financial 
community as to what shall be the approved and "done 
thing" over the ratio of total credit to gold reserve, are 
all inter-working factors. The greatest, however, is con

scious public opinion, determined to have a yard-stick 
for its most vital relationships that is not made of jelly 

or elastic. Public opinion must get in the habit of ask-
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ing about every question involving contractual rela
tions and monetary values over long periods of time, 

or between nations or large classes of people, with pub
lic or international policy involved:-"'What are the 

consequences if it does not stay put?" This involves 

going behind the monetary fa~de, seeing the whole 

stream of production from which we draw our living, 

and watching the allotment of goods to different pe0-

ple changing silently, arbitrarily, and without justice-

between British, French, and American (for reparation 

and debt payments); between past lenders and present 

lenders, and risk-takers, in the capital and interest of 

business and government; between providers of work 

by hand and brain and providers of capital, in the di
vision of the product of industry. 

That the true underlying causes of many of our so
cial troubles should be laid bare is essential in the in

terests of clear dealing with public issues, and public 
opinion should be moulded by the truth. That, having 

done it, we may still be without a remedy, or an effec

tive remedy, is beside the mark; we shall at least have 

learned not to blame the wrong causes, and not to base 

our hopes upon remedies that must be a disillusion

ment. To clear away what Irving Fisher calls the 

"money illusion" is the first necessity of thinl(Jn g today 

on social questions. 



HENRI FUSS 



UNEMPLOYMENT AND 

MONETARY FLUCTUATIONS 

BY HENRI Fuss* 

'* '* 
THE International Labour Office has already, and 
on many occasions, drawn attention to the unstable con
ditions of employment which, in most countries, fol
low from the alternate rise and fall of the general price 
level. Periods of falling prices, it has been pointed out, 
are characterised in the great majority of cases by in
creased unemployment. That this is no mere coinci
dence is proved at once by the great number of cases 
in which the correspondence has been observed, and by 
an analysis of its causes. 

In the first place, proceeding by the method of the
oretical analysis, it may be assumed that the general 
level of prices is determined by the relation between 
the quantity of goods offered for sale at any given time 
and the supply of the means of payment available for 

• Excerpts from a report-Series C, No. I3-hy the International 
Labour Office, Henri Fuss, Chief of the Unemployment Section • 
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the purchase of those goods. If the general price level 
rises, it may be taken to indicate that the supply of the 
means of payment has, for some reason or other, been 
increasing faster than the quantity of goods offered for 
sale. The cause of this higher rate of increase may be, 
for example, an increase in the supply of currency, an 
expansion of credit, or some change in the organisation 
of the banking system-some form of "rationalisation," 
to use a fashionable term-as a result of which there is . 
an increase in the velocity of circulation. But whatever 
the cause of the relative abundance of means of pay
ment, its effect is clearly that of a stimulus, perhaps ar
tificial and monetary, but still a stimulus, to business 
activity. This is one reason why unemployment shows 
a tendency to decrease during a period in which the 
general price level is rising. 

Conversely, a fall in the general price level implies 
that means of payment are relatively scarce as com

pared with the supply of commodities offered for sale. 
This being so it may reasonably be assumed that there 
will be, in consequence, a slackening of business, which 
in turn will lead to increased unemployment. It would 
thus seem that the alternate excess and insufficiency of 
means of payment as compared with the quantity of 
goods offered for sale constitute an almost automatic 
cause of expansion and contraction of trade, and hence 
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of an alternate increase and decrease in the capacity of 
absorption of the labour market. 

To this automatic factor must be added a factor of a 
psychological or speculative order. A rise in prices oc
casioned by excessive expansion of the means of pay
ment leads buyers to hasten their purchases, so as to 
take advantage of lower prices; while a fall in prices, 
on the contrary, leads buyers to delay their purchases, 
with the intention of profiting by better terms later on. 

It is hardly necessary to point out that the tendencies 
thus produced on the labour market by movements of 
the general price level may be counteracted by the 
effects of a number of other factors acting simultane
ously on trade as a whole. It follows that, even if the 
observed facts did not reveal a broad correspondence 
between the changes in the general price level and the 
movements of unemployment, the inference would be, 
not that the movement of prices does not react on the 
labour market in the direction indicated, but simply 
that other, and stronger, forces have acted in a contrary 
direction. Where, however, the expected correspond
ence is found to exist in the majority of cases, this will 
be evidence that the monetary factor really does influ~ 
ence the labour market, and, what is more, that it pre:
dominates over other factors capable of acting in the 
opposite direction. 
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[Here follows an exposition of the facts as revealed 
by studies in a number of countries.] 

Having elucidated these facts, which on very many 
points confirm theoretical conclusions, it seems to be 

possible to declare emphatically that abrupt, or, even 
slow but prolonged, variations in the general price 
level, or in other words, disturbances in the equilib
rium between production and the means of payment, 
play no small part in determining the alternating ac
celeration and retardation of economic activity, and are 
hence an important cause of the recurring unemploy
ment crises which mark one phase of the cycle. 

If, then, the magnitude of variations in the general 
price level could be reduced, an important cause of un

employment would be rendered less potent. But is such 
reduction feasible? This is the vital question, to which 
those competent in the matter are becoming more anq 
more inclined to return an affirmative answer • 
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THE PROBLEM OF PROSPERITY 

BY CARL SNYDER* 

* * 
I T is not without interest that the phrase "hard 
times," so widdy prevalent in economic writings for 

several generations, has almost disappeared from the 
vocabulary of our own. 

These latter periods of financial and industrial dis

turbance seem largdy due to a state of imbalance 
which appears to arise from a disparity between the 
growth of the volume of trade and production, on the 
one hand, and the volume of credit on the other. 

Is history indefinitdy to repeat itself? How far may 
this general sequence of events guide us as to what is 
to come? Does the economic history of the last sixty or 

eighty years really afford us a due? 

• Ex=pts from annual address as President of the American Sta
tistical Association, on Dcambcr 27,1928 • 
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But back of every such era apparently the most im
portant factor always is the increased spending power 
derived from the expansion of the circulating medium, 
which, I need not say, in our own time is almost wholly 
a question of bank deposits. This seems the primal con
dition for all booms. This is, if not the vis primus, at 
least the enacting clause of all undue expansion. I re
peat here my favorite simile of the tethered cow. It may 
browse with freedom within the range of its rope, but 
expansion beyond this point is clearly conditioned by a 
lengthened tether. But this expansion has definite 
limits in its effects. 

If, now, we gather together the threads of the argu
ment, what conclusion may we reach? We have seen 
that, historically, every period of unusual expansion or 
boom has been followed by a corresponding depression, 
and that the resulting rate of growth of our wealth and 
of our product in the whole period has been no greater 

than the average in more peaceful or normal times, 
when the boom spirit is absent. In other words, these 

boom periods, which we have come distinctly to asso
ciate with the idea of national prosperity, seem to rep
resent in the end no clear national gain. Why, then, 
should we have them? 
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Years of unusual expansion are paid for by lean years 
of depression ~nd unemployment, often involving wide
spread suffering. High hopes are brought low, fortunes 
are wrecked, and, worst of all, the business and eco
nomic morale of the nation seriously impaired. When 
fortunes can be made gambling in pieces of paper, of 
what utility or attraction are the antique virtues of 
industry, sobriety and thrift? These are temporarily 
thrown into the discard, reluctantly and discontentedly 
to be resumed when the house of cards has crumbled. 

There is yet another side. There is evidence that 
these periods of boom and heavy gambling represent a 
distinct transfer of wealth and income from the many 
to the few, from the ignorant and imprudent to the 
pockets of the sagacious, the farsighted and the crafty. 
Always in such periods there is a vast number of wild
cat flotations which bring incredible losses tq the un
wary. 

But if we may not change the American spirit, and 
still less attempt to regulate the movement of our vast 
industrial machine, can we do nothing at all? One 
thing of profound importance I think we may do. We 
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have seen how closely our industrial expansion is 
bound up with the supply of capital and credit. Other 
immediate sources of capital represent largely a con
version of funds from this primary source. What we 
term saving and thrift seem very largely constant 
forces. They rise with credit expansion and decline 
with its contraction. In the long run, of course, the 
amount of real saving may represent a nearly constant 
relationship to the real income and real product of the 
country. For the time being, at least, it is clearly aug
mented by inflation and depressed by deflation. 

If, then, the augmentation of the credit supply ;s the 

vital factor, we have here what may well be an object 

of the most general concern, especially if, as seems 
true, this is in large measure subject to rational control. 

We have learned to measure the rate of our industrial 
growth. We may, likewise, measure the rate of credit 
expansion from year to year, and even month to 

month. Between the two exists the definite balance of 
which I have spoken. 

The evidence now seems clear that an excess of tlte 

rate of credit expansion over the growth of production 

and trade results merely in the familiar formi of over

stimulation, inflation and spect,tlation. If the rate of 

credit expansion falls below that of the normal gain in 

product, the result appears to be a crimping and con-
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trading influence. bn"nging with it unemployment and 

a check to the normal growth. 

The proof of this tulTTOW relationship. this sensitive 

halance. seems to me the most important contrihution 

which sU1Jistical investigation has made to economic 

theory. and its recognition as a working rule of hank

ing and credit policy may prove the greatest gain which 
we have derived from our now centralized and unified 

han king system. 
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SIGNIFICANT DArES IN MONETARY HISTORY 

~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ _ ~ J 
(Chllr/oflh,IIn""II/I""lofprim in Ih, Unit,t/ SIIIIU bllset/.n Iht int/,x nllmher of Ih, IMI of prius of com

mot/iIi,s til 'Who/utll, 0' Ih, Unitet/ SIIIm BII"tllI of ubor Sltltislirs.) 

1814-1849 Period of falling price levels. Decline of 61 per cent (U. S. Bureau of Labor 
Statistics). Every life insurance company in the United States, with one excep
tion, either failed or changed the nature of its business. (John A. McCall.) 



1849 Gold rush to California. 

1849-1865 Period of rising price levels. lI8 per cent increase (B. L. S.). Over three hun
dred new life insurance companies were organized in the United States. 

1865-1896 Period of falling price levels. Decline of 64 per cent (B. L. S.). Every railroad 
in the United States, with one exception, was reorganized. 

1871-1880 Forty-six life insurance companies went out of business in New York State. 

1871-1878 About one-fourth of the savings banks in New York failed. (Superintendent of 
Banks of New York State.) 

"The crime of '73." Panic. 

1874-1884 "Greenback" agitation. 

1892 Homestead strike. Widespread bank, mortgage company, and business failures. 

1893 Cyanide process of gold extraction invented. 

1896 First Bryan Campaign-"free silver." 

1896-1920 Period of rising price levels. 239 per cent increase (B. L. S.). Discussion of 
. "high cost of living." 



1914 Federal Reserve System organized. 

1914-1920 $60,000,000,000 of value unjustly transferred. (Dr. W. 1. King.) 

4500 strikes in the United States-over 5,000,000 men affected. (Alexander 
Hamilton Institute.) 

1920 McCormick resolution passed by United States Senate ordering deflation. The 
dollar had fallen to Il value of 28 cents relative to a value of 100 cents in 1896. 

Over 4,000,000 men unemployed. (Harding Unemployment Conference.) 

1920-1922 Period of falling price levels. Decline of 44 per cent in 20 months (B. L. S.). 
One million farms foreclosed. (ProE F. A. Pearson.) 
Over $20,000,000,000 loss to American farmers. (Senator Borah.) 

Geneva Economic Conference of over thirty nations passed resolutions recom
mending stabilization of domestic price levds and co-operation of central banks 
in stabilizing the value of gold. 

1922-1929 United States: Period of comparative stability and unprecedentedl.rosperity, 
monetary circulation increased as the volume of business increase . Abroad: 
Period of falling price levels, credit restriction, trade depression. 

1929 Meeting of Conference of experts at Geneva called by the League of Nations 
to study the problem of stabilizing the value of gold. 



"HisUJry Iuzs shown that apart perhaps from wars 

and religious inUJlerance no single {acUJr Iuzs been 

more productive of misery and misfortune than the 

high degru of variability in the general price level. 

This may sound like an extravagant statement, but 

so far from being of the nature of demagogic out

burst, it is clearly demonstrable from the course of 

events in various countries ever since money became 

an important element in the life of civilized commu

nities. A stable price level is a thing UJ be desired, 

second only UJ international and domestic peace." 

-Extract from the Monthly Review of the Midland 
Bank Limited, London, June-July, 1927. 
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This retrospect and review of the 
Ratio Controversy in India was first 
published as an article in the Asiatic 
Review of July 1929, and I am obliged 
to the editor of that journal for per
mission to have it reprinted. I have 
availed myself of the opportunity 
furnished by the present reprint to 
make considerable additions to that 
article in the hope that it might prove 
of some assistance to the public in 
examining the leading aspects of the 
Ratio problem. Our controversy on 
the ratio question forms an impor
tant phase of the great currency con
troversy of the post-war period relat
ing to deflation and stabilisation. It 
will also occupy an important place 
in the economic history of India. 
This little book is designed to serve 
as an introduction to a subject of 
such many-sided interest and as a dis
cussion of its main issues in the light 
of the economic developments of the 
post-war period. 

J. C. C. 



THE RATIO CONTROVERSY 

THE scheme of monetary recons
truction which the Royal Commission 
on Indian Currency put forward was 
a very comprehensive one; it contem
plated among other things the estab
lishment of an up-to-date and auto
matic currency standard, the cons
titution of a currency authority in the 
shape of a Reserve Bank (which 
.should combine the control of cur
rency and credit), and the thorough 
overhauling of the paper currency 
system of the country. Nevertheless, 
the controversy which followed the 
pUblication of the Report of the Com
mission has raged only around two 
points of this programme-the ratio 
and the constitution of the directorate 
of the proposed Reserve Bank. The 
surprise with which one regards this 
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;selection of two apparently isolated 
points of the programme for criticism 
is, however, removed when we 
remember that the controversy in 
India over the ratio question is the 
-counterpart of the great struggle 
which has taken place in most coun
tries after the war between the advo
cates of inflation and those of the 
return to a steady and moderate price 
level. It is also significant that the 
same set of critics who argued for the 
reversion to the lower ratio (with 
inflation as its corollary), also worked 
for the object of placing legislators 
on the directorate of the Reserve Bank 
and of thus bringing political pressure 
to bear directly on our future banking 
policy. In fact, the real issue in the 
controversy is that of inflation;. and 
that fact accounts in the main for the 
vitality of the controversy. For, if 

, adjustment of prices to the ratio was 
indeed the real issue, few would be 
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found to assert in this year (1929) that 
things had not adjusted themselves 

'in a preponderant degree to a ratio 
which had held the field for five years, 
and the controversy would have died 
a natural death before now. But the 
ratio controversy derives its whole 
vigour and momentum fro:m the infla
tionist aspirations behind it; it is 
the Indian counterpart of the struggle 
over readjustment of price levels to 
normal conditions which has been the 
most important economic movement 
of the postwar epoch in most coun
tries of the world. It is on that 
account that the present controversy 
will occupy a not unimportant place 
in the economic history of India. 

THE "NATURAL" RATIO 

There has been much misunder
standing over the character and 
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origins of the former Is. 4d. ratio. 
Thus that ratio has been called the 
"natural ratio" and "the permanent 
ratio.' It has been even confused 
with the currency standard itself, and 
in the dissenting minute of the Cur
rency Committee of 1919 it has been 
called the "standard ratio." But a 
glance at the history of the ratio will 
show that those who proposed and 
sponsored it expressly disclaimed any 
permanent character for it. Thus the 
Herschell Committee was careful to 
explain the character of the ratio in 
its Report. "It would not, of course, 
be essential to the plan that the ratio 
should never be fixed above Is. 4d.; 
circumstances might arise rendering 
it proper and even necessary to raise 
the ratio." So also the Fowler Com
mittee was careful to emphasize the 
necessity of "the final ratio being fixed 
either below or above 16d., as further 
experience might show to be expedi-



[ 5 ] 

ent." It added further that ''between 
the rate of today and that determined 
by the bullion value of the rupee, 
there is none that can be described as 
natural or normal." 

The advocates of that ratio would 
also do well to remember, that the 
Fowler Committee in deciding for a 
Is. 4d. ratio employed the very same 
arguments which were used by the 
Currency Commission of 1925-26 in 
order to justify the present Is. 6d. 
ratio. The Fowler Committee ex
pressly overruled every plea and 
answered every argument that the 
opponents of the Is. 6d. ratio have put 
forward in our own days. Thus the 
Committee's main argument on be
half of the Is. 4d. ratio was that "the 
rate of Is. 4d. is that of the present 
day; prices in India may be assumed 
to have adjusted themselves to it, and 
the adoption of a materially lower 
rate at the present time would cause 
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a distinct and, in our opinion, a mis
chievous disturbance of trade and 
business." Another ground on which 
the Fowler Committee recommended 
the Is. 4d. ratio was that in 1898-99 
the prevalence of that ratio ~as found 
to be compatible with a large favour
able balance of trade. The pleas that 
"the status quo had not been arrived 
at without manipulation and that a 
fait accompli in the shape of an 
established ratio and a price adjust
ment thereto had been presented to 
the Committee" were also overruled by 
that Committee. Not only is there a 
close and instructive parallel between 
the arguments employed by the 
Fowler Committee and the Royal 
Currency Commission of 1925, but 
the case for a Is. 6d. ratio was much 
stronger in 1926 than that for a Is. 4d. 
ratio in 1898. Little statistical proof 
was brought forward in 1898 regard
ing the adjustment of prices to the 
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older ratio, while the ratio itself had 
been prevailing only for about a year. 
Finally, the rise of the ratio to Is. 4d. 
in 1898 was a very slow and hesitat
ing affair indeed compared to the 
attainment of the Is. 6d. ratio in 1925. 

In the light of the above historical 
examination of the reasons for the 
establishment of the Is. 4d. ratio in 
1898, we can see how little ground 
there is for the contention that any 
later change of the ratio constituted 
"a wanton tampering with the 
standard of value." Gold has been 
restored as the standard of value in 
India, and gold will be-with the 
adoption of the proposals of the Com
mission of 1926-more than ever the 
basic currency "from which the other 
monetary instruments derive their 
own exchange value owing to con
vertibility." The essence of the gold 
standard is the tying of the value of 
our monetary unit to the value of 
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gold. But it cannot be contended 
that any particular ratio once adopted 
should or could be maintained for 
ever, regardless of iIIlportant changes 
in prevailing conditions-for example, 
great changes in prices of precious 
metals. The factors which the 
Fowler and Herschell Committees took 
into account in recommending the 
Is. 4d. ratio show that in their view 
the ratio was not either unalterable 
or of the essence of the currency 
system; for they based it professedly 
on a consideration of the prevailing 
facts of their own day as regards 
prices, trade conditions, and the 
relative prices of the precious metals. 
It is, of course, true that a standard 
unit of value once adopted should not 
be arbitrarily departed from; for any 
random changes in the standard of 
value are sure to cause losses to some 
people. So far one can respect the 
zeal shown for the older ratio. But 
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the changes in our ratio in India have 
been such as were absolutely neces
sary in the interests of the stability 
of prices-i.e., of social justice. A 
statistician would be staggered at the 
number and the size of the fluctua
tions of prices which India would 
have experienced if she had adopted 
the policy of sticking to the old ratio 
at all costs since the war. It is true 
that the Is. 4d. ratio held the field for 
nearly twenty years; but it need not 
be forgotten that more recently it was 
in abeyance for a whole decade-and 
for a decade which has seen currency 
and trade changes enough to crowd 
a century. Under these conditions 
the currency authority which is pro
ceeding to stabilize the ratio would 
be well advised to consult the facts of 
the day for his guidance rather than 
the conditions prevailing three de
cades ago. In such an important 
affair those who admire the work of 
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the Fowler Committee would do well 
to imitate its procedure. 

Those who argue for the mainten
ance of Is. 4d. as a natural ratio cer
tainly ignore the fact that there is a 
dynamic side to the problem of the 
ratio of exchange under the Gold 
Exchange Standard. To this aspect 
attention has been recently drawn by 
Prof. Taussig, a distinguished econo
mist, in his discussion of the Gold 
Exchange Standard.* He has urged 
that the maintenance of the fixed rate 
of exchange depends upon the con
tinuance of certain fundamental con
ditions. "Changes from any estab
lished situation, any current rate of 
exchange, however firmly it seems to 
be imbedded, do occur. Demands will 
change, new articles of export and 
import will appear, the balance of 
international payments will need to be 

* Taussig, International Trade, p. 382. 
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readjusted; then what 1" Here is a 
formidable attack by an impartial and 
eminent authority on the idea of an 
irrevocably fixed "natural" ratio. His 
theoretical argument is strongly sup
ported by the facts of the economic 
history of India; and India is a parti
cularly good illustration of such theory 
in as much as it is a country produc
ing raw materials for which the de
mand has grown more intense both 
during the war and after the war when 
economic reconstruction of the world 
has increased the de;mand for such 
products. At the same time, the 
demand of India for foreign manufac
tures has grown less intense on ac
count of the growing industrialisa
tion of our country under the regime 
of Discriminating Protection. . The 
events of the last few decades empha
sise the validity of this line of reason
ing. Indeed an important con'tribu
tory cause of the great rise of prices 
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in India before the war was not the 
Gold Exchange Standard but the ratio 
which had become ill-adjusted to the 
circumstances. Thus in the latter 
period of the war and right up to 1920 
not many could be found to urge the 
claims of the Is. 4d. ratio as sacrosanct. 
Indeed a leading industrialist and 
economist of India like Sir V. 
Thackersey advocated a stabilisation 
at Is. 6d. It is also significant that a 
strong advocate of the Is. 4d. ratio 
like Sir D. Dalal proposed a general 
export tax as the means of keeping up 
the old ratio. In such an extreme 
proposal is implied the same basic 
idea of the dependence of the ratio 
upon foreign demand for our products 
which has been explicitly put forward 
by Prof. Taussig. After 1920 came the 
great and general trade depression 
which for a time lowered the Indian 
ratio. But the action of the basic 
economic conditions of the world's 
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demand for Indian products could not 
be long withstood, and our ratio was 
not only stabilised at Is. 6d. but it rose 
a good deal above it inspite of large 
purchases of sterling by Government. 
Indeed "it was believed that Govern
ment would not be able to keep ex
change from rising considerably above 
Is. 6d." The true correlation thus is 
to be traced between our exchange 
ratio and the course of the trade 
conditions. 

"EARLIER OPPORTUNITIES" OF 
STABILISATION 

The contention has been advanced 
that suitable opportunities for stabilis
ing the exchange at Is. 4d. occu!red 
in the years 1923-24, but that advan
tage was not taken of them. That con
tention can, however, be shown to rest 
upon a faulty perspective of the finan-
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cial, monetary and commercial condi-
I tions of the time. As was well recog
nised, the sine qua non of the stabilisa
tion of the rupee was a budgetary 
equilibrium; and that preliminary 
condition of stabilisation was not well 
assured by the years 1923 or 1924. 
Another desideratum was the im
provement in the position of India as 
regards foreign trade, which implied, 
in its turn, an improvement in the 
trade conditions of the world. 

The budgetary equilibrium which 
was admittedly an essential prerequi
site of the stabilisation of the rupee 
was not reached until the year 1923-24 
when a start was made with a surplus 
of two crores. As Sir B. Blackett put 
it, it was "the Budget of 1924-25 which 
signalised our definite escape from the 
era of deficits." 

Indeed, as late as the year 1926, 
some eminent Economic authorities 
both in India and abroad were of 
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opinion that the time was not ripe for 
the stabilisation of the rp.pee. The 
stabilisation of our currency and ex
change was in an important sense an 
international problem, and one of the 
leading considerations in determining 
whether the time for stabilisation had 
arrived was the possibility of a reason
able estimate of the future course of 
world prices and monetary policies. 
Naturally, the mainta~nability of any 
ra tio to be fixed for India depended 
to a very great extent on the then un
certain course of prices and monetary 
developments abroad. In the quin
quennium 1920-25 great monetary 
developments have taken place in 
various countries and economic opi
nion on important currency matters 
has been .in a state of flux-there being 
on one hand a tendency to go back to 
pre-war arrangements and on the 
other hand strong suggestions to make 
radical departures from them. The 
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price and discount policies of the lead
ing countries had been discussed, 
experimented upon and gradually and 
in some measure settled. Nor, with 
the best intentions, had it been possi
ble to prevent considerable price fluc
tuations. Prices in England went 
through a great fall through the years 
1920 and 1921. There was another 
but much smaller rise of prices in 
1922-23 and a later fall in 1925. 

American prices too had gone 
through great fluctuations between 
the years 1920 and 1925. In that 
country there were noted during the 
period no less than three periods of 
rising prices-1920, 1922-23, and 1924-
25-and two periods of falling prices 
corresponding to the years 1920-21 and 
1923-24. Many other countries had 
their full share of what Prof. Edie has 
well termed the "outstanding phases 
of this period of price turbulence." 
He added that "this shifting of rela-
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tions is not confined to money and 
prices alone. It extends to the outside 
factors, such as unbalanced budgets, 
foreign exchanges, industrial and 
trade conditions and psychological 
changes reflected in optimism and 
pessimism." 

Such uncertainty of prices and of 
price-policies in the leading countries 
added greatly to the risk of maintain
ing any ratio that had been fixed at 
that time. Had the gold prices fallen 
materially, after India had fixed such 
a ratio, we should have had to under
go a further and strong deflation with 
all its inconveniences. On the other 
hand, there were powerful partisans 
of inflation both in England and in the 
United States at the time. The 
danger was the greater from any infla
tionist success in the latter country, 
with its vast accumulated gold re
sources and its position as the great 
creditor country. Looking to the 

2 



[ 18 ] 

banking situation in the United 
States, Bonnet"" well remarks that· 
with the bank reserves climbing 
up at some periods as high as over 80 
per cent. at times, the maintenance, on 
the whole, of a wise and moderate 
credit and price policy on the part of 
the Federal Reserve Banks has been 
a marvellous and wholly unexpected 
phenomenon. This is to be attributed 
to the new spirit which has actuated 
the Federal Reserve Board and the 
new task which it has set before itself. 
That task has been to keep the pur
chasing power of money stable, an 
aim that was almost unknown to the 
pre-war banking theory or practice, 
generally speaking. The method 
adopted has been not to avoid all 
increments of credit but to so regulate 
it as to keep prices steady. The 
method was, of course, not learnt 

* Bonnet, Experiences Moneta-ires Contem,. 
pora-ines I p. 58. 
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in a day, and a great mistake 
was made at the start in 1919-20 
in the great expansion of Reserve 
eredit. But as time went on, the 
new ideals and methods were adopt
ed not only in America but later 
in England also. However, at the 
time of which we are speaking-in the 
years which followed the Indian 
Currency experiment of 1920-there 
could be no assurance or even glimpse 
of such a new and wise price policy 
to be followed by America. Nor, 
further could it have been anticipated 
how, under the guidance of the late 
Governor Strong, America would 
.assist in the monetary reconstruction 
of a number of European countries, 
and thus facilitate the task of mo:qe
tary reform generally. Before that 
development the only hope of the 
stabilisation of prices and currencies 
seemed to be in an international co
()peration guided by international 
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conferences. We know that Dr. 
Vissering and other economic autho
rities worked since 1920 in that direc
tion. But we also know how fre
quently futile and generally dilatory 
such conferences can be. Fortunately, 
however, events took a. new and un-

, expectedly favourable turn about the 
year 1924-25. 

DEFLATION 

It has also been contended that 
the stabilisation and maintenance of 
the exchange at Is. 6d. was due to 
currency manipulation in the shape 
of "excessive deflation" and "undue 
contraction of currency in India." It 
is submitted here that there is a 
double fallacy involved in this line of 
reasoning. Not only is the extent of 
the actual deflation exaggerated, but 
the efficiency of monetary deflation as 
a factor in JIlonetary stabilisation is 
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unduly magnified. Compared to the 
great inflation of the war period in 
India, the deflation of the period from 
1920 to 1923, which amounted to 
about 38 crores, can only be called a 
moderate one. The fall of prices 
brought about by it cannot be com
pared for a moment with the results 
of contemporary deflation in the 
United Kingdom. or the United States; 
while it was a long time before any 
tangible effects of our deflation on the 
exchanges could be perceived. 

The fact is that the recovery of the 
Indian exchange was due, not so 
much to the halting and moderate 
monetary deflation, as to a singularly 
fortunate combination of the various 
factors which are recognized as bei:p.g 
necessary for currency stabilisation. 
By 1925 We had the advantage of the 
restoration of budgetary equilibrium, 
and we. were reaping the benefits of 
that "financial" deflation which is 
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now recognized by economic authori
ties as so much more efficacious for 
stabilisation than monetary deflation. 
Then, again India was entering on a 
new era of favourable balances of 
trade, and was showing a recovery 
from the trade depression which was 
unique in the annals of post-war 
commerce. This combination of 
favourable factors was partly for
tuitous, but it was partly also the 
deserved reward of wise finance and 
timely deflation, as well as of that 
patient policy which withstood the 
temptations to premature stabilisa
tion. It is owing to this combination 
of factors favourable to stabilisation 
that India has paid a much smaller 
price for currency stabilisation than 
other countries. Countries which 
have raised their exchange under less 
favourable conditions have indeed 
paid a stiff price for the stabilisation 
in the shape of increased unemploy-
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ment and a great strain imposed upon 
the unsheltered or competitive indus
tries. But to contend (as some critics 
have done) that lndia has to face 
difficulties of the same magnitude in 
the process of stabilisation, or to 
argue that the necessary period Of 
readjustment to the variation in 
exchange should be at least as long 
in the case of India, is to disregard 
and ignore vital differences of econo
mic conditions between the countries 
concerned. 

THE mSTORY OF DEFLATION 

A brief review of the history of 
deflation in India is very necessary in 
order to get a correct view of its true 
dimensions especially from the com
parative point of view. Let us first 
consider the years 1920-22 when the 
need was particularly felt for o£fset-
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ing the Iflation of the war 
period and for ad apting the volume of 
currency to the I facts and require
ments of the peri id of depression. In 
this period howe . er, the process of 
deflation in India '\ ras greatly hamper
ed by the budgeta y deficits following 
on the year 1920 w"hich led to a post
ponement sine die f the extinction of 
"created securities" in the paper cur
rency reserve. m he existence of 
budget deficits of a s bstantial amount 
clearly made curren contraction a 
matter of difficulty"; nor could the 
sales of reverse draft be fully utilised 
for deflation. The t tal deflation in 
1920-21 amounted to 1 crores. We 
had nothing like the rastic deflation 
which took place in eat Britain in 
1920-21 which halve prices, and 
which is now justified ven by a stal
wart opponent like Mr. cKenna. He 
observes in his book on Post-war 
Banking Policy that" flation, even 

I 
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rigorous deflation, was a harsh neces~ 
sity in 1920 and 1921." This "mone
tary" inflation on the lines of the 
Cunliffe Report was preceded by a 
"credit" inflation. About the same 
time a similarly thorough measure of 
deflation was carried out in America. 
It was a remarkable chapter in the 
history of post-war deflation, and by 
June 1920 the rediscount rate was 
raised to 7 per cent. A high autho
'rity like Dr. Willis asserts that "the 
operation of credit control through 
higher discount rates was a marked 
'Success." Mr. Hawtrey observes that 
"in so far as the expansion had got 
out of hand, the subsequent contrac
tion had to be more severe." 

When compared with the immense 
inflation during and after the war, and 
the lessened volume of post~war busi
ness, the succeeding -deflation was 
certainly partial and hesitating. The 
extent of the inflation between the 
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years 1914 and 1919 can be judged 
from the rise of the rupee circulation 
from 187 crores to 280 crores and of 
the note circulation from 61 crores to 
183 crores. Later, the deficit years 
were financed by the issue of notes 
amounting to much above thirty 
crores. As compared with this huge 
inflation the deflation could not be 
said to be drastic in any sense. Even 
the sale of Reverse Councils in 1920 
was not allowed to have its proper 
effect in deflating currency; since in 
other ways much of the money was 
replaced on the market, on the ground 
that adequate contraction of currency 
would have been "a hazardous under
taking" and that, too, while the world 
prices in gold were falling 'rapidly. 
The net contraction of currency in 
1920-21 amounted to 31 crores and 58 
lakhs; but this contraction was found 
"insufficient even to check the down
ward fall of the rupee.'" In the sue-

j 
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ceeding two years a net contraction 
of 680 lakhs was made. The credit 
for the improvement in Indian ex
change was due far more to the 
balancing of the budget and to the 
cessation of the downward movement 
of the world prices than to this defla
tion. In fact anything like a drastic 
deflation was for a long time out of 
the question on account of the succes
sive budgetary deficits. And, though 
the Paper Currency Act of 1920 
embodied some ideals of ultima te 
deflation, even this attempt at indirect 
deflation was foiled, since the ad hoc 
securi ties could not be cancelled, and 
the interest on paper currency secu
rities had to be credited to the general 
budget. There was still another cir
cumstance which rendered drastic 
deflation impossible in the case of 
India, and that was the intolerance 
always displayed by the Indian money 
market towards deflation. 
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A most important circumstance in 
making the factors of stabilisation 
favourable to the experiment in India 
has been the budgetary equilibrium 
which has been attained for several 
years in India. This notable factor 
in the adjustment has not been even 
referred to in our controversy, where 
the critics have confined themselves 
to emphasising and exaggerating the 
monetary deflation which is a com
paratively minor factor in the situa
tion. The economists of Europe have 
however formed juster notions of the 
potentialities and important effects of 
the attainment of budgetary equili
brium. The result of the studies of 
Prof. Rist on this topic has been thus 
summarised: "the underlying expla-; 
nation of the facts of inflation and 
depreciation lies in the budget situa
tion, and that the very possibility of 
deflation is dependent on the estab
lishment of budget eqpilibrium. 
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Granted such an equilibrium, an im
provement in exchange will follow of 
itself, as will a fall in prices. The 
amount of money is here strictly a 
resultant."'" That is one way of stat
ing the thesis; another and perhaps a 
better one is that the raising of ex
changes and lowering of prices are the 
common products of the equilibrium 
of the budget which is the dominant 
element in the situation. 

In the second period 1922-23 there 
was a further contraction of about six 
crores. Such a deflation though not 
important by itself was assisted by the 
trade recovery and after a time LAG 
the exchange gradually rose. 

A great deal has also been made of 
the later deflation between the years 
1925 and 1927, but it has not alw2YS 

* J. W. Angell, Theory of International 
Prices, pp. 298-299. See also the QuarterlY 
Journal of Economics, Vol. XXXIX, pp. 280-

281 and 294. 
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been remembered that important 
deductions have to be made from the 
figures of the gross deflation.'" 
Between October 1925 and May 15, 
1927 the net contraction of the note 
issue has been 32.10 crores. But, 
when allowance is made for the 13.14 
crores of rupees which came back into 
the reserves, the net contraction is 
found to be only 18.96 crores. This 
last figure~ has to be reduced further 
on account of the amount of silver 
rupees which came out of inactive 
holdings into circulation and which 
largely exceeded the amount of such 
rupees which came into the paper 
currency reserve. On this account a 

. * The figures are taken from Sir Basil 
Blackett's statement in an interview on 26th 
May, 1927. Reference might also be made with 
advantage to the Report of the Controller of 
the Currency for 1926-27 pp. 27-28 and for the 
year 1927-28, pp. 24-25. 
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further large reduction has to be 
made from the figure of 18.96 crores 
in order to get at the net contraction. 

As regards this third or post
stabilisation period of deflation, it is 
a great mistake to believe that in the 
case of India alone continued stabi
lisation has required contraction of 
currency, or that in other countries 
the stabilisation has been effected at 
a stroke and no further measures of 
deflation have been found necessary. 
In all countries, a good deal of subse
quent regulation of currency and 
credit has been found to be unavoid
able. Indeed it could not well have 
been otherwise; for there were two 
important factors which necessitated 
such action. In the first place the 
adjustment of international prices 
had to be effectively secured; and 
further, we are in a period of slowly 
falling prices all the world over. 
Both factors rendered deflation inevit-
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able and deflation has accordingly 
been carried out. But in other 
countries, the relative importance of 
credit is greater, and hence the object 
has been effected to a great extent by 
a manipulation of the discount rate 
and restriction of credit. Take for 
example the case of England. Both 
English and foreign writers have 
recognised that since 1925 "artificial" 
measures have been adopted in order 
to safeguard the stability of sterling. 
The Bank of England has repeatedly 
manipulated the discount rate and sold 
securities and, even so, voices have 
been raised for the direct reduction of 
the fiduciary issue. In other countries, 
too, the statistics of discount rates bear 
witness to the contraction of credit. 
Indeed, there are authorities who 
doubt whether British prices are not 
even now too high at least as compar
ed to continental prices. In case of 
other countries also, like Belgium "the 
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readjustment has not yet been com
pleted." 

THE TESTS OF UNDUE DEFLATION 

The contention that there has been 
undue deflation should be judged and 
appraised in the light of the proper 
economic tests of such a policy. The 
steady return of silver rupees from 
hoards on a large scale for some years 
succeeding 1924-25 rather shows that 
such deflation has been substan
tially counteracted. In the financing of 
our great staple crops there has been 
no difficulty, though there must neces
sarily have been considerable strin
gency had there been anything like 
excessive contraction. Then as re-o 
gards bank ra tes, apart from certain 
temporary increases due to the finan
cial strain originating from America, 
the discount rates of the years follow-

a 
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ing the adoption of the ratio compare 
quite satisfactorily with those of 
earlier years. It might be added that 
the effects of the American situation 
were not confined to anyone country 
but caused an international trend to
wards higher rates of interest which 
has been quite general from South 
America on the one hand, through 
Europe and so on to Asia. Indeed a 
study of the history of bank rates in 
India and abroad might be recom
mended to the critics of deflation in 
India. 

We might proceed to consider 
another test of undue deflation. Is 
it a fact that in India prices have 
fallen to a greater extent than in other 
countries 1 Such would have certain
ly been ~he case had there been such 
an excessive deflation as has been so 
often asserted. But the comparative 

. statistics of prices tell a very different 
tale. Prices in India ,are at least as 
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steady as in any other country and 
the tendency towards a decline of 
prices is if anything less noticeable in 
India than elsewhere. 

FOREIGN EXPERIENCE OF. THE 
NECESSITY OF DEFLATION 

The advantage of a timely defla
tion of the currency and the necessity 
of attempting a reduction of the war
inflation were best illustrated by the 
economic history of Japan after 1920. 
The recent work of Dr. Furuya on 
"Japan's Foreign Exchange" contains 
a valuable discussion on this topic. 
We learn from Dr. Furuya that the 
inflationist group was particularly 
strong in Japan and constituted the 
strength of the political party called 
the Seiyu-Kai which stood for en
couragement of industries and trade 
by the extension of credit and cur-
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rency. The fact that the post-war 
depression came earlier and was 
sharper in Japan than elsewhere is 
attributed by Dr. Furuya to the cir
cumstance that the Japanese price 
level was kept so high. One ministry 
after another neglected the task of 
reducing the level of prices and con
fined their effort to pegging the ex
changes and putting an embargo on 
gold. They satisfied their consciences 
by attributing the enhancement of 
prices to the world-wide movement. 
Such an obstinate policy which was 
resolved not to deflate in time was 
responsible, as that author says both 
for the unfavourable balances of trade 
and to a large extent for Japan's in
ability to maintain the market which 
she had opened up during the war. It 
was a great object lesson in the advan
tages of ar timely and moderate defla
tion. It may be permissible to quote 
one relevant paragraph from Dr. 
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Furuya's learned and instructive work 
here: 

"The blame, however, should not 
be borne by one Finance Minister but 
by his political party, the Seiyu-kai. 
For the Seiyu-kai always stood for 
"positive policy" which meant to en
courage industries and trade by 
extending credits, floating-loans, and 
by passing various govern:mental 
measures of all sorts and undertak
ings. One natural result of such a 
policy was to swell the state expendi
tures thereby to enhance prices as 
already mentioned. 

"Thus, when Japan needed an 
economic readjustment and deflation 
more than anything else after the 
War, what she got was the Seiyu-kai's 
"positive policy" which caused high 
prices, excess of imports, unfavourable 
,exchanges, and finally exhaustion of 
gold funds abroad, as they began to 
peg exchanges in the early parts of 
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1921 and 1922 by selling gold funds 
abroad at the government's desired 
rates of exchange. It is thus known 
that the government's artificial pegg
ing was an utter failure." 

ADJUSTMENT OF PRICES 

We now approach the :most import.. 
ant issue in the ratio controversy
that relating to the adjustment of 
prices to the ratio. On this point the 
statistics of prices and exchanges can 
be appealed to for a decisive and un
ambiguous verdict. We have to re
member that after August, 1923, there 
had been no further deflation, and that 
the trade position in 1924-25 was 
normal. 

The proof of the adjustment of the 
prices in India to the changes in the 
ratio is contained in paragraphs 
183-187 of the Currency Commission, 
Report, and it is clea! and cogent 
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enough to bear summarising as re
gards its main contention, while it can 
be strengthened by fuller reference to 
the conditions and circumstances of 
the time. We note, in the first place, 
tha t the exchanges had been rising 
very slowly all along the years 1922, 
1923 and through the early half of 
1924. Meanwhile the prices might be 
said to have kept fairly steady, rang
ing from an annual average of 181 in 
1921 to 180 in 1922, to 176 in 1923 and 
to 178 during the year 1924. Two 
reflections suggest themselves :to us 
here. In the first place, as we have 
seen, the steadiness of prices shows 
that the much discussed deflation 
must have been of a very moderate 
character in order to result in such a 
steady price level. We can indeed. go 
further and assert that it was very 
necessary in the interests of price 
stability. In the second place, the 
period of over three years stretching 



[ 40 ] 

from the middle of 1921 to the last 
quarter of 1924 might be said to be 
the required period of time-lag 
between the rising exchange and price 
movements. We note further that 
after August 1923 there was no further 
deflation of currency. However al
most a year after the process of defla
tion had stopped, and just while the 
exchange was in the course of rising 
from Is. 5d. (sterling) to Is. 6d. (gold), 
we find a steep and violent fall of 
Indian prices which carried them 
from 181 the index number of prices 
corresponding to October 1924 to 157 
in August 1925. Obviously, it is here 
that we can trace the action of the 
steadily rising exchange on the price 
level; for all factors which were likely 
to affect prices during the year were 
of a fairly normal character. The 
process of deflation had already been 
terminated full fifteen months ago. 
The trade position was good, but the 

( 
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large exports were balanced by the 
"colossal imports of bullion." It was 
obvious, as the Commission pointed 
out, that the facts and figures of the 
period unmistakeably proved a strik
ing and considerable adjustment of 
prices to exchange. The central and 
undesirable fact of the period between 
July 1924 and June 1925 was thus a 
striking correlation between the rise 
of the exchange and the fall of prices. 

An attempt has however, been 
made to explain this away by arguing 
that the fall in prices was the effect 
not of the rise of exchange but of the 
alleged fall of world prices. It is 
therefore necessary to examine this 
contention. From August 1924 to 
March 1925, for about six months, 
there was a considerable fall of prices 
in India; while in United States of 
America the prices kept rising till 
March 1925 and in England they kept 
rising until after December 1924. This 
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contrast in price movements it is very 
necessary to bear in mind for, without 
any question that fall of prices was 
due to the rise of the exchange in 
India. It was the exchange position 
in India which obviously lowered the 
price level in India even in spite of any 
sympathetic effect of high prices ruling 
abroad for some months more. The 
world fall of prices manifested itself 
only after the first quarter of 1925; for 
up to March 1925 prices were rising in 
U. S. A. In this later period the ex
change was stabilised at Is. 6d., and 
this factor as well as the reaction of the 
world prices on Indian prices worked 
in the same direction. But in view 
of what took place in the earlier 
period, there is no reason to ascribe 
'the lion's share of the influence in 
lowering Indian prices to the latter. 

Our conclusion on this point can 
only be that the fall of prices in India. 
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upto March 1925 must be ascribed 
.wholly to the exchange adjustment, 
and not to any sympathetic action of 
foreign prices; rather it came about in
spite of the general and high trend of 
world prices. After March 1925, no 
doubt, the beginning of the tendency 
to the decline of world prices needs to 
be taken into account; but even when 
dealing with this later period it is well 
to remember-for one thing-that by 
that time India had passed through a 
very Iarge part of her fall of price 
level ~ and, in the second place, that 
this fall in prices in countries like the 
United States of America was smaller 
than in India. Obviously, it is impos
sible to attribute the earlier and the 
major phenomenon to "the sympathe
tic effect" of the later and the mipor 
one. 

Attention might be drawn in this 
connection to an excellent study of 
post-war price movements by Prof. L. 
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D. Edie of the University of Chicago 
which has been published recently. 
He observes that "between the first 
quarter of 1925 and the middle of 1927 
wholesale prices fell, according to 
various indexes, from 11 to 15 per cent. 
During the same period, a world wide 
decline of wholesale prices was under 
way. In England, this decline was 
about 17 per cent., and in fourteen 
leading countries having a gold basis, 
the average decline was· about 12 per 
cent. The United States set the pace, 
all other countries had to adjust their 
gold values to hers. This meant 
either inflation in United States or de
flation outside the United States. 
Europe hoped for the former, but 
finally had to face the latter. The out
side world was forced to cut under our 
prices enough to ward off unfavour
able trade balances, support foreign 
exchange rates, and build up credits 
abroad wherewith to meet inter-

( 
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national debts."* The above extract 
will show that in the opinion of a 
foreign authority on monetary matters 
the decline of world prices began after 
the first quarter of the year 1925, i.e. 
several months after the fall of prices 
in India under the influence of the 
ratio. 

The Commission could naturally 
discuss the progress of adjustment of 
prices only up to February 1926. But 
in the light of later events, the further 
adjustment of prices to the ratio is 
rendered very clear. A reference 
must be made to the table of prices 
and ratios which has been used by the 
authors of the Report, which has been 
quoted and accepted in the dissenting 
Minutes, and which was expanded 
and utilised again by Sir Basil 
Blackett. Bringing the table down to 

* Prof. L. Edie, "Post-war fluctuations in 
wholesale commodity prices," Quarterly Journal 
of Economics, March, 1928. 
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May 1926, i.e. a little before the com 
mission signed its report, Sir Basil 
was able to demonstrate the existence 
of a fairly close adjustment. He put 
the matter in a nutshell thus:-

December 192:3 

May 1926 

Gold parity U. S. A. Calcutta rupee 
of rupee. prices. prices. 

... 95 156 176 

... II2 ISO 

It was shown on the basis of these 
figures that the rise in the gold parity 
of the rupee during the period was 
accompanied by a very considerable 
fall in the rupee prices in India, even 
when allowance is made for any pos
sible sympathetic action of the fall in 
gold prices abroad. 

A comparative study of in~er
national prices since 1926 will r~ 
inforce our conclusions as regards the 
adjustment of prices to the ratio. 
While the course of prices in India 
has been generally parallel to the 
movement of prices in the great com-

( 
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mercial countries, the fluctuations in 
the former have been far fewer. 

U,K, United States India 'Year (Economist) (Bureau 01 (Official) Labour) 

1913 100 100 100 
1920 283"2 226'2 201 
1921 181"0 146'9 178 
1922 159'9 148'8 176 
1923 162'1 153'7 172 
1924 173'9 149'7 173 
1925 166'5 158'7 159 
1926 152'8 151"1 148 
1927 I4T9 148 
1928 145 

From these figures the compara- ' 
tive stability of Indian prices is 
obvious; and it might be noted that 
the course. of prices in India shows a 
steady and gentle downward tendency 
which might be contrasted with the' 
up and down fluctuations in the 
prices of the other countries. For this 
comparative stability of pric.es we are 
indebted to two factors-the modeIate 
and gradual character of our defla
tion and the policy of mobility of 
exchange followed up to the year 1925. 
rhe .steadiness of Indian prices fol-
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lOwing the years of deflation-1920-21 
and 1923 is noteworthy. At any rate 
it cannot be inferred from the history 
of our prices that the deflation in 
either of these years was any thing 
but moderate. The fall of prices in 
the year 1924-25 was due mainly to 
their adjustment to the ratio. 

Such an exceptionally smooth 
movement and trend of prices and the 
general correspondence with the 
slightly downward direction of prices 
abroad would have been impossible 
with a ratio which had been ill-adjust
ed to domestio prioes. As we shall see 
later the adjustment of the general 
level of prioes for imported articles 
and that for our exports as well as the 
gradual but sure oontraotion of the 
gap between the two sets of prices are 
also to the oredit of a ratio which 
permits of a continuous and smooth 
oorrespondence of relative prioes. 
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AGRICULTURE & THE RATIO. 

In the dissenting minute appre
hensions were expressed as regards 
the possible disastrous influence of 
the ratio on the interests of Indian 
agriculture, trade and industry. We 
are now in. a suitable position in the 
light of events of judging the value 
of such prognostications. Consider
ing the position of agriculture first, 
we find an entire absence of any 
possible harm wrought by the ratio. 
Before coming to study the very 
limited range of the influence of the 
exchange factor on the fortunes of the 
agriculturist in India, we might pro
fitably advert to some much more 
important world factors which have 
been affecting agriculture in recent 
years. We shall find much to learn
from the consideration of this broader 
point of view. It has been observed 
that in all countries "after a period of 
war, farm products seem to suffer in 

4 
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a greater degree from the post-war 
. correction of prices. Naturally, as 
essentials their production has been 
stimulated during the war, either by 
bonuses or by price fixing or by the 
natural advance of prices, and there 
is a greater inelasticity in the correc
tion of them." That dictum of Prof. 
Hollander summarises the post-war 
experience of agriculture almost all 
over the world. It must be remem
bered that the rise of the prices of 
farm products was both in India and 
in many other countries, generally 
speaking, a continuation of the slower 
rise of prices since the late nineties. 
However, after 1920 Anlerica and 
Europe saw a cataclysmic fall of agri
cultural prices. The Indian agricul
turist was lucky compared to others, 
since the fall of prices in India was 
comparatively small and for him the 
faU was broken by a sequence of four 
good monsoons. Nevertheless even in 
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India the level of food grain prices 
fell temporarily below that of general 
prices a little later. It is this relative 
fall of agricultural prices which has 
caused such a depression in the 
world's agriculture. It might be 
noted further that factors like ex
change are in no way responsible for 
this alteration of relative prices to the 
disadvantage of agriculturist. 

We observe further that since the 
year 1924 (when the ratio of Is. 6d. 
was reached) the -relative prices have 
taken a tum in India favourable to 
the agriculturist. Looking to the 
statistics of agricultural prices, we 
find that the Indian agriculturist has 
even gained ground on the manufac
turer in thIS respect. On the one 
hand, the general price level has been 
falling slightly in India since the year 
1924:; on the other hand as the index 
number of food grains shows, during 
the same period, the prices of these 
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most important agricultural products 
have risen sUbstantially. Since it is 
the food grains which are of supreme 
importance to the Indian farmer, we 
see that the agriculturist has gained 
considerably by the relative price 
changes since 1924 when the present 
rate of exchange was reached. That 
the Indian agriculturist has done well 
since the year 1924, as regards food 
grains which are his chief products, 
can also be seen from the following 
figures: 

Other ..... 
Period. Cereals. PuJsea. Cotton manu- Me&aJs. and manu-

tacrurea. factured 
a"iel ... 

1914 Unly) 100 100 100 100 100 
1915 lIS 122 97 120 128 
1916 106 107 134 186 155 
1917 92 g6 203 266 183 
1918 1I0 119 298 301 184 
1919 163 180 295 236 192 
1920 154 166 325 238 231 
1921 145 160 280 237 242 
1922 137 152 239 175 235 
1923 :U4 II2 221 165 207 
1924 123 II4 229 162 193 
1925 136 128 210 131 165 
1926 140 149 173 140 141 
1927 139 ISS 159 133 151 
1928 133 157 159 125 IJ8 
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The following observations suggest 
the.mselves on a study of these figures, 
which are of importance both as re
gards any possible influence of the 
new ratio on the fortunes of the 
Indian agriculturist and as regards 
the condition of the Indian agricul
turist during the post-war epoch as 
compared with that of the agricul
turist in other countries. In the first 
place, we note that the reaction to the 
inflated war-period prices of agricul
tural products was, in the case of 
India, later and less marked than 
.elsewhere. Thus, in the United 
States, the agricultural prices collaps
ed in 1920; and it is worth noting 
that the prices of farm products "fal~ 
first, hardest and fartherest." Those 
who desire further information on too 
subject might be referred to a valu
able article by Mr. A. B. Genung of 
Cornell University on "the Purchas
ing Power of the Farmer's dollar" in 
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the Annals of the American Academy 
of Political and Social Sciences. In 
India, the fall of agricultural prices 
was slower and smaller, and became· 
pronounced in 1923. It is further to 
be noted that in spite of the exaggera
tions about the deflation in India, the 
prices of other commodities had not 
fallen much by that date. Hence we 
can well call the year 1923, the nadir 
of the fortunes of the Indian agricul
turist, since the prices of the main 
farm products had fallen as far as 
they were going to during the post
war decennium, while the prices of 
the commodities which the farmer has 
to purchase had as yet fallen but 
little. As Mr. H. A. F. Lindsay has 
observed in an admirable article on 
"India's return to normal," so far as 
the Indian agriculturist is concerned 
"1923 was his worst year, when the 
discrepancy between the two (sets of 
prices) was most marked." 

( 
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The next thing to be emphasised 
is that since the year 1923 the Indian 
agriculturist has been recovering the 
ground that he had lost. It is of 
course a coincidence that the Rupee 
exchange has been also rising from 
the same date; but it is obvious that 
the rising exchange and its stabilisa
tion at Is. 6d. have in no way pre
judiced the farmer. For on the one 
hand the prices of the most important 
farm products have gone on rising, 
while, on the other hand, the prices 
of other commodities which the 
Indian agriculturist consumes have 
fallen. It is not for the Indian agri
culturist to complain of such a 
reversal of the course of relative prices 
to his advantage; nor does he. For 
since 1923 the prices of cereals have 
risen by 25 points and those of pulses 
by 43 points, while he has been gain
ing considerably on the prices of the 
commodities which he has to buy. 
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No better illustration can be brought 
forward of the crudity of the assertion 
that the new ratio is going to ruin the 
farmer. 

The fact is that the influence of 
the change of ratio on the fortunes of 
the agriculturist is small and indirect 
compared to that of other greater 
factors like the cycle of seasons and 
alterations in the relative prices of 
agricultural and other products. In 
the recent ratio controversy, the losses 
of the cultivators from the rise of the 
ratio to 1s. 6d. have been placed at 
fabulous sums which shake rather 
than support the argument based on 
them. The change of ratio is alleged 
by one controversialist to have caused 
a loss of a hundred crores a year to 
the Indian agriculturist, while others 
increase the alleged burden to 200 
crores' of rupees and even to 250 crores. 
To complete the tale of wrong, it is 
added that the agriculturist has lost a 
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few hundred crores more by the fall 
in the prices of silver which is alleged 
to be a result of the alteration in our 
exchange. The resources of our agri
culturists must be unlimited, indeed, 
to have been able to stand all these 
alleged burdens. Those who made 
such allegations forgot the adjust
ment of the prices of the articles pur
chased by the agriculturists. They 
also forgot that had the Indian agri
culturist been labouring under 
burdens in any degree approaching 
those alleged, unmistakable testi
mony would be borne to the supposed 
facts not only by statistics of forfeited 
mortgages, evictions, default in reve
nue payments and of rise of interests 
rates but by agrarian disturbances 
and agricultural conditions in genera}. 

Not only are there no signs of any 
agricultural troubles such as were 
both predicated and prophesied, but 
the verdict of Co-operative statistics 
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can be appealed to in order to demon
strate that under the new ratio, agri
culture has been as flourishing as it 
was under the former ratio. There 
can be no sort of doubt that the Co
operative agricultural societies, being 
scattered fairly evenly all over the 
country, can be taken as representa
tive of the general agricultural condi
tions. The statistics of such societies 
are therefore specially useful for test
ing the conditions of agriculture in 
general, supplemented as they are by 
journals edited by numerous and able 
non-official workers in the co-opera
tive sphere. Now, if the alleged great 
increase of the burden of the agricul
tural debt and the material reduction 
of cultivators' income had been posi
tive facts we would expect to find the 
following symptoms among others of 
the disorder: (a) the growth of the 
capital and deposits of the rural 
societies would have been checked; 
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(b) the proportion of arrears to out
standings would have increased 
largely; (0) loans for unproductive 
purposes, like repayment of debts 
would have increased materially; (d) 
the rate of interest on loans would 
have gone up. As a matter of fact 
the Co-operative Statistics of the 
years following 1923-24 show no such 
adverse symptoms but tell a tale of 
continued prosperity. They point to 
a rapid increase not only of the 
number of societies but of deposits, as 
well as average capital and general 
resources. The figures of overdues 
and arrears show improvement if 
anything. Nor do we trace any rise 
either of the interest rates or of un
productive loans. Nor, among the 
numerous articles contributed by 
officials and non-officials to the vari
ous co-operative journals of India can 
one find any mention of unfavourable 
agricultural conditions. Surely, if 
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Indian agriculture was adversely 
affected by general factors of currency 
and exchange, it is not possible that 
the co-operative section would have 
alone passed unscathed and even 
prospered. The matter might be 
made clearer by a reference to some 
statistics of agricultural co-operation 
in India. 

Attention might be drawn to the 
following figures relating to the pro
gress of agricultural societies which 
show a steady increase of prosperity 
and resources: 

1923-24 1924-25 1925-26 
'Total number 

of Societies ... 54.20 3 63.873 70 .733 
Members 1.768.220 2.025.°58 2.321.959 
Share Ca,pital 

1.85.60•217 paid up ... 2.29.37.715 2.71.79.322 
Working Capital 16.55.06.771 19.60.72.982 22.93.46.496 
Reserve Fund ... 2.36.54.646 2.88.80.807 3.36•22.092 
Profit 59.5°.643 72.43.475 82.99.708 

1926-27 19274 
'Total number 

of Societies ... 78.538 84.559 
Members 2.615.792 2.87°.575 
Share CapiW 

paid up ... 3.15.12.456 3.60.72.246 
Working Capital 26.96.00.131 3°.09.41•833 
:K.eserve Fund ... 3.92.71•284 4.57.66.332 
Profit 94.73.140 1.°5.45.785 

l 
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Some useful inferences can be 
drawn from the above figures. In 
the first place, the progress is distri
buted fairly evenly over the series of 
years and shows no falling off at any 
point. We note also the very large 
increase both in the working capital 
and what is more, in the share capital 
paid up. This last factor forms a 
valuable index of the prosperity of 
the agriculturist as well as of his 
power of saving. Even more inter
esting is the fact that the percentage 
increase of capital resources and 
profit is greater than the increase in 
number of societies and members. 

FOREIGN TRADE AND THE RATIO. 

There are at least three aspects of 
the fortunes of Indian foreign trade 
under the regime of the new ratio 
which deserve careful examination. 
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In the first place attention might well 
be directed to the relative movements 
of the volumes and prices of our 
export and import trades. We might 
then observe the course of our 
balances of trade. Lastly we might 
consider the fluctuations of some of 
our leading exports and imports. 

I. Coming to deal with the ad
justment of the relative volumes and 
values of our export and import trade 
we notice that within a quinquennium 
of the attainment of the new ratio the 
volume of imports and exports have 
all but attained their pre-war nbrmal. 
The course of trade has been well 
illustrated by the following figures in 
tbe Review of Trade of India for 
1928-29. 

1913-14 192D-21 1921-22 1922-23 1923-24 

Imports 183 142 124 138 120 

Exports 244 172 182 2,14 240 
Total trade in 

merchandise, 
excluding re-
exports 427 314 306 352 360 

<. 
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1924-25 1925-26 1926-27 1927-28 1928-29 

137 143 156 I8I 190 
250 246 228 248 260 

exports 387 389 384 429 450 

The reversion to the pre-war and 
normal relations of the export and 
import trades is here strikingly 
brought out. The import trade had 
reached its last minimum in 1923-24 
and by the time the Is. 6d. ratio was 
established in 1926 it had proceed
ed very materially towards its re
covery to the pre-war level. Nor has 
its further recovery been artificially 
hastened by the new ratio, for the 
rate of progress of imports remained 
much the same before as after the 
advent of the new ratio. There is 
thus no tangible evidence of a~y 
particular bounty to imports. For, 
while at the present day the volume 
both of imports and exports is above 
the pre-war figure it is the export 
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figure which rose in 1927-28 above the 
figure for 1913-14 and further in 1928-
29 at the values of 1913-14 it rose far 
higher above the latter figure itself. 
Consequently there is no ground for 
the idea that the new ratio has kept 
back our exports. The Review re
marks very properly that "the trade 
figures of the year 1928-29, as calculat
ed on the basis of the declared value 
of 1913-14, are a record lor both 
imports and exports. Imports at the 
values 01 1913-1J,. in 1928-29 surpassed 
the figure lor 1913-1J,. Similarly ex
ports surpassed the pre-war figure as 
well as the record figure 01 192J,.-25. 

The total trade in merchandise, ex
cluding re-exports was the highest on 
record." This is surely the reductio 
ad absurdum of the contention that 
the new ratio has been encouraging 
imports and hampering our exports. 

We shall proceed now.to emphasise 
another equally important point-the 
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adjustment of the general level of 
prices for the exported and imported 
articles. It is obvious that a true 
adjustment of the relative values of 
our imports and exports is essential 
for a stable and sound position of our 
foreign trade. The figures illustrat
ing this process of adjustment are 
again borrowed from the last Review 
of Trade: 

Imports 
Exports 

[mports 
Exports 

191J-14 192<>-21 1921-22 1922-2J 192J-24 
100 2J7 214 16g 190 
100 140 127 140 145 

1924-25 1925-26 1926-27 1927-28 1928-29 
ISo 158 148 IJ6 IJJ 
154 152 IJ2 130 127 

The Review states that "the margin 
between the import and export prices 
was identical with the previous year's. 
Prices of imports and exports declin
ed by about three points each as como; 
pared with the preceding year." Such 
a harmonious movement of export 
and import prices speaks well for the 
conditions under which the move-

5 
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• ments took place. But the matter 

admits of further consideration and 
development. If we compare the 
movements of i;mport and export 
prices since 1925-26 (the year of the 
introduction of the Is. 6d. ratio) we 
find that the general level of articles 
both 0/ export and import has /rillen 
by twenty-five pOints. Such a full and 
exact adjustment of the level of ex
port and import prices indicates a 
rapid return to the nor;malcy of eco
nomic position of the country. It can 
be reasonably inferred that the ratio 
which permits of such smooth and 
rapid adjustments must be a ratio 
well adjusted to the economic situa
tion. 

It might be added that the problem 
of the relative volume and values of 
imports and exports is a far wider 
nroblem than that of the ratio and in
volves a consideration of ;many other 
important factors. For one thing, the 
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fact that the decline of prices has been 
somewhat greater in certain European 
countries than in India has by itself 
a tendency to stimulate our imports. 
Then again, export prices in several 
countries have been artificially lower
ed to meet the conditions of indus
trial and trade depression. All 
these factors migl~ be expected to 
lead to an ip.crease of our imports of 
manufactures. Under such circum
stances, if our exchange ratio, had 
been fixed too high, as has been con
tended, India would have seen a 
phenomenal increase of imports. As 
a matter of fact, however, no such 
result has followed and this must allay 
any suspicion regarding our exchange 
ratio. 

II. The statistics of the balances' 
of trade of our country since the in
auguration of the new ratio are also 
of a very satisfactory character. This 
will be made clear by the figures. 
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Thus the balance of trade in merchan
dise was in favour of India to the 
extent of Rs. 86 crores in 1928-29, as 
compared with Rs. 82 crores in 1927-
28 and Rs. 79 crores in 1926-27. This 
compares favourably with the pre-war 
average of 78 crores and the war 
average of 76 crores. The eritics of 
the new ratio argu.e fallaciously by 
taking the figures of the record year 
1925-26· as their starting point and in 
professing to regard the figure of the 
visible balance of trade for that year 
as the normal one. So far however 
was the record of that particular year 
from being a normal one that its 
visible balance of trade was far more 
than double the pre-war average. In
deed the figures of the excess of the 
values of exports for that year are 
unique in the economic history of 
India. On the other hand the figures 
for the year 1928-29 form another 
sort of record when the total volume 

..... 
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of import and export trade stand 
unapproached in the economic 
history of the country. And the 
latter record is of a more desirable 
character of the two since it argues 
a harmonious and pari passu deve
lopment of both branches of our 
trade-especially as the volume, even 
01 the export trade when calculated 
on the basis 01 the values 01 1913-1J,. 
was certainly larger in 1928-29 than 
that attained either in 1924-25 or 1925-
26. As Taussig has observed: ''Let 
us not fall ,as involuntarily we do, 
into the deceitful belief, or perhaps 
the flattering unction, that the send
ing of goods abroad is in itself a thing 
which brings money into the country 
and thereby makes us all more pros
perous. Let us hold fast to the lunda': 
mental principle that the exports are 
the means of producing the imports, 
and that only if there be reaLeffective
ness, real success in the application of 
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our labour and capital, does the 
country gain." But even the most 
captious critic of the currency policy 
of India cannot be dissatisfied when, 
under it, not only imports but exports 
make unprecedented records. 

In the present controversy much 
has been made of the fact that in 
1924-25 the imports of gold were 
exceptionally large and have not been 
maintained at that level, and it has 
been inferred from it that the purchas
ing power of important classes in the 
country has been reduced. The 
answer might be suggested that the 
imports of gold in 1924-25 were excep
tional and were "due mainly to the 
large fall in the price consequent upon 
the rise in the gold value of the rupee 
and the possibility that this drop in 
price would be temporary." Allow
ance has also to be made for growth 
of the habit of foreign investment in 
India. Thus even a eritic of the new 
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ratio admits that of late "crores of 
rupees have gone abroad and crores 
more will follow." It is further 
only to be expected that if the 
country buys in any particular year 
twice or thrice the normal amount 
of the precious metals, the demand 
must be temporarily satiated and 
must fall off to some extent in subse
quent years. Imports of gold are 
influenced by quite a number of 
causes among which the ratio 
occupies quite a minor place. Among 
these factors might be mentioned 
the present scramble for gold 
between ar great number of countries, 
the embargo on the export of gold in 
many countries, the policies of central 
banks and the course of international 
loans. In fact the present situatitln 
as regards the international distribu
tion of gold is quite an abnormal one. 
Again if we take the imports of gold 
and silver together, the average im-
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ports since the introduction of the new 
ratio are quite comparable with the 
pre-war average. They appear small 
only when they are compared to the 
two record years for the import of 
precious metals viz: 1924-25 and 1925-
26 which of course, stand by them
selves. Finally, the diversion of the 
purchasing power from the precious 
metals to other commodities argues no 
general reduction of that power. At 
any rate those who regret the growth 
of imports cannot also complain of 
the reduction of the purchasing power 
of the people. 

III. The most important aspect 
of any study of the course of our 
foreign trade must consist of an exam
ination of the fluctuations of the main 
staples of Qur exports and imports. 
Among our competitive exports we 
shall study first the exports of that 
industry which has complained most 
of the new ratio. We find that right 

'-
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up to the year 1926-27 the exports of 
Indian piece-goods went on growing 
very steadily and that the exports of 
that year formed our high water-mark 
in that line. It is only with the 
approach of the period of the present 
labour troubles in that industry that 
these exports decline. A contributory 
cause of this decline has also been 
referred to in the last Review of 
Trade. "As in the previous year the 
declared values of exported piece 
goods were higher than those of im
ported piece-goods and this indicates 
the principal cause of the retrogres
sion of Indian piece-goods trade in 
overseas markets." No change of 
ratio can possibly remedy these two 
causes of the decline in this line. 

Coming to another head of exports, 
since the year 1924 the total exports 
of hides and skins have gone on mak
ing steady progress throughout the 
last quinquennium. Our exports of 
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tea. can be shown to present an equally 
satisfactory condition-rising from 340 
million Ibs. in 1924-25 to 359 millions 
in 1928-29. It is even lD,ore significant 
that our total exports of oilseeds which 
amounted to 1,250,000 tons even in the 
record year 1925-26 have grown to 
1,328,000 tons by 1928-29. And that 
in spite of constantly increasing com
petition from abroad as well as the 
growing local consumption which is 
out-bidding foreign demand. 

Even now there are not wanting 
critics of the ratio who repeat the old 
fallacy that a high exchange is good 
for the foreign trade of a country. 
Such critics ignore the distinction 
between a falling exchange and a low 
exchange, while a falling exchange 
might help exports a low exchange· 
has no such tendency, for an adjust
ment of costs and prices to the new 
ratio is inevitable. A study of post
war balances of trade ~roves jhe truth 
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of this proposition and might be re
commended to the advocates of a low 
exchange. The case of France is 
particularly in point, as many of our 
advocates of Is. 4d. ratio have envied 
France its great fall of exchange. The 
fact is that while the falling exchange 
helped the exports of France and 
contributed to secure the large favour
able balances of the years 1926 and 
1927, the very low exchange at which 
stabilisation was effected had no such 
effect. For the adjustment of prices 
to the new ratio took places quickly, 
and the year 1928 (the very year of 
stabilisation) saw a return of the un
favourable balance of trade in spite 
of the heavy devalorisation. 

There are not however lacking 
signs that even the critics of the 
Is. 6d. ratio have at last seen 
that it is in vain to appeal against 
it to the figures of the foreign 
trade of India. Thus in the 
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"Capital" of 20th September 1928, Sir 
Purshotamdas Thakurdas had argued 
that "the ratio had had an adverse 
effect on the trade of the country." 
But speaking before the Legislative 
Asse~bly on 'the 4th March 1929-that 
is, only six months after, he observed 
as follows :-"It is not much good 
quoting to us figures of foreign trade 
and railway returns.. .... The holding 
capacity of the cultivators of India is 
proverbially small. The railway 
returns can therefore not show a fall
ing off. If industries in India have 
not been encouraged by an active 
policy of protection, is there any 
wondel'that your foreign trade returns 
have kept up with norma}, years'! ..... . 
Why go only on the foreign trade and 
the railway returns 1 The crops if 
grown, whatever the price may be 
have to move." Here is at last a full 
and frank admission that the.'ratio has 
had no adverse effect whatever upon 
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our foreign trade. Coming from the 
author of the Minute of dissent such 
an open and ingenuous admission is 
to be specially valued. There are 
however one or two oversights in it . 
. It is not merely the volume of imports 
that has attained its tallest record by 
1928-29 but also that of the exports. 
Hence the reference to protection is 
redundant. Further it is not a fact, as 
suggested in the speech, that the 
Indian agriculturist has had to sell his 
produce at low prices. Taking to
gether the prices of cereals and pulses 
(in which our agriculturist is mainly 
interested) a record of high agricul
tural price was reached by the latter 
part of the year 1928. 

THE RATIO AND INDUSTRIES 

The four years that have elapsed 
since the inauguration of the new ratio 
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have naturally cleared many of the 
issues in our currency controversy. 
For one thing it is now evident that 
the position of the Indian agricul
turist has in no way been adversely 
affected. Nor, as we have just seen, 
are the figures of our foreign trade 
such as to shake our confidence in the 
ratio. There remains only the argu
ment that the industries of the coun
try are depressed on account of the 
ratio. In considering this aspect of 
the controversy attention might well 
be directed in the main to the piece
goods industry which is alleged to 
have suffered ;most grievously owing 
to the ratio. It is one of the represen
tative industries of the country and 
has a high clai;m to the anxious solici
tude of all Indians. If, indeed, the 
depressed condition of this industry 
is in any tangible ;measure due to the 
ratio there is a heavy count against 
the currency policy. 
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In studying the affairs of the 
industry the verdicts of two economic 
and technical inquiries which have 
been recently conducted with regard 
to it are entitled to due consideration. 
Thus, before the Indian Tariff Board 
Sir P. Thakurdas, the late Mr. B. F. 
Madon and others strongly advocated 
the view that the depression in the 
industry was due to the factor of ex
change. As Mr. Madon put it "the 
real difficulty is the twisting up of 
costs and charges through exchange 
manipulation," Sir Purshotamdas also 
ga\"e to "the mismanagement of the 
Indian currenry" the foremost place 
among the factors of depression 
special to India. After a searching 
inquiry, however, the Cotton Tariff 
Board arrived at the conclusion tha:t 
the stabilisation of the rupee at Is. 6d. 
was only "a temporary handicap 
imposed on the industry." That its 
importance was but small might be 
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inferred from the Cotton Board's 
dictum that they ushould have had 
considerable hesitation in proposing 
an increase of import duty on this 
ground alone"-even "a small in
crease, all-round increase", be it noted. 
The additional protection proposed by 
the Cotton Tariff Board was based on 
the ground of unfair competition from 
Japan and was "justified for such 
period as the labour conditions in 
Japan continue inferior to those in 
India." 

The other inquiry has been con
ducted by Mr. G. S. Hardy (Collector 
of Customs, Calcutta) in the year 1929. 
He shows by a consideration of the 
statistics of the industry, how little of 
its troubles can be justly attributed to 
the Is. 6d. ratio. The following 
extract from his report will make the 
matter clear. "While the Bombay 
millowners have insistently attributed 
a large part of their troubles to the 
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fixation of the rupee at Is. 6d. it is 
significant that whereas their gross 
output remained stationary during the 
three years 1921-22 to 1923-24 in which 
the rupee was pursuing a fluctuating 
but upward course, their output again 
began to rise steadily as soon as ex
change was settled in the neighbour
hood of Is. 6d. In fact while the out
put of the Bombay mills rose from 856 
milyards in 1923-24 to 1135 in 1926-27 
and fell, owing to labour troubles to 
1131 and. 537 in the next two years, the 
output of other Indian mills rose from 
847 milyards in 1923-24 to no less than 
1356 milyards in 1928-29, an increase 
of 60 per cent. in 5 years." He adds 
that "under almost every head there 
has been steady progress upto the, 
year 1927-28." 

Mr. Hardy's view is supported by 
the figures for the exports of piece
goods from India which continued to 
increase after the introduction of the 

6 
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new ratio. The chief factor in their 
recent decline consists of the higher 
prices of our exports. Mr. Hardy has 
also shown that the severity of exter
nal competition has very recently in
creased in a few well defined classes 
of grey and coloured goods- coming 
from a particular country or countries. 
Had the severity of competition been 
due to a perfectly general cause like 
the currency; policY' or the ratio, the in
creased competition would have been 
felt over piece-goods generally and 
would not have been confined to a few 
particular classes of piece-goods like 
grey shirtings, printed drills and 
woven twills from Japan and printed 
flanellettes and twills from Italy. As 
Mr. Hardy remarks, "imports of these 
have quite recently increased very 
rapidly and the prices at which they 
are sold are surprisingly low." Any 
adverse effects from the ratio or the 
currency policy cannot possibly con-
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-centrate themselves on a few isolated 
groups of piece-goods. Take again 
the figures for imports into Bombay 
itself during the last few months. 
During the months of April to October 
(1929) the imports into Bombay of 
cotton grey piece-goods increased in 
value by 91.1/4 lakhs. But as Sir 
F. Sykes pointed out in his recent 
speech to the Chamber of Commerce 
this was more than counterbalanced 
by a much greater decrease in the 
arrival of white and coloured cotton 
piece-goods. Taking a wider view 
and looking at the general figures of 
such imports into India since 1924-25 
we notice that there has been a decline 
in the imports of grey goods, a great 
increase in coloured goods and little 
change in the white trade. It would' 
be very difficult to explain such varied 
phenomena in the light of the popular 
theory that the new ratio gives a 
bounty to imports in general. It is 
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also noteworthy that both in Ahmeda
bad and on the Madras side quite a 
number of new mills are under con
struction. The cotton mills of the 
Madras Presidency have again had a 
normal year. 

The opinions held by representa
tive mill-owners and experts regard
ing the influence of the ratio upon 
their industry will repay a careful 
study. Both Sir Victor Sassoon (in 
his evidence before the Royal Cur
rency Commission) and Sir Pursh
otamdas Thakurdas (arguing before 
the- Textile Tariff Board) have urged 
that the principal way in which the 
Is. 6d. rupee hits the ;mill industry is 
by undermining the purchasing power 
of the agriculturists. But, as we have 
seen, the statistics both of agricultural 
prices and of imports lend no support 
to this view. The prices of the main 
products of Indian agriculture have 
been steadily rising, while the prices of . ' 
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the articles which he largely consumes 
have been falling. It is obvious then 
that the purchasing power of agricul
turists has been on the increase. This 
is supported also by the phenomenal 
increase of the output of Indian mills 
(outside Bombay) by no less than 60 
per cent. in the five years ending in 
1928-29 as also by the course of piece
goods and other imports. 

In the year 1925, Sir Victor 
Sassoon, representing the Bombay 
Millowners' Association infor;med the 
Royal Currency Commission that 
3i per cent represented the difference 
made to the textile industry by ~he 
rise of the ratio from Is. 4d. to Is. 6d. 
He observed as follows: "I have 
worked out the difference between the 
present Is. 6d. rate and Is. 4d. rate as' 
a very little less than the excise. So 
to-day with the excise removed, all we 
are getting is, I think, a ·03 per cent 
advantage over what we would have 
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had if the excise had been left on and 
we had our 1s. 4d. gold as we had last 
year". The obvious inference is that 
whatever adverse effect was supposed 
to have been produced by the rise to 
1s. 6d. was substantially counteracted 
by the removal of the excise. The 
figures put forward by Sir Victor 
Sassoon regarding the maximum 
burden which could possibly have 
been imposed on the cotton industry 
by the new ratio were corroborated by 
the statement of another Bombay 
expert before the Currency Commis
sion that there had been adjustment 
to the ratio regarding 67 per cent of 
,the cost of production in that in
dustry. For 60 per cent of its cost of 
production is the cost of cotton while 
another 7 per cent of its cost of pro
duction . represents the cost of im
ported stores and machinery. When 
these views expresse(J. before the Cur-
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rency Commission by eminent experts 
like Sir V. Sassoon were put to the 
leading critics of the ratio before the 
Textile Tariff Board there was no at
tempt either to refute them or to put 
forward any other figures. So they 
might be expected still to hold the 
field. 

But the truth is that the depression 
in our textile industry is due to a 
multiplicity of factors which have 
little to do with the exchange. It is 
a suicidal policy to harp on the ratio 
and to try to divert attention from the 
really important factors in the situa
tion. Amongst these latter might be 
mentioned the growth of textile indus
tries in Japan and other competing 
countries which are backed up by 
magnificent buying, selling and finan
cial organizations. It is not merely 
that the manufacturing power of our 
competitiors has increased during and 
since the war, but the whole organiza-
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tion of their industries has been im
proved in every direction. The supe
rior organizing power of the Japanese 
manufacturers is also seen in the 
various ways in which they have 
worked to offset the reduction of hours 
of labour and the prohibition of night
work for women and children. On 
this topic a reference might be invited 
to a valuable article by Orchard in the 
Political Science Quarterly for June 
1929. On the other hand in India we 
have not overhauled our industrial 
organization in the line for many 
years. Then again it is quite likely 
that the world in general and India 
in particular has been witnessing for 
some years an over-production of 
coarse cloth, and this is supported by 
the growing manufacture of such 
cloth abroad as well as by the increase 
by mills out of Bo;m.bay of their out
put by nearly 60 per cent. in five years. 
Deprived of its yarn trade with China 
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our mills have to produce more and 
more coarse cloth and to force the 
sales of this increasing mass of pro
duction. Even when we come to 
apply protection as a remedy for this 
state of things it will have to be 
applied in the right direction and 
very tactfully. For protection is 
bound to raise the price of our cloth 
and hence to reduce sales in India. 
Abundant experience has shown how 
elastio the Indian demand for piece
goods is. Consequently the use of 
protection will by itself have no 
very great or lasting effect on the 
fortunes of the industry unless we. 
have a simultaneous introduction of 
that "rationalisation of managing 
control" upon which Sir F .. Sykes has 
recently laid so much stress. FQr 
more than a decade the cotton indus
try has been exhorted by its best well
wishers and advisers to overhaul its 
organisation and methods, and the 
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need for such a procedure is the more 
pressing now, since in the post-war 
epoch all our rivals from Lancashire 
to Japan have conducted great 
economy campaigns and have im
proved their organization and capitali
zation. That the chief rival of our 
cotton industry is fully alive to the 
need for constant improvement in 
organization is obvious. This is 
emphasised by Dr. Shuichi Harada in 

I 

his recent work on "Labour conditions 
in Japan" that "the application of 
high-grade labour-saving devices, 
large scale production and the adop
Jion of scientific management have 
achieved for the cotton industry the 
largest and the most representative 
place in Japan." Since the war there 
is proceeding a great race between 
industrial countries for improved 
organization and reduced costs of 
production; and we must join in it 
whether we would or no. It is no 
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good arguing as was done before the 
Cotton Tariff Board that no improve
ment in organisation is necessary in 
India for "our mills were able to do 
well in the pre-war days under 
similar conditions of organisation." 
For much water has run under the 
bridges since then, and great advances 
have been made in textile organization 
abroad. 

In this connection a quotation 
might be permitted from a recent 
article of the leading daily of Western 
India which has shown itself to be a 
hearty sympathiser with as well as 
excellent adviser of our textile 
industry:-

"Cut your costs is the industrial 
slogan of the day, but costs must be 
cut not by the curtailment of wages 
but by better and more efficient out
put, selling and distribution. The 
lessons of the West cannot be ignored 
in this country, where an important 
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national manufacturing concern like 
the cotton textile industry is in the 
depths of depression. High import 
duties are merely a palliative destined 
to throw a burden on the consumer, 
who is ill able to bear it. While the 
Bombay mills deserve protection 
against the crippling competition of 
Japan, the interests of the public 
demand from the mill-owners an 
assurance that their costs have been 
cut to the bare minimum, that their 
management is efficient and their 
selling organisation effective; in short, 
that the principles of rationalisation 
are being applied to the industry." 

But while good results can certainly 
be achieved by a judiciously directed 
policy of protection, there is nothing 
whatever to gain bv an alteration of 
the ratio. Indeed, it is not difficult to 
show that a reversion to the former 

* The Times oj India, 23[d, January, 1930. 
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ratio under the present circumstances 
is to be avoided in the very interests 
of industry in general and of the cotton 
industry in particular. Amidst the 
present tension between capital and 
labour such an alteration of the ratio 
would cast a new bone of cen ten tion 
between the parties and would bring 
about a fresh epidemic of strikes all 
over the country. In its present mood, 
labour is not at all likely to be content 
with its present wages when general 
prices rise 12! per cent. as the result 
of the lowering of the exchange. 
Labour would in fact at once assume 
that profits of industry in general had 
arisen permanently by 12! per cent. 
and would put in a claim for a similar 
rise of wages. It could quote our 
industrialists and critics of the ratio 
against themselves-and with perfect 
justification. They would be inces
santly reminded that they had pro
phesied complete prosperity and large 
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profits for the industry, an immense 
increase in the purchasing· power of 
the consumer and the removal of 
~erious handicaps of the industry as 
the result of the change in the ratio. 
They would be held to all their 
promises, and labour would proceed to 
exact the full pound of flesh from 
them. 

It is a mistake to think that it is 
'Only a period of falling prices which is 
favourable to epidemics of strikes. 
Those who believe this half-truth have 
not fully studied the history of strikes 
before the war. In a meritorious 
work on. "Monetary Stability" Mr. 
·Bellerby has given a full statistical 
account of the course of strikes during 
period of rising prices. After a statis
tical correlation of strikes and rising 
prices he observes: "It is to be seen 
from the above figures that the period 
-of trade boom and crisis about the 
year 1907 was accompanied by a pro-

" , 
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nounced increase in the number of 
trade disputes. This increase was, 
however, of minor importance com
pared with the bigger swelling move
ment from 1911 to 1913--a period 
which followed a gradual rise of some 
10 per cent. in the price level and the 
cost of living. From this it would 
seem at the outset that a long-period 
movement in the level of prices-no 
matter how gradual-is equally detri
mental to industrial relations as the 
more brusque movement associated 
with the trade cycle." He concludes 
by noting that "an upward trend of 
prices, by causing a corresponding· 
increase in living expenses, leads 
inevitably to demands for higher 
wages, arising in circumstances which 
make for distrust and resentment 
rather than for amicable agreement. 
A serious outburst of industrial dis
putes almost invariably ensues." The 
gain from the change in the ratio 



[ 96 ] 

would be a merely temporary matter 
until new adjustments are effected. 
But the expectations aroused from the 
step are so great that the rapid rise 
of money wages, which the raising of 
the ratio has helped to check for the 
time being, will be sure to resume its 
march and will inflict a new and 
permanent burden upon industry. 
The result of the recent Ahmedabad 
Mill dispute and the increase in wages 
awarded by the umpire in that affair 
should serve as a warning that labour 
is on the alert for any chances of 
increase in wages, and that it will 
make the most of a chance like the 
alteration of the ratio. Any gain to 
our industrialists from the change of 
the ratio is bound to be temporary and 
partial while the demand for the 
raising of wages will be a permanent 
and general one. The question has 
been often asked whether our wages 
have adjusted themselves to the 
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higher ratio. The best answer to that 
question will come when money 
wages resume their upward progress 
with a reversion to the former ratio. 

In conclusion it might be pointed 
out that since the year 1925-26 Indian 
export and import trade has made 
new records, the internal price-level 
has been as steady as in any other 
country, while the tendency towards 
a return to normal conditions has 
manifested itself un mistake ably in 
quite a number of directions. Among 
these'might be mentioned the balances 
of trade, the relative prices of agricul
tural and other products and the ad
justment of the general levels of the 
prices of imports and exports. In 
spite of these undeniable facts there 
is no end to the devising of new argU
ments against the ratio. For, as has 
been remarked in the latest text book 
of Indian Economics written by the 
well-known Indian professors Jathar 
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and Beri "the new ratio will be 
made answerable for every kind 

. of misfortune and it bids fair to 
take its rank along with the drain 
theory as an all-sufficient expla
nation for every conceivable evil." In 
this spirit attempts have been made 
to hold the ratio responsible for the 
recent rise of the bank rate. -If, how
ever, the critics had studied the matter 
comprehensively and carefully, and 
had compared the money-rates in 
India with those prevailing in other 
leading countries since the year 1923 
or 1924, they would have seen that 
there was no reason to suspect any 
special tendency towards the rise of 
such rates in the case of our country. 
And, as to the rise of the rates on 
certain occasions during the last year, 
they were a result of the growing 
monetary strain in the world. The 
financial strain was tremendous in all 
the leading countrietJ. Several Euro-
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pean central banks lost more gold 
from their reserves than they could 
really afford; quite a number of 
countries placed an embargo upon 
gold shipments to resist the drain of 
funds to America; and the rise of 
bank-rates was a world-wide pheno
menon. The extraordinary drain of 
funds from. all countries to America 
was exaggerated by the American 
policy of interning the gold as jt 
arrived. Meanwhile for the rest of 
the great commercial countries the 
choice lay between either exporting 
gold or raising their bank-rate. Like 
other such nations India too made her 
choice and raised the bank rate. 
There is no denying that high bank 
rates are a burden to trade and 
industry. But the rise of the bank 
rates in India during the last twelve 
months was only a result of the 
general financial strain in the world, 
and it has no relevance whatever to 
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the ratio question in India. Its only 
lesson for India is the necessity of 
establishing '8, neserve Bank as soon 
as possible. . 
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THE "REX" 

CHAPTER I 

INTRODUCTORY 

THE world is suffering from lack of confidence in 
well-nigh everything except gold. But is it not 
passing strange that the British Empire, by far the 
largest producer of the metal for which the world 
is scrambling, should itself be so hard put to it to 
maintain its gold stocks and to achieve economic 
prosperity? Our mentors bring forward a hundred 
and one reasons for the period of adversity through 
which we are passing. Many of these reasons I do 
not dispute. But I believe one fundamental reason 
to lie in the absence of .. rationalization JJ of the 
Empire's gold. Since the War the Empire has pro
duced about 70 per cent. of the world's total new 
supplies of gold. The output from the Empire's 
mines now equals £60 millions per annum, and from 
:1919 to the end of :1929 no less than £600 millions 
has been produced. What a field for rationalization, 
accepting Mr. J. H. Thomas's definition of the 
hackneyed term-" that efficiency is the order of 
the day and waste is being eliminated JJ! It is not 
so· much in the production of its gold as in its dis
tribution that the most fruitful field for rationaliza-

'1 
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tion lies. It is at the gold source, before the stream 
flows out into the world and gets dammed up in 
one country or another, that the Empire, if it 
chooses, can prevent waste and increase enormously 
the efficiency of the world's gold supply. 

To effect rationalization on the scale contemplated 
in this pamphlet it is essential that there should be 
an Empire currency-or, more strictly, a monetary 
unit common to all parts of the Empire. And just 
because it was common to the whole Empire, it 
would be endowed with greater strength and prestige 
than the separate monetary units of the Empire 
possess. Judging by past experience, however, it is 
when one gets down to II brass tacks" that diffi
culties arise. The British Empire clings to its water
tight compartments. Economically, the Empire is 
largely an abstraction; politically, there has un
doubtedly been a strong centrifugal movement in 
recent years. Neeessity, however, is the mother of 
invention, and this fact, together with the dynamic 
energy of Lord Beaverbrook, has now rendered the 
Empire, and especially the Home country, more 
receptive to new ideas for Imperial unity -1ha.n at 
any time since the War. 

If my rea4ers will pardon a personal reference, I 
should like to go back some thirteen years, and 
recall briefly the efforts that have been made towards 
an Empire currency. To me it has been of much 
help, amidst many discouragements, that the sug
gestion for an Empire currency came to me from 
that great Imperialist and far-sighted statesman, 
the late Lord Milner. The suggestion was made in 

" . 
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the spring of 1917, soon after he had joined the War 
Cabinet. I was then General Manager of the London 
Joint Stock Bank, of which Lord Milner had been a 
Director before he took office. What he said was to 
this effect: " There is something I want you particu
larly to do. I believe it to be of the utmost importance 
for the future of the Empire that there should be 
an Empire currency. I have no time to go into the 
question fully at present, but will you think it out 
and let me have your views? " 

I devoted a good deal of thought to the subject, 
and in December of 1917 produced for private 
circulation-" in the hope of receiving constructive 
criticism "-a little brochure entitled" Bank of the 
British Empire," containing the outline of a scheme 
on what might almost be called Imperial socialistic 
lines. The pivot round which the scheme revolved was 
the Empire's large production of gold, Which was to 
be used as a basis for credit, whereby the Empire 
could be developed and the burden of its war debts 
alleviated. To quote from the pamphlet:-

"The British Empire produces annually £60,000,000 
of gold, or about two-thirds of the world's production. 
The importance of this fact in the re-arrangement of 
our currency and banking systems, in the consolidation 
of our debt and in the development of the Empire 
cannot be over-estimated. We are in the unique position 
of being able to increase our gold reserves, and the 
credit that can be built upon them, without relying 
mainly on the balance of trade. But so great is the 
task ahead of us that it will be necessary to do everything 
possible to increase the production of gold and also to 
conserve its use as a credit basis. There may be diffi
culties in the way of making gold mining an Imperial 
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concern, for gold could then be produced even at a loss. 
But at any rate all the gold produced should go direct 
into the Bank's reserves." 

The Bank was to be a Bank of the Empire in the 
literal sense of the term. To quote again from the 
pamphlet: "As one of its objects is to handle the 
Empire's war debt, each unit of the Empire would 
have a share in the Bank in proportion to its war 
debt outstanding at the conclusion of the War." 
The Bank was to be the sole issuer of currency 
notes in the Empire; it was to keep accounts for 
all banks in the Empire; it was to consolidate and 
handle the Empire's war debt, of which a portion 
was to be in the form of Empire Treasury bills; it 
was to discount Empire Treasury bills and make 
loans on the security of the war debt; and it was 
" to control the export of gold, of which it would be 
the sole custodian." In exercising this control II the 
importance of reducing the interest charge on our 
war debt and of providing fresh capital at a com
paratively low rate is paramount." A minimum 
gold reserve of 40 per cent. against both currency 
and deposits was to be maintained, which, with a 
first call· on all gold from the Empire's mines, was 
not incompatible with cheap money. 

We have to remember that when these ideas were 
put forward we were still engaged in a life-and-death 
struggle, and in the spirit of that soul-stirring epoch 
it required no great stretch of imagination to look 
forward to a time when some at least of the walls 
between our water-tight compartments could be 
broken down, so that the Empire might act together 

\, . 
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in a great reconstructive effort after the War. And 
the idea of mobilizing the gold of the Empire-the 
gold below the ground as well as the gold above the 
ground-seemed to me in those days, as it does 
to-day. to open up an avenue along which much 
could be accomplished. But while the effort was 
being made the resumption by London of its position 
as a free market for gold was to be deferred. 

Shortly after the appearance of the pamphlet. 
Mr. Bonar Law. then Chancellor of the Exchequer. 
inquired whether I would submit the scheme to the 
Cunliffe Currency Committee. To this I respectfully 
demurred. What one was looking for at that time
and for that matter ever since-was not destructive 
criticism, but constructive help. which is much more 
difficult to obtain. And. quite frankly. I doubted 
whether the Cunliffe Committee possessed the neces
sary sympathetic breadth of view to help forward a 
scheme so radical in character. Nor did I then feel 
sufficiently sure of myself with regard to certain 
aspects of the scheme to submit to a fire of cross
examination. 

Two years later. however. I was enabled to free 
myself from the more active responsibilities of 
banking. and since then have devoted a large portion 
of my time to thinking out ways whereby the 
financial and economic unity of the· Empire t'light 
be furthered. In pursuit of this object. visits have 
been paid to Canada, South Mrica. Australia and 
New Zealand. With India I had already some 
acquaintance. since eleven years of my earlier bank
ing career were spent in that country. .As this 
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period covered the closing of the Indian Mints to 
the free coinage of silver in 1893, and the financial 
disturbances which led up to and succeeded that 
event, the experience was sufficient to throw light 
on the problems. of currency standards arising 
from the relationship between gold- and silver-using 
countries. 

By 1923 the bank scheme of 1917, following the 
trend towards more localized central banking, had 
been whittled· down to an issue of Empire Treasury 
bills, with a gold backing, convertible into the 
currencies of the participating countries. At the 
instigation of the New Zealand Government, this 
scheme was placed on the agenda of the Imperial 
Conference of that year. A sub-committee of the 
Conference was appointed, before whom I was cross
examined. Bqt as the British Treasury and at least 
one of the Dominions were determinedly averse, not 
only to this, but to any scheme other than a simple 
return to the gold standard, the result was a foregone 
conclusion. The gold standard-assumed to be in 
its old form-was to provide the financial link 
between the countries of the Empire, but only in 
the same way as it was thought it would bind 
together the countries of the world. 

What, then, is this post-war gold standard, from 
which so much was expected, but the vagaries of 
which have so perplexed and troubled us during the 
past five years? I confess I am quite unable to 
define it, though most people are conscious of its 
. effects. In pre-war days the action of the gold 
standard was more or less iqtelligible. J1le country , 
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exporting gold was supposed to become the better 
country to buy in, and the country receiving it to 
become the better country to sell in; and in this 
way its action on prices and on balances of payments 
tended to restore equilibrium. But have the enor
mous quantities of gold which the lJnited States 
and France have received within recent years-much 
of it out of the Empire's mines-helped us in any 
way to sell our wares in these countries? The action 
of the post-war gold standard appears to have 
degenerated into a game of grab, wherein we have 
played our hand so badly that the British Empire
the largest producer of gold in the world-is reduced 
to picking up the crumbs of gold that fall from the 
rich man's table. 

The post-war operations of the gold standard, and 
the efforts to return to it, have resulted recently in 
a catastrophic fall in world prices, with universal 
depression, which has affected Britain in marked 
degree. Our costs of production are out of equi
librium with selling values; and the burden of a 
colossal national debt has been doubled, through 
doubling the purchasing power of the units in which 
it was contracted. 

In some quarters hope is now expressed that the 
Bank for International Settlements may be able to 
economise the world's supply of gold, equa.J.ize its 
distribution and act in a general stabilising manner 
on price levels and exchange rates. But the primary 
business of this institution is to help to carry out 
the non-economic-and it may be impossible-task 
of transferring £100 millions per annum from Ger-
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many to her reparation creditors, Germany receiving 
nothing in exchange. But the United States and 
France, the two main ultimate recipients of Ger
many's payments, already possess between them 
roughly one-half of the monetary gold of the world, 
and, considering the magnitude and duration of the 
reparations and war debts payments, their stock of 
gold seems destined to be further augmented on this 
account alone. This result could be obviated if, 
through a change in their monetary and fiscal 
policies, the United States and France were to 
become relatively the better countries to sell in. 
But of this there are few, if any, signs. Under 
existing conditions, therefore, to delay action by 
relying on the Bank for International Settlements 
to effect a more equitable distribution of gold, seems 
to be a waste of time which the Empire in its 
present condition can ill afford. 

Another vastly important point to remember is 
that international money-lending has assumed much 
greater proportions than in pre-war days. The term 
international money-lender includes here not merely 
those whose business it is to lend short-term money 
in international centres, but all British buyers and 
holders of. foreign securities and all foreign buyers 
and holders of British securities. Before the War 
the movement of money from one centre to another, 
and the arbitrage transactions which took place in 
the comparatively few securities with an inter
national market, performed quite a useful function. 
They tended to bridge over any hiatus between ex
ports and imports, and tl\,e~ thus helped rather 
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than hindered trade. But now, as we have learned 
from the Wall Street boom, which resulted in a 
61 per cent. bank nlte in Britain at a time of severe 
trade depression, the transactions of the international 
money-lender have become a menace to trade and 
industry. Having fixed a price for gold and estab
lished a gold psychology whereby a deviation from 
that price in any circumstances whatsoever would be 
regarded as a calamity and a gross breach of faith, 
we have allowed the international money-lender to 
dominate the situation. No matter what may be 
the state of our trade and industry, we may have 
to bribe him, so to speafr., by a higher rate of interest 
to leave us any gold at all. This is the position
paradoxical in its weakness-at the centre of an 
Empire which is by far and away the largest producer 
of gold in the world. 

Finally, in the awakening of Asia there looms 
ahead an event which some think may exceed even 
the Great War in importance. Through the associa
tion with India, the very existence of the British 
Empire is involved in the outcome of this develop
ment. The most far-reaching monetary problem 
that confronts the world to-day is whether Asia, in 
her awakening, is still t9 be driven to substitute 
gold for silver, not only as a monetary basis, but 
also for ornaments and as a store of value. ~ has 
been pointed out by the present Viceroy, since I900 
India alone has absorbed no less than £400 millions 
of gold and £350 millions of silver, but during the 
last seven years of this perlod-I922-29-the pro
portion has materially changed, the imports of gold 
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having been £178 millions against £90 millions of 
silver. If silver as a monetary metal is to be 
abandoned, as seems likely unless early and decisive 
steps are taken to rehabilitate it, the capacity of 
Asia to absorb gold is not unlikely to upset still 
further the economic equilibrium of the world. 

The logical solution of Asia's monetary difficulties, 
and, indeed, of those of the world, is to rehabilitate 
silver. But not only is it the logical solution; it 
may well be asked 'whether there is not a moral 
issue involved, a wrong that requires to be put 
right? As the result of anti-silver legislation by 
the Western nations from 1873 onwards, silver has 
been so largely deprived of its monetary value that 
the Eastern nations are being forced to discard it. 
Germany, largely through her own action, inflated 
her mark out of existence. But the Chinese tael 
and the huge mass of silver held in China have lost 
a great part of their value through the legislative 
acts of other nations. Or again, the depreciation 
that has taken place in the silver ornaments of the 
women of India, costing hundreds of millions of 
pounds, and now of little realizable value, is the 
result of the demonetization of silver by the nations, 
led by Germany in 1873. Nor is England by any 
means free from responsibility, for in the heyday of 
her prosperity and the intoxication of her self
sufficiency she refused to join with other nations in 
I878 to rehabilitate silver. 

In consequence, silver, which until 1873 was worth 
about 6od. an ounce, now stands at about 16d. 
Even since we returned to the gold standard, in 

" 
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1925, silver has fallen 50 per cent., and has lost 
one-third of its value during the past twelve months. 
In short, one-half of the globe has upset the economic 
equilibrium of the other half, and the economic and 
political effects of such a great upheaval are bou1'!.d 
to react, as they are already reacting, upon the 
Western nations. If the wheel comes round the 
full circle-if, that is, the monetary value of silver 
disappears and it loses the quality of a " precious 
metal "-the Western nations must expect to feel 
these reactions even more acutely. Surely it is in 
the interests of both East and West that the wheel 
should be reversed through restoring the value 
of silver and establishing full confidence in its 
future. But I venture to urge that for the 
British Empire, with its vast interests in East 
and West, the matter is vital. As the argument 
develops, its importance to India cannot fail to be 
appreciated. 

To the' Asiatic as well as the other monetary 
problems herein enumerated the British Empire, as 
the largest producer of gold, holds the key, for she 
is in the position to control the flow of gold from its 
source. It is not necessary-indeed it might be 
politically dangerous-that this control should be 
used in arbitrary fashion. Its supreme object-the 
maintenance of equilibrium between gold and sil"er 
-can be achieved by simple automatic action. Has 
the time not come, not only in the interest of the 
Empire, but of the world, when this control should 
be exercised? The British Empire is in possession 
of a power which is capable of changing beneficially 

B 
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the economic face of the globe, but is at present being 
dissipated. 

The following pages set forth a scheme, complete 
in all essentials, by which this much-to-be-desired 
result can, I am confident, be assuredly achieved. 



CHAPTER II 

THE II REX "-A NEW MONEY FOR THE EMPIRE 

IN suggesting a new money unit wherewith to 
unify the Empire, it is not necessary to consider the 
creation of either a new coin or a currency note 
which would pass current throughout the Empire. 
Britain, South Africa, Australia, New Zealand and 
the Irish Free State would still retain their pounds 
each, as, at present, a separate monetary unit; 
Canada would retain its dollar and India its rupee. 
In short, with the exception of the golden sovereign 
where it still circulates, existing currencies in the 
Empire would continue to function practically as 
they do now. 

'Vhat is suggested is a new unit which would link 
up these various currencies by forming a common 
basis on which each would be issued. This new unit 
need not be composed of.either gold or silver, nor 
yet of an amalgam of the two metals. It would be 
found to act more efficiently and economically sinJtlly 
as a ",money of account," or, in other words, as 
the money in which a super-bank of the Empire 
would keep its accounts. 

This super-bank could be called the II Bank of 
the Empire." Its customers would be few, but 
tremendously important. They would comprise the 

19 
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Bank of England, the Government of India, the 
Canadian Government and the note-issuing banks 
of Canada, the Reserve Bank of South Africa, the 
Commonwealth Bank of Australia, the Bank of New 
Zealand and other note-issuing banks in that 
Dominion, and the Currency Commission of the 
Irish Free State. Thes~ are the primary issuers 
of currency in the various parts o~ the Em
pire. In each case-with the exception of India, 
where .the reserve is largely silver-it is enacted by 
the respective Governments that a given proportion 
of gold or gold assets should be held against the 
currency issued. Legislation would therefore require 
to be passed by each of the Governments concerned 
permitting a balance with the Bank of the Empire 
to replace gold for all reserve requirements. That 
is to say, just as a London clearing bank regards its 
balance with the Bank of England as part of its 
cash reserve, so would the Bank of England itself 
regard its balance with the Bank of the Empire; 
and the same would apply to the other note-issuing 
banks and Governments. 

A most appropriate name for this new Imperial 
money would be the II Rex." The Rex would be 
created for the exclusive use of the Bank of the 
Empire as the money in which it would keep its 
accounts. 

The Bank of the Empire would be prepared to 
buy gold at a fixed minimum price, paying for it in 
Rex by crediting one or other of its few but important 
customers with the proceeds. It is suggested that 
this minimum price shopld be one Rex for 113 
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grains of fine gold, which is the gold content of the 
sovereign. The sovereign-the symbol of the pre
war gold standard-would cease to be coined. In 
place of the right, in countries where such still 
exists, to take gold to the mint to be coined into 
sovereigns, there would be substituted the right, 
which would be extended to all parts of the Empire, 
to take gold to the Bank of the Empire to be paid 
for in Rex-that is to say, in a balance at the Bank 
of the Empire-at II3 grains of fine gold per Rex. 
The currency-issuing banks and Governments, being 
the only customers of the Bank of the Empire, 
would act as agents for the Bank in the purchase of 
gold, just as in pre-war days the Bank of England 
acted for the Royal Mint. 

It is important, however, to note that it is the 
Rex, and not the gold, that would become the basis 
for the currencies of the Empire, and that the Rex 
would thus constitute a new standard of value. 
The full significance of these fundamental changes 
will be better appreciated at a later stage. 



CHAPTER III 

RATJONALIZATION OF THE EMPIRE'S GOLD 

WE have now to consider how best to rationalize 
the Empire's gold so as to obt;ain the greatest measure 
of economy and efficiency in its use. The monetary 
stock of gold in the Empire, held by the banks and 
Gove:rnments enumerated in the preceding chapter, 
aggregates about £250 millions. This is small when 
compared with the £850 millions held by the Federal 
Reserve Banks and the Treasury of the United 
States, or the £380 millions held by the Bank of 
France. The great gold strength of the Empire, 
however, lies in'its production, which for the past 
eleven years has averaged £54 millions per annum 
and has now reached £60 millions equal to 70 per 
cent. of the world's total output. Ther~ could be 
no stronger evidence of the need for rationalization 
than the fact that, notwithstanding its overwhelming 
strength in the production of a metal that is in 
universal demand, the Empire itself should so fre
quently run short. Setting aside academic gold 
'Standard theories--theories which do not accord 
with practicf}-it is clear that the Empire is not 
acting in a rational manner. In attempting to 
formulate a scheme for rationalizing our gold, let us 
therefore take a business view of the position. 

, 241 
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The first step in its rationalization is obviously to 
place the gold supplies of the. Empire under one 
authority. From the time the gold leaves the mines, 
or at least the refinery, until it passes from the 
confines of the Empire, there should be but one 
custodian, one buyer and one seller. The Bank of 
the Empire would clearly be the most suitable cus
todian and dealer. In view 0f the importance of its 

. functions, and as the control of credit is not involved, 
the Bank of the Empire itself should belong to the 
respective Governments, under a pledge of unlimited 
liability. Thus the custody of the Empire's gold 
would become the responsibility not of one Govern
ment only but of all the Governments. 

The next step is to decide where the Empire's 
gold is to be held. There should be at lE;!ast one 
depository in each of the participating countries . 

. The Bank of the Empire should therefore have an 
office not only in Pretoria and London-the one at 
the main gold source and the other at the principal 
gold market-but in convenient places in the 
Dominions and India as well. 

The gold, valued at {,250 millions, at present held 
by the Governments and banks before enumerated 
would be bought at the Bank of the Empire's 
minimum price of one Rex for II3 grains of fine 
gold. Thus in place of holding £250 millions of 
gold, they would hold Rex 250 millions in the form 
of balances at the Bank of the Empire. The respec
tive Governments and banks would have no further 
direct concern with gold. The concern of each 
would be to maintain an adequate balance at the 
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Bank of the Empire as a reserve against its currency. 
The Bank of the Empire would be charged with 
the duty of maintaining an ad.equate stock of gold 
for the Empire as a whole. 

We can now proceed to effect economies in the 
use of gold. An obvious economy would be the 
establishment of an Empire clearing. The Bank of 
the Empire would perform the same clearing func
tions for the Bank of England, for example, that 
the Bank of England itself performs for the London 
clearing banks. A settlement between London and, 
let us say, Australia would be effected by a simple 
transfer between the Bank of England and the 
Commonwealth Bank of Australia in the books of 
the Bank of the Empire. Although one account 
might be kept at the London office and the other at 
the Sydney office, the total of its customers' balances 
wo~d show no change as the result of that transfer. 
Of course the Bank of the Empire would make a 
charge for this facility, which would be based on 
the cost of moving gold. 

The Bank of the Empire would be able to move 
gold from one part of the Empire to another at a 
lower cost than anyone else. The costs of moving 
gold consist 'of freight, insurance, and interest while 
the metal is in transit. As the Bank of the Empire 
would not allow interest onits balances, and would 
be an entirely self-contained institution, its out-of
pocket costs in moving gold within the Empire 
would be freight and insurance only. The Bank of 
the Empire would hold separate stocks of gold at 
its various Qfiices, and would' thus be able to meet 

" 
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demands out of stocks, replenishing one if need be 
by transfers from others at its own convenience. 

The transfer tariff of the Bank of the Empire 
would supersede what are known as the ., gold 
points" in the inter-Empire exchanges. This tariff, 
however, would take interest into account, thus 
leaving a profit to the Bank, a portion of which 
might perhaps be passed on to the Empire's gol~ 
producers. Thus the Bank of the Empire would be 
in a position to pay the gold producers slightly more 
than it would be profitable for anyone else to pay. 
This in itself would probably ensure that the gold 
produced in the Empire would go direct into the 
Bank's stock. But, as we are considering a complete 
scheme of rationalization of the Empire's gold, it 
would be as well to ensure this result by legis
lation. 

We can now better appreciate the great strength 
of the Empire's gold position. The Bank of the 
Empire would begin business with a stock of Rex 
250 millions of fine gold, while into its strong rooms 
there would pour direct from the Empire's mines 
no less than Rex 60 millions per annum on the 
present scale of production. Our weakness has been 
in selling our gold at a fixed price regardless of the 
demand, and no small share of the responsibility 
for the difficulties under which we are suffering 
to-day is due to this cause. 

To continue to sell our gold in this way is the anti
thesis of Mr. J. H. Thomas's definition of rational
ization-" that efficiency is the order of the day 
and waste is being eliminated." Hundreds of mil-
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lions of pounds value of gold, much of it out of the 
Empire's mines, is peing wasted through. being 
dammed up in other countries instead of fertilizing 
the globe. According to the rules of the system, at 
least as understood in pre-war days, these countries 
should have become"ere now the better countries to 
sell in, and thus their surplus gold would again have 
been exchanged for the goods and services of other 
countries. The post-war gold standard, however, 
does not appear to be subject to any generally 
accepted rules. Each country has become a law 
unto itself. 

In order to rationalize our gold it is therefore 
essential that the. Bank of the Empire should retain 
full control through reserving the right, under well
defined conditions, to raise its price for both selling 
and buying. 

. There would thus be placed in the hands of the 
Bank of the Empire an economic lever more powerful 
than any that exists at the present time. It has 
not been available hitherto purely through lack of 
organization. We have heard a good deal lately 
about the strength of the Empire-actual and 
potential-as an economic unit. It is as such that 
the Empire would act if its Bank decided to move 
this gold lever. 

It is therefore important that the conditions lead
ing to·a movement of the lever should be clearly 
defined and understood by the nations of the world. 
The Empire should not raise its price for gold for 
purely selfish ends. It should not actin the matter 
as if it were a law unto itself. If, however, the 
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Empire were to use its gold primarily for the supreme 
purpose of rehabilitating silver, its action would not 
only be politically unobjectionable, but would go a 
long way towards restoring economic equilibrium in 
a world that is badly out of balance. 



CHAPTER IV 

WHY SILVER HAS FALLEN 

THE fall in the value of silver is entirely due to its 
having been deprived of its status as a monetary basis. 
We can better appreciate this fact if we consider 
that there is close on £2500 millions of monetary 
gold in the world, and ask ourselves what gold 
would be worth if nation after nation decided to 
use it no longer for monetary purposes and to dispose 
of its stocks. This is what has happened to silver, 
beginning with its demonetization by Germany in 
1873. 

For two-and-a-half centuries before 1873 the value 
of silver in relation to gold was comparatively 
stable, and from 1803 almost entirely so. Sir Isaac 
Newton, when Master of the Mint, tells us in his 
classic Report of 1717 that a pound weight of 
standard gold" is cut into 441 guineas," and that a 
pound weight of standard silver "is cut into 62 
shillings." .. And according to this rate a pound 
weight of fine gold is worth IS pounds weight, 6 
ounces, x7 penny weight and 5 grains of fine silver 
re-coining a guinea at £1 IS. 611. in silver money." 
Thus at the Mint gold was then fifteen and a half 
times more valuable than silver. The gold standard 
is a comparatively new institution. It was adopted 
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by England in 1816, and subsequently by some of 
her Colonies, but until 1873 the rest of the world 
used silver as a standard, either alone or in con
junction with gold, and its value approximated to 
the above ratio of IS! to I. Gold is now about 
fifty-eight times more valuable than silver. Yet 
only thirteen ounces of silver are produced for each 
ounce of gold. Germany, taking advantage of her 
indemnity of £200 millions from France, set up the 
gold standard in 1873. The Scandinavian countries 
and Holland, which also had silver currencies, 
followed. The United States, although nominally 
bi-metallic, in 1873 suspended the free coinage of 
silver and in effect adopted the gold standard, 
although for some time afterwards they continued 
to flirt with the white metal. Then in 1874 the 
bi-metallic Latin Union-consisting of France, Bel
gium, Switzerland and Italy-felt compelled to sus
pend the free coinage of silver, and the connecting 
link between the two metals was broken. 

It was because of the depreciation of silver which 
followed the breaking of the bi-metallic tie that 
India was compelled to close her mints in 1893. 
She did so only after the most strenuous efforts to 
induce the nations to agree to rehabilitate silver. 
But England blocked the way. Indeed, at the 
Brussels Monetary Conference of 1878 -the British 
Commissioners were permitted to attend provided 
only that the question to be submitted to the 
Conference was not an open one so far as England 
was concerned. 

Including the Committee on whose Report the 



'Ihe "Rex" 

Mints were closed, no fewer than five Commissions 
or Committees have sat at various times endeavour
ing to solve the Indian currency problem. The 
latest attempt was that of the Hilton Young Com
mission. The Report of this body, dated July 1926, 
said: 

"The people of India have from time inimemorial 
placed their trust in silver as the medium of exchange 
and as their store of value. They are deeply interested 
in the value of silver bullion, and it is contrary to their 
interests to depreciate it. The present proposals (those 
of Indian Governmentoflicials) would inflict heavy losses 
on the poorer classes, who have put their savings in 
silver ornaments and who would find their stores of 
value depreciated, by perhaps 50 per cent. by the action 
of the Government." 

The Indian Government officials' proposals, which 
the Commission thus criticised, included the "de
thronement" of the silver rupee from full legal 
tender status and involved vast sales of silver. 
But the COinmissioners' own recommendations con
templated an ultimate reduction of the silver in the 
currency note reserve to Rs. 250 millions. With a 
slightly reduced note circulation, the silver in the 
reserve has, however, increased since then by about 
one-third, and to carry out the above reduction 
would necessitate the sale or absorption of more 
than 300 million fine ounces of silver. The Times 
in its AnnvaJ, Financial and Commercial Review fQr 
1929 reports with regard to silver: 

" The greatest menace to the market last year, how
ever, was the knowledge that a vast accumulation of 
silver treasure once held in the Indian note reserves, 
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awaited realisation at any lavourable opportunity. To 
this circumstance the silver market owed the depression 
which prevailed throughout the year." 

Even since the end of 1929 silver has suffered a 
further catastrophic fall equal to about one-third 
of its value. 

As I ventured .to point out at the time, the Com
missioners' report was not logical, for it recommended 
a course of action that was most likely to bring 
about a result which it had itself deprecated. There 
would appear to be only one solution-namely the 
rehabilitation of silver, with a return to open mints 
for its coinage, when the silver value of the rupee 
would again be equal to its face value. It is not 
the ., dethronement" but the full enthronement of 
the silver rupee, as the equal partner of gold, that 
is needed. This, however. could be accomplished 
only through the co-operation of the Empire. 



CHAPTER V 

THE NEW BI-METALLISM 

THE first speech of the late Earl of (then Mr.) 
Balfour in the House of Commons was on bi-metal
lism. It is not so generally known that he retained 
his interest in the doctrine to the end, and some 
two or three years ago expressed himself privately 
to the effect that it would not be surprising if, after 
all, bi-metallism turned out to be a solution of 
many of our difficulties. 

In preparing this pamphlet I had recourse to 
Hansard in order to read Mr. Balfour's speech
delivered on August lOth, 1876. It was quite shQrt. 
It deprecated raising the price of the rupee and 
making it "practically a metallic bank note of an 
appreciated value." Reading on, I extracted the 
following from a speech of Mr. Goschen in the same 
debate: "He would be a bold man who would 
withdraw silver from that partnership with gold, by 
means of which a sufficient supply [of currency] was 
furnished ... for the whole globe." What these two 
eminent statesmen deprecated half a century ago 
has been brought about, with results already dis
astrous, and likely to become more so, unless effective 
and speedy action is taken to restore silver to its 
time-honoured position as the monetary partner of 
gold. 

32 
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The old bi-metallic theory was based on the 

coinage of the two metals. It was thus concerned 
with a given fixed weight of gold and a given fixed 
weight of silver converted into coins, which there
upon became legal tender, precisely on the same 
legal footing, so that a debtor had the option to 
pay his debts in either of the two metals. On any 
material difference arising between the bullion value 
and the face value, debts would be paid in the 
cheaper metal, and under the operation of Gresham's 
law, to the effect that bad money drives good :qJ.oney 
out of ciI:culation, the relatively dearer metal would 
be exported and melted and exchanged for the 
cheaper. This, however, brought into play what 
was known as the compensatory action of the joint 
standard, whereby. as the one metai was thrown 
upon and the other withdrawn from the bullion 
market. the former tended to fall and the latter to 
rise. and thus to restore equilibrium. This very 
briefly was the theory, and, as we have seen, the 
relative values of the two metals remained remark
ably steady for a very long period. 

With the passing of the golden sovereign, a fixed 
weight of gold, and the substitution of the Rex as 
the standard by which gold itself is measured within 
the Empire, the situation is fundamentally changed. 
Gold in effect becomes a commodity for which; it is 
true. a minimum price of one Rex for :rI3 grains 
has been established, but for which no maximum 
price has been set. Therefore, the Bank of the 
Empire is free to sell IOO grains of gold. or any 
number of grains below :rI3. for one Rex. This 
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places the Bank in a tremendously strong position. 
Receiving 70 per cent. of the world's gold output 
direct from the mines, it can, in addition, reduce 
demand by raising its price and so protect its stock. 
The price can be raised at any time and before the 
Bank's stock of gold is seriously diminished. The 
Law of Gresham does not apply. 

Let us now tum from the abstract to the concrete, 
and apply the new bi-metallism to the Empire 
through the Bank of the Empire undertaking to 
purchase silver as well as gold at a fixed minimum 
price. / 

The first question to decide is the ratio between 
the two metals, or the Bank's minimum price for 
silver. In deciding upon the ratio, India, with its 
silver rupee and vast interests in silver bullion, 
must form our main consideration. The old bi
metallic ratio of Isl to I, which would mean raising 
the exchange value of the rupee from IS. 64. to 
approximately 2S., can probably be ruled out. A 
much better case could be put forward for lowering the 
value of the rupee to IS. 44., at which it stood from 
the beginning of the century until the War. But 
for the argument in this pamphlet we may take the 
convenient ratio of 20 to z. This would confer 
upon silver a value of about SId. per fine ounce, or 
about 47d. per standard ounce, and on the rupee an 
exchange value of IS. Sld., which approximates to 
its present value of IS. 6d. 

Under this ratio the Bank of the Empire would 
have a minimum price for silver which would be 
exactly one-twentieth of its minimum price for gold. 
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That is to say, its price would' be the same for 
twenty ounces of fine silver as for one ounce of fine 
gold. As in the case of gold, the silver would be 
paid for by Rex-that is, by a credit to one or 
other of the Bank's customers. But here again it 
is the Rex thus created, and not the silver, that 
becomes a basis for the Empire's currency and credit. 
This basis can be transferred within the Empire with
out either gold or silver being moved. The latter 
can be undertaken at the Bank's convenience in its 
capacity as a buyer and seller of the two metals. 
Within the Empire it matters not whether the Rex 
has been created by gold or by silver. 

The only monetary silver in the Empire that the 
Bank would require to take over is the stock held by 
the Government of India in its currency note reserve. 
At the Bank's minimum price-one-twentieth of its 
minimum price for gold-this would require approxi
mately Rex 87 millions, with which the Government 
of India would be credited. 

Thus the Bank of the Empire, which, it will be 
remembered, has already paid Rex 250 millions for 
gold taken over, would pay a further Rex 87 millions 
for silver, and the banks and Governments that are 
issuers of currency in the Empire would hold balances 
with the Bank aggregating Rex 337 millions. These 
balances, whether originating from a purchase of 
gold or a purchase of silver, would be absolutely. 
uniform in value, as well as extremely mobile. for 
they would be transferable by cable to any point 
within the Empire where the Bank had an office, at 
a published tariff of transfer charges. 
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The Bank of the Empire would begin business with 
a relatively strong gold position. With only Rex 
87 millions of silver, it would hold Rex 250 millions 
of gold, while there would be flowing into its strong 
rooms Rex 60 millions of gold per annum from the 
Empire's mines. These figures, be it remembered, 
are taken at the 20 to I ratio. It is true that the 

, Bank would be open to receive the surplus silver of 
the world. But the value at the above ratio of the 
world's total silver production is Rex 54 millions, 
some two-thirds of which is.a by-product of the 
base metals, and therefore not materially affected 
by price. As confidence in silver is restored, the 
demand of Asia for the metal is likely to increase. 
On the other hand, there is also likely to result a 
considerable increase in production from purely silver 
ores. 

The great objective of the Bank of the Empire is 
to maintain equilibrium between gold and silver at 
the 20 to I ratio. It will have attained its object 
when, on the one hand, there is world confidence in 
the ability of the Bank to maintain the value of 
silver, and, on the other, it is a free seller of gold 
at its minimum price of 1I3 grains per Rex. The 
most effective way to re-establish confidence in silver 
is for the Bank actually to hold gold equal to one
twentieth of its holding of silver weight for weight. 

In the event, however, of the gold held reaching 
approximately the 20 to I level, the Bank, at its 
discretion, would raise its price for gold, and thus 
bring into action the powerful gold lever to which 
reference has already been made. In doing so, its 
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sole object-o£ which the world would be aware
would be to maintain equilibrium. 

Let us now see how very powerful this lever 
would prove to be. In raising the price for gold the 
Bank would of course continue to buy and sell 
silver at, its minimum price. Thus the whole 
economic relationship between the Empire, plus 
silver-using or other bi-metallic countries, on the 
one hand, and gold-standard countries on the other, 
would be affected. The rate of exchange between 
the two groups would deviate from gold parity, but 
silver parity would be mairitained. Thus all buying 
and selling, all services rendered or received, and all 
borrowing or lending, between any country in the 
one group and any country in the other would be 
affected. Exports from what we might term Rex 
countries to gold-standard countries would be stimu.,. 
lated. Imports to Rex countries from gold-standard 
countries would be checked. But the more sensitive 
factor would be money, and particularly its move
ment between London, as the centre of the Rex 
group, and pure gold-standard centres., As the price 
of gold was raised it would tend to make a purchase 
of gold from the Bank of the Empire unprofitable, 
and a sale of gold to the Bank profitable. To 
exchange a Rex for, say, IIO grains of gold is scarcely 
good business if II3 grains are likely soon to be 
obtainable. The Bank's holding of both metals 
would be known, through published statements, at 
regular intervals. The world could thus keep watch 
on the figures, and should it appear likely that the 
price of gold would be raised, the action of the 
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Bank, being practically automatic. could be anti
cipated, and therefore obviated. 

With the Rex as the monetary unit and standard 
of value for so important a part of the globe as the 
British Empire, international monetary relationships 
would be revolutionized. In all likelihood, countries 
that are struggling against the inequalities of the 
gold standard-such as the South American countries 
-might find it advantageous to come within the 
orbit of the Rex. This they could do by adopting 
silver, either alone or in conjunction with gold, as a 
basis for their currencies. The gold-standard'coun
tries would probably find it advantageous not to 
hoard gold, but to cause it to function rather than 
be out of harmony with the Rex. Meanwhile. 
London, as the financial centre of the Empire. and. 
moreover, linked up through silver to a further 
large portion of the globe, would become once more 
the world's monetary centre of gravity. 

'while the Bank of the Empire would not seek to 
control credit, which would remain the function of 
central banks, there would appear to be no objection 
to a certain proportion of its assets being held in 
securities, confined perhaps to those of the Govern
ments of the participating countries. Thus-unlike 
so many schemes that are put forward-far from 
being a charge upon the over-burdened taxpayers 
of the Empire, the operations of its Bank should 
yield them ~ reasonable profit. 



CHAPTER VI 

EFFECT ON INDIA AND THE EMPIRE 

MORE than 70 per cent. of India's people are 
directly dependent on agriculture. The Indian ryot 
(peasant) is at present beset with a series of adverse 
circumstances, the cumulative effect of which may 
be extremely serious, both economically and politic
ally. First, in common with his fellow-agricultural
ists the world over, the ryot is suffering from the 
severe fall in the price of what he produces. Secondly, 
the silver ornaments of his womenfolk, which in the 
aggregate must have cost a vast sum, have now 
only a very much smaller realizable value. Thirdly, 
the grip of the money-lender must consequently be 
tightening. Thus, in addition to his purchasing 
power being materially diminished, the ryot offers a 
fertile field for the agitator, by whom his troubles 
will doubtless be put down to the British Raj. 

The rehabilitation of silver, however, should go a 
long way towards solving these difficulties. For 
one thing there should result a considerable stlmulus 
to world purchasing power, so that better prices 
would be obtained by the ryot for his produce. 
Then, the re-opening of the Indian mints would 
restore the value of the great mass of silver ornaments 
to i. par "--one rupee per tolah weight of silver-
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thus rejoicing the heart of well-nigh every woman 
in India. Thirdly, there would be set free a fund 
of £40 millions known as the Gold Standard Reserve, 
which could be utilised in grappling with the money
lender. 

The Simon Report tells us that the vast majority 
of the peasants are in debt to ,the money-lender. 
What this position means, and how to some extent 
it is being dealt with, is shown in the following 
extract from the II Introduction to Co-operation in 
India," by Mr. C. F. Strickland, of the Indian Civil 
Service:-

" Meanwhile the usurer 'is being driven slowly back; 
for his extortionate loans at 371 per cent., plus compound 
interest, plus false accounts, plus an infinite series of 
domestic tyrannies, is substituted a loan at a rate 
between 9 and :I8 per cent., with simple interest, audited 
accounts and a vote for each member in the general 
meeting." 

There are in India some 100,000 co-operative 
credit societies-mostly village banks-linked up 
to 700 central banks, which, in turn, are connected 
with a provincial bank in most provinces. An 
All-india Co-operative Bank has been spoken of but 
has not yet materialized. The total membership of 
the co-operative societies is now 41 millions; but as 
there are 700,000 villages in all India, a vast field 
still remains to be covered. 

The Indian Gold Standard Reserve of £40 millions, 
which is invested in sterling securities, represents 
the profit on coinage of rupees. In the event of 
the re-Opening of the mints to silver, this fund 
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would be entirely free. It could be utilised in estab
lishing an All-India Co-operative Ban~ for the pur
pose of extending co-operative credit, and particu
larly in assisting to effect a settlement between the 
ryot and the money-lender. 
. I have no first-hand knowledge of co-operative 
credit in India, but have been in communication 
with Sir Daniel Hamilton, who is a pioneer in the 
movement and has made an extremely interesting 
experiment in the Sunderbans of Bengal. He bought 
20,000 acres of land there, and has developed 12,000 

acres of it on business lines .under co-operative credit. 
Twenty years ago this land was jungle, but it now 
supports 8000 to 10,000 people. Sir Daniel has 
kindly supplied me with the following account of 
his experiment :-

"My Sunderbans property consists of over 20,000 
acres of land which was all jungle twenty years ago, 
and of which I have reclaimed 12,000 acres now under 
rice cultivation. The land is let out to the ordinary 
rayat or cultivator in holdings which average five or six 
acres. The population is somewhere about 8000 or 
10,000, young and old. There are about twenty co
operative societies on the place, most of them credit 
societies. The estate is split up into divisions, and each 
division has its own co-operative credit society. All 
the credit societies are financed by the Central Co
operative Credit Society-the shareholders of the latter 
being the village credit societies, as well as myself And a 
few other residenters. I lend the money required by 
the Central Bank at, say, 6 per cent., and the Central 
Bank lends to the village societies, which in tum lend 
to their members at 12 per cent., and the profit goes to 
the village banks and the Central, and can be used for 
social services or in any way the people please; Each 
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village society has a board of directors known as the 
panchayat, elected by the people themselves, and this 
panchayat deals not only with finance, but settles aU 
sorts of village disputes as well. It is real self-govern
ment. AU classes and creeds join the societies, but the 
panchayat will not admit men who cannot be trusted, 
as the members are responsible for their neighbours' 
debts as well as their own, though as a matter of fact 
practically every ,ayat is a member of one or other of 
the village societies. On the Board of the Central Bank 
the village banks are represented by members of the 
village panchayats, my manager and one or two others 
being also directors. 

" Some years ago the people started a co-operative 
paddy-sale society, the object of which was to pool and 
market their crops direct in the Calcutta market, instead 
of selling their paddy individually to the rice merchants 
who used to come round in boats and buy up the paddy 
direct from the ,ayat. Instead of dumping their crop 
on the market all in a lump, the paddy-sale society was 
able to hold up the crop for the rise in price which 
comes as the crop is consumed. The paddy-sale society 
having been a success, the people then opened thea 
own rice mill on the place; which cleans the paddy, and 
thus knocks out another middleman-the rice-mill owner 
who works on the outskirts of Calcutta. The people 
were not pressed in any way to join the paddy-sale and 
the rice-mill societies, but they are nearly all members 
now, as they have realized the advantage of doing 
without the middleman as far as possible. 

"The rice crop (in so far as not required for the 
people's food) being pooled and marketed, all loans and 
rents are recovered from the pool, and the balance goes 
to the cultivator. In this way there are no bad debts, 
and litigation is unknown . 

.. The money-lenders got in at the beginning, four of 
them altogether, but I bought up their loans fifteen 
years ago, and passed the amounts to the debit of the 
respective cultivators, and recovered them over a period 
of a few years. 
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.. A few years ago the people voluntarily agreed to 

pay an anna a biggah towards education, which, of 
course, they could not do while the money-lender and 
the other middlemen took all the surplus. What they 
pay does not, of course, cover the entire cost of educa
tion. I do my bit also, but the profit I make can stand 
this. I also provide doctors out of the profit; but 
after paying working and all other expenditure, I have 
quite a good profit left, which I devote to reclaiming 
more land and settling more people, all under the 
co-operative system . 

.. The management is entirely Bengali, and the men 
take a pride in the property. It is true that I laid the 
foundations and the lines on which to build, but the 
building has practically all been done by my Bengali 
staff, and what is done there can be done elsewhere. 
It is from the village upwards that new India must be 
built." 

A propos of the suggestion that the £40 millions 
fund might be used to bring about a settlement 
between the ryot and the money-lender, Sir Daniel 
also writes:-

.. The best thing to do, in my opinion, is to follow 
the procedure which proved quite effective on my place 
in the Sunderbans. Offer the mahajan what you con
sider a fair price for his loan, and let him take it or 
leave it. In all probability he will take it, in which 
case let him have it, and recover the amount by instal
ments from the rayat. If, for example, the rayat owes 
the malwjan an old debt which, 'with compound inte.:est, 
now amounts to Rs. 300, I should offer him, say, Rs. 200 
down for it, which he would probably accept. The 
money would be paid through the village society, which 
would debit it to the rayat concerned, and would recover 
it from him with the usual rate of interest by annual 
instalments. The village society would not, of course, 
accept responsibility for more than it wanted to, but I 
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have no doubt that the society could 'persuade' the 
mahajan to accept whatever it thought fair and 
reasonable." 

In dealing with Oriental peoples there is surely 
here ample 'Scope for the imagination in setting 
forth in the most telling way the beneficent power 
of.the British Raj and the advantages of membership 
in the British Empire. Through co-operation in 
rationalizing its gold, the Empire would have enabled 
the Indian mints to be re-opened to silver, the 
silver value of the rupee would have been restored, 
and with it the value of the great mass of silver 
ornaments. Further, the Empire in effect would 
have caused t9 be handed over £40 millions to 
assist the ryot to get out of the clutches of the 
money-lender, whose system is the curse of India. 
In . the words of the Simon Report: .. The misery 
entailed in such a system is almost equalled by its 
economic wastefulness." In return, might India not 
be expected to respond by so increasing and dis
tributing its purchasing power as to affect bene
ficially all countries in the Empire? 

One can visualize a grand Imperial ceremony being 
held in India, at which the King-Emperor would be 
specially represented and representatives from all 
parts of the British Empire would be present. The 
occasion would be the re-opening of the Indian 
mints to silver and the inauguration of an All-India 
Co-operative Bank with its £40 millions of capital. 
It would be explained in a perfectly simple way 
that this was the result of the whole Empire co
operating in using its great gold resources to restore 
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the value of silver. Thus there would be proclaimed 
throughout the length and breadth of India the 
beneficent power of the British Raj, with its most 
practical results in the restored value imparted to 
silver. This the masses of India could not fail to 
understand and appreciate. 

And not only the peoples of India, but the still 
greater masses throughout the rest of A.sia-which 
contains more than half the population of the globe 
-would be affected beneficially. Our Trade Mission, 
now on its way to the Far East, would probably be 
overwhelmed with business if during its sojourn the 
Chinese tael were raised from IS. 7d. to say 4s.7a. 
through the efforts of the British Empire. And 
why not? Could the Imperial Economic Conference 
be engaged to better advantage? 

Another part of the Empire which finds itself in 
a serious economic tangle is Australia. While far 
from decrying the eminent advice that has been 
accorded to her, it is nevertheless permissible to 
remark that it appears to be wholly negative. To 
tell Australia that "we may hope, without certainty, 
that wool will retain its present level, but it is 
exceedingly difficult to see how wheat can fail to 
drop further JJ is cold comfort at the present juncture. 
Or again: .. Australia has to adjust herself to a 
world economic situation more disadvantageous to 
herself than in the last decade. . • . It would be 
unwise therefore to place too much reliance upon 
estimates of what Australia could sell by increased 
acreage under wheat and wool. JJ 

But why should the adjusting be all on the side 
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of Australia, and the world economic situation itself 
apparently be held incapable of adjustment? The 
newspaper despatches from Australia of late have 
further unemployment writ large all over them. 
Britain as well as Australia is affected thereby, for 
unless Australia can sell her wheat and wool, she 
cannot buy our wares. It is not wholly Australia's 
internal position-however much it may require to 
be adjusted-but also the world economic situation 
that i~ responsible for Australia's plight. 

The British Empire, through rationalizing its gold 
and using it in the first instance to rehabilitate 
silver, possesses the power to change effectively the 
world economic situation. Thus the way would be 
paved for the substitution of a positive for a negative 
policy throughout our borders; and there would be 
provided an adequate foundation on which to recon
struct. As matters stand, the Empire is running 
considerable risk of being deflated to death. 

And what of Britain's direct burdens, such as the 
national debt? This burden in effect has been 
doubled through doubling the value of the counter 
in which it was incurred. So has the burden imposed 
by our sheltered industries on our producing indus
tries. Unless a material rise in prices, which must 
be world-wide to be ultimately effective, takes place 
soon, we may be nearer the breaking-point than it 
is comfortable to contemplate. 

History repeats itself. I am writing in the High
lands of Scotland, away from relevant literature, 
but from a book brought with me the following is 
extracted :-
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II As a consequence, agriculturists especially, and all 
who had made contracts for long periods, have suffered 
severely. Producers of all kinds have also experienced 
a loss of profit because it has been impossible to readjust 
money wages, and labour has suffered through irregu
larity of employment. Probably the only class which 
has gained much has been the middleman, for it is 
notorious that retail prices have not fallen to the same 
degree as wholesale prices. It is usual to say that 
those with fixed incomes have gained; but I apprehend 
it would be nearer the truth to say they ought to have 
gained, for the middleman has most effectively broken 
the fall in prices so far as the consumer is concerned." 

The above extra:ct does not refer to the present 
day, though it might readily be supposed to do so. 
lt is taken from an address by the late Professor 
Shield Nicholson of Edinburgh University delivered 
in 1887, and appearing in his book" Money and 
Monetary Problems." Turning to the appendix in 
this book I find that the wholesale price level 
(1867-77 = 100) was at 68 when he wrote, and that 
by 1896 it had fallen further to 61. From this 
point there was a fairly steady rise to 75 by 1900. 
What was the main cause of the rise? The Rand 
gold discoveries. The world's gold production, 
which was only about £20 millions per annum about 
the time when Professor Nicholson wrote, had 
increased to £63 millions by 1899. 

What the South African gold discoveries achi(!Ved 
then, the rehabilitation of silver as the age-long 
partner of gold is well calculated to accomplish in 
overcoming the much more serious crisis with 
which both the Empire and the world are now 
confronted. 
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FOREWORD 

BY 

THE RIGHT HON. L. S. AMERY, M.P. 

IT is a satisfactory sign of the growth of interest in the 
problem of Imperial Economic Unity that a large litera
ture on the subject sho~d be springing up so rapidly. 
As Mr. Ray very truly says, "There is no bigger business 
problem challenging the British people than the organi
sation and conduct of inter-Empire trade on a sound 
and sane basis." Towards the understanding of that 
problem he has made a contribution, unassuming. indeed, 
in bulk, and unpretentious in manner, which is, never
theless, one of real value. For in the brief compass of 
this little book he has not only shrewdly analysed the 
general economic situation, past, present and prospective, 
in the Empire, but he has also furnished the reader with 
a sufficiency of material bearing on the' resources and 
productive capacity of the various territories of the 
Empire, and on the trend of Empire trade, to give weight 
to his argument. Both as a statement of the t'lSe for 
Empire co-operation, and as a handy work of reference 
on the subject, I can heartily recommend Mr. Ray's 
book to the general reader. 
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THE FUTURE OF EMPIRE 
TRADE 

CHAPTER I 

A SURVEY OF BRITISH INDUSTRY AND TRADE 

IF there is one thing more startling in the industrial 
and commercial life of Great Britain than the long scroll 
of the unemployed it is the lengthening catalogue of 
manufacturers and exporters who are seriously alarmed 
at the prolonged trade depression and the absence of any 
sign of immediate or prospective appreciable improve
ment. Everywhere the question is being asked: .. What 
is really wrong with British trade? U Explanations are 
numerous, diverse and, in the main, unsatisfactory and 
unconvincing. 

To be compelled to maintain more than one million 
persons unemployed during so long a period as eight 
years would be a serious matter for any country, but 
for a nation that once stood supreme among the world's 
industrial and commercial peoples to be in such a con
dition is both serious and tragic. The tragedy is three
fold. In the first place there is the deterioration of 
skill resulting from protracted unemployment and the 
prospective dearth of skilled men in the coming years 
due to the inability of industry to absorb an adequate 
number of apprentices; secondly, there is the demoralizing 
effect of continuous unemployment; thirdly, there is the 
heavy financial burden bome by the productive members 
of the community in order to maintain those that are 

9 
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unproductive. It is not surprising that the gravity of the 
situation is 'i?ecoming daily more oppressive in industrial 
and commercial circles. Optimism is strained to the 
breaking-point. The innate trait of faith in the nation's 
ability to "muddle through" is being sorely tried by a 
problem only second in magnitude to the task of "win
ning through" in the great war. Of one thing we can 
be quite certain-we shall never" muddle through." 
Not by faith without works will our difficulties be 
overcome, but by faith with works. 

Can British industrial and commercial supremacy be 
restored? That is a formidable question. Much remains 
to be done if an answer in the affirmative is to be 
furnished. 

In order that. we may see clearly where Great Britain 
stands to-day in relation to world trade, and especially 
to that part of it connected with her overseas Empire, 
a brief retrospective survey of her industry and com
merce should be informative. It will help us to see more 
clearly why she stands in her present position. 

It is recognized by all students of British. industrial 
and commercial history that as recently as mid
Victorian days Great Britain was the workshop of. the 
world, and that the supremacy of her foreign trade was 
practically unassailable. Such competition as existed 
was more pronounced .inher home market than in her 
markets overseas. Just as she was the world's supreme 
colonizer, so was she the world's supreme supplier of 
manufactured goods. Almost alone in the field of inven
tion, she was marve110usly strengthened by mechanical 
devices. Her paramount position in industry and com
merce was not without its perils. It bred in the British 
mind an. arrogance, a cocksureness and a conservatism 
which constituted a stumbling-block in several directions. 
Pride in the achievements of yesterday is no guarantee 
to a pugilist that he can successfully defend himself 
against the skill of his new opponent of to-day or 
to-morrow. Cocksureness is always susceptible to defeat, 
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and conservatism is often trodden under the feet of 
progress marching forward in strength and confidence 
towards a new and better day. 

By taking a retrospective survey of Great Britain's 
industrial and commercial supremacy of sixty years 
ago, and the foundation upon which it was built, we shall 
be able to observe the forces that assailed that supremacy 
and, at the same time, to note the vulnerable parts 
that exposed themselves to attack. 

In the first place, it is impossible to attribute to any 
specific cause the greatness of British industry and 
trade. It is the outcome of inherent qualities, accidental 
influences, and gifts of nature. Much of the people's 
greatness was born in them, much has been achieved 
by them, and much has been thrust upon them. No 
one will deny that the British have been endowed with 
the rare gift of inventiveness, that they have accom
plished wonderful things by sheer doggedness, and that 
wealth has been flung into their laps by the. gods of 
circumstance. 

As if conscious of the type of people that would 
inhabit Great Britain, nature was lavish with her gifts. 
By surrounding the country with water she gave the 
inhabitants an inestimable asset-a natural bulwark 
against the attacks of enemies; an abundance of· raw 
materials indispensable to a nation desirous of becoming 
a first-rate industrial power; and an ideal geographical 
position for the development of industry and the trans
action of trade with two hemispheres. Further, the 
climate of the country is so equable that work- can be 
carried on continuously, whilst the humidity of the 
atmosphere has given birth to, and sustained, a great 
cotton industry which is the envy of many peoples less 
favoured climatically. 

If we trace the rise of Great Britain's industry and 
commerce to its source, we find that the English were 
great traders long before they became greatmanufac
turers. Indeed, it is not an exaggeration to 'State that 
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British industrial supremacy was the work of less than 
three centuries. Continental peoples were supreme in 
the manufacturing arts and in merchanting long before 
,the Elizabethans entered into serious competition with 
them. As Cunningham wrote: "In the fourteenth 
century the whole of the external and much of 
the internal ~rade of the country had been in the 
hands of foreigners; in the fifteenth our merchants 
began to push their way from point to point in the 
-Mediterranean and the Baltic; in the sixteenth they 
followed slowly in the wake of other adventurers. or 
tried to establish themselves in unkindly regions which 
had attracted no one else. When Elizabeth ascended 
the throne. England appears to have been behind other 
nations of ,Western Europe in the very industrial arts and 
commercial enterprise on which her present reputation 
is chiefly based." , 
, As history relates. Elizabeth was prevailed upon to 
inaugurate a vigorous policy designed to strengthen. her 
realm commercially as well as politically. The "Mer
cantile System" was established. its main objects being 
the acquisition of shipping. and the encouragement of 
home industries. Navigation Acts, designed to promote 
shipping. were passed; Com Laws were enacted for the 
purpose of promoting and protecting the agricultural 
industry; special measures were taken to prevent un
necessary imports of foreign goods. and to encourage 
home manufact\lres and their exportation. 

In the early years of the seventeenth century the 
memorable. Merchant Companies, some of which were 
founded in the reign of Elizabeth, began to trade exten
sivelywith the Levant. By 1621 England did a more 
profitable trade with Turkey than did any other nation 
in Europe. Among the exports, were broadcloth. tin, 
hides. etc., the return cargoes being composed of silk, 
cotton, jewels. dried fruits, and other products. The 
celeb~atedEast India Company also carried com
paratively large quantities of bullion, iron, tin, broadcloth, 
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cutlery, glass and other products to India, and brought 
back valuable cargoes of spices, calicoes, pepper and 
various other Indian manufactures and products. Other 
large Merchant Companies traded with Russia, the 
Netherlands, France, Spain and Portugal. 

During the seventeenth century British industry grew 
in magnitude and importance. .Foreigners had been 
encouraged to settle in various parts of England in the 
preceding century, and English 'workmen had learned 
from them the art of weaving. In 1685 nearly 50,000 
Huguenots came over to England bringing with them 
capital and skill. They added more than wealth to the 
country; they augmented its industrial capacity, and 
taught Englishmen the arts of making glass, paper, hats 
and silk weaving on a larger scale and more, efficiently 
than had been the practice up to that time. . 

Industry and commerce continued to advance through
out the eighteenth century, but the details in regard to 
their character need not be quoted here. We may note, 
however, the passing of certain industrial conditions. 
About 1750 birth was given to what .is generally 
known as the Industrial Revolution. Prior to that time 
machinery had been utilized only to a limited extent, and 
the idea of steam power, of course, was still simmering in 
the brain of James Watt, the genius who was destined to 
bring it to the service of man. All manufacturing was 
done in, or near, the homes of the workmen by parents, 
children and apprentices. This method of production 
was known as the "Domestic System." 

In 1769 James Watt sounded the death-knell of 
the domestic system and heralded the advent of a new 
era by patenting his steam engine. During the last 
thirty years of the eighteenth century other inventions 
saw the light. Hargreaves patented his "spinning
jenny," Crompton invented the "mule," and Cartwright 
introduced his "power loom." These inventions gave a 
remarkable impetus to British industry and commerce, 
so that Great Britain soon became the leading industrial 
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and commercial nation of the world. In a decade, from 
1782 to 1792, the country's foreign trade nearly doubled 
itself, the imports rising in value from £Xo,341,628 to 
£19,659,358, and exports from £X3,o09,458 to £24,9°5,200. 

The opening of the nineteenth century witnessed a 
wonderful increase of British trade willi foreign countries, 
while trade with the colonies began to increase also, 
although the growth was not rapid until after the year 
1820. 

With the revolution in methods of production there 
came a revolution in methods of transportation. Steam
engines and steamships facilitated the movement of com
modities to and from various parts of the country, and 
speeded up trans-oceanic commerce. Steam was more 
and more utilized in the manufacture of goods hitherto 
made by hand or hand-machines, so that the output of 

. the country was augmented year by year. Thus, through 
the introduction of machinery and steam-power, birth was 
given to our pz:esent industrial system. 

This brief survey of Great Britain's industrial and com
mercial evolution is outlined in order that we may obtain 
a clearer idea of the entrance of foreign rivals into com
petition with us for the markets of the world. The 
evolution and extent of. that competition need not be 
dealt with exhaustively, as they are fairly well known by 
the leading manufacturers and exporterS of Great Britain. 

Prior to the American Civil and the Franco-Prussian 
wars, neither the Americans nor the Germans were serious 
rivals of the British in world-trade; but almost immedi
ately after the termination of those conflicts they began 
to develop their industries on an increasingly large scale •. 
Primarily their intention was to supply their respective 
peopl~ (especially in the case of the United States) with 
commodities hitherto imported, whilst their ultimate goal 
was the acquisition of an export trade which should not be 
inferior in. magnitude to that of the United Kingdom. 
Each country, of course, had been previously exporting 
cOmlnoditiespeculiar to its natural production, but in no 
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way were they seriously competitive with the manufac
tures of Great Britain either in her home market or in 
her markets overseas. 

The success that attended the industrial efforts of those 
two countries is familiar to all of us. Not only did each 
decade, from 1870 to the outbreak of the European war, 
witness the influx of their manufactures into foreign 
countries which had previously relied almost exclusively 
upon Great Britain for supplies, but it also saw an un
protected British market flooded with commodities so 
cheaply priced that the demand for similar manufac
tures produced in our own factories declined in conse
quence .. This apparent anomaly is worthy of close 
scrutiny by those economists who contend that "free
trade" was pursued in Great Britain because it enabled 
our manufacturers to produce at a lower price than would 
have been possible under a protective tariff. 

More recently than the trans-Atlantic and Continental 
invasions there came the Japanese industrial expansion, 
the influence of which has been keenly felt in our home 
market, and in our markets overseas, especially in the 
Dominions, the Colonies, and the Far East. For well
known reasons the Japanese invasion has been checked 
slightly in several directions during the past seven or 
eight years, but some of their manufactures are formid
ably competitive in a number of markets contiguous to 
Japan. With improving methods of production and 
closer attention to the finish of their products, there is 
every likelihood of Japanese manufacturers gaining a 
stronger position in the markets of the Far East .• 

The arrest of production in France, Belgium, Austria, 
Czecho-Slovakia and Italy in the years succeeding the war 
obviously curtailed their export trade. During the past 
five or six years, however, there has been a steady increase 
of production in some 'of these countries, and a large 
increase in others. He would be an optimist indeed who 
foresaw no serious competition with these countries in . 
the world's markets during the next ten years. On the 
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'Contrary, it is probable that the competition will assumfJ 
a keenness far more pronounced than it was throughout 
the decade which preceded the European war. ~ 
coUntries enumerated were impoverished by the upheaval 
and as the only means of enrichment are production and 
export trade we may be sure that they will spare no 
effort to develop them. Even if it be conceded that, in 
the natural order of things, the world's consumption will 
increase, it is quite obvious that any market or part of 
a market captured by our competitors will be lost to us. 

The most remarkable change, however, in post-war as 
compared with pre-war conditions took place in Great 
Britain. It was connected with our industrial life, and 
was bound to be reflected in our export trade, although 

~ during the transformation few, if any, halted to consider 
its ultimate effect. That change was the elevation of 
wages to a point far higher than that of Great Britain's 
competitors, with the probable exception of the United 
States. Then came the enormously increased burden of 
taxation, the slump in trade, strikes, and the depression 
that is still With us, subjects which will be referred to 
again in another chapter. 



CHAPTER II 

GREAT BRlTAJN AND HER 'DOMINIONS 

A QUARTER of a century has passed since Joseph Chamber
lain sounded his trumpet call "Think Im~xi~lly." The 
call was heard, yet heeded but in part. 'It was translated 
into a political war-whoop, and there ensued, between 
the "Little Englanders" and the "Imperialists," a long 
and bitter battle. Perhaps the sound of the trumpet 
was too startling and too shrill for a people whose ears 
had not been trained to catch sounds beyond the roar 
of the seas that encircle their little isle. The minds of 
the great majority were directed and controlled by the 
exclusive interests of the domestic circle, and the minority, 
as is invariably the case, were compelled to submit to the 
larger force. The nation's industrial and commercial 
success during the Victorian age had lulled the people 
to the sleep of self-complacency. To the factories and 
marts of England had the world for generations come, 
and where was the nation industrially strong enough 
to challenge them? Under its existing fiscal policy the 
country had been remarkably successful; therefore, why • 

• change it? Only to a few thinkers did it occur that the 
nation's success might have been attributable as.~uch,' 
to the paucity of external competition as to its fiscal 
policy. Be that as it may, there followed between t~e ~ 
free-traders and the fiscal reformers a battle that has 
continued, save for periodic lulls, down to the present day. 

Prior to the call of Chamberlain, the unification of 
the Empire and its political and commercial consolida
tion had never been presented to the mind and imagina
tion of the Bri~ish people at home. The peoples of the 

B 17 
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Dominions were ahead of them in that respect. Tb I j 
expansion of Great Britain into a Greater Britain was liJ; 
new idea, and never have the English readily absorbe ,i 
new ideas. On the contrary their history teems wi i', 
examples of the rejection of innovations in their incipien ~l~ , 
stages. ! . 

Until the dawn of the twentieth century the Stat ,d 
confined its activities mainly to the, government of th~'1 ~ 
people. Perhaps the only exceptions were associate .Ii 
with territorial acquisitions. Even in regard to those ~Dr 
little or no effort~as made to develop by the implement ~~)I 
of peace the lands that had been acquired by the imple· .:t" 
ments of war. The economists of the eighteenth anCj1£ 
nineteenth centuries maintained that all developmentb~1 
agricultural, industrial and commercial, should be rele·. n 
gated to private enterprise with the State as a spectato~h 
rather than as a performer in the arena. It was not,jI 
considered to be part of a Government's duties either td.T 
encourage or to ajd by practical means the deVelopmenJ!.tr 
of the nation's- overseas territories. 

Regarding the attitude that a State or a Governmen :)' 
should adopt in these matters there will doubtless alwayf,\ 
be differences of opinion. But if in the best interests of 10 
people it be conceded that Governments should not trad~'S 
in the products of the earth, it must surely be admitt . j: 
that it is their duty to till the soil and prepare it for thU 
seeds of private enterprise in due course. Or, if they ma~:L 
not sell the products of the factories, surely it should bd : 
their duty to protect those products from the assaulUjL:. 
of rival producers. If it be expedient to protect thEd1 
citizens of a State, it cannot be inexpedient to proted~: 
the means by which they live. I 

)Vhat was the attitude of Great Britain towards heI~Ji 
Dominions, Colonies and Possessions up to the year in: ' 
which Joseph Chamberlain advocated the forging oil 
stronger economic hoops wherewith to bind the units oi, ; 
t\te .Empire? It must be admitted that it was. largel):l:1' 
an attitude of indifference. So long as the colonies wen:!>' 
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willing to receive our surplus population, and to send their 
buyers to our markets periodically, there was no cause of 
complaint" and no need of change. If our own agricul
tural areas were being depleted of their man-power, with 
no hand to distribute' the men to the best advantage of 
the Empire, it did not matter so long as from the factory 
stacks the smoke ascended daily. 

This attitude of indifference was merely an extension 
of the views held by the pundits of theoretical economics 
in the eighteenth and early nineteenth centuries, and by 
the politicians of the Cobden circle. The latter contended 
that our finances would be infinitely healthier if they 
were protected from the baneful air of the colonies. 
Investments in foreign countries were preferable even' 
though the despatch of a warship should be occasionally 
necessary to bring back the fruits thereof. Sever the 
family ties, and let the children fend for themselves. 
It would be wiser and undoubtedly more profitable, they 
maintained, to concentrate upon trade with foreign 
countries. 

In 1835 Cobden wrote: "We believe that no candid 
investigator of our colonial policy will draw the conclusion 
that we have derived, or shall derive, from it advantages 
that can compensate for our formidable sacrifices. If 
we no longer offer the exclusive privileges of our market 
to the West Indians, we shall cease, as a matter of justice 
and necessity, to compel them to purchase exclusively 
from us. They will be at liberty, in short, to buy where
ever they can buy goods cheapest, and to sell in the 
dearest market~ They must be placed in the vel)' same 
predicament as if they were not a part of His Majesty's 
dominions. " 

Whatever immediate justification existed for the adop
tion of that attitude towards colonial affairs, it was 
certainly shortsighted. It lacked imagination and vision. 
In the mind of its author there was no rule wherewith to 
measure the shadow which is cast before coming events. 
To US of the twentieth century it is incomprehensible that 
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the great men of a century ago should have failed to 
foresee the future political and economic value to Great 
Britain of her vast possessions overseas. There were 
except~ons among those men, as we shall observe, but 
unfo~unately their vision was veiled by the exigencies 01 
party politics at home. 

Such a pronouncement, emanating from so influential 
a public man as Cobden, could not fail to impress the 
people of the British Isles, to disseminate amongst them 
an indifference to colonial expansion and imperial unity, 
and even to persuade them that dismembennent of the 
Empire would be preferable to its consolidation. k 
already stated, however, not all thinkers were in sympathJ 
with Cobden's views. It seemed at one time that the 
advocates of a continuance of colonial preferences might 
succeed against the free-traders. Sir Robert Peel said in 
the House of Commons: "If you look properly at the. 
relations between yourselves and the colonies, you must 
consider your colonies entitled to be put on a different 
footing from foreign countries, and that it is perfectly 
fair to give to articles of colonial production a preference 
in your markets over articles the produce of foreign 
countries. I am disposed to think even that you ought 
to carry the principle of assimilation, if you can, so far 
as to consider the colonies an integral part of the Empire 
for all commercial purposes." 

Peel's sudden and unexpected volt~face threw a curtain' 
over the question of colonial preferences, and it was 
not until sixty years afterwards that it was drawn 
aside by Joseph Chamberlain in order to expose the whole 
subject for re-inspection. 

Ad interim many important changes and significant 
devdopments had taken place in the larger Dominions. 
They had begun to manufacture on an annually increas
ing scale numerous articles hitherto purchased from Great 
Britain. Moreover, they had ventured to conclude 
reciprocal trade agreements with foreign countries that 
were Great Britain's competitors in their markets, and 
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to follow the admonition of Cobden "to buy wherever 
they can buy goods cheapest, and to sell in the dearest 
market." The experiments in manufacturing were 
remarkably successful; so successful that British manu
facturers were becoming alarmed. They were also 
alarmed at the growth of the Dominions' imports of 
manufactured goods from alien sources, such as the 
United States, Germany, Austria-Hungary, Belgium, 
and France. It was obvious that every article manu
factured in the Dominions, or imported from foreign 
countries, would mean a corresponding decline of pur
chases from Great Britain. British manufacturers 
thought that countries like Canada, Australia and New·' 
Zealand, in which agricultural pursuits were dominant, 
would direct their energies to agriculture almost exclu
sively, and that -such implements as were needed for 
its prosecution would be purchased from the Mother 
Country as a sort of reciprocity for her purchases of their 
products of the soil. No one believed that Canada, 
for example, would so soon manufacture not only mil- . 
lions of dollars' worth of goods for home consumption, 
but also enormous quantities for exportation to markets 
from which she had previously imported similar com
modities. 

In contrast with the laissez1ai,e of Great Britain, 
from whom a lead in such matters should have been 
forthcoming, the practical activities of several of the 
Dominions in regard to inter-Imperial trade are worthy 
of the highest commendation. In 1897 Canada ex.tended 
preferential treatment to a long schedule of commodities, 
not only to the United Kingdom, but to British India 
and New South Wales. Later the benefits were con
ceded to several British colonies, whilst a special 
preferential treaty was framed between Canada and a 
number of the islands 6f the West Indies, which gave 
an impetus to production in the latter countries, and 
increased their purchases from the Dominion. In 1903 
both New Zealand and South Africa granted preferences 
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to certain United Kingdom manufactures, and five 
years later Australia followed· their example. 

In addition to those preferences to the United Kingdom 
several of the Dominions extended the system to one 
another. Canada had already set an example by her 
treaty with the West Indies. She was followed by 
Australia and New Zealand, their respective Govern
ments resolving in 1906 to grant preferences to South 
Africa. 

As it was apparent to Great Britain that her Dominions 
were resolved to arrange reciprocal trade treaties among 
themselves. and also with such foreign countries as were 
disposed to offer tariff concessions in return, many of 
our . leading business men began to weigh and to con
sider the arguments for and against adherence to the 
principle of free-trade. If the resources of the Dominions 
were so extensive and so full of promise when developed: 
if their populations were destined to increase in vast 
numbers, and so constitute valuable markets: and if 
the respective Governments were determined to conclude 
trade treaties even with Great Britain's commercial 
rivals, the question arose as to where British manufac
turers and mercha,nts would ultimately stand. But so 
firmly was Cobdenism rooted in the minds of the British 
people that at least two attempts to change the existing 
fiscal policy have proved disastrous failures. The whole 
question ·of inter-Imperial trade based upon a system 
of preferential tariffs had to await. and still must await, 
a change in the mental attitude of our people towards it . 

. If matters moved slowly on the political side. and 
even to-day show no sign of advance, useful work has 
been undertaken in other directions, all tending towards 
a sof'ution of the problems connected with the economic 
life of the Empire. Valuable investigations were con
ducted from 1912 to 1916 by the Dominions Royal 
Commission, and practical proposals resulted therefrom . 

. Uni'ortunately the labours of the Commission were 
confined to the five self-governing Dominions. India 
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and smaller, but rich, parts of the Empire being inhibited 
from their programme. The Commission was the out
come of a resolution of the Imperial Conference held in 
I9II recommending an immediate inquiry into the 
natural resources of the said Dominions; to suggest 
methods of developing those resources; to ascertain 
the extent of their trade with the Mother Country, with 
one another, and with foreign countries; to collect data 
regarding their needs and those of the United Kingdom 
in respect of food and raw materials, and existing and 
prospective sources of supplies. Power was assigned 
to the Commission to present recommendations, and to 
suggest some means of developing and extending trade 
between the respective Dominions, and between the 
latter and the United Kingdom, such suggestions and 
recommendations to be in harmony with the existing 
fiscal policy of each country concerned. 

The Commission -discovered what was apparent to 
all men who had previously given the matter any con
sideration. namely, the absence of co-ordinated effort, 
and the piece~mea1 character of the attempts which had 
hitherto been made to deal with such vital subjects as 
mail services, cable communications, the development 
of harbours, the nature, extent and location of raw 
materials, commercial legislation, industrial and trade 
statistics, etc. To investigate those matters and to 
make practical proposals for the development of the 
Empire's resources and the promotion of inter-Imperial 
trade, the Commission suggested the establishment of 
an Imperial Development Board. Up to the present 
time, however, such a body has not been brought into 
existence, the nearest approach to ~t being the Imperial 
Economic Committee, out of which sprang the Empire 
Marketing Board. To the work of the latter organiza
tion a brief reference may here be made. 

So far, the Imperial Economic Committee has had to 
operate within the limits of its" Terms of Reference" which 
are: .. To consider the possibility of improving the methods 



24 TIlE FUTURE OF EMPIRE TRADE 

of preparing for market and marketing within the United 
Kingdom the food products of the Overseas parts of the 
Empire, with a view to increasing the consumption 01 
such products in the United Kingdom in Jr.eference to 
imports from foreign countries, and to promote the 
interests of both producers and consumers." 

Through the Empire Marketing Board the Committee 
has been able to do much commendable work within the 
foregoing terms, and there can be no doubt that the 
activities of the Board will increase in importance and 
value to the whole Empire. Its pUblicity and educational 
propaganda are exceptionally praiseworthy, whilst its 
researches, scientific investigations, suggestions for im
proved marketing methods, inquiries into wastage of foods 
in transit, the causes of diseases and the means of elimi
nating them are all advancing in the right diJ'ection. The 
staff is a thoroughly competent one, each having been 
chosen on account of his specialized knowledge of the 
particular branch of the Board's work assigned to him. 

If the writer may be pennitted to offer a suggestion 
in regard to the work of the Empire Marketing Board, 
and also the work of all Government Departments at 
home and in the Dominions, it is that an effort should be 
made to eliminate duplication and over-lapping by c0-
ordinating, as far as practicable, the activities of all 
Departments concerned. It is obvious that if Govern
ment Departments engaged in the collection and dis
semination of commercial information are to be of service 
to Imperial trade they must maintain close contact with 
business men. The closer it is, the better will the result 
be. The business men of Great Britain are invariably 
willing to assist Government Departments in their in
vestigations, and if that good-will is to endure it must not 
be abused. During recent years there has been a tend
ency to multiply officiaJ. investigators at home and in the 
Dominions, in the latter more especially, and their investi
gations are often identical in character. Although the 
Dominions maintain residential officials in Great Britain 
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whose duty it is to keep their respective countries infonned 
on all matters relating to the import trade of this country, 
its marketing requirements, business methods, etc., it 
frequently happens that "specialists" are commissioned 
to visit the British market to collect data which should 
already be, and probably is, on file at the capital of their 
respective Dominions. Reference is here made, of course. 
more especially to the "specialists" sent to investigate 
on behalf of individual States and Provinces. 

It will 'be readily understood that if a business man 
is called upon by a dozen or more officials from the 
Dominions, all inquiring about the demand for and the 
quality of specific commodities, he will naturally be 
inclined to resent the demands upon his time however 
sympathetic he may feel towards the advancement of 
Imperial trade. This kind of duplication and over-lapping 
should be minimized or' expunged by the adoption of a 
system which would enable such infonnation to be drawn 
from a single source. 

Many associations are operating on similar lines inde
pendently. In the interests of economy and efficiency an 
Imperial bureau should be established, staffed by repre
sentatives from the various parts of the Empire, to under
take, among other things, the work at present done by 
a multitude of Government Departments within the 
Empire, and by various public, semi-public, and private 
agencies. 



CHAPTER III 

RESOURCES OF tHE EMPIRE 

(I) FOODSTUFFS. 

IN the report referred to in a previous chapter the 
Dominions Royal Commission stated: "We have found 
that in one part or other of these (self-governing) 
Dominions all animals and almost every crop flourish. that 
are needed for the sustenance and use of man. and we 
believe, especially if products of the more tropical parts 
of. the Empire which were not included in our investiga
tion are taken into account, that the Empire could meet 
not only its own needs but those of friendly neighbouring 
countries." So much for the magnitude of our resources. 
In regard to the necessity for reserving and developing 
them in the interests of the whole Empire. the Commission 
were no less emphatic. II In our opinion." they said, "it is 
vital that the Empire should, so far as possible, be placed 
in a position which would enable it to resist any pressure, 
which a foreign Power or group of Powers could exercise 
in time of peace or during war by virtue of a control of 
raw materials and commodities essential for the safety and 
well-being of the Empire. and it is towards the attainment 
of this object that c()-ordinated effort should be directed." 

1fat the natural resources of the Empire are enonnous 
in extent and almost infinite in variety is common know
ledge; that upon their development depend the future 
prosperity of the units of the British Commonwealth and 
the existence of the Empire as a whole, all students of the 
sublect are agreed; but as regards the best methods of 
developing the resources there is neither common know-

26 



RESOURCES OF THE EMPIRE: FOODSTUFFS 27 

ledge nor agreement. None will deny that the problem 
of development is as complex as it is urgent, nor will any
one be so bold as to suggest that a solution of it is other 
than difficult to find. It presents a challenge to the 
genius of the British race, and the challenge must be taken 
up without further delay unless we are content to wit
ness the gradual absorption by foreign countries of the 
most valuable resources of our Dominions, especially 
those of Canada, where the invasion of the United States 
continues unchecked by any corresponding movement 
on the part of Great Britain. At the present time the 
United States holds investments in Canada exceeding 
£700,000,000, a large proportion of which amount is con
nected with raw materials and manufacturing industries. 
The appalling state of affairs at the outbreak of the 
European war, when it was discovered that Germany 
held a monopoly of valuable raw materials in our 
Dominions, must never recur. The Empire was then 
taught a lesson. Let us hope that the tuition will 
be permanently effective. 

The nearest approach to a solution of the problem 
sprang from the Imperial Economic Conference of Ig20, 
the labours of which body are recorded in print for the 
benefit of all who are interested in the development of 
the Empire's resources and trade. It was evident to the 
Conference, however, that its resolutions could be carried 
out oulyin part on account of the existence of obstacles 
constitutional in nature, the most formidable of which 
was connected with tariffs. Tariff resolutions co~ld not 
be put into effect, of course, until any proposed imposi
tions or changes had been submitted to, and approved 
by, the respective Governments. Parliaments and peoples 
represented at the Conference. In the meantime. the 
peoples of Great Britain, the Dominions and Colonies are 
presented with opportunities to study the question of 
Empire inter-trading and methods of developing it 
through a number of agencies organized to conduct 
educational propaganda. 
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To enumerate all the foodstuffs of the Empire would 
be a big undertaking; consequently only the chief products 
will be referred to, and they must be dealt with succinctly. 
Students who seek an exhaustive treatment of the subject 
should consult The Resources oj the Empire, by Evans 
Lewin. 

Food products stand foremost, inasmuch as Great 
Britain imports the bulk of her food requirements. It is 
essential that the development of agriculture and its allied 
industries should advance to a degree commensurate with 
the needs of the whole Empire, so that in the event of 
war with foreign countries from which we now draw sup
plies, we may be self-supporting. Even in times of peace 
it is a sane policy to trade amongst ourselves in foodstuffs, 
more so than in any other products. 

WHEAT. Wheat is the predominant agricultural 
product in the menu of civilized people. Year by year 
the consumption of it increases, and in view of the tend
ency of men to abandon agricultural for industrial pur
suits, the probability is, not that consumption will decline 
in the coming years, but that production may fail to keep 
pace with it. Therefore the expansion of wheat production 
within the Empire is of the utmost importance. It is 
highly improbable that the foreign sources from which 
Great Britain draws a large proportion of her requirements 
will be able to guarantee continuous supplies of the 
present magnitUde, for the reason that the home demand 
of at least two of those sources-Argentina and the United 
States-is increasing, and must continue to increase yearly 
as their populations grow, and as consumption in their 
contiguous markets is augmented. Moreover, the tend
en<;y of the three great Empire sources, India, Canada 
ana Australia, is to consume more and more of their own 
wheat at home. Indeed, Asia and Africa are so surely 
tending to consume more wheaten flour that, on account 
of ,their geographical position, they will obviously draw 
their increasing requirements from the Indian and 
Australian wheatfields, thus leaving smaller quantities 
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upon which Great Britain can draw unless the wheat 
acreages of those two sources are considerably enlarged. 

As Great Britain does not produce one-third of its 
requirements (the annual consumption is approximately 
245,000,000 bushels), and as home production under the 
depressed state of agriculture is hardly likely to increase, 
it will be seen how much more dependent upon external 
supplies our people must become. If, as already stated, 
we may anticipate a diminution of quantities which will 
be at our disposal in Argentina, the United States and 
India, and there is no near prospect of Russian exports 
reaching their pre-war magnitude of Lf5,ooo,ooo bushels, 
it is apparent that production in Australia and Canada 
should be extended in the interest of the Mother Country 
as much as in the interests of those two Dominions. 

Increased production in both countries is interwoven 
with the question of increased population. However 
extensive may be their respective lands suitable for wheat
growing, there can be no cultivation without labour. As 
that aspect of the question is dealt with in a separate 
chapter, nothing need be written at this juncture. 
Fortunately there are vast areas of land available 
for wheat-growing. In Canada alone not more than 
25,000,000 acres are under wheat at the present time. 
That an equal number of acres could be put under the 
plough is a conservative estimate, especially if it be borne 
in mind that in the Prairie Provinces there are over 
400,000,000 acres of land, a considerable proportion of 
which is suitable for wheat cultivation. • 

The following statistics illustrate our imports of wheat 
from Canada in :rgz8, and also those from all other 
sources. 

Canada • 
Australia • 
British East Indies 

Total British Empire 

Cwt. 
.p:,0o5A9Z 
:10,233.345 
:r.548Arz 

52,787,249 
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Cwt. 
Brought forward-British Empire 52,787.249 

United States 23,662.487 
Argentina . 24,399.294 
Other Countries 2.729.350 

Total Foreign 

Total 

5°,79I ,I31 

103.578,380 

• We therefore imported from Empire countries approxi
mately 2,000,000 cwt. more than we drew from foreign 
sources; but in 1927 we imported 6,000,000 cwt. more 
from foreign countries., than from the various parts of the 
Empire, which clearly indicates our dependence upon 
alien wheat, and the consequent necessity for extended 
development of production within the Empire. 

Statistics relating to our imports of wheatmeal and 
flour in I928 show that of the 8,926,941 cwt. brought into 
the country, approximately 5,860,000 cwt. came from 
Empire countries, mainly Canada. 

Although the average wheat production of Australia 
is less than half of the production of Canada, the country 
has enormous possibilities, and if the requisite population 
be forthcoming, combined with satisfactory prices, the 
production can be more than doubled within the next 
ten years. The present average production is about 
150,000,000 bushels, which is twice as large as it was 
twenty years ago. It is estimated that the four principal 
wheat~owing States contain acreages large enough to 
increase their production six-fold. Whether this will be 
done or not depends upon the supply of labour and the 
general economic tendencies of the future. If only a 
t~nth of the land capable of producing wheat be brought 
under cultivation it should not be difficult tor Australia, 
in the near future, to displace Argentina as the third 
most important source of Great Britain's wheat supplies. 

'The other three wheat-growing countries of the Empire 
are of little importance at the moment so far as our 
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sources of supply are concerned. Their production is on 
a scale sufficiently large to influence prices of wheat in 
the world's markets, inasmuch as New Zealand and 
South Africa are almost capable of supplying their own 
domestic needs, whilst India is not only. in a position to 
satisfy its home requirements, but invariably has a surplus 
of a few million hundredweights for export. 

BARLEY. Although Canada is yearly increasing its 
production of barley, the United Kingdom continues to 
draw the bulk of its supplies from the United States. There 
is no indication that the whole of our needs will, in the 
near future, be met by home production, which at present 
contributes little more than 50 per cent. to our annual 
consumption. Consequently, there is further scope for 
development of production in Canada, India and Australia. 

In :1928 the imports of the United Kingdom were 
approximately :13,000,000 cwt., over one-third of which 
came from the United States, against one-sixth from 
countries within the Empire. Extension of acreages 
under barley is possible in India and Australia, but 
apparently we must continue for many years to rely upon 
Canada for any appreciable increase of our imports from 
an Empire source. 

OATS. About 75 per cent. of our annual con
sumption of oats is produced in parts of the British 
Isles. In :1927 we relied upon Argentina for more than 
one-third of our imports, but in :1928 there was a very 
decided increase of Canadian supplies, and a corresponding 
decline of imports from Argentina. Canada's prQd.uction 
in :1928 was 452,000,000 bushels, the average yield per 
acre being 34'4 bushels. Of that quantity :1,fY19,000 cwt. 
were contributed to our total imports of 7 M9A06 cwt. 

Oats are grown successfully in Australia and New 
Zealand. but neither country is yet exporting to any 
extent. Under extended cultivation in those countries. 
in Canada, the Irish Free State. and at home. it is antici
pated that we shall be independent of foreign supplies in 
less than ten years. Unfortunately the yield per acre in 
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Australia and New Zealand is very much lower than that 
in the United Kingdom and Canada, and it is doubtful 
whether it can be much improved, on account of their 
drier climate. Oats thrive best in damp and cool 
countries. 

MAIZE. As the United Kingdom's imports of maize 
in I928 exceeded 33,000,000 cwt., valued at nearly 
£r5,000,ooo, an extension of production within the Empire 
could not fail to be distinctly advantageous. Until 
recent years practically the whole of our imports came 
from foreign countries, mainly Argentina. In 1928, 
however, the Union of South Africa sent us 4,170,gBl 
cwt. While the principal productive areas continue to 
be in the Transvaal and Orange Free State, there is 
reason to believe that Rhodesia, if the railway rates could 
be reduced, would be able to put immense areas under 
maize; but the handicap of haulage costs must first be 
overcome. 

From the Kenya Colony annually increasing supplies 
may be expected, as the cost of production is lower than 
in the United States and Argentina. At present the 
industry is capable of exporting nearly 2,000,000 cwt. a 
year. 

RICE. The consumption of rice in the United Kingdom 
is not large. Imports in 1928 were only 2,559,059 cwt. 
The development of prodnction in various parts of the 
Empire is imperative for reasons other than the demand 
for rice in Great Britain. We must remember that it is 
the staple food, not only of the natives of India and the 
larger dependencies, but also of the numerous Asiatic 
peoples in many of our colonies. Even a partial failure 
of the rice crop is attended by suffering on the part of 
tliousands of the Empire's citizens. 

As is well known, India is the largest producer of rice 
in the world. The estimated yield in the I928-29 season 
exceeded 31,000,000 tons, less than IO per cent. of 
which was available for export on account of the enormous 
domestic consumption. In the I927-{lS season, however, 
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the exports of rice and rice flour amounted to 1:,793,661: 
tons. 

In British Malaya. rice cultivation is on a scale large 
enough to meet the big internal consumption, and to 
leave a surplus of about 300,000 tons a year for export. 

Attempts are being made to increase production in 
Australia, Fiji. Kenya. Colony and Uganda. and it is 
expected that in due course quite large quantities will 
be forthcoming from regions in west Africa. 

Rapid progress is being made in British Guiana. the 
exports in 1:928 being 40.506.252 lb. compared with 
25.752.301 lb. in the previous year. Development will 
continue in view of the country's potentialities and the 
markets available within a comparatively short distance 
of the areas of production. 

DAIRY PRODUCTS. It is not until we closely stndy 
the statistics relating to our imports of dairy products 
that we realize the large sum of money which we expend 
upon them annually and the magnitude of our depen
dence upon foreign supplies. The value of our imports 
of butter and cheese in 1:928 was £67.u6.394. nearly 
[xo.ooo,ooo more than were spent on imported wheat. 
More than half of the butter imported came from countries 
outside the Empire. the chief of which was Denmark. 
It must be admitted that economic factors have to be 
taken into account when we suggest that more butter 
should be drawn from Empire sources. one of those factors 
being the proximity of Denmark to the United Kingdom. 
But if it is economically possible to import over two and 
a half million hundredweights from Empire comitries. 
as was the case in 1:928. there appears to be no reason 
why our total annual requirements of six million hundred
weights should not in time be imported from the same 
sources. 

At present our Empire butter is drawn from the two 
Dominions of Canada and New Zealand. from Australia. 
and from the Irish Free State. In New Zealand, so 
PI%<>ressive has been the dairying industry that the 

c 
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production. of butter has increased by 200 per cent. 
during the last ten years. The industry has by no means 
reached the limit of its capacity, so that there is every 
prospect of the exports of butter exceeding those of 1928, 
which were 1,449,570 cwt., valued at £u,302,6&,. 

Although dairying is a successful and growing industry 
in Australia, the export of butter is meagre in comparison 
with that of New Zealand. Owing to uncertain climatic 
conditions there will always be fluctuations in the annual 
production. At the same time, it is probable that 
during the next ten years there will be a very much 
larger quantity available for export than there has been 
during the past decade. In 1928, although om imports 
therefrom were nearly twice as large as in the preceding 
year, they represented only 873,000 cwt. of our total 
imports -of 6,120,823 cwt. 

In Canada the dairying industry has made enormous 
progress during the past quarter of a century, but so 
large is the domestic consumption that less than 20,000 
cwt. were available for export in 1928. There was some 
'ear a few years ago that Canadian butter would cease 
to be procurable in the United Kingdom. In 1927 our 
purchases were only 423 cwt., .and even though a sub
stantial increase was recorded in the following year, it 
was infinitesimal compared with our imports from all 
sources. 

Whether the production of butter in South Africa in 
the coming years is likely to provide an appreciable 
surplus for export cannot be predicted with certainty, 
but there appears to be no reason why the dairying 
industry should not be extended if the people are resolved 
upon taking that course. At pr~sent the country's 

lexports of butter and butter substitutes are less than 
£20,000 per year in value. 

!tis from the Irish Free State that we can reasonably 
expect to draw increased supplies, not only on account 
'of the superior quality of the butter, but because of the 
valuable economic asset afforded by contiguity to the 
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British market. If the farmers resolved to develop and 
to organize the industry scientifically. it should be 
possible for them to challenge the supremacy of Denmark. 
from which country we continue to purchase approxi
mately one-third of our imported butter. 

So far as cheese is concerned. there is little ground for 
complaint from the standpoint of trade within the 
Empire. Of the total imports of 3.006.352 cwt. in 1928. 
no less than 2.549.212 cwt. came from the Dominions of 
New Zealand. Australia and Canada. As New Zealand 
is rapidly developing her dairying industry. the leading 
productive unit of her economic life. in a few years' time 
we may witness the entire elimination of imports of cheese 
from foreign countries. except such kinds as are demanded 
on account of their peculiar properties. 

EGGS. The extent to which the United Kingdom will 
be able to draw upon countries of the Empire for its 
annual supplies of eggs depends upon several factors. 
There will need to be increased production. larger storage 
facilities. scientific grading, organized marketing. and 
a preference by the consuming public for products of 
Empire origin. In 1928. of the total imports of 26,467.410 
gt. hundreds. valued at £17.766.531. less than one-fourth 
came from countries within the Empire. 

In the Irish Free State. Canada. Australia and South 
Africa there are almost unlimited facilities for the 
development of poultry farming. and it may be taken 
for granted that the industry will grow year by year, 
especially if British consumers will encourage the pioneers 
by extending preferential treatment to their protiucts 
when making their weekly purchases. 

MEAT. Large as are our imports of wheat and dairy 
products. the largest item of foodstufis imported is meat, 
comprising beef. mutton. pork, bacon and hams, the 
value of which. in 1928. exceeded £100,000.000, approxi
mately one-third more than the value of butter and 
cheese imported. More than two-thirds of those meat 
products are drawn from foreign countries, the remainder 
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being imported from New Zealand, Australia, Canad )£;1 

and the Irish Free State. . 
Doubtless it will be many years before the Dominion :Iil 

produce sl,1:ffi.cient meat to minimize appreciably ou;. 
dependertce upon foreign countries. For chilled an.& 
frozen beef the United Kingdom relied upon Argentin iJl 
and Uruguay for 10,000,000 cwt. of the 12,000,000 cwt .~:J 
imported in 1928. In regard to frozen mutton and lam :(1. 
however, of the 5,624,158 cwt. imported in 1928 Austr ... 1;1 

and New Zealand were able to furnish 3,343,306 cwt. A:! 
the production of those two Dominions is certain t . I 

increase year by year, there should be a correspondinl"U: 
diminution of our purchases from Argentina and Uruguay!,a; 

At present there are in Australia II,SOO,ooo head ~. 1 
cattle, and 106,000,000 sheep; in New Zealand 3,273.76~. 
cattle and 27,133,810 sheep; and in Canada 9,000,0 ). 
head of cattle and over 3,250,000 sheep. So far a!J:. 
supplies from Canada are concerned, the market for live-if 
cattle in the United States continues to be more profitab~':I; 
than the market for meat is in Great Britain, but it' j 

hoped that in the coming years conditions will becom III 

more favourable, economically, to the reception of the/11 
lattet. I 

Denmark, for obvious reasons,-now supplies thellJ 
United Kingdom with nearly two-thirds of her baconb: 
requirements. Owing to the proximity of Denmark to:l 
the British market, Canada, the only distant Dominio~)j 
from which larger supplies can be expected, is at a dis-tiJ 
advantage geographically; but there 'is no reason whyjIi 
infinitely larger quantities cannot be imported, in time,~!1 
from the Irish Free State. Indeed, the latter is SOi? 
improving her sales to us that in five years' time shed: 
should be the leading Empire contributor to our needs, * 
especially if imports from Canada continue to decline aU 
the same rate as they did in 1928 compared with the rl 
previous year. .. 

SUGAR. Sugar is an important food commodity foro: 
which we rely upon foreign countries to a much larger~: 
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extent than would be the case if fuller advantage were 
taken of the facilities for production within the Empire. 
Of our imports of refined sugar and sugar candy in 1928, 
valued at £3,645,509, only £II3,607 worth was of Empire 
origin. Of the unrefined sugar imported in the same 
year, valued at £23,372,344, less than £10,000,000 worth 
emanated from countries within the Empire. 

While the chief source of .our supplies is Mauritius, 
wherein production can still be considerably increased; 
no reason has been advanced why larger quantities cannot 
be drawn, in time, from other Empire sources, except, of 
-course, the all-important economic reason which can be 
dealt with only if Great Britain resolves to adopt measures 
favourable to Empire as against foreign producers. 

The British West Indies, British Guiana, Canada, 
Australia, Natal, British East Africa~ British Malaya, 
and even Great Britain are capable of considerably 
extending their acreages under sugar, and a marked 
development will doubtless take place during the next 
few years. In regard to the beet-sugar industry in 
England, however, it is to be hoped that the larmers will 
receive fair treatment from the owners of the sugar plants 
lest this comparatively recently established industry 
should be crippled in the early stages of its development. 

India is the largest sugar-producing country of the 
Empire. Approximately 3,0.00,000 acres are under sugar
cane, from which the annual yield invariably exceeds 
3,000,000 tons. Only a few tons are available for export 
on account of the huge demand at home. 

Canada continues to extend its acreages devoted to 
beet cultivation in Ontario and Alberta, the former 
province in particular, which, in 1928, furnished quite 
five-sixths of the Dominion's. total production of refined 
beet sugar. Irrigation is proceeding in Southern Alberta, 
and with its extension there will undoubtedly be an 
expansion of beet growing and sugar manufacturing. 

Australia is determined to extend its acreages under 
cane. In 1928 we received therefrom over 3,000,000 
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ewt.of unrefined sugar, which is remarkable in view 0 ." 

the fact that until quite recently the country was no I~ 
only unable to meet its home demand, but had to impor ;(1 
some thousands of tons. The estimated total yield 0.' J 
eane sugar in the fiscal year 1928-29 was 12,320, <>. 
eentals; an increase on the preceding year's yield of abou IX 
800,000 centals. i 

In parts of South Africa the cultivation of sugar-can .t: 
is not an unimportant industry. Indeed, its progre )11 
has been so marked recently that the country was abl ;iI 
to export in 1928 fully one-fifth of its production o. i' 
310,000 tons. I: 

In Natal and Zululand nearly 280,000 acres are unde~h, 
cultivation, and it is intended to increase the acreag(I": 
in view of the success of the industry. 

Excellent sugar-cane is produced in British Guiana (t. 

and if the proper sort of encouragement is extended t4 : 
the industry by Great Britain a much larger area will a 
brought under cultivation. In 1928 this colony exporte I 
:II4,687 tons of sugar, an increase of 5,000 tons over th .t 
previous year. . I 

From the British West Indies we bought 2,772,39~'f 
ewt. of unrefined sugar in 1928, which was nearly I,OOO,Ooc.1( 

ewt. more than we took in 1927. For several decade:jt 
before the war, the sugar industry of the islands hadilJ 
declined enormously for well-known reasons, the ma.irli 
one being the strength of the beet-sugar competition o! 
Continental countries. It is gratifying to observe, how:f.' 
ever, that since the granting of a small preferential tariffti 
and the more valuable preference extended by Canada,;/: 
a considerable improvement in the industry has takeD'); 
place. ' 

This is not the place in which to unfold the mysterioU9< 
history of the sugar question in the United Kingdom fromr( 
the time when it first figured in our tables of imports..t 
As no country could possibly be proud of it, the less~ 
written about it the better. One is justified in wondering,,! 
however, whether the successive Governments of Greak , 
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Britain will continue to commit blunder after blunder 
whenever the question of Empire-grown versus foreign 
sugar is under discussion. If one party gives a fillip to 
Empire production by a preferential tariff, it seems to be 
the ambition of a second party to retard it l>y rescinding 
the preference. While this bickering is in progress the 
United States continues to grant free entry to sugar from 
Hawaii, Porto Rico, and the Philippines, as well as a 
20 per cent. preference to Cuban sugar, with the result 
that she now controls over one-third of the world's 
output. When it is borne in mind that under the 
influence of the United States the Cuban output has 
increased by IOO per cent. during the past fifteen years, 
while the output of the British West Indies has grown 
by less than 25 per cent., it can hardly be contended that 
Great Britain has made the best of her opportunities. 

As sugar is one of the Empire commodities to which 
Britain extends a preferential duty, it is worth while to 
observe that the Empire contribution to the United 
Kingdom's imports in 1880 was 24 per cent. This 
contribution had declined by 1914 to 8· 5 per cent., but 
by the end of 1926 it had risen to 32 per cent., and to 
over 40 per cent. at the end of 1927. From the first 
year of the preference, 1920, imports of overseas Empire 
sugar advanced from 297,423 tons to 584,212 tons in 
1926. 

FRUIT. Another item of significance in the annual 
imports of the United Kingdom is fruit, fresh, dried and 
preserved. Yearly purchases are valued at approximately 
£50,000,000, more than three-quarters of which runount 
is paid to foreign countries. and less than one-quarter 
to countries within the Empire. Everyone conversant 
with the subject is convinced that there exists great 
scope for an extension of imports from Empire sources. 
With the probable exceptions of grapes and oranges. 
there is no reason why the major portion of supplies at 
present drawn from foreign countries should not be 
derived from various parts of the overseas Empire. 
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The Imperial Economic Committee, in their Report 
on Fruit (1926), made several practical suggestions for 
the development of trade within the Empire, one of which 
consists in an appeal to consumers for voluntary prefer
ence. This appeal, however, is not likely to be very 
effective until the public is better educated on the 
subject. The most· potent suggestion, that of customs 
preference, had to be ignored, as it was agreed at the 
Imperial Conference of 1923 that this form of preference 
"should not come within the purview of the Imperial 
Economic Committee." 

The imports of apples from the United States are 
. usually one-third greater than our imports from all 
British territories. If inducements were offered to 
growers in Canada, that Dominion would in a short time 
be capable of producing all the apples needed to supple
ment our home production between September and 
April. Canada, however, finds it difficult to produce 
at a pro1jt, inasmuch as the growers' monetary returns 
are so small by the time they have discharged the costs 
of placing the fruit in the hands of the British retailers. 
Growers of the United States have an advantage over 
the Canadian growers in that an enormous domestic 
demand enables them to accept a lower margin of profit 
in foreign markets. Apart from customs preference, 
however, the Canadians may hope for a more profitable 
outlet in Great Britain if, they succeed in organizing 
distribution in the British market on terms more favour
able to themselves. The matter has been engaging their 
attention during the past four or five years, and they 
are hopeful· of reducing considerably the extravagant 
and unwarranted charges exacted for distribution from 
,the ship to. the retailer. 

The soil. and climate of Australia are so favourable to 
fruit culture that practically every commercial fruit is 
produced. Tasmanian apples are well known on the 
British market. The exports of apples in 1928 were 
vaIued at £1,636,000, and the bulk came to the United 
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Kingdom. Australia and New Zealand are fortunately 
placed in regard to the British market, inasmuch as their 
fruits reach it at a time when there is practically no com
petitioll with either the United States or Canada, at least 

, so far as apples areconcemed. 
South Africa is developing its export trade in apples, 

but at the moment it is not large. 
Very large quantities of citrous fruits, oranges~ lemons, 

limes and grape fruit are annually brought in froID. alien 
sources. The subject is far too large and complex to 
deal with adequately in a few paragraphs. It is conceded 
by students of this branch of our import trade that much 
bigger supplies might be obtained in time from Empire 
countries. Unfortunately, little encouragement has been 
proffered to the West Indies, Australia, and Africa to 
produce and market those fruits. Foreign competition 
is formidable, especially in oranges, lemons, and 
grape fruit. The proximity of Spain and Italy to the 
British market is a serious handicap to the growers in 
the distant Dominions a~ Coloriies, and it may be, 
in the absence of fiscal prel'erences, that very little pro
gress is possible. However, the question is receiving 
the attention of the Imperial Economic Committee, 
and everything possible will be done to develop this 
branch of the fruit industry in the interests of the 
Empire. 

Much progress is being made in the Union of South 
Africa, and it is expected that the fruit-growing industry 
will move forward rapidly. Oranges, pears, peac;hes and 
pineapples do remarkably well, as do also plums and 
grapes. The exports in the year 1928 were: citrous 
fruits, £373,105; deciduous, £302,779; grapes, £153,392; 
other fruits, £4,507. 

In British Malaya pineapple culture flourishes, and 
there is a canning industry which exports annually fruit 
of the value of nearly £X,ooo,ooo. . 

In the various islands of the West Indies quite large 
quantities of bananas, oranges and grape fruit are grown 
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and exported. In the colony of British Honduras the 
grape fruit growers are anticipating a large extension of 
their industry. In 1:928 over 1:7,000,000 bananas and 
nearly 1:0,000,000 oranges were exported. As direct 
shipments to the United Kingdom are now being made, 
further progress in the industry ~ems assured. 

The banana industry is also making headway in Fiji. 
In 1928 its exports were valued at £147,781. 

Another considerable item in our fruit imports is that 
of dried vine fruits-currants. raisins and sultanas. The 
annual imports are seldom less than 2,500,000 cwt. 
About 85 per cent. of the currants are imported from 
Greece, and over 60 per cent. of the raisins and sultanas 
are brought in from Turkey, Greece, Spain, aIld the United 
States of America. The cost of labour in Australia, com
bined with the poorer quality of its product in comparison 
with that of Greece, may prevent the growth of the currant 
industry in that far Dominion; but so successful have the 
growers of sultanas been in the British market during the 
past five years that we may anticipate, not only per
manency for this trade, but an even greater expansion of 
it year by year. If the Australians succeed in producing 
a currant equal to the product of Greece, that branch of 
the dried fruit industry should, in time, record a growth 
similar to that which has characterized the sultana 
industry. 

In the Western Province of Cape <:<>Iony there exists an 
.extensive area of land suitable for the production of 
raisins and sultanas. It is reported that the acreage 
under cultivation of the requisite vine fruits is being 
rapidly extended, and that in consequence a correspond
ing increase of South African exports of dried fruits to 
Great Britain may be confidently expected. 

Exports of dried fruits from Australia in the season 
1:927-28 were valued at nearly £2,000,000, and those of 
South Africa, £169,473. . 

There are numerous other fruits which could be profit
ably 'produced in various parts of the Empire, but their 
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number'is too great to be chronicled here. Reference 
must be made to one more branch of the fruit industry, 
however, on account of its importance, namely, canned 
fruits. The sales in the United Kingdom have increased 
enormously during t~e past twenty years, and traders 
are of the opinion that the demand will experience con
tinued expansion. The chief fruits canned -are pears, 
peaches, apricots and pineapples, all of which are produced 
within the Empire. 

Our annual imports of canned fruits are nearly 
3,000,000 cwt., of an approximate value of £6,000,000. 
With the exception of pineapples (85 per cent. of which 
came from countries within the Empire in 1928), fully 
90 per cent. of our supplies originate in foreign countries, 
mainly the United States. Of the canned pears, peaches 
and apricots, comparatively small quantities are im
ported from Canada, Australia and South Africa. Huge 
areas of land are available for the extension of fruit 
culture in those three countries, and it seems a pity that 
the development of such resources should be retarded 
and that so much money should be annually transmitted 
to the United States instead of being retained within the 
Empire. 
FISH~ If fish cannot be termed Empire commodities 

in the same sense as are land products, we can at least 
refer to the fishing industries as being one of the Empire's 
staple industries. From Elizabethan days down to our 
own time the fishing industry has been an invaluable 
direct asset as furnishing food and employment for our 
people and an indirect asset of even greater" value as 
providing a training ground for the men of the Royal 
Navy and the Mercantile Marine. 

It has been estimated that the whole of the Empire's 
annual catch cannot be less than £50,000,000 in value, 
more than half of which is taken by United Kingdom 
vessels. In addition, very large quantities are imported 
in a fresh, salted, or canned condition. In 1928 our 
imports exceeded in value £13,000,000, the canned 
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product accounting for £7,396,878, fresh fish for £4,915.105 
and cured or salted for £1,194,979. 

Against those huge imports must be set our exports. 
At present approximately one-third of the British catch 
(mainly herrings) is exported. Efforts have been made 
to increase our export trade during recent years, but it 
seems doubtful whether we can ,extend our sales to any 
appreciable extent. Much depends upon our ability to 
meet competition, and still more upon the rise or fall in 
the consumption of fish, which is so subject to the sub
stitution of other foods. 

The largest production of any country in the Empire 
is in Canada. The yield in ~928 was valued at over 
£10,000,000. Approximately £7,250,000 represet;lted the 
value of the exports. Although the bulk of the fish was taken 
from the Atlantic and the PaCific, the inland waters con
tributed about £1,200,000 to the value of the total catch. 

The salmon pack of the Pacific Coast was valued at 
£2,850,000, and the landings of halibut at Prince Rupert 
Were the largest on record. The salted herring industry 
continues to make headway, the annual output being 
valued at over £200,000. 

According to the latest statistics available, the capital 
invested in the industry exceeds_ £Xo,ooo,ooo, and over 
80,000 people are directly employed in various branches 
of the industry. 

The majority of the 250,000 inhabitants of Newfound-
. land depend upon the fisheries for a livelihood. During 
the fiscal year 1927~8 the exports of all fish products 
exceeded £3,000,000 in value. The chief market is the 
United States, but enormous quantities of dried codfish 

fare sent to Brazil, the West Indies, Spain, Portugal and 
other countries. The canning industry, although not 
large, is important, and is likely to increase in value year 
by year. The lobsters are excellent, and they find a 
ready market. . 

The waters off the coasts of Newfoundland and Labrador 
constitute the most extensive and valuable fishing area 
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in the world, and have been, as history testifies, the 
II battle-ground" of many nations in the past. Happily 
all disputes are now settled in regard to fishing rights, 
so that the vessels of the several nations interested 
peacefully follow their pursuits without fear of inter
national troubles. 

Although the Union of South Africa exported crayfish 
of the value of £222,343 in 1928, the fishing industry, on 
the whole, has not been developed to any extent. 
Authorities on the subject state that enormous shoals 
of fish may be seen in the coastal waters of Africa, 
affording inexhaustible raw material for fishing industries 
in the future when development is seriously under
taken. 

TEA. Fifty years ago the United Kingdom was 
importing the bulk of its tea from China, but so successful 
has been cultivation in India and Ceylon that China tea 
occupies an insignificant place in our imports at the 
present time. The history of tea cultivation in India 
provides a romantic story. It is less than a century 
since initial experiments were made there. In 1927 no 
less than 723,000 acres were under tea, and the yield 
thereof was 390,920,000 lb., all black, with the exception 
of about 4,000,000 lb. The most prolific regions are 
Assam, North Bengal, and the Malabar Coast, the con
tributions of each area to the foregoing total yield 
being, respectively, 235,880,000 lb., 98,000,000 lb., and 
53,000,000 lb. approximately. 

No less astonishing is the evolution of the industry in 
Ceylon. So rapid has been its growth that the. country 
now has over 440,000 acres under tea cultivation. The 
exports in 1928 were. 236,479,000 lb., of which quantity 
the United Kingdom took nearly two-thirds. • 

The only other parts of the Empire in which tea is 
produced on a scale large enough to permit exports are 
Nyasaland and the Union of South Africa, but their 
combined shipments were only I,5OO,ooo lb. in the latest 
year statistically recorded. 
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The United Kingdom continues to receive fairly 
large consignments from Java and the Netherlands-
7I.524,392lb. in I928-but it is gratifying to. observe 
that of the total imports of 509,975,917Ib .• valued at 
£35,779,931 in the same year, over 80 per cent. came 
from Empire sources. 

COFFEE. The progress of coffee cultivation within 
the British Empire has been no less remarkable than 
that of tea, although, as one would expect from the 
larger conSumption of the latter, the quantities produced 
.annually are not nearly so large. In 1920 the United 
Kingdom's imports of Empire-grown coffee were one-third 
of the total quantity brought in. At the present time 
they are nearly one-half. 

Central America is the chief source of our foreign 
supplies, the purchases therefrom in I928 being 3I7,I71 
cwt. of the total foreign imports of 4IJ;,546 cwt. As the 
purchases from British East Africa were 2620474 cwt., 
it will be seen that the United Kingdom is now drawing 
almost as large quantities from that source as from Central 
America. The rich soil of British East Africa yields 
excellent coffee, and if the product continues to appeal 
to the British palate, as it certainly has done during the 
last ten years, there will undoubtedly be a very much 
smaller proportion of our imports drawn from Latin
American countries in the future. 

Kenya Colony not only has large areas now under culti
vation, but also young plantations springing up to meet 
future needs. In Tanganyika there are extensive regions 
under coffee, and smaller areas in Uganda. In Nyasa
land the industry has not made much progress, and there 

, are no indications that the acreage' will be considerably 
increased at least for some time. 

The area under coffee in India is much more extensive 
than it is in British East Africa, but the chief market for 
the product is on the· Continent. In 1928 the exports 

,were 254,964 ewt., of which quantity only about 25 per 
cent. was sent to the United Kingdom. 
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The production of coHee in Jamaica is by no means 
inconsiderable, the exports in 1928 being 8,770,000 lb. 
However, only a comparatively small proportion was 
exported to the United Kingdom. In the other West 
Indian islands, Trinidad and Dominica, there are small 
coHee-growing industries. British Guiana has great 
possibilities, and it is apparent that they are not being 
neglected. In 1928 her exports of 919,775 lb. were more 
than double those of the preceding year. 

COCOA. Great changes have taken place in the cocoa 
industry within the life of the present generation. 
Indeed, the adoption of cocoa as a beverage in Europe 
is a phenomenon of comparatively recent origin. In the 
early years of its introduction to the United Kingdom 
and for some time afterwards, supplies were drawn almost 
exclusively from Brazil, Ecuador, and Venezuela. Fifteen 
years ago two-thirds of our imports came from those 
countries, but in 1928, of the total imports of 1,266,848 
cwt., no less than 1,187,868 cwt. were of Empire origin. 
These statistics show the greatness of the change in the 
source of our imports and the magnitude assumed by the 
cocoa industry of the Empire. It is in the Gold Coast 
Colony that this remarkable progress is recorded. To the 
adaptability and industry of the natives of the West 
African coast the cocoa industry furnishes an excellent 
testimony. From an export trade valued at less than 
£100 forty years ago production has made such progress 
that in 1928 the exports were 219,843 tons, valued at 
£11,029,172. 

In Nigeria there is a flourishing cocoa industr} which 
is likely to make still further progress. The country's 
exports at present are about 50,000 tons a year. Sierra 
Leone has a small area under cocoa, and it is considered 
to be capable of greater development. The industry in 
Ceylon enables the producers to export about 70,000 
cwt. a ·year. From the British West Indies the United 
Kingdom received 77,000 cwt. of cocoa in 1928, chiefly 
from Grenada, Trinidad, and St. Lucia. 
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SPICES. The spice industries of the Empire are by 
no means insignificant. On the contralY, several of them 
are very important units in the economic life of India, 
Ceylon, the Straits Settlements, West Africa, and the 
British West Indies. The annual imports of the United 
Kirlgdom are valued at several millions of pounds, not 
all of which are retained for home consumption, how
ever, as quite a large re-expo,rt trade is done in pepper and 
cloves particularly. 

Pepper is produced in India, Ceylon, the Straits Settle
ments, Kenya, Sarawak, and the British West Indies. 
The United Kingdom's supplies are drawn chiefly from the 
Straits Settlements. Imports in :1928 were HO,960 cwt., 
valued at ;£974,648. This quantity was less than half of 
that imported in :1927. 

Cloves are produced in Ceylon, British Malaya, and 
the Zanzibar Protectorate. In the last-named country 
production in. :1928 was :158,000 cwt. Apparently the 
yield varies from year to year, as the quantity produced 
in :1927 was HO,OOO cwt. greater than in the succeeding 
year. ThIs spice is in much demand as a flavouring agent 
in all parts of the world, and consumption is likely to 
increase rather than decrease. 

Ginger is produced on a large scale in certain parts of 
the Empire, notably in India, West Africa, and the 
British West Indies. Out imports vary in quantity from 
year to year, but the average is about 40,000 cwt. Pr~ 
duction can be considerably extended when necessary in 
India, Sierra Leone, and Jamaica. Probably the finest 
ginger in the world comes from Jamaica. In :1928 that 
country was able to export 2,407,552 lb. 

Cinnamon is a popular spice in all parts of the world. It 
is the product of a tree technically known as Cinnamomum 
2eylanicum, a native of Ceylon, and it grows in certain 
tropical and sub-tropical regions. The best cinnamon 
comes from <;eylon. An inferior commodity is produced 
in China. tn :1928 the combined exports of what are 
known as quills and chips from Ceylon exceeded 5,000,000 
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lb. The Uniteq. Kingdom's imports are usually over 
5,000 cwt. . 

Nutmegs, the seeds of a small tree known as Myristica 
fragrans, are produced in British Malaya and the British 
West Indies, chiefly Grenada. Exports from the former 
in 1928 were 1,779 tons, and from the latter a little over 
2,000,000 lb. Mace is also exported in fairly large 
quantities from Grenada. 

Other spices which are produced and exported from 
various parts of the Empire are chillies from India, Kenya, 
Uganda, Tanganyika, Zanzibar, Nyasaland, and Sierra 
Leone; vanilla from Seychelles and Mauritius; pimento, 
or Jamaica pepper, from the island bearing its name; 
and cardamons from the Malabar Coast, islands of the 
Indian Sea, and Ceylon. 

Foodstuffs have been dealt with at some length, not 
only on account of their monetary significance in the 
United Kingdom's imports, but because they illustrate 
also the- adaptability of our overseas Empire for an 
almost unlimited production of them. 



CHAPTER IV 

RESOURCES OF THE EMPlRE-Continuea 

(2) OILSEEDS, OIL, COTTON, WOOL, RUBBER, 
TOBACCO, TIMBER, MINERALS 

IF the European war had not taken place, it is question
able whether Great Britain would be in possession of the 
very large and important industries now engaged in the 
manufacture of oils. Be that as it may, those industries 
would certainly not have assumed their present magni
tude. In 1:914 Germany, Austria-Hungary, France and 
Holland, bought infinitely larger quantities of oil-seeds 
produced within the Empire than did Great Britain, 
with the result that oil-crushing industries flourished in 
those countries while our own plants struggled against 
the competition thus set up. Further, the United King
dom was compelled to import from foreign countries 
large quantities of oils, feeding-cakes and allied products, 
manufactured from raw materials which were derived 
from her own tropical and other possessions. In 1913 
so small were our imports of copra from India and Ceylon, 
of palm kernels from British West Africa, and of ground
nuts from India that there was every probability of the 
entire output passing into the hands of foreign countries 
within a few years. . 

So many and so varied are the uses to which vegetable 
oils can be put that no one can predict the magnitude 
and value of the industry in twenty years' time. 
Research work is proceeding in some of the areas of 
production, science is being requisitioned to discover new 
uses for the finished products, and to improve the methods 

so 
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and machinery employed in the extraction of oil from 
the raw materials. 

COCONUT OIL AND COPRA. British Malaya and 
Ceylon are large producers and exporters of copra and 
other products of the coconut palm. In addition to the 
enonnous quantities of copra, nuts and oil exported. 
Ceylon does an extensive trade in allied commodities. 
The quantities exported in 1928 were as follows: 

Coconuts 17.777.028 
Desiccated coconut lb. 86,642.535 
Copra cwt. 1,978.137 
Coconut oil " 780,034 
Coconut poonac ,., 293,130 
Bristle fibre 386,972 
Coir yam 

" 94,636 

Although British Malaya is now the largest Empire 
exporter of copra, the quantity shipped in 1928 being 
182,854 tons, valued at £3.985,966, there are still exten
sive areas of land available for the expansion of coconut 
palm culture. It is anticipated that this land will be 
required. in the not distant future, to meet the increas
ing world demand. 

In all the islands of the British West Indies, in British 
Guiana and Honduras, the coconut palm flourishes. 
Production, especially in Jamaica and Trinidad, is well 
advanced, but there is still scope for improvement. 
From Jamaica'there were shipped, in 1928, no l~ than 
30,769,890 nuts, and 7,927,766 lb. of copra; from Trini
dad, 6,799,655 nuts, and 21,351,860 lb. of copra. British 
Guiana exported not only 321,659 nuts, and 7,841,944 lb. 
of copra, but about 26,250 gallons of coconut oil. If 
prices continue to be favourable, and capital be avail
able for development purposes, the outpu,t of all these 
colonies can be considerably increased to the benefit of 
all concerned. 
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Other parts of the Empire in which coconuts flourish 
are. the Solomon Islands, Fiji, Tonga, Papua, the coastal 
reglOns of Kenya and Tanganyika, Uganda, Zanzibar, 
and a number of islands in the Indian Ocean. It is 
impossible to forecast the extent to which the coconut, 
copra and associated industries of those regions will be 
developed in the future, but with the assured growth of 
the world's consumption, there will certainly be an 
appreciable extension of the cultivation of the raw 
material, and a notable increase in the number of mills 
expressing oils. 

PALM OIL AND KERNELS. In the United King
dom's imports of vegetable oils, the oil of the palm 
figures almost as prominently as the oil o( the coconut. 
A much more important trade is done in palm kernels, 
of course, on account of their large percentage of solid 
fat. The two oil products are used by manufacturers 
of margarine, edible fats, soap and candles. The oil of 
the pericarp is usually extracted at mills erected in the 
countries of origin, whilst the oil of the kernels is expressed 
in factories at Hull, Liverpool, and other centres. The 
residue of the kem~ can be utilized in the manufacture 
of cattle-feeds, so that there is little, if any, waste con
nected with the industry; 

Over two-thirds of our annual imports of palm kernels 
come from British West Africa. Although the quantity 
imported in 1928 was much less than that brought in 
ten years ago, it totalled 160,540 tons, of the value of 
£3,25I,8I6. Nigeria and Sierra Leone are the chief 
sources of supply. Not all the output of those two 
colonies finds its way to the United Kingdom, as is 
obvious from statistics of their exports in I928, 
which were 246,537 tons, and 67,105 tons, respectively. 

The Gold Coast could quite easily extend the acreage 
under the oil-palm, but apparently the cocoa industry is 
more profitable at the moment. In 1928 the exports of 
palm kernels were valued at £103,905, and those of palm 
oil, £I3,513. 
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In the Federated Malay States efforts are being made 

to extend the cultivation of the oil-palm, as it flourishes 
exceedingly well there. Production has increased during 
the last few years, and doubtless it will continue to grow 
from the comparatively small output in 1928 of 1,482 
tons of oil and 261 tons of kernels. 

COTTON SEED AND OIL. In 1928 our imports of 
cotton seed for the expression of oil were 574,535 tons, 
valued at £5,622,859; of refined cotton seed oil, 2,470 
tons, valued at £90,409, and of the unrefined oil, 5,024 
tons, valued at £173,629. This product is used by manu
facturers of margarine, edible fats and soaps. India and 
the Sudan are the chief sources of supply, although the 
former country is not a large exporter, the bulk of the 
output being consumed in the country. 

Practically the whole of the countries in British East 
Africa are exporters of cotton seed. During 1928 over 
45,500 tons were shipped from Uganda and Kenya Colony, 
and 6,962 tons from Tanganyika. -

Only small quantities are exported from the islands of 
the British West Indies, of which Grenada is the most 
important source. 

LINSEED AND LINSEED OIL. These two pro
ducts figure prominently in the export trade of the 
Empire, but it is apparent from the statistics relating to 
the United Kingdom's imports in 1928 that the source 
of our supplies is changing, especially in regard to linseed. 
In 1919 we imported 552,000 tons of linseed, three-fifths 
of which came from India. In 1928,however, of the 
348,567 tons imported, valued at £5,499,412: no less 
than 299,435 tons were purchased from Argentina, and 
only 33,552 tons from India. This does not mean 
necessarily that India is producing less, but that she 
may be exporting mote to other countries, or con
suming more at home, or both; or it may be that 
Argentina quotations are frequently lower than the 
Indian. It is common knowledge,however, that whereas 
years ago India was supreme in the world's linseed 
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trade, she is now in the second place as exporter. 
Argentina being first, and in the third place as producer. 
Argentina being first, and the United States second. 

The production of flax seed in Canada is making 
progress year by year, and as larger tracts of land are 
assigned to its cultivation they will naturally become an 
important asset in the Empire's production of so valu
able a commodity. At present the total annual shipments 
from the Dominion have reached about 3,000,000 bushels. 
practically the whole of which goes to the United States. 

Great Britain's imports of linseed oil in 1928 were 
22,515 tons, valued at £6870485. 

Only a small export trade in linseed is done by the 
Kenya Colony and Cyprus, and it is doubtful whether 
either of those countries will ever figure prominently 
among the world's producers. 

GROUND NUTS. Although' ground nuts are widely 
used as a food in the various countries of origin, they 
are imported into the United Kingdom by manufacturers 
of edible fats and soaps largely for their oil contents. 
Imports are annually increasing. In 1928 they were 
121,362 tons, valued at £2,208,Cj66. 

No country in the world produces so large a quantity 
as India. The estimated yield in 1928 exceeded 3.000,000 
tons, less than one-third of the quantity being exported. 
The output sprang from an area of 6,000,000 acres. 

Other parts of the Empire in which ground nuts are 
grown and exported are British West Africa, Gambia, 
Malaya, Kenya Colony, Uganda, Natal, Tanganyika, 
and the Sudan. Small quantities are exported from the 
British West Indies and Australia, and also South 
~ca, from which much larger consignments are now 
confidently expected. 

RUBBER. So valuable is this raw material, and so 
great is the demand for it in all manufacturing countries, 
that the United Kingdom is fortunate in being able to 
draw at least three-fourths of its needs from territories 
within the Empire. The consumption will surely increase, 
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so that our country is again fortunate in possessing so 
many regions in which cultivation can be extended. 

The production in British Malaya has advanced enor
mously since 1913. In 1928 the exports of Para rubber 
amounted to 408,693 tons, valued at £38,475,461. It 
will thus be seen how valuable an asset the industry is 
to that country, no less than to the Empire as a whole. 

In Ceylon and India production is on a large scale. 
From the latter country over 24,000,000 lb. was exported 
in 1928, while the quantity exported from Ceylon was 
57,825 tons. The rubber-growing industry in that colony 
is now second in importance to the tea industry. 

In the East and West African colonies there are estab
lished rubber-growing industries of much importance. 
From Nigeria rubber was exported in 1928 of the value 
of £255,771; from the Gold Coast, £26,268; from Kenya 
Colony and Uganda, £54,998; and from Tanganyika 
Territory, £3,538. 

In British North Borneo, Brunei and Fiji, rubber
growing has passed the experimental stage of develop
ment, especially in the colony first named, which exported 
6,700 tons in 1928. 

COTTON. A glance at the statistics relating to the 
United Kingdom's exports of manufactured goods 
reveals the importance of cotton to the prosperity of 
the country. It may very well be that Lancashire will 
never again enjoy its ascendancy of pre-war days in the 
markets of the world. During the past twenty-five years, 
and more especially during the past ten years, many 
countries have extended their textile plants, abd some 
of them are not only manufacturing the greater propor
tion of articles required for their domestic needs, but are 
also entering into the world's markets as competitors of 
the United Kingdom. No one would underestimate the 
seriousness of these changed and changing conditions of 
production. Graver still, however, is the situation 
regarding the production of the raw material. With the 
extension of spinning there may come a shortage of 
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cotton, followed by soa.rmg prices, which would have a 
serious effect on the output of the Lancashire mills. 
Further, it is well known that the world's production of 
cotton has for some years shown a tendency to decline 
rather than to maintain its pre-war proportions or to 
expand in a measure commensurate with the continually 
increasing demand. There are, therefore, few questions 
of greater importance to the United Kingdom than the 
extension of cotton-growing within the Empire. Much 
has been accomplished recently in that direction, but 
still more remains to be done if the country is to reduce 
its reliability upon foreign countries for its raw material 
which, in 1928, represented 85 per cent. of our total 
imports of 15,o57,~81 centals. 

Of the ten or twelve regions of the Empire in which 
cotton is grown, or in which cultivation is possible, 
India is by far the largest, and probably the most 
promising. The crop of the season 1928-29 was estimated 
at 5,638,000 bales from 26,484,000 acres, about two
thirds of the quantity being available for export. 

Efforts have recently been made to improve .the 
quality of the product with the view of shipping to 
Lancashire larger quantities of the types required by 
its spinners. American cotton Will not thrive in Indian 
soil; consequently, anticipated improvements will be the 
outcome of experiments with native types of plants. 

Progress in the Sudan has been most satisfactory in 
re~ent years, and undoubtedly cultivation will be further 
extended. Improved transport facilities are essential in 
the whole of British East Africa. and attention is being 
given to the matter by those who grasp the opportunities 
existing for an expansion of the cotton-growing industry. 
Schemes for· the extension of irrigation are either under 
construction Or are contemplated. It is hoped that in 
due course at least one million bales of cotton will be 
forthcoming from the Sudan, and if. as is anticipated. 
the long-stapled variety produced should be equal in 
quality to the Egyptian. the value of the industry to 
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the natives and to Lancashire will be incalculable. The 
crop for the season 1928-29 was estimated at 161,902 
bales of 400 lb. each. 

A most promising region for the cultivation, reputed 
to be superior in quality to much of the United States 
product, is Nigeria.. Some authorities contend that the 
colony is capable of yielding from one to two million 
bales a year. At present there exist neither road nor 
rail transport facilities adequate to meet an extension of 
cultivation, but it is believed that these will be improved 
year by year and that transportation rates will be so 
arranged as to assist the industry. The colony has a 
native population of approximately 17,000,000, so that 
labour is plentiful, and of a type conducive to the 
prosecution of the cotton industry. 

In Tanganyika the industry is soundly established. 
Although the annual exports do not exceed 100,000 
centaIs, the territory is capable of yielding at least a 
quarter of a million bales. 

In the Transvaal, Swaziland, Zululand, and near the 
coast of Natal, there are lands of limited promise. Some 
progress has been made, and experiments as/ well as 
scientific research work are being undertaken with vigour. 
At present the production is comparatively meagre, the 
exports for the whole of South Africa in 1928 being only 
4,444,332 lb. 

Nyasaland holds out some prospect of increased culti
vation. especially if cheaper and better transportation 
facilities be provided. The most promising regiqns are 
along the Shire River from Lake Nyasa to the Zambesi. 
During the war, Nyasaland's exports approximated 
3,500,000 lb., but in 1928 they had fallen to 1,785.6II lb. 

In Australia areas suitable for cotton-growing are 
numerous and extensive, especially in Queensland. The 
production at present is not large, and there is some 
doubt whether it will be possible to increase it in the 
absence of cheap labour such as is obtainable in other 
parts of the Empire. White labour is naturally dearer 
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than coloured labour, and in Australia the price of the 
fonner is more pronounced than in any other cotton
growing country under the British flag. Unless cotton 
stan<Js . at an unusually high price in the coming years, 
it will not be possible for Australian growers to export 
on a profitable basis. 

A number of the islands of the British West Indies 
produce what is known as Sea Island cotton, a highly
prized variety, and costly on that account. In 1928 the 
exports of this product from Antigua were 17,700 lb.; 
from Barbados, 14,249 lb.; from Montserrat, 38,086Ih.; 
from St .. Kitts, Nevis, 309,572 lb. and from St. Vincent, 
IIo.728 lb. In addition, Grenada, St. Vincent, and Mont
serrat exported Marie Galante cotton to the extent of 
350,000 lb. approximately. 

WOOL. A gratifying feature of the United Kingdom's 
imports of lambs' and sheep's wool is the large quantity 
that comes from countries within the Empire. In 1928. 
of the value of our total imports. £60,566.674, just under 
£49,000,000 'was spent on tl;1e Empire product. The 
quantities represented in the values were 6.350,853 centals 
from Empire sources, and 1,456,288 centals from foreign 
countries. 

Australia continues to be the chief source of our 
supplies, with New Zealand, South Africa, India, the 
Irish Free State. the Falkland Islands, and Kenya Colony 
following in the order given. There is also, of course, a 
large wool production in Great Britain to be taken into 
consideration. 

No country in.the world produces so much wool as does 
Australia. The annual production is about 600,000,000 lb., 
and although prices fluctuate. this output is usually 
worth £60,000,000. So large is the present clip that it 
requires imagination to foresee any possibility of augment
ing it. Yet there are still vast tracts of unoccupied 
territory wherein the pastoral industry can be enonnously 
extended as soon as Australia has the necessary popu
lation for that pUrpose. 



RESOURCES OF THE EMPIRE: MISCELLANEOUS 59 

. Of the quality oithe Australian fleece it is unnecessary 
to speak here. The world is familiar with the product, 
and buyers in Europe are always eager to purchase it on 
that account. With the development of manufacturing 
in the Far East, there is certain to come an increasing 
demand for Australi""n wool because of the country's 
proximity to those markets. For example, Japan's 
purchases twenty years ago were less than 500,000 lb., 
but the progress made in the manufacturing of woollen 
goods during that period has brought her purchases to 
over 5,000,000 lb. at the present time .. 

Although the frozen mutton industry of New Zealand 
closely approaches in value that of wool-growing, the 
latter continues to be the principal source of income to 
the country. The woollen manufacturing industry, too, 
like that of Australia, is soundly established, and of no 
.mean size. Its production of tweeds, cloths, flannels, and 
other articles, is now valued at quite £1,250,000 a year. 
In 1928 the exports of wool were 657,849 bales, of the 
value of £16,679,098. The value of the industry to New 
Zealand is apparent in that it represents nearly 30 
per cent. of the country's export trade. The chief 
sheep-raising districts are Hawke's Bay, Wellington, 
Canterbury, and Otago. 

Other wool-producing countries in the Empire of 
particular importance, and their exports in 1928; are
South Africa, exports of greasy wool~ 246,877,369 lb. 
(£15,975,812), scoured wool, 6,629,595 lb. (£875,539); 
India, . 57,649,433 lb. (Rs. 4,91,58,651); Kenya Colony, 
1,899 cwt. (£103,040); and Falkland Islands (1927), 
3,972,509 lb .. (£236,028). 

Canada, although consuming the greater part of its 
production at home, is usually in a position to export 
from 6,000,000 lb. to 12,000,000 lb. annually. 

Progress is very marked in. South Africa,'and 
the near future cannot fail to record a considerable 
addition to her existing flocks, which exceed 40,000,000, 
oc rather more than a third of the number in Australia, 
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and neatly a third greater than the number in Ne 
Zealand. 

TOBACCO. In 1913 our purchases of Empire tobacc I: 
were little more than 1 per cent. of the total imports :1 
in 1928 they were practically 20 per cent. This is 
very encouraging increase. However, when we conside .1 
that the Empire contains some millions of acres g: 
soil suitable for tobacco culture, the surprising thing. is, i 
not the quantity being produced, but the enormo II 

proportion of our imports that is drawn from forei ,I 
countries. As the United Kingdom's total imports . 
unmanufactured tobacco in 1928 were 219,530,512 lb., 
valued at £16,505,133, it will be seen how great are the; 
possibilities for an extension of trade within the Empire. ~ 
No one is ignorant of the fact; of course, that it would 
be difficult, and in some instances impossible, for Empire 
tobacco cultivators to replace such high-class products, 
as the Sumatra leaf, the Havana aroma, and the richest~ 
Virginian brands. At the same time, experts are of the 
opinion that tobacco equal in quality to the usual run I 
of American might be grown in several parts of the 
Empire.. . 

Nyasaland, as it is the largest contributor to our 
supplies from Empire countries, is also the most promising 
region of the future. Exports in 1928 amounted to, 
II,632,497 lb. \. 

India has over 1,000,000 acres devoted to tobacco 
cultivatio.n, but as the domestic demaI1d is very great, I 
the United Kingdom cannot expect to draw any con
siderable quantity therefrom for many years. The bulk 
of the leaf is grown in Bengal and Madras. The quantity! 
of unmanufactured tobacco exported in 1928 was ! 
30,701,796 lb.. of manufactured, 1,100,73zlb. Large ~ 
quantities were sent to the Straits Settlements, China, 
and the Netherlands, but the greater proportion came to: 
the United Kingdom, some for smoking purposes, and: 
some for tanning. 

In Southern Rhodesia cultivation has been greatly' 
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extended during the past ten years. Indeed it: would 
seem that production is now greater than the capacity of 
the market to absorb it. A wide advertising campaign 
in the United Kingdom has enhanced the demand, and 

. it is hoped that consumers will continue to encourage the 
growers by purchasing this Empire product in preference 
to the foreign commodity. It will be a pity if cultivation 
is retarded for want of an adequate outlet in the United 
Kingdom. In :1928 the exports were valued at £59:1,475 
which was £85,000 less than in the preceding year. 

Exports of tobacco from the Union of South Africa are 
not yet large, but the demand for the better grades is 
increasing in the United Kingdom. The crop for :1928-29 
was estimated at :16,500,000 lb. 

In the following regions of Canada-the St. Lawrence 
River valley, south-west Ontario, and British Columbia, 
tobacco is so successfully grown that the annual output 
has exceeded 40,000,000 lb., about one-sixth of which 
is exported. 

Production in Australia is not large, and there is some 
doubt regarding the future of the industry. Strenuous 
efforts are being made to improve the quality of the 
product, and even to enlarge the output. In the fiscal 
year :1927-28 the exports of manufactured tobacco were 
2,080,047 lb., valued at £448,359. 

Small quantities of tobacco are exported from Ceylon, 
Mauritius, British North Borneo; and Cyprus. 

TIMBER. Next to food and clothing there is probably 
no product more necessary to human existence than 
timber. Unlike those two commodities, the raw materials 
of which nature renews annually, or oftener, trees require 
many years to replace, no matter how favourable to their 
growth the soil and climate may be. Every student of 
forestry knows that the merchant timbers of the world 
have been mercilessly slaughtered during the past two 
hundred years, that in some instances no effort has been 
made to re-afforest the depleted areas, and that where 
re-afforestation schemes are in force, the replacements 
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are wholly incommensurate with the depletion. There 
are no reliable estimates of the world's standing timber, 
but with regard to the Empire it is estimated that the 
total forest area is not less than 1,900,000 square miles, 
the present merchantable area being about one-third 
of the whole. J'he timber standing in the forests is 
stated to be approximately 185,800,000,000 cubic feet 
of softwoods, and 200,500,000,000 cubic feet of hard· 
woods. The annual fellings are more difficult to estimate, 
but they are officially recorded as approximating 
3,600,000,000 cubic feet, 2,000,000,000 cubic feet being 
softwoods, and the balance hardwoods. 

In 192~ our imports of wood and timber exceeded 
£42,565,060 in value. Of the softwoods imported only 
10 per cent. came fro~ countries within the Empire, and 
of the hardwoods the Empire furnished 30 per cent., 
half of that proportion being represented by Indian 
teak. While it has to be admitted that the Baltic 
countries possess -an advantage in their proximity to 
the British market, thus handicapping the more distant 
Empire sources of softwoods-fir, spruce, pine-the 
largest items in our imports, there seems to be no reason 
why hardwoods cannot be imported to a greater extent 
from parts of the Empire not subject to a similar handicap. 

Canada is the largest producer of timber in the Empire, 
and the chief Empire contributor to our annual imports. 
It is estimated that the merchantable timber of the 
Dominion covers at least 259,000,000 acres, with addi
tional acreages of timber convertible into pulp. Of this 
total area, about 100,000,000 acres are in Quebec, 
70,000,000 in Ontario, .and 50,000,000 in British Columbia. 
In. the last-named province are produced the biggest 
quantities of sawn timber, 

In 1928 Canada's exports of unmanufactured or partly 
manufactured wood, consisting mainly of planks, boards. 
square timber, laths, shingles, logs and pulpwood, were 
valued at nearly £20,000,000. The United States, as one 
would expect, took the bulk of the supply, as well as 75 
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per cent. of the exports of manufactured wood (inclusive 
of wood pulp), valued at £9,550,000. 

Although the resources of timber available in Australia 
and New Zealand are meagre in comparison with many 
other countries, the areas under merchantable wood are 
far from negligible. Reckless felling in the past has, of 
course, played havoc with the forests, and unless re-affor
estation is pursued, or the annual cut is curtailed, the 
time is not far distant when both countries will be 
depleted of certain kinds of timber, particularly soft
woods. In Australia there are said to be about 60,000 
square miles bf forest lands, of which 10,000 square 
miles contain merchantable timber. The chief trees are 
walnut, black bean, silky oak, mountain ash, Tasmanian 
oak and myrtle, West Australian jarrah and karri, and 
sandalwood. Many of these timbers have recently found 
favour in the United Kingdom, and imports of them 
B:I'e likely to increase. The Australian exports in 1927-28 
were valued at £1,317,818. Against this must be set 
the imports of wood which are frequently much greater 
in value than the country's exports. 

Not more than 2,000 square miles in New Zealand are 
~overed with merchantable timber, such as kauri pine, 
red and white pine, and beech. In 1928 the exports 
of sawn timber were valued at £376,756. It is improbable 
that these exports will be maintained at their present 
figure, as the forests have been drained so heavily in the 
past. In order to safeguard supplies for the future, 
New Zealand is conserving her resources, and also under-
taking a big scheme of re-afforestation. • 

Large supplies of hardwood, such as teak, mahogany, 
rosewood and sandalwood, exist in the 250,000 square 
miles of timber lands in India under the control of the 
Forest Department. The timber industry yields, a big 
revenue to the State. Teak, of Burma origin, is the 
chief wood exported. The annual exports are usually 
over 50,000 cubic tons. Teak will always find a ready 
external market on account of its superiority to oak 
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and all other kinds of timber used for constructional 
purposes. About I,OOO tons of sandalwood are exported 
annually. 

Other parts of the Empire in which there exist exten
sive supplies of timber are British Guiana, of which 
85 per cent. is forest land, British Honduras, the Bahamas, 
Newfoundland, the Gold Coast, Nigeria, Kenya Colony, 
Tanganyika, and British North Borneo. In the Union 
of South Africa there are not more than 2,500 square 
miles of forest lands; consequently the country is likely 
to remain an importer rather than an exporter, so far 
as the woods of commerce are concerned. 

WOOD PULP. The production of, and the demand 
for, wood pulp have become so important in modem 
commerce, and are destined to exercise so remarkable 
an effect upon the world's timber resources, that some 
reference should be made to the subject at this point. 
So great is the demand for this product that, if it con
tinues, it must inevitably work disaster among the forests 
of the Empire in particular. It is evident that Canada, 
for example, cannot continue to augment its output 
year after year at the same rate as she has done during 
the past tep years without gravely injuring her own 
interests and those of the entire Empire. Enormous 
areas of forest lands have already been depleted, with 
the result that the fellers of timber are compelled to push 
further north every decade for supplieS. It takes very 
many years for young trees to attain to the size requisite 
for felling, so that a re-afforestation scheme, on however 
large a scale, cannot relieve the situation for a very long 
time. The alternative, in order to produce immediate 
benefit, is to regulate the annual cut. 

In 1913 Canada's output of newsprint did not exceed 
350,000 tons; by 1928 it had reached 2,38I,ooo, or over 
one-third of the world's total production. At the present 
time the mills are capable of producing IO,OOO tons daily, 
and reports are to hand that this capacity is to be increased 
in 1929 and 1930. The Dominion's exports in 1928 were 
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92 per cent. .of the output. Only 10 per cent. of 
that quantity went to COWltries other than the United 
States. 

Some idea of the magnitude and value of ,Canada's 
pulp and paper industry may be gathered from the 
exports of 1928, which were valued at-wood pulp, 
£9.100.000, and paper, £29.4°0,000 approximately. 

Since 1909 the Dominion of NewfoWldland has been 
an exporter of wood pulp and newsprint. The shipments 
of the fonner. however,. are becoming smaller every 
year on account of the larger quantities of newsprint 
being produced. In 1928 the exports of newsprint were 
approximately 185.000 tons. Large and flourishing mills 
are established in the country, the output of which is 
continually increasing. 

MINERALS. In the space available it is impossible 
to deal fully with the immense and varied mineral 
resources of the Empire, especially as practically every 
known mineral is fOWld in some region or other Wlder 
the British flag. Therefore only the more important 
minerals and metals will be referred to, and the 
references must be concise. 

Fortunately for the British Empire, its mineral lands 
have not been "bled to death." With the probable 
exceptions of gold, silver,. manganese and chromium 
ores, the deposits have not been exploited to any great 
extent. Further. there are enonnous discoveries yet 
to be made in regions· known to indicate th~ existence 
of valuable ores. If Great Britain has failed to (jevelop 
the Empire's resources on a scale which might have been 
expected of her, she may accept the neglect with some 
measure of satisfaction. inasmuch as these riches still 
exist for future needs, while the ores of foreign COWltries 
have become depleted to a large extent by drainage 

. in the past. During the next twenty years there is sure 
to take place a speeding up of prospecting and exploiting 
on virgin ground, as well as an extended. development 
of regions already tapped and approved. 

B 
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GOLD. Although for generations the Empire has beeJI 
explored and exploited for gold, it continu~ to hold its 
own as the world's chief producer, furnishing 75 per cent. 
of the world's total output. Practically every part of 
the overseas Empire contributes to the maintenance of 
that position. The .Empire's, as well as. the world's, 
largest source of supply is the Transvaal. In 1928 the 
productiqn of South Africa was 10,354,264 fine ounces, 
valued at £43,982,II9. 

The output of Canada in the same year was 1,852,785 
fine ounces, value4 at about £7,800,000. Of this total 
yield Ontario furnished 84 per cent., drawn mainly from 
the Porcupine and Kirkland Lake districts. The yield 
of British Columbia was 10 per ceilt. of the total. 

Australia occupies third position among the Empire's 
sources of supply. About 80 per cent. of the production 
comes from Western Australia, the .mines of which, in 
:1928, yielded gold of the value of £1,671,000. 

In Southern Rhodesia the yield in '1928 was 244,6oc} 
fine ounces. In India it was 384,272 ounces. New 
Zealand's annual output is valued at approximately 
£500,000. 

Other parts of the Empire in which gold is produced 
are the Gold Coast, Federated Malay States, Nigeria, 
and British Guiana. 

SILVER AND LEAD. The total production of 
silver in the Empire fluctuates from year to year, but 
it generally runs from thirty to forty million ounces. 
Prices move quite frequently, too, so that it is difficult 
to arrive at a reliable valuation of the output. The 
largest producers in the world are the United States, 
and Mexico. Canada is the third largest producer in the 
world, and also leads in Empire production. The out
put in 1928 was 2I,922,795 fine ounces, valued at 
approximately £2,550,000. 

Pure silver is found in some parts of the world, but 
as a rule it is a'\SOciated with such metals as lead, cobalt, 
gold, zinc, and copper. The silver'of Canada is extracted 
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from the primary silver ores of the Cobalt district of 
Ontario, and as a, secondary product from lead, zinc, 
and sundry other ores in. British Columbia mafuly. 
Smaller quantities are produced in the Yukon Territory 
and Quebec. 

At the Broken Hill mining field of New South Wales, 
Australia, there ~re immense deposits of lead and zinc 
minerals, from which as much as 15,000,000 ounces of 
silver have been drawn in one year. To-day, however, 
the production is not nearly so large. . 

Other rich Empire mines are loc~ted in Burma. From 
the Bawdwin mines of that region 6,000,000 ounces were 
produced in 1928, of the value of £700,000. These mines 
still hold over 4,000,000 tons of proved ore for· future 
use. 

The United Kingdom's imports of sheet and pig lead 
in 1928 were 262,137 tons, valued at £5,570,613, more 
than half of which came from foreign countries. 

Australia is the largest supplier of lead within the 
Empire. About two-thirds of the output is shipped to 
the . United Kingdom, and the remainder to foreign 
countries. Practically the whole output. is produced at 
the renowned Broken Hill mines. 

The Canadian output of lead, which was nearly 
335,000,000 lb. in 1928, is produced in British Columbia 
to the extent of 95 per cent. of the country's yield. In 
that province is located the world's biggest silver-Iead
zinc mine, known as the Sullivan. The concentrates· ot 
this mine are sent to the big smelting plant at Tz-ail for 
treatment. 

Other lead mines of the Empire are situated in Burma, 
producing about 10,000 tons a year; . and in Southern 
Rhodesia, . which country has continued to increase its 
output since mining began there in 1914. 

PLATINUM. Only quite recently has any consider
able quantity of this valuable metal been forthcoming 
from Empire sources.. Even at the present time the 
production is comparatively small. Canada produces it 
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in small quantities in British Columbia, and in the 
Sudbury district of Ontario. The total output of Canada 
in :1928 was :10,452 fine ounces. 

Deposits exist in Australia, New Zealand, South 
Africa, and India, but the majority of them are not 
large. South Africa is increasing its output. In 1928 
it was 17,827 ounces, valued at £24:1,IIO. 

COPPER. The British Empire does not contribute 
more than one-tenth to the world's total production of 
copper. Of its imports of copper bars, blocks, slabs, 
ingots and cakes, amounting to 150,460 tons in :1928, 
the United Kingdom drew about 3,000 tons from Empire 
countries, but of the 46,313 tons of copper imported, 
25,4:13 tons cam~ from Canada. 

There is no doubt that Canada will ultimately improve 
her position among th~ world's producers. At present 
she occupies the fourth place. Mining experts in Canada 
maintain that in twenty years she will occupy first 
place. The chief worked deposits are in British Columbia, 
the next in importance being located at Sudbury, 
Ontario.· It is said that at least :16,000,000 tons of ore exist 
in Northern Manitoba awaiting development. In 1928 
the total output of Canada was over 100,000 tons, or 
one-third more than the output of the previous year. 

Copper is produced on a fairly large scale in Rhodesia, 
the Union of South Africa, and India, and in a smaller 
degree in Australia, Newfoundland, Papua, and Cyprus. 

ZINC. The world's greatest producers of zinc are the 
United States, Germany, and Belgium. Within the 
Etp.pire the chief sources of supply are Canada, Australia, 
and India. Certain quantities are also being produced 
in Northern Rhodesia. Ten years ago the output of 
Australia was greater than that of Canada, but to-day 
Canada is leading, and ranks sixth among the world's 
producers. The bulk of the" Canadian product comes 
from. British Columbia. In :1928 the total output was 
valued at slightly over £2.000,000. The exports were 

. valued at £1,650,000. 
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The production of Australia comes chiefly from the 
Broken Hill mines. In 1928 the Commonwealth was 
able to export zinc bars and blocks to the value of 
£x,ooo,ooo. 

In the Northern Shan States of India the output of 
zinc concentrates is about 60,000 tons a year. . 

From the rich zinc deposits of Broken Hill, in Northern 
Rhodesia, an annually increasing production is antici
pated. 

TIN. Nearly 50 per cent. of the world's output of 
tin is produced within the British Empire, which is due 
entirely to the development of mining in the Federated 
Malay States. In 1928 nearly 62,000 tons of tin and tin 
ore were produced there, and the value of the exports 
exceeded £13,000,000. Tin exists in all parts of British 
Malaya, the richest deposits being in the Kinta Valley of 
Perak. 

In Northern Nigeria tin mining is wen established. 
The deposits extend nearly 9,000 square miles, and from 
this region there may be expected large and continuous 
supplies for many years. Exports at the present time 
exceed £2,000,000 in value yearly. 

The Burma region of India produces about 4,000 tons 
of tin ore annually, 

The Australian output comes mainly from New South 
Wales, and Tasmania, although tin is mined in all the 
States except South Australia. Exports annually exceed 
£400,000 in value. . 

The Union of South Africa is a tin ore producer, and 
usually exports annually over 2,000 tons. • 

Other territories of the Empire in which increased 
production may be anticipated are Swaziland, Tanganyika 
and Uganda. 

NICKEL. The world's chief source of nickel supply 
is in the British Empire. Fully 90 per cent. of the world's 
production comes from the Sudbury district of Ontario. 
Canada. Every year witnesses an increase of the output 
which, in 1928, amounted to 96,755,5781b., valued at 
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approximately £4,500,000. This was an increase of 
30,000,000 lb. over the preceding year. The United 
States is Canada's chief market for the product. 

MANGANESE. I~dia and the Gold Coast contain 
the largest deposits of manganese ore in the Empire. 
The quantity· mined in India exceeds 1,000,000 tons 
anriually. The production in the Gold Coast enabled the 
colony to export 324,500 tons in 1928. 

Large deposits of ore are known to exist in South 
Africa; Austrafia, and Canada, although they have not 
been developed to any great extent. 

IRON. Of the 4,382,604 tons of iron ore imported by 
the United Kingdom in 1928, less than 50,000 tons came 
from Empire sources. Whether larger supplies can be 
drawn from Empire countries in the future depends more 
upon the ability of the latter to compete with foreign 
suppliers in proximity to Great Britain than upon the 
absence of supplies of ores. In Canada and Newfoundland 
there are large depbsits, but little, if any, of the or.e is 
exported to the United Kingdom. In Australia there 
lie iron-ore reserves of hundreds· of millions of tons, and 
in South Africa there are large and rich deposits. India 
is increasing its production yearly. In 1928 that country 
exported 428,625 tons of pig-iron, 75.per cent. of which 
went to Japan. India is using quite half of her pro
duction at home, where the iron and steel plants cannot 
fail to increase in number and size. 

There are also deposits of good iron ore in British 
Malaya, Ceylon, Sierra Leone, and New Zealand. 

COAL. In addition to the coal beds of Great Britain 
there are several enormous fields in parts' of the overseas 
Empire, notably in Canada and Australia. In the former 
Dominion, according to official reports, the coalfields 
contain 200;000,000,000 tons of bituminous coal, and 
70,000,000,000 tons of anthracite. The output· in 1928 
was 17,554,293 tons, valued at approximately £12,500,000. 
Four large fields are situated in the eastern province of 
Nova Scotia .. In the prairie . Provinces deposits extend 
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for many miles, but the chief mines now being worked 
are at Edmonton, Lethbridge, Calgary, and the Crow's 
Nest Pass, in Alberta. In the western province of 
British Columbia there are some 73,000,000,000 tons, the 
greater part of which is bituminous. The main fields 
are the Crow's Nest Pass (stretching into Alberta), Nicola 
River, Vancouver Island, and the Queen Charlotte 
Islands. 

The deposits of Australia are chiefly located in 
New South Wales, the smaller fields being in Victoria, 
Queensland, Western Australia, and Tasmania. The 
New South Wales production is nearly I2,OOO,000 tons a 
year. 

The output of the coal-fields of India exceeds 20,000,000 
tons a year. Coal is distributed throughout the country, 
but 80 per cent. of the total yield comes from the mines 
of Raniganj and Jherri, the former lying in the Burdwan 
district of Bengal, and the latter in the province of 
Bilchar. 

The coal-mining industry of New Zealand is large 
enough to supply the home market, and also to export 
about I30,ooo tons per annum. 

In several regions of South Africa coal deposits are 
plentiful. The principal worked deposits extend from 
the Highlands of Natal to Middleburg in the Transvaal; 
from the Zululand coast to Kroonstad, and on in a 
northerly direction from Zululand, through Swaziland 
and the eastern section of the Barbeston, Lydenburg and 
Pietersburg districts of the Transvaal into the Zoutpans 
Berge district contiguous to Rhodesia. The main ~eposits 
lie on either side of the Witwatersrand. The annual 
production is over I2,000,OOO tons, fully 90 per cent. of 
which is drawn from the Natal and Transvaal collieries. 
The entire resources of South Africa have been estimated 
at 250,000,000,000 tons. 

Coal is also produced in Nigeria, British Malaya. 
Brunei, and North Borneo. Very large deposits extend 
along the western coast of Newfoundland. 
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ASBESTOS. The world's largest asbestos mines are 
situated in the province of Quebec, Canada. From that 
source comes 85 per cent. of the world's supply. In 
1928 the output of Canadian asbestos was 273,947 tons. 
The bulk of the exports goes to the United States. 

Southern Rhodesia and South Africa are now mining 
on a large scale, especially the former. Their respective 
exports in 1928 were 81,246,028 lb., and 24,343,515 lb. 

Fairly large deposits are to be found in Cyprus, India, 
Australia, and New Zealand, all of which are being worked, 
with the probable exception of New Zealand. 

A few of the other minerals and metals of the Empire, 
to which a mere reference can be made, are-chromium, 
bauxite, bismuth, molybdenite, osmiridium, wolfram, 
scheelite, feldspar, fluorspar, magnesite, mica, monazite, 
plumbago, phosphate, pyrites, saltpetre, soda, quick
silver, and barytes. 



CHAPTER V 

MANUFACTURING IN THE DOMINIONS 

IN this industrial age it would be remarkable if any 
country failed to establish factories on however small a 
scale, but more remarkable would .be the failure of the 
Dominions and India to develop industries, situated as 
they are in the midst of immense natural resources, and 
in possession of domestic markets of nq mean size and 
value. To have remained exporters of raw materials 
and· importers of manufactured goods produced from 
them would have been alien to the best interests of their, 
respective countries and the Empire to which they 
belong. In some cases it is more profitable to sell certain 
raw. products and to import commodities produced 
therefrom, but in instances where manufacturing is more 
profitable to a country on the whole, we may be sure 
that, sooner or later, factories will be established. 

For more than a century Canada has been engaged in 
some kind of manufacturing. It is during the last twenty
five years, however, that the astonishing growth of her 
industries has taken place. Until 1900 the expansion of in
dustrial production was small and slow. The gross value 
of all products in that year .was less than £100,000,000. 
In 1928, the latest year for which statistic§ are 
available at the time of writing, the value had increased 
to approximately £700,000,000. While the industrial life 
of Canada would undoubtedly have continued to advance 
year by year, its phenomenal progress is due in a great 
measure to the influence of the war. The importation 
of manufactured goods ~rom the accustomed sources 
was practically suspended during the war, and the 

73 
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suspension encouraged the production of many kinds of 
commodities which had not been manufactured in the 
country previously. The non-existence of competition 
was an invaluable asset to the new industries, as the 
manufacturers set out with practical control of the 
market. Agriculture was at the zenith of its prosperity, 
consequently the purchasing power of the people was 
abnormally high. The result was an extension of fac.
tories working at high pressure to meet the stimulated 
demand at the exceptionally high prices which attended 
the scarcity of commodities and the competition for 
them. 

At the end of 1927 the capital invested in Canadian I 
manufacturing industries . exceeded £870,000,000. The· 
number of persons employed in them was 619,000, their 
total salaries and wages being approximately £140,000,000 I 

per annum. It is known that the United States has 
something like £700,000,000 invested in the Dominion, 
and that a large part of it is in the industries,but 
the bulk of the. industrial capital is held by Canadian 
investors. 

The three most important manufacturing industries 
are, so far as the value of their products is concerned, 
pulp and paper, with a production of £44,000,000; flour 
and grist-mill products, £38,000,000 ; and slaughtering and 
meat-packing, £33,500,000. Classified by groups, the 
industries connected with vegetable products were the 
largest. The gross value of the output in 1927 was over 
£142,000,000. This group comprises industries producing 
flour, bread, biscuits, confectionery, fruit and vegetables, 
sugar, brewery products, coffee, cocoa,. tobacco, cigars, 
cigarettes, and rubber goods. 

The next group in importance is associated with wood 
and paper, amounting in gross value to £126,000,000. 
In the group are included industries connected with 
pulp and paper, sawmills, sash and door factories, 
wagon factories, furniture, boxes, printing and 
publishing. 
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The third group includes industries engaged in the 
manufacture of motor-cars, railway rolling stock, hard
ware, machinery, steel, wire, sheet JIletal, castings, 
forgings, and agricultural implements. The output of 
this group was valued at £106,000,000. 

The fourth group is connected with· animal products. 
The output was valued at £91,500,000, and the industries 
include meat-packing, butter and cheese, jish, fur goods, 
and leather goods, including boots and shoes. 

The textile group may be mentioned also, as it has 
grown very rapidly. In 1927 the output of the 
industries, which include cottons, woollens, silk hosiery, 
clothing, dyeing and cordage, amounted in value to 
£76,500,000. 

Even more astounding than the growth of Canadian 
industries is the expansion of the country's export trade. 
At the end of 1918 the exports of manufactured goods 
only were valued at over £roo,ooo,ooo, or more than the 
total value of all the goods manufactured in the Dominion 
as recently as 1900. Of course, just as the war gave an 
impetus to manufacturing, so it provided an opening for 
export trade. 

Fully 40 per cent. of Canada's export trade is done 
with countries in the Empire, although, strangely enough, 
that is II per cent. less than was transacted in 1886. 
The exports to the United Kingdom in 1928 were 33 per 
cent. of the total, and to the United States 39 per cent., 
while the imports from the former were 16 per cent., 
against 65 per cent. from the latter. • 

Canada's export trade was at its meridian from 1918 
to 1920 when prices were everywhere inflated, the demand 
exceedingly great, and competition not keen, as many 
European exporting countries had not recovered from 
the effects of war. Many doubted whether Canadian 
exporters would hold the markets which they had gained 
as soon as the older manufacturing countries had. reha
bilitated their plants. The record exports of 1918 have 
not since been approached, and the decreases in 1922 
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and 1923 were very serious. In 1928, the value of exports 
was £50,000,000 less than in the aforementioned record 
year, but the decrease was one of values rather than I 
quantities. There is no reason to doubt Canada's ability, 
to hold her present markets, and she seems resolved to 
extend them by every means at her disposal. 

Her imports in 1928 were valued at over £250,000,000. 
As,the population of Australia is less than half of that 

of Canada, it is natural that the number of factories in 
the country should be neither so numerous nor so large 
as those in the bigger Dominion. The capital invested 
in them is smaller in consequenCe. At the same time, 
the Commonwealth is far from unimportant as a manu
facturing unit of the Empire. At the end of the fiscal 
year 1926-27, the latest year for which statistics are 
available, there were 21,579 factories in operation, 
employing 467,247 hands, and paying annual wages 
amounting to £90,575,166. The total value of the out
put was £408,692,838. 

By far the greater number of- factories were engaged 
in the manufacture of clothing and textile fabrics, the 
next in order of importance being those connected with 
food and drink, vehicles and fittings, saddlery and harness, 
metals, machinery and woodwork. A considerable addi
tion to the factories has taken place during the last six 
or seven years. No less than 600 new establishments 
were opened yearly from 1923 to 1927. Of the total 
number of factories in existence more than two-thirds 
are located in New South Wales and Victoria, 8,222 being 
in the former, and 7,6g0 in the latter. 

The export trade of Australia, although not large on 
the manufactured goods side, amounted to £144,895,183 in 
the fiscal year 1926-27. This total comprised exports of 
Australian produce, gold and silver and bronze specie, and 
also re-exports amounting to £2,989,309. The chief items 
of export were animal substances, £69,202,396, and veget
able foodstuffs, non-alcoholic beverages, etc., £32,972,690. 
:Merchandise of the value of nearly £20,000,000 was 
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exported to eastern countries, more than half of it being 
consigned to Japan. 

A detailed analysis of the exports would occupy ,more 
space than can be spared. The following table presents an 
analysis of them classified according to the main industries 
in which the goods were produced. 

Industrial Group 

Agriculture 
Pastoral' . . 
Dairy and Farmyard 
Mines and Quarries 
Fisheries 
Forestry 

Total Primary Produce 
Manufacturing 

Total 

1926-27 
£ 

33,155,560 
75,390,086 
7,II8,382 

20,068,172 
433,245 

I,7I3m8 

137,879,383 
4,026,491 

141,905,874 

The total export trade in the, above year was 89 per 
cent. greater than in 1913, which is a most gratifying 
record. It illustrates the possibilities of further expan
sion as the population increases and the unexploited 
resources of the country are developed. 

As the population of New Zealand (exclusive of Depen
dencies) is less than one and a half million, one does not 
expect to find either a wide or diverse range of indq.~tries 
in the country. There are indications, however, that the 
principal branches of manufactures are being extended. 
The establishments recorded in 1926-27, which numbered 
5,088, were 285 more than in the preceding year. Motor
engineering accounted for 146 of these new estabtishments. 
More than two-thirds of the factories are engaged in 
the production of commodities for domestic consumption. 

The total number of wage-earning employees in the 
industries was 82,018 in the foregoing year, and the 
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wages bill was £13,000,000. The value of all products 
slightly exceeded £83,000,000, whilst the value of land, 
buildings, plant and machinery was £62,723,125 . 

. By far the greater number of plants were engaged in 
the production ot carriages and vehicles, foods, woodwork, 
metals, house furnishings, and wearing apparel 

The export trade reached its highest peak, so far as 
value is concerned, in 1925, when the total exports 
were valued at £55,262,272. In 1927 the value fell to 
£48,496,354; but as prices have declined since 1925, it may 
be that even larger quantities of goods are represented in 
the 1927 value than in that of 1925. Food, drink, and 
tobacco contributed to the 1927 exports, £27,921,062; 
raw materials, and articles mainly unmanufactured, 
£17,762,194; and articles wholly or mainly manufactured, 
£1,749,231. The principal items in the foodstuffs were, of 
course, butter, cheese, and frozen meat. More than half 
of the exports were sent to the United Kingdom. Australia 
took commodities valued at £3,665,g62 ; the United States, 
£2,681,091; Canada, £1,666,598; Germany, £1,I39,6s..; 
and other countries, £1,969,760 . 
. New Zealand may find it difficult to export many 

of her products to Europe in competition with coun· 
tries enjoying geographical advantages, but it is 
believed that her trade will increase with certain 
Asiatic countries, with Africa, and many of the Pacific. 
Islands, particularly those that are in comparative I 
proximity to her shores. 

If the growth of industrialism in South Africa has been 
slower than in some of the other countries of the Empire, 
it has to be borne in mind that its white population is 
still less than two millions. Moreover, that population 
is scattered over the whole country, which is enormous in 
extent, and much of it far froin the seaboard. Further. 
the manufacturers have to contend with the advanced 
methods of production and their mass character in other 
countries. Quite substantial progress in manufacturing 
has been made since the end of the European war, and 
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doubtless further advances will take place as' the years 
go by. There are almost insuperable difficulties to sur
mount, however, before manufacturers will be in a posi
tion to extend their trade in the domestic market, and 
even greater obstacles stand in the way of developing an 
external trade. Transport charges have to be reduced, 
some sort of assistance will need to be extended to 
young industries, more white and skilled labour will be 
indispensable, and production costs must be brought low 
enough to permit successful competition with impo.rted 
products. 

A Board of Trade and, Industries was ~ppointed in 
1921 to inquire into and advise the Government on all 
matters concerning the economic development of the 
natural resources of the Union and its industries and 
trade, and more particularly on-(I} the payment of 
bounties or other forms of State aid for industries; (2) 
fiscal policy; (3) revision of tariffs; (4) combinations, 
trusts, monopolies, restraints of trade; (5) dumping; 
(6) transport and markets; (7) commercial legislation, 
etc. The duties of the Board are important. and its 
members are resolved to discharge them in the interests of 
the productive. domestic, and export branches of the 
country's economic life. 

The gross value of the output of the manufacturing 
industries in the fiscal year 1926-27 (latest figures avail
able) was £97.878,822. The total number of factories 
was 7.172. employing 202.608 hands. to whom £24,183.708 
were paid in salaries and wages. The value of thf land 
and buildings was £22.561,314, and of machinery. plant 
and tools. £36.573.158. 

The greater number of the factories are engaged in the 
production of foodstuffs. clothing and textiles. and-in 
metal work. engineering. building and contracting. 
lighting and heating, printing, chemicals, stone and clay 
products. 

At the time of writing there are no statistics available 
covering the complete year 1928. but up to September 
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30th of that year th,e total exports were valued at 
£49,406,220. Metals and minerals form the chief group, 
so far as value is concerned, agricultural and pastoral 
products being second in importance. The United 
Kingdom takes over 50 per cent. of the Union's exports. 



CHAPTER VI 

THE TREND OF INTER-EMPIRE TRADE 

IN the presence of the two great forces which appear 
to be mobilizing-one on the Continent, and th,e other 
in the United States-there is only one direction of 
certain promise in which Great Britain can hope to 
strengthen her economic position and counteract her 
past and prospective losses in foreign markets. The 
development of trade with the Dominions and Colonies 
is the direction indicated. While there are obstacles 
which prevent the enhan<;ement of our trade with foreign 
countries-obstacles over which we have no control
there are no impediments to an eld:ension of trade with 
our kinsmen overseas except our reluctance to adopt 
measures with that object in view. Protracted delay is 
dangerous, inasmuch as the Dominions are quite free 
to conclude with foreign countries any trade agreements 
calculated to increase their exports thereto. Sentiment, 
as every business man knows, has its limitations, and 
such limitations are inclined to take their circumference 
from the centre of self-interest. The Dominions cannot" 
be blamed if they seek elsewhere facilities for reciprocal 
trading if such are economically more profitable than 
those which the Mother Country is prepared to concede. 

To maintain that the Domini.0ns already have a market 
in the United Kingdom as free to' them as to foreign 
countries is to admit the existence of a handicap rather 
than an advantage. British exporters are fully aware 
that the preferential tariffs of the Dominions are an 
infinitely greater asset to them than would be free entry 
extended to all countries. The application' of this 

8x 
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illustration to the exporters of the Dominions is so 
obvious that it need not be pressed further. 

If we analyse Great Britain's trade with foreign 
countries and countries within the Empire we shall 
observe serious retrogression in the former, and marked 
progress in the latter. The analysis also serves to 
illustrate ·our prospects in the Dominions and Colonies 
in comparison with those in foreign countries so far as 
we are able to compare the present with the future. 

Complete statistics of world trade later than 1926 are 
not available at the time of writing; consequently it will 
be necessary to- confine our analysis to the figures issued 
by the Economic Section of the League of Nations covering 
1925 and 1926. FigureS covering a later year might indi
cate slight changes, but it is highly improbable that, so far 
as British exports are concerned, our present position is 
any more favourable to us statistically than it was in 1925. 

Our exports to European countries have remained! 
almost stationary at a little. over 8 per cent. from 1913 
to 1925. In the year of _ the coal strike they declined 
to 1·4 per cent., and it is doubtful whether they have 
yet re~rned to the percentage of 1925- On the other 
hand, exports from the United States advanced from 
13·5 per cent. in 1913 to 16·4 per cent. in 1925, and 15 
per cent. in 1926. It will thus be seen that European, 
imports from the United States advanced by 3 per cent. 
in twelve years, whilst those from the United Kingdom I 
remained practically unchanged. The total exports of 
the fOrmer country. it should be noted. are also twice 
as large as those of the latter. 

Students of trade statistics published in Washington 
are familiar with. the progress made in Latin America 
by the exporters of the United States during the past 
fifteen years. That progress has been ma4e PJ,ainly at 
the expense of Great Britain. Our exports to South 
America in 1913 were under 28 per cent. of that country's 
total imports; by 1925 they bad declined to 21 per cent .• 
~d to 20 per cent. in the following year. On the othel 
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hand, the share of the United States during the same 
period advanced from 16'2 per cent. to 29 per cent. 
Every effort is being made to extend this trade of the 
United States still further, and their success or failure 
will depend largely upon Great Britain's ability to meet 
the competition set up. American investments in 
the South American republics are reported to exceed 
$4.000.000,000. (Incidentally, United States' invest
ments in American-owned European and Asiatic factories 
exceed $15,000,000,000.) In all the Latin-American 
countries there are numerous United States consuls con
tinually studying the markets and conveying to the 
business men at home the latest information in regard 
to possible extensions of their export trade. The value 
to the business men of the United States of the work of 
the Pan-American Union is so well known that it need 
not be dealt with here. 

In the Far East Great Britain has formidable com
petitors in the United States and Japan. Geographical 
position and progress in the arts of manufacturing have 
given to Japan a significant advantage over Great 
Britain in the Chinese market. For example, the British· 
share of China's imports in 1913 was 16· 5 per cent., 
whereas it was only 9'7 per cent. in 1925, and 10 per 
cent. in 1926. The Japanese share during the same 
period rose from 20 per cent. to 29.4 per cent. Perhaps 
more astonishing is the progress of the United States in 
the Far Eastern markets of China and Japan. Of the 
total imports of those two countries the share of the 
United States was II per cent. in 1913, but by i926 it 
had increased to 23' 2 per cent. Great Britain's share. 
which was 16'7 in 1913. had declined to 8'4 per cent. in 
1926, or a little more than a third of the trade transacted 
by the United States. 

There is no need to extend statistical illustrations of 
the gains and losses in foreign marketsreco~ded respec
tively by Great Britain, the United States and Japan. 
The foregoing are sufficient in themselves to urge upon 
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British exporters (if foreign trade is destined still to 
elude them) the necessity for adopting every conceivable 
measure that carries with it the possibility of developing 
trade within the Empire. 

At the moment Great Britain furnishes about 40 per 
cent. of the imports of her Empire overseas, while it is 
questionable if she' contributes 12 per cent. to those of 
foreign countries. If there were indications that British 
manufacturers would shortly be better equipped to 
challenge their competitors in foreign markets, we should 
not be without hope; but the indications point ,in the 
opposite direction. , 

The three southern Dominions, Australia, New 
Zealand, and South Africa, with a total population 
under IS,OOO,ooo, purchased more British goods in 1927 
than did the whole of America, with a population of 
207,000,000. In an average year nearly £600,000,000 
worth of manufactured goods are purchased by the 
Dominions and Colonies, of which Great Britain furnishes 
barely one half. As Great Britain's total exports of 
manufactured goods to all parts of the world were valued 
at less than £600,000,000 in 1927, it is apparent that the 
Empire's total purchasing power in that category is 
large enough to absorb the bulk of Great Britain's manu
factures, assuming that commodities were manufactured 
to suit the requirements of the Dominions, Colonies, and 
Dependencies, . 

Many foreign cO,untries have resolved to expand their 
industrial production, so that impediments to an entrance 
into their markets are likely to. become more numerous. 
It must be admitted that Great Britain's chief rivals will 
be confronted with the same impediments in these 
younger industrial countries, but the admission does not 
assist our manufacturers in any way. On the contrary, 
we may witness stronger efforts on the part of the older 
manufacturing countries to enter markets under the 
British flag, or to increase their sales in those already 
entered. If producers in foreign countries continue to 
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augment their production it will mean not only a 
diminishing reliance upon commodities from external 
sources, but an increasing tendency to develop export 
trade, thus creating for Great Britain keener competition 
in certain foreign markets adjacent to the new com
petitors. It is common knowledge that Italy, for example. 
is determined to enlarge her industrial plants, and to 
expand her foreign trade. 

A cumbersome word If rationalization" has been chosen 
to designate the latest suggestions for dealing with pro
duction and marketing problems on the Continent, in 
the United States, and elsewhere. At this early stage it 
is impossible to say whether world-wide rationalization is 
practicable or not, but it is certainly full of suggestive
ness for Great Britain and the rest of the Empire, even 
if it can be adopted only to a limited extent. Although 
circumscribed in scope, some form of it might be easily 
and profitably agreed upon between manufacturers 
at home and. those in such of the Dominions as have 
established and are developing industries. 

For many years past a modified form of rationalization 
has been in operation between the manufacturers of the 
United States and Canada on Canadian territory to the 
advantage of both countries. Whilst nothing can pre
vent Canada developing her industries (prevention is 
neither necessary nor desirable) along her own lines, it 
should surely be possible for the manufacturers of Great 
Britain, particularly those who are far more advanced 
in skill and productiveness, to come to an agreement 
with Canadian manufacturers whereby each group would 
concentrate upon the class of manufactures which it is 
best equipped to produce, so that one should be comple
mentary to the other. An example of this aspect of 
rationalization is provided by the British motor-car 
industry and an allied industry in Australia. In the 
production of chassis suitable for the Australian market, 
British manufacturers have found it exceedingly advan
tageous to co-operate, almost to the point of partnership. 
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with the motor body manufacturers in Australia, who 
have during the past ten years specialized in that class 
of work. What has been accomplished by one British 
industry might surely be accomplished by other indus
tries working in co-operation ·with similar or allied 
industries in other Dominions. 

Whatever scheme or schemes of rationalization are 
to be adopted in Great Britain and the Dominions, while 
it may be necessary for each component part of the 
Empire to protect its own interests primarily, the ultimate 
good of the whole British Commonwealth should be the 
19oal kept in view. In some of the Dominions rationaliza
tion is much further advanced than it is in Great Britain, 
especially in regard to orderly marketing. So that any 
advances made by industrial organisations in the Mother 
Country will find the business men of the Dominions fully 
equipped to consider thein. 

It is anticipated that the practical investigations of 
the Empire Marketing Board will in due course provide 
a. substantial foundation for a scheme of rationalization 
as regards the marketing of overseas Empire produce 
in Great Britain. Exhaustive investigations and Empire
wide discussions are necessary preliminaries to any 
schemes for the development of inter-Empire trade. If 
these be carried out they will inevitably lead to the 
results for which we all long who have the well-being 
of the Empire at heart. Undoubtedly there exists a 
fuller Empire consciousness in Great Britain to-day than 
has been in evidence for generations past, and if all 
available means are requisitioned for the development 
of the Empire's resources and the extension of inter
Empire trading, Great Britain need entertain little fear 
regarding her own economic future and also that of the 
vast Empire of which she should rightfully constitute 
the pivot .. 

To analyse the trade of all countries of the Empire 
with one another would demand far more space than 
can be given to it ;cons'equently the ,following brief 
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analyses are confined to the' larger and more important 
items of the inter-trading of the United Kingdom, Canada. 
Australia, New Zealand, and South Africa. 

The exports of the United Kingdom to the Dominions, 
India, and certain Colonies are well worth comparing 
with exports to some of the larger foreign markets in 
various parts of the world. Remarkable progress was 
recorded in our trade with the former, whilst little or 
no progress was made with the latter from 1913 to 1927. 
The following statistics illustrate the value of all exports 
in the said years. 

Exports to Dominions, 
India ,and Colonies., 

India 
Australia 
Canada . 
New Zealand 
South Africa. • 
Straits Settlements and 

Dependencies 
West Indies • 
Rhodesia 
Newfoundland . 
Federated Malay States 
Uganda . 
Nigeria. . 
Channel Islands 
Sierra Leone . 
Gold Coast • . . 
Mauritius and Dependencies 
Ceylon and Dependencies . 
British Guiana 
Falkland Islands 

1913 
£ 

70,273.145 
34.470.452 
23.794.926 
10.837.647 
22.184.729 ' 

5.836.346 
2,339.049 

838.873 
880.567 

1.338.529 
54.181 

3.733.877 
1.351.456 

755.3°6 
:j:,876,940 

535.873 
4.185.:[72 

73°.464 
95.383 

1927 
£ ' 

85.044.842 
61.179.266 
29.350.282 
19.608.464 
3°.312.361 

11.404.760 
4.527.982 
1.857.462 

790.357 
3.274.143 
u50.153 

8.380.761 
3.423.718 

855.529 
5.146.705 

832.420 
5.875.360 
1.110.0;£4 

331.049 

By far the larger proportion of the foregoing exports 
consisted of goods wholly or mainly manufactured. As 
the United Kingdom is much more interested in export. 
ing manufactured articles. the following tables illustrate 
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the exports of wholly or mainly manufactured goods to 
certain parts of the Empire, and to certain foreign 
countries. 

Foreign Countries. 1913 1927 
l l 

Belgium 8,451,425 8,574,482 
Russia 10,166,293 3,609.474 
Gennany 27,007,148 28,864,678 
Norway. 3,740,354 4,870,142 
Sweden · 4,015,693 6,781,699 
Denmark. 2,977,776 6,962,344 
France I • 17,425,643 12,027,377 
Spain • S,IO'P38 6,690,078 
Italy '. 6,167,172 5,648,890 
Netherlands 1I,748,561 15.960.542 
China 17.020.072 13.108.557 
Japan 14.164.623 14.679.858 
U.S.A. 23.048.756 35.803.431 
Argentine 18.589.272 23.246.476 
'Brazil · 10.008.234 12.153.526 
Mexico · 2.079.090 2,072.414 
Chili 5,070,642 4,863.203 
Peru 1.343.237 1.948.371 
Uruguay 2,128.740 2.2g6.89O 
Greece · 1,822.069 3.739.901 
Egypt* · 6.528•177 9.552•044 

Dominions, India 1913 1927 
and Colonies. l l 

British India 66,982M3 79,515.452 
Australia 31.256.720 57,376•199 
Canada 20,042.966 23,624.880 
New Zealand. 9.599,552 16,784.733 
South Africa . 4.457.268 13,013.893 
Straits Settlements and 

8.653.908 Dependencies . 5,100.495 
West Indies . 1.816.448 3.530.662 
Rhodesia 700,332 1,606,730 

• Includes Egyptian Sudan, 1913. 
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These statistics need not be reduced to percentage 
gains and losses. as they demonstrate at a glance not 
only the greater increases of oUr trade with parts of the 
Empire in comparison with foreign countries; they also 
show clearly that the purchases of a country like Australia. 
for example. with a population of less than five millions 
approach in value to Great Britain those of the United 
States. China and Japan combined. with their teeming 
millions of people; or of Germany. France. the Nether
lands and Russia combined. Confronted with these 
statistics. there is no other conclusion than that it is along 
Empire lines that British export trade can most 
profitably move in the future. 

If our exports to the Dominions. India. and the Colonies 
have advanced enormously since 1913. so have our imports 
therefrom, as the following table illustrates. 

Dominions. India 
and Colonies. 

Canada • 
Australia • 
New Zealand . 
South Africa . 
British India • 
Newfoundland 
West Indies . 
Channel Islands 
Sierra Leone • 
Gold Coast 
Nigeria • 
Rhodesia 
Uganda. . . . 
Mauritius and Dependencies 
Straits Settlements and 

Dependencies • • 
Federated Malay States • 
Ceylon and Dependencies • 
British Guiana 
F a.lkland Islands 

1913 
l 

30 ,488.374 
38,065.2 50 

20.338•0 57 
12.3010429 
480420A9O 

974,266 
2.II5.929 
1,983.671 

24J.IS6 
98S.689 

3,89OA38 
193.842 
298.II3 
293.209 

15.799.502 
3.573.644 
4A65.806 

648.323 
427.619 

1927 
l 

55.151 •649 
52 .739.869 
46.549.306 
21.323.991 
65.840 •065 

2,242.714 
4A87.835 
3A26.532 

660.179 
3.227.069 
7.S~.927 
2,044.067 

402 .939 
3.741 .941 

16.576.903 
5.028.994 

16.642.857 
825A14 
718•160 
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. How far· these increased purchases from the foregoing 
parts of the Empire have assisted our exports thereto 
it is impossible to state, but there can be no doubt that 
they have been mutually beneficial, and have enabled the 
sellers to transact business with the buyer-Great Britain 
-.-which, in the absence of that buying, might have been 
diverted to other channels. 

Canada is the second most important manufacturing 
country of the Empire, and although her exports to the 
United Kingdom consist mainly of raw materials and 
semi-manufactured products,· her exports to other parts 
of the Empire consist chiefly of manufactured goods. 
In regard to her imports, conditions are reversed, her 
purchases from the United Kingdom being principally 
manufactured goods, whilst those from other portions of 
the Empire are largely raw materials and products in a 
partly manufactured state. 

The latest statistics procurable relate to the fiscal year 
ended March 31st, 1928. In quoting values, Canadian 
currency is adhered to in the following paragraphs. 

Canada's total trade with the United Kingdom was 
valued at $598,659,000, divided, as to exports and 
imports, into $412,763,000 and $185,896,000 respect
ively. The former showed a decrease of 7'9 per cent., 
and the latter a .decrease of 2'2. per cent. compared 
with the preceding year. As the United Kingdom is pre
eminently a manufacturing country, Canada naturally 
finds it difficult to compete with the products of our 
factories in the home market. At the same time, there 
are certain articles which can be profitably exported, and 
which will doubtless increase in volume. For example, 
in 1928', an increase w~ recorded in the sales of C?m
modities under five main groups-fibres and textiles, 
wood and paper products, iron and its products, non
ferrous metals, and chemical products, the value of the 
combined sales being nearly $5,000,000. 

Canadian exports to other parts, of the Empire were 
valued at $86,514,376. The. markets in order of lm-
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portance were Australia, Newfoundland, New Zealand 
and British India. Of the entire export trade, the larger 
volume was transacted with foreign countries, its value 
being $728,930,230, against $499,277,376 with Empire 
countries. 

The import trade with Empire countries, though 
smaller in volume than the export trade, has increased 
to a greater extent during the past five years. As in the 
case of exports, the imports from foreign countries are 
much larger than those from Empire sources. The 
total imports in the year under review were valued at 
$1,108,956,466, the merchandise of foreign origin being 
of the value of $859.869.138. and that of Empire origin 
$249.087.328. Next to the United Kingdom. the 
principal Empire sources from which the imported 
merchandise was drawn were British West Indies. 
British India, New Zealand, British Guiana. and 
Australia. 

Canada is making a determined effort to' increase its 
export trade. not only with foreign countries, but with 
every part of the British Empire. Its Commercial 
Intelligence Service is acknowledged to be a model for 
other countries. Trade Commissioners are stationed in 
all important foreign lands. In Great Britain there are 
four, and one or more in Australia. New Zealand. South 
Africa. India. the West Indies, Ceylon, and the Irish 
Free State. Very large sums of money are spent annually 
on pUblicity campaigns, including exhibitions, advertising, 
and .. shopping-weeks." 

The principal exports of Australia are raw and semi
manufactured products. Statistics later than the fiscal 
year 1926-27 are not yet available; therefore the follow
ing illustrations of the export and import trade relate 
to that year. 

The total value of the exports was £144.895.183, the 
trade with foreign countries amounting to £80.863.423. 
and with Empire countries £64.031,760. The principal 
market was the United Kingdom, £48,351,780, the next 
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in importance being New Zealand, India, South Africa, 
and British Malaya. The leading foreign markets were 
the United States, France and Japan. On the score of 
Empire trade, Australia's record stands next to New 
Zealand and South Africa, being 44.19 per cent. of the 
total exports. 

The import trade in the aforementioned year was 
the largest on record, the total value amounting to 
£164.716,594. Purchases from Empire countries were 
valued at £89.955,854, and from foreign countries 
£74,760,740, or 54.61 per cent. and 45·39 per cent. 
respectively. It will thus be seen that the percentage 
of Australia's import trade with Empire countries, like 
that of her export trade, stands third to that of New 
Zealand and South Africa. Over 41 per cent. of the 
imported merchandise came from the United Kingdom, 
the countries next in importance being India, Canada, 
New Zealand and Ceylon. The largest foreign source 
was the United States, from which merchandise valued 
at £41,394,271 was drawn, or over 55 per cent. of the 
total foreign imports. In this latter item, motor chassis. 
bodies, etc., represented £9.159.286; petroleum and 
shale spiri,t, £3,599.356; undressed timber, £2.452,640; 
unmanufactured tobacco, and rubber -manufactures, 
£3.099,5II• 

Australia is also pursuing an aggressive policy, in 
the United Kingdom particularly, in order to increase 
her exports of foodstufIs and certain raw materials. 
That she is meeting with success is evident from the 
fact that her exports were over £27,000,000 greater in 
1927 than in 1923. At present Trade Commissioners 
are not numerous, there being only one in the United 
Kingdom, one in France, one in the United States, and 
one in Canada. Three years ago there were representa
tives in Shanghai and Singapore. but the offices are now 
closed. 

New Zealand, although not exporting on so large a 
scale as Australia, holds the premier position in the 
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percentage of trade transacted with Empire countries. 
Of the total exports in 1927, valued at £48,496,354, a 
little over 88 per cent. was with British countries, 76 per 
cent. being with the United Kingdom, 7 per cent. with 
Australia; 3 per cent. with Canada, and the remainder 

, with India, Ceylon, South Africa and Fiji. The main three 
foreign customers were the United States, Germany and 
France. 

The most important class of exports was food, drink 
and tobacco, £27,921,062, the next in importance being 
raw materials and articles mainly unmanufactured, 
£17,762,194. The export trade of this Dominion has 
made very commendable progress. In 1927 it was 
nearly £20,000,000 in excess of that of the year 1918. 

The growth of the import trade has been just as satis
factory as that of the export trade, the increase in 1927. 
in comparison with 1918, being £20,500,000. The pro
portion of imports from British countries was 68 per 
cent., the United Kingdom accounting for 48 per cent., 
Australia for 8 per cent., and Canada 6 per cent. Of 
the 3I '41 per cent. 'drawn from foreign countries, the 
United States accounted for 18 per cent., and Germany, 
France and Japan for less than 2 per cent. each. 

New Zealand is essentially a producer of primary pro
ducts which she exports in exchange for manufactured 
goods. The. character of her exports may change in 
time, but it would appear that the change wilf not be 
marked to any great extent. 

The export trade of South Africa in 1927 ,,!,as only 
£3,000,000 less than that of New Zealand. Exclusive 
of gold, its value was £45,719,873. Of this total, 61 
per cent. was with Empire countries, the United Kingdom 
being represented by 52 per cent., and other British 
Possessions 9 per cent. France, Germany, Belgium, 
Holland and the United States were the principal foreign 
markets in the order stated. The largest single item 
in the above exports was wool, representing £I6,365,950, 
the other items of importance being sheep skins, 
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£1,801,135; hides, £!.558,688; maize, £I,266,IIl; and 
coal, £!,063,200. The total value of all agricultural 
produce exported was £27,769,379. 

In addition to the above exports, there were shipments 
of gold valued at £28,556,998, and diamonds valued at 
£!2,285,095. -

South Africa's imports in the same year were valued 
at £74,093,836, or £20,000,000 less than the total exports. 
Purchases from Empire countries were 60 per cent., 
against 40 per cent. from foreign sources. Nearly 45 
per cent. went from the United Kingdom, 3 per cent. 
from India, 3 per -cent. from Canada, 2 per cent. from 
Australia, and 6 per cent. from various other British 
countries. From the United States were drawn 16 per 
cent., and from Germany 6 per cent. 

Foodstuffs, metals, metal manufactures, machinery, 
motor-cars, leather, paper and textiles were the chief 
items in the imports. Motor-cars were purchased from 
the United States of the total· value of £2.435,724, those 
from the United Kingdom being valued at only £315,997. 
There is certainly scope for the improvement of trade 
with Great Britain in these vehicles. The respective 
numbeJ;'S of cars imported were 13,379 and 1,543. The 
number imported from Canada was 1,065. Chassis and 
parts imported from the United States were valued at 
£669,174. against Great Britain's contribution of the 
value of £96,123, and Canada's [43,592. Some of the 
commodities in which the United Kingdom had priority 
were hats and caps. textiles, apparel, galvanized sheets, 
wire rope"manufactures of tin, wire, machinery. boilers, 
earthenware, chemicals, footwear. fancy goods and 
jewellery. ' , 

It is too early to estimate the real value of the Irish 
Free State as an economic unit of the Empire, although 
it is at present by no means small, as a study of its trade 
with Great Britain reveals. If the Irish people resolve 
to work out their destiny under the British flag, there 
can be no doubt that such a resolution will make their 
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country a very important Imperial asset. Certainly it 
would be in the best interests of themselves no less than 
of the British Commonwealth. Great Britain, by the 
density of her population, by her proximity to Ireland, 
and by her need of huge imports of agricultural produce, 
will always furnish the farmers of the Irish Free State 
with the best external market that they are likely to 
procure. While she remains part of the Commonwealth 
it will be much easier for her to raise capital for agricul
tural and industrial development than if she pursued 
an independent course. 

It requires very little prevision to forecast the splendid 
future of the Irish if the goodwill and financial support 
of Great Britain are retained, and if the agriculturists, 
in particular, are aided by the State to pursue an agres
sive policy of production and distributive organization. 
I t should not be impossible for agriculture to become as 
great and as important an industry as it is in Denmark. 
The English would be the first to appreciate Irish pro
gress, to purchase their products and, provided that 
investments carried with them a reasonable guarantee of 
security, to assist financially in the forward movement. 

In closing this chapter on the trend of inter-Empire 
trade, there is one undeveloped feature which must be 
mentioned on account of the prospects it holds for the 
well-being of Great Britain and for certain individual 
units of the Empire, namely, the establishment of branch 
factories in the Dominions. In pre-war days the argu
ment for such enterprises was not so strong as it is to-day. 
because, in the majority of cases, it was cheaper'to pro
duce goods in Great Britain and export them to the 
Dominions. But the enhanced costs of production and 
the heavy taxation now borne by British manufacturers 
have placed the question in a new and more favourable 
light. Under the changed conditions, however, it is not 
easy to reach a decision. Whatever political asset the 
policy may hold, it will not avail unless the said policy 
be in harmony with economic laws. Nevertheless. the 
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establishment of branch factories, or the erection of 
independent ones, if it suggests great difficulties, also 
'contains compensating advantages. 

Of course, one might write very glibly on the SUbject, 
which would do more harm than good. The British 
manufacturer has to be convinced that it would be more 
advantageous for him to produce in a particular Dominion 
than at his home factory, and, what is more important, 
that the Dominion market would be large enough to 
compensate him for the financial outlay, anxiety, and 
labour entailed. At present he appears to be able to 
compete in Australia, New Zealand, South Africa and 
India, countries' wherein the local industries are neither 
sufficiently numerous nor powerful enough to constitute 
formidable· competition. In Canada, however, he finds 
the competition of the home manufacturer and that of 
the nearby American (not to mention the barrier of tariffs) 
powerful enough to influence seriously his exports to 
the Canadian market. It would seem, therefore, that 
Canada presents the best opportunities. Many British 
manufacturers have already established branches there, 
but the number is small in comparison with the 700 
branches of the United States firms. 

Another aspect of the subject is worthy of considera
tion. Would it be more economical from Australia, New 
Zealand, South Africa and Canada, to reach foreign 
markets in proximity to their shores than it is at present 
from. Great Britain? Changes are taking place in pro
duction and distribution, and they will doubtless thm 
continue, so that no aV'enue should be left unexplored 
if it contain a promise of better results for Great BritaiJl 
than are obtainable under existing methods of manu
facturing and world-trading. 



CHAPTER VII 

EMPIRE PREFERENTIAL TARIFFS 

IN earlier chapters brief references have been made to 
preferential tariffs already in operation between various 
Dominions, and between the Dominions and certain 
foreign countries which extend to them reciprocal tariff 
concessions. We may now briefly consider the advan
tages likely to be derived from an expansion of the 
system throughout the Empire, particularly by Great 
Britain, which has been so reluctant to adopt it even 
in its present limited form. 

Perhaps no economic factor has been so little under
stood in the United Kingdom, or so much misunderstood 
by the majority of our people as the structure, the 
purpose and the power of tariffs. It is incontrovertib~e 
that when Empire preferential tariffs were widely dis
cussed in 1903, the year in which Chamberlain introduced 
his proposals, the rank and file of Englishmen had not 
the least conception of their functions, the principles 
upon which they are constructed, and their effect upon 
the economic life of countries imposing them, and upon 
the countries against which they operate for ,m or 
function for their good. 

It has always been difficult to interest the mass of 
English people in economics, and it has been still more 
difficult to interest them in tariffs, a very important 
part of the subject, and one that cannot be ignored if 
we wish to understand the economic policies of foreign 
countries and the Dominions. The Tariff Commission 
did excellent educational work during the years of its 
existence, but little is being done at the moment to 

G 97 



98 THE FUTURE OF EMPIRE TRADE 

enlighten the working classes in regard to tariffs and 
tariff policy in gene!al. Yet there are few more, if any, 
branches of econOmICS that exercise so marked an influ
ence upon the continuity of employment and the main
tenance of a high standard of wages. Undoubtedly 
Great Britain will be compelled, during the next ten 
years, to adopt some kind of fiscal arrangement with 
parts of the Empire in order to replace lost trade 
with foreign countries and to retain what she now has 
with the Dominions, or she will be forced to take a lower 
position ,in the catalogue of exporting nations. There
fore every possible means should be utilized to educate 
,the working classes along lines which will enable them 
to understand the effect of the existence or non-existence 
of tariffs in Great Britain, not only upon our domestic 
trade, but also upon our trade with the rest of the Empire, 
and their trade with us. . 

It is a great pity that the question of inter-Empire 
preferential tariffs cannot be divorced, in Great Britain 
particularly, from party politics. Chamberlain certainly 
introduced it as an economic question primarily, whether 
in the interests of his own country, or in the interests of 
the entire Empire. For some inexplicable reason the 
last few generations' of Englishmen have departed from 
the traditional policy of their race, namely, the main
tenance of an equilibrium of interests in the country's 
varying economic activities which was considered' to be 
productive of the greatest national good. Free-trade 
and Protection, as such, were uilknown to the English
,men of pre-Cobden days. They were masters of their 
principles, not servants of them. They were not domi
nated by theorists; they were practical men, and theiJ 
actions were dictated and controlled by the parap1oun1 
idea of the nation's well-being. His common knowledgE 
that this freedom to adopt practical trading method.! 
suggested by prevailing conditions enabled England t< 
gain a monopoly of the world's markets, and to makt 
her traders the envy of all foreign nations. 
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It is regrettable, as Prof. Hewins observes in his 
Empire Restored, that preference and other branches of 
economic policy should be interpreted "as the means 
of securing the unity of the Empire instead of as an 
expression of that unity." In the minds of the British 
people the idea of customs tariffs is associated with 
international bargaining and the protection of domestic 
markets. Valuable as Protection might be to Great 
Britain, that is neither the subject of this chapter nor 
the principle propounded by the advocates of inter
Empire preferential tariffs. It is not a question of bar
gaining between the Mother Country and the Dominions, 
but the adoption of means whereby each component 
part of the Empire can be developed in the best interests 
of the whole. Much confusion has existed, and continues 
to exist, in the minds of Englishmen regarding the differ
ence between Empire preference and national protection 
by means of customs tariffs. Politicians have taken little 
trouble to explain this difference to the electorate. The 
"free-trade" parties have given the term a local interpre
tation and application, whereas it should apply to the 
whole British Commonwealth, and be interpreted as a 
desire of the British peoples, wherever they may be 
settled, to prefer to trade with one another on better 
terms than they are disposed to trade with foreign 
countries. 

The longer the subject remains entangled in party
political controversies the more prolonged and difficult 
will a settlement of it become. Without further delay 
it should be transferred from the political platform, as 
such, to the committee room of business men. Cabinets 
are seldom, if ever, composed wholly of men who have 
demonstrated their qualifications for conducting large 
and important businesses. After all, there is no bigger 
business problem challenging the British people than the 
organization and conduct of inter-Empire trade on a 
sound and sane basis. It is an astonishing inconsistency 
of the Labour Party that it should insist upon protection 
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of the workers by means of trade unions, encourage the 
latter to exterid practical sympathy to one another in 
the form of financial assistance, and yet reiect a proposal 
the ultimate effect of which will be the formation of the 

I working classes in all parts of the Empire into one union. 
The working classes of Great Britain stand to gain most 
by a system of preferential tariffs, for our Dominions 
will increasingly provide our best markets for manu
factured goods in the future. Any scheme calculated 
to enhance the demand for British commodities must, 
of necessity, be advantageous to those engaged in their 
production. 

To students of the trade of the United Kingdom 
during the past thirty years, the effect of the tariffs of 
the various Dominions upon British exports to their 
markets is plainly visible, so that it need not be dealt 
with here. 

In the following paragraphs, though briefly, attention 
must be drawn to the encouraging growth of British 
imports from countries within the Empire due to the 
application of a British preferential tariff. 

An outstanding illustration is sugar. Any unbiased 
opinion must concede that the preference has saved 
the Empire sugar industry from disaster. From 1920 
to 1927 our purchases from Empire producers advanced 
from 297,423 tons to approximately 600,000 tons. It is 
true that this amount constitutes only two-fifths of our 
total imports; nevertheless, it illustrates the possibilities 
of sugar development within the Empire. Indeed, were 
Empire-grown raw sugar permitted free entry into Great 
Britain -(which would be a form of preference) experts 
are convinced that within ten or twelve years we should 
be entirely independent of supplies from alien sources. 
Extensive development· of cane-growing would speedily 
take place in countries such as British Guiana, Kenya, 
Uganda, Natal and Australia; the beet-growing industries 
of England, Canada, South Africa and Australia would 
expand, and in a comparatively short period the Empire 
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would become, as it was originally, the leading supplier 
of sugar in the world. 

A second illustration of the benefit derived from the 
British preference· is afforded by tobacco. It is not an 
exaggeration to affirm that without the preference the 
overseas Empire tobacco industry would have been 
squeezed out of existence by foreign competition. At any 
rate it would never have assumed its present magnitude. 
Our imports from Empire countries in 1920 were only 
1,500,000 lb., but in 1927 they were over 20,000,000 lb. 
You cannot thus increase capital and labour in any part 
or parts of the Empire without enriching both Great 
Britain and the producing peoples concerned. 

If space permitted, illustrations could be multiplied 
to include dried fruits, our imports of which, from 
Australia, have grown to so remarkable an extent under 
the British preference extended to them; wines, motor
car accessories, component parts of cars, musical instru:
ments, wireless apparatus, chemicals, wrapping papers, 
hollow-ware, artificial silk manufactures, leather gloves, 
etc. These illustrations form a sufficiently large group 
to demonstrate that the principle of preference ,can be 
put into operation without damaging British home 
industries. On the contrary, it has tended to enrich 
the latter by furnishing the Dominions ~nd Colonies with 
increased wealth wherewith to purchase our manufactured 
goods. 

In twenty-five years the English people have done a 
certain amount of thinking on the subject, and many of 
the best brains of the country have been converted, not 
only from their former adherence to the anomaly of 
free-trade as it affects our domestic market, but to the 
necessity, should British customs tariffs be extended, of 
differentiating between foreign goods and those produced 
within the Empire. Business men are now grasping the 
significance, if not the challenge to Great Britain, of the 
formation of at least two formidable industrial and 
commercial groups on the Continent of Europe and in 



10% THE FUTURE OF. EMPIRE TRADE 

the United States respectively. to which reference is 
made in another chapter. The mobilization of the 
industrial resources of Europe will not fail to threaten 
our connections in all the markets of the world, and it 
'Would be unwise to underestimate its effect. The United 
States will continue to tighten its grip on the American 
(;ontinent, aided by geographical advantage, mass pro
duction, wide-spread distributive organizations, and a 
:highly protected domestic market. 

These challenges may confer a blessing upon the 
Empire, inasmuch as they may compel Great Britain 
to adopt of necessity what she has failed to adopt by 
reason-a system of preferential tariffs constructed to 
defend and to unify the .economic interests of herself and 
her Dominions, Colonies and Dependencies. 

On their part the Dominions have left nothing undone. 
Repeatedly they have placed before the British Govern
ment the policy which they consider it advisable to pur
sue in the interests of Imperial economic unity. Their 
own tariffs are a testimony to their desire to carry out 
Imperial co-operation in trade. It therefore remains 
for the Mother Country to take the next step forward. 

On the subject of inter-Empire preferential trading 
there can be no saner or more eloquent expression than 

. the following, delivered at the Albert Hall, on May 3rd. 
::I9II. by the late Lord Balfour: 

.. In this policy of Preference I see not merely a method 
by which British capital at home. and British labour 
at home, can be placed in a better position than they 
now occupy. I see in it something far greater and not 
less intimately connected with the real material well
being of this country and this Empire. I see sentiments 
~owing up, sentiments of a common interest between us 
and our Colonies. I see a solution of the problem I put 
befpre you at the beginning of my speech. that new and 
unique problem which we here and the people of the 
Dominions. are now set by Providence to solve. for I see 
in it a method. taken in connection with defence. by 
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which, and by which alon..e, great communities, inde
pendent, self-governing, each with its own separate ideal 
within the Empire, each carrying out in its own way its 
individual development and evolution, may yet feel that 
they are part of one great whole, and that they can 
present to the world a larger united front which will 
.-nake it not merely the most peaceful, but the greatest 
Empire under the sun." 

There are arguments against the adoption of inter
Empire tariffs, and nq one would wish to dismiss them 
lightly. One argument is that the erection of tariff 
barriers might be interpreted as British Imperial aggres
siveness, and thus arouse the hostility of foreign nations. 
The reply to this argument is that no foreign nation could 
reasonably object to our adoption of a system which it 

. adopted itself so long ago, and continues to maintain 
as essential to its economic existence. The advocates 
of Empire preferences have never suggested so suicidal 
a policy as the inhibition of foreign products, even 
assuming that it were possible to do so, which it is not. 
Empire tariffs will fulfil their purpose if they are high 
enough topI'otect from unfair external competition the 
industries that are doing their best to survive in the 
interests of the country wherein they are located, and at 
the same time extend some preferential advantage to the 
other units of the Empire. It would be unwise for Great 
Britain, as for the Dominions, to erect a tariff barrier too 
high, as that might so curtail imports as to. influence 
adversely the purchase of goods from us by the foreign 
countries affected. . • 

Until foreign nations set,Great Britain an example by 
voluntarily reducing their own tariffs, they cannot blame 
her if she resolves to copy their example, not only for 
the purpose of strengthening herself and the Empire, but 
in order that she may possess some effective instrument 
for bargaining when the said foreign nations realize the 
rather one-sided character of inter-trading with her. 
Indeed, it may be that only under a system of inter~ 



104 TIlE FUTURE OF EMPIRE TRADE 

Empire tariffs approximating to those of foreign nations 
will the Empire be enabled to discuss effectively the 
question of free-trade between its units, world-wide free
trade, or, failing this, a general reduction of existing 
tariffs all round . 

. Under new and increasingly powerful combines of 
foreign capital, trusts and industrial groups, the Empire 
will be compelled to protect itself by some means, and 
a system of preferential tariffs appears to be the only 
defensive weapon available. Sentiment alone is power
less to withstand the pressure of economic force. 

That something should be done quickly to foster inter
Empire trade, everyone is agreed. The disagreement 
concerns the methods to be adopted. So many interests 
are dependent upon the continuance of the existing 
importing and exporting machinery that one can hardly 
expect those associated with them to favour a change; 
but if the employment and well-being of the greatest 
number of our people are at stake, primary consideration 
should be extended to them. It is to be feared, however, 
that the whole question, if placed before the people again, 
would be used as a magnet for attracting votes, with the 
interests of the country and the Empire occupying a 
secondary position, as in the past. 

In the meantime, therefore, while awaiting the con
version of the electorate, thqe seems to be nothing else 
to do but to educate the people and induce them to give 
overseas Empire products a voluntary preference under 
exis~ing fiscal conditions, and to persuade the people of 
the Dominions and Colonies to do likewise with British 
products. 



CHAPTER VIII 

MIGRATION AND EMPIRE DEVELOPMENT 

IN explanation of the diminished desire to migrate to 
the Dominions and Colonies, it has been stated on plat
fonns, at public functions and in the Press, that the 
English have lost the spirit of adventure which was a 
cardinal trait of their ancestors. A few politicians and 
publicists have attributed the decline of emigration to 
the influence of the "dole." Whatever the explanation 
may be, that the spirit of adventure is lost cannot be wholly 
true of a people who so recently responded to the call of 
the greatest adventure in the history of their country. 
The prolonged irresponsiveness must be explained by 
reference to other causes. In pre-war days it was not 
the unemployed who emigrated on a large scale. It was 
the worker who sought larger opportunities in new lands, 
and wherein higher wages were procurable. The worker 
in England is much better off now, and on that ac~ount is 
less inclined to break up his home, sever his connection 
with old friends and old surroundings and start in a new 
country at wages not immediately larger, comparatively, 
than those he recu.ves at home. Further, the younger 
generation have far more leisure and more recreations and 
pleasures than their fathers had, with the result that they 
are reluctant to surrender them for a life in lands where 
they are certainly less prevalent. It must also be borne 
in minq that there is a scarcity in England and Scotland 
of the kind of workers principally sought by the Dominions 
-agricultural labourers-and also an inadequate provi
sion of machinery for the transfonnation of inexperienced 
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men into tillers of the sou. This aspect of the subject 
will be referred to again later. 

Quite recently the Industrial Transference Board issued 
an interesting report on unemployment in Great Britain. 
Among the remedies suggested for its relief was that of 
migration to one or other of the Dominions. Suggestions 
are necessary precursors of action, but if they progress no 
further than the written page they are valueless. After 
expressing their regret and astonishment at the disap
pointingly low rate of the settlement of British people 
in Canada and Australia, notwithstanding the passing of 
the Empire Settlement Act, which was for the express 
purpose of stimulating it, the Board stated: " At succes
sive Imperial Conferences the Dominions and the Mother 
Country have agreed on the importance of Empire 
settlement. It remains' to put that policy into really 
effective force. Not only will this bring a direct cumu
lative gain to the Dominions, it will also go far towards 
a solution of the special problem confronting us. 

.. Migration procedure is highly complicated, and for
malities are numerous and restrictive. We are satisfied 
that they constitute a real discouragement to potential 
settlers. Nothing can be more vital or more urgent 
than the need for radical simplification of all this. 

"Further-to facilitate settlement apart from the 
Empire Settlement Act-there should be a reduction of 
the passage rates more nearly to the pre-war level. Some
thing more than this is also needed in the present abnormal 
conditions here. Even with lower passage rates there are 
men who would be quite unable to find the money nec;es. 
sary for their ticket, clothes and funds on landing. Such 
needs ought to be met during the next few years. • 

II If action on the lines of our report be taken promptly 
and pressed resolutely, the problem, grave and stubborn 
though it is, will not be found incapable of solution. But 
no single line of advance must be ignored. Only by 
concerted movement, alike within our shores as within 
the Empire, can the desired objective be attained. II 
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It is obvious that one effective means of diminishing 
unemployment in Great Britain is provided by migration. 
Even if a merely self-interested view of the problem be 
taken. it is sound policy to transfer the workless from 
. areas with a labour surplus to lands wherein work is 
plentiful. rather than to retain. them at home inactive 
and a burden upon the State. But there is no need to 
take this self-interested view. The Dominions are calling 
for settlers. and they are prepared to absorb them in 
large numbers. realizing that their own populations must 
be augmented if they are to develop their resources and' 
people their enormous territories with British rather than. 
alien stock. 

But while it is true that the Dominions are calling 
for immigrants. that in their vast territories there are 
unlimited opportunities and scanty populations. and that 
it is sane to encourage men to go where those opportunities 
exist. the emigrant has a right to know where he is going. 
what he is expected to do. and. what is more important. 
whether he is able to do the kind of work that will be 
required of him. You cannot ask a mechanic to migrate 
unless you can assure him. not only that work awaits 
him. but that no impediments such as prejudice or trade 
union regulations will obstruct him when he reaches the 

. factory door. On the other hand. if none but agricul
tural workers are needed. machinery mUst be constructed 
and set in motion for converting the non-agriculturist 
(assuming that he is willing to take up work on the land) 
into an agriculturist. which is a conversion far more 
difficult of accomplishment than it seems. • 

The distribution of labour throughout the Empire. so 
that a surfeit in one area or in one country may be trans
ferred to areas or countries wherein labour is scarce. is one 
of the most pressing problems confronting the Govern
ments and peoples concerned. Its solution calls for the 
highest order of statesmanship. No Empire Settlement 
scheme can be successful unless it is carried out on a large 
and comprehensive s<;ale. and is undertaken by the 
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concerted action of Greaf Britain and her Dominions. To 
cont4J.ue to spend £Xoo,ooo,ooo a year in connection with 
lUlemployment and Poor Law Relief and yet provide only 
£3,000,000 a year to assist emigration is hardly indicative 
of high statesmanship. Had the latter amount all been 
expended on migration schemes, more would have been 
accomplished; but since the passing of the Empire Settle
ment' Act in 1922, of the authorised expenditure of 
£21,000,000 less than one-third has been utilized. The 
unexpended portion of the annual grant reverts to the 
Treasury. 

While it is true that many organizations in Great Britain 
are doing useful and commendable work in connection 
with migration, it is doubtful whether the community 
as ,a wholereallses the importance and necessity of an 
ordered distribution of labour throughout the Empire. 
It is useless to complain of depressed trade and irksome 
taxation and at the same time ignore at least one fruitful 
avenue of relief. If those burdens remain upon Eng
land's shoulders, the responsibility for carrying them will 
be entirely the nation's own. 

It is the country's inability to absor;b its youths in 
industry that is even more alarming than the unemploy
ment of adults. Approximately 300,000 boys leave school 
every year, and it is impossible to place more than a small 
percentage of them in satisfactory positions. Unemploy
ment at so early an age is demoralizing, and their non
absorption in industry at a period in their lives when a 
trade should be learned is a serious loss to the industrial 
life of the nation. In the absence of an appreciable 
revival of trade, a comprehensive scheme of migration 
appears to afford the only avenue of relief. Praiseworthy 
attempts have been made by some of the Dominions, 
in co-operation with the British Government, to place 
some of the youths in agricultural pursuits. In order 
that the young emigrant may be equipped with some 
rudimentary practical knOWledge of agriculture before 
proceeding overseas, several training farms have been 



MIGRATION AND EMPIRE DEVELOPMENT 109 

established in England. While su~h preliminary training 
is commendable, it would be preferable to assign it to the 
particular Dominion in which the youths elect to settle, 
as, naturally, agricultural methods therein are different 
from the English methods. A short training is now being 
given by the Ontario Government to an annually fixed 
number of youthful immigrants before they are placed 
with fanners ip the province, and that Government's 
example, if extended in Canada and adopted in other 
Dominions, would undoubtedly benefit the promoters of 
it, and at the same time contribute to the solution of 
England's problem regarding the employment of its 
youth. 

It is plain that the whole question of migration can be 
settled only by the combined action of Great Britain 
and her Dominions. Concerted action should have as its 
basis continuity of policy. Changes in immigration 
policy are far too frequent in some of the Dominions, due 
to change of Government" or to interested political influ
ence. If a pennanent Migration Board, independent of 
politics, were established in Great Britain to co-operate 
with organizations similarly constituted in the Dominions, 
there would be a distinct gain to all. the countries con
cerned. The Board in Great Britain should have among 
its members at least one representative from each 
Dominion commissioned by the Board of the respective 
Dominion to act as its representative and adviser. Up 
to the present time the Dominions have limited their 
acceptance of immigrants to agricultural workers and 
domestic servants. To import other kinds of labour 
officially would involve them in disputes with trade 
unions probably, and so create political trouble. In all 
the Dominions there is an increasing tendency to manu
facture at home, which means that skilled and unskilled 
workers could be absorbed in the new and expanding 
industries. An independent Board would be apprised 
of the demand for such workers and would be enabled 
to place men in positions without incurring risks'such as 
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might confront a political party which undertook the task .. 
This would be far more satisfactory to the Dominions than 
allowing men to enter the country on the offchance of 
finding the particular work for which they are equipped. 

The more one studies the question of Empire settle
ment, the more one is convinced that a judicious and 
comprehensive scheme' to deal with it immediately is 
absolutely essential. It would certainly relieve unemploy
ment in Great Britain, and would at the same time provide 
the Dominions with British stock for which they all 
express a preference. 

The population of England is said to be 48::2 to the 
square mile. In Canada it is 2'5; in Australia, 1·8; in . 
New Zealand, Il'7; and in South Africa,3·2. Itisappar
ent, therefore, that the people of the Empire are far from 
being evenly distributed. It would be quite impossible 
to distribute them evenly, of course, but it should be 
possible to relieve the more densely populated areas to 
the advantage both of themselves and the sparsely. 
populated Dominions. 

Our Dominions purchase enormous quantities of British 
goods yearly, and an augmentation of their populations 
would undoubtedly mean increased purchases from us. 
Mr. Amery has said : "Australia and New Zealand, with 

• 7 ,000,000 people between them, bought in 1926 British 
goods, almost all manufactured, to the extent of approxi
mately £II lOS. per head. In other words they bought 
from us more than the 700,000,000 people of Asia (India 
included), twice as much as France, three times as much 
as Germany, and six times as much as Italy." Surely 
it is in the interest of Great Britain to spend liberally 
on the strengthening of the populations of the Dominions 
in order to increase their purchasing power and to 
diminish the drainage of her Treasury by unprofitable 
doles and poor relief at home. 

If some immediate attempt is not made to settle skilled 
as well as unskilled men in the Dominions, we shall 
doubtle$S witness a greatly increased migration of English 
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mechanics to the United States now that she has con
sented to admit annually a larger quota of immigrants 
from Great Britain than the heretofore limit of 34,000. 
Such valuable industrial material should not be lost to 
the Empire for the want of foresight and practical 
encouragement. 

Englishmen have not lost their grit. They are merely 
awaiting a definite and reliable demand for the kind of 
work that they are fitted to do, and the necessary financial 
assistance to enable them to take up that work by which
ever Dominion it may be offered. 



CHAPTER IX 

THE NEED FOR EDUCATION 

CRITICS of our educational system are numerous enough; 
no less numerous are the detractors of our business 
methods. It is always a thankless task to indicate 
defects, and it is never an easy matter to suggest improve
ments. Not in a spirit of criticism is tbe suggestion 
advanced that a fuller knowledge of the great Empire 
to which they belong should be imparted to the young 
people of Great Britain. Demonstrative patriotism is as 
unnecessary as it is undesirable; nevertheless, boys and 
girls must ·be taught loyalty to the Empire, and no effort 
should be spared to arouse a consciousness of the respon
sibilities which their heritage imposes upon them. As 
an abstract idea, that heritage can convey little to their 
minds; consequently, it must be accompanied by instruc
tion in the evolution of the Empire, its constitution. 
collectively and individually, its geographical and 
climatic assets, its magnitude, peoples, products, resources 
(developed and undeveloped), sea and rail communica
tions, the extent and nature of its industries and trade, and. 
above all, the advantages to be derived from the con
sumption of Empire products in preference to those 
of foreign countries. The immediate effect of such 
instruction may be negligible. but it could not fail to 
produce beneficial results when the boys take their 
places in industry and commerce, and the girls reach 
the housekeeping age and take charge of the domestic 
exchequer. 

The primary and secondary schools are devoting more 
attention than formerly to the commercial geography of 
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the Empire, and it is a pity that all the public schools 
do not copy their example, especially as the youths 
trained therein are likely to associate themselves in due 
course with the management of British industries and 
commercial houses engaged in export trade, or may seek 
careers in one of the British Dominions, colonies or 
possessions. 

A practical method of educating our youths along 
Imperial lines has been adopted to a limited extent in 
the form of vocational tours of some of the Dom.ihions. 
That is a highly commendable form of education, and it 
might be extended either by local educational authorities, 
the public schools themselves, or with the aid of grants 
from the British Government and the Government of 
the Dominion selected for the tour. The School Empire
Tour Committee of the Imperial Institute has set an 
example of the kind by sending thirty-five public school 
boys and a staff of three on a tour 0.£ New Zealand and 
round the world. It is understood, of course, that 
discretion needs to be exercised in the selection of youths 
for such tours, the choice being dictated by the careers 
which the candidates may have in view. 

The Empire Marketing Board, although heavily 
burdened at present with a multitude of schemes, might 
be induced to extend the work of its publicity branch. 
So far, its propaganda has been more general than 
specific. Street posters, maps and newspaper advertise
ments are, by their nature, circumscribed in appeal and 
in influence. Their purpose is to" boost," not to teach. 
A number of speakers capable of delivering a course of 
le<.tures on the British Empire could do valuable educa
tional work at primary, secondary, and public schools, 
at young people's clubs, working men's institutes, women's 
societies, and other organizations similar in character •. 
The Board is already doing something of the kind, but the 
work is not on a sufficiently large and compreheDsive scale. 

Such lectures as those suggested would not only spread 
a fuller knowledge of our Dominions, colonies and 
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possessions; they would furnish facilities, especially among 
women, for urging the claims of Empire products in 
preference to those of foreign origin. If the foodstuffs 
of the Empire are to be popularised in Great Britain they 
must be made known to the consumer. It is not in the 
direct interests of the shopkeeper to press Empire products 
upon his customers. He is in business to supply the 
commodities demanded. If. he is to stock Empire goods, 
he can do so profitably only in response to a demand. 
The 'education of consumers to differentiate between 
goods of Empire and foreign origin, and to demand the 
former, is one of the most urgent needs in the develop
ment of Empire trade. It is an arduous task, but if it 
were undertaken by the Empire Marketing Board, that 
organization would add to its already invaluable work 
by further expanding the trade of the Empire in the 
direction indicated by the Imperial Economic Committee. 

Not less important than a fuller knowledge of the 
Empire by our young people is a closer familiarity with 
the markets thereof on the part of manufacturers and 
merchants. Everyone familiar with foreign and colonial 
markets is eognisant, not only of the intensified competi
tion resulting from the increase of manufacturing plants 
in almost every country, and the accentuated competition 
therein, but also the changes in the range and variety of 
goods in demand. A large number of foreign and 
colonial buyers have opened offices in Great Britain. 
That· policy has been dictated partly in the interests of 
economy, but mainly in order that the proprietors may 
purchase on the spot the particu1arcommodities required 
in their respective markets. So many British manu
facturers have been accustomed to the transacting of their 
.. Colonial" trade through merchants, that they never 
know from personal experience either the changes that 
are taking place in the nature of the commodities in 
demand, or the origin, extent, and character of fresh 
competition.- -The Old-fashioned tenns-" Colonial trade," 
"China trade," etc.-are misleading to-day, inasmuch 
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as the requirements of most countries have changed 
too markedly to be embraced by such general 
terms. 

Competition is now so keen that salesmanship is of 
paramount importance. Towards the end ·of 1929 the 
Committee on Education for Salesmanship issued' its 
interim report which, if it contains little information that 
was not already known to our leading exporters, certainly 
reveals the need for a wider and fuller education of the 
young men destined to be our future salesmen. 

A good salesman is invaluable, whether he be in the 
sales room, in the store, or .1" on the road JJ ; but such an 
individual should always have his natural ability supple
mented and directed by the greater salesman, who is, or 
ought to be, the person at the head of the export side of 
any business doing an overseas trade. It is useless to 
send a representative to any foreign or .. colonial '.' market 
for the purpose of selling goods, unless he, or the head of 
the export department, or both, possess a thorough 
knowledge of that market's requirements and its methods 
of trading. So frequently, in the past, have travellers 
been despatched to an overseas market with samples of 
a firm's manufactures without preliminary investigations 
having been made, and the firm has experienced sore 
disappointment when the traveller has returned with 
few or no orders taken. 

The present writer has had over twenty years' intimate 
connection with Canadian trade and commerce. During 
that time hundreds of firms were interviewed in Qlnada 
and other countries. The outstanding complaints of 
importers were the unreadiness of British manufacturers to 
supply the specific commodities required and in the case of 
such goods as were saleable the absence of stocks upon 
which the importer could draw quickly instead of being 
compelled to cable and await the arrival of the goods, a 
delay which might entail the loss of an order. In the 
case of articles in demand continuously, American manu
iacturers carry stocks not only in the main distributive 
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centres of Canada-Montreal, Toronto, Winnipeg and 
Vancouver, but in all cities where the volume of trade is 
large enough to make such a practice remunerative. 

A further complaint was the failure of many firms to 
furnish catalogues and quotations in Canadian currency 
and weights. The Americans, using the same currency 
and weights as the Canadians, possess an asset of great 
value, and until British exporters all round take the 
trouble to convert their quotations into dollars and cents, 

. the Americans will always have an advantage over them 
in the Canadian market. 

To what· extent the foregoing and allied basic trading 
subjects can be taught young people taking up commerciat 
careers is a question for educational authorities and 
exporting houses. That there is a limit beyond which 
the seco~dary and public schools, and even the universi
ties, cannot pass is admitted, but there cannot be too 
frequent discussions between business men and educa
tionists in regard to the extent and nature of such 
knowledge as can be imparted in preparation for 
the commercial channels through which indispensable 
practical experience can be gained. 

Whatever means are adopted, it is cert$ that export 
firms will never hold their own in overseas Empire or 
foreign countries, still less progress therein, unless they 
endeavour to know such markets thoroughly by studying 
their characteristics; by continuously and sympathetically 
keeping in touch with them, and, by such a policy, 
demonstrate to their customers that their sole aim is to 
give satisfaction in every way. 



CHAPTER X 

THE FUTURE AND ITS POSSIBILITIES 

AFTER reviewing the resources of the Empire. the trend 
of inter-trading therein. the tendencies of modem indus
trial development. and the direction in which the leading 
manufacturing and trading countries of the world appear 
to be moving. one naturally wonders what position the 
British Empire is destined to occupy in the years to come. 
Will the various units be compelled to work out their own 
salvation? Nothing would be more fatal to the unity and 
continuity of the Empire than a conviction in the Domin
ions that the Mother Country preferred their pursuing 
such a course. In spite of the indifference of the British 
people at home in the past. the Dominions are hopeful 
that mass opinion in Great Britain will yet change. and 
empower the legislators to take whatever action is neces
sary tn ensure Imperial economic unity no less real and 
effective than that which exists between the various 
units of the United States of America. 

Obviously a beginning should be made at the centre of 
the Empire. first in its own interests. and afterwards in 
the interests of the whole British Commonwealth. The 
main problems presenting themselves for solution at 
home are the organization of industry in such a way that 
our export trade can be restored. and the development of 
agriculture on a scale large enough to reduce our huge 
imports of foodstuffs from foreign countries. In additign 
to the disparity between our exports and imports as a 
whole. there is the more absurd and alarming disparity 
between our external purchases of products of the soil 
and our capacity for production at home. 

n7 
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In regard to the reorganization of industry, Viscount 
Rothermere has stated: .. There is more out-of-date 
machinery in the North of England than in any other 
great industrial district in the world." Further, he has 
affirmed that "our fiscal system, our industrial organiza
tion, and our business outlook are all as archaic as our 
machinery." Whether we agree with him entirely or 
not, it is certain that the United States and Germany are 
already larger exporters than ourselves, and that there 
must be some reason for our relegation to the third 
positionaftet leading the world industrially for so 
many decades. 

To what extent reorganization can be carried out is 
not as apparent as is the necessity for it. . It has to be 
borne iIi mind that reorganization on a scale commen
surate with the need entails an enormous capital outIay, 
and money is far from plentiful either in industrial con
cerns, or in the pockets of the investors upon whom indus
trialists invariably rely when reorganizing, reconstructing, 
or extending their plants. On the contrary, money is 
exceedingly scarce, and, what is more alarming, the 
demands of the State and municipalities are increasingl 

while the resources from which the demands are drawn 
are assuredly diminishing. The marvel is, by way of 
example, not that thiee hundred cotton mills have closed 
down in Lancashire since 1920, but that the remainder are 
able to survive the burdens of their overhead expenses 
and meet foreign competition at home and overseas. 

Reorganization, reconstruction-call it what we will
even if it be undertaken, cannot of itself restore the lost 
fortunes of British industry. It needs to be accompanied 
by a diminution of public expenditure on social services 
and luxurious utilities for a decade at any rate; by safe
guarding duties in cases where unfair competition makes 
reconstruction out of the question: and by agreement 
among employers and employees to extract from industry 
the largest output possible. . 

The question of increasing our output is of vital impor-
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tance. Solve it satisfactorily, and the country would 
move towards recovery. Industrial practice is so far 
ahead of us in 'that respect in the United States that no 
one can be surprised at the progress her export trade has 
made during the past ten years in particular. 

A very astute American friend of Great Britain states 
in his book on Britain's Economic Plight, that "Britain's 
resources (Empire) are tremendous and incalculable: pro
bably far greater than the British people themselves have 
the slightest idea. It has the transportation, the manu
facturing plant, the credit, the raw materials, the reputa
tion, and apparently everything that goes to make a 
trading and manufacturing nation pre-eminent in its 
sphere. But as matters stand to-day, it isn't using the 
kind of economic intelligence necessary to tum these 
national resources to the best account. It is the human 
element that ,is at fault. . • i The only way tornake 
things better is to wipe the slate clean, kick out the Labour 
leaders who look to Russia instead of to America for 
their ideas and inspiration, and set about the all-impor
tant job of getting down the cost of goods which England 
must sell abroad if her people are to keep on 
eating." 

American employers and employees have accomplished 
far more than the British in the matter of increased pro
duction. They have made fuller use of mechanical power 
and labour, and improved their methods of management 
and administration with excellent results. According to 
reliable statistics their'manufacturing industries required 
13 per cent. less mechanical power in 1924 than.b 1:913, 
and 25 per cent. fewer wage-eamers, 1:7 per cent. less 
management perSonnel per unit of product, besides 
decreasing the average hours of work per worker per 
week by 1:0 per cent. Moreover. the value added by 
manufacture per wage-earner increased by nearly 1:00 
per cent., while real wages, in relation to purchasing 
power, advanced by over 25 per cent. In these facts 
may be discerned the key to the wonderful expansion of 
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American export trade, and the ability of that country's 
manufacturers to beat Great Britain in so many markets. 

In 1927, Mr. J. Ellis Barker wrote an informative book 
on the industrial and commercial progress of the United 
States-America's Secret-The Causes of her Eccmomic 
Success. It is a brilliant analysis of America's trading 
equipment, and should be studied by every man desirous 
of ascertaining our industrial weakness in comparison 
with 4merica.n strength. Increased production, in the 
opinion of Mr. :Barker, is Great Britain's one avenue of 
salvation. The situation is summeQ up in the following 
words: 

!' At present England seems to be drifting towards 
perdition, not because of her War debt, but because of 
the evil spirit which has destroyed the unseen founda
tions of race and nation. Will there be a tum of the tide? 
By.trebling output per worker (one American worker 
produces about as much as four British workers) Eng
land's wealth, income, and power would be trebled, and 
the burden of her War debt and taxation would auto
matically be reduced to one-third. High production and 
a return to those qUalities and methods which have made 
England great in the past will save the situation," 

Two or three conflicting forces have been in operation 
in Great Britain for more than a decade. Whether they 
are the direct and absolute cause of our inability to com
pete in foreign markets may be questioned in view of the 
country's enormously increased financial burdens, but it 
is beyond. refutation that restricted output, curtailed 
hours Qf labour, and enhanced .wages have synchronized 
with trade depression, and have undoubtedly contributed 
to it. 

Regarding restriction of output, some manufacturers 
are as great offenders as their employees. For some time 
past the manufacturers of cotton goods have been endeav
ouring to reVive their trade by curtailing production, with 
the inevitable result that the demand has further declined 
instead of increased. Henry Ford aclopts the opposite 
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policy. He increases his output in order that he may 
command bigger sales, shorten the working hours of his 
men, advance their wages, and at the same time augment 
his own income. It is not over-production at low prices 
that kills demand, but under-production at high prices. 
However, that is a phase of the subject not quite within 
the scope of this book. 

Some action must be taken to revive our export trade. 
If we cannot regain our foreign markets, we can certainly 
increase our sales to Empire overseas markets by a process 
of mutual bargaining. The Dominions are prepared to 
purchase more from us if we are ready to purchase more 
from them. The same cannot be said of foreign countries_ 
From 1C)20 to 1922 there was an almost world-wide trade 
depression, and there were plausible grounds for believing 
that our industrial distress was but part of the whole. 
That depression is no longer universal, yet our own per
sists. By every means at our disposal we have tried t(> 
revive our industries, by subsidizing the building trade 
and coal-mining, by credit facilities, by urging the con
struction of public utility works, by derating, and by 
distributing hundreds of millions sterling in unemploy
ment and poor relief. Governments have announced 
palliative policies, put them into practice, and yet there 
is no indication that trade will be in any better condition 
at the end of the present year than it was in 1C)25. We 
appear to have reached a state of mentality in which 
the whole nation is tending to accept the situation as 
inevitable and permanent. 

If there is any practicable alternative to Empire trade 
development for the restoration of our former commercial 
supremacy, the authors have not yet announced it. 
While every other manufacturing country in the world 
deems it necessary to keep its home market sheltered, 
Great Britain neither shelters its own. nor the greater 
market of Empire, which is large enough to absorb 
more than the whole of our exports of manufactured 
goods. Further. there is a solidity. continuity, and a 
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prospective growth of overseas Empire demand con
trasting with the uncertainty of our future transactions 
with foreign countries. The consumption of British 
goods by the Dominions, per capita, is many times greater 
than that of foreign countries, and as their populations 
increase, and their resources become more fully utilized, 
their purchasing power must develop in proportion. 
While there are always possibilities of wars and civil dis
turbances in foreign countries, disruptive factors in trade, 
it is hardlY probable that such eventualities will arise 
in the Dominions. Peace and the development of their 
economic life are the principles by which the peoples are 
actuated at present, and are likely to be actuated for 
many generations to come. 

By ,the adoption of an Empire trade policy based on 
mutually arranged tariff concessions, we should reduce 
the number of our unemployed and revitalize our depressed 
industries. The policy would ,include the reserving for 
.ourselves of a larger proportion of our'home market, and 
the multiplying of our customers in the overseas parts of 
the Empire by increasing their purchasing power as the 
result of our increased purchases from them. 

The present situation is favourable to a. forward 
movement towards closer trade relationships. Delay can 
only intensify any difficulties now preventing freer trade 
'IDnongst us. The establishment of additional industries 
, in the Dominions is bound to continue unless their peoples, 
by preferential tariff arrangements, find it more advan
tageous to import certain commodities from us than to 
manufacture them. To provide the Dominions with 
an assured market is the most effective means of inducing 
Jhem to confer similar favours upon us. 

From whatever angle the economic inter-relationships 
of the Empire are viewed, it has to be admitted that they 
are defective. ,There is something which prevents the 
: welding of the component parts into one effective common
'~ealth for the promotion of the interests of each and the 
1Whole. Vntil the dawn of Empire free trade is visible, 
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it would appear that mutual tariff preferences consti
tute the only means of ensuring Empire integration. A 
common trade policy is the surest foundation for any 
future policy of united action in world politics. Trade 
is the life-blood of all sections of the Empire, and tpe 
supreme interest of all peoples is to safeguard that which 
sustains their life. The aspect of unity for defence, how
ever, need not be discussed here. Defence is not always a 
common interest of Empire, but that trade is, there can 
be no doubt. 

In a preceding chapter we have noted the existence 
of an Empire trade policy, in embryo, worked out by the 
Dominions, the growth of which has been retarded by 
the inactivity of Great Britain. It has grown, and still 
thrives, but without the effective co-operation of the 
Mother Country it can never reach the fullness and 
stature of maturity. In spite of the indifference of Great 
Britain, the Dominions continue to invite reciprocity by 
their own example. How much longer those preferences 
will be extended in the absence of a practical response 
from us, it is impossible to say, but if delays persist, 
there is always the possibility of the Dominions concluding 
trade agreements with foreign countries having something 
to give in return, thus tending to diminish instead of to· 
increase their purchases from us. 

In the initial stages of trade development by inter
Empire preferential tariffs, it might not be possible to 
select more than a few commodities for reciprocal treat.;. 
ment by Great Britain and Canada; but a be~g of 
some kind is the important thing. As an illustration of 
possible benefits to British industries, two items may be 
cited. Canada imports from the United States annually 
over 3,000,000 tons of anthracite coal, and only 600,000 
tons from Great Britain. A Canadian tariff in our favour 
would give a tremendous impetus to the Welsh coal trade. 
That Dominion also imports from across its southern 
border approximately £70,000,000 worth of iron, steel, 
and machinery a year, but only £4,000,000 worth from 
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Great Britain. If the trade in these commodities could 
be transferred to us, on condition that we made purchases 
from Canada of corresponding value, our iron, coal, and 
steel industries would quickly be delivered from their 
present depressed state. 

A mutual exchange of other commodities could also 
be arranged with Canada as well as with other Dominions. 
The point is to make a start. This can be done when all 
the interested parties consent to sit in conference, with a 
free hand to act. ' 

At the end of 1929 there was issued by a number of 
leading representatives of British industry a .. Manifesto 
on Imperial Trade Policy." The signatories formed an 
Empire Economic Union to study the problem and to 
advocate the policy in Great Britain and throughout the 
Empire in co-operation with other leaders of industry. 
The manifesto states: "Having carefully studied the eco
nomic and industrial position of -world trade, we have 
come to the- conclusion that it is imperative to establish 
between all parts of the British Empire a policy of closer 
and more intimate mutual economic co-operation than 
exists to-day. 

" It is not merely that of a total annual import 
into all Empire countries of £2,200,000,000 only some 
£900,000,000 comes from the Empire, leaving an enormous 
margin, most of which could be ,supplied from Empire 
sources. It is even more the almost incalculable stimu
lation to productive power and enterprise in every part 
of the Empire which would result from a conservation 
and circulation 'within the Empire of the creative energy 
represented by our purchases. 

"The need for a prompt and _ bold decision is being 
forced upon us. It is not only that our own trade and 
employment position in Great Britain calls for immediate 
action. The United States, following a policy of mutual 
economic co-operation over a vast and rich territory, 
has built up a position as the dominating power in the 

__ c:;conomi~ ~_WgrJd~_ 
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"In Europe far-seeing men realise that the day of 
small economic units is passing away, and our former 
allies and enemies are being rapidly forced to consider 
some form of closer economic union for a continent. 
In the coming realignment of world economic forces 
-can the nations of the Empire afford to remain isolated 
economic units? Will they not be compelled, unless 
they are to fall behind in the whole progress of world 
development, either to accept absorption in one of the 
great neighbouring groups-Great Britain in the European 
group, the Dominions in the American economic orbit
<>r else to combine to make the Empire an economic 
unit? 

"We stand unhesitatingly for the Imperial solution. 
If the ideal of an absolutely free interchange of all Empire 
products within the Empire is not realisable, at least 
under the conditions of our day, let us at any rate get 
as near to it as we can. Let us, by consultation and 
discussion, by mutual give and take, modify whatever 
is vexatious and hampering in our various fiscal and 
trading systems without being essential to our individual 
economic policies, and ensure that inter-Imperial trade, 
if not absolutely unchecked, shall at any rate flow as 
freely and in as full volume as statesmanship and the 
good-will of our peoples can enable it to flow." 

By the study and advocacy of this great and important 
question, it is hoped that the peoples of Great Britain 
and other parts of the Empire will be able to form some 
common policy of economic unity in the near ~ture. 

Until such a policy is put into operation, Great Britain 
must utilize every means at its disposal for the improve
ment of trade with the overseas Empire and foreign 
countries under existing conditions. In one direction 
the Government could be of greater service to our traders, 
and if it is dealt with at some length, it is because the 
importance of the subject demands it. 

When it was proposed, in 1929, to close the Depart
ment of Overseas Trade, business men who had derived 
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benefit therefrom made strong representations to the 
Government regretting the proposal, and pressing for 
the. continuance of the department's activities. The 
politicians who advocated the abolition of the depart
ment could not have been familiar with the work of the 
United States Bureau of Foreign and Domestic Com
merce, nor could they have had at heart the interests 
of British overseas trade, or they would have suggested 
an expansion rather than a contraction of our machinery 
for the promotion, of trade abroad. 

Under Mr. Hoover, after he was appointed Secretary 
of Commerce, in 1921, the principal agency for the 
advancement of foreign trade was reorganized and 
revitalized, his guiding principles being the extension of 
the commercial attache and trade commissioner services, 
and the establishment of close and continuous contact 
between the Department of Commerce and the factories 
and business houses in the United States. 

The new system of " grouping" within the Bureau of 
Foreign and Domestic Commerce, which has been 
productive of such excellent results, took the place 
of "regional" divisions. The "regional" system 
consisted in concentration upon the needs of specific 
geographical sections of the world; the "grouping" 
system is based on commodities in preference to areas. The 
divisions of this system represent the interests of the 
various industries individually rather than collectively, 
as was formerly the practice. By working in close 
co-operation with a definite industry, a division is enabled 
to give far more satisfactory service, as each group of 
manufacturers of particular commodities knows that it 
has a "service unit" at the Bureau to which it can apply 
for any information 'Concerning foreign markets. There 
are at least sixteen commodity divisions functioning. 
In addition, nine "technical divisions" are in operation 
fully equipped to furnish information and to advise on 
the .commercial laws of foreign nations; transportation 
and . communi~ations; Customs duties and import and 
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export regulations; questions relating to foreign Govern.;. 
ment loans, investment operations and exchange matters; 
and reports,statistics, etc., relating to the import and 
export trade of the United States and all other countries 
in the world. 

A Division of Regional Information is still retained, 
its duties being the dissemination of general information 
on economic conditions in all countries with which trade 
is possible. The reports of the division are based on 
information received from the American consuls and 
representatives of the Bureau, and are distributed to 
such firms as are known to be interested in them. 

In 1921, the foreign offices of the Bureau-numbered 
twenty-two; there are now about sixty in existence. 
The selection of the commercial attaches and trade 
commissioners is made with great care. They must be 
trained business men and economists. 

Following the example of Canada, the Bureau has 
recently appointed permanent trade commissioners to 
specialize in a particular commodity. Each commissioner 
is given a special line of trade to investigate in a selected 
territory, and he is expected to collect all available 
information thereon, and to prepare a report for trans
mission . to all American firms interested in that 
particular line and market. 

To collect all this information would be of little purpose 
unless it were directed into the appropriate channels, 
and were speedily and always at the service of American 
business interests. Throughout the United States tl:!ere are 
under the Bureau of Foreign and Domestic Commerce 
twenty-nine district offices, and forty-nine co-operative 
offices, . the former being directed and - maintained 
by the Bureau, whilst the latter are attached to local 
chambers of commerce, or boards of trade, which bodies 
discharge their own expenses, the Bureau furnishing to 
them, gratis, the same service as is extended to the 
district offices. It is thus possible for any business firm 
to 'phone or call for the latest and fullest information 
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on any branch of foreign trade, or any market, without 
having to communicate with Washington. 

The organization of the United States Bureau of 
Foreign and Domestic Commerce has been given at some 
length in order to ind~ate the efforts put forth by the 
American Governmel1': 1.0 assist the country's exporters, 
and thus extend their foreign trade. That these labours 
are appreciated and fully utilized is beyond doubt. 
During 1928, according to the Commercial Intelligence 
Division, of the 400,000 detailed reports on foreign 
business houses filed at Washington, 45,600 were furnished, 
by request, to American exporters. I'n addition, 13,000 
~ervices, consisting of every phase of trading abroad, 
were performed daily for business men. 

Such work on the part of a Government cannot ~ery 
well be ignored by Great Britain. A live foreign trade 
service should be of inestimable value to British manu
facturers and exporters generally if conducted on a large 
scale, and kept closely and constantly in touch with them. 
The British Government should consider the enlargement 
and not the curtailment of its trade-promotion activities 
throughout the Empire and in foreign countries. 

In conclusion, one can but, hope that Great Britain 
will awake and put on strength. If immediate and full 
advantage be taken of the natural resources and trading 
opportunities which the Empire presents, we need not 
despair. On the contrary, we should witness a resuscita
tion of industries, and a return \0 the position we once held 
as the greatest traders in the world. Instead of the 
present loose collocation of scattered peoples cemented 
only by blood and language, the revival would lead us to 
the realization of an economically and politically united 
Empire. 

THE END 
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FOREWORD TO THE SECOND EDITION 

THE' supreme test of an hypothesis, in problems of 
cause and effect, is the subsequent verification of 
such consequences as may have been predicted. 
The discovery of the planet Neptune in the year 
1846, by means of the telescope, in the very orbit 
foreseen by Adams in 1845, as a necessary con
sequence of certain mathematical hypotheses, con
firmed those hypotheses. In the same way, the 
verification of the curvature of light rays by 
Eddington, after its theoretical discovery by 
Einstein as a consequence of the theory of 
Relativity, confirmed Einstein's hypotheses. 

In sociological problems, of course, as more varied 
and uncertain factors have to be taken into con
sideration-factors whose exact effect is often hard 
to trace on account of the impossibility of isolating 
them-predictions can never be as exact and· 
categorical as may be the case in astronomy. 
physics and mathematics. 

Nevertheless. if one predicts. for instance, in 1927. 
that, as a consequence of an economic and natural 
law which has served as hypothesis, namely, that 
distress tends to press upon relief, every increase in 
doles or in the facility wjth which they can be 
Qbtained will. other things equal. be followed by a , 
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. proportional increase in unemployment: and that 
the more money we give out in bene1its and in drugs 
under the National Health Insurance scheme, the 
more we shall have to give out, both these 
predictions being subsequently and most signally 
fulfilled, one may legitimately consider the 
hypothesis confirmed. 

In the case of unemployment it will be urged 
that "other things II have not been equal, for the 
troubles in India and China, the slump in New York 
and the Hatry crash may be considered as causes of 
the new increase. 

But troubles in China have been going on for a 
very long time, while those in India have not come 
along suddenly, since Japan and other countries 
have been gradually capturing our markets there 
for many years. Neither are slumps and crashes 
new phenomena, though some may be more 
spectacular than others. Such influences NOT 
beginning all at the same moment Uuly, 1929) I could 
not cause a sudden enormous rise in unemployment, 
such as we have witnessed in Britain since the passing 
of the new dole A cts by the present Socialist Government, 
because the test known to logic as that of concomitant 
variations at once disproves such a theory. 

Similarly, the plea that chronic unemployment in 
Great Britain is due to Free Trade will not stand 
the tests of logical enquiry, for Free Trade is no 
new factor, and so cannot possibly cause sudden 
changes. r do not deny that our position as the 
only Free Trade nation in a Protectionjst world may 

, See diapun faci~ pa~e 8,. 
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be a cause of unemployment, and I certainly believe 
that a Protectionist policy would have a tendency 
to reduce unemployment; moreover, I believe that 
Empire Preference is needed to hold the Empire 
together. But as long as the dole system continues 
we shall go on creating an ever-increasing number 
of unemployables which no trade revival can ever 
absorb. Germany is a Protectionist country, yet 
she has had chronic unemployment ever since she 
began liberal dole distributions, in spite of her 
undoubted industrial prosperity, as proved by her 
exports. 

We hear a great deal about II world depression"; 
but those whose one preoccupation is to exonerate 
the Government from all blame with regard to the 
present state of affairs overlook three important 
facts in repeating that parrot cry. Those facts are : 
first, that many countries are still prosperous; 
secondly, that the chief sufferers in Europe are 
those which, like ourselves, have elaborate systems 
of unemployment insurance; and thirdly, that much 
of the distress abroad is the backwash from our 
own troubles. 1-

Sir Ernest Benn shews that not more than ten or 
fifteen per cent., at most, of the amount of our 
economic troubles can be due in any way to causes 
other than those to be found at home. I 

There can, however, be little doubt that the great 
millstone which America has succeeded in hanging 
about the necks of her one-time allies is one other 
cause of the increasing depression. But again, this 

I dUOtln' Rmderld. page 6. 
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is no new factor, being one of the many that have 
now been operative for years. 

Unemployment in the United States has evidently 
different origins from that in our own country. 
Moreover, it is not chronic, as with us, having 
become a serious problem only within the last two 
years. A great fall in the prices of primary prodl1cts 
cannot but upset the economy of a land where those 
prodl1cts form .its basis. Economic problems call, 
too, for a special study in a country which for ten 
years has sucked the wealth of El1rope, and has 
become incomparably the richest in the world; 
though one may remark in passing that surfeit may 
sometimes become as unhealthy as starvation. 

In the meantime, in England all parties go on 
pathetically wringing their hands and waiting for 
the trade revival that never comes; desperately 
seeking for reasons to account for our troobles which 
may accord with their own pet theories. Bl1t none 
will apply logical method and face the tru{h. They 
are committed to theories which, right or wrong, 
they must l1phold; for their object is political 
power, not truth. 

Moreover, since the public is wedded to the idea 
that National Insurance is a sound principle, it does 
not want to see it proved a failure. For this reason, 
not only the politicians, but the Press also will say 
nothing against the principle; for just as the 
politicians depend upon the people's votes, so the 
Press depends upon their subscriptions for its bread 
and cheese. Editors will, therefore, only- publish 
the stllff people want and the opinions already held 
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by a respectable number. This is the freedom 'of 
the Press of which we boast. It is not, in practice, 
freedom of expression for all opinions, so that truth 
may conquer fallacies of thought, but freedom for 
editors to give the public the sort of dope they 
believe is wanted, in order that they may fill their 
own pockets. Even the boldest writers, therefore, 
like J. L. Garvin, will not or dare not attack the 
principle of compulsory insurance, but talk only of 
overhauling or " purifying" it in practice. It will 
be found, however, that this is not enough to save 
us. When one is on the wrong road it is not much 
good mending the road' The principle of compulsory 
insurance is, 1 maintain, both uneconomic and 
dysgenic. 

How long can our fools' paradise endure? 

With regard to my chapter on morality, I may 
here observe that the short space of four years has 
sufficed so far to change the ideas of the majority of 
people of all classes, that much of what I wrote in 
1927 seems now almost old-fashioned. Good and 
bad tendencies have been at work. The revolt 
against family life is all to the bad, for it means 
the advent of a reign of selfishness. The love of 
offspring is Nature's most beautiful scheme for 
furthering human evolution, and its decline is a sure 
sign of racial decay. But the greatly lessened 
cruelty of our attitude to the unmarried mother is 
a welcome sign. Surely we might almost say to-day 
that the difference between her and her sisters is, 
mOre often than not, that $e W<l,S too ~oc;ent tQ 
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use contraceptives I We must not condemn her on 
that account. 

There is, unfortunately, very little tendency as 
yet to recognise the supreme claim which the 
well-being of posterity should have upon us, in the 
new moral code we are shaping at the present time. 

In my earlier edition I ventured to suggest that 
the number of mentally defective individuals in our 
midst had nearly doubled in the past twenty years. 
Since then (in 1929) the Joint Committee of the 
Board of Education and the Board of Control has 
estimated the number in 1926 at 340,000, or more 
than double the Board of Control's estimate for 1906 I 

In the words of Mr. Eldon Moore, "Seldom have 
uneasy suspicions, warnings, direct prophecies been 
so utterly justified as those of biologists and eugenists 
for the past twenty years are now justified by this 
report." 

London, January, 1931. 



CHAPTER 

FOREWORD TO THE SECOND EDITION 5 

INTRODUCTION 13 
I Is DEGENERATION A FACT? 24 

II HUMANITARIAN LEGISLATION 44 
III THE VICIOUS CIRCLE OF DISTRESS AND 

RELIEF 57 

IV THE PAUPER VOTE 85 

V EUGENIC REFORM 92 
VI THE DESTINY OF MAN 104 

VII PERILS AHEAD III 
VIII WHAT IS MORALITY ? 121 

IX A FASCINATING SCHEME 146 
X HUMAN BEAUTY 171 

XI GOVERNMENT .. 179 



Those readers of The Survival of the Unfittest 
who are interested in the author's scheme 
for either a eugenic settlement or a eugenic 
orphanage, or both, are invited to com
municate with him. All letters should be 
directed to Mr. C. Wicksteed Armstrong at 
the office of the publishers: The C. W. 
Daniel Company, 46 Bernard Street, London, 
W.C.! 



THE SURVIVAL OF THE 
UNFITTEST 

INTRODUCTION 

THE wanderer invariably comes to take quite 
another view of life and life's problems to that of 
the average stay-at-home Englishman. He sees 
the very different values set upon things by different 
peoples, and gradually acquires thereby a ~er 
sense of proportion. Half our troubles, both per
sonal and national, spring from the lack of this 
sense, for to him that lacks it little ills may seem very 
big and may sadden a life that might have been 
happy, while really great evils may seem trifling and 
not worth battling against, so that they stay to 
breed others yet greater than themselves. The 
man who has no sense of proportion is unable to 
distinguish the crank from the true progressive or 
the bigot from the true conservative, and, if he has 
opinions at all, is likely to become himself either 
crank or bigot. 

Travel and varied experience give us this sense, 
and the wanderer who returns is better able to see 
and to understand what is wrong with England than 
those who have lived here placidly all their lives. 
Like Mr. J. H. Curle, the talented author of To-day 

13 
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and To-tn01r01lJ,1 I have myself wandered for many 
years in far countries. During the best years of a 

·lifetime I have lived in three countries and visited 
twenty. And though I have not been so far as Mr. 
Curle, my experience has been perhaps more varied, 
for I have followed many callings in different lands, 
which have enabled me to mix on equal terms with 
all grades of society. 

In the present work, however, it is not my purpose 
to speak of far countries, or varied callings, but of 
this England of ours to which I have returned, to 
find her very different from what she was in the days 
of my youth. 

The Briton often sighs: .. Oh I wad some power 
the giftie gie us ... " yet he very seldom makes any 
attempt to see himself as others see him. Perhaps 
in this I can help him, for I know very well just how 
he seems to others, since I have shared that view
point, or rather those many view-points, and much 
of what I shall have to say in the present volume 
may be taken as embodying the opinions held by 
thoughtful foreigners with regard to Britain:1 

One thing has struck the author of To-day and 
To-morro1lJ, as it has struck me, very forcibly, and 
indeed it must strike every observant traveller who 
studies humanity abroad and loves the Motherland. 

I To-daj and To-mlWYolIJ: Thl T,sling Plf'iod of IhI Whil, 
Races (Methuen) . 

• Of course, the average foreigner knows no more of eugenics 
than does the Briton; yet he can see at once the folly, for 
instance, of giving relief to strikers from the rates and taxes. 
That this should occur in England is taken as one more proof 
that Englishmen are mad. ' 
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That one thing is, that England, possessing the finest 
human stock in the world, is at the present time 
doing all in her power to destroy it. She is making a 
huge and tragic mistake, throwing away her most 
precious heritage, more precious by far than empire 
or art or literature-the purity of her blood, the 
beauty, the strength and the character of her chil
dren. Of those who stay at home, only the most 
observant, the scientist, the statistician and the 
deep thinker seem to notice what is happening, but 
the wanderer who returns sees clearly. 

I found myself lately sitting on the sands at an 
English West Country watering-place, watching the 
children paddle and build castles, and the young 
people bathe, and the thought came back to me, as it 
had on previous visits to the old country, but this 
time with overwhelming force: In no part of the 
world is there a finer stock, better worth preserving 
for the ultimate ends of Evolution, beautiful lithe 
young bodies, well built and well favoured; bright 
intelligent faces; kindly consideration for each 
other on this crowded beach. And yet, even here, 
among these holiday-makers, who are the middle 
and not the lowest classes-a middle class that has 
been the best in Europe-how many children show 
the marks of scrofula or the signs of rickets I 

A few days earlier, in London streets, I had seen 
things far worse-things that made me sad; but on 
these sands, the contrast of a glorious inheritance 
struggling with what is vile was more striking, just 
because one saw so much that was beautiful. It 
brought home to one the fact that a difierentiaI 
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birth-rate, obliging all ranks to recruit from the 
classes below, must cause the rot to spread slowly 
upwards. 

The book just referred to, and one other, also 
published in 1926, but written in a very different 
style--<:autious, scientifically exact, well-balanced, 
instead of boisterous and half humorous like the 
first-bring the same message; the message which 
is the essence of that real New Morality (not that 
which is commonly so-called) which must come and 
must be accepted if man is to be saved from the 
results of his own follies. In Mr. Curle's words, the 
message is this : 

" The rights of those to be born are greater than 
ours, and our most solemn trust." 1 

The other book of which I am speaking is Major 
Leonard Darwin's Need for Eugenic Reform, and his 
message may be summed up in the following sen
tences: 

fI Philanthropists ought to learn that by their 
efforts they may be continually helping to defeat the 
very aims which they have in view." I 

and 
fI We should, of course, try to rid the world of all 

pain of mind and body now being suffered to-tlay, 
provided this can be done without causing more pain 
to-'tnorrow." 8 

It is chiefly "humanitarian" legislation that is 
I Ibid., p. 71. 
o The Neea fOl' Eugeni,; Reform, p. 418. 
, Ibid,p. 478. . 
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now deliberately destroying our fine stock. Put 
forward by politicians to satisfy an ignorant mob, 
and by idealists who ignore or think they can 
supersede natural law, it is bringing about the 
greatest tragedy of history. 

I hear someone say that such language is exag
gerated, and that a vague impression obtained on 
re-visiting England, after some years of absence, by 
looking at people in the streets or on the sands, is 
proof of nothing at all. Proof of degeneration can 
only be found, if it exists at all, in statistics Unfor
tunately, however, statistics confirm the impression, 
as I shall shew later. 

It is really the optimists who try to blind us to 
facts by vague observations. I read the other day 
in a leading article in one of the great dailies that 
" a nation which can produce a Captain Scott cannol 
be decadent." The writer apparently forgot that 
decadence does not run simultaneously through a 
whole nation, and may continue its destructive work 
among the rank and file for many generations before 
the best blood is finally eliminated. Others point to 
the falling death-rate as a proof that all is well, 
oblivious of the fact that this is, in itself, one of 
the chief causes of degeneration, since in keeping 
the weaklings alive, and enabling them to procreate, 
we do not diminish but increase their number$. 

Unfortunately, .. humanitarian" legislation, 
though essentially Socialistic, is not promulgated by 
Socialists alone. It was Liberal statesmen who 
gave us National Insurance, the dole and the pauper 
vote, and now all three parties vie with each other 

B 
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in the ignoble struggle for votes, bought with bribes 
for the great crowd of the Unsuccessful, for which 
they search the pockets of the efficient. Under 
democracy, what hope is there of changing this, 
even though the wiser among us begin to see whither 
it is leading? The inefficient will always outvote the 
efficient. 

It is this which has inclined me to think that our 
only hope of salvation lies'in some such scheme as 
that which, in my ninth chapter, I have ventured to 
call II fascinating." And I think I am justified in 
so calling it, for I can imagine no more fascinating 
subject for thought and speculation than that of the 
really infinite possibilities contained in the scheme. 
If the reader loves his fellow men, and more especially 
his countrymen, I do not think he will accuse me 
of presumption, after perusal. 

Democracy has failed because it is based on a 
fallacy. That fallacy is that the vote is a right, 
when in reality it is a function; for, since it is part 
of government, it can be properly exercised only by 
. those who have at least taken the trouble to study 
such subjects as history, political philosophy, and, 
above all, logic, without which no man can think or 
reason adequately even for his own government, 
much less to enable him to govern others. One 
might as well expect the hand, the foot and the 
stomach to perform the functions of the brain, as 
require of the ignorant that they shall help to 
guide the destinies of the nation. It is argued that 
the exercise of the vote is of itself a most valuable 
educational influence. On the same principle one 
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might put a man who had no knowledge of the 
mechanism of a locomotive engine to run an express 
. train, for the sake of the lesson in mechanics he 
might thereby receive. 

Socialism fails because it, too, is based upon falla
cies. It presumes men to be born alike, and to have, 
for this reason, equal rights. But biology tells us 
they are born quite unalike, physically, mentally 
and morally. Therefore, if the ignorant degenerate 
has the same rights as the intelligent and educated 
man, the ape must surely have the same rights as 
both. Socialism further presumes that the stimulus 
of competition is not needed in order to bring out the 
best work and the best results. because every man 
will naturally do his best whenever given a fair 
chance. The whole story of human evolution. 
however, contradicts this theory. for progress has 
never resulted without competition. To suppose 
that it will now begin to do so is to suppose that 
we know more about evolution than does Na
ture or her Author. And that is really exactly 
what the Socialist does think, in efiect, and the main 
object of this book will be to shew that it is only by 
learning from Nature, in order to co-operate with 
her. along her own lines, that we can hope to progress 
at all. By thwarting Nature or despising her we 
invariably court disaster. 

Another fallacy of the socialistic creed lies in the 
belief that every man can be rewarded according to 
his needs, whereas economic law demands that he 
be rewarded according to his worth to the com
munity. Here again the modern legislator vainly 
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attempts to force his ethics upon Nature, who, 
however, obstinately prefers her own. 

These lines were first written during the fourth 
month of the great Coal Strike (1926) when it already 
seemed probable that the stoppage would end by the 
men slowly dribbling back to work. But what most 
people seem unable to grasp is that this would have 
happened much earlier if the strikers' families had 
not been getting relief, and the earlier it happened 
the better it would have been for everybody. In the 
official repor~ of the Ministry of Health, many 
inspectors said so in plain language. 

People say, "We will not fight women and 
children," but fail to see that by a policy of relief 
that merely prolongs the struggle, they are fighting 
in reality the women and children of the rate-payer. 
In strikes, the employers' only weapon is starvation, 
and if he may not use that either the men must win 
every time or the industry must be ruined to a 
greater or less extent, when the employers are 
physically unable to grant the men's demands. If 
therefore we cannot admit of the starvation weapon 
we must prohibit strikes altogether. I 

Mr. Lloyd George, in his frantic efforts to make 
political capital, wrote to the American Press about 
the distress that, "but for charitable efforts, would 
have been too horrible to contemplate." And 
in his letter he said that the greatest hardship lay in 
the fact that mothers had to share the relief given 

1 I am told that this is absurd, for it cannot be done. But I 
have personally seen it done, and very successfully, in that 
former seat of continuous strikes and perpetual ferment
Catalonia. 
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to them and their young children with the fathers 
and the older children. Could anything make it 
clearer that relief merely prolongs the trouble, and 
in the long run intensifies the suffering? For if the 
fathers, that is the strikers, did not get that relief, 
they would necessarily go back to work. With 
it, they never need do so. In the meantime the tax
payer often has to stint his own family, and keep it 
as small as possible, in order that the non-workers 
may be at their ease. This is one of the many ways 
in which we are slowly exterminating the most 
productive classes, the backbone of the nation. 

I have spoken of the cranks and bigots who abound 
in the land. The successful crank has dosed us with 
so many of his medicines that we are in a very bad 
way as the result. But he is not called a crank; 
he is called a leader. It is the man who cannot get a 
hearing for an unpopular cause that is called a 
crank. I take the true meaning of the word to be 
one who has so little sense of proportion that he 
mistakes something that is really of little or no 
importance, or something idealistic and perhaps 
harmful, for a boon that will be the saving of 
mankind. If this is so, it is evident that before we 
can say whether an earnest advocate of some new 
idea is a crank or not we must look into his argu
ments and weigh them. But the man in the street 
is generally incapable of doing this, and, moreover, 
unwilling. The ideas that are unconventional he 
puts down as fads, while a real fad, if fashionable, 
he is quite ready to swallow. So the man who 
;ives us Na,tiona,l Insurance is a ~eat leader, while 
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the eugenist who tries to make us see its dangers 
is a crank, however scientific his methods. 

It is the unthinking defender of all that is con
ventional who is the bigot; he will not think or is 
incapable of logical thought, and he blocks the way 
to all progress, and more especially to the removal of 
false creeds, whether religious or social, by his 
inability to distinguish the true from the false. At 
the very outset he dismisses the unconventional idea 
with the one contemptuous word fad. 

Yet the world owes its progress to the unconven
tional, and the .. crank" of to-day may be the 
revered teacher of to-morrow. All depends upon his 
sense of proportion and that of the community." 
Will the eugenist be the revered teacher of to-mor
row ? His sense of proportion is not at fault, as I 
shall try to shew, for nothing can be of more 
importance to humanity than the welfare of pos
terity;-but that of the community is. Until the 
public and our rulers have acquired some elementary 
knowledge of the laws of natural inheritance, the 
eugenist will continue to be a .. crank" and 

lOne of those often held up to ridicule as a typical crank is the 
anti-vaccinationist. Yet any sincere seeker after truth who 
studies "fJSoried statistics is bound to be convinced that the real 
crank (and a very mischievous one) has. all along. been the 
vaccinationist. Let DO ODe give an opinion on vaccination 
without 1iIst reading the statistics in Yauitldliott ,,114 1M SIIIIlI. 
by Arnold Lupton, and TM Yauitldliott CoriIrOfJersy, by lL D. 
Taylor. (Daniel.) Still more illuminating is the pamphlet. 
S".aUp0Jr ,,114 Yauiwalims. addressed to the Health Committee 
of the League of Nations by the London Anti-Vaccination 
League (1930). If everybody read this the bubble would 
necessarily burst. and vaccination become a nightmare of the 
past I 
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decadence will go on apace. Can they be educated 
up to that pitch? That is the question upon the 
answer to which the future of the English race must 
depend, unless the eugenist makes up his mind to 
strike out independently, leaving the rest of 
humanity to its own devices. This is the scheme I 
have called fascinating. 

In concluding this Introduction I should like to 
acknowledge the courtesy of the different Consuls 
whom I have consulted, and of the officials of the 
International Labour Office in Geneva, to which I 
owe much of the statistical information contained 
in my third chapter and elsewhere. 



CHAPTER I 

IS DEGENERATION A FACT? 

THOSE who speak of decadence are often called 
"prophets of gloom," "dismal Jimmies" and so 
forth. But, as a matter of fact, optimists often do 
more harm than alarmists, lulling us into a false 
sense of security, while with their soothing argo. 
ments they succeed in convincing a world, pre· 
disposed to imagine all is well, that prudent action, 
while there is yet time, is quite unnecessary. 

What we need to know really is the truth. We 
do not want to see things through rose-coloured 
spectacles, nor do we want to be alarmed where 
there is no cause for alarm. 

Ludovici remarks, in his Man: An Indictment, 
that when speaking to Englishmen about racial 
degeneracy, he is generally met by indignant and 
perhaps angry replies about "the magnificent per· 
fonnance of our men in the Great War," or about 
the decline of smallpox, plague, etc.~r again, 
evidence adduced by the examination of old armour, 
according to which modem man is bigger than were 
his ancestors. 

As to the first of these arguments, he points out 
that courage is the oldest of virtues, and that we 
may haTe degenerated in many respects and still 

24 ' 
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not be devoid of courage, for indeed many savages 
possess it in a high degree. It might also be hinted 
that many of those who served in the war did so, 
not from choice, but on account of conscription; 
and that, though they fought well, many hundreds 
of thousands of the bravest were killed and cannot 
therefore be counted among the men of to-day. 
This massacre of the flower of our race is indeed 
itself one of the reasons for the racial degeneration 
now occurring. 

As to the second argument, if sanitation eliminates 
many infectious diseases, this does not in any way 
affect the quality of the national germ-plasm. Only 
hereditary diseases have to do with this. 

Then, as to the old armour argument, Ludovici 
shews it to be based upon a myth due entirely to 
false information and false deductions. 

He also mentions the argument from the falling 
death-rate, and reminds us that this may simply 
mean that medical science is now able to secure 
long life for the unfit, and thereby actually produce 
degeneracy in succeeding generations. 

Unfortunately, the question of racial degeneration 
cannot be dismissed as easily as some optimists 
would have it. There are not the necessary statistics 
to prove that all is well, and it is very difficuJ.t to 
prove conclusively the contrary, for want of certain 
essential figures. It would be very easy for the 
Government to place the matter beyond the sphere 
of controversy by giving us from time to time 
definite statistics with regard to mental defect and 
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all hereditary diseases. 1 But up to the present this 
has only been done in a very scrappy and 
unsatisfactory manner. 

I think, however, that some of the figures that are 
available, though leaving much to be desired, cannot 
be called ambiguous, and that an unbiassed en
quirer, who does not allow the wish to become father 
to the thought, can eventually come to but one con
clusion. 

Dr. Tredgold, medical expert to the Royal Com
mission on the feeble-minded, says : 

.. My enquiries have convinced me that mental 
defect is but one manifestation of disease which is 
slowly but surely eating its way into the heart of 
the nation." 

He also tells us that the lowest estimate that can 
be made of the total number of persons sufiering 
from different kinds of mental defect in England 
and Wales is at present well over 260,000.1 Another 
estimate is 300,000, and good reason has been shown 
for believing the truth to lie rather above than below 
that figure. Nineteen years ago the Board of 
Control estimated the total number at 150,000. In 
my first edition (1927) I said I did not mean to 
imply that there had necessarily been an increase of 
a hundred per cent. in nineteen years, for the term 
.. mental defect II is elastic, and estimates are ex
tremely difficult to arrive at with the figures available; 

• Since this was fust published, a joint committee of the Board 
of Education and the Board of Control has issued these much
needed statistics as regards mental defect. See page 27. 

• Me1IIal DeJiAettey. 4th edition, pp. 14-1,r.. 
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but when we find that all authorities are agreed that 
defectives breed and multiply much more rapidly 
than normal people-Dr. Gibbons, gynrecologist to 
the Grosvenor Hospital for Women, says from two 
to six times as fast-and that most authorities 
believe mental defect to be increasing rapidly, we 
have, to say the least, food for reflection. 

Now, in 1931, I am able to point to the Report 
of the Joint Committee of the Boards of Education 
and Control, which actually estimated the numbers 
in 1926 at 340,000, or more than double the Board of 
Control's estimate for 1906 I Furthermore, to this 
immense number we have still to add nearly 150,000 
notified insane, bringing the grand total up to about 
half a million I 

Sir W. Arbuthnot Lane says: 
.. Some optimists are in the habit of stating that 

our race is improving physically, that we never 
were better. That this is absolutely false and 
that the reverse is true can be demonstrated in the 
clearest manner possible by a comparison of the 
published description of the physique and teeth 
of the soldiers of Wellington and their wives, who 
were exposed to constant hardship, with our 
soldiers of the present day, living in comparative 
luxury."1 

Major Darwin says: 
.. Defective intelligence is undoubtedly asso

ciated with great fertility; and it is not therefore 
surprising to learn that thieves and other petty 

I Signed article in the D3ily M3il, 9th Nov., 1926. 
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offenders, whose stupidity is unquestionable, 
spring from amongst the most fertile stocks in the 
community." I 

Again: 

" As regards English criminals generally, except 
those convicted of fraud, they are generally 
markedly inferior to the general population in 
stature and bodily weight. " a 

That is to say, the most fertile stocks in the 
country are those which give us mental defectives, 
petty offenders, stupid individuals and persons 
markedly inferior in stature and bodily weight. 
Major Darwin, whose methods of enquiry are pre
eminently scientific, has come to these conclusions 
after weighing the evidence contained in Goring's 
The English Convict, and from many other sources. 
His final answer to the question " Is the race deteri
orating ?" is this: 

" Almost every class must on balance be re
ceiving additions from below, and must, in con
sequence, be suffering from the inferior quality of 
its recruits. In short, as far as we can judge from 
the facts at our disposal, the nation as a whole 
is slowly and steadily deteriorating as regards its 
average inborn qualities."3 

Dr. Heron told us in 1906 that If where there is 
'more general pauperism •.• there the birth-rate is 
highest." And this. fact has been confinned by 

I The Need for Eugenic Reform, p. 216. 
• Ibid, p. 21l. , Ibid, p. 327. 
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innumerable authorities and by statistics. The 
continued high birth-rate of the lowest classes, 
combined with a low and steadily falling birth-rate 
among the better, must of necessity lead to deteriora
tion. 

Sir George Newman says that in the elementary 
schools of England and Wales a million children are 
so physically or mentally Ietarded, defective or 
diseased as to be unable to derive reasonable benefit 
from the education provided by the State; that 
even in the healthiest areas 10 per cent. were found 
just before the war to suffer from grave physical 
disability, 20 per cent. from defective vision and 60 
per cent. from bad teeth.1 

It has been estimated that something like 50,000 
children of school age are to-day suffering from 
organic heart disease, while 80 per cent. of children 
attending our council schools are suffering or have 
suffered from rickets. 

Dr. J. R. Kaye told the Leeds Health Congress 
before the war that in England and Wales there 
were 4,800;000 children unsound in body or mind. 

During the last stages of the war 40 per cent. of 
recruits were described as C3. 

During 1924 not less than 82 per cent. of recruits 

1 Note 10 Second Edition.-At the moment of going to press. I 
have seen notices of Sir George Newman's latest work, HeaJth 
ami Social Evolution. From these it would seem that he fully 
recognises the dangers, both economic and racial, of pampering 
the unfit, as we do, but unfortunately he lays more stress on the 
improvements in public health brought about of late by purely 
environmental influences, which, as I have tried to show in the 
present work, are almost entirely illusory, than he does upon 
those very real dangers. 
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for the army were rejected as unfit,1 while only one 
out of every twenty men examined for the police 
force .was found to be of the physical and mental 
standard required. Recent naval rejections have 
been 90 per- cent. and more. 

One out of every seven men of working age in this 
country dies of tuberculosis, and about the same 
number from cancer. 

According to the report of the Ministry of National 
Service, for the years 1917-1919, and the Anthro
pometrical Committee of the British Association, in 
1883, the average height, chest girth and weight of 
boys of 18 years of age for these years respectively, 
for the whole country, were as follows: 

Height in inches 
Chest girth in inches 
Weight in pounds 

1883 
66.9 
34.2 
131 

1917-1919 
65.1 
32.2 

116.5 

As to venereal diseases, whose evil effects are 
passed on "to the third and fourth generation," it 
is well known that they have become more common 
since the war. Before the war, it was estimated 
(in 1913) from facts supplied by the Royal Com
mission. that their incidence was something like 20 
per cent. of the whole population. 

If these facts are not enough to convince the 
reader that there is little ground for optimism, let 
him consider: what mus' be the effect. in the long 

I Note to Second Edition.-Since then the percentage has 
tended to increase. We must remember. too, that, presumably, 
only men apply who suppose themselves up to atandard I 



IS DEGENERATION A FACT? 31 

run, of the differential birth-rate. 1 It is a well-known 
fact, as has already been stated, that fertility is in 
inverse ratio to social status.· Now, social status 
is not exactly correlated with eugenic value, but it 
will be found to be so roughly, because social status 
depends more upon income than on anything else, 
and income depends, in the majority of cases, 
roughly, upon efficiency. Whatever those who are 
embittered by failure in their own lives or their 
friends' may be inclined to think, it is a fact that, 
as a general rule, the more a man earns the more 
efficient he is likely to be as a worker, whether 
of hand or brain. Let those who doubt it look not 
only to a few exceptionally unfortunate cases; but 
make a list at random of the names of a hundred 
workers known to them, with the earnings of each, 
and then consider which is on. the whole the more 
handy, intelligent or rellable set of men, the fifty 
who earn more or the fifty who earn less. Of course, 
inherited wealth and other facts tend to vitiate the 
correlation, but, in spite of all, it remains generally 
true. 

As Mr. Arthur Ponsonby says: 
" There is something almost nauseating in the 

exceeding comfort, the cloying surfeit, the callous 
contentment, the stagnant indolence, the seU

I True, deterioration might not follow if there were also a 
compensating differential death-rate; but this is not the case. 
Moreover, .. philanthropic" endeavour is actively engaged in 
diminishing what differential death-rate there is, and is thereby 
speeding up degeneration. See The Population P,ob18m by 
A. M. Carr-Saunders, Clarendon Press. 

• See Ferlility of Social Classes, by Dr. Stevenson. Royal 
Statistical Society, May 1920, p. 410. 
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satisfied sleekness of the thoughtless well-to-do. 
When one thinks of the great national concerns, 
the problems of the wage-earners, the great life of 
the millions who are struggling, fighting, working, 
and all the while contributing; when one con
siders the achievements of the creative arts, the 
mysteries of science, the ceaseless vigilance of the 
human mind inquiring and searching for better 
things, the whole throbbing pulse of active human 
life: and then turns to these little lordlings and 
their satellites, their admirers and their mimics, 
selfishly isolated in busy idleness, surrounded by 
their ideals of fashion and vanity, it is like turning 
from a volume of Shakespeare to read Comic 
Cuts." (1) 

Yet how many people are there in England 
answering to this description? Perhaps fifty thou
sand. When the feeble-minded, the unemployable, 
the paupers and the botched physically or mentally 
of every description are to be counted by the 
million, those fifty thousand are seen to sink into 
comparative insignificance. 

However true, therefore, it undoubtedly is that 
many of our idle rich are a disgrace to the social 
class to which they belong, yet in enquiries such as 
this one of racial decay we have to consider averages 
and general rules, not the special cases of relatively 
small minorities. 

It has been said that an eugenist is a man who 
suffers from a superiority complex, and the working 

I Th6 Decli". of A,ulocrll&Y (1912), page 142. 
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man is apt to resent the assumption that those 
socially above him are his superiors. We are not. 
however. concerned here with people's feelings, but 
simply and solely with the truth. Systematic 
enquiry has shewn that. generally speaking, the 
upper and middle classes are physically and mentally 
superior to the lower, and skilled to unskilled work
men, and that is the point which is relevant to our 
argument. 

Mr. H. S. Wilson, Superintending Inspector of 
factories in Scotland, has given the average height 
and weight of recruits, according to the medical 
examination, as 5ft. 9in. and 11 stone 11 lbs. 
respectively, for public school men, and as 5ft. 2in. 
and 8 stone 12 lb. for Glasgow unskilled labourers. 

Further, it is a well-known fact that the highest 
incidence of mental defect and hereditary disease 
is to be found among the labouring and unemployed 
classes, especially the inhabitants of the slums. 

It is, therefore. only by taking the view current 
in Russia to-day, namely, that intelligence is a 
damnable thing, and adding to this a theory that 
health itself is undesirable-only so can we conclude 
that the social classes with most hereditary defect 
are the equals of those with least. 

Now the result of the differential birth-rate, first 
noticed about the end of last century, but nbw 
shewn to have existed much earlier, is that the more 
efficient sections of the community must necessarily 
tend to die out, and the less efficient to increase in 
numbers. relatively to the former. 

From The Populalim P,oblem. by Carr-Saunders. 
c 
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we may learn much about these facts; and the ex
tent of the disparity in the birth-rate among classes 
of different eugenic values may be gathered from the 
following figures, given by him, and made up from I 
material furnished to the private Birth-rate Com
mission by the Registrar General, for the year 1911 :! 

Births per 1,000 married males under 55 years of age 
Upper and middle classes •••••• 119 
Skilled workmen ..•.....•.••.. 153 
Unskilled workmen ..••...•..•• 213 

Dean Inge, who quotes the above figures and 
others in the chapter on "Industrialism" of his 
book, England, 1 also compares, as an extreme case, 
the Finsbury birth-rate of 41 per thousand of the 
population, with that for the city of Westminster, 
which was 9. 

Now the significance of this differential birth-rate 
becomes evident when we consider the fact that 
science no longer admits any doubt as to the here
ditary nature of moral and intellectual characteris
tics, as well as physical, so that from inferior stock we 
cannot possibly reap good. This being so, it is 
certain that only very drastic measures taken by 
our rulers could save us from the tendency to 
degeneration which the differential birth-rate brings 
with it, and to which every previous civilization has 
eventually succumbed. For recent investigations 
have shewn that one of the chief causes of the fall of 
former empires has been this same tendency, when 
wealth accumulates and the arts and sciences 

I p. 210. 
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flourish, for the more intelligent and efficient to 
become relatively sterile, while t~e shiftless, decadent 
classes breed like prolific animals. But if, in place of 
drastic legislation to combat this tendency, our 
rulers actually foster it and intensify its evil effects, 
as will be shewn in the next chapter, what are we to 
expect? 

As just stated, all ancient civilizations appear to 
have developed in time this differential birth-rate, 
while continual warfare, and the slaughter of the 
superior stocks in various ways, hastened the decay. 
We know this; we have seen it happen again and 
again in the world's history, yet, in.our blindness, in 
spite of having access to sources of knowledge and 
experience which they had not, we follow up our 
Great War, which killed off the flower of our race on 
a scale hither1;o unknown in history, by legislation 
more and more dysgenic, better and .better calcu
lated to hasten the catastrophe which we refuse to 
see approaching. 

This we owe to democracy, government by an 
ignorant majority; for, naturally enough, the 
ignorant have no care for the future of our race, 
and if they had, having studied neither history 
nor science, nor even current statistics, they could 
not be expected to act with foresight in such 
matters. Their chosen rulers, knowing this, thW.k 
more about ways and means of adulating the masses 
than of warding off distant dangers while there is 
yet time. Thus the price of silk stockings is a 
matter of more importance to the politician than 
the decay of the race, for an election might be de-
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cided on the former point, but not on the latter; 
while to bribe a corrupted majority with money 

. extorted from a still virile minority is their chief care. 
During four years, the pick of our manhood went 

to drain its blood on the fields of Flanders and else
Where. During that time the old, the cowardly, the 
feeble and the diseased remained at home to pro
create. In the last year of war, Sir George Newman 
tells us, seven men in every nine among the recruits 
examined were either on a definitely inferior plane of 

. health and strength, or incapable of undergoing more 
than a very moderate degree of physical exertion, 
and could be almost described, in view of their age 
as physical wrecks, while one in nine was a chronic 
invalid. The chief preoccupation of Government 
at that time should have been to prevent these men 
becoming the fathers of a large proportion of the 
coming generation, whiCh may again be called upon 
to face a· would-be invader. Instead, however, Mr. 
lloyd George gave us the pauper vote, in 1918, of 
the truly disastrous effects of which I shall have more 
to say in a later chapter. 

Such are the effects of war, .. charity," modern 
legislation and curative medicine on the physique 
of twentieth-century manhood, that in nearly every 
rr Christian" country, including our own, the stature 
exacted for military service has had to be constantly 
lowered of late. In Spain, with her eternal colonial 
warfare, it has been lowered four times in the last 
forty years. 

There is great confusion of thought in the popular 
supposition that by continually improving environ-
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ment we can prevent degeneration, and, in another 
conclusion derived from the· same false premises, 
that when we see children looking healthier than 
their parents there can be no degeneration: Both 
these wrong ideas are due to the astounding 
ignorance prevalent, even among educated people, of 
the elements of the science of heredity. 

Every individual depends for his development 
upon two factors-heredity and environment. One 
of these being defective, much improvement may 
come about through the other being above the 
average, but it is impossible in such a case to have 
as sound an individual as if both had been good. The 
first of these factors a man gets from the germ-plasm 
of his parents, and the second through all that 
happens to him from the moment of conception 
onward 

Thus you may have an individual with a splendid 
inheritance from his fathers, but who nevertheless 
turns out a wreck owing to bad environment. And 
you can also have an individual with a very defective 
heritage, who nevertheless looks healthier than 
did his father at the same age on account of greatly 
improved environment. It will be seen, therefore, 
that appearances cannot tell us definitely whether 
there is degeneration or not, and also that by improv
ing environment you are likely to go on foy a cmain 
time improving appearances, but there must come a 
time, if you neglect the hereditary factor, when 
improvementsln environment can no longer prevent 
a more or less rapid downfall. 

It is no use, therefore, pointing either to the 
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falling death-rate-which means, amongst other 
things, that the inefficient (who are in the majority) 
are living longer and producing more of their kind 
-or to any real or fancied improvement in the ap
pearance of a population, due to improved environ
ment; nor even to a reduced incidence of non-heredi
tary diseases, since none of these things touch the 
question of degeneration. 

The onlz. way to solve the question as to whether 
or not degeneration is actually taking place, in spite 
of appearances, is to note the incidence of hereditary 
defect and hereditary diseases. We find, on en
quiry, that it is just these which are either station
ary or increasing, in spite of improvements in 
environment. 

It should also be borne in mind that the more 
defectives are segregated the better will be the super
ficial appearance of the population seen in the 
streets, for the worst cases are all hidden away, and 
nobody realizes their number, which it is very 
difficult to get at from official statistics, since these 
inform us almost exclusively of the incidence of 
ordinary infectious diseases. 

If we could see the hundreds of huge buildings 
now devoted to the care of imbeciles, madmed, and 
all suffering from diseases with hereditary 
tendency-if we could see them all together, covering 
acre after acre, stretching away for miles toward the 
horizon in every direction-we should be struck 
dumb with horror. But if, instead, we take a walk 
through Hyde Park on a bright Sunday afternoon, 
and see apparently happy and healthy thousands on 
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every side, we say, " all this about degeneration is 
obviously mere nonsense." 

Says Professor Berry, Director of Medical Service, 
in the Stoke Park Colony, Bristol: 

"Some human idiots are such stunted, mis
shapen, hideous and bestial specimens of morbid 
humanity as to arouse feelings of horror and 
repulsion rather than of pity or levity. Un
fortunately, those tender-hearted humanitarians 
who raise a howl of protest at the mere mention 
of sterilization or the still more kindly lethal 
chamber have never seen these things, and so do 
not realize that the human body without a brain 
is something worse than the beasts of the field." 

I t should be realized that nothing is known in the 
way of environment which can beneficially affect 
the germ-plasm, though alcohol and venereal poison 
appear to affec.t it harmfully. Otherwise, with rare 
exceptions, each individual passes it on to his 
descendants just as he received it from his ancestors. 
Degeneration comes about because some children 
inherit the worse chaIacteristics of their ancestors 
and become inefficient; also by injurious hereditary 
.. mutations." If the children shewing these charac
teristics or mutations survive and multiply more 
than the others decadence must necessarily follO"N. 
The only way by which the germ-plasm can be, 
improved is not by environment but by diminishing 
the fertility of degenerate stocks and increasing that 
of those above par . 

.. No horticulturist of experience would propose 
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to produce from the dwarf pea a permanently taller 
race by a process of manuring. There is little 
doubt but that the seeds from the richly manured 
and those from the normally grown plant would, 
when raised under similar conditions, each produce 
a row of plants indistinguishable in point of size." 1 

In the same way it is certain that the breed of men 
can never be appreciably improved by environment 
alone, though the appearance of any particular 
generation may be changed. 

Apart from figures, statistics and scientific con
siderations, what do we find if we study the life of 
the people of to-day and the trend of popular taste? 
Generally speaking, novels, films and plays must be 
full of sex if they are to be successful. Had Sir 
Walter Scott lived to-day, one wonders which 
publishing house would have accepted Waverley. In 
sculpture and painting the cuIt of the hideous is 
replacing that of the peautiful. The same is true 
of music and dancing. 

The poetry we are expected to admire most is 
that which nobody can understand-in other .words, 
the silliest. 

The Government controls British broadcasting, 
but instead of making any attempt to educate 
public taste, it allows our ears to be filled night after 
night with the horrible din of " jazz," which to-day 
usurps the place of music. I have heard many 
foreigners remark: "We never listen in to London 
now, because we are tired of jazz, and seldom get 

". R. c .. PuQllett, MeniJ.elism, Macmi1la &: Bowes, 1907. 
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good music. You can hear better music from almost 
any station on the Continent." 

The idiotic " Charleston " and " Black Bottom " 
are the latest substitutes for the graceful waltz; and 
the still more graceful minuet of once upon a time. 

In many things we ape the Americans, who, in 
their tum ape the negroes-the least intelligent of 
human types. 

Crime in this country is said to be diminishing. 
Not so, however, crimes by and against children, 
which are both increasing ; especially brutal assaults 
on children, often followed by murder. Here again 
we are able to appeal to statistics, to a certain 
extent. From the Report of the Departmental 
Committee on Sexual Offences against Young 
Persons, 1925, we can, by taking the figures relating 
to" persons tried," form some conclusions as to this 
sort of degeneration. The average number of 
persop.s tried annually from 1909 to 1913 was 884; 
from 1910 to 1914 it was 917; from 1919 to 1923, 
987, and from 1920 to 1924, ... 1058. One would like 
to have figures relating to convictions, especially in 
cases of extreme violence, murder and mutilations. 
But these are not furnished. A large proportion of 
the offenders are shewn to be mental defectives, but 
this condition, when present, is frequently unrecog
nised by the courts. Even where mental defect js 
evident, it seems that it is often found impossible to 
certify it, on account of the wording of the Mental 
Deficiency Act of 1913. 

It is perhaps fortunate for us that most "Chris
tian" countries are shewing the same tendencies as 



42 THE SURVIVAL OF THE UNFITTEST 

ourselves, though in none are they, for the most part, 
so pronounced as with us, a fact evidently due to 
" humanitarian II legislation, in which we take an 
unenviable lead. But what will happen to us after 
other nations have begun to put eugenic principles 
into practice, and the breed of their men begins to 
improve as rapidly as ours deteriorates? Says 
Mr. Curle: 

II I can see Germany, unrepentant and bursting 
with people, again attacking in fifty years. The 
Germans of that day will be weeded out, and 
highly efficient. II 

Although, of course, this is possible, to me it 
hardly seems likely in the case of Germany, for she 
is at present suffering from precisely the same 
tendencies as ourselves, due to socialistic legislation. 
But there are other peoples-the Italian, for 
instance-that require new lands for racial expansion. 
I should put the period of waiting and recuperating 
down at considerably less than fifty years. 

Nothing seems to me more certain than that the 
nation which first begins to breed fOT 'efficiency
denying the right of the scum to beget millions of 
their kind, to be a financial burden, a military danger 
and a source of suffering untold to future generations, 
-is the nation destined to rule the earth, whether it 
be Italy, Germany, Great Britain, America or 
Japan. Says Major Darwin: 

.. Woe betide the nation which sees other 
nations advancing in racial qualities, whilst 
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allowing itself to become so degenerate as to be 
unable to defend itself when the pinch does come I" 

Are we deteriorating? Surely, if there is any 
doubt upon a subject of such Vital importance, it is 
the first duty of the Government to enquire into the 
matter, clear up all doubts with-figures that cannot 
be disputed, and, if it be found that we are decaying, 
take the necessary steps to prevent the process from 
going on. Those steps would, I believe, necessarily 
consist first of the repeal of much so-called social 
reform, and, secondly, of definite measures for 
preventing the lowest from procreating, and the 
offer of inducements to the efficient to have large 
families, instead of mulcting the latter with intoler
able taxation, for the benefit of the· former. 

It is therefore urgent that the Ministry of Health 
should give us periodically the statistics needed. 

A Royal Commission, too, ought to be appointed 
without delay: 

(I) To enquire into the incidence, past and 
present, of all diseases alleged to have an hereditary 
tendency of some sort, and especially mental dis
orders; 

(2) To enquire into the tendency of such incidence 
to increase or to decrease; 

(3) To enquire into the supposed hereditary 
nature of such diseases, disorders or defects i 

(4) And to make recommendations for the reduc
tion of such incidence. 



CHAPTER II 

HUKANlTARlAN' LEGISLAnON 

IT is a common saying among thinkers of the 
Socialistic school that Natural Selection has long 
ceased to be operative as far as humanity is con
cerned. It has, they tell us, been superseded by 
Christianity, conscious effort and toleration. 

This belief, which appears to justify a certain class 
of social reforms, in spite of their evidently dysgenic 
effects, is, however, based upon a very mischievous 
confusion of thought, which has never, so far as I 
know, been adequately shown up. It has, therefore, 
seemed to me to be most important that the true 
state of the case should be realized, for matters of 
transcendental import to the human race are now 
being determined upon data which, if false, must 
lead to catastrophic results. 

Natural Selection in its ordinary action, unin
terfered with by man, brings about the Survival of 
the Fittest. By lethal selection the weakest, the 
slowest, the dullest-in a word, the least efficient
die early and leave few descendants; by mate 
selection those who possess qualities that make them 
attractive to the opposite sex are more likely to 
leave progeny than their less fortunate rivals. This 
is true of both man and the animals in a wild state. 

44 



HUMANITARIAN LEGISLATION 45 

The law, however, which causes this to happen 
were better not called the survival of the fittest, 
because it is only when Nature is left to work out her 
own beneficent ends in her own way that the fittest 
will survive. Now, natural law operates always in 
the same way, quite independently of anything that 
man may do; therefore if man can prevent the 
fittest from surviving, their survival is not due to 
invariable law. If, however, we enunciate the law 
somewhat differently, it will be found to cover all 
cases, and will be seen to be as unalterable and as 
adamant as the law of gravitation itself. For this 
purpose we might state it thus: In virtue of heredity, 
such types of men, animals and plants wiU tend to 
survive as may possess characteristics enabling them, 
in a given environment, to live and to reproduce their 
kind with ~eater ease than others not so endowed. 

Nature makes use of fixed laws to bring about 
good results, and through that just enunciated she 
has developed in man, and to a lesser degree in the 
animals, many admirable qualities, which we may 
well think of as being attributes of the divine. Such 
are intelligence, courage, beauty, and, above all, 
love. Man has used the same law for the purpose of 
developing in plants and animals qualities merely 
useful to himself, such as abundance of milk in 
cows, of eggs in poultry, of flesh and wool in sheQ. 

Allowing only such individuals as possessed the 
required qualities to live in ease and to reproduce 
their kind, he has brought about, more rapidly than 
Nature herself, the results he had in view. In 
breeding for utility no one ever pretended to have 
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superseded Nature, but rather to have learned from 
her and imitated her methods. In fact, the whole 
science of artificial selection is based upon a very 
close study of Nature, which, with the discovery of 
Mendelism, has become very intricate, but more and 
more productive of wonderful results. 

In the case of his own breed, however, infinitely 
more important to man than that of any animal, he 
has aIniost entirely neglected the study of heredity, 
and, far worse than allowing breeding to go on 
haphazard, has been deliberately interfering, now, 
for many generations, with a view to helping tke 
unfit to survive and reproduce their kind; and the 
extraordinary excuse for such interference with the 
divine plan of Evolution has been that in man 
Natural Selection is no longer operative. Not only 
is the law, as above enunciated, just as inevitably 
operative in all times and places as every other 
natural law, but we are now beginning to see, in 
spite of ourselves, the very unpleasant effects of 
enabling the unfit and unsuccessful to live with 
greater ease than the fit,-greater ease, because they 
can now live without working, while the fit must 
work hard to maintain not only themselves but an 
ever-increasing number of parasites as well. Indeed, 
since the families of the unfit must not be allowed to 
suffer from want,-such are the dictates of "humani
tarianism/'-the fit can less and less afford to have 
families themselves, lest those of the inefficient 
should go hungry. 

To say, then, that Natural Selection is no longer 
operative in man is nonsense, because natural law 
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is immutable. But any given law may produce 
different results to-&y from those of yesterday. 
when new factors arise to complicate matterS'. Thus. 
if we make unfitness in any way more advantageous 
for procreation than fitness. this will tend to make 
Natural Selection cause the survival of the unfittest 
instead of the fittest. 

By heavy taxation we penalize success: by the 
dole. the Poor Law and public or private charity in a 
hundred fOIms we encourage the weak, the defective. 
the shiftless and the unsuccessful. not only to 
continue in their present condition. but to breed 
freely. We even give them extra help for every 
child they produce. and although the amount given 
may be insufficient to keep that child in comfort. yet 
to the improvident and the selfish it acts as a real 
incentive. for it is certainly made to yield. in many 
cases. extra comforts for the parents. even if the 
child goes hungry in consequence. 

Every sane man knows instinctively that the 
proper cure for unemployment is useful relief work, 
and no cas" rdie/ witJwul UJork 0/ some sort, even if 
unproductive. Military drill could easily be given. 
where useful labour was found impossible. Yet. up 
to the time of writing. our Governments one and all 
have failed to organise anything effective in this 
way. and are content to fall back on the wretched 

. system of dole distribution. 
Relief work for the unemployed has been success-

fully tried in many countries. I have personally 
seen it working admirably and on a vast scale in 
Spain under the late Dictator. It is now to be 
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carried out on a still vaster scale in America. But 
'in Britain the Mandarins have said it is impossible ,. 
so most of US wag our heads and repeat in chorus: 
" Impossible, impossible I .. 

It may indeed become inipossible in Britain when 
we have so greatly demoralised the unemployed by 
means of the dole that they are no longer capable of 
work at all. That is where the greatest danger lies. 
The chief difficulties alleged, as pretexts for criminal 
inaction, are, first, that such schemes are necessarily 
wasteful, because the unemployed, being generally 
unfitted for the sort of work required, do it badly; 
and secondly, that trade union rules make all such 
schemes impracticable. 

To these two objections the obvious answers are 
that poor work is better th3.n none at all, especially 
for the. recipients of relief, and partial waste of 
public funds is better than total waste; and in
finitely better than spending them upon this 
systematic demoralisation of the people. Then, if 
trade union rules stand in the way of national need, 
such rules should, of course, be declared inapplicable. 
But Governments are afraid. The true reason, 
however, for the failure of so many schemes for 
relief work in Britain seems to have been the 
adoption here of the principle that, however poor 
the exertion and indifferent tlie work, the labourer 
must be paid a good wage. But this cannot be done. 
It is contrary to economic law and must of necessity 
prove fatal to success. It must needs, therefore, 
be abandoned, in sPite of the sentimentalists, and 
rewardinust be according to merit . 

• 
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"By National 'nsurance again we penalize health 
and strength, and make the man who puts his faith 
in healthy living and sticks to his work through 
thick and thin (our best stock) pay II through the 
nose" for the exclusive benefit of those who lack 
this hardiness. 

Thus we take from the fit and give to the unfit. 
We prevent the fit from reproducing their kind by 
making even single life more and more difficult for 
them, while we reward the unfit for doing so by not 
only helping them to rear their offspring but often 
actually putting money into their pockets. In other 
words, we deliberately hand over the advantages 
Nature intended for the successful to those whose 
lives, from one cause or another, are a failure; 
enabling them to live and reproduce with greater 
ease than the h~althy, the intelligent and the strong. 
True there are some deserving people who are 
unsuccessful, but policy must not be framed to suit 
only the exceptional cases; it must look first to the 
effects it is likely to produce as a general rule; and 
actual results confirm what a study of Nature might 
have made plain to us in advance-namely, that no 
surer way could possibly be devised for bringing 
about the Survival of the Unfittest than that of 
systematically taking from the fit to give to the 
unfit. 

In the words of Professor E. W. Macbride: 

.. The Roman Empire fell because the breed of 
Rome died out. If we go on playing the fool, 
encouraging the growth of the less thrifty part of 

D 



50 THE SURVIVAL OF THE UNFITTEST 

the population, and robbing and penalizing the 
more enterprising, perhaps not in our time but 
eventually, our civilization will go under just the 
same as many others have done." 

Not the least of the evils resulting from the dole is 
the fall in the numbers of emigrants to our colonies. 
If this continues, our privileged position, as the race 
that is peopling half the earth, will go; this invalu
able heritage will be lost for all time. Perhaps it 
will fall to the yellow race, which would be an 
irreparable-loss to humanity as well as to ourselves. 

It is, of course, urged that morality will not 
allow us to act in any other way, for we cannot allow 
any human being to die of want, while there is a 
possibility of helping. But, in the mst place, 
between dying of want and receiving a dole that is 
often equal to the wage of a hard-working man, 
there is a considerllble difference, so that even if we 
accept the doctrine that no human being must die of 
want, we yet have no excuse for penalizing the 
workers and pampering the non-workers to the ex
tent we do, and certainly not to the extent that 
Socialism would wish. In the second place, if God 
helps those who help themselves, we presume to know 
more about morality than God himself, when we 
insist on helping those who will not help themselves, 
for although not all those we help are in this case, yet 
there is not the slightest doubt that many are. Also, 
if we set Nature's plans at nought and actually pro
duce the opposite results to those which are her 
evident purpose, are we not again presuming to 
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know more about morality than God himself? 
For who is the Author of Nature and of natural law 
but God ? . 

There is yet another answer to this plea of the 
humanitarian as to the demands of morality. To 
force everybody to do what you think moral is not 
to make men moral. A good action must be volun
tary; t efore let any man whose Christianity 
may him that way save his poorer brother. 
But cannot in the name of morality JOTce 
a co do so. 

the same way, if thrift is a virtue it cannot be 
i ~vmpulsory. By forcing people to insure you cannot 

teach them thrift or make them thrifty. In fact, 
you kill thrift as a virtue. 

Again, it is urged that many of those whom our 
humanitarian laws are designed to help are quite 
u"able to support themselves. There is, however, a 
growing tendency to enquire less and less into the 
possibility of a man earning a living of some sort 
before granting him State aid. Trade union rules, 
and the interpretation of such rules by non-workers 
themselves, so as to avoid an undesired job, are far 
oftener responsible for such If inability" than is 
anything else. Even Parliament has now gone out 
of its way to prevent enquiry before relief is given. 
Then, again, the inability to work does not, un
fortunately, bring with it inability to procreate, and 
unless public aid looks to this, it must, as we have 
seen, inevitably result in defeating its own ends by 
increasing in the future the very suffering it seeks 
to alleviate in the present. 
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There are, however, the ex-service men, and God 
forbid I should seem to belittle their claim upon the 
gratitude of the nation. Yet it would be preferable 
in every way to declare at once that these men need 
work no more, and give a pension to every one, 
rather than grant generous relief and doles to every 
man that is out of work, whether it is in consequence 
of trade union rules or his own fastidiousness as to 
the work he will do, and whether he has served his 
country during the war or not. The number of 
ex-service men will decrease year by year, whatever 
course we pursue, while that of the unemployed must 
tend always to increase, as I shall endeavour to shew 
in a later chapter, as long as we go on with our pre
sent system of relief. 

From whatever point of view we look at the 
question, it is difficult to see what warrant there is 
for Socialism to assert the moral claim of the unfit to 
live in comfort upon the earnings of the fit. 

Certain critics of my first edition wondered why 
the poor man who draws the dole should be called 
a parasite, but not the rich idler who lives on 
dividends. They took it for granted that I 
thoroughly approved of the latter individual. I 
don't know, however, why they should suppose 
anything of the sort; rather should they take it for 
granted that he who condemns one sort of parasite 
will by no means love the others, more especially 
the idle. If, however, a man has worked for many 
years and saved enough to enable him to live upon 
dividends, or if he "has made a fortune and devotes 
a considerable part of it to philanthropy as he 
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understands it, he certainly cannot justly be called 
a parasite. But one reason why the ,enJiers who 
live in complete idleness and have never worked are 
less hannfnl than the dole drawers is because they 
are less nttmerous. Another is that they pay taxes 
instead of consuming them. Fwthermore, it will 
be found much more difficult to get rid of them than 
it would be to check the distribution of doles to 
undeservers. Anyhow, two wrongs don't make a 
right. 

I have spoken of such legislation as tends to level 
up the advantages of fitness and unfitness, or rather 
give the better chances of survival to the latter, as 
being socialistic. Yet many who will not accept 
for themselves the name of Socialist look upon this 
tendency in .. social reform .. as inevitable, and even 
desirable. The I.l"beral Party has indeed done more 
of this levelling during the present century than 
socialistic propaganda could ever have effected 
without their help; while even the Tories seem to 
have quite settled down to the idea that this sort of 
legislation is all right. 

But whether socialistic legislators label themselves 
Socialists or prefer to retain the time-honoured 
names they no longer deserve. it is the socialistic 
creed that has consistently advocated the abolition 
of that competition which has been the moving 
power of progress up to the present. Competition 
is the essence of that struggle for existence through 
which Nature brought about the Survival of the 
Fittest, and is therefore the key-note of Evolution. 
But Socialism has invented something better: the 
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strong must be mulcted till they are reduced to 
the level of the weak; the skilful to that of the 
unskilful, and the genius to that of the defective. 
By these means we bring about what Socialism 
seems to contemplate with perfect equanimity, 
apparently believing it to be an improvement on 
Nature; namely, the Survival of the Unfittest. 

It has well been said that Socialism is based upon a 
negation not only of economic but also of biological, 
law. 

Let Us consider for a moment what this pretension 
of superseding natural law really means. Through 
the agency of the Survival of the Fittest, Nature has, 
through countless ages, performed the miracle of 
miracles, the evolutiC1n of Man from the original 
protoplasm. From the primeval dust life was pro
duced, by means at which we cannot even guess; and 
once produced, it began to develop. This process of 
development has, in course of time, brought into exis
tence all the marvels that biological science reveals 
to us-marvels so great that no human intellect can 
grasp more than a tiny fraction of the inner meaning 
of anyone of them. We see, however, that Nature's 
:first care throughout her age-long labours has 
always been to preserve the best, and, through the 
machinery of heredity, perpetuate her greatest 
achievements. . 

) 

And now at last has come a time when man thinks 
e knows better than l:lature, and expects, appar
ntly, to hasten his progress by reversing the process, 
ubstituting for the fittest the unfittest. True, not 

.. ' all men are so foolish. It is significant that just at 
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the time when scientists are discovering how we 
might really speed up human evolution by working 
on Nature's own lines-by co-operating with Nature 
and with God-and have begun to teach us the 
noblest of all sciences, that of Eugenics, the politi
cians have ignored the warnings of science and 
have pandered to the ignorance of the mass of 
voters, forcing us, in order that they may get 
votes, to accept legislation that, by vainly trying 
to thwart Nature, must be our own undoing. 

God save us from the politicians I Perhaps some 
of the nations of Southern Europe are wiser than we 
in their generation. They have abolished the 
politicians-and democracy. 

I have said that the humanitarian appeals to 
Christianity to justify his extreme solicitude for the 
unfit. But is it really essential to Christianity that 
we should do our best to give to weaklings the 
advantages of the strong, to the foolish those of the 
wise, and to the lazy those of the hard-working? 
I think the parables of the Foolish Virgins and of 
the Talents will answer this question. II Well done, 
thou good and faithful servant," was not spoken to 
the unsuccessful. 

There is really nothing wrong with the spirit of 
Christianity, but we do not give it a wide enough 
application. Christianity teaches us to love our 
neighbours as ourselves, and the same spirit should 
cause us to love future generations as our own. We 
legislate only for the benefit of our own; but 

f: us remember that the future is eternal while 
'resent is but momentary, and then Christianity, 
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reason, and patriotism will with one voice impos 
upon us a very sincere solicitude for the well-bein 
of those who shall come after us, and show us tha 
in all our attempts to relieve suffering in the presenl 
we must ever bear in mind that whatever action ma 
result in damaging our children's children will b 
worse than useless. I It will be, in fact, a great( 
crime against humanity than any apparent ir 
difference to suffering in the present generation . 

. Our love for mankind must not only embrace a 
nations but all generations. 

1 In the Spectator's review of the first edition of the presel 
work occurs the following passage: .. And surely it is no proo 
of the failure of democratic government that our politicalleade 
should legislate to relieve immediate distress, even at the riI 
of making things worse for the Ilext generation." 

But if each generation is justi1ied in making things worse f. 
the next, for opportunist reasons, what a terrible future must I 
in store for humanity I 

Let us indeed pause to think whether such Allmanitarianu 
is real Christianity. Is this sort of thing" doing unto others; 
we would that they should do unto us "1 



CHAPTER III 

THE VICIOUS CIRCLE OF DISTRESS AND RELIEF 

IF it can be proved that distress tends to press upon 
reliefit will become evident that many of our efforts 
to diminish suffering must be destined to bring about 
eventually exactly the opposite result. This I believe 
to be the case; that we have, in fact, by continually 
extending our humanitarian schemes of relief, em
barked upon a slow process of racial suicide. I shall, 
therefore, in the present chapter, attempt to prove 
the theorem enunciated above by such logical 
methods as I venture to think should leave little 
room for doubt in unbiassed minds. 

It is evident that pure logic cannot appeal to the 
politician, the demagogue or the editor of a paper 
with distinct political colour, because they are 
committed in advance to certain theories, which, 
right or wrong, must be defended and propagated in 
order that a party may be returned to power. This 
is probably the reason why logical method is so 
little in vogue in seeking solutions to political or 
sociological problems; for the most successful leader, 
under democratic government, is undoubtedly he 
who is most versed in the subtle use of such sophisms 
as best appeal to the popular mind. It was Dr. , 
C. W. Saleeby who said, .. A politician is a man who 

57 
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is always thinking of the next election-a statesman 
of the next generation." I Unfortunately, democ
racy breeds more politicians than statesmen. Major 
Leonard Darwin has remarked that "by merely 
striving to improve the inborn qualities of future 
generations no benefits could be won by politicians 
for the voter ... nor by us for ourselves.":a 

Let us, for the present argument, define distress as 
privation caused by poverty; and relief as help, in 
whatever form, but without work, given to the dis
tressed for the ostensible purpose of diminishing such 
privation. The immediate cause of distress being 
poverty, to find its anterior causes we shall have to 
consider those of poverty. These appear to be: 
Unemployment, sickness, vice (including idleness), 
large families, insufficient wages and old age. If we 
consider want of thrift a vice, then distress in old 
age must generally be due to one of the five first
named causes, actuating during the years one should 
have been saving. Insufficient wages is not now a 
common reason for distress, except in the case of 
large families. 

Thus we may reduce to four the outstanding 
causes, namely unemployment, sickness, vice and 
large families. We shall have to look for the 
anterior causes of these and consider how relief, 
and especially- National Insurance, has affected 
them. The three last named we have always had 
with us, but unemployment, as we know it to-day, 

• Spectator, 4th July, 1925 . 
• Lecture at the London School of Economics, before the 

Eugenics Education Society, 
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is a comparatively rare phenomenon, and as such 
lends itself remarkably well to logical enquiry by the 
inductive and deductive methods proper to all 
problems of cause and effect. 

What is the cause, or what are the causes, of the 
great increase of unemployment in recent years ? 

To get at the true solution to such problems, 
inductive logic bids us search among the antecedents 
of the phenomenon regarded as an effect for those 
which were not present until shortly before it 
occurred and whose effects are not already fully 
known and allowed for. Having found one or more 
such antecedents perhaps capable of producing the 
phenomenon, we should then observe whether in 
fact the latter invariably follows them, and whether 
in their absence it is no longer produced. If this is 
so, and especially if it is found that the effect follows 
in proportion to the operation of the antecedent, 
we may justly conclude that the true cause or causes 
have been found. But if, in addition to this, the 
same results can be deduced from independently 
established natural laws, then the highest possible 
degree of certainty is attained. 

When we apply this method to the problem of 
unemployment, we are at once obliged to reject most 
of the theories advanced by politicians, and eveD by 
certain economists, to explain it. An obvious 
antecedent occurring shortly before the great in
crease in unemployment was the industrial ruin of 
many countries consequent on the war, which pre
vented their producing sufficiently to barter their 
goods for ours. But were this the main cause of 
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unemployment, it should have produced more or 
less the same results in all industrial ex-belligerent 
countries, which was not the case. Moreover. 
when we had put German industry on its feet. and 
when French, Italian and other industries began to 

. boom, unemployment in England should at least 
have diminished. More especially the evacuation 
of the Ruhr should have been followed by greater 
prosperity at home, as, indeed, we' were assured 
would be the case. The reverse took place. 

So also the Socialist theory that the cause of the 
trouble lies in the fact that II the consumption· 
energy of consumers lags behind the production. 
energy of producers and their machines It breaks 
down entirely before the simplest test of pure 
logic, since other countries are-or were until quite 
lately-able to sell their surplus products. It is 
only we who cannot. 

There are, however. three antecedents complying 
very nearly with all the above conditions proving 
causality. They are: artificial wages. limited 
output and the National Insurance Acts. Of these. 
the last named will be found to comply even more 
completely than the others. and, therefore. we 
cannot logically refuse to regard it as a principal 
cause, if not indeed the main cause, of the phenome
non. After each extension of the scope of these 
Acts unemployment has increased, more especially 
since unemployment benefit was introduced in 1918, 
and greatly extended in 1920--and again after its 
still more generous distribution under the Socialist 
Governments of 1924 and 1929. A tightening of the 
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reins by the Conservatives was followed by some 
decrease which continued up to the eve of th~ Coal 
Strike. . 

The following table will shew how the number of 
unemployed actually does increase with increased 
'expenditure on II Social Reform," when different 
countries are compared; while the diagrams on 
pages 79 and 80 shew us how it has increased in Eng
land with the same antecedent phenomenon. In 
using the method of concomitant variations it is, of 
course, easy to confound cause with effect. This can 
be avoided by noting carefully which is the anterior 
phenomenon. In the case under consideration we 
shall find that both are causes and both are effects, 
for increased unemployment causes more liberal 
relief, and this again produces more unemployment. 
It is a vicious circle. That this is so may be verified 
from the fact that increase in either phenomenon is 
actually followed by intensification of the other. 
The figures in this table are only approximate, for 
round figures are all that are necessary to the 
argument. 

Italy 
Annual expenditure' on .. social 

reform" services per head of 
population 5s. 

Number of able-bodied unem
ployed per 10,000 of population 

'November, 1926. 

G ..... t 
France Germany BritaiJI 

13s. 40s. 80s. 

3 225 500 
[mclndiDg 
minen.] 

Since 1926 the figures have changed considerably, bill fwoPor
'ions I'" ap/woximately maintained as aboll'. 

But Italy has now (end of 1930) about 75 unemployed per 10,000 
of population. The increase began in 1927, and was a natural 
and foreseen temporary result of the stabilisation of the lira in 
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Again, excessive relief as the anterior phenomenon. 
and therefore cause rather than effect, is noticeable 
in the cases of Poplar and West Ham. In Poplar 
when the Socialist guardians were in power, and 
reckless expenditure on relief was practised, the 
number of persons they found they had to relieve 
rose from 4,493 iri October 1920, to 29,329 in April 
1922. Conversely, in West Ham, when the Socialist 
guardians were dismissed, the numbers fell from 
69,965 in October 1925, to 49,390 in the same month 
of 1926, in spite of the coal strike and although no 
one in distress was left unrelieved. 

There have been times in the history of England 
when the numbers of the workless, mostly beggars, 
were comparable to those of to-day; but there is no 
reason in logic why other causes may not, at other 
times, have produced like effects. Civil war and 
epidemics will produce them; while indiscriminate 
charity has always been very fruitful in the produc
tion and multiplication of a vast unemployed or 
unemployable class. 1 

that year. Since 1923 the State bas contributed nothing toward 
unemployment benefit. 

Germany reorganised and extended her system of com
pulsory insurance in 1927. and the result or sequence has b_ 
greatly inCf'eased expenditure and greatly inCf'eased v_ploy_tt 

France. apparently tiring of her, -position as almost the only 
European country with no unemplbyed and great commercial 
prosperity, has introduced NationallDsurance. Sinca denng 10 1M 
nvmbers of her vnemployed halle been mvltiplied by forty I England 
has. of course, enormously increased her expenditure and the 
numbers of her unemployed. 

I A Spanish friend of mine, living in Madrid. told me of the 
following interesting experience: Having a small shop. he. tol~ 
his cashier to give 25 cents a day to the poor. This was distri
buted among some four or five applicants. while as many again 
generally went away empty-handed. Seeing this, he gave 
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There is only one other country where conditions 
are similar to those in Great Britain as regards 
National Insurance. Germany has had compulsory 
health insurance ever since 1884 and unemployment 
insurance for a period comparable to that of its 
existence among ourselves. Both were completely 
reorganised, however, and extended in 1927. And 
Germany has chronic unemployment, which has 
become much more acute since 1927. She also is 
finding to her amazement and great distress that 
ever-increasing numbers of people stay away from 
work through sickness I 

I taly has, of late, suffered from unemployment. 
She, too, has unemployment insurance, but it 
appears to be so carefully administered under the 
fascist regime that the consequent evils are kept well 
in hand. The State contributes nothing to the 
benefits-which, in that country, are real insurance 
benefits, not degenerating into outdoor relief 
labelled with a pretty name. Moreover, Mussolini 
has very effectively organised suitable relief work. 
and in this way, even after stabilising the lira. which 
was bound to cause temporary trouble, the number 
of unemployed has never been allowed to reach the 
half million in a population similar to our own. In 
Britain the politicians, utterly ignoring the lessons 
taught us by other peoples, continue wringing their 
orders that 50 cents should be distributed. Soon he found that 
instead of ten there were now about twenty applicants a day. 
and told his cashier to give out a peseta (100 cents). The 
number of beggars then became so great as to interfere with 
business. and he found himself obliged to revert to the original 
plan of 25 cents only. Not long after there were again only 
about ten daily applicants. 
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hands and telling us it is quite impossible to organise 
relief work on a really large scale. 

In France, as stated in a foot-note on page 62, 
the introduction of compulsory insurance has been 
quickly followed by the appearance of considerable 
unemployment, non-existent before. 

In countries where there is no National Insurance, 
or State relief on a huge scale by any other name, 
there is little or no chronic unemployment, and 
this was true, for those countries, even during 
and after demobilization. 

In the United States unemployment has certainly 
been acute of late, but it is not chronic. I have 
referred to this in my Foreword (page 8). 

The inductive methods, then, of "agreement," 
" difference" and " concomitant variations" afford 
ample proof of the harmful effect of -National 
Insurance and excessive relief upon unemployment. 

To explain how the Insurance Acts aggravate un
employment-and sickness with unemployability
we must have recourse to the deductive method. 
First of all, we must remember that they constitute 
the most gigantic system of relief yet invented, while 
they have not reduced the expenditure upon other 
forms of relief, which has gone on increasing in spite 
of them. It is a mischievous sophism to argue that 
insurance benefit is not relief in the ordinary sense 
of the word, but the legitimate reward of thrift; 
for compulsory contributions are in no sense the 
result of thrift, and true insurance is not subscribed 
by those who are in no case to benefit. Since the 
major pa;:t--'"w.( the National Insurance funds is 
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contributed by employers and taxpayers, and by a 
large number of workers who are in so little danger 
of losing wages through sickness or unemployment 

. that they would never dream of contributing if not 
obliged to do so, the benefits are for the most part 
not the savings of the recipients at all, nor even of 
their class, but of other people whose pockets have 
been searched. When, therefore, the Spectator tells 
us (October lOth, 1925) : 

"The system of insurance against unemploy
ment and all the mischances of life is one of the 
most hopeful signs of our time. It is hopeful 
because it is scientific ... 1 It is rank folly at this 
stage to call for a march backwards . . ." 

one may well reply that it is scientific in one sense 
only: it is the most scientific means yet devised for 
ensuring national decadence, both physical and 
moral. The folly or wisdom of a march" back
wards" must always depend upon where we are. 
If we can see a precipice straight ahead, the rank 
folly will be in persisting in the march " forwards." 

Secondly, we must note that a very large percen
tage of the \memployed are more or less unem
'ployable, while most of the remainder could get 
work if they were willing to take any honest job that 
would keep body and soul together till something 
better turned up, rather than become parasites. 

1 Scientific insurance is that effected against such evils as 
death. disablement. fire. etc .• which all naturally wish to avoid. 
Unemployment. however. may be welcome to many on account 
of the rest involved and benefit received. Such insurance is 
therefore both unscientific and demoralising. 

E 
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There is a generally recognised law of hurnal 
nature which may be thus enunciated: All state 
upon which a premium is set tend to become more com 
mono If sickD.ess and unemployment receive a: 

. premium a free gift of other people's money, theSE 
states will therefore tend to spread. As long as , 
man has to rely upon healthy living for health, goo~ 
workmanship for employment and true thrift for tl 

rainy day, healthy living, good workmanship a~ 
thrift will be encouraged and become more common, 
since they bring material reward: but as soon as 
material reward is to be gained with less effort in 
neglecting health and work and thrift, such negligence 
tends to increase. 

The argument may be reduced to a single syllo
gism thus: All states depending even partially upon 
the mind, tend, when a premium is set upon them, 
to become more common; sickness and unemploy
ment are states depending partly upon the mind (at 
least in the majority of cases) and a premium is now 
set upon them by National Insurance; therefore 
sickness and unemployment tend to become more 
common. If we deny the major premise we 
deny human nature, or assert that all men 
approach moral perfection. If we deny the minor 
premise we are up against the psychologists and the 
medical profession; If we grant both premises we 
must grant the conclusion. 

But the most obvious way in which National 
Insurance works ill-the only way most people can 
see-producing what we may call the vicious circle 
of distress and relief, lies in the fact that by burdening 
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industries with the load that this machinery of 
insurance has placed upon them we render it more 
and more difficult for them to compete in the 
markets of the world, and in that way we evidently 
increase the very evil that unemployment insurance 
professes to relieve. 

A manufacturer wrote recently: 

I< £715 is the annual cost of a licence for 
employing one hundred men, and' it has to be 
paid whether a profit or loss is made. How many 
people realize what a handicap against employ
ment National Insurance is? Suppose I restart 
a department employing a hundred men, could I 
make it pay with such a burden as a first cost? 
The £715 is made up as follows: 

I< Health Insurance Is. 6d. Unemployment 
Insurance Is. 3d. = 2s. 9d. per week. 

I< Multiply by 52 weeks, we get £7 3s. per 
annum. 

I< Multiply this by 100 men, we get the 
£715 per annum. 

II When I first mentioned this to my partner he 
pointed out that the worker had to pay his share 
which amounts to £346 13s. 4d., leaving the 
employer only £368 6s. 8d. to pay. In reply I 
pointed out to him that the employer had to give 
the worker the money to pay his share, so that 
the firm paid the whole £715. This closed the 
discussion. " 

We can verify our conclusions by actual figures, 
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noting the number of insured persons unemployed 1 

and those in receipt of medical aid, which latter had 
risen already in 1920 to 50 per cent. per annum. It 
is now higher. 

We nowl have the returns with regard to National 
Health Insurance for 1925. In that year, as stated 
in the Seventh Annual Report of the Ministry of 
Health, the total number of insurance prescriptions 
dispensed by chemists was about 47,266,000,- an 
increase of 14 per cent. on the number in the previous 
year, which, in its turn, showed an increase of 15 
per cent. on that for 1923. 

The same report shews us that the total benefits 
granted in 1924: amounted to £23,005,OOO,~about 
double what it was in the first year of National 
Insurance, and an increase of nearly one and a 
half million on the previous year. We find, in fact, 
that whatever figures we look at,-whether those of 
persons benefited, prescriptions dispensed, or money 
spent,-everywhere there is a tendency to steady 
increase. Now and again the figures go down a 
little, only to rise higher than ever withitl a short 
time-especially since the war. 

We thus find in regard to both unemployment and 
sickness, as aggravated by National Insurance, not 
only that the effects observed are a result of natural 
law, but that actual facts are in full accord with the 

I See pages 79 and 80 • 
• This was written in 1927. For the latest available figure8 

see the following notes. which further confirm and emphasize all 
statements made here with regard to continual jncrease&: 

3 In. 1928 it was 01.988.000. 
• In 1928 jt was £27.223.000. 
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conclusions arrived at by inductive and deductive 
logic. This being so, those conclusions are definitely 
proved. 

It is not, of course, suggested that relief, much less 
National Insurance, is the sole cause of distress; or 
that there is exact correlation between the one thing 
and the other. In view of the multitude of factors 
which complicate the issue, it would obviously be 
absurd to expect this. But we have, I think, suc
ceeded in proving causality. 

The foregoing accounts for the Insurance Acts 
having a detrimental effect here and now; but for 
anticipating the far more disastrous effects they seem 
destined to produce in the near future we have still 
stronger reasons. Their ruinous economic effects 
are evident-they spell national bankruptcy; but 
their biological effects will be still worse. The main 
principle of Natural Selection itself may be thus 
stated: All characteristics which enable those who 
possess them to subsist and procreate with greater 
ease than their fellows tend to become more 
common: I If, therefore, physical unfitness and un
employability, lack of skill or disinclination to work, 
are characteristics which enable their possessors to 
subsist and procreate with greater ease (e.g. without 
working), these characteristics will tend to become more 
common. When Nature gives advantages to in
dividuals, or to types, she does so with the beneficent 
purpose of multiplying the fit and advancing human 
evolution. And if we. take away those advantages, 
wholly or in part, and hand them over to the unfit, 

I Or .. on page 4S ,"'0. 
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we are likely to succeed in multiplying not the fit 
but the unfit; and we do so at our peril. 

A further point of importance is. the undoubted 
fact that the " panel" system encourages the people 
to take drugs-to call in the doctor and go to the 
pharmacy for every ailment, real or imaginary. 
And the imaginary often becomes real. Thirty 
million weeks per annum are now lost to industry 
through this cause alone, while statistics prove that 
the number of prescriptions made up rises steadily, 
year by year, as I have just shewn. Humanity 
thus patched up with medicines may live longer, 
bilt not better than before, and those who are too 
sick to work steadily, but are kept alive with medi
cines, are often great begetters. The children they 
produce are not likely to be anything but a financial 
burden to the next generation. 

Sir W. Arbuthnot Lane says : 

" How many people call for the financial support 
of their relations and of the public for reasons that 
are entirely due to their gross ignorance and care
lessness? Have these people, because of their 
ignorance, stupidity and neglect of their health, 
any right to bring into the world miserably 
degenerate specimens of humanity, when it is 
possible, by care ~d attention to diet and habits, 
that they can develop their physique and render 
themselves vigorous and healtbyand fit persons 
to reproduce their species ••• ? "1 

• Signed article in Dmly Mail. 23rd November, 1926. 
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National Insurance certainly tends to make people 
more careless regarding the simple laws of healthy 
living-less apt to take daily exercise, be temperate 
and keep fit, because, by making all. contribute to 
the cost of doctoring those who neglect the laws of 
health, and saving the latter from the want that 
would otherwise follow absence from work, it puts a 
certain premium on ill health, or at least greatly 
lessens the penalties which N (lture imposed for OUT 

good. 
Moreover, by interfering with personal liberty, the 

panel system attacks and threatens to destroy the 
very fountainhead of progress-mental, moral and 
physical. The best must always be free to come to 
the top if evolutionary progress is to continue. 
Under this system, not only is a man denied, in part, 
the right of making his own insurance arrangements, 
but he is actually forbidden to rely on fresh air, 
exercise, simple nourishing food.and temperance, to 
maintain health. It is suggested to him continually 
that sooner or later he must fall ill, or if he fails to do 
so, at any rate he shall be punished for not doing 
what was expected of him-foreseen by fatherly 
legislators-and shall be obliged, all his life, to 
contribute to the maintenance of those who take 
sick leave as regularly as was expected. Suggestion 
is a powerful force in the matter of health, I1.Ild 
it is not therefore to be wondered at that ever 
increasing numbers of people fall sick and take 
medicines. 

There are, moreover, many specific diseases which 
are increasing in a very alarming manner, most of 
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them having an hereditary tendency and being, 
therefore, likely to increase still more in the future, 
under a regime of such tender solicitude for the unfit. 
Among these are heart disease, cancer, diseases of 
the nervous system, rheumatism, ulcers, diseases of 
the prostate, arterio-sclerosis, diabetes and insanity. I 

In dealing, by deductive reasoning, with National 
Insurance as a cause of unemployment, I have 
incidentany shewn how it may be equally a cause of 
sickness, both now and in the coming generations. 
Thus, of the four outstanding causes of poverty, we 
have only now to consider how it, in common with 
all other foris of relief, affects vice, including idle
ness, and the existence of large families where the 
means of bringing them up are wanting. 

Coming to the question of vice, and how it is 
affected by relief, there is perhaps not much need 
for. argument. Simple observation is perhaps the 
method most appropriate in this case. It is a 
matter of common experience that charity bestowed 
upon the unworthy leads to abuse. The money 
given to tramps is usually spent largely on drink; 
that given to beggars has, .at times, led to the syste
matic maiming of children, that they may the better 
call forth pity. In all countries where begging has 
been allowed to go on unchecked for a time, vice has 
so increased that authority has been obliged at last 

'According to the Registrar General's annual returns, in 1869 
(the first year with available figures) 417 persons per million of 
the population died of cancer, and 41 of diabetes. In 1925 (the 
latest year with available figures) 1,336 per million died of can
cer and 112 of diabetes. 

NoI6 10 Secorul EditiOfl.-In 1929. 1.437 per million died of 
cancer and 142 of diabetes. 
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to interfere. Even when we think ."e are giving 
only to the" deserving poor," we often find that 
laziness, gambling, drunkenness and other forms of 
vice have been encouraged. In fact, the tendency is, 
by relief, to convert the deserving into the undeserving, 
for money easily got is easily spent. That is human 
nature, and it would be idle to deny that it is so. 

As to Poor Law relief, or, as it is now called, 
" Public Assistance," it is instructive to visit such 
districts as West Ham the night after a distribution 
of the funds extorted from the ratepayers. Not 
only the kinemas, but the public-houses, too, are well 
filled, and one wonders how much of the ratepayers' 
money has gone to feed the children and how much 
has gone to feed vice. 

That the dole encourages idleness and vice of every 
kind nobody can deny unless he shuts his eyes to 
proven facts. In the daily paper I came across the 
following: 

II • •• at Glasgow 129 unemployed men were 
summoned for gambling, and the magistrate who 
tried them commented on the fact that the 
majority of the gamblers were I on the dole.' The 
wife of one of these men complained to the Bench 
that her husband was I gambling away the parish 
relief and she was not getting money to feed her 
children.' .Such are the conditions in one of the 
Communist strongholds-public money care
lessly paid away and scandalously misused by 
those who receive it." 1 

! Daily Mail. 
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The Clerk to the Newcastle Justices told the 
Licensing Commission lately, on the authority of 
the police and the investigating officer of labour 
exchanges, that the increase in drunkenness was due 
to the lar:ge number of people now on the dole. 

A magistrate at the North London Police Court, 
in dealing with four young men charged with 
stealing a carJ observed: "Those boys have been 
manufactured into criminals by the dole." 

At the Thorne Police Court, Yorkshire, recently, 
a man applied for an extension of time to pay a fine 
for gambling because his only income was the dole. 
For every such case which gets as far as the police 
courts, and so is reported, there must, of course, be 
hundreds that do not. 

The blood of any honest Englishman must boil 
on reading such paragraphs as the following, and, 
again, for each such case reported there must be 
very many of which we never hear : 

"Three unemployed Sheffield men occupied 
24s. seats at a recent Albert Hall, London, boxing 
tournament. Special transport arrangements 
which had been made in Sheffield for the event 
were altered so that these and other men might 
sign on the same morning at the Labour 
Exchange." 1 

We are now beginning to find out another ominous 
fact which. we might have foreseen, had we only a 
little mo~e reasoning power and a little less sickly 
sentimentality, namely, that hundreds now marry 

I Ibid. 
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on the dole, and the number will increase each year, 
as long as our policy continues the same. They bring 
up families of youngsters whose natural ambition in 
life is to " live on the dole like father." 

The following is an extract from a letter I received 
from a well-known mining engineer shortly before 
the Coal Strike of 1926. It sheds much light not 
only upon the results of dole distribution but also 
upon the mental attitude of some of the miners 
towards work on the eve of the strike. Let us hope 
that, in spite of the relief the Government ordered 
should be distributed to them during the stoppage, 
the fact that they gained nothing but a long holiday 
at the public expense will discourage repetition of 
the same tactics. Here is the letter-

". • • told me how he was wanting men to 
work on the surface of the great new colliery and 
underground. Men from the Labour Bureau were 
sent to him, but they all of them either declined 
to work or gave it up after a day or two's trial. In 
one case they said to the manager that they could 
not be expected to work for 2s. a day. This meant 
that they were getting so much a day for doing 
nothing, and the extra price for working was only 
2s. What story they told at the Labour Bureau I 
don't know. That was for men working on the 
surface. The men who were sent to work in the 
pit never came to the pit at all; that pit is still 
short of men. Another man told me he was an 
ironfounder and th~t he was short of men and 
went to the Labour Bureau. They introduced 
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him to a number of ironfounders who were ex
perienced in that kind of work. He offered them 
employment, and they came to him, but they 
began making excuses for leaving, and very soon 
they all went away . • ." 

and so on .... But what is the need to quote such 
cases here? The papers are full of them day by day. 

Nowadays most people seem afraid of" insulting" 
the " working classes" by even suggesting that they 
may possibly be subject to ordinary human failings. 
The other day, in the French Parliament, M. Blum 
told the responsible Minister, who had dared to 
insinuate that too generous a dole might tend to 
encourage idleness, that he had " grossly insulted 
the French workman." This modem adulation of 
the masses is sickening, and the fear of plain speaking 
which encourages it is truly contemptible. It is in 
itself one more proof of moral degeneracy in our 
times. 

Lastly, we have to see how relief affects large 
families. As already mentioned, it is a notorious 
fact that the birth-rate is highest among the un
segregated indigent classes. The law at present 
allows an extra amount, both in doles and in poor 
relief, for each child produced by the workless. The 
workers enjoy no such privilege. Note this fact 
carefully. What must be the inevitable result? 
Unemployability being largely due to hereditary 

.L. defects, moral, mental or physical, it is evident that, 
seunder such a system, unemployability must in the 

• Ibig run increase. But not only in the long run, for 
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there is direct incitement, here and now, for the lazy 
and the shiftless to breed plentifully. If the amount 
allowed for each child is not more than enough, 
perhaps not even sufficient, to feed and clothe it well, 
does anybody suppose that the whole amount is 
invariably spent on the child? Is it likely that such 
shiftless individuals as largely make up the ranks 
of the unemployable, if not of the unemployed as a 
whole, will ever seriously endeavour to limit their 
families as long as such a system prevails? Dr. 
Shrubsall, Senior Medical Officer to the London 
County Council, tells us that in a number of families 
where one or more of the children were idiots or 
imbeciles the average number of pregnancies of the 
mothers was six ; where the children attended schools 
for the mentally defective it was 5.3, while among 
the mothers of scholarship holders it was 4.8 I We 
rely solely on the higher death rate among defective 
children to prevent their eventually overrunning the 
country, yet strenuous efforts on the part of humani
tarians are directed toward reducing that death rate. 
Dr. Tredgold gives more alarming figures. He 
says: If I have pointed out over and over again that 
whilst the average number born in a family through
out the whole community is four, the average in 
these degenerate stocks is seven, and there is not 
the slightest doubt that a very large proportion of 
this progeny will go to swell the ranks of the socially 
inefficient." In which direction must the granting 
of an extra sum for each child produced by these 
people tend? True, all recipients are not degene-

I M"lIal W'I/IJr" Vol. 6, No. I, p. 17. 
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rates, but many are; so the tendency to increas ;~ 
their numbers exists. i. 

This brings us up to a very simple piece of deduc I' 
tive reasoning, which may help to explain the extra 'f 
ordinary fertility observed among the indigent an "I 
the degenerate. The Malthusian law is not univer 11 
sally recognised, but it is certainly believed to-da d 
to have a firm basis in fact by most eConomists an :: 
by many of those who defend "humanitarian' 11 

methods of relief. If we take that Jaw as our maj II 
premise, we shall find that since population tends to:1 
press upon the means of subsistence, when relief of a~~~i 
. sori becomes a means of subsistence to a section of eMitl 
population, that section (the distressed classes) mus~11 
ten~ to press upon its means of subsistence, which i$'1 
rel~ef· j 

Thus both inductive and deductive metho~i 
prove the truth of our theorem, as enunciated at thjl 
beginning of the present chapter. 1 

We have seen that in unemployment, sickness an~: 
mental defect actual figures are found to confinn thell 
conclusions to which logic has led us. The more wep 
spend upon hospitals and asylums of every sort thel: 
more we need to spend; the more we give in private; 
charity the greater the number of applicants, and,. 
the more we give in Poor Law relief and doles, to~ 
whatever class the recipients may belong, the greater! 
the -number of paupers and unemployed. The con-l 
fusion of cause and effect in the popular mind is ex-( 
emplified by such newspaper comments as this:: 

. II We are glad to note thae this year so many mer, 
thousands of people have been treated in our hospitaU 
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rates,but many are; so the tendency to increase 
their numbers exists. 
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relief· 

Thus both inductive and deductive methods 
prove the truth of our theorem, as enunciated at the 
beginning of the present chapter. 

We have seen that in unemployment, sickness and 
mental defect actual figures are found to confinn the 
conclusions to which logic has led us. The more we 
spend upon hospitals and asylums of every sort the 
more we need to spend; the more we give in private 
charity the greater the number of applicants, and 
the more we give in Poor Law relief and doles, to 
whatever class the recipients may belong, the greater 
the -number of paupers and unemployed. The con
fusion of cause and effect in the popular mind is ex
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than last, thus proving the increased usefulness of the 
institutions." Do the people who talk thus never 
wonder how it is that relief has never yet caught up 
with distress, even when the sums expended have 
been going up (as of late years) in geometrical pro
gression? Having actually reached the fantastic 
sum of 1.458,000,000 per annum, exclusive of private 
charity, we are further off than ever from our pre
tended goal of abolishing disease and suffering I And 
the cry is still more asylums and hospitals are needed, 
more money must be given. 

From the accompanying diagrams we may verify 
that, for a year after the Unemployment Insurance 
Acts of 1920 there was a constant and prodigious 
increase of unemployment, and that for some time 
after the more generous distribution of doles by each 
Socialist Government the numbers rose again, al
though they had been falling just before. The 
increase in unemployment following the Armistice 
was trifling compared with these, which gives the 
lie direct to those who, in defence of pet theories, 
try to make us believe that unemployment is an 
inevitable part of the aftermath of war. Of course, 
demobilization did not immediately follow the 
Armistice. but in the countries where no doles were 
given labour was quickly and easily absorbed by 
industry as demobilization proceeded. • 

As to Poor Law relief, it is interesting to note that 
in 1900 there were 933,450 paupers, who cost us 
£13,802,878. By 1922 there were 1,702,097 paupers. 
in addition to old age pensioners and dole drawers, 
and the paupers alone cost us £45,247,010. There 

F 
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have been small decreases followed by fresh rises 
since 1922. The highest figures yet published are 
those for 1926-7. namely. £!9.174,516 for paupers 
alone! 

It was the~aeParliamentary Return of 1925tha.t 
gave us the total assistance from rates and taxes for 
maintenance and treatment for .. hich the recipient 
did not payor paid only in part. in that year. It 
rose in England and Scotland from 63 to !58 millions 
per annum between 1910 and 1925. Since 1925 it 
has again risen enormously. Although no exact 
figures are available. it must now have soared well 
above five hundred million. The dole alone now 
costs the nation over £)00,000,000 a year. though 
not all throttgh rates and taxes. 

It 1riIl be easier. peroaps, to realize what this 
means .. hen we consider that, had our CbanaUOIS 
been engaged in throwing golden sovereigns down 
the sink ever since the Armistice, at the rate of some 
ten or twelve every second, day and night without 
interruption, they would only now have succeeded 
in getting rid of as much money in this way as they 
and the Boards of Guardians actually have thrown 
away in unproductive ieliel It is manifestly absurd 
to say that nothing in the way of useful work for 
the unemployed could possibly have been done with 
such a fabulous sum. instead of allowing it to 
produce nothing but demoralization IIIIl 'lICTusd 
tlislress. 

In answer to all the foregoing. it will be argued 
that humanitarianism has come to stay, and that. 
whatever may appear to be the case with regard to 
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the eventual increase of distress with increased 
relief, we cannot deny our Christianity nor leave the 
poor and the sick to starve. But unless We believe 
ourselves to be infallible, we shall have to recognise 
that when OUT ethical concepts come into conflict with 
natural OT eco11;omic law, it is our ethics which need 
adjustment, not natural law. 

There is nothing wrong with the true humanitarian 
spirit, which is simply that of pure Christianity. 
But our interpretation of our duty in that spirit re
quires adjustment as -- our knowledge of Nature's 
methods advances. When we are charitable we 
must remember that future generations have as 
strong a claim upon us as the present,-nay,even 
stronger, for the future is infinite while the present 
is but momentary. We must therefore learn ,to 
realize, however hard it may seem, that it is a lesser 
crime to allow a sick man to die to-day than to per
mit him, if his disease is hereditary, to procreate and 
thus perpetuate his infirmities in children yet unborn. 
Hereditary disease, more especially mental defect, 
so largely responsible for unemployment and distress, 
must not be relieved by the ordinary methods. It 
must be segregated,-a humane and economical 
alternative to segregation being sterilization. Until 
we do this, we shall, in trying to perform our 
Christian dt1ty by ottr contemporaries, commit 
untold crime against their children and our childre£l. 

In combating poverty, we must consider its 
causes. We must offer to the unemployed whatever 
work can be found for them, and if they refuse it, 
give them nothing, instead of encouraging, as we do, 
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an ever-growing fastidiousness as to the nature of the 
work they consider acceptable. Above all, relief 
work. even if partially wasteful, must be devised. 
Help extended to large families must be in kind, and 
such parents as continue to bring children into the 
world when subsisting on relief must suffer for it. 
while everything possible should be done to prevent 
such things. From an eugenic or racial point of view 
the only form of National Insurance that is not pre
judicial is that against old age, and to sOme extent 
that against widowhood: for old age, and perhaps 
widowhood, are states that may come to the fit no 
less than the unfit. so that in this case there is no 
penalising of fitness. Curiously enough. some 
newspapers have found -fault with it on this very 
score t 

True humanitarianism and true Christianity must 
eventually reject all measures of relief which do not 
consider the future welfare of our race. 

Faith. Hope and Charity,-yes, these three; and 
the greatest of these must for ever be Charity. 
But her throne must be set higher and her sway be 
more complete. It must embrace all humanity. 
whether those who are with us to-day or those who 
are to carry on the glorious story of Evolution 
through future ages. 



CHAPTER IV 

mE PAUPER VOTE 

WHEN Mr. Lloyd George, in 1918, saddled Eng
land with the pauper vote, he undoubtedly dealt 
her the most deadly blow she ever received, and one 
which all his services during the Great War cannot 
outweigh. If, as some think, he saved England in 
her hours of most deadly peril, he only rescued her 
from a violent death to deliver her up at once to a 
more lingering and more inglorious fate. 

In every part of the coUntry, especially the great 
towns, there has now grown up a new and dangerous 
class, a mass of humanity dependent on the payer 
of rates and taxes. Before the change, a man had 
no right to vote, that is to take part in the govern
ment of others, unless he were at least independent 
and able to support himself; Now he helps to govern 
those who maintain him. This great host of paupers 
and semi-paupers is already organised in the Socialist 
interest and has become a factor which can decide 
elections. Its interest is solely to raise the rates."o 
that relief may be more and more generous. Its 
Communist leaders use it for this purpose, for they 
wish to make life impossible for the workers and so 
provoke revolution-the sooner the better. In 
speaking of Communist leaders I am not confound-

85 
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ing the terms Communist and Socialist. The Com
munist is the true leader, with sinister but well 
laid plans. The S9cialist appears to lead for· the 
time being, and hie; work is to prepare the way. 
Danton prepared the way for Robespierre, Kerenski 
for Lenin. And Ramsay MacDonald, ably seconded 
by Lloyd George and Stanley Baldwin, prepares it 
now for our future Communist rulers. 

It is socialistic measures, wholly uneconomic and 
contrary to fundamental laws of Nature, which 
lead toward ultimate starvation, which is the en
vironment the Communist needs in order to carry 
out his revolutionary plans. 

The Socialist is unteachable. He still naively 
believes he can lead us to an earthly paradise through 
doles and pensions. The Commuirist knows these 
tbiIigs lead to anarchy, and his scheme is to fish in 
the troubled waters of revolution; for he has 
nothing to lose, and may gain much at the expense 
of ·others. He cares nothing for humanity, as has 
been proved in France and Russia and wherever he 
has for a moment gained the upper hand. 

And so, in ever increasing numbers, the dole 
givers are returned to power, and the pauper is 
becoming the master of the ratepayer, which means 
that the real workers are. gradually sinking into 
slavery. This is not an exaggerated expression, 
for the debts incurred by certain boroughs have 
raised the rates as high as thirty shillings in the 
pound, and will take a generation to payoff. 

In a speech he once made at Bermondsey, Mr. 
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Ben Smith waxed indignant at the proposal to 
abolish the pauper vote, which was at the moment 
to the fore, though it has unfortunately since 
become almost taboo. "What would happen," he 
cried, " if one-seventh of the people of Bermondsey 
(for that was the number then receiving relief) were 
disfranchised? Do you think you would get a 
Socialist majority next time ?" . 

It is evident that the Socialists rely on the pauper 
vote to put and keep them in office. Yet so timid 
are the so-called Conservative " leaders," that, even 
when they enjoyed an overwhelming majority in 
Parliament, they did not dare to disfranchise those 
they knew to be dragging the nation to ruin while 
having no real claim whatever to a voice in shaping 
her destinies I Instead, they enfranchised millions 
of girls, for which they had no mandate whatever, 
just because, forsooth, Mr. Baldwin said he had 
once promised somebody that he would do so. 
What right has a political leader to betray the 
confidence of his supporters-to say nothing of the 
vital interests of the nation-because of a promise 
once made privately to somebody? 

Not only in the matter of the pauper vote and in 
their zeal to add yet more ignorant electors to the 
franchise roll did the Conservatives betray their 
trust. Mr. Neville Chamberlain, apparently de
sirous of emulating the Coalition Government in 
furthering Communist plans, decided that strikes 
should be subsidised at the expense of the ratepayers. 
This means that men on strike only have to refuse 
all settlement 9f their dispute for long enough, and 
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they can' reduce the rate-payers of their district or 
districts to a state of slavery. Is this just 1 

The cry which seeks to justify this policy is that 
women and children must not be allowed to suffer, 
but it must be evident, by now, even to the most 
wilfully blind, that by these means strikes may be 
indefinitely prolonged, and with them, the sufferings, 
not only of the strikers' families, whatever such 
sufferings may be, but also of the strikers' victims, 
the remainder of the population. Under this 
system strikes neea never end. The II heroic II 
resistance of the striker, living in idleness at the 
expense of the community, may last for ever. The 
workers must work harder than ever, while their 
pockets are searched and their own families may 
suffer, so that the non-workers may hold out. 
Others, too, may be forcibly thrown out of work, and 
their families begin to want or go on to the dole, 
but the strikers must at ·all costs be enabled to 
continue their resistance. Much claptrap about 
"heroic resistance II was uttered even by Tory 
Ministers in public speeches during the Coal Strike, 
for votes are only to be had by adulation, and, after 
all, they must have an eye to future needs. When 
will Englishmen again have the courage to call a 
spade a spade 1 THE HERO IS THE WORKER, 
NOT THE STRIKER, especially when the latter 
no longer need fear starvation. 

The new Socialist councils, elected largely by the 
pauper vote, are a danger to the State in more ways 
than one. It is not only that through them, elected 
as they are by means of the bribery of extravagant 
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relief that they may put up the goods of the minority 
to auction, the ratepayer tends to become the slave 
of the parasites, but also there is grave and increasing 
danger of their undermining that security of life and 
property that has been the Englishman's boast for 
ages. They dominate the municipal services and 
can exercise a great deal of influence over the police 
force. The strange and ominous phenomenon was 
seen during the coal strike of a chief constable being 
called upon by the county council to resign his post 
for the offence of prohibiting a dangerous procession 
of strikers.1 

Since the number of paupers incre~es year by 
year, and the number of Socialist councillors too,S 
it is evident that the worker's chains must become 
heavier and heavier as time goes on. Another victory 
for the Socialists at the next General Election would 
precipitate the debacle. I say a Socialist victory, 
not a Labour victory, because I have always thought 
the latter word a misnomer for the party that does 
all in its power to penalise the workers for the benefit 
of parasites. 

I can only think of one course that will be open 
to British taxpayers if another spendthrift Govern
ment comes into power, and that is to combine and 
refuse to pay any taxes at all. This would probably 
bring the vote-catchers to a sense of reality. 

The patriotic voter, in these days, has only 
Hobson's choice before him, as far, at least, as the 

1 This occurred in Monmouthshire. 
a In the last municipal elections there was a reaction. But 

can we hope that the tide has really turned ? 
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three old-established political parties are concerned. 
From the Simon Commission we learn that in certain 
parts of India one votes for a picture-a tree, a tiger 
or a flag, for instance. Here we vote for a name, 
such as Baldwin, MacDonald or Lloyd George. The 
difference is that while the Indian probably hardly 
realizes what may be the policy he is supporting 
with his vote, we in Britain know that our choice 
lies between Socialism, Socialism and Socialism
unless the new United Empire Party fulfils its 
promise of leading us elsewhere. 

The Conservative programme may be fairly good, 
but under that party's present leadership socialistic 
measures have always been substituted for pre
election programmes as soon as it has cOme into 
office. So where is the use of voting for it-ttnless 
there is a change of leadership? Only as the lesser 
in a choice of evils. If only the Conservative leaders 
would believe that they would reaUy be much stronger 
as champions of truth and reality than as mere 
opportunists Or sham socialists I 

'The next Conservative Government is likely to 
have the last chance in history to save the Empire. 
Its responsibility before posterity will be incalcul
able. If it should do something effective; beginning 
with the abolition of the pauper vote,-then there 
may yet be hope for the future. If, after abolish
ing the pauper vote, it were to proceed to abolish 
the d~le, I except in the case of ex-service men, in 

II am not suggesting that this could be done luddenly • 
.. Extended" benefit would. of course, be the first abolished 
while no individual would be newly insured. 
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whose case it should go by another name, and 
quickly replace it altogether by sound schemes of 
public utility work for the unemployed; set about 
the demolition of slumland; reverse its late policy 
of subsidising strikes; effectively reduce the 
bureaucracy and thereby reduce taxation by at least 
a hundred million pounds a year; introduce Empire 
preference; effectively relieve agriculture; and, 
finally, introduce the more urgent and less con
trovetsial measures of eugenic reform-then one 
might once more 1;>ecome optimist, after all. 

In watching the effects of the pauper vote and the 
growing tendency to make the efficient pay for the 
inefficient, one is reminded of a horrible supersti
tion still surviving in many parts of the world. 
The only cure for tuberculosis is supposed to be the 
warm blood of a healthy child. Thus it often 
happens that children are murdered by well meaning 
persons in order that someone dear to them, in the 
last stages of disease, may drink the child's life
blood, as it gushes from the still palpitating body of 
the unhappy victim. But the sick man does not 
recover,-perhaps because the supply of victims 
for immolation proves insufficient. 

So also the sick men for whose benefit Socialistic 
legislation would sacrifice the nation's best blood 

. must eventually perish,-when the workers are.no 
longer able to support the ever-increasing burdens 
laid upon them; when their numbers shall be so 
reduced by the premiums put upon idleness and in
capacity that they can no longer carry on the unequal 
fight ;-when, in short, they have been bled white. 



CHAPTER V 

EUGENIC REFORM 

IT should be said at once that the need for eugenic 
reform in no way depends upon where the truth lies 
in the controversy about degeneration. Whether 
we are deteriorating or not we need this reform, 
for it is just as desirable to progress more rapidly 
if we are moving slowly as it is to stop degeneration 
if it is going on. 

Nature is seeking. through Evolution, to raise 
man to heights which as yet we cannot see. Indeed 
we can scarcely dream of them, for the ultimate 

. goal is likely to be something transcending our 
present powers of understanding. The discovery 
of the science of eugenics has been a landmark in 
the history-of llumanevolution, for it marks the 
precise moment at which man acquired the know
ledge and the power which will enable him to c0-

operate with Nature in furthering his own evolu
tionary progress. Henceforth he may become 
Nature's partner, if, instead of hindering and thwart
ing her, he will continue to learn, and to deserve 
(;od's help and approval by helping himself. Just 
as the age-long processes which developed the 
different species of anjmals and plants have been 
first learned and understood and then speeded up a 

92 
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hundred or a thousandfold by scientific farming, 
so the slow, erratic development of man's intellect 
and morals-now advancing, now receding, through 
the centuries-may be speeded up, and progress may 
become a hundred times more rapid in the future 
than it has been in the past. All this depends on 
eugenic reform. Man's evident duty is to "help 
Ormuzd" as the Persians taught more than three 
thousand years ago. 

Eugenic reform consists in diminishing the pro
geny of the stock which is below par, and which, 
under existing conditions, is threatening to swamp 
all else, and, secondly, in increasing that of the more 
efficient strata of society, in order that the coming 
generations may be better and happier than our
selves instead of more and more miserable and 
degenerate. 

To diminish the dangerous fertility of the unfit 
there are three methods: the lethal chamber, segre
gation and sterilization. In a pamphlet entitled 
The Only Way,1 I have given my reasons for be
lieving the last named to be the method that should 
be adopted in dealing with the grossly unfit, when
ever practicable. Segregation is effective but ex
pensive, and, by hiding away from sight defective 
individuals, prevents our realizing the enormous 
numbers to which they have attained, and tlJe 
urgent need for action. We all know that rates and 
taxes are high, but few of us realize how far it is 
the care of our morally, mentally or physically 

lTIl, Only Way. The Eugenics Society, 20 Grosvenor 
Gardens, London, S.W. 



94: THE SURVIVAL OF THE UNFITTEST 

defective population that makes them so. But 
segregation of all who suffer from hereditary defect 
is infinitely better than laissez faire. J. In order, 
however, to allow liberty where possible and to save 
the taxpayer from unnecessary expense, there should 
at least be an option of sterilization in most cases. 

An absurd argument is often brought forward 
against the segregation or sterilization of defectives, 
namely, that we might thereby sometimes prevent 
the birth of a getlius. But such fallacious reasoning 
bespeaks a lamentable lack of logical training and 
complete ignorance of the science of heredity; for, 
first of all, there can be no doubt that the higher 
the general level of intelligence the greater will be 
the incidence of genius, and so, for one genius we 
imagine we might lose it is likely many would be 
gained. Secondly, for immense gain in other 
directions it would be well worth 0\11' while to risk 
missing a genius or two, did that risk really exist. 
And thirdly, it is a fact that never yet was a genius 
born oj jeeble-minded parents. 

The truth is that we must make up our minds 
either to sterilize the grossly unfit or to become 
shortly a definitely C3 nation-or, more probably, 
no nation at all ! 

A bill to legalize the voluntary sterilization of 

• The expression laissel faire is, of course, here used to signify 
the disastrous policy of allowing the defective to breed un
checked. and socialistic legislation to produce its eftecta upon 
the quality of the race. An all-round laisse8/air, policy would 
not be disastrous, for it would allow Nature to work unhampered. 
Unfortunately we only interfere with Nature with a view to 
getting round such natural or economic lawl as our 4abby 
sentiIn,entalism does not approve of. 
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defectives, in certain circumstances, will be presented 
this year in Parliament (1931), and it is of the 
utmost racial importance that this bill should pass 
into law. 

To increase the fertility of the fit is more difficult. 
Major Darwin advocates a campaign amongst the 
better classes, appealing to their patriotism and 
sense of duty. It should be made clear to every
body who is sound of mind and body and can afford 
to have children and bring them up properly that 
it is his sacred duty to do so. But such a campaign 
can never be sufficient in itself. It is the duty of 
the Government to make it easier for the efficient 
classes to bring up large families. Unfortunately, 
however, all the solicitude of our rulers up to the 
present has been for the less inefficient. Every effort 
is made to enable them to have large families at the 
expense of the more valuable sections of the com
munity. 

Mr. Winston Churchill wisely increased the 
allowance from income-tax payments in favour of 
the family man; but it is still far from sufficient to 
be effective. A man with an income not more than 
sufficient to bring up his family with a suitable 
education and all the advantages he may reasonably 
wish to give to his children should pay no income
tax whatever, for he is doing the nation ~n 
inestimable service, if he is bringing up at his own 
expense a number of healthy, intelligent children, 
and it is both unjust and unprofitable to penalize 
such services rendered instead of rewarding them. 
Moreover, all that is taken from the burden of the 
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family man could be added to that of the childless, 
whether married or single, when they refuse even 
to adopt children. 1 It is right that those who will 
not do their duty by the nation should be made to 
pay to have their share done by others. 

It is characteristic of that mentality which is 
ruining the country and preparing the downfall of 
the Empire that the Joint Committee of the Labour 
Party and the T.U.C. shoUld report upon the 
question of family allowances, recommending that 
these be paid entirely by the State (that is, by the 
tax-payer), and yet should not benefit in any way 
the income-tax paying classes. They should be 
paid from birth till the school-leaving age, when of 
course the child will receive automatically a pension 
or a dole. For calm e££:ontery and brazen-faced 
contempt for the true interests of posterity I think 
it would be hard to beat this Report. 

The man who pays income-tax, if we except a small 
percentage of degenerates who have inherited un
deserved wealth, and a few rascals who have ob
tained it by questionable means, is, generally speak
ing, a man who is an asset-to the nation. He prob
ably is or has been one of the workers,-genet:ally a 
skilled worker with the hand or brain. It is there
fore this man who should be encouraged to bring 
children into the world. At any rate it is practicable 
to offer him encouragement, and the results must be 
good, even if the method of selection leav~ something 
to be desired. 

I In adopting children they would be likely to choose those of 
eugenic value. 
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But there is all the difference in the world between 
this and the sort of family endowment advocated 
by the Socialists and by many Liberals, who would 
give to "working-class" parents an endowment 
at the expense of the income-tax payer. The effect 
of such a policy would be once again to penalize 
the intellectual and the efficient for the benefit of 
the inefficient, speeding up the birth-rate of the 
latter and reducing still further that of the former, 
thereby hastening the process of decay through a 
differential birth-rate which has ruined successive 
civilizations. 

If, however, the endowment were granted only to 
those actually working, and the money were taken 
not from income-tax, but from the childless members 
of the same class as that benefited, the measure 
would be eugenic in its effects. Can we hope for 
so much wisdom under democracy? 

This is a thing that could be done at once, and I 
hope it may be. But for a thorough policy of reform 
in this direction we need an official eugenic classi
fication of the whole population. By the use of the 
Binet-Simon tests, and by medical examination 
and, so far as possible, the examination of pedigrees, 
police records, etc., every individual, before reach
ing marriageable age, should be classified, from Al 
to C3. There should then be motherhood endo~
ment for Al families and remission of all income
tax. As to the C3, they should be either sterilized 
or segregated. 

It has been suggested that, by the use of birth,:" 
control methods, C3 individuals might be allowed 

G 
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to many without danger to the State. But since 
these methods are necessarily left in the hands 
of the individual himself, it is difficult to see how 
we could trust them. Indeed, I purposely omitted 
to mention so-called birth-control as a means of 
diminishing the fertility of the unfit, because, being 
of necessity voluntary, the shiftless and the de
generate will never adopt it, especially while we 
grant them extra cash when they produce children. 
The thought of physical gratification resulting 
from the immediate expenditure of such grants 
will always weigh far more with those whose feCun
dity we most need to reduce than any sterile counsels 
with regard to the duty of continence or the use of 
approved methods of birth-control. 

For this reason, I consider the term birlh-contTol 
a misnomer; for it implies the idea of control in the 
interests of the community, whereas, as a matter of 
fact, it is used and will continue to be used so long as 
human nature is what it is at present, for purely 
selfish motives, and with no regard whatever, in 
the vast majority of cases, for the welfare of the race 
It is suggested that punishment should follow the 
birth of a child to those receiving relief. This would 
certainly be much better than rewarding them with 
maternity grants, but it is rather like locking the 
stable door after the horse has been stolen, unless, 
indeed the punishment be sterilization. 

It must always be bome in mind that those 
-,eugenic reforms will be most effective which aim at 
ncreasing the fertility of the slightly above normal, 

eund diminishing that of the slightly below, because 
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these classes are much more numerous, comprising 
. really the bulk of the population, while the eminently 
superior or inferior are relatively few in number. 
Means of encouragement should therefore be sought 
with reference to all A families, not only AI, and of 
discouragement for all C familie<;, in regard to the 
procreation of children. Only the B families need, 
perhaps, no special consideration. If no C people 
ever had children, the inborn qualities of the race 
would improve very rapidly. 

An eugenic reform which we are quite likely to 
have in the near future is the health certificate for 
marriage. Major Darwin objects to it, principally 
on account of the power it would place in the hands 
of medical men. But no eugenic reform of far
reaching effect can be carried out without this 
drawback, and I think that it is a clear case of 
choosing the lesser evil. As Major Darwin himself 
says, the objection that to stop marriage does not 
stop procreation is not valid, because it would 
certainly lessen the probabilities of procreation, and 
to prove that benefits may be small is no argument 
against trying to obtain them. 

If the right to marry and procreate had to be 
established by each individual, the colossal waste of 
public money upon the maintenance of defectives 
would very soon cease; and that in itself would 
enable many vigorous people at present taxea to 
the point of not being able to rear children, to marry 
and multiply freely and naturally, which is what 
the national interest so clearly and urgently 
demands. 
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A scheme that, so far as I am aware, has not yet 
been placed upon the programme of any reformer, 
is the founding of eugenic orphanages. By this· I 
mean homes, where a very healthy life and a fair 
education would be given to children whose parents 
were of Al (or simply" A ") stock, but whose sur
viving parent or relatives were unable, or, in the 
case of relatives, unwilling, to give them those ad
vantages. The institute would further undertake 
to start them well in life after educating them. 
One such orphanage would not have a very far
reaching effect, but, as a means of calling the atten
tion of the charitable public to the need for a more 
long-sighted charity than that ~hich merely aims 
at dragging on the existence of those whom Nature, 
for good reasons of her own, would have allowed to 
die, it might have a considerable educational effect, 
and there might be eventually many such homes, 
doing really useful work. It has always seemed to 
me tragic that we should spend so many millions 
a year on homes and "colonies" for the feeble
minded, the consumptive, and those with every 
conceivable hereditary defect, in order that they 
and their progeny may be saved for the race, and 
never a penny to save the fit, the children of special 
value to the nation, whom adverse circumstances 
may have condemned to degradation and want.' 

I The principal aim of the eugenic orphanage should be to 
get hold of children whose hereditary factor is above the afJIrag' 
but who are in danger of degradation through environment. 
These should be given a thoroughly wholesome environment. 
and eventually launched in life in such a way as best to ensure 
early and happy marriage,-not nec:essarily. therefore, in tho 
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Under the Mental Deficiency Act of 1913 we are 
spending fabulous sums on giving to hopeless idiots 
every therapeutic advantage known to science. 
Thus Professor Berry tells us of two sisters in the 
Stoke Park Colony who are "speechless, useless, 
apathetic idiots, only capable of meaningless move
ments, and of making inarticulate noises and 
screaming fits. They have no interest in anythirig 
whatever ... and yet they have already cost the 
ratepayers some £3,000 and are likely to cost as 
much again .. . " 

Can anyone doubt whether the £6,000 these two 
idiot sisters are to cost the nation would not have 
been far better spent in such a cause as that I am 
pleading? 

Dr. Paul Popenoe and Mr. E. S. Gosney have 
estimated that the cost of maintaining the mentally 
diseased in the United States surpasses $150,000,000 
a year.! Our own bill cannot be much less. 

Mr. C. M. Kohan, secretary of the New Health 
Society. has written: 

II In one way or another Great Britain is 
spending on health_ measures some £300,000,000 
a year. There are the hospitals always full and 

way of a professional career, where marriage is apt to be long 
dela yed_ Probably the best way to obtain the desired end would be 
to teach the children farming, later apprentice them to fanners, 
and finally settle upon those who should prove worthy a small hold. 
ingwith a cottage_ If they are to help to improve our British 
stock in Britain, they should not, of course, be encouraged to 
emigrate. If all were given holdings in th' sam" districl this 
scheme might prove a beginning to the formation of eugenic 
colonies of infinite possibilities. 

I Sterilization/or Human BetlBrmBIIl-page 129. 



102 THE SURVIVAL OF: THE UNFITTEST 

overflowing. There are institutions for the luna· 
tic, the hopeless, the defective, the helpless, the 
feckless. On mental defectives alone the country 
spends twice as much as it did ten years ago. It 
is probable that about 70 per cent. of the 
population is C3 ..• To alleviate we spend 
£300,000,000 each year. But how much of this 
vast aggregate is spent on real measures of 
prevention? A quarter, a tenth, a twentieth 
part? ... " 

Probably hardly a thousandth part. On sani· 
tation we spend a relatively insignificant sum; on 
health education little or nothing; and on schemes 
such as I have suggested nothing at all. But is not 
prevention better than cure ? 

II Christian charity," as commonly understood, 
has for centuries been the chief factor in racial 
degeneration, having only lately ceded that distinc
tion to legislation; but such charity as this, the 
saving of the fit, the rescue of sturdy, intelligent 
. children of good descent, when in need of help, 
would tell in the opposite direction. Such charity 
would diminish suffering to-day and to-mOTT01I, 

instead of trying to relieve it to-day utterly regard. 
less of what may result to-morrow from such action. 
I should be very glad to hear from anybody able 
and willing to help forward such a movement. 1 

Democracy may make real eugenic reform impos
sible in England, through legislation, but the example 

I Letters addressed to me under care of the publishers will be 
forwarded. 
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of this new charity might make people think, and 
draw attention to the need of asking ourselves 
whether any particular form of " philanthropy" will 
diminish suffering in the long run, or only alleviate it 
to-day to aggravate to-morrow. When public 
opinion has been made to recognise the importance 

. of this we shall learn that it is wicked to "cure" 
hereditary diseases without adequate safeguards 
against their propagation by procreation. The 
reform of .. charity" is perhaps even more urgent 
than that of legislation 



CHAPTER IV 

THE DESTINY OF MAN 

WHAT has the infinite Future in store for Man? 
Many books have been written about what is likely 
to happen a hundred years hence, or two hundred or 
a thousand, but what is a century or a thousand 
years in the history of Evolution? 

Before we can begin to form any reasonable 
idea with regard to man's future development, it 
is necessary to consider the past. . 

We are not, of course, here concerned with man's 
destiny as an individual. Such considerations 
would be foreign to the purpose of this book. It is 
the destiny of our Race that is affected by the sur
vival of the unfittest. 

Science no longer admits of any doubt about the 
fact that man is descended from the animals. This 
does not however mean that he is cast down from 
his high position " a little lower than the angels." 
It means that he has risen, and is rising. The lower 
his origin the more marvellous is his ascent seen to 
be. There has been no fall, but a constant rise, 
and as his ascent is infinite, beginning incalculable 
ages ago, and ending only in Eternity, his position 
is found to be one of far more wonderful possibi
lities than was ever conceived by the old theologians. 

104 
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"In the long, long past we find that man was 
evolved from a common stock of primates with the 
various genera of platyrrhine and catarrhine apes. 
We may further trace him back to the converging 
pedigrees of monkeys and lemurs until their ances
try becomes undistinguishable from that of rabbits 
and squirrels." This was many millions of years ago, 
but a relatively short period compared to that 
which evolved the rabbits and squirrels from the 
original protoplasm. How much more marvellous 
is the mind of man than that of the ape or the 
squirrel I Yet the difference is much less than that 
which separates the squirrel from the protozoon. 

It is only when we ponder over these things that 
we begin to understand that, II so far from degrading 
Humanity or putting it on a level with the animal 
world in general, the Darwinian theory shows us 
d,istinctly for the first time how the creating and 
perfection of Man is the goal towards which Nature's 
work has all the while been tending." 1 

Natural Selection worked for ages upon the 
development of physical variations and the organs 
of sense, and then there came a time when, in the 
ancestry of man, psychical changes began to be more 
useful than physical. Then through ages of cease
less struggle, the profitable variations in ·this crea
ture occurred oftener and oftener in the brain, and 
less often in other parts of his organism. • 

Another supreme moment arrived when Man 
became self-conscious, and began to inquire whence 

I See The Destiny of Man II1Bwed i1l 'lui Light of his Origin, by 
John Fiske; Houghton, Mifilin & Co., Boston, U.S.A. 
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he came and whither he was going. Then came reli
gion, and eventually science, as the results of his 
efforts to solve the great mysteries. And at last 
he has discovered Evolution, and knows that he 
himself is, the special care of Nature, his own per
fecting her chief aim, and that his destiny there
fore is transcendental. 1 He now knows, too, how 
Nature works through Natural Selection. He has 
learned to imitate her and create new species of 
animals and plants, by his own efforts, and finally, 
he begins even to see the possibility of applying this 
new and wonderful knowledge to his own species, 
taking a hand himself and co-operating with Nature 
in his own evolutionary progress. 

But just at this time, too, it appears that another 
tendency has manifested itself: that of supposing 
h~~ knows more about some things, than Nature 
herself, and in his eagerness to show that his own 
concepts are superior to those that have evolved 
him from the dust, he seems likely to throw back 
the onward wave of progress whose crest has just 
carried us so far, this half century, and leave human 

I I have several times in this book spoken of Man as Nature'. 
special care, and his development as the main purpose of Evolu
tion. I do not wish, however, to imply that there can be DO 
other evolution of morality, reason or beauty-or even of other 
things of which we do not dream-in other parts of the Universe. 
Probably there is; for to lIuppose that among 110 many milliona 
of solar systems no creature exists as high or higher in the evo
lutionary scale than'we would be presumptuous. There was 
some excuse for Man in the dark ages assuming this Earth to ba 
the centre of all things, the heavenly bodies being made for the 
sole purpose of giving him light. There is none now for suo 
believing that God has no children other than ourselves. It 
seems likely that Nature is pressing forward toward her unknown 
goal in many worlds. 
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evolution once more where it stood at the fall of 
each ancient civilization. 

Evidently Nature will not be defeated. She will 
start again-it may be with the brown or yellow 
races, or it may be, after a pause of centuries, with 
the white race again. The folly of the Anglo-Saxon 
can only result in forcing Nature to press on else
where; it cannot result in tuming back the tide of 
Evolution permanently. 

Now, if Man, as he exists to-day,has been evolved, 
ix, the course of some hundreds of millions of years, 
from the first forms of life that existed on this 
planet, what ratio does his present knowledge and 
power bear to that of his first ancestors? And, 
if the same ratio is to be even approximately maintained, 
what will his knowledge and power be a hundred 
million years hence? Surely no man can have the 
assurance to place any limit whatever upon his 
future development in the limitless ages to come. 
We dare not say that anything for which we to-day 
can even find a name will for ever be beyond the 
reach of Nature's protege,-God's heir. He may 
conquer Death, and eventually Time and Space. 1 

We must remember that now the marvellous 

• Sir Oliver Lodge says in his recently published book TIt6 
Making of Ma1l: .. Looking at the stage at which huma.nity 
has so far arrived, in the light of zons of preparation, the low
liness of human origin, and its vast, almost limitless future, we 
seem driven to believe that the ultimate destiny of man as a 
race will be something extraordinarily magnificent." 

In my own book, TA, Mystery of Existmce, I had already 
expressed (p. Ill) the same belief, in very similar words (First 
edition, 1909). 
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forces of Evolution appear to be concentrated upon 
the grey matter of the human brain, that is, upon the 
psychical development of man. What, then, is 
seen logically to be the outcome of a never-ending 
increase of knowledge and power? The forces of 
Nature are, by her consent, being harnessed one by 
one to the use of man, and yet we are at present but 
~the~ruthisp~ 

If it be objected that this Earth must one day be 
too cold for life, one may point out that, cosmically 
speaking, a single moment has taken liS Jrom the first 
discovery bY man oj the Ilrl of making /ire to "", p,e
sent knOtlJZedge oj N atu,e and her secrets. lhis fact 
is significant, for before this Earth cools zons must 
pass. In that time we may conquer Space. 

Whither does it all tend 1 
A never-ceasing increase of knowledge and power 

evidently can have but one goal, and that is the 
infinite, unattainable, but ever approaching goal of 
godhead. Man's destiny, therefore, is godhead; 
but perfect godhead, being infinite, is, in accordance 
with the nature of things infinite, a goal to which 
he must always tend but never attain. 

For these reasons, I believe Man's destiny to be 
greater than ever yet was suggested by any school 
of philosophy. He is a god in embryo--a god who 
has now arrived at a certain very elementary stage 
in the process of his formation. As he progresses 
he will understand more and more of Nature,
there is nothing else for him to understand, for 
Nature is everything; more and more of the univer
sal knowledge of the World-Spirit or God. of which 
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he forms a part, will rise above the surface of his 
individual consciousness. 

Evolution is the process of transition from an 
incoherent, indefinite and homogeneous state to 
coherence, definiteness and heterogeneity, in matter 
and spirit. Humanity is undergoing that process, 
and it is a process which, continued for ever, must 
give ,man at last complete mastery over Nature. 

To-day man vainly styles himself "Lord of 
Nature." In the end he will really be SO.l 

To those who can accept this optimistic philo
sophy it will be evident that the science of eugenics 
must acquire thereby a new and intense significance. 
Whether there is, here and now, a period of deca
dence, as far as England is concerned, or whether 
this is not so, Eugenics should be studied and eugenic 
reform be carried out as the one means vouchsafed 
to us by Nature for speeding :up our own evolu
tionary progress . 

.. Man stands to-day at the parting of the ways, 
with the choice of controlling his own destiny 
or of being tossed about until the end of time by 
the blind forces of the environment in which he 
finds himself." II 

The further science progresses the greater the 
field for future investigation is found to be; thEire
fore scientific research is likely to furnish an inex
haustible source of pleasure, ennoblement and power 

'See my book, The Mystery of E:ristence, Grant Richards, Ltd., 
London, pp. 107, el seq. ~ 

'Mankind al Ih' Crossroads (Preface). Prof. E. M. East. 
Charles Scribner's Sons, 1925. 
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to Man throughout all time. ;md the new science of 
Eugenics is the means by which we shall be enabled 
to make the progress in a century that would have 
taken a thousand years. It is she who will guide us 
and carry us fast toward that wonderful future 
whose secrets we are just beginning to divine. 



CHAPTER VII 

PERILS AHEAD 

THE optimists say that all is well with the world 
But many scientists, economists and sociologists 
can see rocks below the surface in the seas we are 
crossing, and dark gathering clouds above; and 
while there is any doubt, it is always safer to assume 
them right than wrong. At least we must not act 
as though it had been proved there were no rocks. 

There are certainly fewer optimists now, in 1931, 
than there were in 1927, when the first edition of 
the present work was published. This, I suppose, is 
due to the hard knocks Dame Fortune is already 
dealing us,-knocks which, as time goes on, are 
likely to get harder and harder; unless we greatly 
change our ways of thinking in the near future. 

In the present chapter I propose to touch very 
lightly upon what appear to me the greater perils 
looming ahead; chiefly with a view to pointing out 
how all present one common root cause, which is 
the thing that most demands our attention. 

Most of the dangers that threaten appear to hive .. 
their origin in the over-population that results 
from indiscriminate procreation and the spread of 
that "flabby idealism II which causes us to use all 
the devices of modern medicine and surgery for the 

111 
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saving of the physically unfit, as well as all the de
vices of statecraft to feed the inefficient. The 
classes saved are great begetters, and as the same 
process has been going on in all " Christian " lands, 
though nowhere to quite the same extent as in 
Merrie England, the time is now coming when there 
is no more room without emigration. 

Some European peoples have no colonies to which 
to emigrate, and the colonies that belong to others do 
not want to receive the progeny of those whom medi
cine, surgery, Christianity and socialistic legislation 
have been busy saving. Britain has colonies, 
but in Britain these. tainted masses see no reason 
why they should emigrate, for they are very com
fortable right here, and, moreover, even our own 
colonies do not hold out open arms to welcome them. 

If, therefore, we could find a remedy for the pro
creation of the unfit, we should be in a fair way 
toward the removal of the menace of war, whose 
root cause is· over-population. It is evident, too, 
that class war at home, which threatens to lead up 
to revolution and the tyranny of the lowest, results 
largely from the same causes, to which point I shall 
shortly return. 

The menace of international war is ever present. 
The League of Nations has so far done much to 
make it less imminent, but nothing towards removing 
its root cause, Germany, Italy and Japan are 
three powerful nations which have insufficient 
territory to allow of expansion, but being strong 
and vigorous peoples with very high birth-rates, 
they can no more be l'ermanently kept within fixed 
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boundaries than can increasing volumes of steam be 
retained within a hermetically sealed vessel. It is 
no use our preaching to them the doctrine of birth
control, and fondly imagining that in this way 
we can solve the problem, since they cannot see 
that they have the reasons for adopting it that we 
have for wishing they would. They look for the 
remedy in another direction. Mussolini has said, 
referring to birth-control, .. We are not so stupid 
as that." 

In 1927 Mussolini reminded the vast crowd he 
was addressing of their entry into the world war 
and deman~"d of them that they should always be 
ready to make the same sacrifice again. The en
thusiastic and universal shout of II We will" with 
which this question was answered gives the lie 
direct to the foolish assumption of our English 
pacifists that all peoples are war-weary. This is the 
dope with which they seek to make the British 
people pursue the perilous policy of isolated dis
armament. But, in truth, so long as any great 
European people can give such an answer to such 
a question we stand in exactly the same position 
with regard to peace and war as in 1914. 

Unless the League of Nations, in the near future, 
decides to tackle this very difficult but very urgent 
problem oj the necessary expansion of vigorous peoPles, 
wars of conquest must come. 

To me it seems that the only true solution to the 
problem lies in a cla~sification of nations similar 
to that which will be made of families in the country 
that¥rst adopts eugenic . legislation. There is no 

H 
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reason why C3 peoples should hold and neglect 
vast fertile territories, as at present, while others 
which are Al or A2 are confined by the status quo 
within narrow limits; and such a state of things, 
being contrary to Nature, cannot continue indefi
nitely. The attempt to make it permanent, like 
every other idealistic attack on Nature, can only 
lead to greater and greater disasters. We know 
that the next· great war will be an immeasurably 
greater catastrophe than the last one. 

It is greatly to be hoped that the League will 
survive the storms through which, from time to 
time, it has had to pass, not so much for what it has 
done or is doing, but because it provides the neces
sary machinery for work that will have to be done. 
If humanity is to be saved from the wars and the 
famines which threaten through over-population or 
the uneven distribution of population, A 1 nations 
will have to be given room for expansion at the expens, 
of C3. To make this possible without warfare, the 
League will have to undertake the work of classifica
tion, not arbitrarily nor in accordance with wealth Ql' 

military strength, but by a fixed system of periodic 
tests established by common accord. An inter
national commission would verify, on the spot, the 
incidence of mental defect, hereditary disease, 
crime and corruption, the degree of education and 
culture and the average physique and intelligence 
of the inh~bitants of every country. Only to those 
above par could the status quo be guaranteed, and 
if the others, as a consequence, left the -League, 
well, they would have to go. All bolstering up of 
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degenerate peoples is working against Nature, 
against Evolution, and therefore against the Deity. 
It is immoral to attempt it and impossible thus to 
achieve the League's presumable object,-the main
tenance of peace. 

If America for the Americans," and other such slo
gans, will have to be abandoned,fortheyhavenotrue 
meaning. The Americans did not make America, 
nor did the people or the government of any country 
make the territories over which they arrogantly 
claim exclusive right of jurisdiction. God made the 
world and every inch of land in it, and it was pre
sumably made for Humanity. The only right, 
therefore, that American peoples have to exclusive 
possession and jurisdiction in the New World lies in 
the fact that they or their ancestors seized the land. 
And exactly the same right would belong to any 
other peoples strong enough to take it from them 
to-day. 

Patriotism, as commonly understood, is a passion 
fanned by each government for its own selfish ends, 
for they know well that this is the only way to retain 
power. Vulgar patriotism enables them to raise 
armies to defend their position against attack from 
their own and other peoples. True patriotism seeks 
to improve the inborn qualities of a race, so that it 
may deserve its heritage of land and power. 

What is commonly called the If yellow peiiI" 
has acquired new significance of late by the inter
ference of Russian Bolshevism in China and else
where. There is, of course, no doubt that the 
deliberately devilish policy of the Russian Com-
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munists is to use eventually the whole of Asia's 
immense resources in population and in wealth for 
the furtherance of their aim-world revolution and 
the suppression of Civilization. Unless the Western 
nations can unite in face of the common peril, the 
result may be, in the near future, such slaughter as 
will pale the Great War into mere child's play, and 
throw back human evolution a thousand years. 

The apparent indifference on every hand to the 
huge military preparations now going on in Russia 
remihds one of how things were right up to the eve 
of the Great War, when not one person in a hundred, 
in England at least, would believe there was any 
real danger. 

One of the greatest authorities on Asiatic affairs. 
Maharajah Bahadur of Burdwan, warned us in 1927 
that" India is the pivot of the designs of Moscow 
to destroy the fabric of the civilization which has 
made Europe what it is to-day." That statement 
is now more significant than ever. Yes, India is 
the pivot, but Europe itself will be submerged, if 
unprepared, and especially if divided against itself. 

Against this, possibly the greatest of all the 
perils looming ahead of us, our only hope is in con
certed action between all civilized lands. Good will 
among the nations of the West is becoming extremely 
urgent, together with such steps for the improvement 
of population (rather than its reduction), and 
emigration for all fit European peoples, as may not 
only reduce the likelihood of war in Western Europe, 
but also prepare Western peoples to hold their own. 
An international Police-Army and Air Force, at the 
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disposal of the League of Nations, would also appear 
indispensable, if we are not again to put our faith in 
"scraps of paper," or the loving kindness of Bol
shevists. 

It may seem absurd to touch thus lightly upon so 
vast a subject as that of the dangers threatening 
Europe from the East. Yet in such a work as the 
present it is unavoidable. 

I am not inclined to believe in the danger of 
civilization ending as the result of general starvation 
through overpopulation alone, for some peoples are 
likely to adopt eugenic safeguards in time, and these 
will occupy the world's arable land at the expense 
of the others. They will then keep population 
permanently within bounds by allowing only the fit 
to procreate. 

It would seem to me that, should there be no 
great change of direction in -the march of events 
within the next few years, the only question is whether 
or not we in Britain end our own civilization before we 
are crushed from outside. The policy of continually 
taking from those who have to give to those who 
have not, while deliberately pauperizing the latter 
and creating an ever-growing class of unemployables, 
consisting of the feeble-minded, the sick and the 
lazy, can only lead to the gradual extinction of 
capital and industry; and there is evidently a pcint 
beyond which we can go no further. There will be 
money left neither for doles nor for hospitals and 
asylums, and the vast hordes of parasites must 
begin to starve. 

The fact that our liabilities per head of population 
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have risen since 1900, under the influence of " social 
reform," from £18 to £500 Should be sufficient to 
prove to any but the wilfully blind that under the 
sway of the " new politics," if continued, bankruptcy 
and starvation for all must follow sooner or later. 

This must bring revolution, and revolution 
often leads to the rule of the lowest. We have 
plac_ed sovereign power in the hands of the ignorant, 
and unless we are able in time to snatch it away, 
the ignorant will inevitably lead US to irretrieva"ble 
disaster. 

Perhaps the most hopeful sign is the discredit into 
which-even in trade union circles-ca' canny seems 
to be falling; though perhaps in this I am too 
sanguine. I t certainly has sunk too deep into 
the .minds of the working classes to be easily 
eradicated. 

Ca' canny is founded upon the negation of an 
axiom in economic science and a fallacy of reasoning. 
The axiom it ignores is 'that production creates 
wealth, and the fallacy of its reasoning is in the con
fusion of any with every. When Napoleon said 
that every soldier carried a marshal's baton in 
his knapsaCk, he was wrong. He should have said 
any soldier. And so, when the demagogue declares 
that every trade, by reducing production, can raise 
prices, and so raise wages and the standard of living 
for the workers, he is wrong. If he said any, pro
vided it be only one, he might be right, so far as the 
workers in that particular trade were concerned. 
But the raising of prices all round gets us into a 
vicious circle, making still higher wages necessary, 
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if the stanaard of living is to be maintained, and 
this process ends by mining industry. 

Again, since production is the source of wealth, it 
is evident that the more produced, the more wealth 
there must be for all. If the workers do not get 
their fair share, they are right in combining to bring 
pressure to bear on their employers; but if they 
reduce production, they put their employers in the 
position of being unable to grant their demands. 
This is, of course, just what happened in the coal 
industry. 

If Trade Union leaders will aim at making work
men shareholders in industry, class war and revolu
tion may be avoided; but such is their stubborn
ness, their selfishness or their stupidity, that, even 
with the example of America before their eyes, they 
do not, for the most part, appear to contemplate 
a change of tactics. 

Looking to America, the Socialist can only see 
that prosperlty accompanies high wages, and so 
illogical is his mind that he cannot distinguish 
between cause and effect; he cannot see that only 
high production makes it possible to pay high wages. 
He cites the case of Mr. Ford, but he does not ask 
himself whether Mr. Ford could ever have made his 
workmen so prosperous on "ca' canny." There
fore he says raise wages, and is sure that onc~ you 
have the effect the cause will tamely follow. 

In speaking of the dangers that threaten us, my 
concern is not for the ultimate progress of humanity. 
I do not believe it possible that Nature will be per
manently defeated in her evolutionary aims by 
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Man's folly. But I do think it quite possible that 
the same thing may happen to-day as has so often 
happened before: Evolution, which now appears 
to favour the Anglo-Saxon race, as once it favoured 
the Greek, will be thrown back, and future progress 
will be along some other front. 0", glorious 
opportunity will then be lost for ever. 

It seems likely that a check to the increase of 
population in all countries where there is over
crowding or a near prospect thereof, would do more 
than anything else to remove the menace of war, 
while, in our own country, a check to the breeding 
of those below par would not only arrest the process 
of degeneration, but would tend to make internal 
trouble less likely, for by constantly reducing the 
number of parasites it would make living easier for 
all, and by raising the intellectual level of the nation 
it would make us less liable to commit race suicide, 
whether by dysgenic legislation, by weakness in the 
face of danger from without, or by bloody and fl1tile 
revolution . 

. All our efforts, then, for the good of humanity 
should be directed toward reducing the effective 
fertility of the inefficient and increasing that of the 
efficient in our own land. As to other lands, if 
there is any way by which·the same could be accom
plished there, so much the better; but since this 
is problematical, to avoid the catastrophe of war 
we must give to efficient Western Peoples that which 
they need and must have. 



CHAPTER VIII 

WHAT IS MORALITY ? 

As morality is invoked by the opponents of eugenic 
reform not only to justify their solicitude for the 
unfit. but also their rejection of certain reforms in 
our customs that might tend to improve the inborn 
qualities of future generations. it is very important 
that before allowing it to play so important a part 
in determining our attitude in regard to such ques
tions as affect the whole future of mankind. we 
should be very clear in our minds as to just whaJ is 
morality. 

Some would define morality as the carrying out 
of the dictates of conscience; others say it is the 
performance of such acts as may best conduce to 
the welfare of society. Others. again. consider 
the Bible the ultimate criterion in all questions of 
right and "7ong. As a matter of fact. however. 
what most people mean by morality is conforma
tion to certain rules of conduct laid down by c0n

vention. whose origin is to be found in precepts 
established in former times by Church or State, 
often rather for the benefit of those who governed 
Church or State than with any sincere view to the 
general happiness of mankind. 

Let US very briefly consider each of these points 
121 



122 THE SURVIVAL OF THE UNFITTEST 

of view. First, as regards conscience, the fact 
that it has led different people to such very different 
conclusions appears to me to make it impossible 
to look upon conscience as an infallible Criterion. 
It was the conscience of many a sincere fanatic in 
the middle ages that told him it was right to burn 
heretics at the stake. The soldier's conscience 
to-day bids him slay his country's enemies; to 
some it even whispers, .. Right or wrong, my country"; 
while to the Quaker it declares just as decidedly 
that all violence is wicked, even though it be in self
defence. In fact, it would seem that, if conscience 
be" the voice of God," the Deity must be-continu
ally contradicting himself. Moreover He can have 
no opinion of His own, since conscience always 
agrees in its dictates with the opinions, though not 
with the inclinations, of the individual to whom it 
speaks. 

As to the Bible, considered as a criterion of right 
or wrong, only those can look upon it in this light 
who believe it to be in a literal sense .. the Word of 
God." Fortunately, in our own times, this attitude 
is more characteristic of farmers in Tennessee than 
of educated Englishmen. It has been shown by 
innumerable writers, including a great number· of 
clergy of different Christian denominations, that 
much that is in the Bible reflects the ideas peculiar 
to the times in which its different books were written. 
Such passages as .. Take thy children and dash 
them against the stones" can be reconciled with the 
teachings of Quist only by fanatics who shut their 
eyes and ears to common sense. Indeed, it is hardly 
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incumbent upon me, in such a work as the present, 
to argue the case against a point of view that is 
already rarely held by any but the ignorant, to 
whom argument is of little value; for so many 
volumes of sound reasoning have already been 
written to the end of destroying this once almost 
universal conviction, that only fanatics still retain 
it. Suffice it to say here that it would be clearly 
arguing in a circle to affirm that the Bible is the word 
of God because the Bible itself says so (if it does); 
this can only constitute proof on the supposition 
that the statement was made by God Himself, 
which is the very point that needs proving. If,· 
however, it is the word of God because the Church 
says so, then the Church must be infallible.-But 
which Church? We need go no further. 

Conventional morality, founded upon precepts 
laid down in ancient times by Church or State, can 
also only be considered infallible if Church or State 
are infallible, for convention itself is often very 
foolish and is always changing. As few to-day, 
with the exception of such Roman Catholics as 
believe in papal infallibility, would admit of any 
such doctrine, it is evident that conventional 
morality cannot be looked npon as necessarily 
right. 

It only remains therefore to examine the sugges
tion that morality is the performance of such acts 
as may best conduce to the welfare of the commu-

• nity. It would be difficult to quarrel with such a 
definition if it were not too vague. It seems to 
leave too much to individual judgment. For what 
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acts do conduce to the public welfare? Here there 
is room for every policy, from that of anarchy to 
that of despotism. Everything becomes a mere 
matter of opinion. 

Can there be then any positive criterion by which 
we may judge of the morality of any given act or 
policy? 

There is a revelation of God's will that is open 
to all of us to read. It is so evident that we 
reject it; so universally accessible that we suspect 
it. Nobody dares deny that God is indeed the 
Author of this revelation, and yet many dare to call 
it immoral I Surely the presumption of man is 
stupendous, yet it is a fact that every religion, every 
philosophy, and almost every school of politics 
presumes to know better ethics than those of which 
God is the undoubted Author I 

The revelation to which I refer, as the reader has 
probably already perceived, is Nature. Nobody 
denies that God is the Author of Nature, except, 
,indeed, those who deny the existence of God. Yet 
many dare to accuse Nature of immorality. Her 
plan for propagating the species, her alleged 
" cruelty" and her " injustice" are notable instances 
of her ·'immorality." Yet who are we that we 
should presume to call any instinct base or any 
natural law cruel? 

When I say that wherever our ethical notions 
. come into conflict with natural law it is our ethics 
that need correction, not naturallaw,-most people 

! will agree. But if I say that natural law exacts 
. the elimination of the unfit as a condition to human 
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evolution, they will tell me that, even if this has 
been so in the past, we are not going to let it be so 
in the future, because such elimination is immoral. 
That is to say, we are going to correct Nature, be
cause her methods do not come up to our standard 
of morality. 

If, again, I say that maternal love is the purest 
and most beautiful thing in human nature, most 
people will agree. But if I say that, since God has 
put this beautiful instinct into the heart of every 
normal woman, it is right she should be free to 
satisfy its cravings, even when no man has offered 
to cohabit with her for the rest of his life,-even 
when she herself has no desire for such life-long 
cohabitation with one of the opposite sex-then 
these same people will hold up their hands in real 
or feigned disgust, and tell me that unmarried 
motherhood is essentially immoral in itself, there
fore no argttment could ever justify it. \Vhich 
simply means that the Church has been telling us so 
for nearly two thousand years, and the Church, of 
course, knows more about morality than Nature, 
therefore more than Nature's Author. 

I can think of only one thing that can make 
motherhood immoral,-and that because it would 
cause suffering. This one thing is failure to give 
the child all it needs: a healthy body, good f90d 
and clothing, together with a certain amount of 
instruction. Those who would add "legitimacy and a 
father's care," forget, in the first place, that legiti
macy is whatever merely human law likes to make 
it; and, secondly, that millions of II legitimate II 



126 THE SURVIVAL OF THE UNFIn'~ 1 

children already exist under" Christian" law who 
have never known anything worthy to be called 
" a father's care," and that one devoted parent is 
infinitely better than two bad or indifferent. 

Were our insistence upon the need for two 
parents, united for life, really due to solicitude for 
the welfare of the children, there would be more to 
be said for it. But that this is not so is evident 
from the fact that we allow even paupers and 
defectives to marry and produce children born to a 
miserable heritage, and to become a burden to the 
community. 

Violent opposition is raised to unmarried mother
hood, on the ground that to sanction it would 
involve sanctioning all sorts of promiscuous sexual 
intercourse. But I do not think that this is 
necessarily so, for public opinion could quite well 
sanction the one thing while continuing to condemn 
the other. To take Nature for our guide does not 
mean to reduce man to the level of the beasts; for 
human nature is one thing and animal nature some
thing quite different. Man has been evolved from 
the beasts by Nature herself, and in the course of 
that evolutionary process certain mental and moral 
characteristics have been created. There is a natural 
reaction of our better selves against all excess, and 
against the indulgence of mere lust apart from love. 
The love of family life is just as much a part of man's 
nature as any other instinct, and uthing that 
would really jeopardize this truly sacred institution 
can be considered moral, if we take true Nature for 
our guide. But beautiful family life exists in man:y 
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a widow's household, and but for an intolerant public 
opinion, it might bring joy to the heart of many a 
lonely spinster. 

All our instincts are purposive, including in the 
place of highest honour that of parenthood. Love 
was evolved by Nature, perhaps mainly through the 
agency of mate selection. Parental affection, whose 
highest expression is found in man, doubtless owed 
its growth to the fact that young animals protected 
by their parents survived, while those whose parents 
were indifferent to their fate were likely to perish. 
Thus it is a purely natural product. In fact, all the 
highest in our lives we owe directly to Nature herself. 

In man, parental affection has probably been 
intensified by the preference of women for such 
men as are kind to children, and of men for gentle 
women. In the same way pity has been evolved, 
and pity is therefore a perfectly natural quality in 
man, and there is every reason to suppose it an 
attribute of God Himself. But pity must be sub
j ect to reason, another and still higher attribute 
evolved by Nature in man, and, this time, in man 
alone. We must therefore consider it natural in 
man to desire to avoid causing suffering to others, 
but such a desire must be subject to the demand of 
reason that we should not, in our efforts to avoid 
suffering to-day, perpetuate it through future 
generations. • 

The question as to just what is natural to man, is, 
of course, very difficult to answer; but I think 
the nearest we can get to a satisfactory answer is 
this: all his instincts are natural, but his reason 
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demands he subject them to such control as the 
pursuit of Happiness for himself and others may 
require. 

To clothe his nakedness, too, is a natural instinct 
in man, and though we carry our love of dress to 
ridiculous excess, it cannot be reasonably contended 
that the worshipper at Nature's shrine should 
return to primitive nudity. Not only is modesty a 
natural attribute, especially in woman, but disgust, 
too, is a fonn of suffering, and must not be inflicted 
on others. 

I think our criterion of morality might be stated 
thus: What is natural is right, and Man's true 
nature bids him avoid causing useless suffering to 
others. This is, in my considered opinion, the quin
tessence of morality. 

As a corollary, one might add that the individual 
should not only avoid causing pain to others, but 
should do all in his power to promote happiness. 

Thus we -might sum up the moral law in these 
nine words: Learn oj Nature and seek the happiness 
of all. 

By n useless" suffering one must understand 
that which is not made necessary by considerations 
of the general happiness of the community. Un
avoidable suffering is inflicted by the punishment 
of criminals, and restrictions imposed upon the 
liberty of those suffering from contagious or here
ditary diseases. No considerations of individual 
liberty can justify our permitting either our own 
or any other generation to be exposed to grave 
dangers. It is, in reason, every bit as wicked to 
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allow those suffering from venereal disease, consump
tion or imbecility, to become parents, as it would be 
to allow a small-pox patient to enter a room full 
of healthy children. 

I may be charged with inconsistency because I 
have advocated sterilization which is unnatural, but 
condemn "birth control" exercised for selfish 
reasons. In a natural state, however, the grossly 
unfit would die early and sterilisation would be 
unnecessary. If we cannot allow this, we must 
sterilize in order to prevent future suffering. 

In taking Nature as our model of morality, it is, 
of course, necessary always to bear in mind that 
Nature hardly contemplates the single life, nor the 
happiness of the individual. Her aim is to raise 
mankind. Just as man, in his labours for the per
fection of any special type of animal or plant, pays 
little attention to the individual, so Nature in her 
grand evolutionary design. And Nature's duty 
toward man is not identical with man's duty toward 
his fellows; this fact must be given due weight. 
For this reason, perhaps, Nature has endowed us 
with pity. But while pity is, in this sense, a divine 
gift, we may be sure it was not given to us that we 
might work against Nature. It is a supplemen
tary guide to human conduct, to be used where 
Nature's lead is not applicable, but never to thwart 
Nature's plans. By allowing pity to carry us 10 
the extreme folly of substituting the survival of 
the unfittest for that of the fit, we entirely fail to 
grasp its purpose and its very nature. All such 
pity is false sentiment and defeats the very pur-

l 
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pose for which it was given to us. We should not 
forget that Nature's Author did not endow man 
with pity until he had first endowed him with some 
measure of reason, and reason is meant to be used 
to govern all our acts, including those dicta ted by pity. 

Is Nature cruel or unjust? Her principal aim 
appears to be to make all her creatures happy, for all 
wildtbings are happy. Is that cruelty or injustice? 
She does not protect individuals, except by giving 
to each the means of self-protection enjoyed by his 
fellows. She does not wantonly cause suffering. 
Some people will say that man is not cruel when he 
kills domestic animals to eat them, because he 
has caused them to come into existence for this 
purpose, and if they were not to serve eventually 
as food they would not have been brought into exist
ence at all. Man gives the life that he takes. Yet 
these good people think Nature cruel because she 
allows wild animals to kill each other for food. In 
this, however, Nature is really kinder than man, 
for she is careful to give a life full of joy to the animal 
that may eventually fall prey to another, and it I 
would appear that even in death it suffers little., 
Certainly it suffers no apprehension or prolonged 
pain, for only man is cruel enough to hunt a creature 
to death for sport. Nature's method is swift. Man: 
draws out the agony in the chase; and, in the case~ 
of domestic animals, whose death is more rapidj 
he has little care for their happiness while alive. 
Yet it is man who presumes to call Nature cruel. 

Again, Nature is particularly kind to children, fOI 
they are the happiest of all her creatures, except 
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where man has interfered and made it otherwise,
whether by giving them a damnable environment, 
or by causing the unfit to be born and to survive. 

When, too, I see and appreciate the unspeakable 
joy experienced by a mother, in feeling baby hands 
pat the breast that feeds them, and reflect that this 
is only the highest expression of a joy abounding 
throughout Nature; and when I remember that it 
is man who is guilty of the disgusting cruelty of 
turning that joy into acute suffering in the case of 
the unmarried mother,-the ingratitude, hypocrisy 
and presumption of those who call Nature cruel 
seem to me appalling. 

I come, therefore, to the conclusion that Nature 
is wholly beneficent and extremely kind, although 
she permits suffering to result from man's interfer-. 
ence with her plan. This may be because it is the 
only means of gradually teaching him what is for 
his good, or it may be because such matters of detail 
as individual suffering have not in her eyes and in 
truth the importance they seem to us to possess. 
Or, again, it may be--and to this view I am more 
inclined-that Nature's power is finite. 

Such things as the destruction of cities by earth
quakes bear the stamp of accident, and I believe 
them to indicate defects in detail similar to such 
accidents as the occasional birth of defective animals, 
and due to the fact that Nature, though benevolent, 
is not infallible in detail, and that God, her Author, 
though immeasurably great, is not infinite in the 
sense that popular religion supposes.l 

• See my work TA. Mystery of Existe"ce. pp. 68 to 72. 2nd 
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Human congenital defect and nearly all intense 
suffering are generally owing, directly or indirectly, 
to human interference with Nature. Occasionally, 
however, they may not be so. But, after all, the 
marvel is that there is so much order, so much design, 
so much happiness in Nature. These are so great 
that the tiny imperfections we may notice are not 
to be weighed against them. In a universe of a 
thousand million worlds even an earthquake on 
our tiny planet is a very little thing indeed. It can 
hardly be said to mar " the music of the spheres." 

From this it will be gathered that I have no sym
pathy with the assertion that Nature is inimical 
to mankind,. or Evolution a blind force. Evolution 
is merely a name for the divine method of attaining 
what all Nature is working for; Nature is a name 
for the sum total of God's creation. When, there
fore, we personify Nature we can only mean God, 
and to say that Nature is cruel or unjust and Evolu
tion blind, is to say that all the marvels of creation 
are meaningless. This is, at the very least, a tremen
dous piece of presumption on the part of those who 
say it. 

But, you reply, we see injustice on every hand : 
the wicked flourish and the innocent suffer. Are 
we, however, to blame Nature for a state of things 
we have ourselves created by abandoning her 
precepts? True, man is the child of Nature; but 

edition. Sir Oliver Lodge. in Making 0/ Man, accounts for evil 
as the necessary result of man's free will, and acknowledg~s 
God is finite, since he could not avoid that result. But thIS 
leaves unexplained"great natural cataclysms in which thousands 
arekiRed. 
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she has endowed him with the power to thwart her 
beneficent purposes and bring about his own un
doing. This is a necessary result of his free will, 
without which he would be a mere automaton. 

I have said I do not believe Nature infallible; I 
believe God her Author to be finite in power and 
striving through Evolution. If He were absolutely 
omnipotent, He would have no need to strive, for 
the whole work of Evolution could be performed 
instantaneously. How far God may have intended 
we should be able to bring about so much friction 
in our own human evolution, or to what extent. the 
fall of successive civilizations may represent tem
porary failures in the divine plan, I would not 
presume to judge. I believe, with Bergman, that 
Nature-or Life-is constantly pressing forward, 
through Evolution, but sometimes abandons one 
line of development, only to advance again later on 
a new front. Clearly, the development of power in 
man is one of the main purposes of Evolution, and 
it may be that a period in which the power for evil 
is in advance of knowledge and benevolent intention 
was inevitable. 

A great controversy raging among different 
schools of philosophy may be summed up thus: 
Is Nature seeking the line of least resistance by mere 
forward pressure, without aim, and going whither
soever that line may take her, or is she making for a 
certain goal, and getting ever nearer to it along the 
line of least resistance? 

According to the former theory, which is the 
materialistic view of Evolution, Nature is a blind 
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force, and may just as well lead to futilities as 
to anything else. According to the latter, how
ever, there is design at the back of all things, which 
means there is a God. 

For myself, I confess I cannot see how any reason
able person can suppose that human intelligence, as 
we know it, or natural beauty, or the happiness of 
wild things, or the orderly march of the heavenly 
bodies in their orbits can result from a mere blind 
pressure without purpose. To me it seems that no 
one capable of appreciating the marvellous beauty 
of design and colouring in wild flowers, or the 
awful grandeur of the heavens, studded with a mil
lion solar systems, can possibly take this view. It 
is not reasonable to say that such wonders can 
result from the continual clash of ungoverned forces. 

Joseph Addison sang of the heavenly bodies: 

II In Reason's ear they all rejoice, 
And, utter forth a glorious voice, 
For ever singing as they shine, 
• The Hand that made us is divine.' .. 

The other day, as I heard these beautiful lines 
rendered by a church choir, I watched the face of 
one of the choristers, a singularly beautiful child 
face. The boy had a lovely voice and I seemed to 
hear him sing 

II The Hand that made me is divine." 

Surely he who sees no proof of design in the serene 
grandeur of the Universe, none in the flawless 
beauty of a childish face, and none in the power Qf 
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the human ear and the human soul to drink in and 
be moved to rapture by wonderful music, is blind 
to the most obvious fact of the universe. 

I find the evidence of order and kindness and 
intelligence in the universe so immeasurably greater 
than that of the lack of these things, that I cannot 
see how it can be ignored. I do not deny that 
horrible things happen or that chaos is sometimes 
found utterly inconsistent with purpose, but I find 
myself obliged to seek for its explanation otherwise 
than by denying the existence of design or of good
ness. I find that explanation largely in the finite
ness of Nature's powers, which, of course, implies 
that of her Author, and I am not afraid of this 
conclusion, because I believe in analogy,· and seeing 
the finiteness of human power, analogy leads me to 
the conclusion that God's power, though incalculably 
greater, is likely to be finite too. And so I define evil 
as suffering which cannot be avoided in the course 
of the fulfilment of the grand plan of Evolution. 

The principal objection raised against taking 
Nature as our teacher in matters of morality is 
doubtless that, in regard to procreation, her methods 
are often wholly opposed to those we have been 
taught to consider sacred. Here we are inevitably 
brought back to the sex problem. 

Indiscriminate mating cannot be tolerated among 
civilized peoples. In this respect, I think, the true 
cause of the difficulty lies in our interpretation of 
the natural. Before we can attempt to judge as to 
whether the natural must be rejected, we must know 
just what is natural. What is natural to animals 
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is not necessarily so to man. Moreover. among· 
animals. too, we.find the utmost diversity of nature 
in these respects. 

Is man monogamous by nature? We know that 
some races are polygamous, but it is generally held 
that most of the white races are by nature mono
gamous. If-this is so then Nature may still be our 
guide, for her teaching coincides with our ethical 
concepts. I have, however, great doubts as to 
whether a wholly unbiassed student of anthropology 
could come to the conclusion that even Europeans 
are generally predisposed to the carnal knowledge 
of one only individual of the opposite sex. As I 
mentioned in my Introduction, I have lived for 
thirty-five years in foreign lands, and know pretty 
well the habits of at least the male citizens in most 
countries where the populations are of European 
origin. My experience leads me to believe that, 
except in Northern lands, not ten per cent. of such 
citizens are monogamous. The fact that in all 
Christian countries bigamy is made a crime cannot 

. alter men's nature, and the result is therefore to 
drive his polygamous habits below the surface, and 
not only. cause widespread clandestine adultery, 
but prostitution on a colossal scale. Under such 
circumstances can it be truly said, unless with 
shameless hypocrisy, that man is by nature mono
gamous? 

I believe, therefore, that the marriage laws and 
customs introduced by the Christian Church are 
an attempt to suppress Nature, and have had, as all 
such attempts must have, disastrous results. When-
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ever we try to suppress Nature by force we produce 
evils immeasurably greater than those we think to 
remedy. 

Furthermore, you cannot make people moral by 
force, since the free choice between right and wrong 
is essential to moral behaviour. You may forcibly 
prevent their committing the acts you consider 
immoral; and this is necessary when such acts 
would bring suffering to others. In all other cases 
coercion is itself immoral, because it is itself a cause 
of suffering. So it is with our coercive marriage 
laws and conventions. 

The attempt to force monogamy on man has, by 
creating the prostitute, also created venereal disease. 
By forbidding the obedience to an overmastering 
instinct until marriage, except through prosti
tution, it has made miserable the lives of millions 
who cannot marry. It has caused child-murder 
and suicide thousands of times; yet, as we will 
not see that it is our marriage laws and customs that 
cause these things, we suppose them inevitable, and 
stubbornly refuse to modify those customs or 
bring them a little nearer to Nature's plan,-for 
Nature, we say, is immoral. 

The plain truth is this: To every healthy and 
normal individual Nature has given a very strong 
instinct, stronger than all others, which we call 
the sex instinct; and she has done so with "the 
express and beneficent purpose of propagating the 
race, so that human evolution itself is wholly 
dependent on its function. Now, every reasonable 
and just man must have asked himself this question. 
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if he has thought about the matter at all: .. How 
are unmarried men to exercise this perfectly normal 
function if unmarried girls are, by conventional 
morality, condemned to absolute chastity?" 

In the words of Dr. Iwan Bloch," It is only neces
sary to place these two facts side by side in order 
to expose the utter mendacity and shamelessness 
of the coercive marriage morality and to display the 
true cancer of our sexual life, the sole cause of the 
increasing diffusion of prostitution, of wild sexual 
promiscuity and of venereal diseases." I 

The universal experience of mankind has shown 
the utter futility of preaching counsels of perfection 
such as those once more repeated by an Inter-depart
mental Committee appointed by the Ministry of 
Health: "The view is emphasised that the true 
safeguard against venereal infection is individual 
continence and" a high standard of moral life." 
A man who can without hypocrisy talk this way is 
either below normal in his sexual instincts or above 
normal in will power, and it is quite useless for 
those who are above or below normal to lay down the 
law for the rest of mankind. 

Moreover, temperate gratification of natural in
stinct is not vice, and therefore not immoral; so 
official platitudes like the above are mere canting 
hypocrisy, which shirks the duty of looking for the 
true solution to the sex problem. 

Failing universal continence, outside wedlock, 
which it is absurd to expect, there are, apparently, 
only two ways of getting rid of vicious prostitution; 

• Th6 Sexual Life of Our Times, p. 239. 
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for it is probable that even a radical refonn of the 
marriage laws would not altogether remove this, 
the greatest of all social evils. Either we must 
remove the stigma from the girl who obeys Nature 
and from unmarried motherhood, recognising the 
natural right of every healthy man and woman to 
procreate, prot'ided children be properly cared for, or 
else we must refonn prostitution itself in such a way 
that it will no longer be unhealthy or sordid. We 
must choose between these two, and there can be 
little doubt that the fonner is both easier and pre
ferable. 

It is a crime against Nature to cause a mother to 
dread the coming of her child, and a blasphemy to 
say that motherhood is immoral. It is the most 
sacred and the most beautiful thing we know. He 
who doubts this must either be a bachelor who has 
never in intimacy, since his own childhood, witnessed 
a mother's joy, or he must be defective on the moral 
side. That joy is the crowning proof of the won
derful tender kindness of Nature. The most 
cruel thing that man can do is to blight the sacred 
relationship of mother and child with a brand of 
shame. No mere considerations of expediency 
could ever justify such cruelty, even if it were, in 
truth, the only way to prevent sexual promiscuity. 
Yetman. who is himself guilty of this supreIpe 
cruelty-this diabolical injustice-presumes to call 
Nature cruel and unjust I 

Moreover, not only women, but men. too, have a 
natural right to parenthood. In every normal 
human breast is implanted the parental instinct. the 
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love of children and the desire for parenthood. It 
is the noblest attribute, whether of manhood or of 
womanhood. God does not wait to endow us with 
it till we are in a position to ma.rrjr; nor does He 
bestow it only upon such individuals as may desire 
that lifelong sexual intimacy with one of the opposite 
sex that is, at present, involved in wedlock. Yet if 

. its indulgence will cause suffering-if, that is, an 
individual is likely to pass on hereditary infirmities 
to his offspring, or cannot guarantee even to one 
child the necessaries of life, then it is immoral to 
indulge the parental instinct and become a parent. 
Otherwise it is right and natural for every human 
being, whether or not a priest has pronounced a 
blessing or a registrar recorded extravagant vows 
so often made only to be broken. 

If in insisting on the need for two parents our 
preoccupation really were for the good of the 
children there would be something to be said for it. 
But that this is not the case is proved by the fact 
that we allow defectives, habitual paupers and 
criminals to bring up families (and even pay them 
for doing so). What sort of wholesome parental 
influence is it we expect from these people ? 

Quite lately it has become somewhat fashionable 
to scoff at the idea that man, or even woman (!) has 
any instinctive desire for children. The author of 
Marriage in the Melting Pot, for instance, calls such 
notions "blowsy rubbish." It evidently has not 
occurred to that gentleman that he may himself be 
abnormal in the fact that he never experienced what 
others feel. Such books, by using exaggerated 
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language and making false statements, defeat their 
own ends. 

It will be gathered from this that I have no 
sympathy for the movement in favour of the 

, II companionate marriage," so far as this may mean 
temporary marriage entered into with the express 
intention of preventing the advent of children. It 
is immoral because unnatural, and is, moreover, a 
deliberate attempt to thwart Nature. 

As to woman's sexual instinct, it is well-known 
that those who are denied all satisfaction generally 
become nervous and irritable. They may even lose 
their reason. The same is true, to a lesser extent, of 
men. In face of such facts only the wilfully blind 
can continue to believe that a life of forced con
tinence is in accordance with the divine plan. But 
I protest against every attempt to divorce sexual 
relations from their natural consequence in the birth 
of children, except where such consequence is 
undesirable from a racial or economic point of view. 

To put the matter in a nutshell, what our marriage I 
morality amounts to is this: Our strongest instinc' 
being the sex impulse and our noblest the parental. it 
is demanded thaI both be completely suppressed, unless 
a man or a woman desire perpetual carnal intimacy 
with a single individual of the opposite sex, can 
ajjord to indulge that desire. and will consent to be tied 
down to it for the rest of his life. Is that reasonable·? 

To eugenists the argument should appeal that a 
man who is himself in every way fit, should not, as is 
so often the case, be prevented from leaving healthy 
children, and forced to bring sickness into the 
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world or be childless, because his mate is sickly. 
Surely the interests of the race demand that he 
should be free to give his offspring a healthy mother 
without any stigma attaching to her, to him or to 
them. 

If it should be asked: Is a man, then, justified in 
seducing a girl, so long as he fulfils his duties after
wards as a father? my answer is this: Seduction 
can never be justified, for it implies deceit; but 
true love without deception is right and natural . 

. The criterion by which every such act should be 
judged is this: WiU it cause sUffering}l If so, it is 

. wrong; but if it brings mutual joy, it is right, 
especially if a new and happy life be brought into 
the world thereby. In that case, and just in pro
portion to the care and love bestowed upon mother 
and child, it is the most moral act a man can 
perform because the most faithful to Nature,
especially his own true nature. 

Let it not be supposed that I would have men 
adopt habits of polygamy. Far from it. I do not 
advocate polygamy any more than I preach mono
gamy_ I only plead for toleration, wherever the 
consummation of true love involves no sufIering. Let 
us be tolerant with all, so long as they are not 
wanton, even though their natures may be diff~rent 
from our own. This is true morality. 

I Under existing conditions it would rrobably . always cause 
su1lering simply because of the attitude 0 conventional morality 
and the senseless stigma it imposes. But when we have removed 
that stigma the consummation of true love will seldom cause 
suffering. and should generally be. as Nature intended. the 
source 01 truest happiness. 
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England will not be a free countxy until the 
tna"iage contract is as free as all others. This is the 
only logical solution. It is not facility for divorce 
that is going to improve matters; for the dis
solution of a contract by mutual consent should 
imply no scandal and very little publicity. The 
scandal of divorce is worse for the children than the 
loss of one of the parents. Needless to say, it must 
always be a sine qua non to any marriage contract 
that responsibility for the proper care of the children 
should be accepted by one party, and that in case 
of the death or incapacity of the one accepting it 
the other should be ready to take it up. 

But the most characteristic, the most important 
point of the New Morality must be the better 
comprehension of our duty toward the Child of to
day and to-morrow. A perfect Child is the symbol. 
of Evolution; he represents the highest Nature has 
produced up to our time-the hope of Man and of 
God. We must live for him; sacrifice all for him; 
shape our lives for his benefit; for in this we shall 
live for the future welfare of mankind-the goal of 
Evolution. 

We have here, I firmly believe, all the essentials 
for a new religion-that of the future. Perhaps I 
should rather say a new and truer form of Christian
ity than any at present existing-one which must 
appeal more and more to Humanity as the ages 
succeed each other. Its symbolism will be child 
worship; its Bible, the Book of Nature; its creed, 
the ultimate godhead of Man as the goal of Evolution; 
and its life-giving ethical principle, to labour for the 
goo4 of PosteriJy. 
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In a plebiscite recently organized by a leading 
daily paper, it is worthy of note that the majority 
of those who answered believed in a personal God, 
and, since they were Christians, presumably believed 
in the love of God for man; but they think that 
Nature is indifferent to our ideals. This means they 
must either look upon Nature as something alto
gether outside God, who therefore is not her Author
one wonders, in that case, who is-or they believe 
that God keeps a part of Himself in a sort of water
tight compartment, not to be influenced by the other 
part. He strikes ruthlessly with one hand, with no 
thought of pity whatsoever, and then wipes away 
the tears with the other. 

This, I think, is not a tenable position. I think 
we must recognise that, since Nature and God must 
be one, and since Nature makes all her creatures 
happy (except where man interferes), and is evidently 
endeavouring to perfect man through Evolution. 
she is wholly benign. She is not indifferent to our 
ideals, for she herself is forming, developing, evolving 
them. I have already spoken of her apparent 
indifference to the fate of individuals. and how it 
seems to me this should be interpreted. 

The Founder of Christianity told us to love the 
Lord our God with all our heart and with all our 
mind and with all our soul and with all our strength. 
But Nature is that which is visible of God; there
fore Christianity bids us love Nature with all our 
heart, mind, soul and strength. 

The second commandment of Christ is to love our 
neighbours as ourselves; and I think it follows in 
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reason not only that we should never wantonly 
cause sufIering in our own generation,-whether in 
the name of JIorality 0' othe1Ulise-but that we 
are equally bound to consider those to come after 
us. 

Thus, my aeed is not at variance with Chris
tianity, but essentially agrees with it, only demand
ing a truer interpretation of Christian duty. 



CHAPTER IX 

A FASCINATING SCHEME 

IF Britain is to retain democratic government, with 
an electorate somewhere about three-quarters of her 
total population, carefully trained by demagogues 
to care for no interests but those of self or class, we 
may well despair of eugenic reform on a scale suffi
ciently extensive to save us from degeneration. 

It has been seen that eugenic reform offers no 
immediate attractions to the selfish voter, and 
therefore none to the politician. However excel
lent the schemes devised, it is undoubtedly true 
that fI by merely striving to improve the inborn 
qualities of future generations, no benefits could be 
won by the politician for the voter nor by us for 
ourselves." 

In view, therefore, of what we may call the 
universality of innate and cultivated selfishness in 
the masses, it would take a campaign such as no 
ideal has ever yet been able to command so far to 
modify that selfishness as to cause the majority to 
place the interests of posterity before those of self 
or class. 

Major Darwin devotes pages to the discussion of 
just what advice should be given to married people 
relatively to the number of children they should 
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have in the best interests of the race, apparently 
oblivious to the fact that such advice will seldom be 
sought, and if given unasked will invariably fall 
upon deaf ears, since people govern the size of their 
families, when they do so at all, in their own selfish 
interests, or at best in those of their own children, 
and no propaganda can hope to change human 
nature so fundamentally that henceforth self and 
children shall be forgotten, and only· the good of 
the race considered,-so long, that is, as the decision 
in such matters continues to rest entirely with the 
individual himself. Only compulsion, therefore, 
by means of segregation or sterilization, could have 
any appreciable effect on the vast majority of those 
whose inborn qualities are below par, while it is 
difficult to conceive of any scheme for either per
suading or compelling those above par to increase 
the size of their families, except direct endowment. 
But as such measures as segregation or sterilization 
of the unfit, on the one hand. and, on the other, 
family endowment for the fit alone, will never 
appeal to the mass of voters, I see no substantial 
hope of their ever being enacted in a democratic 
country. 

In view of these facts. it has seemed to me that 
the only hope of salvation lies in another direction. 

A letter in the Spectator of 24th April, 1926, 
signed by Mr. W. Gosset, contains the following 
paragraph, illustrating an important truth by means 
of a somewhat ludicrous example. Yet, in spite of 
its grotesque form. it is worth quoting, in order that 
we may examine its real significance. 
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The paragraph in question is this : 

If So far is the haphazard selection of genes from 
being in this case an insuperable obstacle to the 
purposive breeding of a desired type, that a 
millionaire with a taste for colour could easily 
establish a red-headed sub-race by the simple 
process of supplying free housing in a privately 
built suburb on condition that all parents inhabit
ing the houses were red-headed. As black or 
brown-haired offspring are almost if not quite 
unknown when both parents have red hair, the 
required type would to all intents and purposes 
be established at once and would be maintained 
as long as the inhabitants of the suburb inter
bred." 

Scientists have agreed of late that heredity follows 
the same fixed laws, whether Mendelian or other
wise, in the case of human beings as in that of 
plants and animals. Among these latter, purposive 
breeding of desired types has been universally and 
successfully carried out, and is more widely studied 
and practised to-day than ever before. But in 
the case of our own species, though admittedly far 
more important than any other, haphazard breeding 
is the only kind considered admissible according to 
current -ethics. The main reason for this is, of 
course, the impossibility of obliging individuals to 
marry just as the welfare of the race might seem to 
dictate. Now, though of course red hair is cer
tainly not one of the hereditary characteristics 
making for human happiness, yet there are an infinite 
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number of other characteristics, some dependent 
on more and others on fewer hereditary" factors," 
that most certainly do make for happiness; and 
this being so, it is the business of ethics to look into 
the matter and not to dismiss it summarily. 

Major Leonard Darwin, says, in his Need for 
Eugenic Reform: 1 

" .... if human beings were to be temporarily 
mated like cattle, family life would be destroyed 
and children would fail to derive the noblest 
influence they now get from home surroundings. 
All such proposals are repudiated by the eugenist, 
for his desire is that the moral sense of man shall 
be not deadened, but both stimulated and widened, 
so as to make all citizens really strive to promote 
the welfare of their neighbours, of their children, 
and of the generations of the distant future." 

And again 8 .. • • • the creation of new breeds 
of domestic animals and plants has generally 
been brought about, recently, at all events, either 
by deliberately mating together members of 
pedigree strains or by the crossing of different 
breeds. For mankind to adopt either of these 
plan~ would involve compulsory marriage, which 
we have already repudiated. Moreover, if human 
beings with remarkable pedigrees could be in
duced in some unobjectionable way to marry, 
it would yet be necessary, in order to produce great 
results, to keep their descendants permanently 
isolated, that is as a caste apart from the rest of 

1 p. 13', • p. 136. 
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the community; a system probably imprac
ticable, and certainly, as I hold, productive of 
harmful social and political results. But here 
again all that need be said is that for many cen
turies to come the aim of the eugenist should 
not be to create a new breed of men, but rather to 
increase the numbers of the best existing types." 

In the present chapter my aim will be to show that 
while the principal field of eugenic endeavour may 
continue to be "'to increase the numbers of the best 
existing types" in the community as a whole, 
in spite of the apparent hopelessness of such a task, 
there yet are ways in which a better and happier 
race of men could be created in a comparatively 
short space of time, without any compulsory mat
ing, or the establishment of an isolated caste. If I 
succeed in showing this, it would certainly be un
reasoning prejudice alone which could object to 
any such attempt " on principle," for indeed what 
principle can be nobler than that of promoting 
human happiness? 

If Mr. Gosset's millionaire were to purchase not a 
suburb, but a few thousand acres of rich fertile 
land, in a not too out of the way part of the world 
-in England, for instance, or in Western Europe
and were to divide up his land into holdings, 
offering them, rent free, not to red-headed people, 
but to families of high eugenic value, physical, 
intellectual and moral, he could undoubtedly 
establish, if not a sub-race, an eugenic colony of 
infinite possibilities. 
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Let us suppose that one or more capitalists 
should attempt this, making contracts with the 
heads of the families chosen, by which they should 
retain the land rent free so long as they occupied it 
personally, married their sons and daughters into 
other families on the Settlement, or into outside 
families approved by a council of management or 
other authority chosen for the purpose, developed 
no hereditary disease nor symptoms of racial 
poison ... and behaved generally in a manner not 
incompatible with the aims and objects of the 
Settlement. 

These conditions concerning marriage could not 
be called compulsory mating, because, in the first 
place, in nine cases out of ten, with numbers of 
beautiful, intelligent girls around him, a young man 
would not feel greatly tempted to seek a mate else
where; while, if he did, either his choice would meet 
with the necessary approval, or, if the worst came 
to the worst, he would be quite at liberty to give up 
his claim to live rent free, and marry as he pleased, 
leaving the Settlement. 

Nor would such a colony create a caste, for, by 
remaining together in one locality, which might be 
extended as occasion arose, its members would be 
no more a caste than are, at present, the Welsh 
people, or Manxmen or Highlanders. 

Before discussing the possibilities of sucH a 
Settlement let me say at once that, in spite of what 
I have written in the preceding chapter, I would 
emphatically repUdiate any suggestion for radical 
modification of marriage laws and customs, at any 
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rate for some time to come, in order not to lose the 
chance of attracting many excellent families to it, 
who would be highly suspicious of any such propa
ganda. If ultimately such modifications were de
cided upon by the settlers themselves, that would be 
a matter for their own judgment and experience. 
They certainly should not, at the beginning, form 
any part of the scheme. The only change of this 
sort I would plead for would be Christian charity 
in the attitude adopted toward the unmarried 
mother, when nothing but the absence of a marriage 
license made motherhood appear undesirable. I 
would plead for the recognition of the principle that 
motherhood sanctifies; the principal, that is, that the 
birth of a normal child signifies God's forgiveness
if there is anything to forgive-therefore ours too. 

I would suggest that, in the matter of toleration 
sudden changes are undesirable; that the Settle
ment should go slowly, calling a halt every now and 
then, to see what has so far resulted, and just how 
far toleration may go without really losing what is 
good in family life. 

The main di fficulties of the scheme would be, of 
course, first, the raising of funds to finance it: 
secondly, offering sufficient inducement to the right 
sort of families to ensure their coming in large 
enough numbers to make the scheme a permanent 
success; and thirdly, the exclusion of all undesir
able elements. These points we will presently 
refer to again. 

A necessary preliminary, which, however. need 
not offer insuperable difficulties, would be the 
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fixing of "eugenic values" for the purpose of 
determining whether any given family or individual 
were a desirable acquisition for the Settlement or 
not. There exists the widest difference of opinion, 
not only amongst eugenists but among all classes 
of thinking people, as to what characteristics 
physical, moral and intellectual are of greatest 
value to humanity; while amongst experts in 
genetics there is also great difference of opinion as 
to how far each characteristic is hereditary and how 
far it depends upon factors that could be recog
nised and controlled with comparative ease. But 
without going into unnecessary details or resolving. 
nice points of difference that in no way alter general 
conclusions, all the necessary decisions could be 
taken for ensuring a general uplifting of the type 
of humanity, and, above all, the elimination of 
such undoubted defects as feeble-mindedness, the 
hereditary propensity to crime, epilepsy, liability 
to consumption and other scourges, as well as that 
of all racial poisons like syphilis and alcohol. 

Another not insuperable difficulty would be the 
method of government of the Settlement, when 
established; and to this I shall devote a part of the 
last chapter of this volume. 

Touching eugenic values, although in this most 
eugenists may disagree with me, I am a strong 
believer in Juvenal's great maxim mens sana" in 
corpore sano: not, of course, that it is always 
applicable to particular cases, but that, in racial 
matters, it is a very safe rule. Even quam pulchra 
facies tam pulchra mens will be found true "in the 
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long run, when considering races or sub-races, and 
it is far oftener true than untrue with regard to 
indivi~uals, for a noble type of features generally 
accompanies a noble character. The fact that 
human beauty has evidently been one of Nature's 
chief cares in evolutionary progress (compare a 
beautiful Nordic or Mediterranean woman with the 
female ape or negress) has not been accorded suffi
cient importance in the writings of most eugenists 
and evolutionists. I shall return to this point in 
another chapter. It should be noted, too, that most 
of the well-favoured races of the world inhabit beau
tiful countries, which suggests that lovely scenery 
tends to develop human beauty; and as these same 
races are amongst the morally highest and the most 
intellectual, we see. that beauty has probably a 
causal connexion of one kind or another with all 
evolutionary progress. 

My own belief is that Nature pushes forward 
Evolution wherever, as Bergson says, she is best 
able to win through the resistance of matter; and 
while many lines of advance are eventually aban
doned, there are points where she forges ahead, not 
in one feature alone but all-the moral, the physical 
and the intellectual,-progress in anyone of these 
lines tending to favour it in the others. There is 
great danger at present that our own race, the 
British, may be added to the number of those 
evolutionary advances which Nature has been 
forced to abandon, for both biology and human 
history afford many instances of progress arrested 
and turned back. In the case of man, it is generally 
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his own folly that has thwarted Nature's plans, and 
obliged her to try again in fresh uncultivated fields. 
Her difficulty seems to be to pass that point in the 
evolution of her protege when his power enables him 
to begin to thwart her schemes for his perfection 
before his intelligence is sufficient to prevent his 
doing so. 

The best illustration history affords us of the sound 
mind in the sound and beautiful body is that of 
ancient Greece, where, for a few centuries, man 
actually co-operated with Nature in the improve
ment of his species. This is the probable explana
tion of that splendour in art, science. philosophy 
and physical excellence which distinguishes the age 
of Pericles above every other in the world's history. 

No people ever appreciated either human beauty 
or human strength and agility as the Greeks did, 
and nopeople, in the world's history, has, consciously 
or unconsciously, practised eugenics to the extent 
they did. In fact eugenics is rather a revival of 
Greek thought and ethics in our own time th~ a 
new science. If Reason is the distinguishing and 
the highest characteristic of man, and its develop
ment the chief end of Evolution, we may say that 
Nature advanced further towards her goal, for one 
brief moment, at that time and place, than ever 
since, for there never has been so clear a thinker as 
Aristotle. That this should coincide with !he 
appearance of the greatest of all sculptors-Aris
totle being the greatest expert thinker and Phidias 
the greatest understander of human beauty-gives 
room for thought; especially when we reflect that, 
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although the whole population of ancient Greece did 
not exceed in numbers that of a moderate-sized 
modern town, she produced men in every branch of 
science and art whose genius has dazzled posterity 
by their achievements. Is all this coincidence, or 
does it indicate a very close connexion, in heredity, 
between the physical and the mental? Shall we 
not be justified in saying that the secret of Hellas' 
undying glory is to be found in the fact that her 
different states made true physical culture the 
basis of their policy-educational, social and 
political ? 

But when internal strife became too frequent to 
be eugenic,in its effects, and a country already de
populated as far as her best elements were con
cerned fell an easy prey to foreign aggression, the 
most brilliant evolutionary advance that Nature 
ever accomplished was arrested and turned back. 

To-day some good examples of well-favoured, 
morally sound and intelligent peoples inhabiting 
beautiful lands, are those of the British, in 
parts where degeneration has not yet set in, the 
Scandinavians, the Finns, the Swiss, the Italians of 
the Alpine and Lake districts, the Spanish and 
Portuguese peasantry of the Miiio valley, the Cata
lonians of the Pyrenees and the Costa Brava, the 
Andalusians of the Sierras, the Caucasians and the 
inhabitants of many Mediterranean islands. 

The undegenerated Englishman, I believe, has 
no moral or intellectual superior among the world's 
peoples, though perhaps he is a trifle more inclined 
toward hypocrisy# intolerance and obstinacy than 
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most progressive races; but physically, though 
amongst the best, he has some notable defects, and 
for this reason the crossing of English with Mediter
ranean blood has often had excellent results. The 
physical defects to which I refer are, firstly, the 
relative ungainliness of a large proportion of women, 
especially those of the middle classes after passing 
the age of thirty, a defect we share with the Ger
mans and most Northern peoples. Nobody who 
has travelled in Latin countries can have failed to 
notice the superior bodily grace of the women of 
Mediterranean races, both in form and in movement. 
The large feet, masculine stride and flat or angular 
form, unfortunately so typical of the English 
woman, cannot compare for beauty with the gr~ce
fuI being that is man's companion on the Mediter
ranean shores. The Mediterranean woman, when 
not too stout, retains her graceful figure long after 
her features have lost their charm. I hasten to 
recognise there are many, many exceptions, both 
among Anglo-Saxons and Latins; but I am dealing 
here exclusively with the average type. There are 
many physically perfect women in England, prin
cipally in aristocratic families and among the 
country people of such beautiful districts as the 
West Country, Derbyshire and the Lakes. 

Another defect is in the eyesight, especially of 
town-dwellers. Here again we share this defect 
with our cousins the Germans. It is true one sees 
more blind beggars in Spain than in any other 
country of Europe, but this is due to the fact that 
they are allowed to beg alms in the streets, instead of 
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being housed in asylums, and also in part to the 
ignorance that leads to many children becoming 
blind at birth for want of proper care. The use of 
spectacles, especially among children, is far rara 
in Latin countries than in Germanic, and it is very 
seldom Mediterranean children need these unbe
coming aids to vision. 

But perhaps the greatest physical defect of the I 
British is in the teeth. Even in the healthiest I 
areas of. the country, we have it on the authority 
of the Ministry of Health, as mentioned in a fonner 
chapter, that, in 1914, twenty per cent. of children 
leaving school suffered from defective eye-sight and 
sixty per cent. from serious dental caries. In 
Northern Spain, I have personally examined the 
teeth of scores of town children from the poorer 
districts and also many country children. Among 
the fonner r did not find serious caries in more than 
one mouth in twenty or thirty, while amongst the 
country children I found not a single case. In fact, 
in Catalonian country districts children almost 
invariably have absolutely perfect teeth, while many 
an old man or woman of seventy still retains a 
perfect set. I only speak of the countries I know; 
there may be other civilized lands where the same 
can be said, but I judge it doubtful. 

Now it may be objected that I attach undue impor
tance to so purely physical a matter as dental caries, 
for moral and mental defects are of infinitely greater 
importance. To this I reply, first, that I have 
already justified the importance I attach to physical 
characteristics; secondly, that moral and mental 
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defects are more common where there is distinct 
all-round degeneration. Here I am dealing with the 
generally normal population. Thirdly, defective 
teeth are a much more serious matter than is gene
rally realised. How much pain, how much ill
health, and how much physical ugliness are due to 
bad teeth I The breath becomes offensive and the 
digestive and other organs seriously damaged. Even 
the heart itself is affected by abscesses due to caries. 
No defect; in fact, is more far-reaching in its effects 
upon other organs. Yet here in this England of ours 
even our children, a few years after receiving their 
second teeth, are already nearly all of them suffering 
from this grave trouble. Furthermore, it is un
doubtedly hereditary. The truth is, in fact, little 
short of this: as a race we are in serious danger of 
losing our teeth altogether.1 

Now, all this is preliminary to my estimate of 
eugenic values, for the purpose of judging on what 
basis families should be chosen for populating an 
eugenic settlement; and to the suggestion I shall 
make that it would be advisable in such a scheme 
to include the introduction of a few chosen families 
from some of the countries to which I have just 
referred. Mr. J. Curle has come to a similar con
clusion after studying humanity in every corner of 
the earth. I . 

In estimating eugenic values, I believe, for the 
reasons given, that the sine qua non consists of 

I This fact is signally confirmed by the comparison of ancient 
with modem skulls. See address on Tlu Nature of Man's Struc
tural Imperfections, by Sir Arthur Keith, F.R.S., before the 
Royal Society of Medicine, 1925. 

I See To-day and To-mo"ow, p. 72. 
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physical excellence. All hereditary qualities, espe
cially moral, are ultimate ends, but the principal 
immediate end should be physical. Good features, 
too, must not be despised, and a beautiful country 
must be chosen for the experiment. .. A bold 
peasantry .. is better material, generally, than town 
dwellers. The former are, in fact, the forbears of 
the latter, and possess all their best inborn qualities. 
They only lack education, which is not hereditary. 
Long before the days of eugenics, Goldsmith warned 
us that from the peasantry we can produce the 
lordling, and we have indeed produced the town 
populations; but from these we can never produce 
a peasantry. 

The millionaire or group of capitalists whom we 
are supposing to act as founders of our Eugenic 
Settlement would probably appoint a committee 
for judging the eugenic value of intending settlers, 
and the following might be the method of judgment, 
subject, of course, to modification. Married people 
would be graded according to the mean of both 
individuals, and all their children received, if with
out defect; the presence, however, of congenital 
mental or physical defect in any child being sufficient 
to disqualify the whole family: 

(1) Absolute exclusion of all persons any of 
whose parents or grandparents had at any time 
suffered from madness, mental defect, epilepsy, 
tuberculosis, cancer, or any of the less known 
but distinctly hereditary physical defects, such 
as brachydactyly, hremophilia, etc., or had suffen·d 
from venereal disease or alcoholism. 
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(2) Apsolute exclusion of all persons any of whose 
parents or grandparents had been convicted of 
serious crimes, or more than once of petty offences. 
Amongst the latter, such technical offences as ex
cessive speed, petty smuggling, refusing to have 
one's children vaccinated, etc., would, of course, 
not be taken into consideration, when there were no 
moral shortcomings indicated. On the other hand, 
a single conviction for being drunk and disorderly 
might be held as ground for disqualification. 

(3) Other candidates to be admitted if they should 
succeed in making up a total of one hundred points 
from the following qualifications, as here valued : 

(a) Proof that no brother, sister, uncle, aunt. 
great-uncle or great-aunt (not less 
than twenty in number) bad sufiered 
from any of the infirmities mentioned 

Points 

above •••••••••••••••...•••..••••• IS to 30 
(b) Bodily perfection, including beauty of face 

and form • • • • • • • • • • . • . . . • . • • • • . •• 30 .. So 
(c) Bodily strength combined with agility " 10 .. 20 

(d) Success in calling, to be judged by earnings IS .. 30 
(e) Eminence or genius, especially in the case 

of writers, scientists, inventors.painters, 
sculptors, musicians, statesmen (not 
mere politicians), commanders, actors, 
entertainers, chess-players, etc. • ••••• IS .. So 

(f) Extra good eyesight or bearing •••••••• " 10 .. 20 

(g) Perfect teeth •••••••••••••••••••••••• 10.. 20 
(h) The fact of seldom or never baving been 

ill (excepting such children's diseases as 
measles, chicken-pox and mumps) •••• 10 .. 20 

(i) A record of intellectual achievements (in-
cluding degrees) ................ " 10 •• 20 

L 
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Points 
(j) A record of philanthropic ellort •••••••• 10 •• 20 

(k) Eminence in such games as cricket, foot· 
ball and tennis • • • • • • • • • • • • • • • • •• 10 .. 20 

(1) Fertility ••••.•••••••••• • • • • • • • • • • • • •• 20 .. 30 

An individual might qualify on physical excellenc51 
alone, provided he were normal in other respects, or,1 
on mental eminence if normal physically. 

No doubt the above list could be improved upon-
it is only meant as a suggestion. 

Thus- Points 
One candidate might be an eminent engineer 2S 
Fairly well favoured and well built • • • • • • •• 30 
Bodily strength and agility good • • • • • • • • •• 12 
Never ill ••••••..•.•••••••••••••••••••••• 20 

A good record of philanthropic ellort • • • • •• 20 

Total 107 

Another might be a farmer whose forbears anI! 
. near relatives never sullered from here

ditary diseases, they being forty in 
number •••••••••••••••••••••••• 30 

Bodily Iltrength and agility ................ 18. 
Extra keen hearing • • • • • • • • • • • • • • • • • • •• 20 

Neverill •••••••••••••••••• ~ ••••••••••• 20 

Father of ten • • • • • • • • • • • • • • • • • • • • • • • • •• 28 

Total u6 

. Both these would be admitted. unless they failed 
to comply with the sine qua non conditions, had 
defective children. or were brought down in eugenic 
values by their wives. If, for instance. the en
gineer's wife scored 95. their average would be 101, 
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and they would qualify, but if she only succeeded 
in scoring 90, both would disqualify. 

From the above list of eugenic values, many moral 
qualities of great importance have unavoidably been 
left out, because not easily measured. Such qualities 
are: love of children, a keen sense of honour (and 
even a sense of humour), a kindly disposition, love of 
music and so forth. 

The special importance given to physical beauty 
will be justified in a subsequent chapter. 

An advertisement having been inserted in suit
able places, offering freeholdings of from 10 to 100 
acres to families of high eugenic merit, particulars 
would be forwarded to applicants, who would be 
invited to fill in a form giving full particulars ~th 
regard to each member of the family. If the 
result appeared favourable, a representative of the 
founders would pay them a visit, and if still of 
opinion that the family would be a valuable acquisi
tion to the Settelment, the candidate would be 
invited to appear before a conimittee who would 
decide upon the number of " points " to be conceded. 

This committee ought to consist of an expert 
eugenist and two other persons, one of the three 
being a doctor, named by the founders. 

It would obviously be advisable to get many 
farmers, carpenters and builders into the Settle
ment and representatives of such professions' as 
schoolmasters, engineers, musicians, entertainers, 
and such trades as tailors, shoemakers, bakers, etc. 

The question of locality remains to be considered. 
Should the Settlement be in England? There are 
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many reasons why, if possible, it would be prefer
able to establish it in tbis country. A sense of 
patriotism would make every intending English 
settler keener on a scheme which might, in the 
measure of its success, help to bring about a regener
ation of Anglo-Saxon blood within the confines of 
our own island, or save a part of our nation from the 
degeneration which threatens, than he could pos
sibly be for such happy results as might be attained 
to benefit a foreign land, even though the colony 
might be largely of British extraction. For many 
other reasons, too, it would be far easier to get 
good English families to take up land in England 
than abroad. But, on the other hand, it might 
be more difficult to get the land, and, again, taxa
tion is terribly high, and actual legislation unfavour
able. There are lands where the colony would be 
very little interfered with by existing authority, 
and would therefore be freer to work out its destiny, 
growing in size and importance as the gene
rations succeeded one another, until it might make 
itself eventually master over a great tract of coun
try. Could this ever come to pass in England? 
In fact, the decision in this matter would have to 
rest with the actual founders. 

Here I would like, however, to suggest the South 
Eastern Pyrenees as a possible home for the Settle
ment, for the following reasons: There are great 
tracts of sparsely populated and fertile lands, with 
a most healthy climate and abu~dant water supply. 
There is a sturdy native population with many of 
just those virtues which are needed as a complement 
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to British characteristics, so that the problem of the 
removal of existing populations would hardly occur. 
Some of the best traits, too, of the British character 
would here be reinforced, such as energy, cleanliness 
and honesty. The love of all Spaniards and espe
cially the Catalonians for children and of the children 
for their parents, has been noticed by many travel
lers 1 and shows a kindliness which, when entirely 
divorced from false sentiment, is perhaps the greatest 
of all moral assets. 

A mental and spiritual asset, too, of great value, 
and capable of immensely increasing happiness is 
the love of music. The Catalonians are musical, 
though perhaps less so than the Italians. It would 
not be difficult to attract some good stock from 
Northern Italy to Spain. The little Republic of 
Andorra would offer political advantages. 

Again, there might be much to be said for the 
depopulated but fertile regions of southern Ireland, 
where land is cheap, and law and order now prevail. 

Be this, however, as it may, no doubt others could 
suggest lands as favourable, and, as already said, 
the matter would be decided by the founders them
selves. It would be a pity, I think, to seek too 

'Mr. G. K. Chesterton, after a recent visit to Spain, said: 
.. But in Spain there is one particularly impressive thing-the 
love of children for their parents, and of parents for their children. 
You will often see a small boy running. in his enthusiasm. almost 
the whole length of a street to meet his father-and father hbgely 
enjoys it. It is one of those things that really do strike the 
stranger."-Th6 Observef'. June 6th. 1926. 

Although Mr. Chestt'rton is an unreasoning enemy of Eugenics 
(see Eugenics and Othef' Evils). one is glad to note he made a very 
just appreciation of Spain and the Spaniards on the occasion of 
his r~ellt brief ~ojoum there. 
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distant lands, for such a colony should always keep 
in touch with the centres of civilization. More 
especially it should not be too far away from Eng
land, English thought, and English blood. 

Touching the three difficulties mentioned above
namely, the raising of funds, sufficient inducement 
to suitable families and the exclusion of undesir
abl~ elements, I will here make the following 
suggestions : 

If whatever persons into whose hands this little 
volume may fall and who may be interested in the 
scheme will be good enough to communicate with the 
author, stating, first, whether they would wish to 
join such a s~ttlement,and, if so, what are their 
qualifications; and, secondly, without assuming 
any immediate obligation, whether, provided proper 
guarantees be offered for the right spending of the 
money, they would be able and willing to help to 
finance it, and to what extent, some idea may be 
formed as to the difficulties likely to be encountered 
under these headings. If these first steps should 
prove encouraging, further steps could quickly be 
devised, and would consist mainly in suitable propa
ganda and advertisement. 

I would also suggest to the man of wealth who 
may have been impressed by the eugenic argument 
and feels that money given or left to a certain class 
of charities may, in the long run, do more harm than 
good, that he should consider whether either the 
foUndation of an eugenic orphanage, or the more 
ambitious scheme of the eugenic colony, would not 
be likely to make future generations revere his name, 
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The idea is here, and, whether in giving during his 
life-time or bequeathing at his death, he would 
probably not find it difficult to nominate trustees 
capable and worthy of carrying it into effect. 

On publishing the present second edition I may 
mention that. while. after the first appearance of 
this book. I received many letters-some from very 
eminent men--expressing sympathy with the 
scheme, no adequate financial support has yet been 
promised. The late Sir Alfred Fripp. who was 
greatly interested. wrote: .. The only possible way 
round or over them [the difficulties encountered] is 
the catching of the tame millionaire. and that I do 
not know how to do '" . 

A well-known author expressed the fear that 
.. a colony of perhaps eccentric people" might not 
fulfil one's expectations. It should. however, be 
pointed out that the proposed Settlement could 
never be so described. since efficiency and physical 
excellence are the sine qua non characteristics that 
would be required of candidates. the bulk of whom 
it is desirable should be farmers; and it can hardly 
be expected that people so chosen would take any 
active interest in eugenics or other" eccentricities." 
Such dangers might beset a scheme for eugenists 
themselves to found and constitute a colony in a 
sort of garden city, to which only people of healthy 
and intellectual stock would be admitted-as,has 
been suggested by some correspondents-but could 
not possibly threaten that in which material advan
tages were offered to all sound families. in
dependently of their opinions, prejudices or interests. 
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I think it is just in this that the superiority of my 
scheme over others consists. 

I hope, however, that correspondence may con
tinue, for out of it, perhaps, eventually something 
practicable may emerge. 

With regard to the exclusion of undesirable ele
ments from the Settlement, this difficulty would 
crop up, not only at the beginning, in dealing with 
actual tenants and leaseholders, but permanently 
on account of the certainty that degenerate in
dividuals would continue to appear in difIerent 
families, and family affection might make their 
elimination from the Settlement difficult. 

As to tenants and leaseholders, probably most of 
these would either be suitable and willing settlers 
or else could be bought out without great difficulty. 
Such as might be obdurate would probably have to 
be dealt with by means of some sort of boycott. In 
any case, their presence in limited numbers need not 
affect the well-being or the aims of the colony, so 
long as settlers refused to intermarry with them. 

The more difficult problem would be the elimina
tion of degenerate members of families among the 
settlers themselves, for though no such would be 
admitted at the beginning, a certain number, even if 
very small, would certainly be born in the Settle
ment. This question would have to be dealt with 
when it arose, and the means of dealing with it 
would probably be the establishment of an institute 
for permanent segregation; or, possibly, as with the 
individual who wished to marry outside the Settle
ment with an unsuitable mate, the case might de-
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mand determination of the contract by which the 
property was held, that is, supposing the parents to 
whom the degenerate child was born refused either 
to sterilize or intern it, or send it, on attaining a cer
tain age, to a different part of the country. 

This sacrifice which the community would have to 
demand of parental affection would be fully justified 
by the fact that the essential aims and objects of the 
Settlement would be at stake. It would be no 
greater than at present required of many whose 
children are sent to asylums and industrial schools 
or .. colonies," only the standard of sanity required 
in the Settlement would necessarily be higher than 
that at present required in England before a child 
can be certified as mentally deficient or taken from 
its parents. 

What would be the possibilities of such a scheme? 
In the year 1891, when Sir Francis Galton had 

hardly yet invented the new science of Eugenics, and 
very few people had heard of it, I published a book 
in the form of a novel, in which this very scheme was 
outlined. I was then only nineteen years of age, 
and had read little; I had never heard of Sir Francis 
Galton or eugenics, yet I find I should have very 
little to alter in the text were I to republish this 
Utopian romance to-day.l The possibilities of 
the scheme described in this chapter I believe tq be 
at least what I suggested at that time, but probably 
much greater. 

If, as I have said in another chapter, the destiny 

ITM Yorl oJ'M NariA".,,. (Reeves Ii; Turner, London). 
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of Man is transcendental, no limit can be set to the 
possible outcome of an Eugenic Settlement, if estab
lished to-day, and its foundation and development 
is as noble and fascinating a subject for thought as 
any that can be conceived. 



CHAPTER X 

HUMAN BEAUTY 

One of the most regrettable characteristics of 
modern civilisation I believe to be the excessive 
exaltation of moral over resthetic values. This is 
due, not to Christianity as rightly understood, but 
to the baneful influence of the Christian Churches. 

In Man: An Indictment, Ludovici has ably 
pointed out the disastrous effects upon the breed of 
men which contempt for beauty and physical 
excellence has brought about. 

As he says, .. Where moral values alone are 
considered in estimating human value, as they have 
been in Christianity, the resthetic aspects of human 
beings are not only neglected, but are also frequently 
regarded as obstacles to • holiness' and • purity,' 
and thus tend to become eliminated." 

The natural checks to degenerative mating tend 
to disappear in consequence of that contempt for 
human beauty which is taught us in the name of 
religion. .. The taste which recoils from ugliness, 
deformity, physical inferiority, bodily defects, etc., 
and the standards which would cause healthy people 
to feel nausea rather than love in the presence of 
false teeth, glasses, impure breath, nervous debility, 
etc •• have all been broken down," 
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This is one of the great dysgenic influences of our 
times: 

To many, therefore, it has always been a source 
of disappointment, since the science of Eugenics 
first came into being, that its leading exponents 
have attached so little importance to human beauty 
in their schemes for race improvement or in their dis
cussions with regard to the good or evil effects of 
environment, measures or propaganda. The sub
ject has been almost tabooed, and is, apparently. 
considered by leading eugenists to be either too 
trivial for serious discussion, or else more or less 
immoral, and therefore best avoided by those whose 
chief task it still is to overcome that popular preju
dice and suspicion always directed against new 
branches of scientific research or reform. 

Yet everybody agrees it is a sign of refinement to 
love flowers, sunsets and other beautiful things in 
Nature. In Art, too, we are expected to admire the 
beautiful-and here we not only may but must 
admire human beauty as well, if we do not wish to 
be looked upon as barbarians. Even the nude we 
may admire-in Art. Man's poor, imperfect repre
sentations of the beauty God created one must 
admire, provided the painter has been recognised 
by the competent critics; but God's own handiwork, 
in the case of the human body, is looked upon with 
suspicion. We may admire it only so long as we 
are not too enthusiastic, and, above all, if we be men, 
provided our warmer admiration (not too warm) be 
reserved for the adult female face and form. Women. 
however. are allowed to adnrlre both male and 
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female beauty, and may also go into ecstasies over 
children. Why they should be given more latitude 
in this respect than men is a mystery. 

In all this the official eugenist has generally accom
panied conventional severity of judgment, and has 
spoken and written as though man must not care 
too much about human beauty. Of the physical, 
health is by him almost exclusively considered. 
And yet, paradoxical as it must seem, the artistic 
temperament is recognised theoretically as of the 
highest eugenic value. This seems to me un
reasonable. 

In the present chapter, which is, like the rest, 
frankly unconventional, I wish to reason the matter 
out, and to show, not only that man has a perfect 
right to be an ardent admirer of all beauty, including 
both face and form of men, women and children, but 
also that the eugenist should put human beauty in a 
place of very high honour; for there is, I submit, in 
the light of pure reason, no higher eugenic ideal than 
that of the gradual and thoughtful perfecting of the 
human form divine through the generations to come. 

Our major premise for this argument must be that 
man should revere, with all his heart and soul, what 
is recognised as the beautiful in Nature. All will 
admit, in principle, that such reverence or admiration 
uplifts a man's soul, and that the mind of him who 
cannot admire what is undoubtedly beautiful must 
be defective, as judged by the standard of the facul
ties possessed by the complete and normal human 
being. But I would urge that not only does the 
contemplation of beauty uplift a man's soul, but 
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that there is no higher joy in earthly existencE 
than that provided by such contemplation. Some, 
although admitting the loftiness of such pleasures, 
will yet maintain that certain other joys are higher. 
The joy of doing good, the happiness of pure love, 
that of religion, music, and the intellectual pleasure 
of study and skilled work-all these may be con
sidered by one group or another of excellent people 
.as higher joys than those to be derived from the 
beauties of Nature. Perhaps I shall do better not 
to dispute these different points, for to some, no 
doubt, each of these pleasures is more really present 
than any other, and certainly all are lofty, but to the I 
average human being some of them are not very real 
or very intense. Moreover, with regard to the i 
pleasures of love, these are seldom :entirely divorced 
from those of beauty, for even the"purest of all love, 
which is surely that of the mother for her child, is 
largely composed of a keen appreciation of the 
beauty of little hands and feet, of wondering eyes 
and pretty lips, and a proud joy in knowing that all 
this is hers, and has been born of her own flesh. 
The joy of doing good depends largely for its effective
ness upon the beautiful things of this world, for its 
chief sphere is in enabling others to see and to appre
ciate those blessings. 

It will therefore be hard to deny that the love of 
beauty is, if not the highest, at least one of the 
highest, of the joys that are common to all humanity. 
But what is the sublimest form of beauty in Nature 1 
Before answering this question it will be necessary to 
define the word sublime. I take it to mean that 
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which awakens within us the feelings of wonder and 
veneration, whether our veneration be for the 
sublime thing itself or for the Power that created it. 
This feeling is undoubtedly stirred profoundly in any 
thinking mind by the contemplation of a perfect 
flower or a lovely landscape. But as a perfect 
human being, composed of mind and body, is 
certainly more marvellous than the flower or the 
landscape, his beauty must, by our definition, be 
more sublime. The physical beauty in humanity is 
so suggestive of, and bound up in, the spiritual, that 
they cannot be considered as two wholly separate 
things, and Man stands alone in Nature in the fact 
that his physical beauty suggests unseen attributes 
of great nobility. Doubtless this was in the mind 
of the biblical writer who said Goa maae man in His 
own image. There is nothing therefore in Nature 
that by our definition of sublimity, can be considered 
sublimer than human beauty. Nor can reason 
admit that there can be parts of the human body 
that are base, for to call any part of the edifice vile 
and unlovely is surely to insult the Architect. We 
mayor may not be capable of seeing any given 
beauty, but to say that because we see it not, there
fore it does not exist, is presumption. 

Furthermore, just as the opening bud has a fuller 
charm than the full-blown flower-due no doubt, to 
its sweet freshness and a subtle suggestion of still 
increasing beauty-so the child and the adolescent 
may be said to possess a beauty more sublime than 
that of the adult man or woman. That which, 
being apparently perfect, is nevertheless developing, 
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contains a peculiar charm that vanishes when com
pleteness is attained and the suggestion of increasing 
beauty replaced by that of approaching decline. If 
therefore it be granted that the highest form of. 
earthly joy is to be found in the contemplation of 
Nature's beauty, it must be added as a corollary 
that among such beauties that which should afford 
the sublimest joy to man is the face and form of 
perfect childhood or youth. And if the contempla
tion of such beauty lifts up the soul and ennobles it, 
then, a fortiori, an ardent, reverential love for human 
beauty is a true index to great nobility of soul, apd 
should be cultivated and encouraged. All suspicion 
and opposition thereto is therefore dastardly, and 
can only arise from ignorance, hypocrisy, or 
malice. 

So much for the ethics of a reverential love for 
human beauty; but its bearing upon Eugenics is 
even more important. If the noblest physical fact 
on earth is human beauty, can it be a negligible 
quantity for the eugenist? If beauty is so great a 
source of happiness, are we, in Eugenics, only to 
consider virtue, intelligence and bodily strength? 
On the contrary, not only is there indisputably very 
much to be said in favour of considering beauty for 
its own sake, but since beauty is, to a great extent, 
the index of health or physical perfection, and 
health the index of happiness, it is certain that, in 
more ways than one, to breed for beauty would be 
to breed for happiness. _ 

Our argument, then, in brief7is this: Since man 
should revere with all his h~ and soul what is 
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recognised as the beautiful in Nature, and since the 
:;ublimest beauty in Nature is that of the human 
fonn divine, made .. in God's image," then we 
should revere, with all the ardour of which we may 
be capable, the perfect human face and fonn. And 
if we should revere so highly the perfection of 
physical beauty in man, such perfection must 
certainly be a very noble aim for eugenists to pursue. 

The ways and means of attaining perf6\.tion, or 
rendering more and more universal the inh~ritance 
of a certain degree of that physical beauty which, 
ideally, should be for all, would fonn a most fascinat
~ branch of the study of Eugenics, and I think we 
should promote this study and do all in our power to 
further the breeding of beautiful children and the 
constant development of human beauty. It cannot 
be reasonably maintained that it is vain or sinful to 
hope that, one day, not only may our English women 
be the fairest in the world, but our men handsome 
and all our children bonny. 

It is frequently assumed by writers on Evolution 
that, as regards his body, the deVelopment of Man 
has reached finality. I see, however, no grounds for 
such an assumption. Even though the power of 
Evolution be now concentrated on psychical pro
gress, it does not follow that the body will never 
change. Nor can we argue that because we can 
imagine nothing more beautiful than the perfect 
human frame as we know it, greater beauty may not 
be possible. 

More cogent, however, than any such speculation 
is the fact that beauty should be and may become 

II 
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the natural attribute of every hwnan being, instea 
of, as at present, a privilege of the few. 

Will it not be right therefore for eugenists, whe 
giving advice upon suitable marriages, not only t 
teach us how to stamp out hereditary disease an 
mental or moral defects, but also how we may expec 
to have beautiful children? What greater happi 
ness is possible -for married men and women than t 
find themselves blessed with fine, handsome ofl 
spring? I think, too, that if every English chil< 
were bonny, there would indeed be very little wronf 
with England. 



CHAPTER XI 

GOVERNMENT 

BEFORE discussing the fonn of government best 
suited to such a Settlement as that described in 
Chapter IX, I must here insert a few words about 
government in the abstract. 

Since the true definition of liberty is the power to 
do anything that in no way causes suffering to others 
(future generations being included in the temi 
.. others "), the proper function of legislation in 
a free country is to determine what specific acts do 
cause suffering, and prevent them. The further we 
get away from this, in legislation, the worse we 
fare. When Liberalism, leaning more and more 
towards Socialism, began to regulate our lives 
by legislation that has since become oppressive, the 
excuse was that laissez{aire involved the oppression 
of one class by another. Under this pretext it 
abandoned the great principle of individual liberty 
that had been its main characteristic up to that 
time. But having once abandoned this principle, 
" Liberal" statesmen began to indulge in a great 
deal of lawmaking that interfered with the in
dividual without having anything to do with the 
prevention of oppression. Thus began the new 
tyranny. 

179 
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Under democratic government, each party, when 
in power, considers itself under the obligation to 
invent new laws, often under the pleasing name of 
" social reform," with a main view to adulating the 
mass of voters. Sir Ernest Benn's Account Rendered 
shows up vividly the amazing absurdity and wicked
ness of those hundreds of vexatious modern Acts 
which make the word freedom to-day a veritable 
mockery in our country. These enactments inter
fere more and more with the order of our lives, and 
oblige all to subscribe to the pet theories of idealists, 
or the latest scheme elaborated for winning the 
applause of the mob, cheating it into the belief that 
an open sesame has been found to the earthly 
paradise. Even more frequently they have their 
origin solely in the insatiable thirst of our bureau
crats for power at the community's expense. 

Trade unions, too, add ever to the number of rules 
and regulations that restrict liberty. The leaders, 

. being often ignorant of the first principles of econo
mic science, everybody is ordered to kow-tow to 
rules of behaviour based upon the most mischievous 
fallacies, such as those which purposely limit output, 
and those which prevent men from passing from one 
district or one trade to another, when the needs of 
industry so demand. 

The Trades Disputes Act of 1906 paved the way 
to a state of things which lasted till 1927, by giving 
to trade unions privileges and immunities (in order, 
of course, to catch the votes of trade unionists) which 
obviously lent themselves to gross abuse. As was 
to be expected, that abuse proved disastrous, and 
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demonstrated conclusively that the authors of the 
Act were either idealists who founded their theories 
on the illusion (so common with idealists) that 
human nature has already approached perfection, 
and it is unthinkable that privileges should ever be 
abused-or else were downright rascals who only 
thought of keeping their jobs as rulers, with utter 
indifference as to the consequences of their .acts in 
years to come. 

Fortunately, the Act of 1927 undid much of the 
harm that had been done, and the Socialists have 
since failed to put us back again where we were, in 
spite of their best endeavours. 

But the danger is not passed, and democracy is 
proving itself more fatally despotic than any 
autocracy. No emperor ever thought of reversing 
the process of evolution; but democracy, with its 
chance majorities, obtained by the rhetoric of self
seeking demagogues, may succeed in doing so; not 
by superseding natural law, but by using it in 
ignorance for suicidal purposes-playing with forces 
it does not understand. 

The grave defects of democracy have been shewn 
up in the most glaring light by post-war events. 
They are the natural result of the ignorance and 
selfishness of the masses,: even in the most .. civi
lized " countries, and of the unscrupulous ambiHon 
of leaders. More especially we have seen that 
eugenic reform, which is the most urgent need of the 
day, is very unlikely to be put in practice under 
democratic rule. Why should the proletariat recog
nise that it is largely unfit to procreate, and volun-
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tarily impose restrictions upon its own liberty in 
such matters? It is not the way with the prole
tariat to give up its liberty, unless under the spell of 
some class slogan which its leaders know how to 
exploit for their own benefit, or where democracy has 
disappeared and the tyranny of the lowest been· 
established, as in Russia. In that case the good of 
future generations is less likely than ever to be con
sidered. 

The tendency of rulers, under democratic institu
tions, to abandon the true principles of liberty has 
given anarchy a true raison d' etre, in republics and 
limited monarchies, as we know them, no less than 
in absolute monarchies. It is the excess of law
making that gives rise to anarchy as a creed. Every 
party has a programme, made up of peculiar theories 
which its leaders are expected to put into practice 
when returned to power. It is not necessary to 
prove by sound logic that anyone of the host of 
measures foisted upon us will have a beneficial 
effect, before trying it. Once enacted, it is not 
likely to be repealed, however pernicious, because a 
new host of bureaucrats will get jobs, or somebody 
.will benefit by it and a vested int,erest will thus be 
created. It is only necessary, for the enactment of 
new laws, that the electorate, or a body of electors, 
be led to think they will be beneficial, or even that 
one crank, with the title of Minister, be able to 
persuade his colleagues. Then we shall have them 
in perpetuity. 

The number of laws is so great that it has been found 
impossible to compile concise codes, whether civil 
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or penal, and we have the glarmg injustice of 
punishment for ignorance (If the law, when no 
layman can possibly know what the law is. In some 
countries a concise and intelligible penal code is 
within reach of all. In Spain it will go into one's 
waistcoat pocket. In England volume is added to 
volume; while both civil and penal cases are 
judged by Acts, Supplementary Acts, Amendment 
Acts, Consolidation Acts, and the interpretation 
thereof by mere precedent, which nobody can dis
entangle without devoting a lifetime to the study. 
To quote a single instance (though not from the 
penal code), there have already been twenty-one 
different National Insurance Acts since their first 
introduction in 1911-and our last state is worse 
than our first ! 

The most urgent need of our day is the repeal of 
ninety per cent. of existing legislation, and the 
intelligible codification of the remainder. 

In the meantime, bureaucracies grow and grow, 
living as parasites upon the people, who are taxed 
more and more heavily to support them. Our 
chancellors tell us there is a If natural" growth 
which cannot be avoided. If true, this alone is 
sufficient to condemn our democratic system. As 
the bureaucrats flourish more and more, the rest of 
us, especially the workers, have our lives made more 
and more difficult by reason of needless regulations. 
The leading-strings become increasingly vexatious ; 
more and more must we waste oUr time and money 
over stamp-licking and similar operations. If even 
the Conservatives cannot see their way to stop this 
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-evil growth, what are we to expect of Socialist 
governments? 

Thus we get further and further from that ideal of 
liberty which is the power to do anything which 
does not injure others, and instead of the Govern
ment serving us, we only live to be governed. 

God gives us parents to protect and guide us 
during childhood. When childhood is left behind. 
He gives us, instead, bodily strength and wits-some 
of us more, others less-with which to make good. 
He does not put us into leading-strings. But in 
these days the politicians know better: they provide 
the leading-strings which God forgot. 

A friend, who shewed the manuscript of the 
present work to an ardent supporter of popular 
government, tells me that, after perusal, he made the 
following remark: 

.. Industrialised Civilization cannot be other 
than democratic, and more and more so as 
machine industry controls the lives of the people. 
Democracy is not an 'invention,'· but a conse
quence, surely. A slave State is the other alter
nativ~, but slaves cannot produce and control 
complex and ever more complex and scientifically 
constructed machines." 

As this is a very general attitude of mind" among 
those who take democracy for granted, I quote it
wondering-where the proof is to be found that indUS-: 
trialised civilization muse be democratic. Even if 
it could be shewn that all such civilizations were 
democratic,. this would not amount to proof that 
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nothing else is possible. But what do we see by 
looking a little beyond our own frontiers? Italy was 
never so prosperous new so inaustrialisea as she is 
to-day. Is she a slave State? If so, anyone who 
has visited the country lately, as I have, must be 
struck with the wonderful happiness of these 
"slaves "-a happiness which seems to have come 
to them since losing their "freedom " a few years 
ago. Moreover, they seem more able now than 
formerly to II produce and control complex ma
chines." All those who have recently visited 
Italy are agreed that-

II In such matters as railway management-a 
good test of national character because it depends 
on discipline-there has been a cemplete transfor
mation. The surly dishevelled Communists who 
staffed the lines have given way to courteous, 
smartly-dressed officials. Instead of the trains 
being hours late, they run to the minute. Rob
beries of luggage have practically stopped. 

" In the industrial sphere in 1920 there was stag
nation and every sign of imminent collapse where 
to-day there is extraordinary prosperity. Crime 
has been put down with an iron hand. Beggars 
have almost vanished. It is said-in joke-that 
they have all gone to England, for in Italy there 
are neither doles nor huge systems of relief. • The 
people of Italy work, and no man who wants 
work is unemployed." 1 

Yet many theorists, who have never been outside 
I Daily Mail. (1926). 
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England, are very fond of talking loosely about 
"the alternative tyrannies of Russia and Italy
the Red and the Black tyrannies," as though they 
were much the same thing. They are as different as 
Heaven and Hell. 

The dictatorship of Primo de Rivera, in Spain, of 
which I had long personal experience, was in many 
respects still more admirable than that of Mussolini.l 

I do not, however, believe that, in England, a 
dictatorship would be the best solution, though it 
may be more likely to come about than the changes 
I should prefer to see. Eventually, I believe, in the 
land that may be chosen by Nature in her next 
attempt to carry forward human evolution, whether 
that land be England or not, government will 
be in the hands neither of despots nor of mobs. 

Why should a man not qualify to become an elec
tor by proving himself competent to exercise that 
function? An examination in the principles of 
political philosophy and the main facts and lessons 
of history; also in logic, so that he might know how 
to reason, and not be easily led astray by the go. 

phisms of demagogues, would eliminate most of the 
incompetent, who now utterly swamp the influence 
of those who can think connectedly; and it would 
enable anybody with the necessary intelligence and 
a keen desire to take part in the direction of affairs, 
to qualify for doing so. 

Our present system is .. government by talk." 
It might with equal propriety be called" government 
by lottery," since it is a mere chance what slogan 

, 1 See my book, Lif, in SPain To-aay, Blackwood (1930). 
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will carry the day at election times, where the 
majority of the electors are ignorant and easily led 
by the astute. It is II government by the ignorant," 
because the majority is and always must be relatively 
untutored as compared with the more highly 
educated classes. Finally, it is the II rule of selfish
ness," since nothing can be more certain than that 
the majority only considers its own immediate 
"interests," class or individual-real or imaginary. 

I see no reason why the vote should be called a 
,ight. It used to be said, .. No vote, no taxation." 
Is it not equally just to cry, .. No taxation, no 
vote?" And why is the vote not called a function 
rather than a right? Either it is a part of govern
ment or it is not. If it is not, then it is valueless ; 
but if it is a part of government, then, to exercise it, 
for the good of the governed-and surely that is a 
point to be considered-it is necessary for the voter 
to have some elementary knowledge of such sub
jects as may prevent his erring through sheer 
ignorance. 

Had the British electorate studied history, it 
would never have sanctioned the dole, seeing that 
free bread and circuses was the prelude to the fall 
of Rome. To the land that has an ignorant electo
rate the lessons of history are lost. Is this of no 
consequence? To those who say, .. Educate the 
electorate," I reply. II Education must come before, 
not after, the vote; just as in every other walk of 
life we must learn before practising." As a matter of 
fact, however, it would evidently never be possible 
to educate the whole population of a country to the 
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point of making each individual as capable of judging 
what policy is for the country's good as are those who 
have made a serious study of the subjects that may 
best prepare a man for governing. 

But it is not only a question of knowledge, for the 
exercise of the vote for one's country's good requires 
character as well. In the words of Dean Inge : 

"\Yhere any considerable body of citizens. 
repudiates all allegiance to the State, and follows· 
recklessly either international or purely sectional 
aims, popu1ar government is virtually at an end, 
and a more coercive system must be substituted 
for it."1 . 

That this disloyalty of large sections of the 
peopie is the natural tendency of democracies all 
history goes to shew. Of course, an examination to 
qualify electors wou1d not do away with this diffi
culty, but it wou1d diminish its dangers, -for there 
can be no doubt that the educated classes are less 
prone to baseness than the ignorant. 

The most extraordinary development of the 
fanatical faith in democracy and the strange out
comes of such faith has been the attempt made in 
some countries to force those to vote who have no 
desire to do so, and, almost certainly in that 
case, no competence at all. It is like trying to 
force a private soldier to plan and carry out a 
campaign that is to decide his· country's fate 
even though he shou1d protest his own utter 
incompetence. 

a Englan4, p. 247. 
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With a view to getting rid of government by talk, 
and the wasting of time by sterile discussions and 
speeches that are not even meant to convince-for 
everyone knows that Members of Parliament cannot 
afford to be convinced, as they are committed in 
advance to certain views, which they must support 
whatever happens-it would be necessary not only 
greatly to reduce the number of electors, but also 
that of representatives. Probably the best would 
be to do away altogether with the talkers, and allow 
the reduced electorate to choose a premier, who 
would form his own ministry, and govern, as is now 
done in Spain, by means of II royal decrees." This 
would not mean a dictatorship, however, as in that 
country, for the government ·would be freely chosen 
by the intellectual elite of the country. It would 
be, rather, a rational form of democracy. 

Another possible solution for our troubles might 
be met, perhaps, in the founding of a New Party, 
even under our present parliamentary regime-a 
party sincerely devoted to the causes of Retrench
ment, Freedom and Eugenic Reform. Is there any 
statesman capable or sincere enough to form such 
a party? And if formed, could it live for long 
under Democracy?l 

Shall we ever get back to simplicity? It is indeed 
doubtful whether this can ever be done without 
violent revolution, and I should be the last to preach 

I Since this was written the United Empire Party has been 
formed. Though not committed to eugenic reform. it promises 
much that has been advocated in the present volume. and-if 
only because it differs from all those old. decaying political 
parties that have now so signally failed-we must wish it well. 
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any such thing j for revolution, whatever its origin1d 
aims, has a habit of reaching, sooner or later, t I 
stage when the scum of the nation is uppermost, an I 
the best blood is shed in holocaust. A coup d' e, ! 
might conceivably effect regeneration, as in Ital II 
an~, perhaps, in Spain; but this would depen ,: 
entIrely upon the characters of those who broug ~. 
it about. There is little probability that we .• 
Engla,nd shall ever have reason to look for an . 
permanent good in that direction. ! 

These are some of the reasons which incline me tc! 
believe that a sound State, whose laws and custo~1 
shall be simple, where liberty shall be a reality, an(:l 
the happiness of our own and future geneJ;ations th4: 
sole preoccupation of government, can only com~:l' 
into being through a fresh start, however small thE! 
beginning, made by a few enlightened individUalsj" 
lovers of their fellow men and of posterity. 

In a small Settlement the question of govemmen ,: 
would be simple. , The laws of the land would, o. 
course" have to be respected, wherever it wer~ 
established; but by each settler binding himselt 
never to appeal to that law against his fellows, but 
only to thoS{) of the little Community, much of i~ 
tyranny,'other than taxation, could be circumvented., 

The internal government might be carried on by a; 
council, acting as legislative, executive and tribunal.j 
The function of legislation would be simply that of 
interpreting the One Law-Thou shalt not cause 
suffering-foreseeing the different classes of par
ticular cases for its application and providing 
suitable pen3.Ities for its breach. As executive, this 
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council would appoint officers to watch the appli
cation of the law and denounce those who should 
infringe it: and as tribunal it would hear every 
case, settle disputes and mete out punishment where 
necessary. 

The council could be nominated in the first place 
by the founders of the Settlement, and modified 
every few years by the vote of all such settlers as 
cared to submit to and were able to pass a simple 
examination in, say, history, political philosophy, 
logic and eugenics. But whether, at the beginning, 
such restriction in the number of voters would be 
desirable or not would be a matter for the founders 
to decide. Perhaps, while the number of settlers 
was small, -it might be more expedient to give a 
voice in the management of the Settlement to the 
head of every family. 

As the colony grew, a grading of its citizens 
according to eugenic value might be introduced, 
and privileges granted to the higher grades, as 
suggested in a former chapter. These higher grades 
would then form a true aristocracy, where supe
riority would rest upon fact, and not on fiction as is 
now the case in England. 1 Hereditary titles might 
be granted to distinguished members of the highest 
grades. 

In fine, all remarks here made about the gove.""1l
ment of an Eugenic Settlement established upon the 
lines suggested in the present work are meant as 
nothing more than suggestions, since it is clear that 

'See Dr. J. G. Adami's address to the International Eugenics 
Congress in New York OD A Tr ... Arislogtuy. 
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anything like a cast-iron framework provided in 
advance would only result in greatly increasing the 
difficulties in the way of its fOlilldation and lessening 
the possibilities of its ever materializing into fact. 

In conclusion, I will only repeat that if anyone is 
interested in this idea, I shall be only too pleased to 
hear from him, and I venture to hope that, if not 
now, some day-perhaps long after my own death
the scheme may be c3.rried out. I pray that when 
that day comes, if I am no longer here to see it, my, 
children or my children's children may take part in 
the founding and help in the early development of 
the New State. 

. J~' 
r.IWTIID BY filii RAnon DRIS LIII_D, aocaallTllL 
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FOREWORD 

MR. TROlJTON has here set forth something approaching a 
complete collection of the chief categories of remedy for 
Unemployment. Anyone who really wants or hopes to 
cure the malady must make a selection from Mr. Trouton's 
Pharmacopoeia. 

I must not be taken to agree with all his arguments or 
all his proposals. But broadly speaking I think that he is 
right. He delineates correctly the general character of what 
can be usefully done. And even ifhe has sometimes passed 
rather lightly over practical and human difficulties which 
stand in the way of carrying his schemes into operation, he 
is nevertheless doing a service by emphasising without too 
much qualification that these schemes, if we would and 
could accept them, would do the trick. 

I commend particularly to the reader's attention Mr. 
Trouton's proposal for a duty on all imports combined 
with a rebate or bounty on all exports. An unprejudiced 
person-if there is one-will find increasing attractions in 
this idea the more he thinks about it. 

It is also important to notice how well a scheme for 
. capital development at home would marry with a scheme 

for import duties. For the bad effects of the former on 
business confidence and on the foreign exchanges wbuld be 
offset by the good effects of the latter; whilst both would 
increase employment. But it is, unfortunately, a marriage 
which neither of the mothers-in-law elect will permit; 
whilst the Countess Gruffanuff at No. II will have neither 
-indeed nothing. . 

2 Feb., 1931. 
J. M. KEYNES. 



UNEMPLOYMENT 
ITS CAUSES AND THEIR REMEDIES 

IT is generally supposed that the existence of a large 
number of unemployed is a sign of national poverty; but 
paradoxically it is, in fact, an ill-judged display of prosper
Ity j for prosperity is the enjoyment of the ' things' of this 
life, including leisure in which to enjoy them. In this 
country we have not, perhaps, enough of the ' things' j 
but we undoubtedly have too much leisure. The leisure is 
even more badly distributed than the ' things', for it is 
concentrated on 2,500,000 unemployed, most of whom 
would prefer less leisure and more work to enable them to 
buy more I things'. Moreover, leisure is a corollary of 
wealth j it has to be paid for. The amount of money 
expended yearly by the nation in the purchase of the 
leisure • enJoyed • by the unemployed is enormous, and is 
continually increasing. This may be a sign of economic 
disorder. but it is certainly not a sign of national poverty. 

Probably none of the problems of modem society is 
more widely discussed than this problem of unemployment, 
and for none of them have more varied and numerous 
causes and cures been sug~ested. But unemployment 
cannot be attributed to any smgle cause. It is really due 
to the existence ofa number offactors which, while appar
ently unconnected. are closely related and interdependent. 
Each of these is in fact a cause of the trouble, while no 
single one of them is exclusively to blame; but their 
collective effect is far-reaching and disastrous, and is the 
root cause of unemployment. 

Attempts hitherto made to tackle one or other of these 
causes singly. ignoring the others, have, therefore, natur
ally had little effect, and, in some cases, have actually 
resulted in magnifying those others. The reply, for 
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instance,. to thema!! who suggests removing the dole, i .; 
order ultimately to l1llprove employment by lessening I 
burden of taxation on the nation, is that depression woul II 
at once be accentuated by the immediate shrinkage ': 
consumption caused by the disappearance of the :purch ,;i 
ing power of the unemployed which at present 18 mai 'I 
tained by the dole. " I 

Just as there is no unique cause of unemployment, Sl 

there is no unique remedy for it: in short, the re I: 
difficulty in dealing with the problem lies in the comPlexil:1 
of both cause and temedy. In the following pages it i;1 
proposed first to analyse the chief reasons for the presen ;1 
unemployment and trade depression; and secondly t ' 
suggest appropriate individual remedies, the collectiv I 
and simultaneous application of which should result in the: 
definite revival of employment and trade. 

At the present time the chief causes of unemploymen~t 
may be said to fall into three main groups, consisting oj 
those which are world-wide, those which are mainly;; 
national and those which are purely monetary. They are, 
as follows :_ I 

A. WORLD-WIDE CAUSES 

I. Over-production, under-consumption and high costs! 
of production. 

2. Deflation. 
3. World depression. 
4. Rationalization. 
B. NAtiONAL CAUSES 

5. Free-Trade and foreign competition. 
6. Reduction in emigration. 
7. The dole. 
8. Excessive taxation. 
g. Excessive foreign investment. 
Io.Inadequate savings. 
C. INTERNATIONAL . FINANCIAL CAUSES 

I I.Scarcity of credit. 
I2.Scarcity of gold. 
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The foregoing classification is necessarily a broad otr; 
since the scope of this pamphlet makes it impossible to take 
into account the many other causes that are either variants 
of, or subsidiary to, those set out above, which, subject to 
this limitation, will now be considered in their order. 

A. WORLD-WIDE CAUSES 

(I) OVER-PRODUCTION, UNDER-CONSUMPTION AND IDGH 
COSTS OF PRODUCTION. Thereis said to be over-production 
when manufacturers accumulate goods which cannot be 
sold, a~d are compelled to reduce the nUmbers they employ. 
Over-production is really another name for under
consumption, because it is the state arising from produc
tion exceeding consumption. In fact, if there were no 
demand, it would be over-production for Mr. Ford to 
produce one car a month I 

Costs of production, whatever they may be, arein effect 
too high if consumers fail both to pay a price sufficient to 
cover them and to consume at that price the whole produc
tion. High costs of production may be a manifestation of 
inefficiency of management, high wages, or over-produc
tion with its corollary of under-consumption. It is most 
usual to-day to attribute them to the first two causes. 
This is understandable enough, as the Trade Unions like 
having a hit at the employers, and therefore cling to the 
idea that industry is inefficiently managed; while the 
employers like to hit back at the Trade Unions and, on 
their side, maintain that wages are too high. But if both 
parties could take a dispassionate view, they would see that 
the greater part of the high cost of production is attribut
able, not necessarily to inefficient management or high 
wages, but to under-consumption, or excess of suppiy over 
effective demand. 

(2) DEFLATION. When there is palpably too much of a 
thing because of increased production, then there is over
production, as is now the case with rubber; when the 
excess of supply occurs without an increase in production, 
then there is under-consumption, as is now the case with 
motor-cars in America; when costs of production in an 
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industry are out·of line with those in the same industry 
elsewhere (e.g. in another country), the incapacity to sell 
at a profit and the consequent losses or reduction in 
employment are attributable to high costs of production, 
as is now the case with cotton goods in England; but 
when none of these are patently to blame, then the ' nigger 
in the wood pile' is deflation, which is usually brought 
about by a shortage of money, credit, or, let us say, spend
ing power in the hands of the public who are the con
sumers. 

But other causes of deflation include the abstention from 
buying, due to psychological reasons, of those in no way 
short of spending power, because they believe that, by 
delaying, they will get things cheaper later on. The 
continued fall in prices will stop when the outlook of these 
people changes, and when they begin to believe that it is 
better to buy than to hope for still lower prices. In this 
way a slight recovery in prices may be looked for, followed 
by a gradual recovery in consumptive power. As employ
ment improves, the purchasing power in the hands of the 
public increases; but if the psychological change proves 
premature (perhaps because insufficient in volume) the 
recovery may be short-lived, and a fall may set in again • 

. It is easy enough to realize that a shrinkage in consump
tive power is cumulative in effect, a modest reduction in 
purchasing power leading to a moderate falling off in 
consumption which, in tum, necessitates a proportionate 
contraction of output, to avoid accumulation of stocks. 
The falling off in PfOdUCtiOn leads to a shrinkage in the 
consuming power f those associated with production, 
either as employees, managers, or recipients of dividends. 
This is reflected in s rinkages elsewhere, and so the vicious 
circle continues. i 

It is also evident \that only small beginnings need be 
looked for. Such we:re the occurrence in 1929 of increased 
disorder in China ; ~ational outbursts in India (leading 
to boycotting of foragn goods) ; high money rates ruling 
in America (leading, amongst other results, to a slacken
.ing in the buildingi trade, which is financed to a large 
extent on fixed inte,rest bearing bonds) ; and the final 

10 



awakening of the world to Australia's difficulties, aggrZ)} 
vated as these were by drought and poor crops. 

Prices only fall because there are fewer buyers; there
fore, in times of deflation, not only are less goods sold, but 
they are sold at lower prices, which means that the national 
money turnover is doubly lessened. On an average, the 
poorer classes always spend about the same proportion of 
their incomes, so that a national reduction in purchases 
-can only be brought about by a shrinkage in the incomes 
of the citizens. It is not easy to see which is the cart and 
which the horse, and whether it is unemployment that 
leads to a falling off in buying power, or vice versa; but 
it is quite clear that if a large number of people are thrown 
out of work and receive no money there will be a 
reduction in their purchasing power, which will pro
duce a corresponding fall in prices-and deflation will 
exist. 

(3) WORLD DEPRESSION. The relation of England to 
the world, from the point of view of the effect of one upon 
the other, is very much the same as the relation of one 
industry to other industries in this country. World 
prosperity (or depression) is normally reflected in a 
strongly marked tendency towards national prosperity 
(or depression), though it is just possible that the latter 
may occur independently of the former, in the same way 
that one industry of a country may prosper while the 
others are depressed. But prosperity in such a case is 
necessarily less than it would be, were all the other 
industries of that country prospering as well. 

If England were not in the position she now is of freely 
exchanging goods with foreign countries, a state of 
relative prosperity in a world of depression would not be 
so difficult to attain. Tibet, for instance, with its natural 
barriers to trade, is not susceptible to changes in world 
prosperity. England, however, has a greater dependence 
on foreign trade than any other country, so that she is the 
more liable to be influenced by world conditions. 

(4) RATIONAUZATION. The practice by which industries 
are amalgamated, methods of production modernized 
and co-ordination introduced, is known as 'rationaliza tion' . 
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As often as not it fails in reducing costs; and when it is 
successful in this it definif;ely has the immediate effect of 
increasing unemployment, because the reduction in costs 
of production is brought about, in part, by a reduction in 
labour. This increase of unemployment is only compen
sated when the profits accruing as a result of rationaliza
ion are distributed; but such compensation takes effect 
in a different field, and as likely as not merely leads to 
better employment for chauffeurs and housemaids in 
London while increasing unemployment among coal mineR 
in South Wales. 

If an industrial superman were to discover a means of 
carrying on all industries with only one-tenth of the 
labour now employed in them, then obviously only one 
tenth of the existing employment would be required to 
maintain the existing amount of production. Presum
ably this superman would, in order to stimulate sales, 
lower his prices, and consequently might employ, say, 
two-tenths in all ; but he would soon find out that, with 
the reduction in consumptive power as a result of eight
tenths of the workers being unemployed, his best customeR 
had disappeared, and his sales would diminish rather than 
increase. Therefore his industrial genius would not be 
of much practical use unless, by displaying a super
human philanthropy (or devilish cunning I). he were to 
solve the problem by providing the unemployed with 
purchasing power in order to maintain his markets. 

B. NATIONAL CAUSES 

(5) FREE TRADE AND FOREIGN COMPE11TION. In a 
completely Free Trade country it is conceivable that, in 
the course of time, the whole commercial activity of the 
nation might become concentrated on exporting one 
article alone for foreign consumption, while importing 
from abroad all its necessaries. To proceed to the absurd, 
it is not contrary to the thesis of Free Trade that a country 
might devote all its industry to dyeing ostrich featheR for 
ladies' hats, and remain prosperous so long as ladies con
tinued to wear hats thus ornamented; but with a change 
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-
in fashion the whole of its export trade might sudden" 
disappear, because ladies had taken to wearing beretSf!: 
The economists in this imaginary country might argue 
for quite a while that it was poor salesmanship, or a 
hundred and one other reasons, which made trade bad; 
they might hold out hopes that, by hanging on, things 
would take a turn for the better; but in fact the only real 
remedy would be a complete change in the industrial 
balance of the country. 

The spokesman for Free Trade will say that it is not 
fair to produce such an absurd example as this; but his 
complaint can be countered by saying that it is equally 
absurd, on his part, to maintain that a protective tariff 
would automatically kill England's expOrt trade. A 
general tariff, he argues, is a confession of weakness, and a 
definite admission that the foreign markets for our export 
trade are believed to have been lost for ever. But at the worst 
such a tariff (even without compensatory measures) would 
only impose an additional handicap on the export trade. 
We, in this country, may not have concentrated on dyeing 
ostrich feathers, but the fact remains that under Free 
Trade the Lancashire cotton industry grew to such 
dimensions that at one time it manufactured about 
50% of the world's cotton goods, whereas now-still under 
Free Trade-;-it manufactures about 25%, most of the re
duction being in the export trade. Meanwhile, Brazil 
fosters her cotton industry behind an impenetrable tariff; 
Mr. Gandhi has taught India to wear one-piece suits 
made at home; Japan has developed a huge export 
trade of her own; China is too occupied in setting up 
rival generals to buy cotton goods from anybody-and 
Lancashire has 40% unemployed! 

Has not the time arrived, therefore, for Eugland 
seriously to revise her foreign trade policy, and to avoid 
having to -suffer from trade depression whenever, for 
instance, Chinaman decides to kill Chinaman? Surely 
the thoughts of political and industrial leaders should be 
directed towards a lessening dependence on foreign trade 
rather than an ever-increasing dependence, as advocated 
by those who consider 'stimulation of exports' the 
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panacea. This would not necessitate a denial that the 
export trade is an immensely valuable feature of our 
economic structure, but would simply be a recognition 
that, while it is valuable in enabling us to finance the 
purchase of necessaries not produced within our own 
country, it is far more sensitive to the influence of world 
conditions and foreign competition than are the industries 
which cater for the home market only. 

The argument that imports are paid for by exports, and 
vice versa, applies to a long view, but over short periods 
(even as long as the decade since the war) any disparity 
is balanced by accumulation or disposal of foreign invest
ments. It has been usual for this country to invest 
abroad about £200,000,000 per annum. It is not impos
sible that for quite a long period the reverse might occur, 
and foreigners invest in England both by acquiring 
English securities and by repurchasing their own, as they 
actually did during the war. 

A national policy of gradual reorganization. neces
sitating the transfer of large bodies of worken from export 
trades to expanded home industries, might indeed result 
in some falling off in the export trade; but the country. 
by living in part on its capital, could survive a period of 
transition, say of five yean, without impairing the standard 
of living. Such an industrial reorganization would lead 
to a lower standard of living than the Utopian standard 
of this country. were it happily indulging in prosperous 
Free Trade: but the experience of the last ten yean has 
taught us that we cannot successfully engage in Free 
Trade if the rest of the world is not willing to support our 
Free Trade propensities. It is more than probable that 
the deliberate choice of a standard of living in the re
organized country lower than that hypothetically obtain
able with Free Trade would result in a standard better 
than that which has actually existed for the last ten yean. 
during which we have been chronically suffering from 
~epression in textiles, steel, shipbuilding and other basic 
industries. 

The intensity of foreign competition is very largdy the 
result of lower costs of production abroad than at home, 
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due to the general working population abroad having ~ 
lower standard of living than that secured in this country;" 
Safeguarding is a half-hearted recognition of this, but it 
has been paralysed in its application because of the 
national proclivity for Free Trade; though a discrimin
ating tariff is, at best, objectionable, as it leads to com
petitive lobbying by various industries. 

(6) REDUCTION IN EMIGRATION. The proportion of the 
whole population seeking employment has increased 
noticeably during the last twenty years. This is due to 
three things-the increased number of women permanently 
employed, which was brought about by the temporary 
demands of the war ; the smaller proportion of children in 
the population; and the reduction in emigration. The 
reduced proportion of juvenile population is accounted 
for by the falling birthrate and the reduction in emigra
tion. The number of children born annually has 
remained about the same, so that the child population is 
fairly constant; but it now represents a smaller proportion 
of the nation, because the population as a whole has 
increased. -

The annual rate of emigration since the war has been 
far less than it was before the war, thereby removing a 
drain on the population, the incidence of which is largely 
on the adult members. If emigration after the war had 
reverted to the pre-war rate, over 100,000 more people 
would have emigrated annually, which would have 
reduced the population by something like 1,000,000 in 
ten years. The bulk of these people would have been 
removed from the labour market, with a corresponding 
lessening in the present unemployment figures; but it 
must be remembered that a considerable part of these 
• unemigrated ' are wives who are not wage-earnas, and 
also that normal mortality has taken its toll of the whole 
population, including the • unemigrated '. 

Actually, during the war years, when emigration was 
suspended, the numbers killed did not much exceed a 
normal four years' emigration at the pre-war rate, so that 
except for the difference of selection (emigrants would 
have been drawn from men and women, whereas the 

15 



killed were practically all young men) war casualties did 
not greadyaffect the available labour reserve of the country. 

The proportion of those in remunerative employment 
to the total population of this country would be about the 
same now if there were 1,250,000 unemployed as it was 
with 250,000 unemployed before the war. The differ· 
ence of 1,000,000 is due to the lower proportion of children 
and the smaller proportion of non-wage-eaming women 
in the population. Before the war, these women and 
children, whose places have to-day been taken by the 
unemployed, were provided for by their husbands or 
parents, while now the nation is called upon to support 
the unemployed. What was a family problem is now a 
national problem. 

The birthrate, during the latter part of last century and 
the early years of this century, was so high, that it has been 
impossible to assimilate the whole rising generation in 
remunerative employment as it matured. Although each 
person reaching maturity is potentially worth to the 
State about £1,000,' which makes the breeding of adult 
emigrants to be shipped to other countries an expensive 
luxury, yet the expense involved is. far greater when a 
country which possesses redundant population is unable 
to send emigrants abroad, for then the potential emi
grants must accumulate at home, swelling the volume of 
unemployed and calling on the nation to provide them 
with the means of livelihood. 

(7) THE DOLE •. The elimination of unemployment 
requires a dynamic policy. Not only should such a 
policy have inherent in it an impetus towards the per
manent absorption of the unemployed, but it should also 
be capable of continued modification from time to time, 
in the light of the results achieved. The present method 
of dealing with unemployment by direct payment to the 

I This figure represents the costs of birth, rearing. food, clothing. 
housing. and education: compound interest on these till maturity: an 
amount to cover the risk of death during childhood: the extra value of 
an adult due to his ability to provide for more than his own reproduo. 
tion. since the popUlation does. in fact. increase in numbe1'8 : and finally 
a sum to cover his participation in increasing the per capita wealth of 
the nation. 
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unemployed wa.. rushed into a.. a temporary expedientf 
at the close of the war and is fundamentally unsound? 
because it has no inherent momentum towards the 
eljmjnation of unemployment. In fact, it has the opposite 
result, as some of the unemployed prefer to draw the dole 
at, say, 30/- a week, rather than work for £2 a week, as 
they feel that they are, in effect. being asked to work for 
10/-, and that it is not worth their while to do so. More
over, to the extent that the dole relieves some of the 
misery attendant on unemployment, it must be an 
indirect cause of it. 

(8) ExCESSIVE TAXA-110Y. The heavier the burden of 
local rates and taxes is on a manufacturer, the higher is 
the ' all in ' cost of production in his factory. Until the 
advent of the derating scheme, which spread the burden 
of local rates and taxes more widely, the districts in which 
trade was worst and unemployment greatest had to bear 
the highest level of taxation per unit of production. As 
soon as a district fell behind in its competitive power, and 
had less profits on which to levy taxes and more than 
average unemployment to cope with, the burden of 
taxes in proportion rapidly increased, so that the effect 
was cumulative in driving the district from bad to worse. 

In the case of indhiduals. the higher their taxation the 
less they have to spend on creating employment. Take 
the case of a man for whom the last increase of income 
tax exactly equalled the wage of one gardener. As he 
was already spending his full income he retrenched and 
dismissed one gardener. The increased income tax paid 
by the gardener's former employer will show little margin 
beyond the amount required to supplement the unem
ployment insurance scheme with the extra money needed 
on account of the advent of the gardener to the body of 
the unemployed; and the intention of securing more 
revenue for the Government, to be used for general pur
poses, \\ill fail. 

One of the precepts of taxation laid down by Adam 
Smith was that taxes shQuld be collected cheaply: yet it 
is doubtful whether the Government is, in reality, getting 
more than 50%, or very likely only 25%, of the last 
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increase in income tax as available net revenue for 
general purposes. The balance has to be used to subsi
dize the unemployment insurance scheme so as to meet 
the aggravated unemployment caused by that very 
increase. 

The method of enlarging the national revenue by con
tinually i~creasing the burden of taxation is unsound. In 
order to increase its revenue the Government should 
stimulate the income of its people rather than increase the 
rate of taxes, which can only have the effect of reducing 
their income : for the real income of a country is derived 
from the work done by the people who live in it, and a tax 
policy which leads to increased unemployment reduces 
that income. 

(9) EXCESSIVE FOREIGN INVESTMENTS. During Eng-
land's industrial supremacy of the last century the habit 
of investing abroad grew up. This form of investment 
enabled foreign cou~tries to finance the p)lrchase of our 
exports, and so long as our export trade flourished and the 
laissez faire tenets of the Free Trade and Liberal schools 
of thought were maintained, the very idea that the ac
cumulation of foreign investments Jnight be less advan
tageous than an investment at home was not contemplated. 

Yet the advantages of an investment of capital accrue 
to many people other than the proprietor of the invest
ment. A railway built in Brazil brings dividends to its 
English proprietors; but it also gives direct employment 
to many railwaymen, as well as enabling Brazil to open 
up virgin lands, and the farmer population of the country 
to prosper along its route. 

Owing to its indirect advantages, investment at home 
is often nationally more beneficial, even though privately 
less profitable, than investment abroad. It is an anomaly 
-of modem civilization that when an undertaking is a 
private enterprise the capital involved must seek its full 
remuneration in private gains, which are reaped by the 
investors; while if an undertaking is public, such as the 
construction and upkeep of the roads, the remuneration 
of the investment is considered to be secured entirely by 
indirect gains, which are reaped by the users and the 
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users alone. There is no existing method by which thet , 
London & North Eastern Railway can raise money a-t ~ 
a low charge on the ground that, although the total 
return is actually 5%, it is partly reaped by the users 
indirectly, and only partly by the Railway.l 

The more that capital introduces labour-saving devices, 
the more essential is it that capital should be invested at 
home. Every labour-saving device introduced at home 
that puts more people out of work should be compen
sated by the investment of more capital at home, thus 
giving additional employment. 

(10) INADEQUATE SAVINGS. Hand in hand with the 
need for increased consumption by the public is the need 
for increased savings by the public. 

There is a tende~cy to laud personal savings at the 
sacrifice of personal consumption, but herein lies a fallacy; 
for savings should be made ,additional to national con
sumption, and not at the expense of it. At a time like the 
present, if savings are only made at the expense of con
sumption, unemployment is still further aggravated. 
Possibly this conception of savings as being the fruits of 
additional effort rather than of parsimony can be eluci
dated by an example. A farmer wishing to save an extra 

, £10 during the winter might do so either by selling £10 
more milk through stinting his family of it-the usual con
ception of savings-or, by cutting grass in the summer even
ings to make additional hay for his c;:ows, save £10 on his 
bill for cattle-feed. Obviously, the latter form of savings 
is much the pleasanter for his family. Applied nationally, 
this illustration means that savings should be secured, not by 
reducing consumption, but by increasing production and 
maintaining consumption, this being a matter of organ
izing the large numbers of unemployed. 

During the last ten years, something like 1,000,000 
people have continually been out of employment, over 
and above the reasonable minimum of unemployed. At 
the low figure of £2 a week each this represents wasted assets 

1 This need has been recognised in the case of the recent issue of the 
London Eleotric Railways, on whioh part of the interest to the extent 
of 3% per annum will be met for 10 years by the Government. 
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of at least £1,000,000,000 in all. With a more perfect 
industrial balance, so much waste would not have occurred, 
and the national consumption and national savings would 
have benefited; but by an unfortunate internal arrange
ment in this country the power to save has largely been 
concentrated in keeping a large body of worken in 
idleness, instead of being devoted to assisting the pro
duction, by these workers, of useful and enduring assets. 

Overdrafts, granted by banks, result in a national 
saving, if the borrowers expend them to good purpose on 
capital projects. The inflationary effect started by the 
loans will probably be cancelled out by the increased 
demands for money to be circulated, resulting from the 
increased national turnover, consequent upon the addition 
to the capital assets in the country. On the other hand 
if the loan were squandered, no saving would result, and 
its creation would have an inflationary effect, while at 
the same time slightly mitigating under-consumption. 

C. INTERNATIONAL FINANCIAL CAUSES 

(II) SCARCITY OF CREDIT. Inflation is the bugbear 
of bankers. It is variously defined, but may be taken 
roughly to mean an increase in the money or credit in a 
country without a corresponding increase in the need for 
money. This need varies with the size of the population, 
the volume of production, the distribution of wealth, or 
the speed with which people use the money or credit 
which they have available. 
If the people in a country begin to use their money 

more slowly, hoarding it, for example, instead of spending 
it, more money (or credit) will correspondingly be needed 
in order to maintain the previously existing rate of trade 
and price level. It is, therefore, fallacious for wiseacres 
to say that, because bank deposits are increasing, there 
cannot be a scarcity of credit-while at the same time 
they see that prices are falling precipitately. This is like 
saying that there cannot be a shortage of shells at the 
front, because there are plenty in the dumps at the base I 

A steady level of bank deposits and a fall in prices occur 
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together, if the money and credit of the country is beini' 
used more slowly than before. It follows that in order to -
finance an increase of prosperity, trade and purchases 
without a speeding-up in the use of money and credit, in
creased supplies of money or credit become necessary, in 
order that the price level may not be forced to fall for 
monetary reasons. Consequently a policy which involved 
the deliberate creation of credits, and might possibly on 
that account be expected to result in an inflationary 
movement, would not have this effect at all if it so stimu
lated trade that production and consumption in the 
country increased proportionately. 

One of the causes of the continued fall in prices of 
shares is the forced sales brought about by banks demand
ing additional margin against loans. This fall in security 
prices has a damaging psychological effect upon indus
trialists as a whole. They will not undertake expansion 
when their shares are low, as in such conditions the making 
of new capital issues is often much more difficult, if not 
impossible. Therefore the caution which dictates the 
banks' attitude is definitely accentuating the continued 
reduction of consumption, and the consequent increase of 
unemployment. What is caution for one bank in relation 
to one customer may prove a reckless policy when applied 
by all banks to customers as a whole. If all the banks' 
debtors are ruined, the banks will be ruined too. The 
day they gave up keeping 100% in gold coin against 
deposits the banks undertook a risk. It is now for them 
merely a question of where to draw the line. But it is 
hardly fair. vis-a-vis the nation that the banks can ruin it 
one man at a time, while in a financial crisis they rush to 
the Government for a moratorium. . 

(12) SCARCITY OF GOLD. The amount of gold re
quired by the world for financing the exchange of goods 
and services increases rapidly. This is due to three 
causes :-

(I) The specialization of human activity. In primitive 
times every family produce~ all the amenities of life for 
itself, and had no us!': for money. But with the growth 
of chilization specialization inevitably arose; and now-
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adays even the fanner (who might be almost self-sufficing) 
prefers to concentrate on the production of his crops, and 
employs a contractor to build his house; obtains his food 
and clothes from the towns; and is, in countless ways, a 
great user of money. 

(2) The growth of the population that uses gold. 
Within the last sixty years not only has the population of 
the world expanded very rapidly, particularly in the 
chief gold-using countries, but many States also have 
changed over from the use of silver to that of gold as the 
currency medium. 

(3) The ever-increasing trade of the world. This 
requires progressively larger numbers of transactions to 
maintain itself, which, in turn, necessitates .an increasing 
amount of gold for currency and credit. 

The steady growth ofthe world's stock of gold, due to 
mining operations, has by no means satisfied the increas
ing need of it for currency purposes ; but concurrently 
with this increased need has arisen the development of 
credit machinery, by the use of which payments can be 
made through the medium of banks with little or no gold 
existing to back the transactions. 
- One of the greatest economiesefl'ected in the use of 

gold, which has had a result equivalent to adding hun
dreds of millions of pounds of gold to the world's stock, 
was the introduction of the Federal Reserve system in the 
U.S.A. Among the many changes in banking practice 
introduced with this system was a great reduction in the 
amount of the gold reserves which the banks were required 
by law to maintain. Thus the credit structure which 
could be built up on the gold stock of America was greatly 
increased. -

Actually, bank deposits in England are almost equiva
lent to currency, so that in England alone there is avail
able a volume of currency consisting of notes, backed with 
gold and with Government debt, and bank deposits, 
backed with a mixture of notes, short-tenn loans and 
investments, amounting in all to a sum equivalent to the 
whole world's stock of gold currency. Therefore. were it 
not for the precautionary measures taken by the world, 
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when on a gold basis, to avoid the actual use of gold, thtt 
total amount in existence would barely be enough to 
enable England alone to be on a gold basis. A world
wide gold currency is only possible because, in fact, it 
does not exist. The currency unit in England and else
where is • debt'. This is clearly seen from the fact that 
the backing of currency notes mostly consists of Govern
ment debt, and the backing of bank deposits mostly of 
loans and investments, being debts of one sort or an-
oth~. . 

So long as the world has to rely on the haphazard 
decisiom of the bankers as to their individual gold require
ments for reserves. so long will its industries and its trade 
be perpetually liable to interference and oppression in 
the name of sound financial policy. But already the 
bankers of the world have. in fact, left this' sound financial 
policy· (i.e .• the maintenance of large gold reserves) so 
far behind. that any attempt to convert its theory into 
practice would result in the world being compelled to give 
up using credit as a medium of exchange and to resort 
to barter. The £150,000,000 of gold in this country is a 
m~e bagatelle compared with the pap~ deposits in the 
banks which are being ordinarily used in commerce day 
by day; and if this gold were alone available to carry on 
the daily business of the country. the discovery that it 
represents less than 2/- in the £ would bring about an 
unparalleled financial calamity. But fortunately the 
fact is that nobody except a banker pays any attention to 
gold reserves : and eve~ bankers themselves hold the most 
varied views on the question. At the moment, almost all 
happen to be united in saying that the gold reserves of 
France are needlessly high; but what is their measure of 
requirements ? 

Gold is admittedly neither used nor desired for carrying 
on the internal affairs of a country. The bankers, there
fore, cherish it for foreign trade-and refuse to use it for 
this purpose! The moment a demand arises for gold to 
be exported in any quantity, they resort to all the expedi
ents in their power to prevent its export; they are content 
to see high money rates. depressed trade. unemployment. 
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anything rather than the loss of a few millions of gold, 
which is, in fact, no loss at all, since it is properly paid for. 
If their other expedients fail them, they have recourse to 
force majeure and secure a ban on its export. What, one 
is tempted to ask, is the good of a gold reserve, if the 
nation cannot touch more than a few millit>ns ofit without 
being penalized for such· audacity by high money rates 
and unemployment? 

The foregoing survey of the causes of unemployment, 
though not pretending to be exhaustive, is nevertheless 
sufficient to show that these causes are so many and 
various, and so closely related one to the other, that it is 
impossible for them all to be eliminated at one stroke by 
the adoption of any single 'cure', however compre
hensive and ing«;nio~s. 

Remedies can be designed to have an international 
effect upon the present widely. distributed depression, but 
any such remedies introduced in England can only be of 
small significance to the world, as the proportion which 
English trade bears to the whole trade of the world is but 
slight; and care must be taken that any remedies designed 
to have this international effect shall not dissipate them
selves in a futile effort and react in produClng in this 
country further depression. For example, merely to 
inflate currency, without taking any other steps, would 
lead to a withdrawal of gold when imports had been 
stimulated and exports further reduced as a result of the 
rise in prices. This would be followed by a rapid increase 
in the Bank Rate, to preserve the gold standard, and 
further depression would be created. 

Alternatively, remedies can be designed to have only a 
national effect; but such remedies pre-suppose that the 
industries in this country are segregated from world 
influences, in part at least. The more successful the 
efforts at segregating British industry from world influ
ences, the more successful will such remedies be. 

Every measure proposed ought, in itself, only to have a 
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moderate influence, and be, for this \-err reason, unlikely 
to have any marked tendency to upset still further the 
economic balance of the country. That each of them 
should to some extent possess such a tendency is, of course, 
una\'oidable; but the ill effects (the upsetting of the 
economic balance) of one ought to be more than counter
balanced by the beneficial effects of another. This has 
been taken as the guiding principle in formulating the 
remedies now to be discussed, the simultaneous intro
duction of which should lead not only to a direct stimu
lation of trade, but also to such a change in the 
psychological outlook that the present apathy (which is 
cumulative in its effect) would be dispelled, and replaced 
by a renewed confidence and \igour. 

REMEDIES 

L TARIFF POllCY 

This country is suffering from too great a fall in whole
sale prices. Therefore, a rise in the internal price le\'el 
would be beneficial. This object "''"Quld be secured by 
a (lA) GnuTal Tilliff. Such a Tariff, however, while 
stimulating the internal trade and encouraging the 
expansion of depressed industries (such as agriculture) 
and the de\'e!opment of the manufacture of goods at 
present mainly imported, would impose a burden on the 
export trade, so that as a compensating move in order 
to maintain the export trade in its relation to industry as 
a whole, a (n) B01l1I.S D2I exports. lJY tIrfI1D-back, should be 
paid. 

II. WORK FOR ALL 

The continued increase in the number of unemployed 
and the necessity of prmiding for them by means of 
t.a.xation which, in turn, aggravates unemployment, should 
be dealt ",ith by a (llA) Dole tD Employers who increase 
the numbers that they employ, thereby securing that the 
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nation as a whole would have empl~ent even in bad 
times. Concurrently with the subsidization of increased 
employment there should be introduced '(lIB) National 
Works instead of the Unemployment Dole, which would 
combine employment, vocational training and labour 
agency. -

III. INCREASED CREDIT FACILITIES 

The shortage of buying power in the hands of the 
public should be dealt with by definite assistance to the 
nation as a whole through the expansion of the deferred 
payment system, both by the provision of (IlIA) Cheap 
Capital for the Credit Institutions conditional on their passing 
on cheap terms to the public, and by the provision of a 
national scheme for (IIIB) Personal Credits. The expansion 
of industries should be definitely encouraged by the fro
vision by the Qovernment of (I1Ic) Cheap Capita for 
Industry, in return for a share in the profits. 

The psychologically bad influence on industry and 
individuals of depreciating security values due to forced 
sales should be recognized by a uniform policy on the 
part of banks in regard to co-operative handling of 
frozen credits, and their transfer in a large measure to 
a (HID) National Mortgage Bank. 

lV. REDUCED BURDEN OF TAXATION 

The inadequate savings of the country, which show 
themselves in the difficulty with which industries manage 
to keep abreast of the times, should be helped by the 
granting of (IVA) Bigger Depreciation Allowances by the Inland 
Revenue. Furthermore, a definite decision should be 
taken to (IVB) Suspend the Sinking Fund in bad times, when 
unemployment exceeds 1,000,000, and to make it the 
object of Budget surpluses 'only in times of prosperity. 
A general policy of (IV c) Tax Reduction should, at the same 
time, be introduced, which would be made possible by 
the introduction of the General Tariff in excess of the 
Export Bonus. 



V. BROADENED FINANCIAL BASIS 

The necessity for a higher price level should not only 
be recognized by the introduction of a Tariff and the 
cheapening of credit for individuals and industries, but 
made possible by the definite decision to Increase the 
Fiduciary Issue of the Bank of England from £260,000,000 
to £300,000,000 In t,he first place, with the definite intention, 
as and when the need arose, to increase it still further. 

VI. INTERNATIONAL GOLD POLICY 

A universal Gold Conference should be: convened, at 
which, after each country had stated what jt considered 
to be its prop'er gold reserve, an international scheme to 
Ration Existing Gold Reserves should be introduced. 

The remedies here'recommended will now be explained 
in detail. 

I. TARIFF POLICY 

The argumeI).t between • Protectionists' and 'Free 
Traders' centres on the relative advantages to. the country 
as a whole of a discriminating tariff. The advantages 
claimed are that certain industries would benefit, and, 
through their increased prosperity, the nation; while the 
disadvantages urged are that trade in general and the 
export trade in particular would, by an increase in some 
costs of production, be handicapped to a greater extent 
than the protected industries would be benefited. 

Neither party, however, discusses the merits or d~merits 
of a general tariff, the object of which is to raise internal 
wholesale prices in order to compensate industry gener
ally for the cataclysmic fall in such prices of the last 
eighteen months. . Yet on all sides it is admitted that 
industry is crippled by this fall in prices, unassociated as 
it has been with any corresponding lightening of the 
burden of interest charges and taxation, and, save to a very 
small extent, with any reduction in the rate of wages. 
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lA.-GENERAL TARIFF. It is unquestionable that a 
general tariff of 15% would be beneficial at the present 
time in stimulating trade in this country. Not only 
would it encourage industries within the country at the 
exp~!1Se of all imported goods, but it would also encourage 
~hose who are now holding off markets for psychological 
reasons to come in and buy, thereby giving a sudden 
impetus to trade. 

Undoubtedly some industries would suffer hardship, 
as, for example, importing merchants; but at a time like 
the present, when trade is bad throughout the country, 
with a large volume of unemployed and a consequent 
high rate of taxation, the introduction of a general tariff 
would have a less disorganizing effect than if it were 
introduced at a time wl;ten the affairs of the country were 
running smoothly. 

A general tariff, including taxes on imported food
stuffs, would admittedly lead to a rise in the cost of 
living; but it should be borne in mind that 15% on the 
cost of raw materials would necessitate a far smaller rise 
in retail prices to the consumer. 

One of the troubles from which the national economy 
is suffering is the failure of retail prices to fall commen
surately with wholesale prices and the prices of raw 
materials. Thus, the cost of living figures compiled by 
the Ministry of Labour have not fallen to anything like 
the same extent as have the wholesale prices given in the 
Board of Trade Index. Were wholesale prices to become 
stabilized at about the present level, there would be a 
gradual further fall in retail prices; if, on the other hand, 
wholesale prices should rise for some reason (such, for 
instance, as the introduction of a general tarifI), there is 
a margin of rise which can occur without necessitating a 
rise in retail prices; so that the claim that the introduction 
of a general tariff at the present time would cause a 
proportionate increase in the cost of living is exaggerated. 

While agriculture would benefit almost to the full 
extent of the duty, as it competes in all lines with imported 
goods, the resultant rise in retail prices in general would 
only be about 3% or 4 'Yo- For example, the actual cost 
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of wheat in a quartem loaf retailed at 71d. is 2ld.; thereof 
fore 15% increase in the cost of the wheat content shouldt' 
only lead to a 5 % rise in the price of the loaf. 

Another aspect of this rise in prices is that the house
hold budget of the poor man, as well as of the rich, contains 
a considerable amount of expenditure on items which 
would not rise in price (or hardly at all) with the intro
duction of a tariff, such as rent, travel, amusements, etc. 

To the extent that Empire Free Trade necessitates the 
introduction of import duties on certain goods, it coincides 
with this remedy of a general tariff; but to the extent 
that it is designed to prevent the price of imported articles 
from rising, by reason of their being imported free of duty 
from within the Empire, it will defeat one object of a 
general tariff. If such a rise in prices did in fact occur as a 
consequence of the adoption of Empire Free Trade, it 
would be more beneficial to the other parts of the Empire 
than to England. But under the import duty imposed by 
a general tariff the advantages would be wholly reaped by 
England, owing to the extra money spent as a result of the 
increase in prices being retained within the country instead 
of being paid abroad for the benefit of outlying parts of the 
Empire. The benefits to the export trade to be gained as a 
result of the bargains made under Empire Free Trade 
must be compared with those to be derived from the next 
remedy proposed, namely, a bonus on exports, the cost of 
which will be financed out of the general tariff. 

The tariff should, of course, be gradually reduced after 
unemployment has been brought within manageable 
limits, and after the industrial balance of the country has 
changed enough to justify such a reduction. The tariff 
should be regarded much as is the national debt-some
thing to be created in times of stress, but gradually to be 
reduced in times of prosperity, once more to be created 
when a new emergency arises. 

lB.-DRAWBACK (OR BoNUS ON ExPORTS). The intro
duction of a general tariff of 15%, while protecting industry 
\\ithin the country, would penalize the export trade. The 
corollary should be a drawback on all exports. . 

A drawback of considerably less than 15% would enable 
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the export trades to recover the loss occasioned by the 
increased costs of imported raw materials, directly used, 
and the rise in the price of services, indirectly used, caused 
by the 15% tariff. It is probable that a drawback of71% 
would be complete compensation fot the 15% tariff in 
most cases. The cost of raw material in exported cotton 
goods, for instance, amounts to about 45% of the export 
price. 

The industry, which at first sight seems to present the 
greatest difficulty, is shipping. The 71% drawback would 
have the effeCt of giving a differential advantage to foreign 
shipowners, who would be enabled to secure British-built 
ships at lower prices than British shipowners, as the ship
yard could receive its drawback on account of the ships 
exported. As against this advantage to foreigners, the 
British shipping industry should receive a quid pro quo in 
the form of a bonus on freights and passenger rates for 
exports and passages from ports in Great Britain. This 
should enable shipping companies carrying goods from 
British ports to benefit to an amount sufficient to compen· 
sate for the extra cost of replacing vessels. The question 
of ships belonging to British Lines trading exclusively 
between foreign ports could be dealt with by granting 
the drawback in respect of such ships which had been 
built in England, but withholding the passenger and 
freight bonus. 

Proportionately with any reduction in the general tariff 
there should, of course, be a reduction in the drawback. 

II. WORK FOR ALL 

lb.-DOLE TO EMPLOYERS. A dole to employers, 
administered in such a way that it can only be drawn by 
the employer who increases the number of his employees, 
is a direct· method of reducing unemployment. Let 
employers of labour draw a '.!ole, not on their existing 
employees, but in respect of the increased numbers whom 
they employ. 

There are now 2,500,000 unemployed out of a total of 
12,000,000 workers. Therefore, if all employers took on 
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an additional 20% of labour, unemployment would ~ 
reduced approximately to the number we are told is the 
almost inevitable minimum in this country. 

With no unemployment, the real wealth of the country 
would increase, because the whole of the population would 
live on the work of 100% of the workers instead of on that 
of 80% as at present; and this would probably result in an 
increase of about 20% in the average amount of wealth 
available per head. 

The payment of a dole to employers would mainly 
amount to a redistribution of the present dole amongst 
those on whom it is now largely levied, as the money spent 
in maintaining it is obtained from rates, taxes, unemploy
ment insurance and the national revenue (presumably 
income tax), which are met, in the greatest part, byem
ployers oflabour. 

Allow employers to draw a dole in respect of extra em
ployment up to a total of 20% additionally employed, and 
let a standard dole at (say) 30/- a week be paid for all 
labour that is taken on at that wage, but reduce the dole 
progressively as the wage rate of the newly employed is 
increased above the standard dole, e.g., 

Dole would be at 25/.- with wage of 40/.-
., JJ It 20Z-" .. soz-
u u " ISZ- II ., 6oZ-
.. OJ .. IO~-.. .. 'oZ-

.., n It nil n n 8o~-
Corresponding rates on a lower scale would have to be 
devised for women and juveniles: This progressive reduc
tion is appropriate, as it is arguable that if a man is worth 
70 L- a week to an employer, and successfully bargains for 
such a·wage, the employment of the man in these circum
stances only justifies a very modest dole. 

A dole to employers should be arranged on the 1:lasis of 
its being recognized as a temporary expedient, in that it is 
desirable to absorb nearly 2,000,000 workers into perman
ent employment. The dole should be paid on a progres
sively smaller percentage of workers once the bulk of the 
unemployed were· permanently absorbed. In the first 
year, the dole could be drawn on an increase of 20% in 
the number employed; in the second year on 15%; in the 
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third year on 10% ; in the fourth year on 5 %; and there
after on none. 

It might lat<;r be advisable to offer a further encourage
ment to expansion of employment, and a method by which 
it would be possible continually to absorb all unemployed 
would be to allow the dole to be drawn on a new basis, say 
on the increase in the number employed beyond 125% of 
the volume employed at zero hour (.i.e. the moment when 
the scheme is put into operation), with suitable modifica
tions year by year. 

As an employer with an old-established business, who 
availed himself of the full 20% allowance, would be draw
ing the dole in respect of one-sixth of his labour force, a 
business established subsequent to zero hour (or for that 
matter any employer who increased the number of his 
employees beyond 20%) should be permitted to draw the 
dole in respect of one-sixth of the total labour employed in 
it. 

Such a system of subsidizing the employer should not 
meet with opposition from Trade Unions, as their mem
bers would still be entitled to keep to their Union rates. 
There would obviously be more employment at Union 
rates when some of the employers were subsidized than 
there is at present. Only if there was no employment at 
their own proper Union rates would the question arise 
of undertaking employment at less than Union rates, in 
which case workmen might be willing temporarily to 
take employment at work different from that of the 
Union to which they belong, .instead of remaining in 
idleness. 

Since, under the proposed scheme, the employer would 
receive a larger proportion of the dole for low-priced than 
for high-priced labour additionally employed by him, the 
Government, when introducing it, and fixing the volume 
employed at zero hour by taking, say, a two.years' average, 
should be careful to ensure that firms did not secure an 
unfair advantage by discharging all their low-priced 
labour and then re-employing it. It would, no doubt, be 
necessary to analyse the different rates of wages existing 
at zero hour,and then, unless there were good reasOns 
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against it, a similar proportion between high-priced ana 
low-priced labour would have to be maintained in the 
subsequent labour force, forming the basis on which the 
dole to employers would thereafter be drawn. 

In the early stages at least, while the scheme was acquir
ing the necessary impetus for absorbing a large quantity of 
unemployed and until its effects had begun to be felt 
throughout industry, n would be advantageous to arrange 
for a special relief from the 20% quota for certain social 
amenities, such as the reduction of the unsightliness of 
industrial areas by removing slag heaps and planting trees 
and lawns around factories. Thus coal mines could take 
on 40% more labour and get the employment dole on the 
standard increase of 20%, and also on the special addi
tional 20% who would be employed on levelling pit heaps 
where possible and making parks and football grounds. 
The rebuilding of slum areas and beautifying of suburbs 
could similarly be exempt from the limitation. Large 
scale improvement of farms, such as drainage schemes, 
could also be granted relief from the normal 20% allow
ance; but arrangements should be made for such extra 
forms of employmer.t subsidies to. be eliminated more 
rapidly than the standard form, as they would, financially 
speaking, be unproductive. 

During the early transition period, immediately follow
ing the introduction of the scheme, there would continue 
to be a very great number of unemployed to whom pay
ment of the now existing dole would sooner or later be 
stopped. Employment would have to be created for these 
by temporary expedients, such as the improvement of roads; 
but even so the present form of dole would have to be 
continued until the unemployed could be absorbed in 
temporary work. Differentiation should be made between' 
those temporarily unemployed and those whose unemploy
ment was of long standing. 

The scheme would be most valuable in increasing 
employment in those industries, such as agriculture and 
textiles, which employ low-priced labour, and would not 
be of much benefit to the specialized industries which 
employ higher priced labour. It would likewise be of 
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more help to the unsheltered than to the sheltered indus
tries, because wage rates are lower in the former, and their 
products have an international market which more easily 
expands with moderate reductions in price. 

The adoption of the dole to employers might be expected 
to have an effect on, say, a cotton mill somewhat as follows. 
Assuming that the average wage rate is 40 t, and that a 
mill, by expanding output and taking on 20 Yo extra opera
tives, can draw the dofe in respect of them to the extent of 
25/- each, then the wage bill will rise from £200 per week 
for 100 operatives to £240 for 120; but the dole on 20 
operatives brings a rebate of £25, equal to a wage reduc
tion of over 10%. The co~t of production is made up 
roughly of 45% raw cotton, 30% wages, and 25% other 
costs; therefore the saving in wages will amount to over 
3% on .the cost of the finished product; and a further 
saving of about 2%, making 5% in all, would arise from 
spreading fixed charges over an increased output. While 
not amounting to a large actual reduction in price, such 
reduction would go far to bridge the gap between existing 
production costs and world prices. 

IIB.-NATIONAL WORKS. There should be permanent 
forms of work available for unemployed at which they 
could draw a minimum wage. These permanent forms of 
work, here called • National Works' for want of a better 
name, would not necessarily be self-supporting, although, 
obviously, it would be an advantage to make them as 
nearly self-supporting as possible. The National Works 
(which would be the means of providing a livelihood for 
the unemployed) should have associated with them 
Employment Agencies, and workers in them should be 
granted one or two days a week 'off' in which to seek 
better employment. There should also be associated with 
these Works facilities for Vocational Training. 

There are many outlets for this labour force which would 
not directly compete with industry. Construction and 
widening of roads, land drainage, improvement of canals, 
water supply in country districts, afforestation, conversion 
of waste lands into parks and recreation grounds are 
examples. 



Unemployment Insurance should also be revised. £.2: 

man should be allowed to draw a benefit on account of 
temporary unemployment due to his changing over from 
one job to another, but the total of these ' between jobs' 
periods should be limited to a fortnight in the whole year ; 
so that he would not be able to draw any benefit in respect 
of his 'between jobs' unemployment in excess of this 
fortnight, without working for it in the National Work
shops. Revision on these lines should moreover result in a 
corresponding fall in Insurance Rates. 

III. INCREASED CREDIT FACILITIES 

The means of production throughout the world are so 
great that a far more prosperous world is required for 
consumption to equal the productive capacity of its 
industries. The reason why consumption does not absorb 
production is not because consumers are satisfied, but 
because they have to be content with their present rate of 
consumption on account of their having no means (i.e. 
money or credit) of more fully satisfying their desires. 

Thus if everyone were possessed of more credit, more 
goods would be bought. Purchases arc the result of 
mental arithmetic by consumers, who have to decide 
whether they can afford to buy or not. 

As the world is at present organized, only a very small 
proportion of the savings of those who save are absorbed in 
financing purchases by those who consume, since nearly 
all savings are invested in further means of production 
without any regard being had to the stimulation of con
sumption. Politicians and bankers are far too ready 
to help foreign consumers with credits in order to stimulate 
the export trade. It is, after all, not only safer and just 
as advantageous to the lender, but also more beneficial to 
the nation, to lend goods to fellow citizens rather than 
to foreigners. 

IIIA.-CHEAP CAPITAL FOR CREDIT INSTITUTIONS. The 
hire purchase system has been making considerable strides 
in this country in recent years, but not on a scale to be 
compared with those made in the U.S.A. It has been 
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widely held that the system is unsound, because it enables 
people to mortgage their future earnings against the 
present acquisition of an article, such as a motor-car, and 
that it must, in consequence, lead to the nation living 
above its income. This is fallacious. The renting of a 
house, which is an old-established practice, comprises all 
the distinctive features of hire purchase, except the ulti
mate acquisition of the property after a series of payments. 
On analogy it would, for this reason, appe,ar to be far 
more unsound to rent a house than to purchase a motor
car on the deferred payment system, since ultimately the 
motor-car is paid for and the pledging of future earnings 
ceases, which is not the case with the rented house. 

However, the house is, in fact, paid for as and when it is 
built. So is the motor-car. But the house is built because 
it is hoped to lease it; the motor-car, because it is hoped 
to sell it. If the sale is made possible by reason of those 
with capital lending the money to those without capital to 
enable them to buy the motor-car at once, then, from a 
national point of view, the energies of the nation will have 
been applied to the stimulation of consumption. 
. There is no reason why the investment of capital in a 
business which creates and promotes consumption should 
result in higher remuneration than the investment of 
capital in any other business. There is no reason, in fact, 
why a return of 71% should be considered sufficient in the 
case of a factory which manufactures motor-cars, while 
15% is demanded for financing hire purchases which are 
essential to making the factory a profitable concern. The 
only justification there can be for extra remuneration is 
additional risk; but the experience ofhlre purchase com
panies is the unexpectedly small losses which they sustain. 
One of the largest of such companies in the United States 
has lost on a ten years' average only about one quarter per 
cent, and its losses recendy have hardly increased. 

'The rate of interest charged by the credit institutions at 
present far exceeds the amount proportionate to large 
scale management and risk, and is, in fact, earned merely 
because the industry is as yet on a small scale, so that 
management expenses are fairly heavy, and the profits 
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excessive, M is usually the case with a rapidly expan~ 
business. To remedy this, existing credit institutions 
should be loaned funds either by the Government at a 
low rate of interest or with a Government guarantee on 
condition of their undertaking to expand credit at lower 
rates of interest than the present exorbitant ones. 

IIIB.-PERSONAL CREDITS. A national scheme for the 
provision of credits, to promote the purchase and consump
tion of the less perishable kinds of goods which are in daily 
use, does not exist. Some articles can, it is true, be 
bought on credit (usually at unduly high rates), such as 
motor-cars, gramophones, and furniture; but the credit 
systems on which they are bought are entirely haphazard, 
and the tendency is for the less solid and trustworthy 
members of the community to make use of the various 
methods available, and for the originators of the schemes to 
attempt to make a much higher rate of profit than the rate 
of profit which would be necessary under a nation-wide 
scheme. 

From generation to generation the nation becomes 
moderately richer and expands in numbers. Thus, each 
generation of adults provides more than the cost of bring
ing itself to maturity; for, taken all in all, each married 
couple accumulate a little wealth over and above what is 
needed to bring up a family. 

To lend to each adult the modest sum of £300 would 
involve undertaking but a small national risk, as interest 
and sinking fund to amortise such a loan by the time the 
borrower died would be within the capacity of the average 
citizen. 

Any scheme based on the minimum value of an adult 
would, of necessity, have to involve a graduated reduction 
with age, so that, say, only half the credit would be 
extended to a man of 50 as would be extended to a man of 
25. The scheme should take the form of enabling loans 
to be made in respect of the purchase of the less perishable 
goods, e.g. houses, furniture, domestic electric wiring, farm 
implements, motor-cars, pianos, gramophones, clothes, 
etc.; and in each case a margin of the purchase price 
should be paid in advance by the borrower. 
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This scheme would largely be a duplication of the previ
ous remedy, for a sufficiently large extension of the facili
ties granted by credit institutions at low rates of interest 
would make it unnecessary; but it may be needed to 
persuade these institutions to expand in the way required, 
just as the National Health Insurance involved Govern
ment Insurance in competition with the expanded activi
ties of the Insurance Companies. 

The Government could afford-to accept the low rate of 
interest of 5 %, as it can borrow money for less ; and there 
would be no need for it directly to make money or even to 
cover the whole cost of administration, since the Govern
ment itself would benefit indirectly through the higher 
yield of taxes consequent upon the increased prosperity 
created by the scheme. -

The total credits extended would, however, have to be 
limited to an amount just sufficient to absorb the potential 
increase in production-which is at present available in the 
country in view of the general curtailment of output and 
employment now existing, since obviously a greater 
extension than this could only result in an inflation of 
prices. 

III c.-CHEAP CAPITAL FOR INDUSTRY. The direct and 
indirect advantages to the nation as a whole resulting from 
capital invested within the country are usually greater than 
the direct advantages secured by the lender, for such 
capital may be a source of constant employment, which 
helps to enlarge the national revenue. 

If, therefore, the Government were prepared to lend 
money to industries at a very low rate of interest, say 3%, 
the yield, from a national point of view, might be consider
ably greater; and if the indirect benefit amounted to 
more than 2%, thus causing the direct and indirect earn
ings to exceed 5%, internal investment would be justified 
as against many investments abroad. 

Large .numbers of industries, if enabled to borrow 
money at 3% from the Government, would willingly do so 
in the hope of making a considerably higher profit than 
this. Even if the expenditure did not earn more than 3% 
directly to a Company borrowing the money, it might be 
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justified by the indirect advantage which, though n1Jt 
reaped by the Company, would be reaped by the nation as 
a whole. But it is only reasonable to suppose that Com
panies would anticipate making considerably more than 
3%, and would be prepared to undertake to pay over to 
the Government a share in the additional profits earned. 

IIID.-NATIONAL MORTGAGE BANK. An understanding 
between the banks to carry doubtful accounts, rather than 
to force sales, would enable Stock Exchange markets to 
recover as soon as the volume of forced sales was with
drawn. It will, of course, be maintained by banks that it 
is not their duty to gamble, and that they must adhere to 
the rules of safety; but banks departed from the rules of 
complete safety when they began acting as banks} and 
ceased being merely safe deposits with 100% gold backing 
to their customers' deposits. Treatment of loans in this 
way would not really be so far from banking practice, 
since a well-known misfortune of the banker is the' frozen 
credit', which is a loan made against some security which 
proves so inadequate that the bank dare not sell up the 
customer, as the sum realized would fall short of the loan 
by such a wide margin that the bank does not care to open 
its eyes to the real loss it is faced with at current market 
prices. The outstanding example of frozen credits is the 
loans by the banks to the Lancashire cotton industry. 

In order to assist the banks in taking action in the matter, 
it would be advantageous to set up a national institution 
to provide permanent finance for frozen credit positions. 
The banks could retain the more manageable of the frozen 
credits, and allow the balance to be transferred to a 
National Mortgage Bank. In this way, by going to the 
national institution, some of their customers woqld be 
able to secure increased credits for long periods, while 
others would be able to avoid being sold up. Due regard 
would, of course, have to be paid to the question ofintrinsic 
solvency. 

Assuming that the banks have made about 5% of their 
advances to customers, either individuals or Companies, 
whose margins have run unduly low or whose security 
is so hard to realize as to make the credits frozen, the 
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National Mortgage Bank might have to co-operate with 
the banks in handling £50,000,000 of such credits. The 
most satisfactory method would be for the capital of the 
National Mortgage Bank (say £5,OOO,ooo) to be provided 
jointly by all the banks, while the Government advanced 
money to it or guaranteed its prior charges. 

IV. REDUCED BURDEN OF TAXATION 

IV A.-BIGGER DEPRECIATION ALLOWANCES. An ex
ample of the shortage of savings is found in the case of old
established firms which, for one reason or another, do not 
set aside enough annually to depreciate their plant and 
machinery sufficiently fast to mamtain their businesses in 
an up-to-date manner. 

The policy of the Inland Revenue authorities in allowing 
only a very low rate of depreciation free of tax doubly 
discourages adequate depreciation, because on the one 
hand, at the present rate of income tax, it takes £40 of 
income to put £31 to depreciation if it is not accepted by 
the Inland Revenue as an appropriate charge; and on the 
other hand there is a tendency for Company directors to 
delude themselves into thinking that they have allowed 
adequate depreciation when they have provided the 
amount acceptable to the Revenue authorities. 

An example which has been brought to the public 
notice recently is the decision made by the Inland Revenue 
that depreciation of aeroplanes by Imperial Airways Ltd. 
shall be spread over a minimum period of five years, 
while at the same time the Air Ministry insists that, as a 
condition for receiving its subsidy, aeroplanes must be 
depreciated 'within a maximum period of four years. 
This difference is not very great, but it is an example of 
the Inland Revenue's arbitrary and dictatorial method of 
fixing depreciation rates. 
- A conservati~e shipping Company, immediately a new 

vessel is completed, writes off one third of its value in 
depreciation: the Inland Revenue, however, refuses to 
allow a penny more than 4% per annum to the Company. 
But the injustice of the present method of depreaation 
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allowance is most evident iri the case of technical machiIh 
ery, which becomes obsolete very rapidly, and when it is 
scrapped has very often to be charged as a capital loss and 
not as depreciation. Were industry as a whole allowed an 
additional £50,000,000 annual depreciation free ofincome 
tax, the loss of revenue would not exceed £10,000,000, 
while the benefits which would result to business and trade 
generally are obvious. 

IVB.-SUSPENSION OF SINKING FUND. The primary 
object of the Sinking Fund is to reduce the National Debt. 
This object possesses a two-fold importance, as it both 
leaves the country free to re-create the national debt in an 
emergency, and also ultimately reduces the burden of 
taxation. In addition, the Sinking Fund has a secondary 
use in that it provides a permanent buyer of Government 
securities, with the result that the Government is enabled 
to refund its debts at lower rates of interest. 

Therefore the Sinking Fund is a good object of sound 
finance, so long as it does not in itself necessitate unsound 
finance. If the £50,000,000 devoted to the Sinking Fund 
is secured by an extra I 1- on the income tax, and that I I
on the income tax so depresses trade that it leads to 
increased unemployment, the advantages of a sinking fund 
may be more than cancelled by the evil it creates. 

At the present moment, in addition to the over-taxation 
from which the country is suffering, interest rates are fall
ing to such an extent that the operation of the Sinking 
Fund is no longer essential to their fall. Thus, on the 
face of it, the maintenance of the Sinking Fund at the 
present time is as unnecessary from a narrow financial 
point of view as it is harmful from a broad national point 
of view, and it should be definitely suspended. 

IVc.-TAX REDUCTION. The remedies here proposed, 
such as a tariff, a bonus on exports, the suspension of the 
Sinking Fund, and increased depreciation allowances, 
would naturally necessitate major alterations in the 
Budget. 

As imports amount roughly to £1,100,000,000 per 
annum, a 15% tariff would yield £165,000,000, from 
which should be deducted a margin for contraction in 
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imports. The bonus on exports of about £700,000,000 
at 71% would amount to £52,5°0,000, to which should be 
added a margin to cover stimulation of exports and costs 
of administration. There would also have to be an addi
tion to meet the bonus on shipping: but the suspension of 
the Sinking Fund, while revenue is suffering from bad 
. trade, would relieve the budget of a sum. of £5°,000,000. 
On balance there would, therefore, be left a very large sum 
for tax reductions. 

These tax reductions should be designed with two 
objects, the first being the relief of the poor to the greatest 
extent possible, as prices would be raised for them some
what (although far less than usually anticipated) as the. 
result of a general tariff. It is difficult to relieve the very 
poor of taxes, as they pay practically none, but the inten
tion of the suggested reductions mentioned below is to 
benefit, as' far as possible, those with modest incomes. 
The second object should be to produce a psychological 
effect on the population which will dissipate the now pre
vailing atmosphere of uncertainty and depression, and 
this can probably be produced more easily by a reduction 
in income tax than by any other means. It is therefore 
tentatively proposed that the following reductions should 
be made :-

Eliminate Income Tax on incomes under 
£200 per annum 

Reinstitute Id. Post 
Take 1 d. off Beer 
Reduce Duty on Sugar 
Reduce Entertainment Tax (no tax on 

seats under 2/-) • . . • • • • • • • 
Reduce tax progressively on old cars and 

motor-cycles and side-cars 
Take 1/- off Income Tax •. 

20,000,000 
8,000,000 

15,000,000 
7,000,000 

3,000,000 

7,000,000 
60,000,000 

£120,000,000 

With regard to the reduced tax on old motor-cars and 
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cycles, many of these, which can be bought for about £d; 
or £20, are quite road-worthy vehicles, and could be a 
source of considerable pleasure to people with small 
incomes, were it not for the fantastically high tax (in 
operation now) in proportion to their present price. 
In fact, the annual tax on many cars at present on the 
roads considerably exceeds their market value. 

It must be remembered, in considering the burden of 
taxation on the poor, that the general tariff would be 
applied in respect of wholesale articles and raw materials, 
and that the rise in prices occasioned by it could, at the 
present time, be completely absorbed in the difference 
between the fall in wholesale prices that has taken place 
and the relative stability which has been maintained by 
retail prices: and further, that the whole object of this 
scheme of remedies is to stimulate employment, and there .. 
by inevitably to stimulate the rate of wages of the poor. 

The result of a general tariff, insofar as it puts up 
prices, will be to increase, in terms of money, the income 
of the nation, and thereby to raise the money income on 
which taxes are levied; but it is not here proposed that 
any allowance should be made for the consequent benefit 
to the revenue from this probable source. On the other 
hand, allowance should undoubtedly be made for the 
b~nefit accruing to the Government from the stimulation 
of all its other sources of revenue by reason of the nation 
having, as a result of the tax reductions mentioned, more 
money to spend on objects other than the payment of 
taxes. Since the Budget amounts to about £800,000,000 
on a national income of about £4,000,000,000, it is reason
able to assume that, as 20% of the national income reaches 
the Government by way of taxes, to relieve the nation from 
the payment of £120,000,000 in taxes will yield at least a 
£20,000,000 gain from other sources of tax revenue. 

Other items to be taken into account are a saving of 
£20,000,000 to be made by refunding War Loan, which is 
almost possible now, and should be possible after the pro
posed reduction in income tax and in view of the corres
ponding optimism in the psychological outlook which such 
reduction would bring about, and, on the debit side, the 
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loss of money paid away in interest which must be antiCi
pated as a result of the proposed schemes necessitating 
the Government borrowing in order to re-Iend at lower 
rates of interest to industry and to individuals. 

The effect of these revenue changes and tax reductions 
is set out below in the form of a Profit & Loss Account, in 
which it will be seen that there' remains a balance of 
£39,750,000 margin for error to be carried to the existing 
Budget : 

Increased Deprecia-
tion Allowance.. 10,000,000 

Tax reductions 120,000,000 
Bonus on exports of 
£700,000,000 at 
7i% £52,500,00C? 
Add 10% for stimulus 

& administration 
£5,25°,000 57,750,000 
Shipping Bonus • • 5,000,000 
Interest losses on loans 

General Tariff on 
imports-
£1,200,000,000 at 
15% £165,000,000 
Deduct 10% for con
traction and ad
min is t rat i on 
£16,500,000 .. .. 148,500,000 
Sinking Fund sus-

pension 50,000,000 
Stimulus to general 
revenue through & advances 2% on 

£300,000,000 
Balance in hand 

6,000,000 Tax alterations •• 20,000,000 
39,750,000 Refund War Loan.. 20,000,000 

V. BROADENED FINANCIAL BASIS 

INCREASED FIDUCIARY ISSUE. The amount of currency 
secured not on gold but on debts (called • fiduciary 
currency') in England is the outcome of a fortuitous set of 
circumstances. 

The Bank of England's fiduciary issue is now 
£260,000,000. This figure has been arrived at in three 
stages, the first" being as far back as 1844; the second 
during the war j and the third two years ago. 
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The first stage was the acceptance of what happen~ 
be the amount of the fiduciary issue of the Bank of Englan(t 
in 1844 as the maximum permissible under the Bank Act 
thereafter. Prior to 1844, this amount had fluctuated, 
and its dasticity had enabled the currency to adapt itsdf 
to the national requirements: but after that year there 
was no such flexibility in the currency system, and the 
slump of the 'So's can be traced, in part, to this cause. In 
the course of the seventy years from the passing of the 
Bank Act up to 1914., however, the increase in the use of 
cheques and the growth of the Joint Stock Banks had 
made up for the inelasticity of the currency basis of the 
country. 

During the war, the Government issued notes y,ith 
scarcely any backing other than Government debts-that is 
to say, issued fiduciary currency. After the war the 
fiduciary issue then happening to be outstanding was fixed 
as the maximum by a Treasury Minute, which went on to 
say that thereafter the actual maximum attained in each 
year would be the permissible maximum for the succeed
ing year. 

When this had gone on for some time, with a gradual 
reduction not only of the fiduciary issue but also of the 
right to it, the Treasury currency was, in 1928, taken over 
by the Bank of England, and at the same time the maxi
mum fiduciary issue was fixed at the nearest round 
£10,000,000 to the then outstanding amount. 

It is mere stagnation to regard the present figure of 
£260,000,000, reached in such a haphazard manner, as 
something unalterably fixed, and a corollary of the reme
dies here suggested for ameliorating the present catastro
phic conditions in the country is that the fiduciary issue 
should be increased as and when it is convenient 'in the 
interest of credit so to do, and as a first step its increase to 
£300,000,000 should be agreed upon at once. 

VI. INTERNATIONAL GOLD POLICY 

The League of Nations has been studying the prospects 
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of gold production in the future, and has drawn a gloomy 
picture. It anticipates a steady reduction from now 
onwards. " 

As the world's supply of gold is already insufficient to 
enable all countries, desiro~s of using gold as the basis of 
their currency, to secure enough for their Central Banks to 
satisfy the generally accepted theories as to the appropriate 
magnitude of gold reserves, this insufficiency should be 
internationally recognized; and a universal Gold Confer
ence should be called, to which should be invited not only 
gold-using countries, but also those at present using silver; 
the latter being requested to say whether they had any 
inclination to change over to a gold basis. Each country 
would first be required to state the amount of gold which 
it considered to be desirable for the gold basis of its 
currency, whether this was to be held by a Central institu
tion, or by banks and in the hands of the people. Then 
each should be asked to estimate the probable annual 
increment of gold required in order that the expanding 
needs of the country might be "maintained at the current 
level of prices, or rather at a level slightly in advance of 
current prices. 

It would undoubtedly be made clear as the result of 
such a Conference that the world's gold requirements very 
considerably exceeded the available stocks; and, further
more, that the anticipated annual requirements of gold 
would largely exceed the probable world production of 
gold in the future. The realization of these facts should 
lead to a system of rationing being proposed, and each 
country should undertake to content itself with the amount 
of gold that it would receive under this system. For 
example, the British representatives at the Conference, 
with due regard to London as a money market, might 
hold that they should be allotted £250,000,000 of gold to 
allow a margin for real financial comfort, and that there 
should be an annual increment of £5,000,000. When, 
however, it was discovered that there was actually avail
able for each country say 50% of its reasonable require
ments, the appropriate figure for Great Britain would be 
£125,000,000. Thus the present gold stock of this country 
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would be in excess of its ration allowance and shou~ i 
consequently, be reduced, without any feeling that to do so 
would be courting danger or creating the necessity for 
an increased Bank Rate. The examination of the prospec
tive gold production might lead to the conclusion that only 
40% of the annual increment required would be available, 
so that instead of £5,000,000 increase annually only 
£2,000,000 should be aimed at in England. -

The publication of the figures, even if there was no 
definite undertaking by countries to direct their financial 
policies in accordance with a rationing scheme, should 
open the eyes of bankers in general to the amount of 
gold in relation to the credit available, and thereby should 
influence them towards the acceptance of smaller gold 
reserves as sound banking practice. 

Unemployment can be cured. It is indeed a complex 
problem, yet it is as capable of rational solution as any 
other, given the necessary energy and goodwill on the part 
of those who would solve it. But unfortunately there has 
been a growing tendency, especially in the last few years, 
to regard unemployment as a permanent and inevitable 
feature of the post-war economic condition of this country ; 
and successive Governments, instead of making a whole
hearted and determined effort to grapple with it, have 
either passively acquiesced in or actively encouraged this 
pessimistic view, and have fallen back upon the dole, which 
can never be anything but a palliative. 

Unemployment, however, is not a fatal and inevitable 
aftermath of the war: still less is it a means of paym.g for 
the war; a view of it which seems, for some obscure 
reason, to be widely prevalent. The war must, obviously, 
have been paid for during the war years: and the • war 
pa)'!Oents' which now figure so largely in international 
affairs do not represent the process of paying for the war, 
but are the settlement of contracts entered into between 
those who paid for it at the time and those who fought it : 
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they are ,no more the payment for the war than payment 
of the rent of a house is payment for the building of it. A 
man pays for a house when it is built: he may enter into a 
contract with another man regarding the renting of it ; 
but such a contract does not pay for the house, it only re
pays for it. 

Naturally, the creation of war debts has made necessary 
a readjustment of the economic balance, not only of the 
nations concerned, but also of society within those nations ; 
but the actual wealth so readjusted is in no way diminished. 
Take the example of card debts. If A loses at a game of 
Bridge £so to B, it is a loss from A's point of view: but 
from the point of view of the community as a whole it is 
not a loss but merely a re-distribution that has been 
effected. The case is precisely the same with war debts. 
The world is no poorer because of war debts: England is 
poorer, and the United States richer; but in each instance 
owing to the war debt payments they have arranged 
between themselves. An altogether exaggerated idea 
exists of the importance of the effect on England of her 
debt to the United States. This debt involves about 
£30,000,000 per annum; yet England invests abroad, on 
an average,five times this sum annually; so that in effect 
she hands to the United States only one-sixth part of her 
annual savings made abroad. 

It is not, therefore, the war debts but the economic dis
order created by the war that has led this country into 
keeping more than' I ,000,000 people continually unem
ployed. Yet these unemployed, although at the moment 
a source of poverty, are potentially a source of great 
wealth: for so long as people want light, food, clothes, 
motor-cars, gramophones, and all the other material 
comforts of civilization, so long is there work for the un
employed in supplying more of these things both for them
selves and for the rest of the nation. If the whole nation 
could be put to work, to satisfy effective demand, the 
resultant amount of increased wealth measured in terms 
of things created and services enjoyed would be so great 
that the average standard of living would necessarily 
rise. This rise would be such that those who would be 
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damaged economically by the introduction of the fore! 
going remedies would probably find that their standard 
of living was at most reduced only to such an extent as 
would be counterbalanced by the average improvement, 
and they would actually be no better and no worse off 
than before. In fact, what they • lost on the swings' they 
would' gain on the roundabouts '. Consider, for instance, 
the case of the rich man with an annual income of £20,000 
derived from investments. Of this income, his taxes take 
£8,000 or so and of the net £12,000 he spends, say £10,000 
and saves £2,000. Now, even if the introduction of the 
general tariff raises prices by 10% (though 4% is a more 
likely result) so that his annual expenditure of £10,000 will 
have to be increased by 10% to £1 1,000 in order to main
tain his existing standard of living, yet the reduction in 
income tax introduced concurrently with the general tariff 
will exactly provide this extra sum, thus enabling him still 
to save £2,000 per annum. 

It is difficult to see how there can fail to be a general 
demand for large wage reductions this winter, if only to 
enable industry to cope with the tremendous fall in prices 
of the last twelve months. Such reductions, if they do 
occur, will have the effect oflessening instead of increasing 
the already insufficient purchasing power within the 
country. While a specific reduction in wages will enable 
a particular industry to continue to provide employment, 
the sum total of these reductions will have a general 
influence towards decreasing demand and thereby em
ployment: so that this proposed remedy for unem
ployment, which is so widely advocated by employers 
of labour, contains within it probably as much harm as 
good. 

If the level of wholesale prices, retail prices, cost . of 
living and wages all moved up and down equally and 
together, changes in price levels brought about by mone
tary conditions would not (provided interest charges are 
ignored) be of such importance as they now are. The 
manufacturer would be compensated for the fall in the 
price ofhis products by the equivalent reduction in wages ; 
while the employees would not suffer by the reduction in 
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wages, as the cost of living would be correspondingly down. 
But the trouble is that this does not happen in reality. 
Since the return to the gold standard in 1925, wages have 
only fallen 2%, while wholesale prices have fallen 35:~. 
This fall in wholesale prices has had an effect on industry 
similar to aso% rise in wages without any change 
in prices, coupled with a 50% increase in the burden of 
interest paid on loans and mortgages. If there had been 
an expansion of the economic development of England 
sufficient to justify this burden on industry, all might be 
well ; but no such expansion has occurred, and the result is 
that industry is increasingly unable to provide employ
ment for those who seek it. Any attempt, however, to 
restore the status quo of 1925 by reduCing wages by 35% 
could only mean inflicting impossible hardship on labour, 
since the cost of living has only fallen 15%. 

The cost of living and retail prices cannot rapidly be 
brought down to the level of wholesale prices without 
ruining the retail trade. Already many of the largest 
retailers are being damaged, not benefited, by the fall 
in wholesale prices, because stocks-acquired earlier in the 
year have to be so drastically written down before retail 
prices can be lowered. Everything points to the need for 
raising wholesale prices, instead of lowering wages and 
retail prices. A rise in wholesale prices would make it 
possible for the retail trade to carry on at the existing 
price level, and for industry as a whole to increase employ
ment by re-employing labour at the present level oCwages. 
It is with this need in view, and with full recognition ofits 
importance, that the foregoing scheme of remedies has 
been designed. 

It is impossible within the limits of this pamphlet to do 
more than outline remedies, let alone to meet criticisms 
which are only too easy to anticipate; but a general criticism 
which will undoubtedly be brought against the measures 
proposed is that their intioduction is impracticable-a 
criticism which is too often an excuse for timorous inactiv
ity, rather than a valid objection, and a depressingly 
familiar feature of the public utterances of political and 
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financial leaders., A few words may, therefore, be said iq 
this connection. 

A general tariff should be as easy to impose as a limited 
one levied on certain imports, as at present: but if first
hand information on this point were desired, there are 
many countries in the world with tariffs so nearly general 
that their examples could be studied. Again, the bonus 
,on exports is no more difficult to administer than a general 
tariff, and considerable experience in this direction must 
have been acquired from the re-export trade in goods 
subject to an import duty. 

It will be claimed that a dole to employers may be feas
ible in theory but quite impossible in practice. William 
Pitt met with this argument when he introduced the 
income tax-a far more • impossible! scheme to put into 
practice than a dole to employers. Ifno dole of any kind, 
existed, it would, on the face of it, appear far easier to 
administer without abuse a dole to the employers, who are 
comparatively few in number, than a dole to the un
employed, who are much more numerous and whose 
individual cases should, in their total, entail considerably 
more examination. . 

Similarly, it will be objected, a system of personal 
credits may be theoretically possible, but is fantastic when 
the mechanism of its application comes to be devised; yet 
Old Age Pensions and National Health Insurance, taken 
together, present difficulties in administration at least 
comparable to those which a system of personal credits 
would involve. 

The prc..~ ~sal that cheap capital for industry should be 
provided by the Government is similar to the policy which 
has been carried out for many years in a tentative way by 
means of Trade Facilities Loans. 

With regard to the other remedies suggested, it.:s diffi
cult to foresee what objections, purely on the ground of 
impracticability, can be raised against them. . 

The criticism of • impracticable' is the criticism which 
age levels against the ideas of youth ; which conservatism 
levels against innovation; a criticism the acceptance of 

51 



whi~h would have made impossible the cr~auon anu 
maintena.nce of an army of several million men in the war. 
It is difficult to think that a country which was capable of 
such an effort as this' is incapable now of.overcoming its 
industrial depression; and'if onJy .t~e war-time spirit of' 
enthusiasm, energy and determmation were once more 
revived, England could- achieve the economic recovery 
which the faint-:hearted and the Jlpaihetic at present 
believe to be iJnpossible; 
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