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The Capital Levy
Explained

1
THR CAPITAL LRVY AND THS 1933 KLECTION

THE Capital Levy sprang suddenly into promin-
ence as a firstclass political issue at the General
Election of November 1922, More than any other
flag carried into that battle by the Labour Party it
drew the enemy’s fire. Part of this fire consisted
of genuine and honest criticism, which deserved and
generally received a reasoned answer. But part,
especially that which emanated from certain news-
paper offices and, in leaflet form, from the head-
quarters of the Conservative Party, consisted of the
poison-gas of deliberate and shameless misrepresenta-
tion.! Such wilful perversions of the truth are no
novelty, unbappily, in practical politics, and were
not unexpected by those who supported the policy
of the Levy. But there is plenty of evidence to
show that this policy, when courageously advocated
and clearly explained, won votes rather than lost
them. Funher. and this is of more permanent im-
Fomnce. there is no doubt at all that the campaign,
ought so largely on this issue, led large numbers of
the electors to realise, vividly and for the first time,
the problem of the War Debt and its intolerable
burden. We have lighted a candle which will not

2 See Note E, pp. 89-91.
?



THE CAPITAL LEVY EXPLAINED

be put out. No complete relapse into.the previous
conspiracy of silence regarding the Debt will hence-
forth be possible. The continuance, even by a
Conservative Government pledged to “tranquillity,”
of a policy limited to the prompt and punctual
payment, year after year, of some 350 millions
of the unfortunate British taxpayers’ money to the
fortunate creditors of the State, has been rendered
much less easy.

It is the task of those who support the Levy to
continue, during the next few years, the education
of all sections of public opinion. We should seek
to remove all grounds of misunderstanding and
irrational panic. We should arm honest minds in
advance against dishonest misrepresentation. We
should keep the question well to the front, and we
should be-prepared, at the first favourable oppor-
tunity, to put our policy into operation. In this
matter, as in many others, the policy of those now
in power is merely one of idle drifting, of waiting
for somethmg to turn up, of masterly but ruinous
inactivity.

.As a professional economist, specialising to some
extent in problems of public finance, it became my
duty several years ago to study this question with
considerable care. As a result of such study, I
formed the opinion, which I still hold, that the
policy of the Levy is fundamentally sound, and indeed
that, until it is adopted, our financial and economic
prospects - will remain needlessly dark, dangerous
and difficult. As a parhamentary ca.ndldate, 1 have
done my best to influence opinion in its favour, and
I hope that this little book may help still further
in the same direction.

The principle of the Levy being admitted, there
is everything to be said for keeping an open mind
as to details. In what follows, 1 have taken, as the
general basis of discussion, the proposals contained



CAPITAL LEVY AND 1922 ELECTION

in Labour and the War Debt} the Labour Party’s
official statement of ﬁolicy on this subject issued
some months before the election. But it may well
be that further study and discussion of the question
will suggest various improvements in the details of
this particular plan.

3 Labour and the War Debt, @ Statement of Policy for the
Redemption of War Debt by & Levy on Aeam-luad Wmlt‘
fblub«lp:y ll;cd Labour Party, 33 Eccl Sq

ce




I
THE BURDEN OF THE DEBT

THE British National Debt now amounts to some
A7800 millions, as compared with some £700
millions in 1914. It amounts, therefore, to about
A160 for every man, woman and child in the United
Kingdom. The annualinterest on this Debt amounted
in 1921-1922 to ,£332 millions. In 1922-1923 it is
estimated that it will amount to 4335 millions.
This estimate is probably under the mark, even for
this year, since part of the interest on the Debt owing
to the United States Government falls due to be paid
for the first time. It is certainly under the mark for
future years, when the full interest on the American
Debt will presumably have to be paid, and when,
unless we are to assume that the present trade
depression will show no improvement, the Treasury
will have to pay a higher rate of interest on the
Floating Debt. We may, therefore, safely estimate
that the interest on the Debt alone will amount in
the next few years to at least a million pounds a day.
This interest will have to be paid, day by day and
year by year, by the British taxpayer, in the form of
taxes on tea and sugar, on beer and tobacco, on
entertainments, on the profits of limited liability
companies, on incomes and on property passing at
death.

According to the official estimates for 1922-1923,
these interest charges will swallow up £ 335 millions
out of a total tax revenue of ;4729 millions and out of
a total revenue from all sources of 4911 millions. In
other words, 46 per cent., or nearly half, of the yield
of all the taxes and 37 per cent., or more than a

10
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THE BURDEN OF THE DEBT

third, of the total revenue of the country is being
devoted to paying interest on the Debt.! Inthe next
few years these percentages will increase; for not
only will the interest on the Debt increase, but
“economies,” some good and some bad, will prob-
ably be made in other forms of public expenditure—
armaments and Mesopotamia on the one hand and
social services on the other. Interest on the Debt
will thus account for a larger and larger percentage
of the total national expenditure. Moreover, it is
possible, especially if prices fall, that the yield of the
existing taxes will continue to decline, and in that
case the Chancellor of the Exchequer will be faced
with the alternatives of a further increase in annual
taxation or of fresh borrowing, which will still further
swell the interest on the Debt, in order to balance
his Budget.?

All this is an appalling prospect. To pay aways
million pounds of taxation a day for education, health
and housing would be a bold and hopeful adventure,
To pay it away for capital development in our funda-
mental home industries — coal-mining, transport,
electric power, etc.—or even in new sources of supply
of foodstuffs and raw materials in distant lands, might
be a defensible scheme of investment in the social
interest. To pay it away as a Sinking Fund, which
would wipe out the whole Debt within a generation,
would be a sound financial transaction. But what
we are now doing is to pay it away for nothing, asa
permanent annual tribute to the holders of War Loan

! See Note A, p. 1.

8 *If prices were to go back to the pre-war level mo
Chancellor could talance his Budget. . . . If we get back
to the 1913 prices and valve of money, we shall get back
also to the 1913 national income and yield of income tax,
on which basis @ rate of ever Bs. im the £ wouid be required
to moct the ammmal chargs for dedt alome™ (Mr McKenm,
to the Shareholders of the Londoa Joint City and Midlasd
Bank, reported in the 7¥mes, January 25th, 1923)

1z



THE CAPITAL LEVY EXPLAINED

and other public securities. The sums thus paid
. away are, indeed, partly reinvested, but are largely
spent on the immediate enjoyments of the recipients,
who are rendering no present service in return for
what they receive and who, just because they have
this assured source of future income, are in many
cases the less inclined to work and save. This is an
intolerable proceeding, if it is to continue indefinitely.
For meanwhile taxation, at its present level, not only
keeps up the prices of foodstuffs, such as tea and
sugar, and of the staple working-class luxuries, such
as beer, tobacco and entertainments, but falls very
heavily upon the smaller income-tax payers, hinders
the revival of trade and checks new saving.! At the

1 For a fuller discussion of these and other relevant questions,
see my Public Finance (Routledge, 1923). It may be added
here that our present heavy taxation to pay interest on the Debt
aggravates the already glaring inequality in the distribution of
wealth, for it involves, on balance, a transfer of wealth from
the poorer to the richer members of the community. It involves
also, on balance, a transfer of wealth, which is equally inde-
fensible, from the younger to the older generation, from those
who fought in the war to those who were too old to fight, and
from the active and on-coming to the passive and well-established
section of the population. Mr Keynes truly points out (Man-
chester Guardiam Commercial, Reconstruction in Europe,
Section Eleven, December 7th, 1922, p. 658) that, *‘if the
fixed charges of the National Debt bear too high a proportion
to the national income, it may offer a problem insoluble by
orthodox methods. The active and working elements in no
community, ancient or modern, will consent to hand over to the
renticr or bondholding class more than a certain dproportion of
the fruits of their work. When the piled-up debt demands
more than a tolerable propertion,” other solutions of the problem
must be faced. Among these, he adds, is ‘‘a capital levy,
which is the best solution on merits, but is difficult to explain or
understand, as the ignorance of the solid arguments on either
side in the columns of the press has lately exhibited.” Else-
where he remarks that *“I am one of those who believe thata
capital levy for the extinction of debt is an absolute prerequisite
of sound finance in every one of the European belligerent
countries” {Zc ic Conseq of the Peace, p. 263).

12




THE BURDEN OF THE DEBT

same time the squeeze to balance the Budget strangles
social expenditure in every direction. It is said, and
quite truly so far as the present Budget situation
goes, that we cannot aflord to spend more, or even as
much as last year, on education, housing or public
health, that we cannot afford to grant pensions to
widows with dependent children, nor to make war
pensions or old age pensions more generous, nor to
prevent the demoralisation and poverty, which is the
present fate of the unemployed. Our rulers are,
therefore, driven, in Mr Bonar Law’s words, “to
avoid attempts at improvement, which at another
time would be very desirable and very necessary.”?!
It is to prevent the indefinite continuance of such
a state of things, and to hasten the coming of this
“ other time,” that the Capital Levy is required.

§ In the speech in which he sccepted the leadership of the

Conservative Party and outlined his policy (re, in the
Times of October 34th, 1923).

13



11X
THE ALTERNATIVES TO THE CAPITAL LEVY

’I‘HE object of the Capital Levy is to pay off
quickly, by a special emergency effort, a large
proportion of the War Debt, so as to allow of a
permanent lowering of the level of annual taxation
and a permanent raising of the level of social ex-
penditure. I am satisfied that such a Levy would be
a perfectly practicable financial operation. Many
of the difficulties  which critics of the Levy have
recently brought forward are wholly imaginary, and
would not have been brought forward at all if these
critics had taken the trouble to make themselves
acquainted with the details of the Labour Party’s
proposals. Some of the difficulties, however, are
real, but, as I shall argue later, they are not fatal
to the success of the scheme, and can be met
by the application of a little common sense and
the adoption of a few reasonable compromises.
What, however, are the alternatives to the Capital
Levy? The first is to do nothing to reduce the
Debt—a hopeless policy which, as I have pointed
out above, opens up an appalling prospect of the
continuance of taxation, year after year, at approxi-
mately the present level, and of the continued
starving of the social services, the growth of which,
especially as regards education and health, is one
of the essential conditions of a better future. I do
not deny that, if we choose to pay the price of
statving the social services sufficiently, if we are
“very careful with the stamps and stationery” in

14



ALTERNATIVES TO CAPITAL LEVY

Government offices,! and if we succeed during the
Dext ten years in avoiding fresh wars, and in limiting
competitive armaments and expensive military com-
mitments abroad, some small relief of taxation may,
with luck, be obtained. But it can only be trifling,
and if the luck is the other way, and especially if

rices go on falling, a further increase in taxation will
ge unavoidable.

Some of the advocates of a “do nothing™ policy
think that * time is on our side,” and that, if we only
sit still and look at the Debt long enough, its real
burden will gradually diminish, as a result of the

wth of wealth and population in this country
in the years to come and through a series of *“con-
version operations ” from a higher toa lower rate of
interest, as successive portions of the Debt mature
for repayment. Those who take this rosy view
often appeal to the history of the nineteenth century.
I belicve that they are completely deluded, and that
their historical analogies are worthless. 1 give my
reasons for this belief 1n the next section.

The second alternative to the Capital Levy is the
ancient policy of the Sinking Fund. This, again, like
economising with stamps and stationery, may have been
adequate to the finance of the Victorian era, or even
of the era which ended in August 1914. But it is not
adequate to the problem which confronts us now.

A Sinking Fund is created when revenue exceeds
expenditure, the surplus being used to reduce debt
by purchasing public securities in the open market

} There are still some eminent public men who think that
we can escape from our overwhelming financial difficuities by
cwxin’ngputy"mia"in the Gladstonian style. They

ve not yet our present-day problems into focus.  *‘ Mr
Asquith, on his side, talks of economy, not about the debts.
None of them mention the debts. e whole of civilisation
is innlve’::, ”t: r‘t Asquith :lhinkl that wc(“o‘n hl&o“l:
very careful with the stamps snd stationery * . We
The Worid, its Debts and the Rick Men, p. 7).

15



"THE CAPITAL LEVY EXPLAINED

and then cancelling them, On a Debt of the present
magnitude, a small Sinking Fund will make practically
no impression, while a large Sinking Fund will neces-
sitate 4 large increase in annual taxation. Further,
even a comparatively large Sinking Fund will only give
a comparatively small relief in interest charges within
the next twenty years.. With 5 per cent. War Loan
standing at par, it will cost 100 to reduce interest
«<harges by 45 a year—that is to say, in order to
reduce interest charges by _/£5 millions a year pro-
gressively,! it will be necessary to institufe a Sinking
Fund of ;4100 millions a year, which would mean,
for example, an increase in the standard rate of
income tax from gs. to about 7s. in the £, with no
immediate prospect of bringing it down again to
the present level. As a matter of fact, this is an
understatement of the disagreeableness of the
position, and a Sinking Fund of more than oo
millions a year would be needed for the purpose
in hand. For, at present prices, 5 per cent. War
Loan is one of the cheapest forms of debt to redeem.
More than 100 will have to be spent in order to
reduce annual interest charges on other forms of
debt, such as Consols, Conversion Loan or Victory
Bonds, by £5. Moreover, the effect of instituting
a Sinking Fund of 4100 millions a year or more will
be to drive up the market price of Government
securities, and so to make their redemption more
expensive, Itwill thus help to defeat its own object.®
For the present generation of taxpayers there is small
hope of comfort in Sinking Funds, except, as will be
explained below, as a sequel to a Capital Levy.

1 J.e. to such an extent that the interest charges in any year
are £5 millions less than in the year before. .

% As against this, it is true, but comparatively unimportant,
that it will help to facilitate conversion operations from a higher
to a lower rate of interest. The question of conversion is
dealt with in the next section.
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ALTERNATIVES TO CAPITAL LEVY

The third alternative to the Capital Levy is the
forcible reduction of the rate of interest on the Debt.

o some minds this proposal appears to be simple,
eflective and equitable. I believe, however, that
the weight of argument is overwhelmingly against it,
and that its advocates have not clearly realised how
their proposal would work out. I also believe that,
if attempted, it would arouse much more violent and
widespread oppasition than the Capital Levy, and
rigbtly so. Moreover, even if it were workable, it
would be no more effective than the Capital Levy
in its immediate object of reducing the interest
charges on the Debt. Tbe case against this proposal
has been clearly set out in the official statement of
the Labour Party’s policy. “Let us suppose that
the proposal is to reduce the rate of interest by half.
At first sight it would appear that this would result
ia an annual saving of 4195 millions & year. But
this is not really so.. Out of £7800 millions of debt,
A 1090 millions is due to the United States Govern-
ment, which would certainly not agree to a forcible
reduction of the rate of interest! Another L1140
millions is floating or short term debt, which has
to be reborrowed from week to week at the current
rate of interest in the money market. A forcible
reduction of the rate of interest here would simply
result in the Government failing to obtain a renewal
of its loans and being faced with a large deficit.
A£1500 millions of the remainder of the Debt is due
for repayment at various fixed dates within the next
scven years; and any forced reduction of interest
would simply put the Government in the position of
being unable to pay off the principal sum, as it would
be unable to borrow the necessary amount.

. ¥ Nor would the United States Government agree to a reduction
in the rae of interest on the holdings of individual American

citizens and corpomtions, which, though no ise estimate of
them is available, cestainly amount to .conﬁm total,
17



THE CAPITAL LEVY EXPLAINED

*On the remaining three or four thousand millions
of debt an arbitrary reduction of the rate of interes
would, indeed, be possible. But there are conclusiv
arguments against this policy.

“In the first place, it would be a breach of faith
with the present holders of War Loan, who in many
cases are not the original subscribers, but persons
who have purchased either from the original sub-
scribers or from others. The Government, when it
issued these loans, pledged itself to pay a fixed rate
of interest upon them, until such times as the loans
were paid off. This may have been a foolish pledge.
It might have been better to offer terminable annuities
(as with War Pensions), or to offer a rate of interest
which would fall on a sliding scale, as the cost of
living fell. But these alternatives were not taken.
To alter the arrangement now would be to break a
pledge and, though the present Government has
broken many pledges, this is not an example which
a Labour Government should follow. Moreover, as
will be shown below, it is possible to reduce the Debt
charges equally effectively by other means.

In the second place, the proposal to reduce the
rate of interest on the Debt would pick out for special
treatment a single class of property owners. But this
class, the holders of War Loan, are not essentxally
different from other property owners, such as investors
in local loans, or in joint stock companies, land-
owners, owners of mineral royalties or holders of
foreign investments. Sacrifices for the common good
may rightly be demanded of property owners, accord-
ing to their wealth, but not of a single class, to the
exclusion of all others, No objection can be made
to the Government taking advantage of any fall in
the rate of interest on securities generally to propose
to the holders of Government securities (as Gladstone
and Goschen successfully did in last century) % pay
back the sums owed by the State, in accordance with

18



ALTERNATIVES TO CAPITAL LEVY

the terms of the bond, or, in the alternative, to re-
borrow at a lower rate of interest. This course will
certainly be taken by any Government as soon as the
rate of interest falls sufficiently to allow the Govern-
ment to be able to borrow enough at the lower rate
to be able to pay off those holders who prefer this
alternative. But there is at present not the slightest
prospect of such a condition for many years to
come. . ..,

“In the third place, the proposal would operate
unfairly as between wvarious classes of War Loan
holders. It would have the same effect as an
additional income tax of 10s. in the )£ on all income
from War Loan, regardless of the amount of War
Loan held by different individuals. A man with a
few Savings Certificates would be taxed at the same
rate as a man holding a million pounds of War Loan.
But this would be contrary to the Labour Party's
principle of tazation according to ability to pay,
which requires that the larger incomes should be
tazed at a higher rate than the smaller. Moreover,
a good deal of War Loan is held by Savings Banks,
Friendly Societies, Co-operative Societies, in which
many millions of working-class families are vitally
interested, together with Educational Bodies and
charitable endowments, etc., and it is not reasonable
that these should lose half the income on their
holdings. v

“In the fourth place, as has already been pointed
out, the object of the proposal—namely, a large reduc-
tion of the Debt charges—can be more eflectively
achieved by another method, which is free from all
these objections.”? But it is significant that such a
groposal should have been made at all and should

ave gained a certain amount of backing. It is

significant of the growing exasperation of public

opinion at the stranglehold of Debt on our financial
3 Labowr and the War Debt, pp. §-7.
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THE CAPITAL LEVY EXPLAINED

life and on our hopes of social improvement. The
tooth-and-nail opponents of the Capital Levy would
be wise to ponder over this phenomenon, and to
modify their unyielding attitude, lest a worse fate
than the Levy befall them.

The fourth alternative to the Capital Levy is
complete repudiation of the Debt. This is merely a
stronger dose of the last alternative, the arguments
against which apply here with added force. It is
well outside the range of practical politics at present
and is likely to remain so. But prolonged and recal-
citrant opposition to the Levy might alter the situation
and make it a live political issue. This would be
very uncomfortable for the propertied classes, for the
proposal summarily to abolish one form of property
would soon lead to proposals to abolish others like-
wise. Those who prize *“stability” and “security ”
should not deliberately encourage the evolution of
political thought along such lines.

The fifth alternative to the Capital Levy is to leave
the Budget unbalanced and to fill the gap between
revenue and- expenditure by printing paper money.
This is currency inflation, the results of which may
be seen in Germany, Poland, Austria and elsewhere.
The effect of this policy is to lower progressively the
value of money in the country concerned, and hence
to reduce the real burden of a public Debt, the interest
on which is fixed in terms of money. This policy,
therefore, has much in common with repudiation.
But it leads also, not merely to a progressive rise in
prices and hence in the cost of living within the
country—wages as a rule lagging behind prices in
the upward movement—but to a progressive fall in
the value of the country’s money abroad or, in other
words, to a progressive fall in its rates of foreign
exchange. This state of things is a paradise for
profiteers .and speculators, and business men in
general are enriched, through no additional effort

20



ALTERNATIVES TO CAPITAL LEVY

of their own, but simply through the accident of
rising prices. They are enriched partly at the ex-
pense of wage-eamers, but still more at the expense
of those with fixed money incomes; of whom the
holders of Government securities are only one section.
There is no social justice here. Further, when a
country has once started on the downward path of
inflation, it becomes more and more difficult to call
a halt; the depreciation of the monetary standard
proceeds more and more rapidly, all trade becomes
8 gamble, and the end is likely to be a headlong
plunge into economic and political chaos.

All those who, though dxslkag the idea of a
Capital Levy, yet agree with me in thinking all the
five alternatives discussed in this section open to
serious objections, should be prepared to consider
whether the Levy is not, after all, the least disagree-
able way out of our present difficulties.



v
AN HISTORICAL COMPARISON

IT is natural that the present situation should be
compared with that of a century ago, when this
country had just emerged from the Napoleonic wars,
and when, as now, the burden of a huge war debt
was a dominating factor in national finance. Up to
a point, such a comparison is very instructive, but
wrong inferences may easily be drawn from what
happened then to what is likely to happen now.

_ “After the Napoleonic wars the Debt was some
4850 millions, or about £52 per head of the popula-
tion. At that date the national wealth was about
4159 per head, so that the Debt was about one-
third of the national wealth.”® Now, when the
Debt is some 47800 millions, statisticians hesitate
to give at all precise estimates of the national wealth,
owing to the instability of values. But, on the basis
of such rough estimates as have been made, the Debt
now almost certainly amounts to more than a third
of the national wealth. To that extent, therefore,
the position is more serious now than it was a
century ago.?

At that time, however, public opinion appears to
have been more keenly alive to the gravity of the
problem than it is now. Cobbett, as Member of
Parliament and journalist, was largely responsible
for this. He advocated, not a Capital Levy, but a
forcible reduction of the rate of interest, and “held.

t Stamp, Wealth and Taxable Capacity, p. 181.

8 On the other hand, wesith per head being greater, a given
percentage tax imposes & smaller real burden.

22 :



AN HISTORICAL COMPARISON

the opinion that no Parliament had a right to make
the child pay the debts of the father, the father
having left the child nothing to pay with; and that,
upon the same principle, no generation of men had
the right to contract debts and to bind their suc-
cessors to pay them; and that it was an act of in-
justice hitherto unheard of in the world for a nation
to borrow money and to squander it away, and to
doom the children in the cradle to work like slaves
all their lives to pay the interest of the debt, when
there was nothing left to them which was purchased
with the money so borrowed. . . . Our complaint
was, and mine, in particular, that a system of con-
fiscation was going on against the poor in favour
of the rich,”? A number of petitions in favour of
the reduction of the rate of interest were presented
to Parliament about this time.

Heine, describing London in 1828, found even
the barber who shaved him talking about the Debt,
and summarises his impressions as follows =—* The
greatest of all evils is the Debt. . . . The whole
of England has become one vast treadmill, in which
the people bave to work night and day in order to
feed their creditors ; England has lost all the gaiety
of youth and has grown old and grey through money
worries ; England—[ike most men heavily in debt—
has been dniven to a state of dull and helpless re-
signation.” And again, * What is the great anxiety
which torments England’s Ministers night and day?
The Debt. Debts, like patriotism, religion, honour,
etc., are among the privileges of mankind—for the
beasts have no debts—but they are also among the
chief troubles of mankind. They ruin not only
individuals but whole races. They play the part
of Fate in the pational tragedies of our time.
England cannot escape this Fate. Her Ministers

3 Cobbett’s Political Register, July 61h, 1833.
23



THE CAPITAL LEVY EXPLAINED

see the Spectres approaching.”! Our Ministers of
to-day seem less clear sighted!

A Capital Levy was, indeed, supported a century
ago, as it is at. the present time, by some of the
leading economists of the day. Thus Ricardo, who
cannot be accused either of revolutionary opinions
or of lack of business experience,® held that “a
country which has accumulated a large debt is
placed in a most artificial situation, . . . A country
which has involved itself in the difficulties attending
this artificial system would act wisely by ransoming
itself from them, at the sacrifice of any portion of
its property which might be necessary to redeem the
debt. That which is wise in an individual is wise
also in a nation. . . . This scheme has been often
recommended, but we have, I fear, neither wisdom
enough, nor. virtue enough, to adopt it.”® And
again, “to pay off the whole or a great portion of
our debt is, in our estimation, a most desirable
object. This cannot, or rather will. not, be done
by a Sinking Fund as at present constituted, nor
by any other that we can suggest; but if, without
raising any fund, the debt was paid by a tax on
property, once for all it would effect its object. Its
operation might be completed in two or three years
during peace, and if we mean honestly to discharge
the debt, we do not see any other mode of accom-
plishing it. . . . Thus, by one great effort, we should
get rid of one of the most terrible scourges which
was ever invented to afilict a natlon."‘

Ricardo was, unhappxly, right in his estimate of
the wisdom and virtue of the politicians of those
days. The Capital Levy was not adopted. The

1 Ewnglische Fragmente.

8 He made a large fortune in the City.
> Works, p. 149.

8 Ibid,, pp. 545-546.
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effects of this decision would have been very serious
but for a surprising run of luck, which could not
have been foreseen at the time when the decision
was taken. Little was done to reduce the Debt,
but its real burden and its relative importance, as
compared with the national wealth and income, were
gradually reduced during the succeeding period by
the growth of wealth and population, and by the
great gold output, first from California and Australia,
and later from South Africa.

The growth of wealth was mainly due to the
transport, banking and industrial *revolutions,” to
fortunate inventions, which the rest of the world
was slow to imitate, and to the rapid opening up of
new countries. The growth of population was due
to causes which are still obscure, but resulted in a
large and rapid increase in aggregate wealth, over
and above the increase in wealth per head of the
population.  But these developments alone, un-
accompanied by the gold discoveries, would have
done little to ease the problem of the Debt. For
they would have brought about a continuous fall in
prices, while the real burden of the Debt, fixed in
terms of money, would have steadily increased. It
was the gold discoveries, and the subsequent rise in
gold production on a scale unparalleled in previous
history, which twice during the century first checked
and then reversed the fall of prices resulting from
increased production of commodities. Prices, in
fact, fell 25 per cent. between 1821-1825 and 1846-
1850, then rose 20 per cent. between 1846-1850 and
1871-1875, then fell 4o per cent. between 1871-1875
and 1894-1898, and again rose 25 per cent between
31894-1898 and 1906-1910.

The Debt was only reduced from £3s0 millions in
1817 to £ 840 millions in 1842, £800 millions in 1867,
£660 millions in 1895, and 4707 millions in 1914.
The net reduction in ninety-seven years is thus only
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A£143 millions. It is true that, of the .£707 millions
outstanding in 1914, some 4210 millions represented
new borrowings since 1817, including £140 millions
for the Boer War and 435 millions for the Crimean
War. But there remained some 496 millions of
the Debt of 1817, which had not been paid off in 1914,
Even to-day, therefore, we have not yet finished
paying for the Battle of Waterloo, much less for
the Charge of the Light Brigade, or the Relief of
Ladysmith, If historical precedents are faithfully
followed, our descendants in the year 2023 will still
be paying for Ypres and the Somme.!

Some people imagine that, although the principal
of the Debt was not much reduced between 1817 and
1914, yet large reductions were made in the annual
interest charge by means of conversion operations.
This is a delusion. The annual interest charge was
reduced by only 48} millions, from £33 millions to
A24} millions, during this period.® As Sir Josiah
Stamp points out, *during the nineteenth century
conversion gave very little relief. . . . The only
refunding operation that made a saving commensur-
ate with the effort involved was Goschen’s in 1888
and 1889,” and this only resulted in a reduction
of less than 41} million in the annual interest
charge at that time, and a further, but smaller,
consequential reduction in 1903.3

1 In a sense, of course, wars are paid for at the time and
not afterwards. But, when they are paid for by borrowing,
taxpayers are involved in liabilities which continue until the
debts are paid off.

* Moreover, if account is taken of the fall in prices, or, in
other words, of the rise in the value of money during this
period, both the real value of the annual interest charge in
terms of commodities and the real value of the principal of
the Debt were nctunll{ %:-eater at the end than at the beginninﬁ !
This is & very remarkable fact, which economic historians do
not generally tell the public.

% [Wealth and Taxabdle Capacity, p. 186.
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From 1817 to 1914, then, this country was burdened
with a debt, which successive generations of politicians
made little effort to reduce. But fortune was on
their side, and their supineness did not lead, as it
might well have done, to any obvious financial
disaster. But it did lead, when taken in conjunction
with their views on the limits of prudent taxation, to
that starving of the social services—educatio, health,
bousing, and the rest—which is one of the most
serious blots on the economic record of the Victorian
sge. Money, being required to pay interest on the
Debt, could not be spared for investment in human
capacities. We are suffering to-day from the eflects
of this false economy.

Let us now turn from history to intelligent antici-
pation. Not much reflection is required in order to
realise that the events of the past give no solid ground
for hope regarding the prospects of the future,
unless we prove ourselves to possess, as Ricardo
put it, more “wisdom and virtue” than our fore-
fathers. We cannot reasonably expect to enjoy
such another run of luck as saved them from the
worst effects of their **do nothing ™ policy.

There is no ground for anticipating so rapid an
increase in wealth per head of the population as fell
to their lot. * Past the * bloom of youth’ in our coal
and iron resources, we may well hope to plod along
and make good progress, but we can bardly expect
a sensational leap to new wealth and producing
power.”!

No such rapid increase in population is to be
looked for, or indeed to be desired, as took place a
century ago, and such an increase, if it came, would
not bring with ita correspondmg increase in aggregate
wealth. This little island is already, perhaps, over-
populated. It is, in any case, well within sight of that

3 Swamp, Wealth and Tazadle Capacity, p. 182
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condition, and the migration of its inhabitants to
lands beyond the. seas is even now being subsidised.
The future of prices, and indeed’ of currency
systems, is uncertain, but a further fall in the price
level in the course of the next generation is at any
rate a serious possibility. This would increase the
real burden of any Debt left unredeemed and, if it
went beyond a certain point, would unbalance any
Budget which did not both “economise” ruthlessly
in all directions and considerably raise the present
level of annual taxation. For while the yield, in
terms of money, of taxes at their present rates would
shrink, expenditure, in terms of money, would shrink
much less rapidly, and the biggest single item of ex-
penditure—namely, interest on the Debt—would not
shrink at all.l It would be very rash to count upon
a repetition of gold discoveries on a large enough
scale to check such a fall in prices, or even upon the
possibility of the adoption of such plans as those
of Professor Irving Fisher and other economists for
stabilising the value of money independently of the
value of gold. v
In two respects, however, history does seem likely
to repeat itself, if we choose to give it the opportunity.
In so far as we rely upon future conversions to reduce
the annual interest charge on the Debt, we are likely
again to achieve very little. And if we make no
- serious attempt to repay a large part of the Debt in
the near future, false economies in social expenditure
will almost certainly be repeated and wide fields of
human hope and promise will continue to lie waste.
The correct inference from these historical inquiries
is, not that we can afford to leave the Debt alone and
to indulge a vague complacency as to the future, but
that, unless we take strong and speedy action, we are
likely to pay heavily for our inertia.

% See Note A, p. 71.
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THE CAPITAL LEVY AS A PRACTICAL PROPOSITION

THE Capital Levy, as proposed by the Labour
Party, would be l special emergency payment
by all individuals owning more than a certain amount
of wealth. This payment would be graduated
according to individual ability to pay. The greater
the wealth of the individual, the greater the pro-

on which he would be required to pay. The
ﬁvy would be imposed, not annually like the income
tax, but once and for all, though those liable to it
would be allowed in certain cases to pay, if they
preferred, by instalments over & term of years. This
point is dealt with more fully below. The proceeds
of the Levy would be earmarked for the reduction of*
Debt, and the whole object of the Levy would be to
secure such a reduction in the annual Debt charges,
as would allow both of a permanent reduction in
annual taxation and of a permanent expansion in
social expenditure on education, health, etc. The
Levy would not have to be paid in cash, As a
general rule, it could be paid, at the option of the
payer, either in cash or in War Loan or other
Gorvernment secunnes. or, if payment in these forms
were impossible, in any otherreputable securities which
were readily realisable on the Stock Exchange. All
payments would be transferred by the Inland Revenue
Commissioners to the National Debt Commissioners,
Where payment was made in cash or by cheque, the
proceeds would be used to purchase War Loan and
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other forms of National Debt, which would then be
cancelled, or to pay off Debt as it matured for re-
payment. Where payment was actually made in War
Loan or other forms of National Debt, these would be
cancelled as received. Where payment was made in
other securities, these would be held by the National
Debt Commissioners, who would receive the interest
on them and apply it, as in the case of cash payments,
to the purchase (or repayment) and cancellation of
War Loan, etc. 'All such -securities would in due
course be sold by the National Debt Commissioners,
who, however, would be instructed to unload gradually,
relying upon expert advice and waiting for favourable
market opportunities. The proceeds of the sale of
such securities would likewise be applied to the pur-

- chase (or repayment) and cancellation of War Loan,
etc. All payments of the Levy, therefore, in whatever
form they were originally made, would finally resolve
themselves into cancellations of Debt.

So much for the broad outline of the scheme. We
may now go on to fill in some details.

The basis of individual assessment to the Levy
would be substantially the same as the present basis
of assessment to the estate duty on individual pro-
perty passing at death—that is to say, the basis
would be the present money value of the individual's
total net wealth, after deducting all mortgages, bank
overdrafts and other debts. This basis is familiar,
from their daily experience of death duty administra-
tion, to the Inland Revenue officials, whose business
it would be to collect the Levy.

It is a point of fundamental importance, which is
not always understood, that the basis of assessment
would be individual and not corporate. No Company
would be liable to the Levy, though its individual
shareholders would be liable, if their total net wealth,
including their shares in the Company, exceeded
a certain figure. Thus, for example, no Bank or
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Insurance Company would be liable to the Levy,
Nor would any educational or charitable institution.
Nor would any Co-operative Society, Friendly Society,
or Trade Union. Only individuals would be liable.

According to the Labour Party’s proposals, only
those indiniduals would be liable whose total net
wealth exceeded [£So0co. This is the same figurd
as that proposed by the Board of Inland Revenue in
1919 in its scheme for the taxation of war fortunes.?
Its justification is, not that suggested by some political
opponents of the Levy, that most Labour leaders have
less than £ 5000 worth of property, though incident-
ally this fact is true, but that a higher minimum
would unduly reduce the yield of the Levy, while a
lower minimum would unduly increase the cost and
complexity of its administration, without producing a
commensurate increase in yield.

A minimum of /45000 would exempt all small
property owners and all those now exempt from
income tax. The number of individuals who would
then be liable to the Levy would be, according to
such information as is available,? between 300,000
and 400,000. To deal with these would be a man-
ageable administrative problem. If, however, the
minimum was lowered to, say, /£ 3000, the number
of individuals liable would be nearly doubled and
many would then be required to pay the Levy who
are not at present liable to pay income tax. Apart
from the administrative difficulties involved, this
would not be a reasonable interpretation of taxation
according to ability to pay.

! % The Board do not think it would be practicable to carry
the efiective esemption limit below £5000. An important
consideration is that many of the very numerous persons in the
lowest ranges of wealth are owners of emall businesses, the
valuation of which preseats grave practical problems” (Cmd.

59:.&09’)‘.0“ C, p 75, on the Yield of the Levy.
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‘The scale of Levy suggested by the Labour Party
is as follows :—1

Of an In- Leyy

dividual’s Y, - per

) Property. cont,
On the first  £5,000—+. 2. from £o to £5,000 o©
s mext £5: 000 ,, , £5000, ‘{6000 5
*” 2 £z.°°° ” 2” £61000 ” £8,000 ‘o

»w w 42000 ,, ,,  f8000, {10 15
» w» £5000 ,, , {10000,  £15000 20
» p . £5000 , éls.ooo » 420,000 25
3 » 410,000 »n 20,000 ,, £30,000 30
”» »» £20000 ,, ,, £30,000 » £5°-°°° 35
» » £50000 ,, £50,000 ,, £100,000 40
w3 Alooooo ,, ,, £100,000 , £200,000 45
3 ” £3°°l°°° ” 2 £2°°l°°° » £5°ol°°o 50
” ” £5°0I°oo k1] " £5°°'°°° ” £I,000,000 \55
»s remainder » 3 Above £1,000,000 60

This scale would work out as follows :—

" Percent.o
A man worth not more than £5000 would pay his total
nothing. Jortune.
A man worth £6,000 would pay £50 or 1.2
» 3 s » ” £250 32
» » {10,000 ,, ,,. £550 5 55
L H] » £‘5-°°° ”» 11 £‘.55° 3 103
” *» £z0,000 , 3 £2,800 ,, 140
” 2 £30,000 ” £5.800 ,, 193
» ”» £50,000 ,, s £12,800 ,, 256
» » 4100000 , ,, £32800 , 328
” » £200,000 ,, » £77.800 ,, 389
» ”» £500,000 ,, M 227,800 ,, 456
” ” £‘-°°°-°°° ”» ” 502,800 ,, 503

E ” £2,000,000 ” ” £1,102,800 ,, 551
” » £3,000,000 ,; »n £1,702,800 ,, 567
3» » £lo000000 ,, » £5.902,800 ,, 590
There is no special sanctity about this scale, which
is chiefly useful in fixing the ideas, and is obviously
open to reconsideration on points of detail. It was
estimated by the authors of Ladour and the War
Debt that 2 Levy on the above scale would yield
4 3000 millions, and would be sufficient to wipe out
3 See Labour and the War Debt, p. 8.
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nearly half the Debt, apart from that owed to the
United States Government, and to reduce the annual
charge for interest by about L1s0 millions. I dis-
cuss more fully below this question of the yield of
the Levy.? But it may, I think, be laid down that
2 Levy yiclding less than L1000 millions would be
inadequate to the needs of the situation and would,
indeed, hardly be worth the effort of fighting for.
On the other hand, a Levy yielding much more
than £4000 millions is ptobazly not a practicable
proposition from a political point of new Our
objective, therefore, should probably lie somewhere
between these two limits.

All those liable to the Levy would be required,
immediately after the passing of the Act of Parlia-
ment enforcing it, to make as complete a return of
their wealth as possible, specifying in detail its
amount, sources and value, and any mortgages,
overdrafts, etc., for which deductions from liability
were claimed. If the value of some items were
doubtful, or took time to estimate, these could be
left blaak in the original return and a supplementary
return could be sent in later. Those liable would
be assessed provisionally on their own valuation.

The Levy would then become payable on this
provisional assessment. In due course the Inland
Revenue officials would gradually work through the
returns and check the valuations. To quote, again,
from Labour and the War Debt, ¢ they have a skilled
and practised staff constantly engaged on this very
work in connection with the death duties. If the
original valuation was found to be too low, an
additional payment would be called for. If the
original valuation was too high, the taxpayers
liability would be correspondingly reduced and the
money returned. There would heavy penalties

¢ See Note G, p 75-
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for gross and deliberate undervaluation. It is not
commonly realised how large is the proportion of
the wealth subject to the Levy that would be quite
easily valued,- Government and municipal securities
and shares in joint stock companies would be valued
at their Stock Exchange quotations on an appointed
day, or (as may be prescribed) at the average of
their values over an appointed period. Money out
on mortgage and on bonds, bills, notes and securities,
presents no difficulty. Nor does cash in hand or
on deposit at banks. Insurance policies would be
valued at their surrender value which the insurance
offices would be required to calculate, The official
statistics prove that these and similar forms of
wealth account for no less than 86 per cent. of all
the personal property liable to estate duty in 1920;
and they would account for much the same proportion
of the total personal property liable to the Levy.
The only important items difficult to value would be
the business assets of private companies and partner-
ships and of individual traders, which amount to less
than 8 per cent. of the personal property liable to
estate duty, and household goods, pictures, -etc.,
which amount to less than 6 per cent. The valuation
of landed property would be carried out-in the same
way as is now done every day for death duties.”?
I shall come back in a moment to some of the points
raised in this passage.

The Levy should be paid as promptly as the
circumstances of individual contributors allow, for
a large cut in the Debt is a matter of urgency. It
might, therefore, be desirable to encourage prompt
payment by offering a small discount to all those
who paid their Levy liabilities in full within a year
of the passing of the Act, and to impose an additional
charge for interest in respect of all amounts still

3 Labour and the War Debt, p. 9.
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unpaid at the end of this period. As a general rule,
it might be laid down that every contributor must
pay at least hall his Levy within a year and the
whole within two, or perhaps three, years. *“The
great majority of those liable to the Levy would be
able, by transfer of part of their securities, to pay in
full without serious difficulty. But a small minority
would not be able to do so, chiefly owners of private
businesses and private traders, and persons owning
land or houses worth (L5000 or more, but not
having any other property. A special Tribunal, or
Board of Referees, should beset up to consider such
cases, with power to allow payment by instalments
over a longer period, or even to allow the taxpayer
to give the Treasury a mortgage or floating charge
on his assets for any reasonable term. Such a
charge would, of course, carry interest; and the
ition would be the same as if the Government
ad lent the taxpayer money with which to pay the
Levy, and had charged him interest upon this loan,
which would be secured upon his assets, until it
was repaid. These cases would be comparatively
unimportant. For not only do the assets of owners
of private businesses and individual traders amount
to a very small proportion of the total wealth liable
to levy, but a number of these persons hold War
Loan or other securities with which they could pay
the whole, or & part, of their liability without damage-
to their businesses.”*

A few figures will show how much the difficulties
both of valuation and of prompt payment have been
exageerated by many critics. The wealth on which
estate duty is paid in any given year is a pretty
fair sample of the total wealth on which the Levy
would be paid. For the basis of valuation would be
substantially the same in botb cases. The following

3 Labour and the War Delt, pp. 10-11.
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is a “classification of the gross capital values of the
principal descriptions of property in respect of which
estate duty was paid in the year ended March 31st,
1921”7 (see Report of Inland Revenue Commissioners
for the year ended March 3154, 1921, pp. 22-23) :—

Estates over
AUl Estates. £5000.
Total Per. Total Per-
millions.| MO8 | puitlions.| “nage
1. British Government securi-
ties issued since 1914 . 47 10-9 37 IrI
- 2, Other Government and
Municipal securities . 28 6-5 24 72
3. Shares in Joint Stock
Companies, etc. . .} 118 274 106 319
4. Cashin the House and at
the Bank . . . 31 73 17 50
5. Money lent on Mortgages, - .
Bonds, Bills, etc. . . 30 70 22 66"
6. Trade Assets . . . 26 6-0 19 57
7. Policies of Insurance . 14 32 9 2:7
8, Household Goods, China, :
etc, . . . . 16 36 10 30
9. Land . . . L] 37- 86 3t 93
10, House Property and Busi-
. ness Premises . . 68 158 42 12:7
11, Ground Rents, etc. . . 5 11 5 15
12, Mines, Mineralsand Quar-
ries . . . . 1 o2 I 03
13. Other Personalty . . ‘8 19 7 21 -
14. Other Realty . . . 2 o5 2 06
Total Gross Capital Values. | 431 1000 332 | to00

For our present purpose, of course, it is the com-
position of the estates over £ 5000 which is significant.
As regards valuation, no serious difficulty arises

36



AS A PRACTICAL PROPOSITION

as regards items 1, 2, 3, 4, §or 7, and these items
together account for just over 64 per cent., or nearly
two-thirds, of the whole! Items 9, 10, 11 and 12,
accounting for just over a further 23 per cent., present
;robleml which are perfectly familiar to the Inland

evenue officials. The gross capital value of realty
of these descriptions may easily be calculated at a
specified number of years’ purchase of the gross
annual value, which, in turn, 1s given by the Income
Tax Assessment under Schedule A, by the rental
value of the property, if let, or by the gross rateable
value, if unlet. This brings us up to 89 per cent,, or
practically nine-tenths, of the whole wealth liable to
the Levy, as regards which valuation presents no
really formidable difficulties.

Difficulties do indeed begin to arise when we come
to items 6 and 8 and to some of the individual cases
in the miscellaneous items 13 and 14. But, as
Sir Josiah Stamp has sensibly remarked, *it will
be found generally that if a tax is believed to be
practicable over a considerable part of the field .
to which it is to be applied, and the impractic-
ability is confined to & minor part, most States will
embark upon the scheme, and by a sacrifice of
logical principle at the point of difficulty and the
adoption of a few conventions will satisfy the
equities roughly.”?

Item 8 might be dealt with, following the example
of those who drafted the Italian Capital Levy Bill, by
assuming that the value of household goods, etc.,
bears a uniform relation in all cases to the value of
other forms of property. Since this item accounts
for only 3 per cent. of the whole, it would be making
a graceful concession to collectors and connoisseurs,

% Problems relating to limited interests under setilements,
etc., sre soluble on the lines laid down by the Boasd of Inland
Revenue (Cmd. $94. pp- 29}

b Fundamental Principles of Taxation, pp. 96-97.
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while inflicting no appreciable hardship on others, to
forgo all attempts to value household goods, etc.—
and indeed not to require those liable to the Levy to
make any reference to such forms of property in their
returns—and to add 3 per cent. on this account to
all individual valuations. Item 6, amounting to just
under 6 per cent. of the whole, is a more serious
difficulty. But it should not be forgotten that this
represents the trading assets of private firms and
companies only, and not of joint stock companies, for
-the value of the trading assets of the latter is included
in the value of the shares of the companies and hence
forms part of item 3, which is based on market values.
It would be possible, however, to take time and
trouble in making fair valuations under item 6, with-
out seriously delaying either the general operation or
the prompt payment of the Levy. For not only is
this item relatively small, but many private traders,
whose assets would be largely accounted for by it,
would claim and secure the right to pay their
Levy by irstalments, so as to avoid injury to their
businesses. We may, therefore, confidently conclude
that the problem of valuatxon presents no insuperable
difficulties.

Turning. to the prospects of obtaining prempt
payment of the Levy, we find that items 1, 2 and 4
amount to more than 23 per cent., or close on a
quarter, of the whole.. All the wealth represented by
these items—with the exception of cash required for
current expenditure and of a negligible quantity
representing the securities of certain discredited
foreign Governments, such as Germany, Austria and
Poland, which the Treasury would rightly refuse to
accept under present conditions—would be available
for immediate payment, either in cash or by the

- transfer of securities, without any need for realisation
by their owners. Further, a large part of the wealth
represented by item 3, in the form of shares, and
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especially debenture shares,! in reputable joint stock
companies, would likewise be available for immediate
payment, without any need for realisation. If we
assume that one-third of the shares under item 3
would be thus available, we find that about a third
of the total wealth liable to the Levy would be in
forms suitable for immediate payment without realisa-
tion. This is a safe minimum, for, as a matter of
fact, part of the wealth represented by other items,
such as item §, might also be similarly available, and
it might even be arranged, in suitable cases, for land-
owners to pay by the transfer of land, as is already
allowed in the payment of death duties.

But if the average contyibuter to the Levy hcld one.
third of Mis wealth in forms available for immediate
payment, muck more than omethird of the Levy
conld be paid immediately. For, according to the
scale proposed, only persons worth more than
£100,000 would be required to pay as much as a
third of their total wealth. We may, therefore,

3 There is 80 reason why even the ordinary shares of well-
established concerns, with good should not be accepted
in payment, if any contributor to Levy not able to pay
other means 20 desired.  But it may be asumed that the bel
of the industrial shares mpumld be debenture, and in
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reasonably assume that a large number of the con-
tributors could pay in full, and that most of the rest
could pay a considerable proportion of their liability,
within a year from the passing of the Act. And all
this without the necessity for any realisation of
securities on the Stock Exchange by such con-
tributors. In addition, some immediate payments
might be facilitated by realisation of securities which
were unacceptable to the Treasury. But such realisa-
tion would be on a comparatively small scale, and
for every seller there would be a buyer ready made,
either the contributor to the Levy desiring to buy
securities with which to pay, or the National Debt
Commissioners, paid in cash by the contributor out
of the proceeds of his sale and desiring to buy
War Loan and other Government securities for
cancellation. The nightmare vision of an all-round
slump in the values of securities, everyone rushing
to sell and no one coming forward to buy, is thus
utterly baseless.! What may be anticipated, however,
is some slight appreciation of Government securities,
relatively to other securities. This, however, is
equivalent to a strengthening of the credit of the
British Government and would facilitate any con-
version operations which might be pending.

The scheme of the Levy, as a practical proposition,
has now been set out as fully as space permits. In
the next section various popular objections will be
considered. But it is important to emphasise here
the fact that the Levy is desirable, not for its own
sake, but for the sake of the financial relief which it

1 It would be equally baseless if the Levy had to be paid in
cash only, and if payment in securities was not permitted. For
though, under this plan, realisations by contributors to the Levy
would be on a mucg larger scale, so would purchases of Govern-
ment securities by the National Debt Commissioners with the
proceeds of the cash payments. Under this plan, however,
the appreciation of Government securities relatively to other
securities would be more marked.
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will make possible. In order to decide whether a
particular person will gain or lose by the Levy, it is
necessary to consider, not only their payments, if any,
under the Levy, but the benefits which they will
derive (1) from reduced taxation and (2) from in-
creased social expenditure, after the payment of the
Levy has resulted in large economies in the Debt
charges. This can best be made clear by a few
illustrations, in which benefits from increased social
expenditure are not taken into account, as they are
difficult to estimate in individual cases.

Assuming a Levy on the scale proposed, it should
certainly be possible, barring out such eventualities
as another war or a big fall in prices meanwhile, to
lower the standard rate of income tax by 1s. 6d. in
the 4. That the Government of the day would
decide to give so large a relief in the standard rate of
income tax cannot, of course, be taken for granted.
There is a good deal to be said for various alternative
methods of dealing with the money. The first of
these is to make a beginning in tax reduction by
repealing the corporation profits tax, which, from the
point of view of its effects on industry, is specially
objectionable, discriminating against ordinary share-
holders in joint stock companies as compared with
c*her property owners, and discouraging, in a specially
hig. degree, the taking of business risks. The second
is to make a beginning with the taxes on sugar and
tea, which press with special severity upon the poorer
sections of the community, and particularly upon
large families. The third is to give relief to income
taxpayers, not by a reduction in the standard rate,
but by an increase in the personal allowances, in the
allowances for the wife and children of the taxpayer,
and in the amount of taxable income assessed at half
the standard rate. Relief given in this way would be
substantially equal, in terms of money, for all income
taxpayers with the same domestic responsibilities
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whatever the size of their incomes, whereas relief
given by lowering the standard rate gives a greater
monetary relief to income tax payers the greater
their incomes. The fourth is to give a comparatively
small relief in taxation and use the greater part of the
margin, which the Levy would make available, for
expanding social expenditure. The fifth is to post-
pone any large reduction of taxation and any large
increase in social expenditure for some years after
the imposition of the Levy, and to use the greater
part of the margin to establish a Sinking Fund and
thus make further inroads into the residue of the
Debt. For, as has been remarked above, though a
Sinking Fund of 450 millions, or even /4100 millions,
a year would be a quite inadequate provision for
Debt redemption at the present time, it would be a
very valuable sequel to a Levy which had already
broken the back of the Debt and reduced it by nearly
"50 per cent. One of the best guarantees against a
repetition of the Levy will be to follow it up, without
any long delay, by the establishment of an adequate
Sinking Fund to carry on, more gradually, the good
work of Debt redemption.?

t There is a good deal to be said for earmarking the annual
revenue from death duties as a Sinking Fund for Debt redemp-
tion. If this were done, it would be desirable to allow death
duties to be paid, at the taxpayer’s option, in any form of
Britishk Government security. This arrangement would be
convenient both to the taxpayer and to the National Debt
Commissioners. It would also make it a little more dificult
for a subsequent Chancellor of the Exchequer, not alive to the
importance of Debt redemption, to *‘raid the Sinking Fund"
-ng spend the proceeds of the death duties on other things.
For it would be an unpopular policy either to withdraw the
right, once given, to pay 1n Government securities, or to sell
the Government secunties thus received and so depreciate their
market value. How large, after the imposition of the Levy,
the Sinking Fund should be, will depend not only on the
amount of Debt cancelled by the Levy, but also on how much,
if at all, the present total of our Debt is reduced by receipts
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As between these various alternatives, much will
depend upon what Government is in power in the
years immediately following the imposition of the
Levy and also upon how far the present opponents
of the Levy are willing, before its imposition, to
modify their uncompromising attitude. My own
view is that, in return for conditional acceptance of
the Levy by the business world, which is now mainly
hostile, and for honest co-operation in carrying it out,
it would be worth while for a Labour Government
to offer in advance certain guarantees of early and
specific reductions in taxation. Thus, for example,
it might be guaranteed that when, by the operation
of the Levy, the interest on the Debt had been
reduced by £ 70 millions a year, the standard rate of
income tax should be reduced by 6d. in the £ (or,
alternatively, that, when the interest had been reduced
by £5o millions a year, the corporation profits tax
should be repealed), and further, that, when the
interest on the Debt had been reduced by another
£ 10 willions a year, an additional shilling should come
off the income tax. Such guarantees, while securing
substantial advantages to business men, should not

ledge the margin of relief up to the hilt, but should
cave something available for other reductions in
taxation, for increased social expenditure and for the
establishment of a Sinking Fund. And such guaran-
tees should not be given, except as the price of
effectively disarming opposition. If the opposition
refused to be disarmed, the supporters of the Levy

under the head of German Reparations or of Inter-Allied Debts,
or by any voluntary remission by the United States Govern-
ment of ous Delnt to them. My own opinion is that the hope
of sny .p&ednbh receipts ander any of these heads is a faded
dream. ¢ should be wise to waive our present paper claims
on Germany, France, Italy and the rest, in return for a general
agroement to reduce ar s and to e existing bin-
drances, including high tariffs, to trade tevival in Europe.
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should keep their hands free to choose, on the merits,
between the various alternatives mentioned above.

Let us now look at a few typical cases, on the
assumption that a Levy is imposed on the scale
suggested by the Labour Party, and that the standard
rate of income tax is subsequently lowered from
§s. to 3s. 6d. in the £, the present income tax allow-
ances and reliefs and the present scale of super tax
remaining unchanged.?

Case 1.—A widow worth £6000 for the purposes
of the Levy and living on an “investment income”
of £300 & year. She now pays £2zo0, 128, 6d. in
income tax, and therefore has a net income of
4279, 78. 6d. Under the Levy she would have to
pay £ 50 which, we will suppose, is paid by banding
over War Loan to this amount. Her investment
income is reduced to £297, 10s. a year, but her
income tax is reduced to £14, 4s5. 4d. Her net
income is, therefore, £283, §s. 84, and she is
A3, 18s. 2d. a year better off.

Case 2.—A professional man with a wife and two
children, earning £700 a year, and possessing £ 2000
~of property, which brings him in an additional £100
a year, making £800 a year altogether. He now
pays £82, 12s. 6d. in income tax, and his net income
is, therefore, £717, 75. 64. Under the Levy he would
have to pay nothing, since his property is worth less
than 45000, and his income tax would be reduced
to £57, 15s. 1d. His net income is, therefore,
£742,4s. 11d.,and he is £24, 175. 5d. a year better ofl.

Case 3.—A business man with a wife and three
young children, possessing {10,000 “net wealth”
liable to the Levy, bringing him in an *investment
income " of £ 700 a year, and having also an “ earned

8 This last point is perhaps aa excessive concession, which
ought not to be made to super tax payers, whose relief, as
a resalt of it, would be much grester than appears at first sight.
See Note D, p. 84.
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income”® of g1oco a year, making L1700 a year
alogether. He now pays £293, 7s. 6d. in income
tax, and bis pet income 13, therefore, L1406, 128 6d.
Under the Levy be would have to pay £550, which,
vevdsnppae.upndbyhndmgovu“ulm
to that amount. His investment income is then
reduced to £663 tos, and his total income to

1663, 105, but his income tax would be reduced to

200, 118 His net income is, therefore, £1462, 19,
and be is £56, 6s. 4d. a year better off.

Case 4—An unmarmmied man with no earned income,
bmpmm;‘(so.ooo'netvukh lnbletolhe
Levy, bringing him in an “investment income * of
L3ocoayear. He now pays £688, 25. 64 in income
tax and £87, 108 in super tax. His net income is,
therefore, L2124, 75 6d. Under the Levy he would
have to pay £12,800, which, we will suppose, is paid
by a transfer of War Loan and other securiies. His
“mvwm'hmdmdw£rmowdhu“mmt-
ment income ™ to L2232 a year. But his income
tax would be reduced to £347, 55 9d. and his super
tax to 17, 83 His net income is, therefore,
£1867, 6 34, and be is £357, 1% 3d a year worse
of But be is far from being ruined.
dacd‘“ s.—A mmmn':r—pvoﬁxea. whose wife is

and whose chi are grown up, possessing
£,1,000,000 “pet wealth ™ lmbletotbeuvybtmgmg
him in an “investment income * o(£so.oooayw
and bhaving also an *earned income” of L1000 &
year for attending directors’ meetingy, etc. On his
total income of (51,000 & year he mow pays
£12,663, 32 64, in income tax and £13,012, 108 in
super tax.  His net income is, therefore, £25,324,7s. 64.
Under the Levy be would bave to pay £ 502,800,
which, we will suppose, is paid by the transfer of
War Loan and other securities. Hunetmkhu
reduced to £497,200, his “investment income ™ to
£24,663, and his total income, unless be takes steps
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to increase his “earned income,” to 4£25,660. On
‘this he would pay £4447, 9s. 7d. in income tax and
45619 in super tax. His net income is, therefore,
415,593, 105. 5d., and he is L9730, 17s. 1d. a year
worse off. But he can still afford to live very com-
fortably, and has the satisfaction of having contributed
part of his war profits, at.the size of which he was,
perhaps, secretly ashamed, to lightén the burdens of
his fellows. L .
_But we must not think of the financial effects of
the Levy as limited to income tax reduction. Over
and above the reduction just proposed, a considerable
sum should be available, after the Levy has been put
in . operation, for other purposes.! It is obviously
impossible to discuss in detail now the problem of
priorities which will then arise. But it may well
turn out to be justifiable to bring the annual Sinking
Fund into operation gradually over a period of years.
This would make possible the effective launching,
during the first few years after the bulk of the Levy
had been collected, of some of the schemes for
housing, education and public health, which have
already been.too long delayed. It cannot be too
often repeated that such schemes, if wisely executed,
would not only add greatly to human happiness and
bring the possibility of a civilised existence within
the reach of many who have hitherto been deprived
of it, but would also strengthen our productive power
by making a real addition to the health, efficiency
‘and knowledge of our workers. )

1 See Note D, pp. 84-85.
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SOME OBJECTIONS TO THE CAPITAL LEVY

A NUMBER of the possible objections to the
Levy have been dealt with incidentally in the
last section. I shall now pursue some of these, and
some others, a little further.

We need not waste time over sheer misunder-
standings or deliberate perversions, such as the
statement that the Levy would mean *“the con-
fiscation of all savings,” or that it is proposed to take
away everyone's wealth in excess of £5000, or, better
still, that it is proposed to go on doing this year after
year. Nor need we linger over such windy words as
those of Lord Derby that “ the Capital Levy is nothing
but the thin end of the wedge of Communism, and the
logical conclusion of such & policy would be to reduce
this country to the same conditions as Russia.”?

But there is another objection, which had best be
answered early. It is often said that this question
of a Levy is one on which business men are entitled
to speak as experts, and that, since the great mass
of business opinion is hostile to the proposal, it is
obviously unsound. As a matter of fact, that section
of business opinion, which has taken the trouble to
grasp exactly what is proposed, is not so over-
whelmingly hostile as is commonly imagined, and
time and further reflection may yet work wonders.®

;lnmekuioulpee:h reported in the Zimes of November

th, 1

r L] u’.uw. L. Hichens, for example, the Chairman of
Cammell, Laird & Co., expressed himself as follows in an
interview published in the Oéswoer of February 8th, 1920 1=
**A capital tax will tap lasge sources of wealth which to-day
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But, however this may be, there is a bubble to be
pricked. Professor Pigou pricks it gently in these
words : “It is true that & good business man is an
expert—in his own business, , . . But problems of
taxation and national finance generally are not the

escape free. A £300,000 pearl necklace is an obvious example,
There {s a strong feeling in the Labour world that capital as
such bught to bear & greater share of the war burden, And
it fs, I think, of great impostance, in view of the present
industrial unrest, that capital should shoulder its responsibilities
in the most open and unmistakable way., It is obvious, of
course, that there are many difficulties in the way of & capital
levy. It is urged, to begin with, that it would form a
dangerous precedent, which might be seized upon by a Labour
Government of the future and repested with disastrous conse-
quences. It is never a very wise plan to avoid doing what Is
right at the moment for fear that somebody else will make
your action & precedent for doing what is wrong at & later
date, Moreover, I think it argues & distrust of any future
Labour Government, which ls quite unjustified, The Labour
leaders of to-day have shown that they possess st least as
much common sense, patriotism, and vision as other politicians,
and I see no resson to suppose that they would adopt a
financial policy the results of which would be disastrous, For
8 capital levy is an extreme measure, justified only by the
emergency of the greatest war in hiuo?. To rcpeat the
experiment in normal times would be disastrous. . . . As
to, the argument that a capital levy would involve the realisa.
tion of shares and property of all kinds, this would not be
necessary if the Government were grepnrcd to accept payment
in any kind of marketable security held by the individual at the
date when the taxbecame law. . . . It is also urged that a capital
Jevy would reduce the amount of money available for industry,
It is obvious that such & tax would not in unr way affect the
amount of wealth in the countryt it would involve nothin

more than a redistribution. Most of the difficultles whic

bave been put forward are based on the supposed opposition
of capitalists themselves. Of course, if capitalists as 8 class
use all their ingenuity to ralse objections and make difficulties,
the task will not be easy, But this is true of all legislation.
On the other hand, with a sincere desire on the part of every.
body to carry the measure through successfully, I believe the
difficulties can be overcome.. .. The fear that a capital
Jevy would discourage saving is, in my view, unwarranted. 1
believe it would have preciscly the opposite effect. A high
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boot manufacturer’s or the shipbuilder's or the
banker’s business. No doubt some bootmakers and
shipbuilders and bankers bave made a special study
of them. If so, and if they are able men, theu'
judgment is valuable. But it is valuable, just as
the judgment of a doctor or a lawyer might not
because they are bootmakers or shipbuilders or
bankers, but because of the study they bave made.”?
The experts in such a matter mainly consist, not of
business men as such, but of professnoml economists
and revenue officials.  If further proof is required that
some business men are very far from being expertson
public finance, one need not look beyond the spate
of letters to the Times during the recent election cam-
paign. 1 shall have occasion to make some quota-
tions later, but, in face of some of these pontifical
utterances, 1 feel sympathy with him who said, “Ye
take too much upon you, ye sons of Aaron!”

As to the professional economists, only a few bave
spoken their minds publicly on the Levy, but, of
those who have spoken, more are in favour of the
principle than are against it? As to the revenue

income tax does far more, ia » to discourage

than any other Mdumm’mxmullybmsu -ﬁ
that it is »ot worth while saving when half the interest om
money saved goes in taxation, aed that it is better in such
circumstances o spend one’s money oo a diamond necklace
ot some othes form of luzury. 1f as a resolt of & capital levy
the income tax should be reduced—and I think this should be
nmemu”annolouﬁmcnlpobq-lbe inducement to
uvevould llhmk.behaened.

Lovulabqn War Weakh, 60-61.

Pﬁt. MrJ). M ud Mr J. A. Hobeoa
hvv declared 'Y mnly, of course,

Iutlhedenﬂso(lhe L-bm Pmylpropo-.h. Sir Josiah
Stazmp and Professor Edgeworth recornise that there are
mugwlmcmmhuhbnda Onlz!l‘rolemw R.Sconi
so far as [ am aware, walifiedly asguinst & Levy.
facbear t0 call, a8 tuneu-e:q‘ favour of tke Levy, those
economists who are also Labour Party politicides, such as
Ms Sidney Webb and Mr Pethick Lawrence.
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experts, the Board of Inland Revenue, in their
memorandum of 1919 “on the practicability of
levying a Duty on War-Time Wealth,” stated that
‘a scheme conforming to the general lines indicated
in the following paragraphs . . . would, in the Board’s
judgment, be effective, although the effort transcends
in difficulty any previous effort of taxation in this
country.” They added that “the difficulty is much
increased ” when “one of two contrasted valuations
made at the present time has to be directed to a
pre-war date.” This last difficulty would not arise
in the case of a Capital Levy. We have here,
therefore, a strong piece of .evidence in favour of
the practicability of the Levy from the administrative
point of view.

1 propose now to pass in review some of the
arguments which have recently been used against
the Levy.

“The Levy would be confiscation.” What is
“confiscation ”? Why is the Levy, to be paid once
and for all, confiscation, any more than death duties,
to be paid once and for all, or income tax, to be
pdid year after year? This is a purely verbal
point on which Mr Bonar Law and Mr Asquith are,
perhaps, as good authorities as anyone else. Speak-
ing of the Levy in the House of Commons on
January 29th, 2918, Mr Bonar Law said, * There is
nothing of confiscation if such a thing were done.”
Speaking at Paisley on January 27th, 1920, Mr Asquith
said, “Taxation must not be confiscatory, but there
is nothing in principle to differentiate a tax imposed
upon accumulated wealth from a tax imposed upon
wealth as it comes in, what we commonly call the
income tax.”?

“It would be impossible to raise the cash.” I
have already pointed out that the great bulk of the

1 Both these speeches are quoted more fully in Note E.
5o - -
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Levy would be paid, not in cash, but by the transfer
of securities to the National Debt Commissioners.

“In order to pay the Levy, holders of stocks and
shares would have to realise a portion of their holdings.
There would be an enormous number of sellers, but
where would the buyers be found? . . . Ivery much
Question whether it would be pomble to sell at all
in most cases. The only potential buyers would be
Americans.”? The answer to the last objection
applies equally to this. There need be comparatively
few sales of securities and no general fall in values,
as the National Debt Commissioners, in so far as
they were being paid in cash, would be buying
securities for cancellation. In so far as they took
place at all, both sets of sales and purchases would
take place gradually.

“The Government would have to realise its mis-
cellaneous receipts from the Levy. . . . In doing so,
values would depreciate to the extent of 2§ per cent.
or mote. . . . The receivers of the amount (of
money spent by the National Debt Commissioners
in purchasing War Loan, etc, in the open market)
could only become eflective buyers after they had
been repaid, and after the forced sales by the
Government had taken place.”? There would be
no need for * forced sales by the Government.” The
National Debt Commissioners could bold “their
miscellaneous receipts,” draw interest on them, and
apply this to the purchase of War Loan, etc., for as
long & period as was desirble. They need only
realise gradually, and when market conditions were
favourable. It is, of course, true that the full effect
of the Levy in reducing the amount of the Debt
would only be felt when all the *miscellaneous
~receipts® had been realised, but, in the long run,
the amount of Debt cancelled would be greater if

8 M1 S. Burdett-Coutts in the Tisver of November 6th, 1922.
8 Mr H. Gardner in the 7imes of November sith, 1922,

(1
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some cancellation had taken place out of the proceeds
of interest on securities, as well as out of the proceeds
of the subsequent sale of securities, Here, again,
sales and purchases would be gradual, and the idea
that there would be a great fall in values is baseless.

“The Levy would . . . destroy the country's
earning power by destroying the capital, which is
one necessary foundation of that eaming power,”?
“Industry is built up on the foundation of that
portion of wealth called capital. If the foundation
is taken away, what becomes of the superstructure ? ' #
Real capital, on which the productivity of industry
depends, consists of such things as land, buildings,
machinery, ships, railway engines, stocks of raw
materials and other commodities. No real capital
would be **destroyed,” “taken away,” or * withdrawn
from industry ” by the Levy. All that would happen,
in the first stage, would be that the ownership of
some of these things would change bands through
the transfer of shares. But subsequently the lighten-
ing of taxation would make people more able and
more willing to increase the available supply of
these things, and so to increase the productivity
of industry.

“Companies would be unable to carry on their
operations, especially if their reserves were depleted.”
Companies would not be liable to the Levy at all,
and therefore their reserves would not be touched.
Their shareholders would be liable, if their total
net wealth exceeded £5000, and they would pay in
some cases by transferring some of their shares.
But such a change of ownership of some of its shares
would not affect the operations of the company any
more than the changes which continually take place
at present through death or sale. The case of
individuals liable to the Levy, the bulk of whose

1 Mr W. W. Paine in the 7imes of November ist, 1922,
2 Sir Alfred Yarrow in the Zimes of November 8th, 1922,
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capital is invested in private firms or companies, has
been dealt with above. They would be allowed, if
they could show that their businesses would otherwise
be injured and unemployment caused, to pay their
Levy by instalments. In many such cases they
would probably find that, before payment was
completed, they would be gaining more in reduction
of income tax than they would be paying in instal-

ments of the Levy. )

“If the owners of private businesses were liable,
but joint stock companies were not liable, the
former would form themsclves into joint stock com-
panies and so escape liability.”? This is a complete
delusion. No company as such, whether public or
private, would be liable to the Levy, but every indi-
vidual whose net wealth, whatever its form, exceeded
£ 5000 would be liable. No change of form, such as
1s suggested io this argument, could result in any
sufficiently wealtby individual escaping his liability,

“1f Labour decided to conscript, say, 20 per cent.
of capital, it would mean that the Insurance Com-

ies could not meet their claims in full”?
nsurance Companies would not be liable to the
Levy, though their shareholders and clients whose
net wealth exceeded £5000 would be liable.

*“The Levy would cause a disastrous inflation™
and, alternatively, *the Levy would cause a disastrous
deflation.” Obviously both these arguments cannot
be true, even though each is supported by the
authority of practical business men. As a matter
of fact, neither is true.

' 1 am told, though I find it difficult to believe, that this
srguoient was used ia election speeches by Sir John Simon,
who bad begun by saying that ve socicties would be
hable to the Levy, but been forced to retreat from this

ition when it was pointed out to him that these societies,

‘n&pubuc com‘rnus. would not, a3 such, be lnblc.

19:3. 1 J. G. W. Rollason in the Times of November 15th,
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The inflation argument has been put thus: “I
am sorry I do not know Mr Clynes. I assume that
he is groping about honestly, and believes that £ 3000

__millions could be advantageously advanced by the
banks as a2 burden to their trading customers, who
would transfer the credit to the Government and the
Government could redeem 43000 millions of War

-Debt. I doubt whether the disaster following on

a 43000 million inflation would not be so bad as
to be incalculable. . . . There has been a capital
levy going on almost all over Europe for the past
four years. . . . One cannot invent such a simple
and effective capital levy machine as abuse of the
printing press. Mr Clynes had better consider it.
He can see the results most easily in Austria and
Russia”! The imaginary process here described
bears no resemblance to what is actually proposed.
It is not proposed that the Levy should be paid,-
to any appreciable extent, out of bank advances, nor
that the printing press shonld be further “abused.”?
If a business man could prove that he was unable
to pay his Levy promptly, unless he borrowed from
his bank in order to do so; this would go far to
establish his right to pay by instalments.

The deflation argument has been put thus: “I
need not enlarge upon the business consequences of
a sudden deflation of £3000 millions of War. Loan .
securities.”® The lack of enlargement leaves us in

1 Mr E. M, Harvey in the Zimes of November 8th, 1922.

3 It was much abused by the British Government during and
after the war, chiefly because too large a part of our national
expenditure was met by borrowing and too small a part by
taxation. For a further discussion of this point, see my Pubdlic _

 Fimance, Ch. XV,

3 Mr W, W, Paine in the Z¥mes of November 1st, 1922, It
would have been more useful if this expert had enlarged a little
apon this point instead of padding out his letter with such
pompous and self-satisfied verbosity as the following :—*¢ The
extreme—I had almost said fantastic—nature of these proposals
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some doubt as to the precise meaning of this pro-
nouncement, but apparently it is intended to signify
that “credit,” in the form of bank loans, will be
reduced by L3000 millions. Why? Even if the
whole of the L3000 millions of Debt securities,
which it is proposed to redeem, were being used by
business men as collateral for bank loans, it would
not be true, for reasons which will be given in a
minute. But, in fact, a large part of the Debt
securities are held, not as collateral for loans, but as
an ordinary source of income by persons, many of,
whom are not engaged in trade. Just as the Ply-
mouth Brethren, according to a well-known story,
believed that they were the only people in Heaven,
s0 some business men seem to believe that they are
the only people who hold War Loan and that its
only use is to secure overdrafts.

The deflation argument has also been put thus:
“Some of our correspondents quote the opinion of
the earlier economists that the redemption of the

in itself eonstitutes the dangers, which I have already experi-
enoced, that few people can be induced to take them seriously.
« » o An exception from the genersl point of view is recorded
in the letter of Professor Pigow. The learned professor not
ouly takes them seriously, but ‘is prepared to accept a large
part of these constructive proposals, . . . 1 have always felt
that the study of the theory of political economy, divorced
from knowledge of its practical application, is a blameless, but
vot particulasly helpful, pursuit, and I fess that view is
confirmed by a perusal of the 's letter. A little more
ical common sense, with a little more knowledge and
experience of the actual conditions of trade and business, would,
perhaps, lead to very different conclusions. The disturbance
and utter confusion which must attend any such operation will
absolutely puralyse trade . . . and we see unemployment
and misery amon nudu-a.uchuvelnuncver‘yn
witnessed, . . . \5hn theso evils come, as they surely will, if
ever sach proposals as these are carried into effect, our Labowr
leaders may learn wisdom, as it would seem that even Lenin
and Trouk;m now beginning to doj but . . ."it may then
be 100 late. .
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National Debt Ly a levy on capital would not destroy
capital but would merely involve a transfer ofit. . . .
But a deflation of the national balance sheet by a
sum of approximately L3000 millions . . . would
involve a violent distusbance of values . . . while
the borrowing powers of those who carry on the
trade of the country would be reduced, owing to
the reduction of their capital. . . . The trade of
this country, as of every other civilised country, is
financed by borrowed money, and any reduction
of capital would impair a person’s borrowing
capacity.”! The points about the “disturbance
of values” and the “reduction of capital” bave
already been dealt with. As regards the alleged
reduction of traders’ “borrowing capacity,” it is, of
course, true that the Levy would reduce, for the
time being at any rate, the amount of *good
collateral” in existence. But it is not the amount
of “good collateral” in existence which determines
how much banks will lend. It is the “lending
capacity” of the banks, which depends upon quite
other considerations, the most im nt of which
is the amount of their deposits, us it is some-
times a matter of complaint in business circles that
banks refuse to lend as much as business men
demand, even though *good collateral” is offered
up to the full amount demanded. There is, how-
ever, nothing magical about a bank, Like an
individual, it cannot actually lend, nor safely promise
to lend, more than it has got. Except in so far as
their customers draw on their accounts in order to

1 The City Fditor of the 7imes on November gth, 1933,
under the heading of “ The Capital Levy Fallacy,” in repiy -
to & very sensible letier from Mg A. A. Milne, published on
the same date, arguing that the Levy would not destroy but
“will only redistrilute capitsl” Even to “‘the earlier
economists”’ truths may sometimes have been revealed which
have remained hidden from some modern City Editors.
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make cash payments, the collection of the Levy will
not directly affect the lending capacity of the banks,
and indeed, when account is taken of the eflect
of subsequent reductions of taxation, it may well
increase it by swelling deposits. There is, therefore,
Do reason to suppose that the eflect of the Levy
would be to reduce, either seriously or permanently,
the total of bank loans® It might, indeed, cause a
redistribation of lcans as between different borrowers,
but this is a matter for the banks to decide. They
will presumably lend to those who, in their opinion,
can most safely be entrusted with funds, and the
amount of “good collateral,” which is.ol course

the fands had mot yet sreturned t0 the banks, a8
ia doe course the balk of them would. But it wounid be s
matter to mect wuch dificalties by sathorisisg &
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such assets, in order, among other thmgs, to reduce-
the corresponding liabilities.

“The bulk of Government securities is not held
by people who would be subject to the Levy, but
by banks, insurance companies and investment
corporations,”? who would be unwilling to sell,
and therefore the Government would not be able
to redeem the Debt. The first part of this state-
ment is inconsistent with the statement that the
bulk of Government securities is held by business
men and used as collateral for bank loans. As a
matter of fact, we bave no accurate information on
the distribution of the ownership of such securities.
But, however this may be, it is unreasonable. to
suppose that banks, insurance companies and in-
vestment corporations would not be tempted by even
a slight appreciation to sell part of their holdings of
such securities and to reinvest at a profit in other
gilt-edged stocks. Moreover, the Government has
the right to redeem its securities, as they mature,
regardless of the wishes of their holders.

- “Itis proposed to take money which is now earn-
ing 8 to 12 per cent., and to apply the proceeds
of a forced liquidation to paying off a debt which
bears interest at § per cent., less tax. Surely any
person-who has acquired a knowledge of simple
arithmetic should know that this is bad business.”®
And again, “in private hands the proportion of the
A 3000 millions at present employed in trade would
be producing at least 15 per cent. per annum, and
it would be an underestimate if one were to say
that, in. private hands, the whole of the. 43000
millions would be yielding on an average 10 per
cent. taxable revenue.”* To begin with two minor

1 Mr H. Gardner in the Zimes of November 11th, 1922,
$ For dates of maturities, see Note B, p. 73. i
8 Sir Graham Bower in the Zimesof November 8th, 1922,
¢ Mr E. L. Franklin ia the Zimes of November 6Lh, 1922.
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points in the first passage quoted, it has already been
pointed out that no * forced liquidation ” is involved,
and it is clearly an error to compare *§ per cent.,
less tax,” with “ 8 to 12 per cent.,” without mention
of atax. But there are some major points. If the
facts are as stated, and the argument is sound, the
two gentlemen quoted would also presumably welcome
8 large increase in the National Debt, so that more

per cent. Government securities may be “ employed
in trade” and “earn™ the higher rates of interest
alleged. These rates of interest, however, and
especially the “at least 15 per cent.,,” are clearly
an exaggeration in the present state of trade, when
it is common for even well-established concerns to
pass their dividends altogether. But the logical
flaw in the argument does not depend on what
the average rate of profit at any particular time
may happen to be, It is not “money” which
“eamns” dividends, but real capital intelligently
handled by human beings. No existing real capital
will be “taken” by the Levy or prevented from
continuing to earn dividends. A change in the
ownership of some of & company’s shares will not
affect its ability to pay dividends, which will, indeed,
be subsequently increased by the reduction of annual
taxation.

*The Levy will not really be paid by those on
whom it is imposed, but will be passed on to con-
sumers in higher prices of commodities.” In so far
as this is true, the Levy will indeed succeed in its
main object of reducing the Debt, but it will be
collected from a larger body of contributors, and
with less regard to individual “ability to pay ® than,
for instance, in the Labour Party’s proposed scale,
To some people, who think that this scale is too
steeply graduated, this would be an argument in
favour of the Levy, rather than against it But,
in fact, the great majority of those on whom the
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Levy would be imposed would have no power to
pass it on, any more than they have the power
to pass on their income tax. Passive holders of
secyrities, who paid. by transferring them, would
obviously have no such power. Some business men
in a position to make monopoly profits, but not
previously exploiting this power to the full, might
succeed in passing on part of the Levy to their
customers. * But such cases are not likely -to be
very numeérous or important. Most men aim at
making the largest profits they can, Levy or no
Levy.
% As Mr Clynes and his friends agree with the
leaders of other political parties that the present
rate of taxation is too high, it is obviously absurd
to suppose that our industrial difficulties will be
lightened by increased taxation, whether in the form
of a tax on capital values or otherwise.”! *THhe
fundamental error is to regard any tax, whether on
capital or on income, as a means to assist the nation
to recuperate from the effects of the war. A tax on
capital does not produce new wealth.”2 These, too,
are one-eyed criticisms. The Levy is advocated,
not for its own sake, but in order, among other
things, to enable annual taxation to be reduced.
It will not, of course, itself *produce new wealth,”
but it will be the means of lightening the present
handicaps on the production of new wealth.

“If the National Debt were paid off, where would
the public find an equally safe investment?”3 It
is not part of the taxpayers’ business to provide *the
public” with a safe investment. But even if the
whole National Debt were paid off, which is too
much to hope for at present, there would remain,

.3 Mr C. R. V. Contts in the Zimes of November 13th, 1922,
2 Mr C. Tumnor in the Zimes of November 7th, 1922,
2 Mr E. M. Rodocanachi in the Zsimes of November 11th,

1922.
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of course, a very wide range of investments, in-
cluding all the Trustee securities and many more.
which are hardly less safe. On the other band, if
no effort is made to reduce the Debt, and if, as a
result, a stron ‘gpopuhr demand arises for a reducnon
of the rate of interest or for complete repudlanon,
it will soon cease to be considered a safe investment
any longer. Further, it is not desirable in the public
interest that investors should play too much for
safety. Economic progress is only possible if in-
vestors are prepared to take certain risks.!

“The Levy could not lead to reduced annual
taxation, because, although the interest charge on
the Debt would be reduced, the yield of existing
taxes would also be reduced through the cancellation
of War Loan on which income tax, super tax and
death duties are now paid.” It is true that the
{neld of existing taxes would be reduced, but the

oss of revenue under this head would be less than
the reduction of expenditure in respect of interest
on the Debt. The Levy would, therefore, permit of
reduced annual taxation. This point is considered
more fully in Note D below. But we may put it in
this way. Suppose Li1co of § per cent. War Loan
is surrendered 1n payment of the Levy and cancelled.
Then the interest charge on the Debt is reduced
by a year. But the taxation on the previous
holder of this War Loan will be reduced by less than
£S & year, unless we are to assume that he was
previously paying annual taxation at the rate of
sos. in the £ on that part of his income which
he has surrendered. And this assumption is not
true, even of the richest taxpayer.

! As s matter of mct, gilt-edged securities have turned out
to be a good deal lesa ** safe,” even in this country, thaa good

lndunmh, while in countries where cu flation bas
ised on a really big scale, such * safe investments”
han practically worthless.
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“ The Levy would drive capital abroad and those
liable to it would thus be.able to evade their
liability.” This argument has been put thus: **Mr
Clynes’ letter exposes his financial incapacity. . . .
Much of the apparent wealth of this country could
by a stroke of the pen be removed beyond the
tax-gatherer’s grasp. Take as outstanding examples
‘~—but there are thousands—what proportion (sic) of
the large profits earned by Messrs Coats, the
Shell Transport and Trading Company and Messrs
Brunner, Mond & Co. is within the control of
the British Empire?”! No person resident in this
country and liable to pay the Levy would escape
liability by exporting his capital. He would be
assessed on his total net wealth, whether situated
at home or abroad. Legal liability could only be
evaded if, before the imposition of the Levy, the
owner emigrated along with his capital. This is not
likely to happen in many cases, and existing real
capital, in the form of land, factories, machinery, ete.,
cannot emigrate. It is possible that some unpatriotic
and dishonest people will try to dodge the Levy by
deliberately telling lies about the amount of their
foreign investments. Such conduct, if detected,
should be punished by a heavy fine, supplemented
by imprisonment. And the difficulty of escaping
detection will be considerable, as the Inland Revenue
officials will be able to prepare dossiers of all sus-
pected culprits on the basis of income tax and death
duty returns already in their possession. If wide-
spread attempts to dodge the Levy are threatened, it
.may be desirable to strengthen the hands of these
officials by giving them increased powers of inspecting
banking accounts,” etc. It may be repeated that
Messrs Coats and the other firms mentioned would
not, as such, be liable to the Levy at all, and that
their reserves and undistributed profits would not

1 Sir John Latta in the 7¥mes of November 7th, 1922,
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be aflected, though their richer shareholders would
of course be liable.

*The Levy will discourage saving,” or, in more
melodramatic language, “the cause of thrift will
receive its death blow.”? This, again, is a one-eyed
criticism, no account being taken of the reduction in
annual taxation, which the Levy will make possible.
It is heavy annual taxation, and the dreary prospect
of its indefinite continuance, which at present dis-
courages saving far more seriously than the imposition
of the Levy, once and for all, would do.?

“The Levy will give a severe shock to business
confidence,” or, again, in more melodramatic Imgulge,
“credit will be shattered.”® How far there is any
substance in this argument depends largely on the
conduct of business men themselves. If they are
unaliterably determined to follow the example of the
Gadarene swine, it may be difficult to prevent some
of them from drowning themselves and causing much
incidental, even if only temporary, damage to others.
But, if it can be proved to the satisfaction of the
public and of the business community that the Levy
affords no rational ground for panic or the loss of
business confidence, then these things will not
happen. To prove this is one of my objects in
wnung this little book. Perhaps, most business men
being what they are, the “shock to confidence®
would be most easily avoided if a Conservative
Government carried through the Levy. To this
interesting possibility I shall return in the next section,

*“The Levy will cause increased unemployment.”
This argument is closely connected with the last. If
the “shock to confidence™ can be avoided, there is
no reason why unemployment should be increased.

8 My W. W. Paine in the 7¥mes of November 1st, 1922
® As My Hichens points out in the interview quoted on
P 47-49.

P 8 Mr W. W. Paine once more in the same letter.
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In some cases unemployment might be caused
among the employees of private businesses if the
Levy had to be paid at once and in full. It is

ecisely in order to prevent this that payment by
instalments is provided for in these cases. It is
true that the collection of the Levy would result
in a certain redistribution of capital and purchasing
power as between diflerent individuals and that, as
a result, a certain number of people, previously
employed by the richer contributors to the Levy,
would lose their jobs. But there would be a roughly
corresponding increase in the demand for labour
elsewhere and in the number of people, previcusly
unemployed, who would find jobs. For, roughly,
corresponding to every pound by which the income
of a contributor to the Levy would be reduced, the
income of someone else, whether a taxpayer or a
beneficiary of public expenditure, would be increased
by a pound. Further, if we look beyond the collec-
tion of the Levy to the subsequent effects of the
reduction of annual taxation and of the increase
in socially desirable public expenditure, we are
entitled to expect an improvement in trade and a
decrease in unemployment.

“The present is not & good time to impose the
Levy, oming to trade depression.” The argument is
that, trade being bad, the Levy will make it worse.
It might with equal plausibility be argued that, if
trade were good, the Levy would make 1t less good,
and that, ifg trade were neither very good nor very
bad, the Levy would make it bad. So that it would
never be “a good time 1o impose the Al
such arguments assume that the Levy would be bad
for trade. Fot reasons given above, I do not believe
this, but I do believe that, until we have cleared off
a large part of the Debt, trade will be permanent!
worse than would otherwise be the case. A sic
man, who needs a dose of medicine, is not wise to

64



SOME OBJECTIONS TO CAPITAL LEVY

keep on taking his own temperature instead of the
medicine. I have, indeed, remarked elsewhere about
the Levy that “it is probably too much to hope that
its imposition would not produce some temporary
check to business confidence. It would, therefore,
be well to time its imposition 80 as to make it coin-
cide with an incipient trade boom and thus to exercise
8 wholesome brake upon the ill-founded optimism,
which is apt to prevail during such periods. For one
of the surest ways of curbing trade slumps is to curb
the trade booms which precede them.”? But this is
a counsel of economic perfection, which it may be
impossible to act up to in the rough and tumble of
practical politics. For in the House of Commons
things must be done when there is & majority to do
them, or not at all. It is also true that if, for any
reasnn, the price level were to rise or fall sharply in
the period during which, after the individual assess-
ments had been made, the bulk of the Levy was
being collected, considerable injustice would result
as between contributors, for some of these would
get off much more lightly than was intended, while
others might be ruined. This would, of course, be
only a particular instance of the injustice which
always results from violent Suctuations of values.
But it is specially necessary that the Government
should take steps 10 keep the price level fairly steady
during this critical period. Thbis could, and sbhould,
be done by deliberate manipulation of the bank rate
and of the currency note issue.

“There is no guarantee that the Levy, if once
made, would not%e repeated.” There can, in the
nature of the case, be no such guarantee. If the
Levy were once made, and if it were subsequently
proposed to repeat it, that proposal would have to be
considered on its merits in the light of the subsequent

3 Pubdlic Financs, p. 306,
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situation. But the present proposal is to make it
once only, for a special purpose, Nor is there any
guarantee that, if it is not made next year, it will not
be made within the next five years. Business ‘men
may dislike the prospect of “living under the shadow
of a possible future Levy,” and may feel that this
shadow would not vanish if they submitted to the
Levy now. But they are living at present under such
a shadow, which certainly will not vanish so long as
they resist the Levy. For the continuance of Public
Debt on the present scale is a standing provocation.

“There is no guarantee that, after the Levy had
been made, income tax would be reduced.” I have
suggested above that supporters of the Levy would
be well advised to give such a guarantee, provided
that influential opponents would thereby be won
over. But if they would not, such a guarantee would
serve no good purpose. Even without a guarantee,
however, the odds are heavily in favour of such a
reduction being made. ~

“There is no guarantee that the proceeds of the
Levy would be used for Debt Redemption at all.”
Such a guarantee could, and should, be given in the
Act "of Parliament enforcing the Levy. All that
would be necessary would be a clause providing that
all the proceeds of the Levy should be handed over
to the National Debt Commissioners, to be used
exclusively for the purpose of Debt redemption.
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FUTURE PROSPECTS

I HAVE nothing more to add, within the present
limits of my space, to the gencral discussion of
this problem. The balance of argument is, in my
opinion, very heavily in favour of the Levy. All the
alternative methods of dealing with the Debt, that
great brute fact which cannot be exorcised by playing
ostrich, appear to me both hopeless and dangerous.
Most hopeless of all, and in the long run most
dangerous, is the present policy of sitting still and
doing nothing.

The Capital Levy will not be a thing delightful
in itself, except, perhaps, for a few officials, to whom
it will give an exceptional chance to show their
administrative skill. Those who will have to pay
it will simply be making the best of a bad job. It
is true, but it has no bearing on the issue now, that
if the British Government had taxed more and had
borrowed and inflated less during the war, our present
Debt would have been smaller and more manageable.
Also that, even after the unsound finance of the
war period, we missed a golden opportunity of im-

ing 8 Capital Levy, with or without a special
r:vy on War Wealth, immediately after the Armistice.
For then, when the glow of military victory had not
yet passed into the gloom of economic defeat, many,
who have since grown timid and distrustful of their
neighbours, still felt bold and generous. If these
things had been done then, we should probably have
been spared the extremities both of the unhealthy
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post-Armistice boom and of the subsequent depres-
sion, which still holds us in its grip. But these things
were not done, and no regrets are helpful now.
We shall continue to be faced by this problem until
we find the courage to solve it, as a man with a
rotten tooth goes on suffering from toothache, and
consequent ill-health, until he can bring himself to
have it out.

Given the present alignment of political parties
in this country, it may seem that we must wait for
a Labour Government and a Labour majority in
Parliament to drive the Levy through, in the face
of fierce opposition and -attempts at ‘“sabotage” by
wealthy men, fighting desperately with their backs
to the wall against those whom they will accuse of
seeking to despoil them and to ruin us all. This
may, indeed, prove to be the necessary and destined
solution. But it is not a happy prospect, nor is it
the only possible solution. It is much to be hoped
that a settlement will come more easily, with less
waste of political energy and less bad blood. Settle-
ments by consent are better than settlements by
conflict, and more in accord with British political
good sense.

We must not rashly assume that the present opposi-
tion to the Levy is unalterable. Strange tides of
opinion and of prejudice ebb and flow in the minds
of men and, especially in politics, the whirligig of
time brings many dramatic revenges, and sometimes
brings them swiftly. Mr Bonar Law and other
Unionist leaders openly encouraging armed rebellion
and military indiscipline in defence of the Union in
1914 and by constitutional means abolishing the
Union in 1922! Mr Lloyd George’s small beginnings
with graduated income tax and super tax in 1909,
denounced by Lord Rosebery as “the end of al},”
and now multiplied many times over and accepted
by Conservative opinion as infinitely preferable to
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8 Capital Levy, which would be the surest means of
lowering the income tax! The mad estimates of
German Reparations in 1918, the mad attempts to
realise them, and the gencral acceptance in 1922,
even in the City of London, of simple truths which,
when first enunciated by Mr J. M. Keynes and by
members of the Labour Party, were hysterically
booted as “ Pro-German!"

With these recent examples before our eyes, we
need not yet despair of wholesale conversions to
the Levy. “Itis unfortunate, I think,” says a letter-
writer to the ZImes, who is obviously a Conservative,
“that the Conservative Party have adopted so
definitely a hostile attitude to the project of a Capital
Levy. Itis by no means certain that circumstances
will not force them, in a very few years, to some
such expedient. For some reasons it would be
preferable that a Levy should be introduced by a
Conservative, rather than a Labour, administration.
... The good will of the banking and financial
interests would be almost necessary to its success,
and this would be more likely to be at the disposal
of Mr Bonar Law than of Mr Clynes. Also a
Capital Levy in Conservative hands would be
accompanied by a large reduction of income and
super tax, and this might not be the case if a Labour
Government carried the proposal®! This point of
view may quite conceivably win increasing favour.
Another letter to the 7Tmes a few days later contained
the suggestion that, if only the name were changed,
the thing itself would lose most of its terrors, and the
title * Wae Debt Redemption Levy ™ was proposed,
apparently without knowledge of the fact that
this is the title actually adopted by the Labour
Party in its official statement of policy.? It is also

8 Mz H. Willis in the 7¥mer of November 11th, 1923

S Lobowr and the War Dedt, p. 7. See also the followt
paragraph from the Labour Pan -decdoamﬂuopnblm
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remarkable that several prominent politicians, both
Conservative and Liberal, who in the recent election
campaign expressed violent hostility to the Levy,
had previously expressed quite different and much
more reasonable opinions. To these earlier opinions
(their own statements of which are given below in
Note E), it will not be very difficult for them to
return. }

But speculations of. this kind, though they have a
certain fascination for the politician, are of no great
concern to the economist. It is primarily as an
economist that I have written this book, and it is
on its economic merits that I recommend the
Capital Levy to my readers.

in the Press on October 26th, 1922 :—¢‘ Labour recognises the
urgent need of lifting from the trade and industry of the country
the deadweight burden of the National Debt. It, therefore,
proposes the creation of a War Debt Redemption Fund, bya
special graduated Levy on fortunes exceeding £5000.” It was
the Zimes of that date, choosing its words carefully with a view
to electoral effect, that flashed upon its readers the headline,
¢ Labour Policy of Confiscation. - The Capital Levy.”
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NOTE A

NATIONAL EXPENDITURE

Tus following uuuntu of n-uonn! ngendunn for 1923-
1923 are taken from the C !

statement of May ist, 1932. The euumted tax revenue was
£729 millions and the estimated revenue from other sources,
chicfly **special receipts™ from the sale of our few remaining
war assets, {181 millioas, making & total estimated revenue
of just over £910 millions. As against this the estimated
expenditure was as follows ;—

£Emillions

National Debt Services . . . . . 33
Other Consolidated Fund Services . . .
Armay, Nuy and Au Force . . . . 138
Educati . . . . . . 53
oud Agc l'enuou . . . . . 23
War Pensions . . . . . . 90
Other ** Civil Services” . . . . . 183
Post Office Services . . . . . sS4
Revenue Departments . . . . . 12
Supplementary Estimates . . . . 25

Total .  gro

It will bo seen that, according to these emnuts, National
Debt services, which include no provision lo: Debt redemption,
but only the 1 int for 46 per cent. of
the tax revenue and 37 per cent. of the revenue from all sources.
Also that the interest on the Debt is tically two and & half
times the expenditure on the Army, Navy and Air Force com-
bined, more than three and & half umec the expendnuu on war
pensions, more than six times the on from
national funds and more than fourteen times the expenditure on
old age pensions. [n default of & Levy, such disparities will
almost moinunly grow in the next few years, especially if

It is an ast 1 of sil
regarding the Deb( Jm the Geddu Comm{uee. which was

1
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appointed with a great blowing of trumpets in 1921  to make
recommendations to the Chancellor of the Exchequer for
effecting forthwith all possible reductions in -the National
Expenditure,” was barred by its terms of reference from taki
into consideration the expenditure on the Debt. The Com-
mittee’s Report contains no protest against this limitation, and
no reference whatever to the Debt.
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NOTE B

COMPOSITION OF THE NATIONAL DEBT

AccospinG to the Finance Accounts, |9a|;|9u. the com-
positon of the Debt on March 318t, 1922, was as follows >

Foax or Desr axp Darss or Maruvnrtizs

Awount in Lmillions
Conecls (2} per cemt. yable alter 1923) . m
Orher pu-!»u debe P . z‘
War Loas (3} per cent 19:5-19@8) . . 3
War Loas (44 per cent. 1925-1945) « e 13
War Loaa (§ per cent. 1929-1947) - . 1887
Wnbunu’ueun. free of income tax
l9’9-lm. . . 63
' [0 pa cent. 19601990) R
\'-aoty Bonda (4 cent. anvwal drawings) . 35
Coavensios Loaa {3 pes cent. after 1961) . 206
M (vanous 3-” per ceot.
1923-1930) . . 186
Nabonal War Boods (n.no-s 4-5 pa mt.
1923-1939). . 1201
Treasary bonds (nno. 5 1) pct mt.'
1925-1935) . . . « 453
Naticaal Seviags Ccuﬁma . . e "ux
Treagury Bills . . . . 77
Ways and Means Admca . . . . 147
Debt to United States Government . . to8g
Otbes debe . . e |
7677
Deduct Funding Loas and Victory Bonds
tendered in payment of death duties and
beid by Naticoal Debt Commissioners until
drawn o puid of . « . . . _322
.. . 7658
Add sccreed interest o8 National Savings
Cenificates . . . . . - _4S
Total . 7700

§ loclading £24 willions of Bonds, ca which the mte of
interest vanies with the bank rate.
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Between March 31st and October Ist, 1922, £14 millions of
Exchequer Bonds, £214 millions of 5} per cent. Treasury Bonds
and £200 millions of National War Bonds were voluntarily
converted by their holders into £427 millions of Conversion
Loan, £14 millions of 4} pet cent. Treasury Bonds, 1932 (a
new issue), £120 millions of § per cent. War Loan and £1
million of 4 per cent. (free of income tax) War Loan. The
net effect of these conversions is to reduce the annual interest
charge by £840,000, but to increase the principal of the Debt
by £134 millions. This increase is not ¢‘ merely nominal,” as
has been alleged, but, on the assumption that Conversion Loan
will appreciate, means an increase in the amount which will have
to be repaid later. If, as seems likely, this sort of conversion
is to be frequently repeated in the next few years, as a substitute
for the genuine repayment of maturing debt, the principal of the
Debt will be seriously increased, while no great saving will be
made in the annual interest charge.

Further, between March 3Ist and December 2nd, 1922, the
Floating Debt was reduced from £1024 millions to £948 millions,
Treasury Bills being reduced from 4877 millions to £736
millions, and Ways and Means Advances increased from £147
to £212 millions. But this reduction in the Floating Debt was
more than balanced, and indeed was only made possible, by the
issue of £66 millions of 4} per cent. Treasury Bonds and £27
millions of National Savings Certificates. This substitution,
taken in conjunction with other minor changes, makes no
appreciable difference either to the principal of the Debt or to
the annual interest charge.~. The net result is that the principal
of the Debt amounted on December 2nd, 1922, to some
£7830 millions.?

1 Not taking into account the reduction in the Debt to the
United States Government due to the appreciation of sterling
in terms of the dollar. ’
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NOTE C

THE YIELD OF THE LEVY

Ir is impomible fur anyone to estimate the yield of the Levy
with any great degree of precisi The rel t statistical
material is, ia sny case, insdequate. At the present time,
moreover, it is specially difficult to bandle, owing to the great
flucteation of values during and since the was. Again, any
estimate made now may need considerable revision, either
apwards or downwaids, as 8 vesult of changes, which cannot
yet be ht:;e‘;:. during the next few !::n. 'innlly,lol‘:;ﬁ'::'tese(i
the yield Lavy depeads npon the detailed scale ado,
and, ss I have pointed out sbove, there is no special sanctity -
about the scale proposed by the Labour Party. This should
ohviously be open to recomsideration, snd may require to be
ecither suffened or slackened in the light of further discussion
and the future course of events. It is essential that these
qualifications should be borne in mind by readers of the pro-
wisional calculations which follow.

Let ws 'llbyq?lyinglh.hbo\ll?lﬂy’l scale to the
Iatest available estate duty statistics (Repor? of /niand Revenue
Commissioners, 1930-1931, PP ?O-JI). The table on page 76

ves the total value of various of bject to estate

aty in 1930-1931, the average rats of Levy on each clams
according to the Labour Party’s scale sad the yicld of the Levy
in respect of each class.

It may be added that the total number of individual estates
greater than (5000 liable to duty in this year was 10,156, of
which 13 were worth more than a million pounds, and 18 others
wers worth more than balf-a-million. Comrring the total
yield of the Levy on this sample of estates with the total value
of the latter, we find that the average effective mte of Levy
works out at 35°8 pes cent.

We have now to pass from this uu:ﬂe of wealth liable to
estate duty to the total wealth liable to LevI For this pur-
:'ou- isticians have nu:oou d :h:m;:tiplm"

hat is to , they have argued the total
venm individuals :ylhont thirty times as great as the total
wealth of those individuals who die in the course of the year.
1f we adopt this view we shall bave to multiply by 30 our total
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Individual Estates ZTotal valus Averags Yield

(to mearest  Rate o 9)
R e A
£ £ %

5,000 and 10,000 40,500,000 2 810,000
10,000 ,, 15,000 29,200,000 7 2,044,000
15,000 ,, 20,000 17,900,000 12 2,148,000°
20,000 ,, 25,000 16,300,000 18 2,445,000
25,000 ,, 30,000 12,000,000 17 2,040,000
30,000 ,, 40,000 19,000,000 20 3,800,000
40,000 ,, 50,000 17,000,000 23 3,910,000
50,000 ,, 60,000 10,500,000 26 2,730,000
60,000 ,, 80,000 18,300,000 28 5,124,000
80,000 ,, 100,000 12,900,000 31 3,999,000
100,000 ,, 150,000 25,800,000 34 8,772,000
150,000 ,, 200,000 13,300,000 3 4,921,000
200,000 ,, 250,000 8,400,000 3 3,192,000
250,000 ,, 300,000 4,400,000 40 1,760,000
300,000 ,, 400,000 12,200,000 41 5,002,000
400,000 ,, 500,000 5,400,000 _ 43 2,322,000
500,000 ,, 600,000 4,500,000 45 1,845,000
600,000 ,, 800,000 3,400,000 47 1,598,000

' 800,000 ,, X,000,000 4,200,000 49 2,058,000
1,000,000 ,, 1,500,000 15,400,000 5T 7,854,000
1,500,000 ,, 2,000,000 5,200,000 53 2,756,000
2,000,000 ,, 3,000,000 8,700,000 55 4,785,000
Over 3,000,000 2,700,000t 56 1,512,000
306,800,000 77,427,000

of £306,800,000 in order to obtain the total of wealth liable to
the Levy. This gives a total of £9204 millions. Taking
252 per cent. of this or, what comes to the same thing,
multiplying our total of £77,427,000 by 30, we shall obtain a
figure for the total yield of the Levy, on the assumption that the
distribution of wealth among those who die in any particular
year is much the same as among the living. This works out at
£12,322,810,000, or just on £zd;z§ millions. Again applying
the multiplier of 30, we should expect to find about 304,680
persons liable to the Levy, of whom about 330 would be
millionaires and a farther §40 would be worth more than half
a million,

There are, however, reasons for believing that this method of

N Estate duty had been paid on part of this estate in the
previous year,
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NOTE C

approach gives remulits which are below the truth. Sir Josiah
Suamp, i his Weskh and Tasebis Capenity, loa,m
we of additzonal matevial supplied by the of

Revenue, estimates the total wealth of individusls worth more
thaa £ 5000 at {10,498 millioms, escluding £ 330 millions repre-
senting the value of ferniture and ressd: o2 £10,818 milions
i thess exclusions are aot made. He estimates the number of
such individuals st 392,256, of whom 323 would be millionaires

J

3
i
g

Act, i

Consmessoomery Report 19£0-1931, p. 83, * the additional
sevenoe received in the past year from ths camse was aboat
L0 millions, while the ponding sem sved i 1919~
1930 wes omly {4 millioma, the increased rates being operative
only during hmtp-nd:]l 1920."

1 have made an allowance ll.tlinimlhlﬂl-lm.nd
£10millions for 19233-1923. We then get the following table +—

. £ £
19181919 - 39, 800,000 30, 800, 000
31919- 1920 .« 42,800,000 38,800,000
1920-1928 « < 47,500,000 37,300,000
igai-1gzz . « $3,500,000 40,200,000
1923-192 ) (estimate) 48,000,000 38,000,000

Further, the estimate for 1923-1923 Is likely to be exceeded,
lhnu?aﬁv-AwilbDemuba 1923 being £7 millions in
excen of those for the corresponding period of 1925,

% Pot the all since the middle of 1919 is less than the Al
from the crest of Wbe boom ia 1930,

n




THE CAPITAL LEVY EXPLAINED

In the light of this.evidence, there seems no reason to reduce
our provisional estimate of the yield of the Levy below £2700
millions, which may, indeed, be even now under the mark.
Moreover, an appreciable revival of trade, accompanied as it
would be by an increase in the value of industrial shares, would
entitle us to raise our estimate substantially, -

There are still some further points to be considered which
have a bearing on the yield of the Levy.

First, there is a deduction to be made from the yield, in so
far as discount_is allowed on prompt payments. Second,
there is an addition to be ms.(f: to the yield, in so far as
interest is charged on deferred payments, ~Third, there is an
addition to be made for interest on securities beld by the National
Debt Commissioners pending realisation. Fourth, there is an
addition to be made if these securities appreciate between
receipt and realisation. Similarly, there is a deduction to be
made if they depreciate,

These four points have a bearing on the actual yield of the
Levy in terms of money. It is not obvious that any discount
should be allowed for prompt payments, though clearly interest
should be charged for deferred payments. Probably discount
should only be allowed, if at all, to those contributors who
pay their Levy in full within, say, a year, and should not
be allowed in respect of part payments. Let us assume that
£1300 millions are paid within a year, of which £650 millions
arc payments in full and £650 part payments, and that the
remaining 41400 millions are paid, on an average, in five
years—i.¢. in four years after the end of the first year? We
then have a rough basis, on which to make a very tentative
estimate. A discount of § per cent. on £650 millions will
amount to £34 millions. Interestat § per cent. for four years
on £1400 millions will amount to £280 millions, Under these
two heads, therefore, we shall obtain an additional £246
millions {£280 millions minus 434 millions). This will raise
the yield of the Levy to £2946 millions. -

Turning to the third point, let us assume that the National

1 This average period, here taken to be four years, will, of
course, be a weighted average. It will be calculated by
dividing the total deferred payments, apart from interest, into
the sum of the anments made in each period multiplied by
the length of each such period calculated from the end of the
first year. An average period of four years is, therefore, quite
consistent with the possibility that a number of contributors,
chiefly men with the bulk of their capital invested in private
businesses, will be allowed to pay in instalments spread over
ten, or even twenty, years. N
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NOTE C

Debt Commiseloners receive £800 millions of securities, other
than British Government securities, in payment of the Levy,
that these beasr intevest, on the aversge, at § per cent., and
that the Commimiocners hold them, on the average, for three

from the date of receipt till the date of realisation. The

mismioners will then receive a sum of (120 millions in
interest, which must be added to the yicld of the Levy and
will mise it to £3066 millions.

Turning to the fourth point, it must be repeated that the
Commissioners will only sell these securities gradually, acting
on expert advice and aiming at the largest possible profit on
sealisation. There should a chance of making a
profit of £20 millions or 80 on the skilful sule of £800 millions
of securities.  But, for the ske of jon in our esti ., We
will sssume that no soch profit is made,

The ing calculations, in which I think J have refrained
from the temptation to *look ever on the sunnier side of
doehe,” su that the authors of Lebewr and the War Debt
were justi in their view that ‘“tbe Levy on the sale

oposed should yicld, on & cautious estimate, £ 3000 millions.” *

ut it must be sepeated that the basis for any really close
estimate is mot available, and that, evea if it were, changes in
productivity, prices and the distribution of weslth might cons
siderably slter the estimate, either spwards or downwards, in
the course of & few years.

s Lebour and the War Dubt, p. 9
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NOTE D

SAVING IN ANNUAL EXPENDITURE AND
LOSS OF ANNUAL REVENUE THROUGH
THE CAPITAL LEVY

AssUMING that the yield of the Levy, in terms of money, is
£3000 millions, the next step in our calculations is to estimate
how much Debt such a Levy will cancel. If all British Govern-
ment securities accepted in payment of the Levy were accepted
at their nominal value, and if all such securities purchased in
the open market by the National Debt Commissioners were
purchased at their nominal value, the Levy would obviously
cancel £3000 millions of Debt. But, in fact, it would cancel
more, for, on balance, the market value of British Govern-
ment securities is less than their nominal value, and this state of
things is almost certain to continue for some years to come.
Both for payment of the Levy in such securities and for the
purchase of such securities by the National Debt Commissioners
the market value on the day of payment or of purchase would
govern the matter.

Taking the composition of the Debt and the market values
at the beginning of December 1922, we find that the following
classes of the Debt stood below par:—

Market value Nominal  Market

per £100 value. value.
nominal value Lmillions Lmillions
Consols . . i s 56 277 255
War Loan (33 per cent.) . 96 63 . 60
War Loan (44 percent.) . 95 13 12
Funding Loan ‘ . 86 400 344
Victory Bonds s . 89 337 300
Conversion Loan . ; 75 693 521
Total 1783 1492

On these classes, therefore, the market value was £291
millions below the nominal value.
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NOTE D
The bollowing ciasses of the Debt stood above par »=~

Market valus  Nominal  Markst
por {100 valus. vaiue.
wominal valug Lmillions [Lmillions
War Loan (4 per cent.

free of income tax) . tog 66 67

Trn-ry Bonds (5}
per crnt. ) 104 - 30 3t
National War Bmdn . 104 (average) 1001 1042
Exchequer Boods . 303 (average) 172 178
1269 1313

On these clases, therefore, the market value was £ 44 millions
above the sominal value.
The remaining classes of the Debt stood puchully st par.
The nominal value of the Debt, £7830 millions, must, there-
fove, be reduced by £291 millions and-increased by £ 44 millions,
in order to arrive at the market value. This gives a market
walve of (7583 millions. 1, therefore, we pssume that the
warious classes of Debt are p the
Levy, {3000 millions of chywould um{ st the prices of
December 1923, some £ 3086 millions of Debt, md would reduce
‘the nominal value of the latter from (7830 ‘millions to £4744
millions, & decrease of 39 per cent. If the prices of British
Government securities appreciate, the cancellation of Debt, in
:ttmﬁ of /3000 nilliou will dmumsh: if they }ieprwm .
will increase. yment at fixed prices of maturin
dehl is vot, of course, a r? ¢
saving, as ¢ result of tbe Levy, in the annual interest
chugc will, therefore, be about ﬂ’ per cent.  On en interest
Thz 36§ millions 8 b:hu ‘ln,d-moun:‘:o £143 millions ‘:
is saving will reali 1y, - the
:;l.l,etled and its 'gnd -mut
the greater part should be realised in the course oh'ine first two
or three years after the impesition of the
Our next step is to estimate roughly the financial relief which
'xll result and the um which will be made available for the
n of ion and for the incresse of annual
cxpendnun 00 the social services.

1 The probable annual Interest charge in the near future
cannot be estimated with any eccuracy until definite arrnge-
ments have been made with regard to the Debt to the United
States Gounmt.
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THE CAPITAL LEVY EXPLAINED

The Levy will result in the cancellation ‘of Debt and hence
in the destruction, not of any real wealth, but of a number of
pieces of paper, in the form of War Loan scrip, ete., which at
present entitle their holders to a tribute from the taxpayers.
The Levy will, therefore, cause a certain loss of annual revenue,
through the loss of the income tax and super tax now payable on
the income from these pieces of paper and of the death.duties
now payable when they change hands through death. This loss
of revenue, however, will be considerably less than the saving
in expenditure and, like it, will come about gradually. We
shall estimate this loss of revenue provisionally, on the basis of
the present rates and yield of taxation.

First, as to income tax. At first sight the loss will be equal
to about §s. in the £ on £142 millions a year—i.e. to?;;s}
millions a year. But this is an overestimate, since no income .
tax will be lost throngh the cancellation of 4 per cent. War
Loan, which is free of income tax, or of the Debt to the United
States Government, These two forms of Debt amount to
£1150 millions. A cancellation of 39 per cent. of this would
amount to £448 millions and a saving of interest of £22 millions
a year, §s. in the £ on this is £5} millions, which reduces the
loss of income tax to £30 millions a year. If it were decided
to pay off more than a proportionate part of the American Debt,

. using the bulk of the cash proceeds of the Levy for this purpose,
the Joss of income tax would be still further reduced. This
would be a sound policy, since the real burden of external debt
is greater than that of interoal debt. Let us suppose that an
additional £400 millions of ‘the American Debt is paid off,
instead of a corresponding amount of internal debt. . The
interest on this would be £20 millions a year, and §s. in the £
on this would be £5 miilions & year. The loss of income tax
would then be reduced to £25 millions a year.

Next, as to super tax, the yield of which in 1921-1922 was
£61 millions. The loss here is more difficult to estimate, owing
to the graduation of the scale and other complications. In
the two typical cases examined on pp. 45-46, the super tax
payable dropped, as a result of the Levy, from £87, 10s. to
£17, 8s. in the one case and from £13,012, 10s. to £§619 in
the other. The loss of super tax was, therefore, 8o per cent.
in the one case and §6 per cent. in the other. Asa rule, the
larger the pre-Levy income subject to super tax, the smaller the
percentage loss of super tax through the Levy, and in a
weighted average of all relevant cases the average percentage
loss will be considerably nearer to 56 per cent. than to 8o per
cent, Let us put it provisionally at 65 per cent. Buta figure
arrived at in this way must be reduced for two reasons: First,
because no income subject to super tax will disappear as a

“~ -
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NOTE D

sesult of repayment of external debt, and, second, because no
earned income will be directly ‘;feued byt‘hc Levy, which will
fall, roughly speaking, only on of in t

Of the income subject to super tax a considerable past is earned
income, and the two cases taken above are not, therefore, veally
typical, since in the first theve is no earned income and in the
second earned income amounts only to £1000 cut of a total
pre-Levy income of {§1,000. Allowing for these two deduc-
tions, we may, I think, safely reduce our estimate of the per-
centage loss of super tax through the Levy from 65 per cent. to
ssrneuu. This will mean & loss of super tax of £33}
millions a year.

Next, ss to death duties. In 1920-1931, the latest year for
which we bave detailed returns, the yield of the estate duty was
{40} millions, of which {3 millions were obtained from estates
worth less than £ sad, therefore, Bot subject to the 3
On the estates ovey zgaoo. with an estste duty yield of {38}
millions, the aversge rate of the Levy would be 25°2 per cent.
(see p. 75} The first approximation to the annusl loss of
mudntymld.thueﬁne,hu‘i'armt. of £384 millions—
.e. {10 willions & year. Baut this is an uoderestimate, since
both the estate duty scale and the Levy scale are graduated.
Let us 8dd {3 millions oa this account, which will bring the
loes of estate duty up to {13 millions s yeas. In 1920-1931 the
yicld of the legacy and ion duti illi

was .
year. These duties are not graduated, except ing to the
selationship of inheritors to deceased Some legacies

and succensions, moreover, come out of estates worth less than
£5000. Allowing for this fact, the loss of legacy and succession
duty will be mtber less than 35°s per cenl. of {6} millions.
Let us put it at {1} millions & year. We arrive, then, at &
provisiunal estimate of {14) millions & yeas for the loss of death
duty revenue through dwtevy In so far as the yicld of the
death dutics has increased since 1920-1921, this estimate must be
increased.  On the other band, in 5o fasr as o property subject
to death daties will disappear as a result of the yment of
external debt, the estimste must be diminished. The second
of thess considerations certainly outweighs the first, and we
may, | think, safely write down the loss of death duty revenue
to {13} millions & year.

We have now com; our estimate of the annual loss of
revense as 8 result of the Levy. We bave estimated the loss
of income tax at £25 millions a year, of super tax at £33}
millioos & years, and of death duties at {13} millions & yeas,
making & total of £72 millions & year. We have to dedua
this loss of annual revenue from the smving of {142 millions s
year in expenditure on interest oo the Debt. This gives us a
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THE CAPITAL LEVY EXPLAINED

balance of {70 millions a year on the right side, available for
reduction of taxation, for increase of social expenditure or for
the creation of a Sinking Fund for further Debt reduction.

Let us consider some of the alternative uses of £70 millions
a year. It would be possible (1) to reduce the standard rate of
income tax by 1s. 6d. in the £, or (2) to reduce the standard
rate by 1s. in the £ and to repeal the corporation profits tax,
or (3) to repeal all the taxes on food—.c. sugar, tea, cocos,
coffee and dried fruits, and to give in addition some relief to
the poorer income tax payers. Nor would any one of these
three plans use up the full £70 millions. Following out the
first alternative, a five-shilling income tax with the present
allowances, plus super tax on the present scale, is estimated to
yield £300} millions & year in 1923-1924. Subtracting £61
millions for super tax, the yield of a five-shilling income tax
is £248} millions a year. After the Levy this would be reduced
by £25 millions a year, as estimated above, to £223} millions
& year. The cost of a reduction of eighteenpence in the
standard rate would, therefore, be three-tenths of this, or £67
millions a year. The cost of the second alternative would be
£65 millions a year, taking the yield of the corporation profits
tax at £20 millions a year.- As regards the third alternative,
the yield of the food tazes is £53 millions & year, and a further
£ 10 millions a year might be applied to increasing the income
tax allowances for children and for married persons. A fourth
alternative, which would be financially possible and which
might appeal to a Conservafive, though not to a Labour,
Government, would be to repeal the super tax and death dutles
sltogether, a policy which, allowing for the deductions estimated
above, would cost £64 millions a year,

I have suggested on p. 43 that, if opponents of the Levy
could thereby be induced to accept it, it would be worth while
for & Labour Government to undertake to adopt the first of
the above alternatives and to reduce the standard rate of income
tax from 5s. to 3s. 6d. in the £, But it is a matter for serious
consideration whether, if this were done, the present rates of
super tax and death duty on the larger incomes and fortunes
should not be simultaneously increased. For otherwise, owing
to the graduation of these taxes, the taxation of the wealthier
members of the community would be reduced disproportionately
as compared with the less wealthy. But there is much to be
said, on the merits, for the above reduction of the standard
rate, combined with a stiffening of the super tax and death
duty scales sufficient to bring in an additional revenue of, say,
£30 millions & year.

Looking for a moment at other alternative uses of £7_o
millions & year, on the assumption that & smaller part of this
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sum is used for tax reduction, it is clear that lar op nities
of incressed social expenditure on education, hommg
and pensions open out. Bmilhnotpoulbletop\usue
P rhere l:nhnl:.:“m of im Nothing bas,
Thers is ons t portance. No 50
fas, bee cliowed in the eutenutions of his Note for the simelos
to mvhmbitnmdthemmobjecuol(hclm
to bring about, end which should result both from red
annual (azation and from incressed social expenditure, which
ruises the standards of henlth, efficiency and intelligence among
the workers and their children. The effect of taking this into
sccount, ard of allowing fos its influence in increasing the yield
of various tazes, is to make the prospect of further reductions
of tazation and further increases in social expenditure even
brighter than the preceding calculstions est. But how
much brighter, and how speedily bngh(er. it u impossible to
estimate statistically with any hope of precision.

'llhlmporhmtomnemberlht.mthuhfote. we are
only d ble effects of the Capital Levy, on
the scale pmpaed Ey the Labour Party, upon the national
balance sheet. The question of how much social expenditure
:‘m '"':,"‘"‘n_ ';h is distinet fmmf this, m not wholly

ent us, quite sg-n rom the
socal 3 d taxation

or by -vmgl oa olhu oonl of c:pendnm—cg on armaments.
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NOTE E

EXTRACTS FROM CERTAIN SPEECHES,
DOCUMENTS, ETC., CONCERNING THE
’ CAPITAL LEVY

INn recent controversy, and especially during the election
tampaign of November 1922, many opponents of the Capital
Levy have spoken as though this proposal was a blend of
villainy and lunacy peculiar to the Labour Party. Both poli-
ticians and the public are said to have short memories. Their
life, if not a sleep, is often a forgetting, and it may, therefore,
be worth while to put on record certain facts, which show that
ungualiﬁed opposition to the Levy on the part of Conservative
and Liberal politicians is only a recent growth. Those who
‘have changed once may easily change again.

Mr Bonar Law has made three interesting speeches on this
subject. The first was made on November 14th, 1917, in reply
" to a Labour deputation, which had presented the case for
the Capital Levy. Mr Bonar Law, who was then Chancellor
of the Exchequer, said, * The question of whether or not there
should be conscription of wealth is entirely a matter of ex-
pediency, and I think it is a matter which concerns mainly,
not the working classes, but the people who have 'money. In
my opinion it is simply a question of whether it will pay them
best, and pay the country best, to have a general Capital Levy
and reduce the National Debt as far as you can, or have it
¢ontinued for fifty years as a constant burdem of taxation. . . .
My own feeling is that it would be better, both for the wealthy
classes and the country, to have this Levy on capital and reduce
the burden of the National Debt ; that is my own feeling. But
I am convinced of this . . . that you cannot do that while the
war is going on.” There was, therefore, at this time a pre-
sumption, even if not a very strong one, in Mr Bonar Law’s
mind in favour of a Levy when the war was over.

On January 29th, 1918, still as Chancellor of the Exchequer,
he spoke in the House of Commons. Some of his followers
had criticised his speech to the Labour deputation and had
denounced the proposed Levy as *‘confiscation.” On this
second occasion he said, ‘“I do not in the least wish to have
a subjeoct like this treated as if it were a practical question now.
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that | do claim is=~and this is essential—for of course if
confiscation, then § have no right to my view—gll I
ink is that there is nothing of confiscauson if such a thing were
The war debt which we are now incurring is like &

on the country. It has behind it the security, not

the revenue, but of all the sssets of this country.
Therefore, if the thing in itself were, which remains to be
seen, wise, there is go confiscation about it any more than the
present system of ion. . . . In its essentials there is
nothing confiscatory about this proposal . . . [ do ask the
House of Commons to consider the other side—to consider what
will be the eflect of an income tax for one or two generations
on the ot scale.”

On November sth, 1923, Mr Bonar Law, who was then Prime
Minister, made aa clection speech. His followers were at that
time in full hue and cry against the Levy, and were making it
the chief issus against the Labour Party. Labour candidates,
however, were quoting Mr Bonar Law’s speeches of 1917 and
1918. It was, therve necessary to make some kind of
recantation. As reported in the Zimes of November 6th, 1922,
Ms Bonas Law said, I sce in the papers every day that | was
in favour of a Capital Levy. That is absolute nonsense. . . .
That interview was given in the year 1917. [ was Chancellor
of the Excbequer. The Debt was being piled up at the rate of
over two thousand millions & year. I was looking shead. I
thought the war might last for two or three ‘longev, and
if it bad, and if our Debt had been doubled, guite possibly &
Capital Levy would have been an abeolute necessity in this
country. . . . Ons of the main grounds on which 1 would
want to defend a Capital Levy is thin During the war the
valoe of money had pletely changed pound did not
buy more than ten shillings did before the war, and 1 felt, if
it were possible, it would . . . pay the Debt on something like
the standasd on which it was E:uned. But after that change
in valve has gone back the proposal would be absolute lanacy
to-day.” Thus is an interesting speech. It admits that, if only
the burden of Debt were allowed to become heavy enough, a
Capital Levy might b sn “abeol ity.” It thus

dmits, lication, that it msy evea now be an absolute
pecemity for France, if not for this country. It also admits
the relevance of the price level to the strength of the case for
the Levy, and thus admits, by implication, that this case is
iy i Tt Al o sl ity e, s ol
was, no doub, required blthc political sitaation of the moment.
Bat there is no need to of Mr Bonas Law making the
return journey, if the wind ¢l
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THE CAPITAL LEVY EXPLAINED

Mr Asquith’s speeches on this subject are also interesting.
Speaking at Aberystwyth on October 31st, 1919, he said,
¢“There are only two choi cither i d income tax—
already very high—-or some form of duty upon realised or
realisable wealth. A wholesale reduction upon a large scale in
the capital of the Debt, if it could be realised without injustice
and injury to national production, is far the greatest boon that
could be conferred in the interests of the country.”

Again on January 27th, 1920, while Liberal candidate at the
Paisley by-election, he spoke as follows:—*‘ And then I go to
another proposal of what is called the Capital Levy—an un-
fortunate and in some respects an inappropriate and misleading
term. I told you a few moments ago that in my judgment, and
in the judgment, I believe, of all Liberals, taxation must not be
confiscatory ; but there is nothing in principle to differentiate &
tax imposed upon accumulated wealth from a tax imposed upon
wealth as it comes in, what we commonly call the Income Tax.
Or, to put the same thing in more concrete terms, you may have
income tax raised to such a figure in the pound that it is really
far more, not only sweeping, but far more injurious and unjust
in its consequences than almost any conceivable levy upon
capital. Itis not & question of principle. It is & pure question
of expediency and method, and of that only; and I deeply
regret that when nearly two years ago I myself urged upon the
Government the importance of undertaking an immediate inquiry
into this matter—the expediency of the possibility of a Capital
Levy—they saw fit to return a negative to my request, which
I now repeat. I am of opinion—and I strongly repeat it—that
inquiry into this matter is urgent and ought to be immediate.
There are three questions, and three questions only, which I
think, before it is adopted, ought to be shown to be capable of
being answered in the affirmative. The first is—Can it be made
equitable in its incidence between different forms of wealth?
Theé second is—Can it be arranged so as not to discourage
saving? The third is—Can it be brought into working order by
practicable machinery? If these questions, on investigation by
competent authorities, can be affirmatively answered, I know of
no Liberal principle that would require us to object.”

Other Liberals may also be quoted. Mr Masterman, writing
in the Daily News of May 20th, 1919, said, ** Those who oppose
the Capital Levy must be challenged for their alternative.
They have hitherto offered no alternative. They are borrowing
and drifting ; drifting is the way to ruin.”

Mr Hilton Young, a Liberal follower of Mr Lloyd George,
was even more emphatic. Writing in the Dasly News of June
17th, 1920, he said, ‘“There would be no destruction of real
wealth ; that is not, I think, seriously contended by the most
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convinced opponents of a Levy. . . . The principal argument
against it is that it must create great disquiet and insecurity
amongst capitalists. It will not do so if capitalists are con-
vincad that the dangers of no Levy are greater than the dangers
of the Levy. That they are greater those who know the state
of the country best seem to doubt least. , . . A Capital Levy
promises to provide a pathway to the state of content and mutual
confidence that is necessary in order that capital and labour may
settle down to the great effort in production which the country
and the world so urgently need.” In spite of these opinions,
Mr Hilton Young was shortly afterwards invited by Mr Lloyd
George to become Financial Secretary to the Treasury and
accepted the offer.

Further, in the House of Commons on May 2oth, 1919,
Mr Acland, an Independent Liberal, moved an adverse amend-
ment to the motion for the Second Reading of the Finance
Bill, on the ground, among others, that the Bill *‘fails to deal
with the War Debt by means of a Capital Levy.” This
amendment was supported by 23 Independent Liberals—the
total strength of this Party in the House being only 35—and
by the Labour Party. Among the Independent Liberals voting
for the Levy on this occasion was Sir Donald Maclean, In
the House of Commons in the following year Mr Clynes moved
¢ that in order to meet the present financial burdens and assist
in liqnidating the National Debt, further measures should be
adopted for raising revenue from accumulated wealth.” There
voted in favour of this motion, in addition to the Labour Party,
19 Independent Liberals, including Sir Donald Maclean, and
8 Coalition Liberals, including Mr Hilton Young.

In view of these facts it cannot be maintained that the
Liberal Party has been consistently opposed to the Levy, nor
that its reconversion to this policy in the future is very im-
probable. But at the General Election of November 1922 the
Labour Party alone supported the Levy, both Conservative
and Liberal candidates opposing it.

In order to substantiate a remark made on p. 1, I will now
make a few quotations from the election literature issued from
Conservative Headquarters. A leaflet, which came to be
familiarly known by Labour speakers as ¢ the Clutching Hand,”
made its way into most constituencies. On the front page is
a picture of a hand with outstretched fingers about to clutch
a little house and garden, a bicycle, a piano, a bundle of
Savings Certificates and a bundle of pound notes. Above this

icture is written, ‘‘ What you have the ¢ Labour’ Party wants ”’;
low it, ‘‘ They’ll search your pockets.” On the second and
third pages is a series of statements headed, ¢ Searching your
pockets for the last penny.” These statements include the

89



THE CAPITAL LEVY EXPLAINED

following =~*“ The * Labour’ Party proposes a new special taz
on savings, fumiture, houses, trading stock, pianos, books,
jewellery and all personal possessions. . . . Anyone who is
worth more than f1000! will have to pay this special levy.
Savings for old age and retirement will be confiscated in part.
'+ » Death duties are to be raised higher and higher, until
-in the end no one will be allowed to leave anything at death
to provide for widow, children and other dependents. Thus
life insurance policies, War Loan, and all classes of savings will
be confiscated by the °Labour’ Party, whose policy is the
‘ultimate extinction of wealth’ (see the ¢Labour’ Party’s
own publication, Zaxation and the Cost of Living, page 31).2

1 This figure, which continually reappears in Conservative
election literature, is supported here by a reference to a Labour
Party pamphlet published in 1917. -It was convenient to ignore
the figure of £5000, which was the figure given for exemption
from the Capital Levy in the Labour Party’s election programme
in November 1922, and the reasons for the adoption of which
are explained on p. 31 above. For it was obviously easier to
curdle blood with the aid of the lower figure. .

3 This is a striking example of perverse misquotation. On
p. 31 of Taxation and the Cost of Living the following passage
occurs :—¢* We suggest that, in addition to steepening the death
duties, the Government should increase the duty at each suc-
cessive transference of inherited wealth to the point of ultimate
extinction. _For example, if 2 person bequeaths a fortune on
which the death duty is 20.per cent., this fortune (whether
bequeathed to one person or to several) should, when it is next
transferred (or when any portion of it is transferred), pay a duty
of, say, 40 per cent. When the whole or any portion of it is
again transferred to other hands, the duty should be, say,
60 per cent. At each transference the duty would increase until
ultimately the whole of the residue would pass into the hands of
the State. These progressive taxes would not apply to that
portion of a person’s fortune whick was not inherited. The death
duty payable on that part of @ person’s possessions which he had
himself amassed would be that payable dfof a first transfer of
wealth” (my italics). The scheme of death duties here advo-
cated is that known as the Rignano scheme, after the name of
the - Italian economist who frst proposed it. It is regarded
favourably by many English economists, including Sir Josiah
Stamp, who says, *Possibly what is known as the Rignano
plan . . . mightalse be specially adapted to take advantage of
the gap between the ‘time-horizon’ of the individual and that
of the State. The taxation of inheritance progressively as the
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NOTE E

« « » These are not the proposals of ‘wild’ Socialists. They
sre advocated by the so-calied moderate ¢ Labour’ leaders.
‘ll'h:{:-n contained in the officisl publications issued by the
M * Party. They are not, therefore, " bogeys’ raised to
frighten you.” On the fourth of this leaflet occurs the
following :—‘ The imue is not ' Party v. Other
Political Parties. [t is *Labour’ Party ». Your Pockets, If
you don't like the * Labour’ Party confiscating your savings,
mmg:dll ywrincumc,netptjufde&ou h to enable you:ﬁ
live, and searchin, rodmu or the nny, you wi
vote for the Unionfu’::; idate. Sefety ﬁmlxe "y

Another Conservative leafiet is headed, * Are you s capita.
list ?* [t proceeds as follows :=** There is no fixed division
between capitalists and workess.  The worker who has saved &
few pounds out of his wages and put them into & Friendly or
Co-onnljn Society is & ‘ capitalist.’ Small sums mount up,
aad the result is that the working classes are large holders of
eapital . . . In 1918 there was more than £240 millions in.
vested by Friendly Societies, Co-operative Societies, Building
Societies and Trade Unions. . . . You may think that the
Socialist * Labour’ would mot dare to conscript this
working-class wealth. But Socialists believe that a// capital
belongs to the State and that private owsership is wro;?.
They demand sow that part of the savings and possessions of a,
man with over {1000 should be conscripted. You may say,
‘I've not £1000. I've only {25." That may be. But there is
0o fxture with the {1000 limit. It could be brought down to
£500, o8 {50, or {25 quite easily any (hz to include youg"neb.:
g - o . on savings and possessions wi
applied first to mup:hm there is much capital that can easil
be taken. The small *capitalists’ will only bave to wait their
tarn.  Millionaires are early in the list. But they arv fow.
The big limited companies too will be calied u to pay.
There ars net ng them. What of those {240 millions
o coaveniently gathered together in Friendly, Co-operative
and Building ietics, and Trade Unions? That sum will
make the Socialists’ mouths water. Run no risks with your
savings. Vote Unionist. Safety first 1*

What comment can one make upon such methods of
controversy? | leave it (0 my readers.

inheritance becomes more removed from the original saver
would not penalise the individual worker—it might make him
work the harder to know that nearly all be himself produces and
saves will pass intact to his sons, whereas what he inherited
from his grandiather will be beavily taxed” (Hoalrh and
Jaxabie Capecicy, p. 190)
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