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INTRODUCTION

T'surs 15 a book about the things that we need to do in order to
abolish unemployment, or at all events to reduce it to such small
dimensions that it need no longer be regarded as a serious social
problem. The things that need doing in order to achieve this
result are, I believe, pretty plain; and there can no longer be
much dispute about them, though there can of course be differ-
ences of opinion about how far they ought to be pressed. If the
problem of getting rid of unemployment could be regarded as
simply a technical problem—that is, one of devising the right
means for the achievement of an accepted end—there would be
very little difficulty about it, even if some of the appropriate
remedies would take some time to apply. Cyclical unemploy-
ment, treated simply as a technical problem, could be got rid of
quite easily and quickly by action on an international scale, and
could be, if not got rid of, very greatly reduced by action confined
to a single country. ‘Structural’ unemployment—that is, unem-
ployment due to faults in the capital structure of industry and in
the nature and distribution of skills among the human agents of
production—would take longer to deal with adequately; but here
too the character of the required remedies is, in the main, fairly
clear. We do, nowadays, know pretty definitely how to deal with
unemployment—if that is what we want to do.

But is 1t? The difhiculty is that unemployment is not a purely
technical problem: nor is its abolition an aim which everyone is
prepared to pursuc without any reserve. It is one among a num-
ber of things which are regarded as desirable in themselves, but
not in all quarters as desirable absolutely, without regard for the
price in terms of other objects which may have to be paid. If we
could abolish unemployment and, in doing so, leave everything
else unchanged, we should doubtless be ready, without further
controversy, to put into effect the measures recommended in this
book. But, of course, the carrying out of these measures would
not leave othel thmgs unchanged. It would alter a great many
things and, in doing so, w ould offend a good many people to
whom these other thmgs either matter more than the abolition

-, of unemployment, or appear as ‘rights’, which they are not pre-

pared to allow to be infringed.

To begin with, it is plain that the abolition of unemployment
means a large increase in the extent of government intervention
in cconomic affairs. But thexe are a oood many people who dis-
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like government intervention in their businesses much more than
they want to get rid of unemployment. There are, most obviously,
the monopolists, who do not want to be made to give up practices
which keep down the demand for labour by limiting production;
but in addition to the monopolists there is also the very large
number of persons who dislike being ‘badgered about’ by officials,
and to whom increased government intervention holds out the
prospect of being ‘badgered’ more than ever. Then there are
Trade Unions of skilled workers, who dislike the prospect of the
Government taking a hand in training workers to compete in
their several crafts, and regard proposals to make labour more
‘mobile’ as so many attempts to break down their established
standards of wages and conditions. There are both employers and
Trade Union leaders who do not want to see the Government
overriding the methods of collective bargaining to which they are
accustomed ; and there are still some economists who believe in
the divine inspiration of laissez-faire doctrines, and would sooner
sce the whole world perish of starvation than admit that these
doctrines may be wrong, There are persons—I am myself among
the number—who cannot abide highly placed Civil Servants, and
will be strongly tempted to oppese anything that is likely to
increase their power. Finally, there are Socialists who have con-
vinced themselves that Socialism is a cure-all and nothing short
of Socialism a cure-anything; and even, at the other extreme,
persons—I have met some of them—who are convinced both that
the unemployed could all get jobs if they wanted to and that none
of them are worth cmploying, so that there is nothing that needs
to be done.

I have not included in the foregoing enumeration those who
make use of the argument-——quite frequent in these days— that we
ought not to want to get rid of unemployment, because unemplov-
ment 1s the price of freedom. “Look at Germany!” such persons
exclaim. “‘Look at Russia!” *‘Look, even, at wartime Britain.”
“Nazi Germany abolished unemployment by enslaving the
workers.”” “Soviet Russia abolished unemployment by enslaving
the workers.” “Even in Great Britain, we have got rid of unem-
ployment only by conferring on the Minister of Labour the most
arbitrary powers to make anybody go and work anywhere under
orders.” “‘Freedom to move from job to job as you please involves
unemployment : unemployment is the pnce we have to pay for
having labour free instead of enslaved.’

Is that really true? Must we live either under the constant
threat of unemployment, or as slaves? Is it by enslaving the
workers that the Nazis, or the Russians, had got rid of their un-
gmploymcnt problem in time of peace, and that we have got rid



of ours in time of war? T do not think so. That the Nazis have
enslaved the workers I agree; but I do not think that was how
they pot rid of unemployment. They got rid of it by making the
Government, and not the profit-seeking employer, the arbiter of
production and employment, by following a policy of public
investment which Kept the industries producing capital goods and
armaments busy—by producing so many ‘guns’ that therc was
only just enough labour left over to produce the indispensable
minimum of ‘butter’. If they had not held the working class in
firm subjection, if Trade Unions had been left in being and there
had been no political police to make a short way with agitators,
they would have been compelled to produce more ‘butter’, and
fewer ‘guns’, or unemployment could not have been prevented.
The enslavement of the workers was essential to their policy of
intensive, aggressive armament for war. But it was not essential
for getting ‘full employment’. Suppose the Nazis had been angels
instead of devils, and had been set on producing ‘butter’, instead
of ‘guns’, whyshould they not have doneso? Assoon asthe Govern-
ment, with whatever end in view, arms itself with the power to
determine the volume of production, and takes this power away
from the profit-seekers, the power to abolish unemployment
comes to rest in the Government’s hands,

The leaders of the Soviet Union, for their part, wanted to make
‘butter’, though they were forced, in self-defence, also to make a
great many ‘guns’—and we can be heartily glad that they did.
Did they, in getting rid of unemployment, enslave the Russian,
as the Nazis did the German, working class? Surely not. They
did, no d#®ubt, make use of forced labour as a definitely penal

* * measure, against the Aulak class which they were determined to

.

liquidate. But Russian policy in the timber-camps had nothing
to .do with the abolition of unemployment. The men who were
sent to the timber-camps or to dig the new canals were not un-
employed ; and these ‘public works’ were not started at all for
the purpose of ‘making work’. They were started because they
were urgently needed; and the problem facing the Russians,

‘despite their numbers, was one of shortage rather than super-

abundance of labour. There was no unemployment, beyond a
little ‘frictional’ unemployment in a few places, in the Soviet
Union, because the Russians were straining every nerve to pro-
duce as much as they possibly could. They were struggling with
all their might to do simultaneously three things which made
competitive claims on their productive resources—to industrialise,
to arm for national defence, and to raise the standards of living
among the Soviet peoples. Where the Nazis were crying out for

‘guns’ before ‘butter’, the Soviet leaders wanted ‘guns’ and
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‘butter’ and the means of making both, all at once. There was no
room for unemployment under such conditions.

It is, however, obviously true that in any country which makes
the highest possible production its aim, whether its objective be
‘guns’, or ‘butter’, or both, the rulers will be under a strong
impulsion to try to make the people work a good deal harder than
many of the pcople want to work. There are three ways in,which
this can be done. The people can be induced to work harder by
the offer of large material rewards for increased output; or they
can be induced to work harder under the spell of an idea or an
emotion of service; or they can be driven to work harder against
their will by fear. The Russians could, but the Nazis could not,
make large use of the first of these methods; for the rewards
must take the form of ‘butter’, and more ‘butter’, beyond a very
Iimited amount, meant fewer ‘guns’. The Nazis had to keep
down the standard of living of the German people, as an in-
dispensable part of their policy of preparation for war. They did
try, wherever they could, to use the second method. by indoc-
trinating the German people with Nazi ideas of glory and race-
superiority. But, cspecially with the older workers, they had to
rely mamnly upon fear,

Now fear, as an incentive to high output, operates in ordino:
circumstances mainly in the form of a fear of losing one’s job. ..
fear of being unemployed. Fear in this form, however, could not
be invoked cffectively, because the Nazis wanted the product of
everyone’s labour and could not afford to keep a labour reserve
large enough to maintain the fear of unemplovment in the
workers” minds. They had, therefore, to evoke fear in other
forms—to drive the workers to unremitting labour by the fear of
condign punishment. They had to enslave labour, as the only
means of getting it to work as hard as they demanded of it when
the fear of unecmployment had been removed.

The Russian lcaders also wanted to drive the Soviet peoples at
a hetter pace than they were likely to find at all comfortable—the
more s0 because most of them were new to the discipline of the
modern machine. But in this drive Stakhanovite inducements’
and idealistic appeals played the main part. Piecework induce-
ments could be used on a large scale (much to the scandal of
many sentimental Socialists) because the fundamental aim of the
Soviet Union was ‘butter’ and not ‘guns’, so that higher real
wages were welcomed as signs of progress, instead of being re-
garded as so much waste ‘butter’ that might have gone to making
‘suns’—pretty much as the capitalists of the Industrial Revolu-
tion regarded all wages above a bare minimum as so much loss

of capital for accumulation. Moreover, the Soviet leaders could
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appeal to the idealism and sense of comradeship of their people
with much less difficulty than the Nazis, and could trust the
workers with power instead of needing to suppress all forms of
combined working-class action. Consequently, Trade Unions
and workshop democracy could flourish in the Soviet Union,
whereas the Nazis had to put such manifestations of solidarity
down with a strong hand. Even so, the hot pace which had to be
set 1n pursuance of the attempt to achieve all three things—in-
dustrialisation, armament, and a rising standard of life—simul-
taneously did mean a sharp discipline in the factories, but a
discipline which was in the main self-imposed by the workers, so
that i1t was felt, not as slavery, but as collective service to the new
social order whlph it was devoted to consolidating and securing
against attack.

In Great Britain, the war, at any rate after the collapse of
France, brought into play a situation and a spirit akin to that
which had existed for years before in the Soviet Union. With
every month of total war the pressure on man-power became
more severe; but at the same time the sense of national danger
and the will to resist Nazi aggression created the spirit which
made men and women willing to work at a hotter pace and to put
up with hardships and inconveniences which would have been
strongly resented in time of peace, or even during the earlier
stages of the war, The critical ‘Battle of Britain’ was fought and
won for the most part not by the exercise of compulsory powers,
but by a spontaneous national effort. If Inkerman was a ‘sol-
diers’’, this was a workers’ battle. This experience made the
nation ready to accept compulsion to go on doing what it had
begun by doing of its own free will. Mr. Bevin was able to impose
his orders calling up women for military and industrial service
and compelling men‘and women to go and work where they were
needed fnost, not merely without resistance, but with almost
general consent. The emergency was felt to be so great that nearly
everyone acquiesced in being put under orders. It is, however,
plain that there were limits to this acquiescence, even in time of
war. The Trade Unions were prepared to agree to any amount of
dilution, but not to give up their rights of collective bargaining ;
the emp103 ers were ready to .put their factories at the Govern-
ment’s disposal, but not unless they were allowed, to a very great
extent, to control the ‘Controls’ set up for their supervision.
Moreov er, these things were agreed to only for the war period,
and perhaps for as long afterwards as it might be clearly necessary
to retain the ‘Controls’ in order to avoid a repetition of the
disasters of the years after 1918, It was an understood thing that

whoever gave up anything claimed a right to ask for it back, as
Il



far as restitution proved practicable, as soon as the emergency was
at an end. )

The question is, Can men have the old conditions back, and
not have unemployment back with them, probably on a larger
scale even than before? And, if they cannot, which will they
prefer—to go back to the old conditions, or to get rid of unem-
ployment? Each section of the community will tend to consider
these vital questions in the light of what it 1s asked to give up,
and what it expects to gain; and these expectations will differ, not
simply as between employers and workers, but in very com-
plicated ways. On the employers’ side, a hlgher level of employ-
ment in the community as a whole means in general the prospect
of improved markets, and therewith of more regular, and perhaps
also higher, profits. Tt means less risk of loss, and a greater in<
ducement to invest. But this incentive applles very unequally to
different groups of capitalists—most strongly to those who are
most fearful of post-war depression in their own industries, and
least to those who feel most confident of an expanding rnarket or
of their ability to make good profits, even in depressed conditions,
by the exercise of monopoly power. Each group of emplovers,
from a purely selfish point of view, would soonest have some un-
employment in their own industry, in order to weaken Trade
Union pressure, and none in other industries, in order to enjoy a
good market for their wares. On the otherside, some Trade Unions,
while wishing for ‘full employment’ as a general objective,
probably look askance at proposals for securing it which threaten
to break down their cstablished rules and customs; while manv
groups of employers would think ‘full employment’ dearly bouqht
if it involved taking away their right to regulate output and prices
by means of monopolistic Trade Associations and agreements, or
if it meant that their industries had to be subjected to special
forms of government control, or even transferred to some form
of public ownership and management.

On the whole, it is evident that the measures proposed in this
book, as the minimum needed to secure and maintain ‘full em-
ployment’, will encounter much more opposition from capitalists
—including some small . capitalists—than trom Labour. The
Trade Unions will welcome most of them, even if some Trade
Unions seek to obstruct them at certain particular points. Most
industrial employers will probably favour those of them which
involve financial changes designed to eliminate cyclical unem-
ployment, but will be much less willing to accept the measures
directed to getting rid of structural unemplovment and the re-
strictive influence of monopoly. It will be the line of least re-

sistance for a capitalist or coalition Government to take active
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monetary measures, backed up by a certain amount of ‘public
works policy’ of a rather restricted type, but to do as little as
possible in the way of action to remedy structural defects in the
British economy, to combat monopoly practices, or to widen the
range of ‘public works policy’ so as to bring about a better
balance in economic development than is possible when public
works are limited to a narrow field that is regarded as non-
competitive with private, profit-making enterprise.

It is not possible to argue that a policy worked out on this
narrow basis is bound to fail altogether; for it could undoubtedly
achieve something. I hope, however, that I have given good
reasons in this-book for holding that its possible achievement
would fall an iminense way behind the need, and that any really
effective policy will have to include npot only monetary measures
directed against cyclical fluctuations in employment and exten-
sive public works of the traditional kind, but also drastic measures
against monopoly and large steps towards structural readjust-
ment of industry and better training of the human agents of pro-
duction. I will not attempt to summarise the argument here: it
1s given at length in the ensuing chapters. 1 will say only that, in
my view, an undue reliance on the efficiency of financial manipul-
ation as against an attempt directly to improve economic
efliciency will only land us in a very bad mess.

It is therefore of the greatest importance both to disabuse the
public mind of a proneness to believe in the limitless prospects of
financial wizardry, and to get the largest possible support for a
policy which will couple the necessary financial changes with the
industrial readjustments without which they cannot be made to
work. My apprehension 1s that only a few of the more far-sighted
capitalists will be prepared to support such a policy, and that the
majority of capitalists, large and small, will bend all their efforts
to persuading as many poor people as possible that ‘full employ-
ment’ means bureaucracy and slavery, and that they had better
put up with unemployment, plus doles, than press for the extended
public control without which “full employment cannot be secured
or maintained.

One potent weapon in this campaign is likely to be the assertion
that “full employment’ involves industrial compulsion; and it is
essential that this argument shall be faced. It would be true, if
‘full employment’ meant working continuously after the war at
the pace set by war necessity, or maintaining the occupied popula-
tion at, or near, the level to which, including the armed and civil
defence services, it has had to be raised under war conditions,
Men and women will not continue to work at this pace, or under
the present hardships and inconveniences, or in the present
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*
numbers, except under compulsion or under the sense of an
emergency which they recognise and to which they think they
can sce an cnd. The pace that has been sct in the Soviet Union
‘over the past decades cannot possibly be sustained: there is
bound to be some falling back when the men and women of the
Soviet Union can at last take its stability for granted, and no
longer feel that its very existence may depend on what they do.
Conditions in Great Britain after the war may be such as to
arouse anew the sense of critical emergency in the British people.
Possibly they will; but I am not counting on it. It is safer to
expect both a mood and a situation in which the intensity of
effort will be in some degree relaxed, and the number of persons
working outside their homes will undergo a reduction. ‘Full em-
ployment’ does not mean that we shall all have to go on working
at the pace we have worked at since Dunkirk. It does not mean
that people must necessarily go on working more than they think
it worth while to work in requital for the rewards which are offered
them in return for their labour.

This means that it does not imply any more compulsion to
work than is implied by the shecr necessity of earning a living.
As long as we do not waste [abour which is ready to work on
these terms, there is no reason why we should thave to apply any
compulsion upon those who arec not. We have, however, un-
avoidably to take into account the effect which any measures
which we adopt either to provide for fuller employment or to
improve the position of such persons as remain unemployed
despite these measures may have on the efficacy of the incentives
we have relied on hitherto. Thus, it would be clearly impractic-
able, as matters now stand, to adopt a system of social security
which would assure men unconditionally of an income on which
they could hve comfortably without doing any work—not because
‘most men would avail themselves of the chance, but because some
would, and those who did not would resent the unfairness of the
others being allowed to slack. Any system of unemplovment
benefit is bound to have conditions attached to it: it may give
a man the right to refuse some jobs without forfeiting his claim
to an income from society, but it cannot give him a right to
refuse to work at all. The practical question is not whether there
are to be conditions, but what the conditions are to be.

The more. changmor the techniques of production are, and the
more the economy stands in need of structural xeadjustments the
harder it is to define conditions which will be generally accepted
as fair. A skilled man naturally resents being told that, because
there are more men 1n his trade than are needed, he must be
selected for compulsion to change over to another, in which his
I4



skill will go for little or nothing.*Nor does a man who has local
roots like being compulsorily transferred to some other district
in which he has none, especially if there is no guaranice that he
will find permanent and satisfactory employment in the arca to
which he is being transferred. There have, if things are to work
with reasonable smoothness, to be elaborate rules regulating a
man’s, or a woman’s, right to refuse a particular job without
loss of benefit: there has to be some sort of tribunal, including
some representative of the man’s own class, before which he can
lay his case.

When the general level of emplovment in a society is low, it is
out of the question to devise a system of conditions that will be
generally regarded as fair. At such a time, men can usually be:
transferred only {rom areas or occupations in which there is more,.
to areas or occupations in which there is less, uncmploymcnt
There are few occupations or areas which are suffermg from an
absolute shortage of workers. Consequently, transfer policies are
very difficult to operate fairly, and there is serious danger that the
transferred worker may soon find himself again out of a job and
drift back home, so that the expense of a double removal has been
incurred for nothing On the other hand, if the general level of
employment 1s high, some areas and occupations will be positively
short of labour; and if the revival of industrial activity has been
well spread, by apprOpnate measures to stimulate employment in
the relatively depressed areas, there will be much less need for
geographical, though perhaps not for occupational, transfer. It
1s very much ecasicr to devise a social security system that will not
either be regarded as unfair or restrict labour mobility if the
general level of employment can be kept high. That, incidentally,
is one reason why Sir Willlam Beveridge rlght]y regards ‘full
employment’ as a necessary assumnption for the satisfactory work-
ing of his plan of social security. Proper facilities for re-training
in alternative forms of skill are of course also indispensable; for
men will shift their trades much more readily and be much more
easily absorbed if they are given a substitute for the skil that is no
longer needed in the form in which it was originally learnt.

Nevertheless there remains in some people’s minds the appre-
hension that if the fear of unemployment is removed from the
workers’ minds by the double method of maintaining ‘full em-
ployment’—that is, a high level of demand for labour-—and social
security in the form of an income guaranteed to those for whom
satisfactory jobs cannot be found, the consequence will be to
weaken seriously the incentives to hard and steady work during
the hours of employment. Obviously, even if the receipt of benefit
is made conditional, the fear of losing a job will become much
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less when everyone will know that he can rely on getting either
another job under tolerably fair conditions or a living income
for as long as he remains out of work. It is impossible to meet the
general demand among the workers for greater social security
without weakening those incentives to labour which depend on
fear of the sack. If, however, these incentives are seriously
weakened, and no new and better incentives are put in their
place, what is to happen? Many employers and managers are
worried about this; and it is wrong to dismiss their fears as if there
were no substance behind them. The plain truth is that a com-
. munity which means to be democratic, and to do what its citizens

twant, cannot withhold greater social security in face of the

i general demand for it. But neither can it give real social security
without finding some substitute for the old incentive of fear of
losing one’s job.

One posstble substitute, as we have seen, is sheer compulsion
-—1invocation of the fear of harsh punishment instead of fear of the
sack. This is the Nazi remedy; and it is clearly inconsistent with
the requirements of democracy or the recognition of the rights of
combination. Ifitis ruled out, what is left? Only the alternative
of making men feel that it 1s up to them to do a decent dav’s
work as an obligation which they owe to society and one which
they can accept as their own, Put this alternative can be made
practically effective only upon certain conditions.

The first of these conditions is that men be induced to believe
‘that their work is needed. No man, unless he possesses exceplional
skill or ability, can be expected to believe this if there are a
dozen 1dle men ready to leap into his job the moment he vacates
it. Their presence is an overt sign that his work is nof needed, and
that society will be no worse off if he can get somebody to pay him
an income for doing nothing. A policy of “full employment’,
inyolving an obligation on the part of the Government to ensure

_ that there are jobs available for all, will go a long way towards
creating the psychological conditions that are needed to meet this
first condition.

The second condition is that men shall feel that thev are
getting, on the whole, a square deal. This is in part 2 matter ot
the rules and regulations under which the social security services
are adminstered, and in part a matter of the terms of emplov-
ment. The State cannot accept the responsibility for “full employ-
ment’ without at the same time accepting a responsibility for
ensuring that the jobs available are reasonably good jobs, accord-
ing to current standards, A ‘full employment’ policy involves a

- public minimum wage policy, publie regulation of the hours and

conditions of work, reasonable welfare provisions, outlawry for
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blind-alley employments, and a number of other measures of
industrial reform. It involves, in effect, a labour code of fair
dealing, with the State as agent for its enforcement.

The third condition is not merely the recognition but the
positive cncouragement of working-class combination, both in
‘Trade Unions of the traditional type and in factory groups, of
which the Joint Production Committees set up in many factories
during the war are the forerunners. This is involved because it is
an impossible task to instil into each man individually the new
attitude towards work that is called for. This attitude can arise in
the required form only as a collective attitude of the working
classes both in their Trade Unions and in the factory groups
which represent their partnership in the tasks of production.
Many men can be reached and influenced through the groups to
which they belong, but in no other way. They would shut their
ears to any other sort of appeal, or dismiss it as all ‘blah’; but
they will receive it when it comes to them as the voice of the
group. This implies a new relationship in industry between
manual workers, foremen and supervisors, managers and tech-
nicians; and the experience of the Soviet Union is of the greatest
value where it points in this particular direction—not least
significant in that it largely reproduces and amplifies the ex-
pericnce of those firmms which, even under capitalismn, have
succeeded best in collaborating with their employees on friendly
and confidential terms.

How much change in the ownership and control of industry
will be needed in order to bring this new spirit into existence [
do not propose to discuss in this book. It is another subject—one
of vital importance, which I have attempted to discuss elsewhere,
and shall again. Here I am concerned to point out only that
this book deals with the mechanisms that are needed for carrying
a policy of “full employment’ into effect, but that I am well aware
that the effectiveness of these mechanisms will depend in practice
on the spirit in which they are worked, both by administrators
and manigers and by the main body of the producers in every
industry and service. No policy, however well devised, will work
satisfactorily unless most of those who have to carry it out believe
in it, want it to work, and are prepared to give of their best in
making it work. At any rate, this is true within the conditions of
democratic freedom. "I};'rannical power, backed by brutality car-
ried to extreme lengths, may be an alternative; but we are not
called upon to consider it here.

What we must consider is to what extent we are prepared to
give the achievement of ‘full employment’ a position of priority
over other post-war economic aims. The case for doing this is
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very strong. It is a democratic case in the fullest sense. What the

land was to the people of France in 1789 and to the peoples of
Russia in 1917, economic sccurity through steady employment is
to the peoples of the capitalist countries to-day. It is not every-
thing ; but it is the thing which, amid all the welter of economic
life, they have singled out. It is what they want; and it is the
business of those who aspire to Iead them to make sure that it is
what they gct.

CHAPTER I
WHAT IS UNEMPLOYMENT?

Ix rime of war, the total war which 1s waged by modern
nations, unemp[oyment practically ceases to exist. There are jobs
for all: indecd there are everywhere more jobs than there are men
and women to fill them, and those who direct the rival war
‘machines cry out ceaselessly for more and more labour. Largely,
of course, this demand is for workers to take the places of those
who have becn called up for service in the armed forces, and to
keep the ranks of these forces continually replenished in face of
war wastage. But even if there were no such drain upon the
national man-power, and if wars could be actually fought by
automata without the aid of human beings, the labour situation
would be much the same. Each side would make the utmost
effort to increase its output of these automata and of the supplies
needed for keeping them in the field; and the same conditions of
labour shortage would arise, more slowly perhaps, but not less
certainly as the war advanced towards its decisive phase. Where
nations are contending with all their might, the limit to their
efforts is reached only when everv person “and thing that can be
diverted to war production has been brought fully into use. The
war-makers want all the men and women they can get, not only
for the armed forces, but also for every variety of war work : they
are intent on cutting down to the lowest possible point the labour
and the other productive resources that must be spared to provide
for the maintenance of ordinary civilian supplies. It becomes
necessary, because of the shortage of resources, to do everything
possible to curtail civilian consumption, subject only to the need
for keeping up really indispensable services. This aim is, no
doubt, seldom fully achieved; and in practice a little unemplov-
ment remains even at the height of total war. But what docs
remain is not due to any shortage of jobs: it is the result of misfits,
temporary dislocations, or of the presence on the register of a few

persons who are re'llly unemployable. Certainly, under the con-
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ditions of modern war, unemployment ceases to be a social
problem. The problem is shortage of labour, not redundance.

Why i1s not the same thing true in time of peace? To a certain
extent it can be true, in certain countries. For some time past,
there has been no unemployment problem in the Soviet Union
and, at any rate in industry, there have been in that country more
jobs looking for workers than workers looking for jobs. In a more
limited sense, the same thing was true of Nazi Germany, for some
time before the actual outbreak of war. We were told that, in
Germany, this situation was due to rearmament—to the absorp-
tion of workers in the armed forces and in the economic tasks of
preparation for war. We were told that, in the Soviet Union, it
was due to the forced pace of industrialisation that was set by a
Government determined to turn an economically backward
country as speedily as possible into a thoroughly modern in-
dustrial power. We were told further that in both countries the
abolition of unemployment had been purchased at a very high
price—at the price of freedom. Both the Nazi and the Soviet
systems were denounced as ‘slave systems’; and the unemployed
workers of Great Britain, and the many men who stood always
on the verge of unemployment, were asked to console themselves
with the thought that there was no enjoying freedom save at the
expense of insccurity, and no security possible except that of the
slave.

I shall not pause now to inquire whether or how far these
charges were true, either about the Soviet or about the Nazi
system. On that I have said a little already. What is pertinent to
observe is that, in our own country, the plentiful jobs which exist
in time of war are by no means all johs at which men and women
would labour of their own free will, in return for the rewards
attached to them. It has become nrecessary on an increasing
scale, as the war has advanced, to dictate to men and women
where and at what they are to work, and to press compulsorily
into wage-earning, as well as into the forces of the State, many
who wcild not of their own accord have gone out to work at all.
Women as well as men have been called up for compulsory
service in Great Britain; and we are witnessing the spectacle of
the German Nazis combing almost a whole continent for forced
labour to man their factories and to till the land, and thus both
to increase industrial output and to release yet more Germans for
<ervice in the armed forces of the State.

Our own experience shows us that ‘full employment’, if it is
taken to mean the employment of everyone who is capable of
serving usefully the national productive effort, involves a large
measure of compulsion. It has involved this in a number of.
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forms—compelling to work those who do not want to work.
compelling people to work at one thing when they would much
sooner work at another, compelling people to work in one place
when they would rather work elsewhere, and compelling people
to work longer hours and with fewer holidays, as well as often
more intensely, than they would work if they were not compelled.
Under war conditions employment is carried a long way bevond
the point of abolishing what economists call involuntary unemploy-
ment . 1t extends to abohshmg a great deal of voluntary unemplor-
ment as well. 7
This distinction is important. The persons we think of as un-
employed in time of peace are those who are looking for jobs, but
arc unable to find them. We do not count among the unemploved
those who are not looking for jobs. It is true that this distinction
1s not always easy to make. It 1s often argued that the unem-
ployed registers include persons who are not really wanting to get
work. This argument was used, for example, a dozen years ago
as a rcason for making it much harder for married women to
qualify for out-of-work-benefit under the State scheme. Again, a
great many people are looking not for any sort of work thev can
get, but for work of a particular kind or under particular con-
ditions. A skilled worker will not, if he can help it, accept work
in an occupation in which his painfully acquired skill will go for
vnothing: @ Trade Unionist will usually refuse to accept work at
less than the standard rate for his trade; and a man or woman
may very likely be reluctant to accept a job which means breaking
up the home and migrating to a distant area, especially it there 1s
no assurance that the job w 1l continue for more than 2 short time,
or if there are other members of the family who will forfeit their
jobs should the head of the family bc compelled to move away.
There are many shades between ‘involuntary’ and ‘voluntary’
lunemployment; and the point at which the line is drawn is a
! matter of' social customn and legislative and administrative practice,
" Labour is not a homogeneous lump or heap of so many workers,
all available for any job that is going. It consists of men and
women, youths and girls, of many different kinds and degrees of
skill or dexterity, and conditioned by many different personal and
family circumstances. There can be no exact definition of what
constitutes ‘involuntary unemployment’; but in practice, inter-
preting the term according to our established customs, laws, and
administrative rules, we have usually a pretty clear idea of what
it means.
Under normal conditions, most people would agree in regard-
ing a country as having ‘full employment’ when ‘involuntary un-

employment’ in it was being kept down so low as not to constitute
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any sertous social problem—which would mean in practice when
there were very few persons who had to look for jobs long before
they found them, and when the amount of ‘frictional’ unemploy-
ment arising in connection with workers changing over from one

" job to another was being kept reasonably low. INo account would
be taken of the number of persons who were neither employed nor
looking for jobs; for this would be regarded as depending on the
social structure—that 1s, on the numbers of persons exempt from
work through the possession of uncarned incomes, on the laws
and customs regulating the age of entry to and retirement from
cmp]oymcnt and on the habits of the community in respect of
the ‘gainful employment’ of women, and especially of married
women. The proportion of occupled’ to ‘unoccupied’ persons—
to use the Census terms—in the community depends on all these
factors, as well as on the distribution of the total population by age
and sex groups. But being ‘unoccupied’ 1s regarded as somcthing
essentially different from being ‘unemployed’. The ‘uncccupied’
are those who, for one reason or another, are not seeking ‘gainful
employment’: the ‘unemployed’ are those who are seeking it, but
in vain.

Fvidently, the proportion of occupicd to unoccupied persons
will vary with changes in the social system, as well as in age or
sex distribution. The abolition, or severe limitation, of unearned
incomes would force more people to work: the establishment of
adequate old-age pensions would foster earlier retirement: the
raising of the school-leaving age would reduce the supply of
Juvenile labour: the closer assimilation of rights and obligations
between the sexes would cause more women to work outside the
home, and so, probably, would an extension in the range of com-
munally prov ided scrvices. The level of unemplovment however,
is to be reckoned by considering how large a proportion of those
who are seeking work are out of work, whether those seeking
work be many or few in relation to the total population.
We need not enter here into the very complicated question
whether an increase in the total numbers seeking work among a
given population is likely to add to, or to diminish, the proportion
unemployed. We may have to come back to that later, when we
are considering what are the forces that determine or affect the
level of employment.

It is, however, nccessary at this point to refer briefly to a dis-
tinction which I have so far lgnoxed Not all. occupled persens
in a community are ‘employed’, or seeking to be ‘employed’, in
the ordinary sense of the word. Somc such persons are employ ers
and others work ‘on their own’ without an employer. A _]Oblf‘SS

person who has been previously an employer or an independent
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worker is not usually counted as ‘unecmployed’; though in effect
he is, and though he may of course become a secker for employ-
ment in the narrower sense. The term ‘unemployment’, in its
commonest usage, is confined to persons who have been employed
under a contract of service, at a wage or at a salary, and have
fallen out of such work. Here again the line is not always easy to
draw. It is espectally difficult in such cases as the relatives of
farmers working on farms, or persons who alternate hetween wage-
earning and working on their own. Over a still wider field, un-
employment is exceedingly diflicult to measure in predominantly,
peasant communities, where many workers alternate between
wage-earning and work on the family holding, and a scarcity of
. industrial employment often drives many out-of-work townspeople
back to the land, where they crowd upon the peasant holdings,
pressing down the standards of living, and constituting a problem
which economists call by the name of ‘concealed unemployment’.

Thus unemployment, as it is measured in official statistics,
means different things in different countries and, even where it
means much the same thing, has different significance in relation
to different countries. A country in which a high proportion of
the occupied population works on the land on small peasant
farms may have but little unemployment that is recorded
officially, and mav yet have a great deal of ‘concealed unemplov-
ment’. The closing of a large number of small shops, the driving
of 2 number of small farmers out of business, or a decline in the
number of persons working on their own, say, as dressmakers or
independent artisans, will not be recorded as a growth of unem-
ployment unless or until these disemploved persons become com-
petitors for employment at a wage or salary. Official statistics in
most countries take no account of unemployment among private
domestic servants ; and so on. If, however, we are considering the
problem of ‘full employment’, we have to take account of these
excluded groups, which may be mwere or less numerous according
to the social and economié¢ structure of the country concerned.
‘Full employment” means, as a statement of what is to be aimed
at, not only the reduction to a satisfactorily low level of the num-
ber of persons registered as unemploved, but also the full use of all
the available labour, whether employed at a wage or salary or
not, up to the pomt at which letsure is socmlly regarded as
pzeferable to further labour, and within the limits set by law or
custom to the ‘gainful’ employment of particular classes of
persons—the young, the old, the ailing or partially disabled, the
housewives, and the ‘well-to-do’.

Indeed, ‘full employment’ means a good deal more than this;
for it includes the utilisation of other productive resources besides
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human labour. It extends to the full use, in conjunction with
labour, of mines and factorics, land, and all sorts of capital re-
sources that can be used in the productmn of goods or services,

A country would not be, in anv real sense, in a condition of ‘full
employment’ if it used great quantities of labour in doing by
‘hand jobs which could be done better and faster with the aid of
machines, and had at the same time the machines standing idle
and unused, This may appear a fantastic illustration ; but it is in
effcct what happens when the State, in order to make work for
the unemployed, deliberately sets them to jobs which will use up as
much manual labour and as little machinery as possible, with the
idea of employing a large number of persons at a low aggregate
cost.

The notion of ‘full employment’ is;, however, much harder to
apply accurately to unused factories, machinery, mines, land, and
otlier non-human productive resources than to human beings. A
man or woman is usually regarded as employable as long as he
or she is able-bodied, or, even in the case of partial disablement,

capable of ‘light w ork’. The availability of non-human resources
cannot be measured in quite the same way. Suppose there are a
number of blast-furnaces out of use. If it 1s decided to increase
the output of pig-iron, either these disused furnaces can be brought
back into use or new ones can be built. Which is the correct
course will depend on a number of factors. Is the increased
demand for pig-iron expected to be permanent or merely tem-
porary? If the latter, it will probably be best to use the existing
furnaces, even though they may be technically much inferior to
the latest designs. On the other hand, 1f the increased demand 1s
expected to last, it will probably be better to build new efficient
furnaces and scrap the old ones, or at any rate a number of them.
11, however, the increased demand is urgent, in the sense that the
additional pig-iron is wanted quickly, it may be best to bring the
old, obsolete furnaces back into production and use them until
" the new ones can be got ready. In wartime especially, it 1s often
necessary to bring obsolescent plant back into use, because
resources cannot be spared to build new plant, even if it would
vicld superior results.

‘There is another factor which, in existing socteties, often
influences the use or disuse of obsolescent resources. -If new
blast-furnaces arc to be built, the person or firm that takes the
responsibility of building them must expect to be able to recover
the cost of construction over a period out of the selling price of
what they produce. Selling prices must be high enough, cr must
be expected to be high cnough over a reasonable period, to cover
total costs. But this Is not neccessary in the case of the blast-
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furnaces which are already 1n existence; for it will pay to work
them if selling prices are high enough to cover running costs, as
distinct from capital costs, and to make even a small contribution
towards a return on the capital already sunk in the fixed plant,
Therefore, even if the efficiency of the old furnaces is much lower
than that of the new, it may be financially profitable, under the
existing system, to bring them back into use rather than to build
new and more cfficient instruments of production.

It will be realised, in the light of this 1llustrat10n how difficult
it often is to say whether a closed coal- -mine, or factory, or ship-
yvard ought to be reckoned as an unemployed productive asset
or not. Ifit is no longer fit to be brought back into use, however
demand for the product may increase, it has clearly no more
than a scrap value. It may, however, be very difficult to know
whether conditions which will make it usable again are likely to
occur; and its owners, anxious if possible to conserve a part of its
capltal value, beyond mere scrap value, may go on spending
money on keepmg it in usable condition even when the chance of
its reopening has become slender. This chance depends on a
complex of factors—on the difference in efficiency between it and
more modern plant, on the proportions of new, fairly new, aging
and obsolescent plant in the total equipment of the industry
concerned, on the degree and duration of expansion to be expected
in the demand for the products of the industry, and even on the
financial structure of the particular business to which it belongs.
Evidently, in the short run a recovery to a condition of full em-
ployment from one of depression 1s likely to bring a good deal of
obsolescent equipment back into use. If the recovery is sustained,
this old equipment will be gradually replaced by new:; but the
rate at which it will be replaced will be affected greatly by the
degree of difference in technical eificiency, or in other words by
the current rate of technical progress in the industry concerned.

These considerations make it impossible to add up the un-
employed industrial equipment that exists in a country, so as to
arrive at an idea of the proportion of capisal resources that are
lying idle. We may know how manyv coal-mines or factories have
gone out of use over a period, and what was the value of their
output when they were in usc. We cannot know how many of
them 1t would be expedient to bring back into use under con-
ditions of full employment without a thorough survey of the
technical and market possibilities in each case. “The answer will,
of course, depend not only on technical considerations, but also
on the expected expansion of total demand for the kinds of pro-
ducts which the closed establishments could be used to make;
and this is itself a complex matter, depending both on the varymg
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expansibility of home demand for different products and on the
prospects of export trade.

It may be sard that human beings, as well as plant, can be
obsolescent or obsolete as productive agents. This is obviously
true, especially in the case of managers or designers who are too
old or too stiff-minded to adapt themselves to changes in tech-

‘nique, or of skilled workers whose skill is superseded by some new

invention or by a dechine in demand for their products. It may
not be worth while to attempt to re-train for a new job, or for
new methods, a person who is not easily adaptable and is getting
near the retiring age. Where this is the case, the person in question
ought not to be regarded as unemployed. He ought to retire, and
provision ought to be made for an adequate living pension.
These cases, however, should be relatively few if proper attention
were paid to keepmg all grades of persons up-to-date in their
several callings, and for re-training for new occupations wherever
a particular skill is becoming obsolete or redundant in supply.
Failure to attend to these two vitally important things is re-
sponsible for a great deal of waste and inefficiency. Few managers
or workers, and even few designers or technicians, are given
reasonable opportunities for keeping themselves up-to-date by
refresher courses or periods of service in the most modern fac-
tortes; and, except in time of war, there is practically no pro-
vision for the re-training of workers in alternative kinds of work.
It is one of the best features of the Beveridge Report that it pro-
poses to Institute extensive arrangements for re-training as part
of the unified Social Security Service.

In general, whereas machines should be scrapped without
compunction as they become obsolete, human beings should be
scrapped only in the very last resort. This is not mainly because
the community needs, or should need if it were properly organised,
the services of every available worker : it is even more because it is
not good for men or women to be without a regular job. Above
all, it is essentially bad for a person who has been used to a
mgrul'n employment to be thrown on the scrap-heap as useless
while there is still plenty of life and energy in him, simply because
his skill has been rendered obsolete or redundant by changes in
technique or in demand. If people are to be scrapped, it i1s of
course a great deal better to provide decent pensions for them
than to leave them destitute ; but it is better still to provide them
with the means of doing further useful work. They are happier
so, and healthice: they get on better with their children and their
neighbours: they stay younger, in mind as well as in body, Of
course, the jobs they are re-trained for must be suitable to their
age and capacities: I am not saying that any job is preferable to
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being retired. But, as long as hecalth and strength last, a good job
is for most people qrcatly prcfcrablc to an early rctlrcmcnt even
with the means of decent living assured. 1 say this, not as \Vlshlnf"
to make men for as long as possible the slaves of the machine,
but as holding that men have more self-respect and more happi-
ness as active than as merely passive citizens.

If it is difficult to {ind any way of measuring the uncmploy-
ment of industrial instruments of production, it is evidently
harder still to make any measurement of unemployed land.
Machines and buildings are made by men to suit their own
purposes : they are made to be used—to be employed. Land, onthe
other hand, is not man-made, except where it is actually reclaimed
. from under the sea: it is at most man-improved. No community
at any time makes use of all its land : for some part of 1ts land
surface 1s deemed unusable for any purpose. Land which has been
improved for cultivation or for some other purpose, and has then
been allowed to go out of use, 1s analogous to an uncmployed
factory or machine. If more land is needed it may or may not be
worth bringing back into use in preference to improving waste
land that has not previously been improved by human effort. In
other respects, however, land differs from buildings or machines.
They wear out, whereas it normally lasts for ever—though it is
quite possible for its productive capacity as far as agriculture is
concerned to be totally destroved by ill-usage. How much of the
available land surface any country will decide to use depends on
its methods of cultivation, which determine the intensity of use, on
the number of persons who can be employed more usefully on the
land than in other occupations, on the quality of the land itself, on
the conditions under which foreign trade is carried on and under
which other countries use their land in producing agricultural
surpluses, and so on. There is no presumption that all land ought
to be used, for agriculture or for anything else: each community
pushes its use of its land to such margins, extensive and intensive,
as it thinks fit in the light of its social structure, its population,
and its economic opportunities in all the various fields of pro-
duction. As against this, it creates only such buildings and

machines as someone in it expects to be able to make use of and
there is accordingly a presumption that buildings and machines
will be used until they are either worn out or rendered obsolete
by the advance of architectural or productive technique.

In view of the difliculty of measuring unemployed non-human
resources, it is for most purposes a near enough approximation to
the truth to measure the underemployment in a community by
measuring human unemployment, This measure must, however,

include the underuse as well as the absolute non-use of human
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resources. It must take account of intermittent or short-time
working. In one industry a decline of, say, ten per cent in the
volume of output will be accompanicd by a nearly corresponding
increase in the number of persons out of work: in another
industry the smaller output will be spread over almost the same
number of workers as before. Some industrics-—cotton manu-
facture, for example—work under organised short-time systems,
shutting the factories for so many days a week, or for one weck
every so many, when demand 1s slack. Even in these cases there
will probably be some increase in complete unemployment, as
some factories will shut down altogether; but the main effect
will be a shorter working week all round, with less pay. In other
industries slackness of trade will be met by closing whole fac-
tories or departments or by reducing the number of machines
worked, so that the total employed force will be cut down. Yet
other, more casual industries, such as dock work, will employ
labour more intermittently when there is a smaller total volume
of work., The unemployment statistics of different countries
reflect these varying forms of unemployment and underemploy-
ment in different ways. Usually, no account is taken of unem-
ployment which does not extend beyond two, or sometimes
three, days in a single week. In Great Britain, in normal times,
the count of the unemployed is taken monthly, on a particular
day: so that a spell of bad weather may cause a big rise in the
recorded figure of unemployed builders, and in the textile trades
the totals will be much affected in bad times by the number of
mills that happen to be open or closed in that particular wecek.

The British statistics, though they take no direct account of
underemployment, do in practice cover a fair proportion of it,
though by no means all. It can be taken as eertain that the
difference between the recorded levels of unemployment in good
and bad times is a good deal less than the real difference in the
total volume of employment. Much underemployment escapes
the count in bad times; and, of course, in good times no account
is taken of overtime working, which is always prevalent when
demand 1s brisk. Overtime may indeed exist on a large scale in
some trades even when there is substantial unemployment in
others, either because of a shortage of workers possessing the
spemal skills which are in demand, or because of a shortage of the
right kind of machinery or equipment and of the dlﬂlculty—ﬂ eal
or imaginary—of introducing shift working.

The sum of the argument comes to this, Inadequate as the
recorded statistics of unemployment are as a measure of the
underuse of total productive capacity, we have to go mainly by
them, in default of anything better. We have, however, always

27



to bear in mind that they are seldom of much use in measuring
agricultural, as distinct from industrial, underuse of capacity.
There are, no doubt, figures of unemployment among farm
labourers; but these usually remain low even when agriculture is
declining, because there 1s a drift away from the land to seek for
other kinds of work. Moreover, in slack times the farmer and his
family for the most part become unemployed only in a ‘con-
cealed’ sense. Unless and until they are actually driven off the
land, they sufler a fall in standard of living rather than a loss
of work. The value of their product, and probably in many cases
(but not in all) the volume of physical labour done, falls off; but
there 1s no unemployment in the ordinary sense of the word.
Analogous to this is the case of the small trader who experiences
a loss of custom. He hangs on to his shop as long as he can, with
the result that labour is being wasted in dlstnbutmn though
there 1s no vistble rise in unemploy ment. The same thmg happens
to professionals who work for fees; and something not unlike it
happens to owners and managers and permanent “staffs of many
businesses, who stay at their posts when trade is slack, but have
less to do.

Evidently, a properly organised economy should aim at avoid-
g such forms of waste, as well as visible unemployment. Labour,
or employment, is not an end in itself: it is primarily a means of
making useful things or rendering useful services. It can be, not
only for the artist in a narrow sense but for anyone who has the
consciousness of doing well a job that is worth doing, in itseif a
pleasurable and satisfying activity ; but this is not enough to erect
it into an end, nor can most forms of labour have this quality
continuously, for men who labour at them day after day and
yvear after year, not omitting, as the artist commonly can, the
days when they ‘do not feel Tike it’. Most labour, even if it can
give satisfaction from being useful and well done, is to be regarded
as a means, not as an end ; and it follows that the aim of society,
in organising labour and cmplm ment, must be to get the lalﬁest
possible useful product out of the least possible e\pendlture of
productive resources. There are indeed limits to the legitimate
pursuit of this aim. There is the limit set by the preference of
society for more leisure to a larger volume of physical production;;
and there 1s the vitally important consideration that irksome or
unhealthy or degrading forms of labour ought to be avoided
wherever possible. States which enact factory laws seek to lunit
unhealthy forms of labour at the risk of productive loss—though
in practice the effect of healthier conditions often turns out to be
not loss but gain in production as well as in human welfare.

There is no such objective measurement vet of irksomeness in
a3



labour as of unhcalthy conditions; and it is generally left to the
workers to protest against highly unpleasant or degrading labour
conditions. This is often an ineffective method; for the most
helpless workers gravitate towards the employments which are
most irksome or degrading; and often the offer of higher pay
induces even those who are not helpless to acquiesce in forms of
speeding up and so-called ‘scientific management’ which ought
to be ruled out on humane grounds. Something is done to reduce
irksomeness and monotony by employers who have social con-
sciences or realise that such conditions may be actually adverse to
productive efliciency in the long run; and it is legitimate to hope
that, with the advance of Industrial Psychology, more will be
done to stop degrading or nerve-racking methods of production—
at any rate if Industrial Psychology develops as a science and not
"as the biassed handmaiden of short-sighted profiteers. In a sane
economic system, though employment will be regarded as a
means to production, production itself will not be erected into
an absolute end regardless of the wear and tear of body and spirit
which it inflicts upon the producers.

Subject to these limitations, we may trcat employment as a
means to product1on and we shall accordingly include in our
conception of ‘full employment’ as an object of public policy the.
notion of employing all the available labour in such ways as
will ensure the highest practicable return for each unit of effort
involved. ‘Full employment’ means, not somehow shoving all
the available workers into jobs, but getting them into the right
jobs and in the right combinations with the non-human factors
of production,

The great question is, how this is to be done. Is it enough for
the State, through the appropriate organs, to take such steps as
will ensure that, in the aggregate, there will be enough jobs to
go round, and apart from that to trust to the familiar forces of
supply and demand for particular kinds of labour to sort the
workers out into the right jobs? Or is it necessary to go further,
and to plan in such a way that jobs shall be available in the ught
proportions, and that the workers shall actually find their way
mnto the jobs best suited to them? If the first solution is accepted,
the role of the State is mainly monetary, supplemented by the
institution of public works to fill in the gaps left by private enter-
prise. If the second solution i1s held to be necessary, the State’s
function becomes much more complex and extends much further
—-perhaps, but not necessarily, as far as a completely or prepon-
derantly socialist, or collectivist, system of enterprise. Which is
it to be?
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CHAPTER II
‘FULL EMPLOYMENT—THE TRADE CYCLE

Foro EMPLOYMENT’, we are told, should be the primary
aim of post-war economic policy. This doctrine, that the
maintenance of employment at a high level is the main thing to
aim at, and that the responsibility for it rests on the Government
as the chief cngincer of social welfare, has been brought into
favour by Lord Keynes and his followers, and is now widely
accepted among our more progressive economsts, It represents,
of course, a complete departure {rom the opinions formerly held,
and commonly preached as ‘economic laws’, by economists of
the laissez-faire schools. They used to assume that, under the
competitive system, the level of employment could be left to look
after itself, that there would be employment available for all if
only no one would stand out for a higher reward than he was
really worth, and that government intervention designed to
create employment by such means as the undertaking of ‘public
works’ would almost invariably do more harm than good.
Everyone whose labour was worth anything at all, or at any rate
every able-bodied person who looked hard enourrh would be able
to find someone ready to buy his labour or its product and ac-
cordingly it was assumed that if a person was unemployed it was
probably his own fault or due to some defect in him that made
him simply not worth employing under any conditions. It was,
of course, admitted that there could exist, even under conditions
fully complying with ‘economic laws’, a certain amount of
“frictional unemployment’, by which was meant either brief
spells without work in the course of changing from one job to
another, or unemployment due to the decay of certain trades or
areas and to the delays involved in changing from one trade to
another or in migrating from one district to another in search of
work. It was even admitted that ‘frictional unemployment’ of
this latter kind could have serious consequences for some in-
dividuals who were unlucky enough to find their skill superseded
by changes in industrial technique.! What was denied alto-
gether was the possibility of a situation in which there could
exist, over the economic system as a whole, more workers looking
for jobs than jobs to be filled. If this seemed to be the position,
it was put down to the obstinacy of some workers in demanding
more pay than they were worth; and Trade Unions were de-
nounced as anti-soctal bodies because they encouraged workmen
! See Ricardo, Principles of Political Economy, Chapter XIX, for an early re-

cognition of this truth,
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to stand out for unduly high wages, and thus caused unemploy-
ment by flying in the face of ‘cconomic laws’.

All this was said, no doubt, of an economic system resting on
a basis of competition. It had to be admitted that it would not
hold good under conditions of monopoly. Employers competing
one with another would all be trying to sell as much as they could
at any price which would allow them to cover their costs of pro-
duction, and would all be competing with one another to hire
labour in order to increase their output up to this point. Under
these conditions, competition between employers for workers and
between workers for jobs would cause wages to settle at the levels
at which all the available workers could be employed—subject
only to such exceptional ‘frictions’ as have been mentioned. But
under conditions of monopoly this need not be so; for the mono-
polist, having no competitors to fear, would be free to pick that
particular level of output and price that suited him best, in the
sense of promising to yield the largest total profit. Commonly, it
would suit the monopolist to stop production at a lower point
than would be reached under competitive conditions, and there-
fore the monopolist would employ fewer workers than would
have been employed if ‘frec’ competition had prevailed. Trade
Unionism was regarded as a particular kind of monopoly, holding
the price of labour above its ‘natural price’, and thus restricting
the supply.

It was admitted that unemployment in a particular industry
could be caused by monopoly ; but this was not held to invalidate
the general doctrine, because it was assumed that monopoly
-would be the e\ceptlon and competition the rule. The mono-
polists, by employing fewer workers in the industries under their
influence, would leave more to compete for employment in other
otcupations. But the effect of this would be, not to leave these
additional workers out of jobs, but to force down wage-levels in
competitive occupations, so as to enable them to absorb more
labour. The workers would be worse off, and the monopolists the
richer; but there would be no growth of mass-unemployment as
long as the workers were not misguided enough to stand out for
higher wages than would make it possible for all of them to find
jobs. Economists who took this view regarded monopoly as an
evil which could legitimately be combated and broken up by
government action with the object of restoring competitive con-
ditions. But they regarded it as an evil exception to a rule of com-
petition which they thought could be relied on to hold good in
the great majority of trades and occupations.

The policy known as ‘trust-busting’, formerly very popular in
the United States, belongs to this phaSL of economic thought. It
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was directed against the exceptional man or group that got
astride a particular industry or process, and cxtracted by that
means an illegitimate profit by charging the consumer too much.
‘“Trust-busting’ was never a successful policy, because it wax
seldom found practicable to defeat the monopolists without resort
to measures which were regarded as interfering unduly with the
freedom of ordinary business enterprise. The monopolists in
practice showed great agility in evading any restrictions meant to
entrap them, usually by taking advantage of the many loopholes
which the law had left for fear of hampering ‘legitimate’ forms of
enterprise.

One thing the attempts at ‘trust-busting’ soon showed conclu-
sively—that monopoly was not really a question of yes or no, but
one of degree. Industries were not wholly monopolistic or wholl‘v
competitive, but more or less the one or the other. It was very
seldom that a monopolist controlled 100 per cent of the output
of a particular thing; and, even if he had done sn, he would
seldom have been free from the competition of other thmgs that
could be to some extent substituted for it. A monopolist came to
be thought of as anyone who controlled so large a part of a
particular industry, usually at some key point, as to be in a
position significantly to affect its total output or the prices of its
products. It came to be realised that anyone who could do this
was able to affect the demand for labour in the industry con-
cerned, and that monopoly, in this sense, was not something
exceptional, limited to a few trades, but ramified very extensively,
and extended not only to the particular processes which the
monopolists controlled but to all industries in which the products
of these processes were required. Thus, monopoly 1n steel-
making or oil-getting would affect all industries using steel or oil,
monopoly in rubber all industries using rubber, monopoly in ahy
primary foodstuff all industries \\orkmq up this foodstuft for con-
sumption ; and of course these effects of monopoly would be passed
on through all the stages of production to the ultimate consumers.

It took most economists a good deal longer to see that, as
monopoly worked in this pervasive way, it would be bound to
affect the total demand for labour in all occupations. For the
wider its range, the more difficult would it be for all the labour
displaced by it to crowd into the occupations still subject to un-
restrained conditions of competition, and the lower wages would
have to be in order to allow this labour to be absorbed. It was
indeed clear that a point could be reached at which the remaining
occupations would not be able to absorb all the available labour
at any wage, however low.! The beautiful logical demonstration

! For, even if the elasticity of the demand for the products of these other
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that ‘involuntary unemployment’ could not really exist, save in
a purely ‘frictional’ form, collapsed when it was shown that
monopoly, in some significant degree, was prevalent in mmost
ndustrics, and that free competition was the exception and
monopoly much nearer being the rule. Economists nurtured in
the school of laissez-faire fought hard against this conclusion,
because they realised that it would open the door wide to govern-
ment intervention, as well as make hay of their assumption
that under ‘cconomic law’ there was a powerful tendency for
every producer to get the reward he was really worth.

The conclusion was, however, irresistible ; and it was made the
stronger when certain economists (notably the American,
Chamberlin) went on to show that a form of monopoly was
increasingly prevalent even in many industries which seemed to
have kept their essentially competitive character. Chamberlin
coined a phrase, ‘monopolistic competition’, to describe what
happens in these cases. A number of firms are competitors in
producing, say, motor-cars or vacuum-cleaners. Each firm is
concerned not only to producc its wares at a competitive price, in
relation to quality, but also to make its products appear different
from those of its rivals, in order to build up a ‘goodwill’ preference
for its goods over theirs. This is done partly by advertising and
canvassing and various other sales devices, and partly by ac-
cumulating gadgets and seckmg varlety for its own sake, often at
the expense of real convenience, as it makes repairs and replace-
ments more difficult. Inevltably, all these ways of pursuing
variety add to costs, and check the development of standardisa-
tion. They thus cause the competition between firms to raise
prices instead of driving them down; and the higher prices mean
that fewer goods can be sold, and thus react adversely on em-
ployment.

Between them, these two forms of monopoly——monopoly in the
ordinary sense and ‘monopolistic competition’—cover directly or
indirectly a very large part of the field of modern industry. The
straight type of monopoly is most prevalent in the sphere of
materials and of half-manufactured goods, such as steel, and
spreads 1ts effects from this sphere into the finishing processes,
inflating prices and reducing output all along the lme whereas
monopohstlc competition prevails most in the sphere of finished
consumers’ goods and in that of machinery, and reacts most
. on the costs of selling and distribution.

industries was at the outset high, as more and more labour crowded into them
clasticity would be bound to fall, until they could absorb no more labour at
any wage.
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In face of so widespread a system of monopolies, each incom-
plete in itself, but each strong enough to affect markedly the
conditions of production and sale, it is the veriest nonsense to
contend that the traditional picture of an economic order tending,
through competition, to employ all the available resources of pro-
duction and to assign to each ‘factor’ its appropriate economic
reward bears any significant resemblance to what happens in the
real world. It is a plain fact, visible to anyone who cares to look,
that in the real world the available resources are usually by no
means all employed, and that the unemployment which exists
cannot plausibly be explained as the result of ‘friction’ in chang-
ing from job to job or even of friction due to technical changes.
These causes are no doubt responsible for some of the unemploy-
ment; but there are other, and even more powerful, forces at
work to drive total employment below the level that is needed if
we arc to make the most of our economic resources in abolishing
want and raising our standards of living to the highest point
compatible with our technical mastery of the arts of production.

Of course, all economists, no matter to what school of thought
they belong are bound to admit that this waste of productve
power exists. It exists, however, they point out quite truly, on
a much larger scale at some times than at others. There 1s, in
effect, a something which they call the ‘trade cycle’, which brings
it about that economic activity ebbs and flows, not indeed with
a rhvthm as regular as that of the tides, but regularly enough to
suggest that there 1s some single and definable cause at work.
This alternation of high and low economic activity, we are told,
can be traced back right through the nineteenth century, and
cven right through the eighteenth—though naturally the statis-
tical basis gets narrower the further one attempts to tollow it
back. There are no statistics of unemployment going back
beyond 1850; and even those for the second half of the nineteenth
century are very imperfect. Production figures are available, for
a few kinds of goods, over a longer period; and so are figures
showing the average trend of prices for a larger number of goods.
Altogether, there 1s enough statistical evidence to reveal a fairly
clear up and down rhythm of total economic activity in Great
Britain for nearly a couple of hundred years back, and for other
industrial countries as far back as the statistics allow us to go.
The length of the different cycles has varied from about seven to
about a dozen years; and every now and then wars have upset
the movement. But its existence is not open to doubt; and we
could not indeed doubt it even if there were no statistics at all,
for we could tell from newspapers and from other contemporary
sources that this was on the whole a good and this a bad vear, and
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could construct a picture of the fluctuations of economic activity
(as I have actually done) without making use of any figures at all.

Economists who claim that a [aissez-faire system has a tendencv
to bring about the employment of all the available productive
resources at prices (or rewards) appropriate to their several
services to production admit that this tendency is again and
again upsct by the working of the ‘trade cycle’. Intent on pre-
serving their faith in the beneficent tendency of the system, they
then attempt to explain the ‘trade cycle’ as due to some external
or particular force impinging upon it and causing it to work
amiss. Some economists have attempted to explain this up-and-
down hehaviour of the economic system mainly in psychological
terms, as due to the alternating errors of optimism and pessimism
made by business men in the mass. Others have tried to trace 1t
to variations in crop-yields, affecting the agricultural and through
them the industrial producers. But by much the commonest of
these explanations is that the trade cycle is basically a ‘mone-
tary phenomenon’ and is essentially duc to the imperfect or
foolish management of the supply of money. Money, in any
developed economic socicty, is a necessary instrument for bring-
ing about the easy exchange of goods and services. Itisimmensely
superior in convenience to the barter of goods for goods, because
money is a ‘universal equivalent’, and whoever possesses it can
exchange it for any kind of goods or - services that are on the market.
But with this convenience money, we are told, has the disad-
vantage that it can easily be managed or mampu]ated in such
ways as to disorder the entire economic system and to cause
crisis and mass-unemployment,

Money, n these explanations, is always represented as some-
thing apart {from the underlying character of the economic
system, which consists fundamentally of exchanges between real
goods and services. Money was invented in order to facilitate
these real exchanges; but in achicving this it somehow gets out of
hand and develops most inconveniently, a ‘behaviour’ of its own,
Economists sometimes speak as if this untoward ‘behaviour’ of
money had come into being only with the development of modern
banking—with the power ‘of the bankers to create money out of
nothing by printing banknotes or, more recently, by simply
creating bank deposits against which cheques can be drawn.
But thue is ample ewdence that money ‘behaved’ inconveniently
long before the development of modern banking techniques, and
when most money was still made of materials, such as gold and
silver, which possessed a value and uses of their own, quite apart
from their use as means of exchange. If money is the factor which

is responsible for upsetting the economic apple-cart, the blame
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must be attributed not exclusively to the methods of the bankers
in the modern world, but also to the solider kinds of money which
are often praised for their intrinsic worth as against the merelv
‘token’ character of modern bank money. The inflow of gold and
stlver into Europe from the New World in the sixteenth and
seventeenth centuries was quite as upsetting an event as the
development of country banknotes at the time of the Industrial
Revolution or the adoption of the cheque and deposit system
in the course of the nineteenth century.

Money is in effect essentially unstable. It is unstable because,
where it 1s made out of the precious mectals, the supply of these
metals varies both with the discovery of new sources of supply
and with technical changes in the conditions of mining, and
because, where it is made out of paper or by mere book-entries in
bank lcdgers, the conditions under which the law allows it to be
made vary, and so do the conditions under which bankers,
following rules of their own making, see fit to create it, or to
annihtlate i1t after creating it. Most bank-money, except in times
of emergency, is supposed to have some sort of backing in a stock
of precious metal held by the banking system, or by the State;
but the amount of paper-money, or of bank deposits, that can be
created against a given reserve of the precious metals varies by
law and custom from time to time and from place to place. So
does the amount of bank deposits that can be created against a
given reserve of currency, including paper notes. People’s habits
i using money also vary; and money changes hands much more
rapldly under some conditions than under others and, 1 ac-
cordance with the rapidity or slowness of its circulation, does more
or less work in facilitating the exchange of goods and services.

Why, from the standpoint of its effects on economic actvity,
does the amount of monev, or the rapidity of its circulation,
matter? These things matter because they affect the prices at
which goods and scrvices are bought and sold, and because prices
react on the volume of economic activity and of emplovment.
How the supply of money affects prices is not at all easy to ex-
plain, beyond the broadest generalities; but it is an unquestion-
able fact that in most circumstances a large increase in the supply
of money will have the eflect of increasing the prices of many
kinds of goods and services, if not of all. If people have bigger
incomes, they are prepared to pay higher prices than they other-
wise would; and if the supply of money rises faster than the supply
of things to be bought, each unit of goods and services will tend,
except where its price 1s fixed by law or contract, to fetch a higher
price. How much higher, is another matter; for we cannot say

that a rise of x per cent in the supply of money will cause a cor-
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»ponding rise in average prices—nor could we, even if the
supply of goods and services were to remain unaffectcd as in
practice it never does. There are far too many comphcatlons for
any such precision to be possible. Money can pass from hand to
hand faster or more slowly; and this will affect, as we have seen,
the amount of work a unit of money does in a given time, and
therewith its influence on prices. Moreover, goods and services
also, including second-hand goods already in existerice as well as
goods produced currently, can change hands more or less rapidly,
or can pass through more or fewer hands on their way to the con-
sumers; and changes in the conditions of circulation of goods as
well as of money will affect prices.

It can, however, safely be asserted that, whenever the effective
supply of money 1s increased faster than the supply of things to be
exchanged, there will be a tendency for prices to rise. But there
nced be no such tendency, though there may be, where the supply
of things to be bought and sold rises as fast as the supply of money.
This may happen, for example, where there are large quantities
of unemployed economic resources which can be brought into
productive opcration under the stimulus of the increased supply
of purchasing power. In practice, however, prices will usually
rise, cven under such conditions; for in pemods of heavy unem-
ployment many prices are usually brought down to a low level,
and employers seize the opportunity presented by a risc in in-
comes 10 ask more for their goods. Workers also, who have had
their wages reduced during a slump, make what speed they can
to ask for increases as employment becomes more plentiful ; and
higher money wages usually mean—at any rate in the short run—
higher money costs of production, which tend to be passed on in
lughc: prices. Therefore, even if the supply ofgoods and services
increases as fast as the supph of money, prices usually rise; and
the fact that they do rise thereupon creates a demand for yet
more moncy in order to finance the sale of more goods at higher
prices than bhefore.

It 15 sometimes said that, though the supply of goods and
services will tend to increase as more money is made available,
up to the point at which there are no more productive resources
that can be brought into use, there will be a tendency for prices
to rise because the reserve of unemploved labour and other
resources will be on the whole less eflicient than the productive
agents which were already in use, and costs will accordingly rise
as more of them are brought into employment. This tendency
has, however, to be set against another; for in many productive
plants which were being used, but not fully used, until the supply
of purchasing power was increased, costs of production will tend
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to fall as the plants are enabled to work up to capacity. This may
he a very important factor in big establishments, which have
large standing charges that do not vary much with the volume
of current production; for when plants are working up to their
full capacity these charges can be spread over a larger output and
are thus smaller for each unit produced. It is true that costs will
tend to rise again if output 1s expanded still further in these plants ;
for in general there is for every factory an optimum rate of output,
at which goods can be turncd out at lowest unit cost. Beyond this
point, the higher costs of overtime working and the straining of
the productive resources beyond what they were designed to
meet tends to raise the costs of production. This is a cause of
varying cost quite distinct from the changes in money earnings
referred to in the previous paragraph.

The general conclusion to be drawn is that, where total pro-
duction has been at a low level, so that therc have been large
productive resources unemployed or underemployed, the average
real costs of production per unit (in terms of the amounts of labour
and other resources used up in making them) are likely to fall for
some time as total output 1s increased, and to begin to rise again
only when the more efficient agents of production have become
fully employed. As against this, average money costs will tend to
rise from the outset owing to the pressure for increased wages, and
prices will also tend to be driven up by the pressure of emplovers
for a more satisfactory reward. These effects on average real costs
will, however, not necessarilv coincide with the movement of
costs at the margin of production, that 1s, of the costs of the least
efficient producers who are able to hold their place in the market.
If, simultaneously, on an expansion of demand, some firms
increase their output at falling costs whereas others increase
theirs at rising costs, and the output of both groups is needed to
meet the demand of the market even at prices which will be
remunerative to the higher-cost producers, prices for the whole
output will tend to rise to the level corresponding to the higher
costs, and the effect of the lower costs of certain firms will be,
not to reduce prices, but to present these firms with ‘windfall’
profits.

The total result of these conflicting forces will depend on
circumstances. If the producers with falling costs can meet the
entire expansion of demand, there will be no tendency for prices
to rise on account of the higher costs of the marginal firms, and
the high-cost producers will not be able to expand their pro-
duction. Thus, what happens will depend on the conditions of
supply at any particular time and place; and no absolutely
general conclusion can be laid down.
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It is, however, certain that the increased purchasing power
made available will react in different degrees of strength on
different classes of goods and services. When people have more
money to spend, they do not spread their additional purchases
evenly over all classes of things. Their demand for some things
1s much more elastic than for others. Accordingly, the increased
purchasing power will produce much more effect on some indus-
tries than on others, and there may be some on which it hardly
reacts at all. Moreover, the effects of increasing demand on costs
will differ greatly from industry to industry. Some industries,
having large unused resources that can be called into play, will
be able to expand their output much more easily and rapidly
than others; and some industries will experience falling unit
costs, while in others these costs will tend to rise. Prices, there-
fore, will by no means move uniformly for all kinds of goods and
services. There will be divergent movements, and even move-
ments in the same dircction will not be the same in speed or in
amount. Nor should it be overlooked that a rise in total purchas-
ing power will react quite differently on demand according to its
distribution among the people. Ifthe rise goes mainly to the very
poor, it will be spent differently from the way it will be spent if it
1s diffused over all classes; and if it goes mainly to the wealthier .
members of the community, yet another effect on demand will
follow. The results on prices will thus vary both according to the
effect of the increased purchasing power on the structure of demand
and according to the effect of the increased 'demand on the struc-
ture of both real and money costs.

In general, it is pretty safe to conclude that, well before the
cconomy reaches the point of having its available productive
resources {ully employed, there will have been such increases in
the prices of a number of goods and services as will have set in
motion a demand for yet more money, in order to enable more
goods and services to be bought and sold at a higher average
price-level. Ifthis demand is met it will almost certainly lead to
a further rise in prices, and therewith to a further demand for an
increase in the supply of money, and so on, in an endless series.
This is the process known as ‘inflation’; and a good manyv
economsts arc so afraid of it as to argue that the supply of money
ought not under any circumstances to be increased. Money, say
these cconomists, should be fixed in quantity absolutely, or at all
events should be allowed to vary only with the size of the popula-
tton, and should be fixed absolutely per head.

What is indeed clear is that, when the available productive
resources are already fully employed, so that an increased suppl
of money can have no effect in calling additional resources into
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use, there can be no good reason for adding to the supply of
money ; for in such circumstances a larger supply can only inflate

prices without increasing the output of real wealth. But it does
not follow from this that there is no advantage in issuing more

money at a time when there are idle productive resources ready

to be called into use. The economists who live in terror of infla-
tion will answer that the correct course in such circumstances is
to keep the supply of money fixed, and to wait for prices to be
reduced so that all productive resources can be employed at a

lower price-level-—for, as they correctly point out, any amount of
money can be used to exchange any amount of goods and services

il only the prices are rightly adjusted. In practice, however, this

will never happen. Many employers, instead of cutting down their

prices to the requisite levels, will discharge workers and reduce

output in the hope of kcepm prices up; and there will be many

prices fixed by law or long-term contract which cannot be re-

duced for a considerable period. Consequently, a refusal to

expand the supply of money to re-employ idle resources leads,

not to an all-round fall in prices that enables all these resources to

be brought back into use, but to continuing depression and to a

severe upsetting of the relative prices of different kinds of goods

and services. The groups which are strategically well placed for

holding up the prices of what they have to sell, or are protected.
by long-term contracts, improve their relative position: the rest

suffer. Unemployment remains uncured.

Accordingly, nothing seems to be left of the arguments ad-
vanced by the advocates of a fixed supply of money except the
truism that, when all productive resources are already emploved,
there 1s no point in issuing more money in order to bring more
resources into employment. We cannot, however, leave the
matter quite at that; for the danger of inflation which these
economists have pointed out is a real danger, and it i1s true that
every additional i1ssue of money which is made for the purpose of
caling additional productive resources into use does tend to
create a further demand for money to finance the exchange of
goods and services at higher prices. This danger is obviously at
its greatest when the quantity of idle labour and other resources
waiting to be brought into use has already been reduced to such
a point that what is left unused is markedly less efficient than
what has been already absorbed i production. For at this point
further absorption must mean higher real costs.

It is relevant at this point to draw special attention to the
clementary economic principle that under the existing system
prices tend to be fixed at the margin—in the sense that the price
of a commodity tends to be that at which the highest-cost units
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included in the total supply can be profitably sold. This principle
is subject in practice to a great many qualifications; but it is
broadly true that the more efficient producers tend to reap a
special profit by selling at prices determined by the costs of their
less efficient competitors whose output is also needed to meet the
total requirements of the market. To some extent these less
eflicient producers are always being crushed out by their more
‘eflicient rivals; but this seldom leads to a complete standardisation
of efliciency. There are nearly always firms of varying efficiency
in a trade; and as long as the output of the more efficient is not
large enough to meet the total demand, less efficient firms can not
only maintain themselves but, by kecpmg up prices, help to
present their rivals with high profits. Indeed, quite often where
a big firm or combine could quite easily crush out all its com-
petitors and capture the entire trade, it prefers not to do so,
because their disappearance would mean greater pressure on it
to reduce its prices to a level corresponding to its lower costs of
production.

As unused resources are called into play, there 1s, as we have
seen, a tendency for efficiency at the margin to decline—or, what
is the same thing, for real costs at the margin to increase. This
is a principal factor in causing prices to rise as additional resources
are brought into use. Accordingly, the question arises whether, in
order to avoid or at any rate himit this tendency, it may not be
preferable to leave a substantial proportion of the less efficient
productive resources unused. In other words, some economists
hold that a fairly high level of unemployment is positively de-
sirable as a means of keeping prices down. This view partly
explains the toleration of mass-unemployment which characterises
much economic thinking under capitalist conditions. Nor is this
all; for among the prices which can be kept down by the existence
ol unemploymerit is the price of labour-power. Employers, as
well as cconomists, are well aware of this; and I have often heard
cmplow,c:s argue that the existence of an adequate ‘reserve of
labour’—that is, of unemployed workers—is necessary in order to
preserve f'lctoxy discipline and to prevent the Trade Unions from
getting out of hand.

Among economists, the argument often takes a somewhat
different form. We have seen that, as the volume of employment
increases, pressure for higher wages becomes much stronger and
comes to be a force impelling prices to rise. What effect, ask the
economists, would the virtual abolition of unemployment, or its
reduction to a negligible amount, have on the terms of the wage-
bargain? Ifevery workman knew he could easily get another job,

and every employer knew that he could get additional labour
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only by attracting workers away from other employers, would not

wages rise so sharply as to lead straight to inflation? The ex-
perience of labour shortage under war conditions adds point to
this argument; for everyone knows that if employers had been
left free to entice away one another’s employees by the offer of
higher wages, there would have bcen a very much greater
increase in working-class money incomes during the present war
than has actually occurred. Indeed the severe restrictions im-
posed on labour mobility and the prohlbltlon laid upon em-
ployers in this respect were designed to prevent a dangerously
1nﬂat10nary situation from arising.

In wartime, it is evidently necessary to prevent such a situa-
tion ; for the first essential- under war conditions is to restrict un-
necessary civilian consumption in order to divert to war use the
largest practicable proportion of the national output, subject to
the need for ensuring the requisite minimum of necessary civilian
supplics. But, in peace-time, would it be a bad thing if the
workers, by virtue of the demand for labour being in excess of the
supply, were enabled to push up wages to a higher level, and to get
a bit of their own back at the expense of other classes? In many
respects it would be a good thing; but there are difficulties. In
the first place, the rising costs of living would react disastrously on
all persons who live on small fixed incomes—{rom the rentter
members of the middle classes to the recipients of all kinds of
pensions and allowances and annuities of fixed amount. The
State could no doubt by legislation increase the sums paid to its
own pensioners and to the various classes of beneficiaries under
the social insurance schemes. But even if this were done, there
would be thousands upon thousands of hard cases of private
pensioners, old people living on annuities or on the interest on
small savings, persons in receipt of incomes from fixed charitable
or educational endowments, and so on. These classes had to en-
counter ruin in 2 number of European countries as a result of
inflation after the last war; and the social consequences were
neither just nor pleasant.

Secondly, inflation benefits not only the wage-earners, but the
profit-makers as well. A situation in which every owner of a
tfactory could rely on being able to sell at a high price everything
he could produce would Tead to a vast amount of proﬁtceunor
The shares in the total national income accruing to profits and
wages would rise at the expense of the shares accruing to other
forms of income. In the case of the wage-earners, a part of the
increase would go in wages paid to those who were previously out
of work, and a part in higher earnings to those who were already
in work. In the case of the profit-makers, by far the largest gains
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would accruc to the owners of the more efficient instruments of
production. If Trade Unionism were strong and vigorous in
action, the share in the national income going to labour would
probably increase at the cxpense of the share accruing to capital
as a whole. But this is not certain: what is certain is that the
share accruing to profit, as distinct from interest (and, in the
short run, rent) would increase very much. In the long run, the
position v\ould be redressed, no doubt, when the commumtv
had settled down to the new conditions. But the long run would
be very long; and, as Lord Keynes has wisely said, ‘in the long
run we are all dead’. :

What has been said in the preceding paragraphs involves, of
course, the assumption that the state of ‘full employment’
postulated in it has been reached under a system of ‘private
enterprise’, and that the various parties to the work of production
have been left free to scramble for what they can get. It has also
been assumed that the prices of goods and services have been
left to be settled by the interplay of supply and demand. It is
obvious that, unless these assumptions are made, the conclusions
do not follow. They would not, for example, "hold good in a
Socialist cconomy, in which presumably both incomes and prices
would be regulated in accordance with public conceptions of the
general interest. Under such a system, it would not follow that
an addition to the supply of money would raise prices or set
afoot movements for higher wages, as long as the output of goods
and services rose pari pamu with the supply of money. Indeed, the
entire argument presented in the preceding pages would be in-
applicable; for if the State were in direct control of the means of
stimulating employment by simply ordering work of various
kinds to be done, there would be no need for it to go roundabout
and to make use of an addition to the supply of money as a means
of adding to the volume of employment. The supply of money would
follow upon, and not precede, the decisions about productive
activity; and money would be made available in the quantity
deemed nccessary for financing the approved volume of produc-
tive operations. The role of money, which in a profit-secking,

capitalist economy is of primary importance as a means of

stimulating economic activity, would become secondary; and
moncta?r management would become a comparatively simple
matter 0110\\i11cT upon decisions taken in the field of production.
Money would be brought back to its proper function of facilitating
exchanges: it would pla\ no part in determining the volume of
production or employment,

We are, however, for the time being considering not Socialism,
bt what would huppt‘n if “full emplovment’ were to be achieved
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under a system of private capitalist enterprise. What would
happen under a complete system of Socialismn is sufficiently
apparent from the Russian example; and we shall have to con-
sider later what would happen under a ‘half~and-half’ system,
within which collective and private enterprises existed side by
side, each occupying a considerable part of the field of production.
‘What has been said so far applies only to an economy in which,
even 1f there exists, as there did in Great Britain in 1939, a
small ‘socialised sector’, the greater part of the field is occupied
by capitalist businesses carried on under the stimulus of the profit
motive.

It may appear that throughout this discussion I have been
burking the really essential issue. Are the economists who main-
tain that the occurrence of mass-unemployment is due to the
‘trade cycle’ and that the ‘trade cycle’ 1s due to the instability
of the money factor in our economic affairs, really in the right?
Or has the ‘trade cycle’ some quite different cause? I shall not
waste time discussing either the attempted explanations of the
‘trade cycle’ in terms of harvest fluctuations or the various purely
psychological theories which have been advanced. It is enough
to say that nobody, I think, now believes in the ‘harvest’ explana-
tion, and that, though it can be agreed that fluctuations in
business ‘confidence’ have a powerful direct influence on the
volume of employment, it seems too much to believe that these
fluctuations in ‘confidence’ are themselves causeless, or that the
mass psychology of the business world oscillates quite irrationallv
according to a regular rhythm between errors of optimism and
pessimism. It Is surely more reasonable to suppose that these
alternations are the reflections of real changes in the prospects of
profit. They may be, and doubtless often are, carried a long way
turther than the circumstances really warrant; and the prone-
ness of business men to overestimate the strength of real forces
making for boom or slump is often a potent force in causing
economic fluctuations to be greater than they would be other-
wise. But this does not make the causes of boom and slump
psychological causes: it means only that, the jumpier business
men are, the further the economic system is likely to be carried
out of boom into depression, and out of depression into boom. It
is perfectly true that the real causes of the ebb and flow of econo-
mic activity operate on the level of employment by being trans-
lated into decisions in the minds of business men—decistons to
produce or not to produce, to engage or to sack workers, to build
up stocks of goods or to let stocks run down. It is also true that
of all the persons whose optimism or pessimism, without being
the cause, affects the amplitude of the ‘trade cycle’ the bankers
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occupy the key positions, because their decisions determine the
supply and availability of money to the producers and traders.
At this point the psychological and the monetary explanations
run together; and to the extent to which the bankers are actuated
by alternating moods of optimism and pessimism they can bhe
satd to be positive agents in causing an advance or a decline in
economic activity—though, as we shall see, it is very much easier
for bankers to bring about a slump than to put an end to it. On
the main 1ssuc, however, the bankers, in settling the direction of
monetary policy, are usually moved much less by optimism or
pessimism than by an implicit faith in certain ‘rules of the game’.
Most of them have deep in their minds a belief in the truth of
orthodox, classical economic doctrines; and they act, as far as
they can and dare, by the rules laid down for them by the
classical monetary theorists. These rules tell them that it is
their duty above all else to safeguard gold reserves, or, where
this cannot be done, to preserve the stability of exchange rates
between the money of their own country and that of countries
which have ample gold reserves. Any threat to this sort of
stability alarms them much more than a threat to the stability
ol employment or production: they respond to it by restricting
the supply of money and credit, and, when the result is seen in
spreading unemployment and distress, they tell the world
that all will be well again as soon as incomes and prices
ave been brought down to a level which will correspond to
the supply of money dictated by the necessities of stable
rates of exchange. When this fails to happen, they blame not
themselves for causing depression, but other people—especially
the Trade Unions—for refusing to agree to the required reduc-
tions ol income, ,

True, the bankers have not been able in recent years to act
fully on these principles of financial austerity. (The austerity,
by the way, 15 mostly for others; for the banks are usually well
able to maintain their dividends, however the rest of the world
may fare). Bankers have, under pressure from public opinion and
from Governments unable to face the consequences of financial
orthodoxy, considerably modified their practice; but it is much
to be doubted whether they have changed their principles. Most
bankers, it appcars, still regard the ‘rules of the game’, even if
they dare no longer observe them, with the same veneration as
hefore. We shall have to watch them carefully lest, at the end of
this war, they repeat successfully the attempt they made after
1918 to force the world back into the shackles of orthodox,
gold-standard finance. We shall have especially to watch the
Americans; for the so-called “White Plan’ issued carly in 1943
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from the United States Treasury dangerously foreshadowed just
such an attempt.?

Before, however, we accept in full the conclusion that the
‘trade cycle’ 1s ‘purely a monctary phenomenon’, due to the
imnherent instability of money under the arrangements which at
present govern its supply, we must pay some attention to an
alternative explanation that cannot be dismissed so lightly as the
others. In Great Britain, this explanation has been chiefly
associated with the name of] A. Hobson, though further hack it
owes a good deal to Karl Marx. Briefly, Tobson sought to trace
the recurring phases of economic depression to a maldistribution
of incomes which led to ‘underconsumption’ and therewith to a
decline in production and employment. The poorer sections of the
comrmunity, Hobson argued, have to spend most of their incomes
on consumers’ goods and services: the richer do not. The richer
classcs save much more than the poorer, and out of their savings
come the resources which are embodied in new investment In
capital goods—that is, in means of production as distinct from
goods or services destined for immediate consumption. Capital

goods, however, are useful, and can be profitably operated, only
if there is a market for the consumers’ goods which they can be
used to make; for in the last resort all production leads to con-
sumption and has consumption as its end. But the demand for
consumers’ goods depends primarily on the purchasing power in
the hands of the poorer people; and an increase in the purchasing
power going to rich people will do little to swell this demand,
because the rich will save a higsh proportion of it. If, then,
1NCOMES are distributed with gross inequality, the demand for
consumers’ goods will be low; and accordingly, when the rich
mnvest heawly in capital goods with the a1m of making more
consumers’ goods, the additional consumers’ goods coming on
the market will cause aglut. The newer instruments ofproductlon
being in general more efficient, owing to technical progress, than
those previously in existence, will force down prices in order to
find a market in face of the limited demand. The older capital
goods will be driven out of production: there will be widespread
bankruptcies and failures and many workers will be flung out of
work. The new capital goods will use less labour for each unit
of output than the old, and will therefore not need the services of
nearly all the dischalo‘ed workers. Soon the rich investors will
take fright, as the dliﬁculty of driving yet more of the older
instruments out of business increases. The) will thereupon refuse
to go on investing their savings in further capital goods for which
there seems to be no demand. Producers of capital goods as well

1 See page 143.
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4+ ol consumers’ goods will then be thrown out of work; and a
veneral depression will set in.

Before we examine the validity of this explanation, let us con-
sider a vital point which, so far, it does not explain at all. If these
arc the causes of depression, what are the causes of the ensuing
recovery? The trade cycle has its ‘ups’ as well as its ‘downs’.
We scem to have here a plausible explanation of the ‘downs’,
but what about the ‘ups’? Hobson’s answer on this issue 1s much
less clear. It is, partly, that, when depression has come about,
the share of the national income going to the poorer classes, and
the proportion of it consumed, does usually become larger, though
the total income becomes smaller; and that this relative expan-
sion of demand for consumers’ goods after a time sets in motion
the forces leading to a recovery. It is also, partly, that after a
time the stocks of goods piled up at the begrmnmg of the depres-
sion become exhausted; so that a demand sets in for goods for
re-stocking over and above the level of current demand, which is
itself increased because it can no longer be met by reducing
stocks. And it is also partly, and I think more fundamentally in
Hobson’s mind, that there 1s in any scientifically impelled
economic system an inherent tendency to recovery, based on new
inventions which ereate new wants or new means of satisfying old
wants. During the depression these opportunities for profitable
investment pile up for a time unused ; but after a time capitalists,
feeling sure that the new and more efficient instruments can be
operated profitably by virtue of their superior efficiency and aware
that they can be installed most cheaply while prices and produc-
tion costs are low, begin to venture back into investment, re-
employ the producers of capital goods, and thus set on foot an
expansion of the demand for consumers’ goods which presently
brings their producers also back into jobs. And then, of course,
in Hobson’s view, the whole process starts all over again. Rich
men get too large a proportion of the national income, and save
too much of it; underconsumption due to the maldistribution of
incomes is renewed : the slump recurs.

How far is this dual explanation true? We must now go back
to consider how far Hobson is right about the cause of slumps;
for this is the key point of his whole theory.

CHAPTER III
SAVINGS AND INVESTMENT

Hosson’sco NTENTION, we have seen, is that economic depres-
sions are due mainly to a bad distribution of incomes—Dbad in the
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sense that too much is given to the few, and too little to the manv.,
Why is such a distribution bad? Morally, it is bad because it
bears no correspondence to men’s wants or needs, and because
it 1s bad for human creatures to be deprived of what is necessary
for a rounded and satisfactory way of life. This argument can be
cast into an economic mould by saying that the more evenly the
available income of a community is divided up, the greater
aggregate satis{action it will be likely to yield. As men on the
whole satisfy first their most urgent wants, the smaller incomes
tend to yield, unit for unit, a larger satisfaction than the bigger
incomes, because the overplus 1s used to meet less urgent wants.
This, however, is not in the present connection Hobson’s point.
What he is arguing is that a grossly unequal distribution of in-
comes will not only be morally wrong and economically dis-
. advantageous in yielding a smaller aggregate of satisfaction, but
will also, by causing depression and unemployment, reduce the
size of the total national income below what it could be on the
basis of the available resources of production.

Hobson bases this contention on the assertion that, whereas
poor people consume most of their incomes, rich people save a
considerable part of theirs. This can be accepted as broadly true,
though in fact the largest volume of saving in recent times in
Great Britain has come not directly from the very rich, but
rather from the middle classes and from the accumulation of
reserves by joint stock companies and other corporate bodies.
This does not really affect Hobson’s argument, which is in effect
that under the capitalist system there is a tendency towards over-
saving. Too small a proportion of the national income, at any
rate in times of business activity, is spent on consumable goods
and services: too large a proportion is saved. As the demand for
all classes of goods, including capital goods, depends finally on
the level of consumption, the result is crisis, leading to unem-
ployment and depression.

How well T remember the chorus of shocked disapprobation
with which the great majority of economists greeted this argument
when I was young. I was warned against it again and again; and
for a long time my adherence to Hobson’s point of view made me
feel like an economic leper. The orthodox argument against Hob-
son used to be that it did not matter from the standpoint of de-
mand and employment whether incomes were spent on consum-
able goods and services or on capital goods. Money invested,
equally with money spent on consumption, created employment ;
and the persons employed in making capital goods were just as
good customers of the industries making consumers’ goods as any-
one else. The idea that there could be such a thing as ‘over-
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investment’—the correlative of ‘underconsumption’—was scouted.
More and more investment would lead, with advancing tech-
niques, to more and cheaper production, and accordingly to a
rise in real incomes all round as prices fell. The higher the pro-
portion of the national income invested, the more rapidly would
the standard of living rise. Thrift was a virtue—perhaps the first
of virtues. As for the argument that the new and more efficient
instruments of production would be continually driving the older
instruments out of business, and thus ruining the owners and dis-
placing the workers employed upon them, what could be better?
It was of the essence of progress that obsolete capital goods should
be continually displaced; and the disemployed workers, if only
they would not be so foolish as to stand out for unreasonable
wages or conditions, would soon find new jobs as industry ex-
panded under the stimulus of technical advance.

Hobson, in fact, and those who agreed with him had committed
a cardinal sin, tor which there could be no forgiveness. They had
cast doubt on the sovereign virtue of thrift: they had suggested
that it was possible for a community to be too thrifty—to save too
much. Such a view outraged the nineteenth-century conscience:
it was not so much argued about as dismissed as rank blasphemy.
It took the experience of the last war and of the chaos which
followed it to make the minds of more than a few heretics ready
to receive so devastating an idea; and when the economists did
begin to receive it, they refused to swallow it unless it was well
coated with non-Hobsonian language. Keynes sugar-coated 1t
for the new generation of economists by wrapping it up in a new
terminology difticult enough for them to have to study it seriously;
and when this had been done, they began to come round to the
new vicw—always provided that it was not attributed to Hobson.
The new school became Keynesian, not Hobsonian; and a few
old Hobsonians, including myself, had many good laughs when
their juniors set to work to expound to them, in Keynesian lan-
guage, something closely akin to what they had been denouncing
as nonscnse when it had only Hobson’s—or Marx’s-—authority
behind it.

There was this much of excuse for the new Keynesians” habit
of brushing Hobson impatiently aside——that in certain respects
Kevnes undoubtedly cleared up errors and ambiguities in Hob-
son’s argument. Hobson, at any rate in most of his writings, had
appeared to assume that if an individual saved any part of his in-
come, what he saved somehow got itselt invested in new struments
of production. He drew no distinction—at all events no clear dis-

~unction - between the act of saving and the act of investment.?

¥ Such a distinction was in fact imphied, though not stated, in Hobson’s
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These are, however, quite distinct and separate acts. The indi-
vidual who merely saves merely abstains from spending. He can
put his money in a safe, or in a hole in the ground, or leave it in
his current account at a bank. In order that it may be invested
as well as saved, he must either himself spend it on new capital
goods, or transfer its use to someonc who will spend it on new
capital goods. If he uses it to buy existing stocks or shares, that
does not amount in reality to investing it, but only to transferring
it to the previous owner of these stocks or shares, who may then
invest it or not invest it at his pleasure. From the standpoint of
its social effect, saved money 1s not invested until it has been
locked up in new capital assets other than money, either by being
borrowed by someone who spends it in this way, or by being
spent in this way directly by its possessor. There 1s, however, no
necessary correspondence between the sums of monev which per-
sons wish to save out of their incomes or companies to pass over
into their unexpended reserve funds and the sums of money
which active capitalists wish to borrow or to get control of in the
form of shares for the purpose of spending them on capital goods.
Savers may want to save more or less than capitalists wish to
spend in this way. Keynes, in his first exposition of his revised
version of Hobson’s thesis, put this statement in the form of saying
that ‘Savings’ and ‘Investment’ are quite different things, and
that there i3 no necessity for them to be equal.

In his later expositions Keynes, unfortunately as I think, has
altered his terminology, and has created much confusion by stat-
ing that ‘Savings’ always under all circumstances are and must
be equal to ‘Investment’. It is important to understand that this
apparent contradiction represents not a change of view, but
merely a change of terminology. In his later statement, Kevnes
is looking at the problem from the standpoint of the total social
effect, whereas in his earlier statement he was regarding it
primarily from the standpoint of the various individuals or busi-
ness concerns which either save money or invest it in capital
goods. The amounts of money which are invested in capital goods
may be, in the first instance, either greater or smaller than the
money savings which individuals or business concerns make out
of their incomes ; but, whatever this relation may be, the real sav-
ings of the community consist only of the capital goods that are
added to the national supply of such things. Savings which do
not result in additions to-the supply of capital goods are not, from
the standpoint of the community, rea/ savings: they are, in a
phrase used by Keynes, in effect “spilt on the ground”. They

thepry; for in the crisis the capitalists were represented as refusing to continue
to invest 1n new capital goods,
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must be; for they have resulted m an addition to the supply
neither of capital nor of consumers’ goods nor of services. They
represent no real wealth at all.

This, of course, is not apparent to the individual saver. He has
saved his money, and he still has it, either in cash or in bank de-
posits or in the second-hand stocks or shares he has bought with
it. Why, then, is it not real saving from the standpoint of society
as a whole? Because when more money is saved in these ways
than anyone is prcparcd to make use of for the purchase of cur-
rently produced capital goods, the result must be to inflict an
equivalent loss on other people. Under conditions of what econo-
mists call ‘equilibrium’, the total sum paid out in incomes to the
members of the community should be just enough to buy the
whole of the current output at prices which will cover the costs of
production, including normal profits (which economists usually
include as an element in cost). If some part of the income thus

paid out is not spent at all in buying current products, either
Caplt’l.l goods or consumers’ goods and services, the incomes that
are spent on such things will clearly not suffice to buy the whole
current output at prices which will cover its cost. Either some of
the current output will have to remain unsold, and its owners will
therefore lose both by the cost of holding it in stock and by draw-
ing no income from the capital locked up in it; or all the current
output will have to be sold at less than cost, so that all the vendors
will make losses corresponding in total to the sum withheld from
spending ; or, as will happen in practice, the total loss will be
spread unevenly, and will fall most heavily on those vendors who
are in the most vulnerable economic position, If the value of the
total income available is A, and A is also the total cost of pro-
duction of all the currently produced goods and services, and if
B is withheld {rom spending on ecither capital goods or con-
sumers’ goods or services, it 1s clear that A — B caunot equal A,
and that accordingly either some of the current output must be
held back from sale—at a cost—or if the whole output is sold it
must be sold for less than A.

When Keynes says that Savings necessarily and always equal
Investment, he is drawing attention to the plain truth that money
saved beyond what is invested is not really saved at all, from the
social point of view: 1t is “‘spilt on the ground”. I wish he had
used some different phrase-—‘Social Savings’, for example—to
indicate this, and had continued to say, as “he said earlier, that
Savings (i.¢. the sums which individuals or corporations at!empt to
save, and do succced in saving from their own private standpoint)
-need not be equal to Investment, For it is this distinction between
Savings (in the sccond sensc) and Investment that is Keynes’s
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chief 1mprovement upon Hobson’s essential thesis. Let us con-
clude that Savings, in the everyday sense of the word, need not
equal Investment, whereas Social Savings must.

At this point the question is sometimes asked—But what hap-
pens to the money that is saved but not invested, so that, from the
standpoint of the community, it is not really saved at all? The
answer is that this money simply vanishes out of existence, or at
all events out of active circulation. Ifall the business of exchang-
ing goods and services were done with hard cash, it would pre-
sumably vanish into holes in the ground, safes, or bank vaults, or
into whatever receptacles for idle money were in fashion in the
community concerned. Where, as i1n modern societies, most
monev consists of book entries in bank ledgers, it is as easy to
write down the total amount as to write it up. If there are smaller
demands on the banks for credits, they simply stop replacing by
fresh advances those which are repaxd The totals recorded in
their ledgers fall off: the unused money disappears as easily as it
came into being. In practice, the process 1s not quite so stmple as
these sentences suggest; but they give the gist, and there is no
need lhicre to enter mto the details. To the extent to which this
process of creating and annihilating money needs further explana-
tion in connection with employment problems, the explanation
will come better at a later stage.

There i1s a second point at which Keynes substantially alters
the argument presented by Hobson. Hobson stresses the point
that in good times a grossly uneven distribution of income leads
to excessive Saving, which brings on a crisis. Kevnes insists that
in bad times there is much too little Investment, which involves
severe unemployment among the producers of Capital goods and
indirectly through the loss of their purchasing power among the
producers of consumers’ goods and services as well. According to
Hobson. there 1s too much Saving in good times: according to
Keynes therc is too little Investment in bad times. There is
clearly nothing inconsistent in these two statements, though one
stresscs the too much and the other the too little, The difference
of stress leads, however, to the stréssing of different remedies.
Hobson argues in favour of greater equality in the distribution of
incomes and especially against wage-reductions at any time, be-
cause they will diminish the demand for consumers’ goods and ser-
vices. Keynesargues infavour of measures designed to maintainthe
level of Investment in bad times—or rather, in times which would
be bad if the level of Investment were allowed to fall. Hobson
puts the stress on the maintenance of consumers’ demand : Kevnes
puts it on the maintenance of the demand for capital goods. How
far are their views inconsistent or conflicting at this point?
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‘The most obvious criticism of Hobson’s statement of the causa-
tion of economic crises is that, whereas he attributes them mainly
to a deficiency in the demand for consumers’ goods and services,
in fact the industries which suffer the most serious decline in bad
times are those which produce not consumers’ but capital goods.
During the depressions between the wars the industry with the
very worst record of unemployment was shipbuilding. Unem-
ployment was also very severe in iron and steel manufacture and
in the heavier branches of engineering. It was much less severe

_in light engineering, which includes a number of consumers’
trades. The other cases of really bad unemployment in major
industries were coal, cotton, and water and waterside transport.
These are more complex cases. Coal is at once a consumers’ good,
a material used in all types of industry, but especially in iron and
steel making and in transport, and an export. Cotton goods are
produced much more for export than for the home market. The
demand for the services of seamen and dockers depends mainly
on the activity of import and export trade. Economic depressions
usually affect exports more than production for the home market,
because countries faced with a decline mn activity and purchasing
power usually try to reserve as much as possible of their home
-markets for their own producers. Thus, a consumers’ good which
1s produced largely for export may experience as great a decline
in demand as a capital good; but this does not invalidate the
point that in general, as far as production for the home market is
concerned, the industries producing capital goods are more
adversely affected in times of depression than those producing
consumers’ goods and services. The depression 1n the coal in-
dustry was peculiarly bad because coal is both a material largely
uscd by the capital goods industries and largely exported. The
depression in cotton was aggravated by the fact that, though a
consumers’ good, it was manufactured mainly for export. The
deep depression in shipping and the waterside industries was due

to the general decline in overseas trade.

The tendency for investment and the production of capital
goods to [all off in bad times more than the output of consumers’
goods and services is perfectly easy to explain. The production
of capital goods is made up of two broadly distinct groups—re-
placements and renewals of existing plant and the output of addi-
tional plant designed to expand the supply of instruments of pro-
duction. The existing plant 1s always wearing out. or becoming
obsolete, and needing to be replaced or renewed if the productive
capacity of the economic system is to be maintamned. It wears out,
of course, at widely varying rates in different cases; but let us
assume that the average annual need for replacements and re-
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newals is 10 per cent of the existing equipment. Now suppose
that total demand for all classes of goods and services falls from
100 in onc year to go the next. The equipment which produced
the output of 100 will, the next year, be capable of producing go
without any renewals or replacements at all-—or rather would be
so, if it were all homogeneous, which of course it is not. It will,
howcvcr, be possible, if total demand falls by 10 per cent, to post-
pone or do without a high proportion of the renewals and replace-
ments which would have been made if demand had stayed at 100.
There will accordingly be a very sharp fall—not 10 per cent, hut
more likely 50 per cent or more—in the demand for capital
goods to replace those which are worn out or obsolete; and this
fall will be the greater because, in view of the decline in demand
and the consequent loss of profits, many firms will make do with
obsolescent equipment which they would have replaced if times
had been better.

The other part of the demand upon the capital goods industries
consists of the demand for additional instruments of production
over and above those needed to maintain productive power at its
existing level. But why, if total demand is reduced, should there
be any demand at all for additional instruments of production? It
seems as if the fall in this part of the demand upon the capital
goods industries would be catastrophic—from 100 1n normal times
to zero in bad times. In one sense, conditions will not be quite so
disastrous as this; for even in bad times there will be some indus-
tries which will be expanding their productive capacity. If, how-
ever, we regard all investment in capital goods as beloncrmcr to
renewals and replacements until enough has been e\pended in
this way to maintain productive power at its previous level, it
may well be that the net demand for additional instruments of pro-
duction will be in bad times not merely zero, but a minus quan-
tity. For the community as a whole may fail to maintain its
aggregate productive power.

Some people find this argument confusing because they do not
realise that, here again, the problem is being considered from the
standpoint not of individual businesses but of the community as a
whole. In many cases, when plant wears out or becomes obsolete,
it is not replaced directly by its owners. Firms go out of business,
and new firms come in; and there ave shifts in the relative demand
tfor different kinds of things, leading to decreases in the total
equipment needed for making one thing, and increases in that
needed for making another. From the standpoint of the com-
munity as a whole the maintenance of productive capacity at its
existing level means not that the productive capacity of each in-
dustrv must remain unchanged, but that over all industries taken
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together must there be as much capacity as before to produce
useful things, declines in some cases being balanced by increases
in others. Thus, there is no net Investment in capital goods unless
the total productwc capacity of the community is raised above
its previous level.

It is now quite plain why the industries producing capital goods
.re subject to wider fluctuations in the demand for their products
than the industries producing consumers’ goods for the home
market. Any decline in the demand for consumers’ goods will
directly cause a greater decline in the capital goods industries.
There is only one qualification that necds to be made. The de-
mand for capital goods is governed, owing to the time factor
rather by the expected than by the actual state of consumers’ de-
mand. In the early stages of a depression, things are generally
expected to get worse, and this aggravates the fall in the demand
for capital goods. But the situation is changed at the first sign of
recovery, or when conditions are expected to get better; for “then
not only is the demand for capital goods governed by the expected
higher level of consumers’ demand, but in addition the prices of
capital goods are expected to rise, so that there is an advantage
in buying them quickly before the advance in prices has occurred,
or gone far. Accordingly, the carly stages of a recovery that is
expected to continue are marked by a brisk demand for capital
goods, both to make up arrears of replacements and renewals and
to expand total capacity to new levels.

Thus, whether or not a decline in investment is the main cause of
trade depressions, it is an undoubted fact that depressions do in-
volve a more serious decline in the industries producing capital
goods than elsewhere. Keynes fastens on this fact, and argues that
the best way of preventing trade depressions is to hold the volume
of investinent steady at the level needed to maintain a condition
of full employment. In effect he is saving that, if employment in
the capital goods industries is kept at the right level, emplovment
in the ficlds of consumers’ goods and services will, for the most
part, look after itself, or at any rate the problem of maintaining
1t at an adequate level will become very much easier to solve.

This raises the question—Is there a right level for employvment
m the industries producing capital goods, and, if so, on what does
that level depend? The answer of the orthodox, laissez-faire
ccononmusts 1s that the right level is any level which the POSSEssSors
of incomes themselves choose by deciding to save certain propor-
tions of their incomes instead of spendmg them on immediate
consumption. There 1s, however, as we have seen no necessary
correspondence between the sums which private persons decide
to save and the sums which other persons, or the same persons in
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some cases, decide to apply to the purchase of additional instru-
ments of production. The volume of attempted private saving
does not in any way determine the volume of investment. Less
than persons attempt to save may be invested if some savings are
not transferred to productive use; and more money than is saved
may be invested if the promoters of new enterprise secure addi-
tional resources out of new money created by the banks. It is
therefore a fallacy to supposc that the possessors of incomes, in
deciding what proportion of them to withhold from expenditure
on current consumption, automatically settle the scale on which
investment in capital goods is to take place. Such investment, so
far from being stimulated by saving in itself, is discouraged by it;
for a mere decision to abstain from buying consumers’ goods or
services renders the production of them less attractive to those
who are in search of profits.

No doubt, the volume of voluntary savings does set a limit to the

~amount that can be invested, unless the banks provide additional

resources for investment out of money which they create. If the
supply of money were fixed, or were restricted to the total repre-
sented by the current incomes arising out of production, voluntary
saving would, in a laissez-faire economy, set an upper limit beyond
which investment could not go. It would not, however, set anv
fower limit; for there would be nothing to ensure that the whole
of the money withheld from current consumption would in fact
be spent on capital goods.

I have stressed the word zoluntary in the preceding paragraph,
because it is always possible for the State, or the local governing
authorities, to raise money by taxation falling on incomes and to
spend this money on the purchase of capital goods. Such taxation
may have some effect in reducing the amounts which are volun-
tarily saved by the possessors of incomes; but they are most un-
likely to cause voluntary savings to fall by the whole amount of
the taxes in question. Their effect is therefore to cause a larger
proportion of the national income to be saved {and invested) than
would be the case if the taxes were not imposed. They impose
upon the community some amount of forced, as distinct from
voluntary, saving.

Banks, in creating additional money for expenditure on capital
goods, are sometimes said similarly to inflict ‘forced saving’ on the
possessors of incomes, If out of a supply of money, x +- », the re-
cipients voluntarily save y, and the banks then create a further
supply, z, which is all saved and invested, the proportion of the
national income saved is bound to be greater than it would other-
wise be. xis a smaller proportion of x - » + z thanitis of x 4 ».

To be sure, the possessors of incomes can react by saving less than
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before; but they are unlikely to react to such an extent as to
make y2 -+ z less than y was hefore z was brought into being.
If, however, the result of creating z is to add to the current supply
of goods and services in at least the same proportion as z adds to
the supply of money, the recipients of incomes may be able, with-
out reducing their savings, to buy at least as many consumers’
goods and scrviccs as before. In such a case, their so-called
‘forced saving’ is without any physical cost or sacrifice on their
part. A sacrifice is involved only if the effect of the new bank
money is to raise the prices of goods and services, and so reduce
the real valuc of their incomes. This is a question which we need
not discuss further now, as it has been dealt with earlier in this
book.

[t the level of voluntary savings does not, as the orthodox
economists appeared to suppose, determine the level of invest-
ment, what does? Clearly, as far as private investment is con-
cerned, the determinant is the expectation of profit. Persons will
invest their own money if the advantages of doing so, in terms of
expected profit, seem likely to outweigh the advantages of not in-
vesting 1t; and persons will borrow money, from other possessors
of money resources or from the banks, if they see a good prospect
of a profit in excess of the interest which they will have to pay on
the borrowed moncy.,

The level of private investment is therefore determined by the
expectations which persons of enterprise entertain of the prospects
of profit, and by the relation which these expectations bear to
current rates of interest. Keynes, by the way, very obscurely calls
this psychological expcctation of profit the ‘marginal efhiciency of
capital’; but that is only one of many terms which economists
have in\'cnted, apparently for the purpose of making Economics
harder for ordinary people to understand. This expectation of
profit, being a state of many people’s minds, is necessarily a some-
what nebulous conception. The prospective profit that enters into
consideration is not merely that of the next month or year or even
decade. The period taken into account will differ for different
kinds of investment, according to the period of time over which
the capital will be locked up, or, in other words, the expected
‘life’ of the capital goods to be bouqht with the money. Itwill be
longer for ])lllldlllL{S than for machinery, and usually longer for
heavy than for light machines. 1t will also be affected by the pro-
pensity of men to pay less regard to distant than to near prospects—
a propensity which varies not only from one person to another, but
also from periods of relative stability to periods in which no one
ventures to prophesy for long ahead. Morcover, the estimates
which men make of their prospects of profit will differ very widely
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according to the state of mind they arc in; and this will be
affected for most of them by all sorts of factors which go to the
making of mass-psychology. There is accordingly no saying that
such and such a prospect of profit will produce such and such a
level of willingness to invest. It will all depend on the mood men
are in; and 1t will also, as we shall see later, depend very greatly
on the naturc of the business structure within which they have to
act. A business structure largely dominated by monopoly will not
‘behave’ in the same way as one in which free competition is
mainly prevalent.

This intangible psychological force does not, however, by itself
determine the volume of investment. It interacts with another
factor—the level of interest rates. We are therefore faced by a
further question. What determines interest rates for the various
kinds of loan? The older cconomists, thinking in terms of one
‘rate of interest’ par cxcellence, to which all the varying rates actu-
ally paid were somchow related, argued that the rate of interest
was the outcome of the higgling of the market between borrowers
and lenders. The higher the rate of interest, the more money
would people be willing to save, and the less would they be willing
to borrow ; and accordingly the rate would settle at the level that
would just equate the supply and the demand. It can be agreed
that, other things being equal, high interest rates will deter borrowers;
for clearly there will be projects which will offer a sufficiently
attractive prospect of profit if interest is at x per cent, but not 1f
the rate rises to x 4- 1. It is, however, doubtful whether, save at
very high levels of interest, this is a factor of much importance out-
side a fairly narrow range of industries in which interest charges
form a high proportion of total cost. The industries in which this
15 the case include building, which is, as we shall see, of crucial
importance in relation to investment policy; ! but in most manu-
facturing industries and services interest rates do not appear in
practice to have a big influence on the decisions of business men
tfor or against buying capital goods or expanding production. This
is partly because nowadays businesses finance expansion so largely
out of their own accumulated reserves of profits, on which, of
course, they do not have to payv interest, though they do have to
forego the interest they would receive if they lent these reserves
out to others instead of using them themselves. It is also partly
because bank interest and other forms of short-term interest
usually form only a very small element in total costs,

The exceptional cases in which long-term interest rates are of
significant influence on the volume of borrowing for investment
are, however, important enough to be taken seriously. Thev in-

1 See pages 87 and 163.
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clude, besides building, such major enterprises as railways, power-
stations, docks, ships, and other large-scale services.! But it must
not be supposed that, even in these industries, it is the absolute
level of interest rates that determines the willingness to borrow for
investment. Always, it is the level of interest in relation to the
expectation of profit. Actually, more has usually been borrowed
when interest rates have been fairly high, because the expectations
of profit have also been high at such times.

What has been said leads to the conclusion that, even if there
are many borrowers who are not greatly affected in their invest-
ment activities by the rates of interest they are called upon to pay,
there arc probably enough borrowers who are affected to exercise
a considerable influence at the margin, where the rates are deter-
mined. This applies at all events to long-term rates, though it
probably applies but little under most conditions to the rates of
short-term borrowing. But what of the other blade of the classical
pair of scissors? Is it true that the higher the rates of interest, the
larger will be the volume of money offered for lending? This is
a highly complicated question. There are many savers who will
in practice tend to keep their savings steady irrespective of interest
rates; and there are others who will positively save more as in-
terest rates fall. The steady savers include those who are saving
under contractual arrangements fixed over a period of years—
buying their houses on the instalment plan, paying regular fixed
premiums on insurance policies, purchasing annuities, and the
like. The savers who save more as interest rates fall are those who
are sceking to accumulate a capital sum sufficient to yield a certain
money income; for the lower the rate of interest the larger any
such sum will need to be. To the opposite camp belong those who
save ‘for profit’, and will save more if the oftfered return is greater.
But these are certainly much less numerous than the steady savers,
and probably account for much less saving than those who behave
in the opposite way. Finally, there are those who save out of big
incomes what they do not want to spend, and there are the busi-
ness concerns and corporations which build up reserves with a
view to the future. Of these, the former are almost entirely un-
influenced by interest rates, save in the sense that if their current
incomes are reduced by low interest rates they will have a smaller
surplus over what they want to spend, and will therefore save less ;
while the latter will tend to accuinulate large reserves when proﬁts
are high, and to accumulate much less or even to dissipate a part
of their reserves in dividends in bad times, but will be very little
influenced in this respect by interest rates of any kind.

The forces on the supply side which influence interest rates are

! See page 163.
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therefore many and conflicting, and it is certainly not legitimate
to asscrt that in the aggregate higher interest rates will elicit an
increased volume of saving. Indccd the effect may be just the
opposite, and no general statement can be made. It is therefore
quite out of the question to accept the orthodox notion that in-
terest rates are determined by the interaction of supply and de-
mand forces, in such a way that lower rates mean less saving and
more borrowmg, and vice versa. This would not be true even if
there were not—as there is—the possibility of additional supplies
of money for lending being created by the banks. In view of this
possibility, 1t becomes mere nonsense to speak of interest rates as
being determined by the relation at the margin between readiness
to save and readiness to horrow. For the ‘marginal saver’ is in
effect not the person who is induced to save or not to save by the
rate of interest which his money will command, but the banker,
who can create more or less money, and thus determine the rates
at which borrowing can take place.

What this means is that interest rates are not, as the orthodox
economists used to suppose, the result on the supply side of the
greater or less willingness of the owners of income to forego current
consumption in the hope of prospective gain. They depend on
monetary policy, on banking law and practice, on deliberate de-
cisions taken by financial authorities or, even in the absence of
such deliberate decisions, on what the financial authorities actu-
ally do. Any rate of interest i is, of course, a potential deterrent to
borrowers, who, in any given economic situation, will in the
aggregate be ready to borrow more as the rates of interest fall.
But the point at which the demand for borrowed money is cut off
by this deterrent is fixed, not by any process of interaction, but
by the banks. The pohc') of ‘cheap money’, as a means of induc-
ing a high level of investment, is based upon a recognition of this
fact.

But, of course, the rates of interest alone do not, any more than
the expectations of the business men about the future state of
demand, settle how much investment there will be on private
account. It is the interaction of these two forces that determines
the level of investment. Banks may lower interest rates to any ex-
tent, and achieve no increase in the volume of investment, if
business men are feeling so pessimistic about the future that no
fall in the rates will induce them to extend their borrowing. The
banks can always sct limits to the expansion of investment; for if
high interest rates are ineffective in deterring enough borrowers
they can always refuse to lend, by raising the standards of credit-
worthiness on which they insist from those who ask for loans. But

banks cannot with the same certainty expand the volume of 1n-
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vestment ; for though they may offer ‘cheap money’, they cannot
force anyone to borrow from them unless he sees a prospect of
profit as a result. If a business man thinks he is more likely to
make an actual loss than a profit, clearly even a zero rate of
interest will not induce him to borrow. A negative rate, i.e. an
actual payment for the favour of taking the moncy, no doubt
might, if it were big enough; and this is in effect what is done
when subsidies are offered by the State in order to induce ‘shy’
business men to undertake investments which are not attractive
on their own merits. Banks, however, at any rate when they are
private institutions, do not offer subsidies. There are limits, set
by their own costs, below which they will not reduce their rates;
and, if these minima are higher than most potential borrowers are
ready to pay, the loans are not made, and the policy of creating
additional bank money cannot be effectively pursued.

The upshot of the argument so far presented in this chapter is
that (a) the industries producing capital goods are on the whole
liable to larger fluctuations than the industries producing con-.
sumers’ goods and services; (4) if the rate of investment in capital
goods can be held steady, the effect will be to maintain activity
in the consumers’ goods industries as well; (¢) the rate of invest-
ment is determined by the interaction of the profit expectations of
business men and the rates of interest at which money can he
borrowed ; (d} the rates of interest are of much greater influence
in some industries than in others, and are notably influential in
building and other constructional industries which use a high pro-
portion of long-term capital; {¢) the rates of interest are mainly
determined, not by the greater or less ‘abstinence’ or willingness to
save of the owners of incomes, but by bank policy; (f) bank policy
1s much more certainly effective in restricting investment than in
expanding it; (g) the principal factor leading to expansion, or the
lack ol 1t, is the degree of confidence felt by business men in the
prospects of profit-making.

If these conclusions are accepted, we can go back to our ques-
tion—TIs there a right level of investment for a community at any
given time? The answer clearly is that there 1s not, in any sense
in which ‘rightness’ implies something about which all reasonable
persons can be expected to agree. If the level of investment were
determined by the willingness of the owners of incoines to postpone
consumption, it could be argued that the actual rate of accumu-
lation of capital reached in this way had a certain psvchological
‘rightness’, as correspending to men’s actual wills. But it is not so
determined, and accordingly this contention is ruled out. What
18 left is the notion that the level of investment can be influenced
by banking policv, interacting with the degree of confidence én

1



the future felt by business men. There is, however, plainly no
assurance that the resultant of these forces will embody any
objective rightness.

We have, then, in looking for a criterion of ‘rightness’, to dis-
card what actually happens under the existing conditions, and to
pursue our inquiry along a different line. What proportion of its
annual income ought a community to save and invest, in the
sense of applying a part of its output to the satisfaction of future
rather than present needs? There is evidently no simple answer
to this question; but there are a number of relevant considerations
which ought to be taken into account. If population is expected
to increase, or if, in a stationary or declining population, the pro-
portion of persons needing to be supported by those who work is
expected to increase, that constitutes an argument for a higher
rate of saving and investment than would be called for in a com-
munity stationary in population and in age and sex structure. If
the community 1s ‘backward’ economically, that is, if it is by
modern standards under-equipped with instruments of produc-
tion, that again constitutes an argument for a high rate of accumu-
lation, even at the cost of considerable privation while the capital
structure is being raised to a higher potential. Of course, this sort
of privation may not be necessary 1f the requisite capital goods
can be obtained on loan from richer countries on terms not too
onerous to the borrowers. On the other hand, a community
which is well-equipped with capital goods as a result of past
accumulation may quite reasonably decide to reduce its rate of
saving and investment; for what is investment for except to pro-
vide for increased future consumption; and where is the point of
it if this increased consumption is to be for ever postponed?

It is often said that, in addition to such considerations as these,
the desirable rate of investment will vary with the current pace
of technical change. Clearly, a community will need to spend
morc on capital goods if its existing stock of such goods is becom-
ing more rapidly obsolete as a consequence of new inventions or
of changes in demand. It is, however, a matter of terminology
whether we choose to regard new instruments of production
acquired as a result of technical change to replace old ones as
constituting ‘Investment’; or as replacements and renewals of the
existing plant. In either case, the greater the pace of technical
change (and also of changes on the demand side) the larger will
the industries producing capital goods need to be. The rate of
‘Gross Investment’ (including replacements and renewals) will
need to be greater: the rate of ‘Net Investment’ (excluding re-
placements and renewals in the widest sense) will be unaffected.
6 Finally, we come to the conclusion that the rate of investment—
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of net investment, that is—which a community adopts is a matter
of choice. There may be good reasons for choosing a higher or a
lower rate, according to circumstances; but there is no objec-
tively determinable ‘right’ rate. The decision is a matter for
statesmanship and commonsense, taking all the relevant factors
into account. Pcople are bound to differ about it, and no one can
prove exactly what the rate ought to be. It is, however, fairly
evident that at the end of a war which has both wasted consider-
able capital assets and required much postponement of normal
capital construction, and has also so upset conditions as to make
certain large changes both in the conditions of demand and in the
technique of supply, a high rate of capital accumulation is likely
to be desirable until arrears have been overtaken and adaptation
to the new conditions has been achieved. This adds force to the
view that, whatever may have been the ‘right’ level for investment
in 1939, the level is likely to be a good deal higher when peace
returns. It therefore appears that theories which stress the need
for the maintenance of a high level of investment possess, for the
present generation, a pragmatical rightness,

CHAPTER IV
WAGES AND EMPLOYMENT

Dox-:s 1T, however, follow that, because the level of investment
after the war ought to be relatively high, the rate of consumption
ought to be correspondingly low? On one assumption, it does
follow. If the community 1s iz any case going to make full use of
all 1ts productive resources in making things either for invest-
ment or for immediate consumption, it follows that the more
things 1t makes for investment the fewer it will be able to spare
for the consumers’ immediate use. In this sense, it is true that we
cannot both eat our cake and have it; but it is essential to under-
stand that this holds good only on the assumption that ‘full em-
ployment’ exists. It is very far from being true that in the past
less investment has meant more consumption, or more consump-
tion less investment. The two have usually been relatively high
or low at the same periods; and unemployment has been small
when they have been high, and widespread when they have been
low.

It is a very curious fact that most economists have gone on for
so long basing their doctrines on the assumption that there are
tobs for all, even when they have been fully conscious of the

existence of unemployment as a social problem. They have
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reconciled their theories with their awareness of the facts by
assuming that unemployment is the result, partly of a mysterious
force which they have called the ‘trade cycle’, and partly of the
wickedness or folly of various classes of persons in standing out
against the working of cconomic laws. In particular, they have
very often denounced Trade Unionism as a great cause of un-
employment, on the double ground that the Unions, by standing
out for unduly high wages, have restricted the ability of em-
ployers to employ labour at a profit, and that Trade Union rules
about apprenticeship, the ‘right to a craft’, and so on, have unduly
limited the mobility of labour. Latterly, they have also com-
plained that Social Insurance limits mobility, and makes it
easier for unemployed workmen to refuse inferior jobs which
they ought to take. All these complaints are commonly summed
up 1n the phrase that there are undue ‘rigidities’ in the supply of
labour,

This body of doctrine runs, of course, directly counter to
Hobson’s insistence on the need to maintain consumption in
order to avoid trade depressions. Hohson argued that wages
ought to be maintained in periods of depression, in order to
sustain the demand for consumers’ goods and services, and thus
indirectly sustain the demand for capital goods as well—for the
greater the demand for consumers’ goods the greater would be
the demand for capital goods to be employed in producing them.
The orthodox answer to this argument was in the first place the
apparently simple statement, as of a self-evident fact, that the
cheaper labour was the more of it employers would be prepared
to use, and in the second place the contention that, it the workers
would but accept lower wages and thus get back to work, prices
would fall and the lower money wages would soon buy as many
commodities as the higher wages had bought before. It was not
realised that these two contentions were really inconsistent; vet
there is clearly no reason why employers should go on employing
additional labour if, by an all-round fall in prices, the relation of
wages and prices has again become the same as it was when, ex
hvpothesi, unemployment did exist on a considerable scale. The
orthodox economists tried to have it both ways, because they set
out from an inital assumption that there was a natural tendency
in the cconomic world towards ‘full employment’. If unemploy-
ment was nevertheless found to be prevalent, it must be due to
some abnormal factor. Remove this factor, and all would be well.

In truth, however, the apparently simple statement about the
relation between wages and employment rests on one of the most
elementary of logical fallacies—the fallacy of composition. It is
quite true that any particular employer will have an inducement
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to use more labour the cheaper labour is, either because cheaper
labour lowers his costs and so enables him to sell more of his
products at lower prices or because the cheaper labour induces
him to substitute labour for other factors of production. This,
however, holds good only on the assumption that everything else
remains the same, including the wages paid by other employers,
or at all events by employers 1n other industries. As long as the
purchasing power of other people remains as it was, a fall in the
purchasing power of his own employees will not have any ap-
preciable effect on the conditions of demand for his products;

~and as long as the fall is confined to a single industry the effect

on demand will not be great, unless the industry employs a
considerable fraction of the entire working population. As soon,
however, as the fall in wages is generalised, the conditions of
demand for the products of all industries are affected, and it is no
longer possible to argue that a fall in wages will necessar:ly be
followed by an increase in the numbers employed. It may be, or
it may not: whether it will or will not must depend on the par-
ticular circumstances of the case.

We have seen that, if e/l prices were to fall in the same propor-
tion as wages, the resulting level of employment could be ex-
pected to be neither greater nor less than before; for an all-
round change in prices would leave the essential forces quite un-
changed. But an all-round reduction in wages only would clearly
not cause alf prices to fall in the same proportion as wages,
because it would not involve a reduction in all costs. Only wage-
costs would be directly affected; and wage-costs bear very
different relations to total costs in different branches of produc-
tion. Thus, even if prices were at once reduced in proportion to
the fall in costs, they would be reduced by different percentages
for difterent products, and the average reduction would be a great
deal less than the average reduction in wages.! Demand there-
fore would not expand but contract, as far as the wage-earners
are concerned ; and it seems likely that the fall in wages would
reduce employment rather than cause it to increase. Itistruc that
the non-wage-carners who had not suffered a cut in income would
be able to buy more in proportion to the fall in prices; but they
would be most unli