


SOCIALIST ECONOMICGS






SOCIALIST ECONOMICS
by

G. D. H. Cole

LONDON
VICTOR GOLLANCZ LTD
1950



Copyright 1950 by G. D. H. Cole

PRIIVO (% COTAT Barrarv By
ST COUNTY Paree
vatxeres



CONT®NT

PREFACE .. e .. . . e 7

I. Wuar are Sociauist Ecovomics? .. .. 10
1I. THE SociALsTS AND THE KEYNESIANS . . .. 4o
1I1. Tue PosturaTes oF Sociarist Economics .. 56
IV, PranniNg, EMPLOYMENT AND ProbucTION .. 8o
V. Economic Democracy . . 106
V1. IntErnaTiONAL Econosics .. e ..oI22

VII. Socrarst Economic VALues .. .. .. 142






PREFACE

Trus short book has been written at the request of the
Fabian Society, whose members were felt to need some-
thing of the sort as a starting point for the fuller re-
statement of economic doctrines in accordance with
socialist principles of production and distribution. The
need was considered to be the greater because of a growing
tendency to confise state economic planning with
Socialism, and thus to produce a diluted socialistic
doctrine which is littie more than Keynesian Liberalism
with frills, or again to think of Socialism as concerned
almost solely with the distribution of the national income
and not with the conditions under which it is produced.
I am conscious of having done no more than lay down
certain broad socialist principles which call for much
fuller claboration than I have been able to give them in
so brief a study ; but I hope my view of the principles
will commend itself to my fellow-Socialists, and will in-
duce some socialist cconomists to work them out much
more thoroughly.

The main criticism that I expect to meet, among
Socialists as well as from opponents, is that the conception
of economics here put forward involves taking into
account many factors which cither cannot be exactly
measured at all, or, to the extent to which they are
mcasurable, cannot be measured in a common scale with
other factors, such as arc ordinarily taken as the subject-
matter of economic calculation. My answer is that,
desirable as it is to measure as exactly as possible whatever
can be reduced to terms of calculable units, and satisfac
tory as it may be to weigh as many factors as possible « -
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3 PREFACE

with another in a common scale, there are nevertheless
many factors which are not the less important because
they cannot without falsification be treated in this way.
The subject-matter of socialist Econorics is the good life
as affected by the entire process of production and con-
sumption of goods and services which are ejther naturally
scarce or created only by the expenditure of human effort
and ingenuity. Its pluses are the goods and services made
available for consumption and the satisfactions derived
from the work of producing them : its minuses are the
damages inflicted on natural beauty and amenity in the
course of production, the using up of irreplaceable natural
resources or of resources which cost effort to replace, and
the dissatisfactions arising out of dull or irksome labour,
or an excess of labour beyond what makes for greater
happiness than idler which is the e ic name for
excess of leisure.

It is nonsense to contend that men cannot weigh such
disparate things one against another ; for men continually
do just this, both in the private judgments by which they
decide between alternative courses of action and in t.hl!
public judgments which give preference to one social
measure over another or distribute a lmited public
expenditure among competing uses. In very many cases
such judgments, public or private, cannot possibly be
compared in their results, or in estimates of their likely
results, on any quantitative basis. But this does not make
it the less necessary to choose between them, or to choose
50 much of one good thing and so much of another, when
there is a limit to the total that can be afforded. Nor is
it the less necessary to decide how much ‘ bad > we are
prepared to put up with in order to get so much ¢ good’
——or how much * good * to sacrifice in order to avoid so
much ‘ bad *—even when we cannot measure the ont
against the other in exact quantities. We are continually
doing these arithmetically impossible sums, both for our-
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selves and as citizens in favouring or opposing particular
social policies ; and it is the business of socialist Economics,
which discards the laissez-faire assumption that only
¢ effective demand’ is to be counted in settling what is
economically worth while, to take due account of all the
factors, in accordance with value judgments based on the
socialist principle that in the last resort all men have equal
rights to the means to happiness, as far as these depend
on the use of human effort in production and on the
distribution of the products of such effort.

This short book is an attempt to work out in general
terms the implications of this utilitarian conception of
economic affairs. It can hope to achieve no such © eleg-
ance’ of presentation as is open to those who, setting
aside value judgments, are content to move solely in an
abstract world of purely market values, and to discard
everything that cannot be adequately measured on a
common price scale. Morals, of which socialist Economics
is quintessentially a branch, never has lent itself to tidy
quantitative assessment of what a man ought to do, in
order to do right ; and morals never will. But I, for one,
would much sooner be an untidy social moralist than
leave out half the relevant factors in order to achieve a
speciously scientific conclusion. Socialism rests essentially
on moral principles ; and socialist Economics is the study
which concerns itself with the carrying of these principles
into such affairs of everyday life as involve the use or
misuse both of the material resources of production and
of the human beings through whose efforts these resources
arc applied to the ereation, by painful or pleasant means,
of things which people would rather have than do without,

G.D.H.C.
Hendon, April, 1949.



Socrar jer are nog 5 culiar king of Economj,
evised bolste, th Socialisy * they are simpl
2 commyg, 5S¢ re-state ent onomic Jays anc
Principleg 2PPropriage t© the vworlq of to.day
and ¢ ITOw, Teat many, atters of fundamenta]
€cono, doctrip there j Do differen e between Socialists
and o ple ; Mmen of ifferent Opinions
are studyy;, 8 the sy, facys j; 2 spirjt of hon enquiry
there i of fo, Cement apoye them, hoy.
SVer wide differe, S about ¢he Policies tp,, should be
adopteq ; may pa, US, no one
n his g ts that jr Tice of an article js jn.
Sreased wigp, qual rise ; he prices ofother argigles
M Most ¢q he dem, Or it il tend to f; Oﬂ:
cspecx'aﬂy f o subsmutcd for i,
Bain o 1S seng, i that a1 Production

, en
involyes some Using UP of scarce Tesources, ¢ that w'hat
Is useq in Making one thing i [0t availaple for making
Others, ey, Means thag humgy, Wants can pe satisfied
only Within limigs Set by the Supply of Scaree Fesources

t e ing ¢ s that getting
Some things accordingly involyes forgoing Others ; and
that ¢he Purpose of good Cconomje Organisation j; 1o
nsure tha, the Wants which, deserye to be given Preference
shall pe met before those Which ape les deserving,

', hower

o o .
Socialisy Will seg gpy unhuilau‘ngly from pe Presumption
€ Most (e Ing claj ial prodyct is the



WHAT ARE SOGIALIST ECONOMICS ? Ir

provision for every person of a tolerable minimum
standard of civilised living, and that claims to receive
more than this minimum can be justified only where
either the total product yields a surplus beyond what is
needed to ensure the minimum for all, or where the
concession of more to some than to others is an indispens-
able means to increasing the total product—that is, an
incentive to produce. The practical Socialist may indeed
be prepared to modify this presumption of unequal dasic
claims in its immediate application to the society in
which he lives ; for hardly any Socialist befieves that it
is practicable to leap directly from a capitalistic to a fully
socialist society. But the Socialist will always be trying to
apply his principle of fair shares for all to the fullest extent
to which he thinks it can be applied to the society with
which he is concerned ; and he will always set out to
study Economics with this principle firmly in mind as his
objective.

This, however, is not the principle on which in any
hitherto existing society the priority of claims has actually
been settled. It would have staggered an eighteenth-
century landowner to be told that anyone supposed that
every other person had as good a claim as he to enjoy
the means to civilised living, and that no claim of his to
more than was enjoyed by labourers and other riffraff
could be considered except on the basis of its necessity for
increasing total production and thus helping to raise the
general standard of life. Even to-day most considerable
owners of property and recipients of large incomes
believe that they have a claim to be allowed to consume
more than other pecople, not only because they believe
they give the community superior service, but also, and
in some cases exclusively, because they are * genflemen ’
or because they claim to enjoy their * rights of property ’
or of superior education or culture irrespective of the,
service which they render to the community as a who]gc‘11
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Economics, a5 a study of the cconomic aspects of th
life of society and of the laws and principles which gover
the production and distribution of goods and service
which use up scarce resources, incvitably takes its coiom
from the socia] environment jn which the economist hf'ﬁ-
Economics, or rather Politica] Economy, as the sub,l'ff‘?t
used to be named, grew up in an environment in which
most educated persops (and Probably most uneducated
Persons too, as far a5 they had any opinions on the matter)
took it for granteq that “ rights » 1 Property and income
existed apart from claims based on productive or otflﬂ”
social service, and that some men had ‘ rights > which
overrode the claims of the unprivileged majority. More-
OVEr, even those wwho challenged “ rights* based on
hereditary or other formg of Privilege commonly believed
that a man who, within the law, could make » fortune had
a right to €10y it even if other Men were being allowed
to fall far short of 5 tolerable standard of living. The very

Accordingly, the classica] €conomists were simply
taking for granted what wag taken for granted by most of
their articulate contemporaries when they adopted as an
assumption of their studies the inequality of property
claims and of caming powers, anq tacitly assumed that
the State ang the law would protect such claims aﬂ_d
Punish offenders against them,, They drew up their
cconomic laws prgmem-... Ca Tttt nterest,
Profitsand ... = . SOt 0y savould
Suarantee t ~+, -+ R tuciuding the right of
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a man to dispose freely of his  property * in his own
labour as well as in other things. On these assumptions
they proceeded to frame a set of ‘ laws’ governing the
operation of economic affairs—laws which for the most
part could not have been operative unless the * rights of
property * had been first assumed. They thus devised a
“ science ” of Political Economy which reflected the social
valuations of their time and place ; and in their ¢ science,’
the ¢ rights of property ’ were taken as a postulate, whereas
the ® rights of men* to a minimum standard of civilised
living were not.

It must not, however, be forgotten that the new
¢ science * of Political Economy was in its day, in certain
respects, a notably radical force. The first great school of
eightcenth-century economists—the French Physiocrats—
writing in the environment of the French court before the
Revolution—had accepted without question the right of
the landlord to what they called the  net product’ of
the land, merely insisting that the taxes for the upkeep
of government should be levied upon this product. The
English economists who followed Adam Smith, writing
in the environment of the Industrial Revolution, were
critical of the landlord’s claims, because they regarded
him as an unproductive levier of tribute which grew
continually greater as a result of other men’s efforts ;
and they also, in the name of freedom of enterprise, set
themselves against all claims to income resting on ex-
clusive privileges or monopoly supported by law, The
insistence of the English economists that the truly valid
title to wealth and income rested on productive ability
made classical economics a powerful force against both
landlordism and trading monopoly ; butit never occurred
to most of its exponents to question the title to earned
incomes, however large, or to a return on savings invested
in productive enterprise, or the right to transmit property
by inheritance and to receive the support of the law fu{f‘a
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all these things, quite irrespective of the claims o[al{ men,
simply as men, to enjoy a reasonable standard of Ier'OUf
of the total product of the collective cffort of society.
Their ideal was that, as far as possible, rewards should
correspond to praductive services, and not to human
needs ; and they tacitly took it for granted that owning
a thing was fully equivalent to performing personally the
service which the thing performed, so as to cntit!e the
recognised owner of a mine or a factory to receive aS
income the value of the *utility > of such a means of
production, even if he himself did not manage as wgll as
own and, in practice, did nothing except draw mlzutc
from the labours of other men. The classical economists,
cven when they were Radicals in politics, would ha.vc
nothing to say to any economic postulate resting on a belief
in the equal * rights of man.’ Drawing their notions from
the current practice of the economic world of the Indus-
trial Revolution, they stressed the claims of production
against those of landlordism and monopolistic privilege:
but were quite unconscious that the private ownership
of capital, fully as much as of land or of formal mon0p91)’
privilege, was a ‘right* dependent on state-recognition
and police enforcement, and therefore had in it an element
of monopoly-revenue which failed to square with their
insistence that rewards should be proportionate to services
rendered in production. )
The classical cconomists were able to take this line with
an appearance of rationality because they wrote and
thought of capital, as distinct from unimproved land, as
something created by human effort and ‘saved’ by
abstinence from consumption, instead of being used up in
meeting immediate wants or desires. No doubt, much of
the new wealth of the Industrial Revolution did arise in
this way, and was based on the savings made outof
profits by rising capitalists who denied themselves as high
a living standard as they could have afforded if they had



WHAT ARE SOCIALIST ECONOMICS ? 15

spent on consumption all they were able to earn. But no
student of the period will suggest nowadays that abstin-
ence, in any legitimate sense of the word, was the sole, or
even the chief, source of capital. Much of the new
capital came, not from the savings of active capitalists,
.but from rising land-rents and mine-rents, and from the
proceeds of old fortunes profitably invested in industrial
and commercial development. The classical economists
simply took one form of capital accumulation which was
prevalent in their day, and which they admired, treated
it as the essential type of such accumulation, and rested
on it a justification of the return to owners of capital in
general as pecessary agents in the creation of wealth,
In effect, the classical economists made use of an
argument which related to one kind of capital accumula-
tion to justify the return on all forms of capital, however
accumulated. All capital applied to indastry in a sensible
way was capable of yielding an increase in production
and was therefore fulfilling a desirable economic function ;
and accordingly all such capital was entitled to a return.
This return accrued to the owner of the capital in question,
whether he had saved it out of his carnings, or had in-
herited it, or had acquired it in any other way. Ifit was
asked why the return on the capital should accrue to
capital-owners who were performing no service beyond
the loan of their money or the investment of it with some
active entrepreneur, the answer usually made was ambiguous.
In the forefront was put the active capitalist, who managed
his own business and thus performed a direct productive
service which was enhanced by his willingness to invest
his earnings instead of spending them on personal con-
sumption. Behind this protagonist loomed the inactive
capital-owner, who was regarded as performing a similar
service of abstinence’ from consumption in order o=
apply his capital to industry cven if he was not in = -
abstaining from any consumption that he desired, ¥ -

Rl



16 WHAT ARE SOCIALIST LcoNoaes ?

on the contrary using his Teturns from the investment to
expand his consumption as fase as heo wished. Finally,
behind the figures of the active capitalist entrepreneur and
the “ abstineny * capital-owner loomed a great c]oud—.lhc
risk which both undertook in cmbarking their cap{wl
in production instead of cither consuming it or investing
1t quietly in Jang or in the Ppublic funds, # The return on
capital had thys three aspects—a return for enterprise,
a return for * abstinencc,’ and a return for risk-taking ;
but usually these three aSpects were presented, not
Separately but all mixeq up and in such g Wity as to put
in the foreground the active entrepreneyy who financed his
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productive figure of the active, saving, investing enfre-
preneur,

These arguments came down from an older tradition
than that of classical economics. John Locke stands
somewhere in a long line of writers who have rested the
rights of property on the notion that a man, by * mingling
hislabour * with the gifts of nature—e.g. by tilling hitherto
untilled soil—makes the things he works on a part of
himself, and thus fixes his property in them.” This
process is generally described as taking place at an un-
specified early stage of social development, when there
is land for all and to spare, so that a man by cultivating it
is not taking away anything that anyone else needs for
himself. But the right of property thus acquired is
regarded as persisting permanently and as transmissible
by inheritance; and itis also further extended (as in Locke)
by treating whatever labour is performed by * servants’
as the labour of their masters, so that all natural limits on
the acquisition of property rights by the excreise of labour
are removed—a conception which totally alters the

“character of the doctrine and, as Rousseau for one saw,
knocks away its valid foundations.

On the basis of this notion, capital, other than land, was
regarded as a stored-up product of labour, which belonged
to the person who had caused it to be brought into
existence. Land itself was regarded as partly a gift of
nature—unimproved land—and partly capital, to the
extent to which it had been improved by labour. This
definition of capital as ® stored labour” was clearly in-
applicable not only to coal and other raw materials given
by nature, but also to capital zalues derived from the
operations of social forces, such as the growth of popula-
tions, towns, markets, and other factors mainly beyond
the capital-owners’ control. The classical economists
half saw this in the case of land and minerals ; but they
entirely failed to see it, or at any rate to take account ol‘i:ﬁf
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in connection with other kinds of capital, except in the
special case of legally buttressed monopolies, such as the
privileged corporations on which they made war in .thc
name of free cconomic opportunity. It seemed plausible
to regard the active enfreprencur who applied his savings 0
the extension of production under his own management
and control as cntitled to a return which was pasily
carnings of management and enterprise and pﬁﬂ‘)'
interest on his personal savings—how much of the one
and how much of the other no one could possibly s2y-
They failed to sec that it was quite another matter w}.lﬂ\
this argument in favour of the active, capital-providing
entrepreneur as a necessary agent of economic progress was
extended to cover the claims of capitalists who had
neither saved a penny out of their personal earnings nor
contributed any sort of personal service to the production
of useful things. .

This extension was, however, habitually made \\(llh
almost no consciousness of the transition. Therewith,
the classical economists habitually assumed that w%zal
some men were actually doing around them in growing
wealthy by enterprise and abstinence could be done b_Y
any man, if he would behave as he should ; and on this
basis they concluded that the poor were poor by their own
fault, and the rich rich by merit. Thus they arrived at 2
doctrine which, nominally exalting the right of every man
to become wealthy by thrift and enterprise, in practice
condemned the great majority to the poverty of wages held
inexorably at ¢ subsistence level.’

They did this, not out of sheer inhumanity, but partly
at least because they believed that the human race,
through too rapid increase of its numbers, was in per-
petual danger of outrunning the means of subsistence, and
that every rise in real wages threatened to defeat itself by
causing more babies to survive and thus adding to the
number of competitors in the labour market, so that real

.
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wages were bound to be forced down again in the course
of the struggle for jobs, This Malthusian dogma, asserted
as an absolute finding of economic law, helped them,
even when they had decent human instincts, to repress
them in the belief that no attempt to raise the labourer’s
standard of living could in fact do the labourer any good ;
and it also enabled them to uphold, without qualms, the
claim of the business man to enjoy the full protection of
the law in getting as rich as he could by any means that
would increase the total product and favour the accumula-

, tion of capital. The richer the business men could get,
the more would they set aside by saving to increase the
community’s productive resources ; and such increase
was the only way to employ and feed the people and thus
to enable population to grow within bounds without an
actual fall in the standard of life. Thus the enterprising,
saving business man came to be the hero of the classical
economists, and in employing more and more workers at
subsistence wages he was regarded as a human benefactor,
well worthy of his reward.

There was of coursse a large element of sense in this, in
relation to the conditions in which it was said. In face
of the immensely high infant death-rate, any rise in real
family wages did tend to bring about a rapid rise in
Population by enabling more infants to survive, More-
over, advancing medical knowledge was of itself leading
to a higher rate of survival, and thus calling for more
employment and more food. Had it not been possible to
open up fresh sources of foed supply and to pay for what
they yiclded by larger exports of manufactures, therc
would have, been in all the developed countries a growing
pressure of population on the means of subsistence, such
as Malthus feared. The situation did call, as the econo-
mists urged, both for emigration to open up new sources
of food supply and for very rapid accumulation of capital
in order to provide the means of paying for additional




20 WHAT ARE SOCIALIST ECONOMICS? . BN

imports. The easiest, if not the only, way in the circun:,
stances of promoting this accumulation was to let "the,
owners of capital and the men of business enterprise have,
their heads with the least possible hindrance from the
State or from anyone else ; and, if it could be shown thfxf
as a result the poor could not be damaged and would in
fact be benefited, as the classical ecc ists thought it
could, the conclusion was clear. There should be 2 !cgal
system of property rights and employment relations that
would weight the scales on the side of capitalist enterprisc,
as against both old forms of hereditary privilege and,
monopoly and new claims advanced by impracticable
idealists such as Robert Owen and the early socialist’
economists. Such a system, being cleasly for the .b.cst,'
could legitimately be taken as a postalate of Political
Economy ; and it was so taken, and under its influence
cconomic studies acquired the shape which, in established
educational institutions, they have to a great extent kept
ever since. )
Even when the of the classical :
had for the most part discarded the Malthusian argument
and come to believe that wages depended rather on labour,
productivity than on any ‘iron law * which held them
down to subsistence level, there was not much modifica-
tion in the other arguments used to uphold the rights of
property. The valid concept of the real cost of capital 35|
a factor of production continued to be translated un-
questioningly into a claim of the capital-owner to receive,
a return on his capital. To a remarkable extent, the
figure of the active entrepreneur, seen as a person engaged.
in the control and management of his own business, was |
carried on into the era of Jarge-scale joint stock companies.;
‘The use of the word entrepreneur became more and more
big: S imes it d to refer to the owner-

ger of a small p 1 or family enterprise, some-

times to the active fi fer-di n tled”

ists

lirectors who ¢
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large masses of capital that did not belong to them, and
employed managers to take charge of actual production
under their control, and sometimes to the general body
of shareholders who merely invested their money and
played no real part (or only an infinitesimal part) in the
control of the cnterprises in which they held shares.
Apart from this dissolution of the concept of the entre-
breneur, the main change brought about by the discarding
of the Malthusian dogma was that the capitalist,
instead of being regarded as the residuary legatee of
productive enterprise, who took what was left after pay-
ment of subsistence wages, came to be treated as more
on a par with the wage-carner—as receiving a revenue
corresponding to the productivity of his capital in the
same way as the wage-earner was paid in accordance with
the productivity of his labour. This view of the matter
re-established the capitalist’s defences when the original
case in his favour had lost much of its force. But it
Temained as true as ever that the factor-cost of capital
was being arbitrarily translated into a claim of the capital-
owner to receive the equivalent of this cost ; and the
translation became less plausible as the active, saving,
investing entreprencur-manager ceased to be the typical
figure of large-scale business enterprise.
Even the older classical attitude, outmoded now, was
I repeat, a great advance on what had been believed
before. The classical economists did at any rate maintain
that rewards ought to correspond to real services, even if
they committed the error of identifying the service done by
a piece of property—say, a factory—with that done by
its owner. 'They did reject the claim that some men had
a prescriptive right to wealth and well-being at other
men’s expense, irrespective of any service rendered—even
if they were in practice by no means thoroughgoing in
urging that their teachings on this point should be put
into effect. And they did feel, as most writers before
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1789 had not felt at all, that it was necessary for them to
try to show that the poorer sections of the people would be
benefited, and not harmed, by the working of the system
they expounded. I am not saying that they did show this,
even to the general satisfaction of their contemporariés.
Carlyle and Cobbett, as well as the Socialists, fulminated
against them, and many humanitanan Tories, such as
Shaftesbury, could not stomach their conclusion that
nothing could be done, except by higher production (if
even by that) to improve the lot of the poor. They had,
however, a plausible case for their main thesis—that of
the beneficial effect of rapid capital accumulation ; and
they were led, in pursuance of this thesis and under the
influence of Malthus’s pessimistic theory of population, t0
make the capitalist the residuary legatee of the new wealth
of machine production, subject only to the sinister rakt.-oﬁ
which the Tandlord, as 2 ¢ natural monopolist,’ was in 2
position to secure for himself.

The classical economists’ attitude to landlordism brings
out very clearly the limitations of their point of view. On
the one hand they showed very plainly how with every
advance in wealth and population the landlord’s rake-o
increased without any effort of his own ; but on the other
hand, in spite of this, they made no direct attack on the
landlord’s right to receive rent, They attacked only his
claim to inflate his rent artificially by the Corn Laws
the rent which accrued to him from ownership, apart
from special privilege, they accepted his right to receive,
even though it was in no sense the reward for services of
his own. They could not, indeed, attack land rent 28
such without at the same time implicitly attacking all
claims to receive income from property unaccompani
by personal service—at any rate, interest on capital in
allits forms. But, as no clear line could be drawn between
interest on capital and profit desived from the use of

capital in conjunction with gerial enterprise, they
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g -7 o d
3 ¥incerest Witiibut attacking p}oﬁu
as well, and thus d ’ing\thc\thir‘ﬂ\' of the very factor
of production that th@ad@iged the-most. ". |
The absence of any Y r}iist'x’ngﬁi;h_,,imerdt
clearly from profit was indc® fomatic of their
limited vision. They were of course perfectly well aware
of the nature of interest as a return on borrorwed money and
of the conditions governing the rate of return on different
kinds of loan—for longer and shorter terms, for greater or
lesser risks, and so on. To that extent they bad a theory
of interest ; but they had therewith a confusion in their
minds which led them to extend the notion of interest
from that of a return on borrowed money to cover all
capital, including capital belonging to an entrepreneur and
used in his own business. Yet it is one thing to incur a
money debt, and quite another to turn money into real
Productive assets for the purpose of undertaking the risks
of production. For, as soon as the money is used in buying
things, one ceases to have the money and has the things
instead ; and the value of the things is determined not
by what they cost in money but by their anticipated
Capacity to yield a net revenue by their use. The con-
ception of interest, which is essentially that of a return on
money, cannot legitimately be applied to a return on the
use of real capital assets. These latter yield what is in
essence a “rent,’ or * quasi-rent,’ corresponding to their
productive quality in relation to market demand. One
hundred pounds is just like another hundred pounds ;
but one factory set-up is not just like another built at the
same money cost, Even if it had been possible-~as it was
not—to distinguish in the entreprencur’s gains how much
was due to his personal labour and how much to the
quality of his real capital assets, it would still have been
cntirely misleading to describe the latter element in his
gains as “interest.’ The only ‘interest” in the ease .
that which the enfrepreneur contracted to pay on L

could not have attas
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which he borrowed for the purposes of his business ; and
there was no necessary relation between the rate o
interest which the entrepreneur agreed to pay and the returt
he derived from the use he made of the borrowed moncy.
The entrepreneur’s gross receipts, minus what he paid out
for all his costs, including interest, constituted his pmﬁf:
which was his remuneration for his toil and trouble, h‘f
enterprise, his service in placing his own and his partners
capital in the work of production, and his assumption ©
the risk he took in borrowing other people’s money at 2
contractual rate of interest. The notion that all capital
must somehow be earning an interest corresponding ‘°,'h°
interest paid on borrowed money was simply a delusion-

This notion, indeed, was not fully formed in the earlier
classical economists. It became explicit only when first
J. B. Say and then Nassau Scnior began to attempt ©
disentangle the personal service rendered by the enlre-
preneur from the service rendered by his own and his
partners’ risk-bearing capital. Then was formulated the
notion of a * rent of ability > accruing to the entreprenti’
according to the guality of his personal service, as distinct
from the imputed ¢ interest > earned on the capital use
in the business. But this distinction could never be given
any quantitative basis ; forit was impaossible to distinguish
the earning power of the real capital assets assembled by
the entreprencur from his service in assembling them in just
that form. The profits of the business were in truth 2
return on the productive combination including both
the real capital assets and the enfrepreneur’s skill and luck
in assembling and using them ; and no one could say
how much value should be attributed to each of the factor
thus combined.

The * capital* and the ® enterprise > being thus inter:
mingled, the ‘classical economists could not have attacked
the return on capital without attacking the reward of
enterprise as well. Wishing to uphold the entrepreneur’s
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claim to & reward corresponding to his service to produc.
tion, which included his readiness to save and to invest,
they had to uphold the claim fo a return on capital, and
to extend this right to all eapital invested in production,
whether it arose out of the entreprezcur’s persenal abstinence
oraot. But they could not go so far without defending in
addition the landlord’s right to receive rent, as far as it
arose out of land improvement and not from what
Ricardo called ¢ the original and indestructible powers of
the 50> This, however, led them even further 3 for it
was no more possible to distinguish, in the actual rents
paid, how much was due to the original and indestructible
powers of the soil and how much to improvements than
it wis to split up the entreprencur’s gains into carnings of
enlreprenenr ability and * interest * on capital.  Accordingly,
3hc classical economists® dislike of Jand rent petered out
into a denunciation of special forms of land menopoly ;
and in practice they accepted the landlord’s right to
reap where he had not sown as decisively as that of the
mere capital-owner, though more grudgingly because
they saw in the landlord a * natural monopolist,® whereas
they regarded the capital-owner as subject to the discipline
of continuous compcetition with other owners of capital,
Classical Economics, then, idcalised the active man of'
cnterprise and the saver, and tended, much beyond what
the facts warranted, to identify the two. Such an attitude,
whatever tributes were paid to the claims of ardinary mcn
and women to enjoy the means to happiness aud wells
being, was in practice inconsistent with giving priotity
0 the ordinary man’s claims, or recognising s eynal
claim to be considered in the shaping of cconomic uifih,
To be sure, the classical cconomists did not smake the
welfare of the capitalist or the man of enterprise theiv open
objective : _what they did was to proclaim higher protines
tion as the quintessential economic aim, antd on this by
to put forward the claims of their heroes v the ngents hy
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whose actions this aim would be achieved, provided l!l‘-‘y
were allowed a free field and no favour onc against
another.

Underlying this kind of cconomic theory there were
certain assumptions which the Political Economists t00%
usually without question, from the contemporary environ-
ment. In the first place they assumed that business mek
would compete one with another, rather than combine to
exploit the consumers—or at any rate that such ane.mPtS
as business men did make to combine for restrictive
purposes could be prevented fairly easily by the State,
provided that the State itsell was kept frec from control
by the would-be monopolists. This led most of them to
favour an extension of the franchise, at any rate to themai
body of the middle classes, who were deemed to be the
natural opponents of monopoly. Secondly, they assumed
that there would be at all normal times a supply ©
workers adequate to man the new machines provided out
of capitalist savings, and that these workers would be 50
much in competition for jobs as to be prepared to accept
orders and work hard for fear of getting the sack. The
hostility of most of the classical economists to Trade
Unions rested on the fear that, though they would.bc
unable to flout the ¢ laws of Political Economy * by raising
wages above the levels dictated by the interaction of
supply and demand, they might nevertheless be powerful
enough to interfere with the business man’s ‘measures for
securing hard work and unquestioning obedience to his
orders—for example, by concentrated slowing down ©
the pace of work, and by insistence on traditional regula-
tions and practices governing apprenticeship, pieceworkv
the ‘right to a trade,’ and other matters of workshop
concern. It was on this account that the Trade Unions
remained practically outlaws until the 1870, and con-
tinued to meet with much disapproval from the economists
Jong after the Jlaw had recognised them as a sequel to the
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of Trade Union attempts to flout the * laws of supply and
demand,’” and therefore as calling for remedy through
meoral improvement, better technical education, and, not
least, measures of déterrence such as were embodied' in
the new Poor Law of 1834 and in the Acts restricting .
Trade Union activity. N
The complacency with which most of the economic
writers of the classical period regarded not only the sheer
misery of a large part of the people, but also the evident
failure of the greatly increased productivity of industry
to bring with it any advance in the well-being of the large
contingent of participants in the new techniques, shocked
some of their contemporaries and has shocked many of
the historians who have studied the records of the time.
It is not, however, on second thoughts, surprising. The
very notion that the well-being and happiness of ordinary
men and women ought to count equally with those t_lf
the more exalted was sull so novel that its economi¢
implications had not sunk into the minds even of those
who accepted it as a political gospel. No one had declared
more roundly and unreservedly than Jeremy Bentham
that the aim of social action should be ©the greatest
happiness of the greatest number*; but even Benthar
remained largely blind to the economic aspects of this
momentous doctrine. No one had proclaimed more
forcibly that, politically, the only way of securing the
actual pursuit of this end was to put the power of judgment
into the hands of every man, by introducing universal
suffrage ; but even Bentham thought it necessary for the
enfranchised many to keep their hands off any attempt
to regulate economic matters by political means. Tflc
Benthamites sought to reconcile this apparent contmt'ilc-
tion by asserting that the economic equivalent of poliucnl
democracy was ‘ free competition,” resting on the assur
ance to every man of a legal right to choose his job. They
never faced the fact that, whereas their ideal of poli(icﬂl
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democracy rested on the principle of ¢ one man, one vote,’
and was thus equalitarian in its foundations, their so-
called  cconomic liberalism * rested on a very different
and most unequal weighting of men according to their
business drive, their efficiency as producers {or as inter-
ceptors of other men’s product), their possession of
Property as a starting advantage, their unscrupulousness

_ orruthlessness, or their sheer luck. ¢ One man, one vote *
and “ One £, one vote * are not manifestations of the same
principle in different fields : they express opposed prin-
ciples—the one of basic equality, the other of all-pervading
inequality.

The notion of equality, in respect not of human
endowments but of human claims to happiness and weli-
being, was bound to take time to establish itself, even
when it had been trenchantly proclaimed by rising
authority in both the American and the French Revolu-
tion. Where even the revolutionaries who proclaimed it
failed to realise its implications, other men could not be
expected, save gradually and by a process of historical
Contention, to sec more clearly, especially as there were
behind them long centuries of an almost unquestioned
contrary tradition. Even the revolutionary leader who
teclared himself a believer in the * rights of man,’ in-
cluding an equal right for all to the pursuit of happiness—
even the Utilitarian who proclaimed the principle of * the
greatest happiness of the greatest number *—could not
truly feel that the very poor, uncultured, ill-equipped
men and women whom they saw in great numbers every-
where around them were in very truth entitled to be
treated as their equals, and to claim an equal share in
the good things of life. They might, if they were given
that way, fecl that at some time in the future, when these
People had been raised to higher levels by better food,
bct}:r education, and in general better upbringing, the
claim to equal treatment would become valid, and they



30 WHAT App SOCIALIsT ECONOMICS ?
might maje this thejy ideal ang devote thejr efforts ¢

helping to bring jt gradually ahgy, 5 but they could. not,
In point of cold fact, pe SXPected to behave, either

though not 10 apply in Practice, the Principle of equality
before the law, ang €Ven to advocape the Pprinciple of ¢ of”
man, one yope > In politics, in the knowledgc that its
adoption would by pe, means endow 5 men with really
equal shares j, Ppolitica] Power,

In effect, the 8ulf betweep the educateq classes and the
Poor was stil), i the first haif op the nineteenth century,
t00 wide, apq involved goq great differences jn standards
and habits, g, the application of the equalitarian prin-
ciple in the CConomic fely o be able to capture the
imaginations of more thap a smaijl minority among the
makers of €Conomje theories, A Robert ‘Owen or a
Karl Mary could transcend the limitations of the can.
tcmpomrysocia] situation ~_ v - !
Eroo—y - .

t 2 v PUt the achievement of a

Yisloly standarg of living for cveryone right fﬂ.thc
middle of the Picture of so¢4,5) aims. By this was possible
only on the basis of a Passionate belief in the claims of
the €ommon man, whether this hatiace” T t
Utopian profess -
warofithe; 1 e nuIC 1Ot en
whose visio U Cisewhere._gop technical progress,
as distinct frop, humay rights, or on the claims of personal
ini(iau'vc, as distincy from thege of sheer human peed,

A practical beliefin the Principle of equality, a5 applic-
able in the cconomic sphcrc, had fr most men to wait
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upon developments which narrowed the human gulf
between the educated classes and the poor, or at all events
a sufficient number of them, to undermine the feeling
of the educated that they belonged to an essentially
different order of beings. This change gradually came
about with the increase in the numbers of the intermediate
classes, with the rise of standards among the skilled
workers, and with the development of popular education,
even at a low level. ‘The lines between the ' better > and
the * lower * classes became harder to draw—not, as Marx
supposed they would, sharper. It became more difficult
to deny that the claims to the means to happiness were
pretty much alike for the moderately well-to-do and the
not-too-poor ; and the actual rise ir the living standards
Offl considerable section of the working class appeared
to J}lstify, and to bring much nearer in time, the hope of
achieving a similar improvement for all. The doctrine of
human equality, not of endowments but of claims resting
on basic needs and wants, came to correspond much more
to what seemed within the range of practical possibility,
and consistent with the preservation of values of which
the educated minority had been accustomed to regard
itself as the only possible guardian. The fear of real, as
distinct from nominal, democracy began to subside—not
for all the theorisers, but for an increasing number of them.
The flaws in the dactrine of economic liberalism, regarded
as the equivalent of political democracy in the economic
field, began to be appreciated by more and more sincere
and disinterested middle-class thinkers. John Stuart Mill is
the outstanding representative of this transition inthought.
OF course, it was open to the exponents of the old
C}aSSICal Economics to argue that this change showed how
fight they had been all along. For, broadly speaking, it
Was under the institutions which they had advocated, and
W“}_l the men of enterprise and the savers in control of
affairs, that the uplifting of a substantial section of the
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Poorer classes hag actually been achieved. En!crpﬂ'sc_
Investment together, in the hands of a limited class ¢
the forceful ang the thrifty, had made such use of th
technica) OPportunities presenteq to them by the advana
of scientific and Manipulative knowledge, that totai
Production had increased vastly and a share in its benefits
had been transmitted to 5 considerable part of the people.
It was indeeq i the nature of things that this should be
503 for the goods which it was Possible to produce in

Peaple :  technicn) Progress would have been self-
stultifying uples it had increased consumption over 2
wide field, There had indeed been a prolonged period
over which thjs necessary concomitant of capitalistic
development had not made itself at a]] plain ; and it had

ity of the middle classes,
This filtering down of Prosperity seemed to many

Ppersons, including  most cconomists, to furish full

of
the subsistence theory of wages Jost jtg Plausibility when
its Malthusian basis ypge knocked away, and jn face of the
Plain fact thay real wages yers rising, at any rate for a
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Jarge section of the working class, The new theory that
wages, and the standards of living generally, depended
on productivity, and not on any inexorable *iron law,’
eame into fashion, and was used to hold out the hope that
presently sufficiency, if not plenty, might come to be
within the reach of all men, at any ratc in the countries
which successfully  ~ E v e

Thus the notion o '
guaranteed to all

seemed at last to have become reconcilable with the
retention of higher standards by a superior minority,
and could be advocated without involving the threat of
a social revolution that would subvert the entire order
of class difference and economic stratification.

In this mood of evolutionary optimism Jevons and
Marshall carried through their revision of the economics
of the classical school, in correspondence fo the change
in politics which found expression in the Reform Acts of
1867 and 1884, in the development of representative
institations in Local Government, and in the establishment
of a public system of universal clementary education. In
this mood Parliament gave legal recognition to Trade
Unionism (in 1871 and 1875), and a growing number of
employers accepted, however reluctantly, the necessity
of bargaining collectively with their employees, o at any
rate with the more skilled groups, who, as sharers in the
Prosperity of the time, were recognised as having a2 stake
Inindustrial progress. Economists and employers al{ke ad-~
Jured these workers to throw away ideas of class-conflictand
toputtheir hopesin co-operating with their masters tomake
industry more productive for the common benefit. There
still remained, however, the great difference that, whereas
in politics a basic democratic equality of voting {ights was
winning wider and wider acceptance, it was still argu_cd
that success in industry depended inexorably on the main-
tenance of inequality and on allowing the man of business
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and the owner of capital, and not the main body of the
workersor the people as a whole, to call the economic tune.

Nevertheless, the effect of the new position of affairs was
to open the door to a new kind of Socialism. While the
main body of economists continucd to argue t'ha.t the
correct course was to do everything possible to increas
production, and to wait for the benefits of higher produc-
tion to filtcr down further and to spread to the entir®
people, a growing minority, headed by the Fabians,
began to argue that this process was at best much toosiow,
and that the right next step was to speed it up by collective
action in the interests of the * bottom dog.” The benefits,
it was urged, had been going not to those who needed
them most, but chiefly to the better-off classes and to the
skilled workers ; and it was doubtful whether there evetl
existed any tendency for them to spread to the less skilled
workers—much less to what was coming to be known 3
the “ submerged tenth.' It was well within the power O
society, these reformers urged, to come to the help of the
really poor and needy, and to establish a gclem'bk
minimum standard of life for all, without any levelling
down of those higher up the economic scale—at any raté
beyond a taxation of superfluities they could well dis-
pense with, This approach, in the minds of Radicals such
as Joseph Chamberlain or of economists such as Thorold
Rogers, did not involve any attack on the institutions of
capitalistic enterprise or private accumulation of capitﬂl‘
Its principal instruments were envisaged as moderat€
taxation of the rich and moderate protective legislation
extending the principle of state interference which had
been applied already in the interests of children and women
in a succession of Factory Acts going back as far as 1819

The Fabians, on the other hand, putting themselves
forward as the new interpreters of the doctrine of * the
greatest happiness of the greatest number,” went a great
deal farther than this. They did not believe that what
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was required could be brought about by any mere com-
bination of taxation and protective industrial laws, even
aided by the growing power of the working-class voters
and of the Trade Unions. They held that the © national
mintmum standard of civilised life —the Webbs® favour-
ite phrase-—could not be achieved without a radical
transformation of the whole economic order, involving
a displacement of capitalistic enterprise from its position
of primacy and the substitution of a new order of production
planned and controlled by a democratised State in the
interests of the whole body of citizens,

This was the new * collectivist * Socialism of the 1880s,
which developed under the influence of a period of
capitalist recession following on the rapid advances of
the third quarter of the nineteenth century. It differed
widely from the older Marxist Socialism which had been
a response to the acute sufferings of the workers during
the period of the growing pains of the capitalist machine
age ; for whereas the Marxists had seen the only hope for
the workers in a catastrophic overthrow of capitalist
society, and had been encouraged in this opinion by the
economists’ insistence on the inexorable laws of the wages
fund and the subsistence theory of wages, the new Social-
Ists were able to take a less pessimistic view. They could
point both to the actual improvements in the lot of the
more skilled workers that had already occurred to disprove
Marx’s prophecies and to a revised version of Economic
Theory that made working-class standards of living
depend on productivity, and accordingly presented no
unsurmountable obstacle to further advance, even within
the framework of capitalist society.

The neo-classical Economics of Jevons and Marshall
did, however, make the practicability of improvement
depend on higher production, and did preserve intact
the notion that the workers® share in the total product was
fixed, if notsorigidly as the earlier economistshad supposed,
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by the ¢ laws of supply and demand,” with which it would
be very dangerous for the State to attempt to interfere,
save in quite exceptional cases. This meant in practice
that nothing could be done directly to raise the wages of
the workers who were lowest down the social scale 5 for
these workers both had least bargaining power and Were
least likely to reap the benefits accruing from higher
productivity. Accordingly, if the *bottom dogs® were
1o be helped, it was necessary to look elsewhere than o
the beneficent effects of advancing production : and the
remedy that most readily suggested itself was that the
State, without any general interference with the processes
of wage-bargaining, should set by Jaw bottom limits below
which no employed person should be allowed to fall.
This, the new Socialists argued, could be done by 2
minimum wage law coupled with a law regulating the
maximum length of the working week. Moreover, apart
from wages, action could be taken, following up what h.“d
already been done in the matter of clementary education
and in the provision of minimum standards of public
health, by extending the scope of the social services 0
include further benefits, in cash or in kind, in the interests
of the very poor. Old Age Pensions, School Meals,
maternity and nursing services, a reform of the Poor Laws
to provide improved payments in sickness or unemploy-
ment-—~these were among the measures which the Fabians,
among others, began to advocate and to work up f{‘lo
carefully considered schemes. Of course, the adoption
of any such policies would be bound to requirc higher
taxation ; and their Jogical implication was that taxatlon
should be Jooked at in a new way—not merely as a means
of mecting the expenses of government and defence, but
also as an instrument for re-distributing incomes between
the rich and the poor. This new view of taxation (which
was really, in relation to the Poor Law, a very old view,
dating back to Tudor times) was not, of caurse, a mono-
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poly of the Socialists : it was plainly stated in Joseph
Chamberlain’s once-famous ¢ Unauthorised Radical Pro-
gramme.” But the Fabians, after Chamberlain’s apostasy
to the Tories, worked it out much more fully, and linked
it more closely to the conception of a  national minimum
standard of civilised life.’

The new Socialists of the Fabian Society and the
Independent Labour Party went, however, a long way
farther than this advanced programme of social reform.
Though they believed that a good beginning could be
made without any frontal attack on the capitalist system,
they saw lmits to what could be achieved by the re-
distribution through taxation of incomes which were
allowed to accrue in the first place to the owners of land
and capital. Moreover, they took over the long-standing
Socialist demand for the * Right to Work,’ insisting that,
if the capitalists could find no use for the services of all the
workers, and indeed regarded as indispensable the main-
tenance of a ¢ reserve ’ of unemployed labour, the State or
some other public authority should be obliged to find
useful employment for those who were unable to procure
work. This demand went right back to the early days
of the Socialist movement : it had heen expressed by
Robert Owen after the Napoleonic Wars, by Louis
Blanc in the France of Louis Philippe, by Lassalle in
Germany and by the Marxists of the First International,
and, more recently, by the Social Democratic Federation
in Great Britain during the unemployed troubles of
the 1880s. What the Fabians now did was to link this
demand to collectivist Socialism by insisting that the
State could never effectively guarantee the right to work
until it had become itself the owner and controller of the
main work-providing industries and services, and had thus
Put itself in a position to plan for the maintenance of
total employment at a level high enough to take the surplus
workers off the labour market.
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It was further pointed out that, if the policy of redistri-
butive taxation of incomes caused savings to fall off, as
the orthodox economists maintained it would, and thus
checked the advance of production through investment,
the remedy was clear. If the rich no longer saved enough,
the State, as the representative of the whole people,
would have to take over from them the function of
investment, and to provide, out of the taxes, the new
capital needed for the maintenance of an adequate pace
of economic development, But, as it would never do
for the State to hand over the capital it raised from the
taxpayers to the control of private profit-seckers, this
would mean that the State, or some other public authority,
would need to become the responsible owner of the leading
industries and to take over their conduct on behalf of the
whole people, Thus, the collectivist programme of nation-
alisation was linked to the policy of the ¢ national mini-
mum,’ and the doctrine of ¢ evolutionary Socialism > was
based on this combination of Socialism and social reform.

This practical programme, which has served ever since
as the point of focus for British socialist politics and has
made a deep impact on the policies of all other socialist
parties animated by Western democratic ideas, involves
an approach to Economic Theory entirely different from
that of cither the old or the mew classical schools of
economists. This does not mean that there are no points
of agreement : on the contrary there are, as we havc. seen,
many. It does, however, mean that the entire p?mt of
focus is different, and that the postulates from which the
study begins are different too. The orthodox schpols of
Economics begin by ing the private hip an
control of the means of production, the private appro-
priation by the owners of the rewards accruing to these
factors, and the determination of these rewards by the
laws of the so-called * free market,’ in which both goods
and services, including the services of men and women
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in every sort of labour, are sold for what they will fetch.
These schools then treat any departures from these
postulated norms as exceptions modifying the working of
the underlying laws—for example, legal minimum wages,
legal regulation of hours, redistributive taxation, public
operation or control of industries and services, are all
treated as deviations from the fundamental pattern of
unregulated private enterprise. As against this, socialist
Economics sets out not merely from a different set of
postulates, but also from postulates of an essentially
different kind. Socialist Economics is not merely an
attempt to describe and analyse what happens under
certain underlying conditions, but also to discover what
ought to happen in the interests of the general well-being
of society and of its members. The socialist postulates are
not unanalysed facts derived from current capitalist
practice, but norms—that is, fundamental objectives which
the economic factors, as far as they are under men’s
control, are to be deliberately shaped to further, For
Socialists the traditional distinctions between ¢ Pure > and
¢ Applied * Economics, between © Economics * proper and
* Welfare * Economics, simply do not exist. Of course the
socialist economist has to describe and analyse the facts of
economic systems in order to prescribe the policies to be
followed in dealing with them ; but he does not construct
an abstract ¢ Economic Science’ based on any set of
postulates independent of the requirements of human
welfare ; nor does he ever regard Economics simply as an
academic subject or as a highly intellectual game to be
played for the sake of showing how good at it the player can
be. Socialist Economics are always scverely practical :
they are concerned with controlling the economic factors
in society in such ways as will further the aims of demo-
cracy and the greatest happiness and well-being of the
men and women whose lives they affect.



GHAPTER If
THE SOCIALISTS AND THE KEYNESIANS

THE opening chapter of this book was devoted to a
criticism of classical economic theories which may appear
to some readers to be hardly worth criticising to-day,
because they have ceased to be accepted, at any rate in
Great Britain, by many economists who are hostile to
socialist ideas. I felt, however, that it was indispensable
to begin with classical Fconomics, not only because it was
as a critique of the classical doctrines that socialist
Economics first developed a distinctive character, but also
becanse the classical conceptions, albeit in modified forms,
are still very much alive to-day, above all in the, United
States, but also over most of Western Europe and in the
more reactionary academic circles in Great Britain, The
labour theories of value on which Marx built his critique
of the early classical economists have, no doubt, been long
discarded by their successors (except, curiously, in the
handling by some of them of the theory of international
trade), and have been replaced by various forms of
marginal utility theory, derived from Walras, Jevons,
Menger and Marshall. The emphasis in theories of value,
except among the Marxists, has long been laid on the
demand side, and the rewards accruing to the various

factors of production, or to their owners, have been
regarded as shares in sale prices determined mainly by
the purchasers’ willingness to pay. But the shift in value

theory from the supply side to the demand side-—or at
any rate to © pair of scissors * notions in which much more

cutting capacity has been attributed to the demand blade

than to the supply blade—has not fundamentally altered

the general shape of cconomic theory—or had not done 0

until the advent of Keynesian economics during the period

40
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between the wars. Even now, the standard text-books are
largely pre-Keynesian, and those who stop short at an
elementary stage in the subject are apt to be taught in the
school of Marshall rather than in the new, more realistic
fashion of recent more advanced teaching. Moreover, to
an even greater extent the economic thought of non-
economists—of business men and bankers and the general
run of politicians—is still based on the notions that were
spread abroad by the neo-classicists of the Marshallian
and Austrian schools.

For this reason, it is still necessary to take account of a
type of economics which, even among anti-socialists, is
now current only among the more reactionary or out-of-
date exponents of the subject. But it is obviously no less
necessary to consider the impact of newer ideas, and above
all the extraordinary influence exercised by Keynes’s
General Theory of Employment, Inferest and Mongy since its
appearance in 1936.

The difference between Keynes and the earlier genera-
tions of economists belonging to the classical tradition
lies above all in the choice of the central idea round which
economic theory is built up. The accepted interpreters
of orthodox doctrine right up to Keynes started from the
assumption of a natural tendency towards equilibrium at
a level that would bring into use every factor of produc-
tion that was * worth employing ’ at all, and treated any
lapse from such a condition of ¢ full employment ’ as due
to some temporary cause or aberration from this normal
state of affairs. It was assumed that there was for every
factor of production a ‘right’ price, dependent on its
marginal productivity, that would bring the whole of it
into use, and that when any factor was not in practice
being fully used, the cause must lic either in the fact that
its owner was holding out for too high a price, or in some
special disturbing force, such as mistaken Stateintervention
or a temporary breakdown of the monetary mechanism

B. .
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of exchange. J. B. Say, in his famous © market theory,”
had explained long ago that every act of production
created, under truly competitive conditions, the demand
needed to buy the product at a price that would cover
the costs of producing it. On this basis the economists
constructed a model economic system which was in perfect
equilibrium, the incomes paid out to the factors of pro-
duction just sufficing to clear the market of everything
that was produced, at prices which just covered costs at
the margin, and gave superior returns to the more efficient
factors in proportion to their superior productivity. In this
imaginary economic world there was no unemployment,
cither of human beings or of other factors that could be
used in conjunction with human beings. The existence
of sub-marginal factors—waste land, obsolete factories
and plant, unemployable labour—was regarded as not
counting ; for such things were not really factors at all.
The manifest fact that unemployment did exist, and
extended to many factors which could not be thus simply
written off as ‘ unemployable ’ and therefore economic-
ally non-existent, was then explained as a consequence of
various *frictions’ in the smooth working of actual
economies, which caused them to deviate from the
equilibrium model. This model was usually presented in
the first instance as perfectly static, with an endlessly
repeated round of productive operations and sales which
replenished the coffers of the producers. Technical in-
vention, changes in population, and changes in work-
habits (e.g. in hours of labour or in efficiency) sere treated

as disturbing forces, which were sometimes introduced and

taken account of in a sccond, dynamic model of the
cconomic system. Crises and cyclical fluctuations, about

the causes of which there was endless argument, were

similarly regarded as disturbing forces of a second order,

which needed explaining, but only as deviations from what

ought tohappenina properly functioning economicsystem.
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What Keynes did was to focus attention on the problem
of employment, as the central matter in economic
theory, He was by no means the first economist to
attempt this ; but, partly because of his great ability
but even more because of the conditions under which he
wrote, he was able to persuade his contemporaries to take
seriously a number of doctrines which nearly all the pro-
fessional economists had previously dismissed as the
notions of cranks. I have a lively memory, in my young
days, of attending lectures at which the economic ideas of
J. A. Hobson were denounced and ridiculed, and of having
been regarded by not a few of my own pupils as an utterly
unsound economist because I tried to teach them, largely
under Hobson’s influence, economic conceptions which
suddenly became respectable when Keynes so ably re-
stated them in an environment of what appeared to be
insoluble long-term unemployment. The queues outside
the Employment Exchanges, the desolation of the Dis-
tressed Areas, the hunger marches, and the immense
expenditure on ‘doles’ for doing nothing co-operated
with Keynes's expositions—which indeed they also in-
spired—to bring about a revolution in economic theory
as an academic subject, and left the anti-Keynesians
fighting, even in the United States, what became more
and more evidently a losing battle.

The upshot of Keynes’s new theory was to make people
see that the ‘full employment’ which the orthodox
economists had begun by assuming was not in reality a

normal tendency that would assert itself under capitalism
in the absence of special disturbing causes, but was, on
the contrary, an objective to be aimed at by positive action
to bring it about and to maintain it. Keynes showed that,
whereas the orthodox economists had been taking for
granted that ¢ equilibrium * would mean full employment,
there could in fact be equilibrium at any level, from full
employment to no employment at all. Supply and demand
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could balance, not only with all the factors of production
in use, but equally with many of them out of use : nor
was there any natural tendency, when some of the factors
had fallen out of use, for them to be brought back into
use in the absence of definite measures designed to secure
this effect.
The best-known part of this demonstration was that
in which Keynes treated of the problem of saving and
investment. Until he wrote, it had been common to
assume that every act of saving—that is, of abstention
from consuming one’s whole income—carried with it an
equivalent investment in real capital, and thus took off
the market enough goods to offiet the costs of production
and make it profitable to keep the factors of production
in recurrent use. Keynes showed-—what now seems
obvious—that mere abstention from consuming things
can create no demand, and that demand will be created
on a sufficient scale onlyif each act of saving is accompanied
by the application of an equal sum of money to the pur-
chase of capital goods—that is, by real investment of a
corresponding value. But savers, merely by saving, do
not in fact bring about any investment at all. The volume
of investment depends on the entreprencurs, private or
public, who take up money in shares or loans or by using
their own savings in a productive way. If there is for
any reason a reduced readiness to apply money to the
purchase of capital goods, the total demand for labour
will be bound to fall off, unless there is a simultaneous and
equivalent increase in spending on consumption. This,
however, unless it is artificially induced, is most unlikely
to happen : indeed, the decrease in demand for capital
goods will cause some of the producers of such goods to
lose their incomes, and will thus bring about a fall in
consumption as well, When this has happened, a new
equilibrium between supply and demand may be
established at a lower level, with some of the factors of
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production out of use ; nor will there be any necessary
tendency for these factors to be re-employed.

But, if equilibrium could exist at any level of employ-
ment and production, what became of the beautiful con-
ception of natural forces always making for the best of
possible economic worlds, and only thwarted by foolish,
even if well meant, interference by Governments, or
inflation-loving financiers, or get-rich-quick speculators,
or whoever or whatever it was that lurked behind the
inconvenient phenomenon of the trade cycle ? The entire
edifice of laissez-faire economic theory collapsed like a
house of cards if it had to be admitted that the equilibrium
beloved of orthodox economists gave no guarantee of
high production or against persistent unemployment.
And, when one looked at the facts—the unpleasant facts
of the period between the wars—was it not evident that
Keynes was in the right ? The orthodox economists were,
no doubt, still busy explaining that the depression into
which the capitalist world had fallen was due to this or
that aberration from sound economic behaviour, and that
the attempts of Governments to cure the disease by
tariffs, work-making, cheap money, and the rest of the
expedients they had been driven to were really making the
situation a great deal worse. But their lamentations were
becoming less and less convincing, the more so because
R T s - e e

long run.”  As Keynes exclaimed impatiently, “in the
long run we are all dead.”

Keynes, then, constructed a new kind of Economics of
which the principal lesson was that it was the State’s
business to maintain a condition of full employment,
instead of trusting to the working of * economic laws?
to bring such a condition about. It was the State’s
business, Keynes argued, to ensure that there should be
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enough demand in the market to clear all that could be
produced at prices adequate to cover costs, including
normal profits. This should be accepted as a definite
responsibility of the Government—of course, with the
addition that there should not be too much demand
either, only just enough to hold things steady and pro-
gressive, in a condition of dynamic cquilibrium deliberately
brought about by wise economic planning, not naturally
happening when nothing was done to induce it.

Once this idea was accepted, there were plenty of ways
of acting on it. Public capital expenditure to fill in the
gap left by inadequate private investment, or alternately
subsidies to business men designed to induce them to take
up capital more freely, or, on a different tack, increased

ing power engendered by tax remissions or, al-
ternatively, by actual subsidies to consumption. Monetary
inflation Keynes did not urge ; but he did agree that the
banking system ought to stand ready to create enough
credit to finance the requirements of full employment.
He wanted monetary policy to become the servant of
productive development, not an independent and capri-
cious power whose dictates industry had to obey. He
treated the rate of interest, not as a sacred thing to which
production had to accommodateitself, but as an instrument
that could be regulated by public action to help bring
about a lightening of the dead hand of unearned income.
Therewith, he played ducks and drakes with the time-
honoured notion that an annually balanced budget—or
indeed a balanced budget at all—was a sine qua non of
economic rationality. A budget deficit, that is, the State
paying out more than it received in taxes—might be the
very best way to maintain employment and production in
face of a threatened recession in demand. Keynes
knocked down the shibboleths of economic orthodoxy,
row upon row, with a consummate skill that even his
bitterest opponents had to admire. Within a few years
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~ he transformed traditional economics from a jeremiad
, into a practical programme for making the capitalist
system work.

No : that is not quite fair. Keynes had no devotion
to the capitafist system as such. Indeed, the entire
dispute about Capitalism and Socialism seemed to him
to be mainly beside the point. His remedies would serve
to render workable either Capitalism or Socialism, or
indeed any other system that was compatible with the
State’s acceptance of the responsibility for ensuring full
employment. He made this sound easy—if only the
manipulators of public economic policy could be persuaded
to behave in a reasonably intelligent fashion.

This new Keynesian Economics deeply affected the
thought of Socialists as well as of ¢ progressives* of all
sorts who were not Socialists. Keynes made the planning
of employment seem so much more important than any-
thing else, at a time when the thoughts of both politicians
and economists had become fixed perforce on the disease
of unemployment in both its long-term and its cyclical
forms, Hitherto, most Socialists had contended that the
discase of unemployment was incurable except by
socialisation—that is, by the State taking over industry
and employing cvery available person, and at the same
time so distributing purchasing power as to ensure that
there would be a demand for all that socialised industry
could produce. But now it appeared, if Keynes were
right, that full employment could be maintained without
socialisation, mercly by manipulating the correct levers
at the centre, in the money and investment markets.
There might be a case for socialising this or that industry
on other grounds—to prevent monopolistic restriction, or
to improve productive efficiency by rationalisation—hut
not in order to cure uncmployment 3 for that could be
donc by other, and much less disturbing, methods,

The only cconomists who were not deeply affected by ~
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this revolution in traditional economic thought were the
Marxists, who, having a complete and distinct economic
theory of their own that had diverged from orthodox
theory a century ago and thereafter gone its own way,
regarded Keynesism as merely the latest dodge to save
Capitalism from itself by invoking the State as its ally.
Nothing, the Marxists continued to assert, could save
Capitalism from recurrent crises, all leading up to the
final crisis in the course of which it would be submerged
in world revolution. Some Marxists, indeed, went so far
as to admit that Keynes’s nostrums might prove potent
enough to stave off capitalist crisis for some time. Pro-
fessor Varga, the leading theoretician of the Soviet Union,
came near to saying this, and was made to eat his words—
though he spat some of them out again in the process.

The Socialist economists who were not full-blooded
Marxists were in a different case ; for most of them h_aq
no beliefin the v v T e
They had been :
ment to ease .. L. ’
—that is, by providing useful jobs for workers for who :
profit-secking Capitalism appeared to have no ust- They
had been contending on this issue with the orthodox
economists who argued either that the effect of Sfatc ?cm?n
to provide work would be an equivalent diminution 12
private investment! or that, even if extra jobs could be
provided, the result would be to throw the economic
system out of balance and to lead on to an inflationary
crisis.? Keynes’s new doctrines came as a poverful
reinforcement of what they had been saying, and as 2
great relief to their minds, because they were now :fb']‘ ";
argue for State action with the grain of tradition®
economic theory, and not against it as heretics and Pam‘hf
foolish enough to be taken in by economic ¢ quacks.

* ¢ ¢ the * Treasury Memorandum ™ of 1929.
% ¢ ¢ Professor Hayek's eatlicr wntings.
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Kernestan eoonomics, with 2 senee thar 2 brid Swesn
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Ip3eed, 3t 35 Rardly too much 1o sev that mast of the
B3-Mzexiar socialiar eoonamins swallowed Keynss whale,
2nd became his mowt forvent disdpless As one who €id
oo, I, o my capatity as a teachen, passed from one
discr it to another.  The things I had been zrguin 2T,
largely o a buasi Laid by J. A Hobsom, 21 the sk of
SPS*Z::;:::\‘ upils’ examination chinces, seddenty bazame
part of the new orthodoxy ; and I foand ming W
brake (he enthusac of stedents who expecied far fon
much from them. For I continuad to balicve thay, g“c:m
as wzs the 2dvance made by Keynes in the techniguas of
conomic manipulation, his conclusions were partly
Vitiated by his kabit of reasoning in terms of global
demand and supp!v or at any rate of * capital goods " and

* consumers’ goods * as global divisions of the total product
of i industry, instead of bvmkmq up the productive system
into much smaller and more differentiated groups ofrtxl
Persons and things.

Thus, when Keynes spoke of maintaining rotal ® invest-
ment’ at an adequate level, T bagan at once to think of
the actual forms of this investment—machines of different
sorts, specialised buildings, ships, new mine-sinkings, farm
equipment, and so on. And when Keynes spoke of * full
employment * I began at once to think of actual men and
women, living in particular places and possessing both
Particular skills, dexterities and aptitudes, and also family
attachments and wills to work more or less hard ory
cfficiently, I do not mean that I found other econs:
’gnonn" these real factors ; but I did find an
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readiness to believe that they were secondary to the main
thing—which was to manipulate global demand for in-
vestment and consumption goods by making the right
budgetary adjustments and accommodating to these the
flows of credit out of the banking system, the rates of
interest on borrowed moncy, and the ¢ public works
policy * of the State—which Jast thus appeared not as 3
prime mover, but rather as one among a number of
budgetary devices for keeping economic activity at a high
level. I was sceptical about all this, not as doubting its
correctness and usefulness up to a point, but as holding
that it left many too many of the real factors in the situa-
tion out of account. .

For, can the State really, by following the Keynesian
prescription, maintain full employment without setting
inflationary tendencies to work, unless it is in a posttion
to control, broadly, what is to be produced and w}zf:n,_a'nd
what is to be charged for it, and also the broad distribu-
tion of purchasing power, as well as its global agnolm‘?
I do not think it can. I am not suggesting that, in order
to achieve and maintain full employment without inflatian,
it is necessary for the State to take charge of the entire
ecanomy, to fix all prices, o to regulate the whole distribu-
tion of incomes among individuak, But I do believe that,
in order to achicve the desired result, the State must be
in a position to direct investment into particulat tzr:mcha
of production, to control the location of industry in order
to bring balanced employment to the workers rather than
expect them to migrate in large masses in search of work,
and to regulate the course of prices and incomes In sucha
way as to secure a tolerable correspondence between the
flow of consumers’ goods and services and the demand
for them, and at the same time to keep costs at such &
level as to enable exporting industries to hold a satisfactory
place in the world market.

But I go further than this. Although it would be
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theoretically possible for the State to exercise all these
powers by * controls,” without taking any considerable
executive functions into its own hands, I cannot conceive
of such an arrangement working in practice, except very
ill. Contro! without executive responsibility or financial
accountability for the results of the orders given is an
instrument that has its uses, and is indeed indispensable
if we are to avoid both an excessive concentration of
authority and an undue absence of it ; but it is an instru-
ment that has grave disadvantages—not least the irrita-
tion it is bound to cause among those who have to carry
out the orders and to bear the brunt of what ensues.

Take the case of investment. The State can, no doubt,
in theory, channel private investment into the forms of
development it thinks best ; but in practice, if it relies on
* controls,’ it has to do this mainly by forbidding types of
investment which it thinks less desirable, or actually
disapproves, Even if the effect is not that of reducing the
total volume of investment—as it may well be—it is
unlikely to be very satisfactory in securing the right
balance among the permitted types of investment. In
order to achieve this, the State must itself become an
investor, and therewith an owner of capital assets : not
necessarily the sole owner, but investor and owner on a
considerable scale, not only in a limited group of * public
service’ industries, but over a wide field, covering
potentially every major type of capital development. This
is apart from the fact—certainly no less important—that
‘ controls * may be quite ineffective in securing a correct
total volume of investment at periods when z stimulus,
rather than a deterrent, is called for.

Take again the closely related problem of industrial
location, The State, if it tries to secure a right distribu-
tion and a right local balance of employment openings
merely by control, will be in precisely the same difficulty.
In this case it can do something—and is actually doing #
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something—by the development of Industrial Trading
Estates and New Towns ; but that reinforces my point,
for such action involves direct public investment, even if
plenty of room is left for private capital to operate within
the framework of direct public provision.

Or take price regulation. Here, if anywhere, one would
expect the control mechanism to be able to work without
direct assumption of responsibility by the State. It is,
however, notoriously difficult to fix the right prices
except for a narrow range of highly standardised goods,
most of which are either crude or semi-manufactured
foodstuffs or materials, Control can be most easily
extended beyond this field by promoting the production
of certain ¢ utility’ lines of standard qualitics and
specifications ; but this method cannot be cxtendct.:l very
far without beginning to impinge on justifiable variety of
output, and therewith on consumers’ choice. Beyond
these limits the State cannot easily tell what prices are
fair unless it is itself engaged in production and in a
position to check the private producers’ costs by its own
experience, either in publicly owned factories or in
establishments in which it has at any rate a part interest
in ownership and administration,

Finally, take the case of incomes—for the moment not
wages but those paid for managerial, profasionﬂ.l, and
administrative work. If most industries are privately
owned and public employment is confined to a narrow
group, there will be a strong tendency for private industry
to set the standards of payment for such jobs, and for
public employments to have to fall in with the capitalist
practice. We have scen this occurring already in the case
of the new public boards and corporations.

This matters, not only because it is an essential part of
socialist policy to reduce differences of earned, as well as
of unearned, income, but also because the example of high
carnings in the upper ranges of employment naturally
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sets up, in any sodery that #s moving towards Socialism,
a strong preszzre alf down the scale for hizher incomas
beyond wiat eas be 2forded without patting inflaticnary
forces in motion. The spectadle of hith top salardes
leads to demands for Eigh salaries lower down, and ako
to demands for high wages, not as a reward for high
Pproductivity, but as 2 claim 1o higher status and a rearer
approach to equality.

It is sometimes argued that this need not happen if'a
Very progressive system of taxation on the higher incomes
teduces the real inequality of spending power within
teasonable bounds. But this view is psychologically
incorrect.  Rightly or wrongly, men measure relative
Status in terms of income before, and not after, direct
taxation. It is, moreover, an extraordinary and in the
long run indefensible process to begin by distributing
much more in earned incomes than the recipients are to
be allowed to keep, and then to redress undue inequalities
by taking back a higher and higher proportion as the
income rises. This is a good cnough way of dealing with
unearned incomes ¢ its extension to earned incomes is a
Iogical absurdity, save as a purely transitional method.

In effect, then, I am aiguing that the Keynesian
apparatus for maintaining economic equilibrium at a
high level will not work in practice unless the State,
through some publicly responsible agency——or rather
through many such agencies—owns and conducts a large
part of the apparatus of production. This does not mean
that it is necessary to nationalisc everything—heaven
forbid | Tt does mean that the * public sector” of industry
must be large enough to sct the tone for the vest, leaving
private industry to operate within a framework of public
enterprise, rather than the other wiy around, Thix
‘public sector® can be itscll highly diversified. Tt can,
include, besides nationally owned and unified {1 ° .7

and services, statc-owned and partly statecowned -
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to 2 quite considerable extent; and to a still greater
extent they can use Keynes as a stick for beating more
reactionary economists over the head. But Keynes
was no Socialist ; he had no decp-seated faith in demo-
cracy to drive him on to formulate an economic theory
that would meet the needs of a society committed to
working out the implications of the democratic attitude
in every aspect of social life, including the economic.



CHAPTER III
THE POSTULATES OF SOCIALIST ECONOM

*1 suALL attempt in this chapter a brief cataloguc of
main postulates which lie at the foundation of soci
economic thought.

1. The purpose of economic activity is the satisfact
of human wants under conditions that will not inve
more disutility in the rendering of human services tl
is compensated for by the utility derived from them.

Some services give pleasure to the renderer, a
therefore involve no disutility. But there is a point beyo
which even pleasurable productive activities beco:
irksome ; and most forms of work, regularly pursu
involve some disutility, the degree of which varies w
the conditions under which the work is done, the sense
worthwhilenessin the mind of the doer, and theopportun
for the exercise of skill and display of prowess which t
work affords. 'The point at which the disutility excee
the utility created by the work depends also on ¢
opportunities open to the worker for the enjoyment
leisure and on his capacity to take advantage of ther
Pleasurable activities which do mot contribute to th
satisfaction of human wants fall outside the econom
field; but it may be desirable to make provision for the
in certain cases on an economic basis where they cannc
be easily distinguished from similar activities which d
centribute to the satisfaction of human wants—c-g. 1
the case of artists. In general, however, the worthwhile
ness of human activities must be estimated in relation t
their capacity to satisfy wants, measured against the using

H
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perform, and (4) by allowing the individual to choose
within these limits where to draw the ling, subject to the
requirements of industrial production for certain minima
of continuous attendance and activity in order to avoid
dislocation of the productive unit. It may also be held
that society has a right to exact from every fit person who
is not specifically exempted on account of other duties
2 minimum of productive service in return for the pro-
tection and security which the society affords. This right,
however, should be exercised only to the least extent that
is found compatible with the society’s general preference
for more goods and services over more leisure. In other
words, the compulsion to labour should be applied only

where social obligations are bein g manifestly and flagrantly
evaded,

4. Men, in their capacity as producers, need both good
working conditions and a sense of worthwhileness in the
work they are called upon to do, and also a status of
freedom and self-government in their productive relations,
and an opportunity to display prowess and initiative to
the fullest extent of their capacities, consistently with the
Becessity of high production to meet the consumers’ needs.

It has been traditional in Economic Theory to treat
the achievement of the highest possible production as
the sole end of economic activity, and to measure the
quantity of production solely by reference to the demands
of the market, irrespective of the lack of correspondence
between the distribution of purchasing power and that
ofhuman needs. For socialist Economics it is not enough
simply to insist that a criterion of need shall be substituted
for that of an unregulated market demand : it is also

* Becessary to take into account the conditions of produc-
) tion. It has been already emphasised that higher pro-
duction is to be desired not absolutely, but only up to the
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point at which the disutility involved in it exceeds the
utility of the product. This disutility depends, not only
on the duration and intensity of labour, but also on the
physical and human conditions under which the labour
is performed. The criterion of worthwhileness will be
satisfied where the standard of priorities is settled in
accordance with needs rather than with unregulated
demands ; but it is also necessary to ensure good condi-
tions of work, conducive to health and happiness, and to
recognise the human claim of the worker to be treated as
a social equal even where the discipline of production
requires that he shall work under orders, This involves,
not merely that the workers shall be ¢ consulted > by those
in authority, hoth in the workshops and at all higher
levels of industrial management, but also that the work-
shop and the whole structure of industry shall be demo-
cratised, at least to the same extent as politics are demo-
cratised, or intended to be so in a sacialist society. No
one supposes that political democracy involves either
decision of all matters by mass meetings or the direct
clection of all administrative officers or the exercise of
equal influence by all the citizens, even if all have equal
voting rights. Similarly, economic democracy does not
involve any of these things ; but it does involve that tf.xcrc
shall be, in industry, both representative institutions
resting on the democratic principle of free discussion and
majority decision, and an opportunity for every worker to
exercise civic rights corresponding to those of the clector
in political affairs. The application of these rights in
industry is limited, however, by the overriding principle
that it is for the entire community of consumers, and not
for particular groups of producers, to settle what is 0 be
given priority in allocating resources to the various forms
of production, and how incomes are to’be distributed in
accordance with the principles of social wtility. The
producer’s right is to the assurance that his efforts will be
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neither wasted on relatively uscless products nor rendered
more irksome than the necessities of the productive
system require.

5. Mer;, both as producers and as consumers, need
security, which has two main aspects—security of real
income, and security of employment. Neither of these
claims can be absolute ; for the real income that can be
afforded may vary with the ability of a society to meet
the wants of its members either directly out of its own
production or by exchange with other societies, and the
claim to security of employment may conflict with the
need to alter the allocation of man-poswer to the different
kinds of production and service. Nevertheless, it is a
Postulate of socialist Economics that real incomes shall not
be allowed to fluctuate (as distinct from a steady increase)
more than the circumstances of the whole society render
unavoidable, and also that men shall not be forced to
change their jobs against their will, so as to forfeit their
acquired skill or dexterity, save for demonstrable reasons
of social need.

S_ccurity here of course includes security of income
during sickness or incapacity and reinstatement in accept-
able employment when the incapacity ends. It includes
security of income for those past work and the proportion-
ing of income, up to a reasonable minimum standard, to
family needs.  Where social requirements involve change
of occupation, it involves due facilities for training in
alternative skills or dexterities ; and it also involves that,
as far as society can so contrive, no child shall be sent out
nto lhn_: world unequipped with the means of making the

t of its natural faculties in useful service.

Social security further implics the provision for all

ofa reasonable minimum of cultural education and train-
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ing in the arts of living, and of health services, both
personal and environmental, adequate housing with
rez:onable fecurity of tenure, and advice and assistance in
::ci:lmézgimg and claiming the rights recognised in the

Although it is desirable wherever possible to avoid
compelling skilled workers to change their jobs in such 2
way as to forfeit their acquired skill, it is evident that no
guarantee can be given that such shifts will not be needed
in face o!: changes in the structure of demand, either at
hgme. or in export markets. Social security cannot carry
with it any absolute right to a particular kind of job. It
can, however, and should, include an assurance both that
waorkers will not be shifted unnecessarily and that, where
they must be shifted, full opportunity will be given them
to acquire an alternative skill. Similar conditions apply
to enforced movement to a mew district. Wherever
possible, the work should be taken to the workers. Where
the worker has to migrate in the national interest, the
State should meet the costs of migration and of resettlement
in the new home,

6. Since, within the limits set by the demand for leisure
and the requirement of good working conditions, the
highest possible production of worthwhile products in
aceordance with the priority of wants is evidently to be
desired, it follows that () no one able to work should be
idle as long as any wants remain unmet, and (8) that
consumers should be left as free as possibleindividually
and by houscholds, to decide what t - as thet”
share of the limited total supply 0 “ - ..'iz
available for consumption.
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and to extend to unpaid as well as to paid services (c.g.
those of housewives and mothers), and (8) that the society
may collectively insist on certain minima of need, irre-
spective of individual desires, for such things as education,
sanitation, defence, cultural services, town and country
planning and other amenities, and the requirements of
good neighbourliness and human brotherhood in extend-
ing help to other peoples.
- This principle involves that the maintenance of * full
employment * will be a recognised obligation of the public
authority, but that, in the planning of productive activity,
the guiding consideration, after the indispensable social
services have been assured and other collective needs
adequately met, will be what the consumers actually
do want, and not what the Government or the planners
think they ought to want. This does not exclude measures
for the discouragement, or even the prohibition, of certain
kmfis of consumption deemed to be positively noxious or
socially dangerous if carried beyond a certain point—e.g.
Prohibition of dangerous drugs, taxation of alcoholic
l‘q‘_mm, or of gambling, or limitation of certain imports
awing to difficulties arising out of the balance of payments.
cre s, however, a strong presumption against either
refusing to give people what they want except for good
reasons which command the assent of a majority, or
dc‘lxb_crately manipulating prices, save under the same
conditions, in order to influence demand.

7. No community can afford to consume all that it
produces.  Provision must be made both for the replace-
ment of worn-out or obsolete capital equipment, including

ouses and other buildings, and for the expansion of
UUIpu.t to meet the needs cither of a rising population or
ofan improving standard of life, or of both. Accordingly,
;‘Pm‘t of current production must be sct aside for use in
uture production or for consumption over a long period.
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There is no way of determining in principle how much a
society ought to set aside for thesc purposes ; for, subject
to a2 minimum provision dependent on the circumstances
and prospects of the society, the choice can be made at
will between a higher and a lower rate of accumulation,
What is clear is that this choice ought not to be left to the
chance of individuals’ willingness to spend less than.
their incomes : it ought to be made socially and demo-
cratically, by the representatives of the whole society, at
any rate to the extent of determining on a broad alloca-
tion of resources between the competing claims of con-
sumption and investment,

The essential point here is that, whatever may be the
methods used in assigning resources to the making goo
of depreciation and obsolescence and to the provision for
new investment, the total sums to be set aside for these
purposes out of current production must be sett_lcd by
deliberate planning and not left to chance. Even if tl}crﬂ
is no economically  right * level for investment as against
current consumption, irrational fluctuations in the 15}’51
of investment, caused by varying degrees of expc.ctauaﬂ
of profit from it, upset the economy, both by aﬂ’ect.mg the
total demand for goods and services and by altering the
relative demand for goods of different kinds, in such a
way as to induce either unemployment or over-employ-
ment in the industries which produce capital goods. It
is an essential for sound economic development that the
pace of investment shall be regulated—not of course
fixed, but adjusted from time to time on rational grmmd‘si-

Tt is quite a different question whether the State sh9“1
itself undertake the bulk of new investment, or ]c?vc itto
be done by private persons. If the greater part of industry
has been socialised, it follows as a matter of cours¢ 'h‘ft
a large part of investment will be made under public
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but they are bound in practice to be considered together.
The first principle does not take unlimited precedence
over the others, or the second over the third. In weighing
the relative claims of the three, the state of opinion in a
socicty on the question of equality and inequality of
incomes is bound to be taken into account.

To allow unlimited priority to the first principle would
involve wiping out the others altogether ; for no society
has yet reached the point at which it could assign 2
satisfactory living income to all its members, and still
have anything over for meeting other claims. The level
of minimum income a society can afford depends on its
total productivity ; but this is affected by the skill and
effort of its working force, which in turn are influenced by
the incentives offered to them. Money incentives, both
to choose one occupation rather than another and to
produce more or better, have therefore to be offered, up
to the point at which the additional output yielded by
them is regarded as not enough to compensate for their
effects in creating economic inequality. The point at
which this is deemed to occur will depend on the society‘s
comparative valuations of a nearer approach to equality
and a larger and better balanced supply of goods and
services. It will also be affected by the degree of inequal-
ity existing in the society as a result of the recognition of
special claims.  Such claims arise primarily in occupations
in which there is no possibility of relating the remunera-
tion of services to the economic value produced—e-g-
school teaching, health services, public services of many
kinds. The remuneration of persons in these and in many
other occupations is bound to be arbitrary, unless it is
based exclusively on offering whatever wage or salary
will attract a sufficient supply of qualified persons ; an
such a standard js also really arbitrary, because the supply
of qualified persons depends on the measures adopted,
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mainly by the State or with state aid, for training them.
Accordingly, the remuneration accorded in such cases
depends in practice on the standards traditional in the
occupations concerned, subject to such modifications as
may be deliberately introduced. These standards are
derived from a past in which large inequalities of income
based on property rights were in being ; and every step
taken in a society moving towards Socialism to reduce
or eliminate property claims will react on the incomes
allowed to privileged occupations manned largely by
¢ gentlemen,” It will thus become possible to diminish
inequalities of remuneration based on traditional class-
structures, and to reduce many special claims to the level
needed for the offer of adequate incentives. This in turn
will react on the occupations in which the output cannot
be measured, or the offer of incentives is inappropriate ;
and in these ways it will become practicable to diminish
occupational inequalities of income all round.

It will, however, remain necessary to use wage and
salary differences to some extent as instruments for
securing a satisfactory distribution of labour among the
various occupations, though it is preferable to achieve
this as far as possible by other methods, such as the grant
of specially favourable working conditions, longer holi-
days, etc., in occupations for which it is found difficult to
recruit an adequate working force.

Tt will also remain necessary to fix arbitrarily the incomes
(pensions) to be allowed to the various classes of retired
or disabled persons, as well as to decide the basis on which
children’s allowances are to be assessed.

There is at present in all advanced communities a
sentiment in favour of inequality, as well as a sentiment
in favour of a national minimum, This may nlwayg .
tinue to be the case ; for even if the sentiment ayplnst
privilege becomes general, the sentiment jn ey
unequal rewards for unequal services may serasfy, -
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that case, the desire of some Socialists—e.g. Bernard
Shaw-—to advance towards complete equality of incomes
may never be realised ; for such equality would be
practicable only if it were generally felt to be fair, and it
could hardly be so except in a society wealthy enough to
set its national minimum at a level high enough to cover
all reasonable wants,

It should, however, be appreciated that, the smaller the
gap between higher and lower incomes becomes, the
smaller become the monetary incentives required to elicit
special effort. Accordingly, a society advancing towards
Socialism will tend to devote an increasing proportion of
spendable income to the payment of a rising natioﬂ_fII
minimum, and to distribute a falling proportion in
accordance with the second and third principles.

9. In accordance with the foregoing principles, the
distribution of incomes is a matter for collective determina-
tion, and not for the higgling of the market. This docs
not mean that every individual’s income will be fixed by
authority, but that the general lines of distribution will be
planned in relation to the total sum available for spcnd-
ing, and that it will not be possible for any important
category of incomes to be varied by bargaining without
the assent of some recognised income-planning body
closely attached to the general planning machinery of
the society.

This implies what is commonly called a ¢ national wage
policy,” involving a co-ordination of wage-claims such as
exists in part under the Australian Court system of wage-
determination. But the principle is applicable not o{ll)'
to wages, but to all the main forms of income, including
salaries, professional fees, rent and interest, It also points
to the need for a parallel regulation of profit-distributions,
where production for profit still exists. Thus, in Great
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Britain to-day, the attempt to hold wage-increases in
check goes hand in hand with the attempt to ensure
limitation of dividends to company shareholders.

Where piecework and similar incentives are offered,
the State need not attempt to regulate the income accruing
to the individual, but must be in a position to regulate the
total available to each industry or group for making such
payments.

Naturally, the sums payable as incomes are related to
the prices charged for goods and services ; and the two
must be fixed at such relative levels as will just clear the
market of available supplies. The ‘ amount’ of money
put into circulation by banks and Treasuries should be
Jjust enough to enable all the spendable income to buy at
current prices all the available goods and services, It is
here assumed that money needed for intermediate
purchases and for capital transactions will be separately
regulated 1.

10, Just as each society needs to plan its own essential
production in accordance with its conception of relative
prioritics of wants, so the economic intercourse between
different socicties needs to rest on a basis of concerted
planning, The welfare of all peoples will be best served
if each people to some extent specialises on producing
those things which it is in the best position to produce and
exchanges its surpluses for those of other peoples. These
exchanges need to be planned in such a way that, on
balance, each people gives as good as it gets, not necessarily
by balancing its exchanges of goods and services with each
other peaple—that is, bilaterally—but so that, where one
gets more from another than it gives, the balance is made
good by giving more than it gets from other sources, from

* Sec my Fifly Propostions about Money and Production, published as a

famphlcl in 1936 and now reprinted in my Aongy: Its Present and Future.
Qassell, Third F.diton, 1947.)
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which in turn the *creditor* country can draw com-
pensating supplies—that is, under a multilateral system.
This differs from the classical theory of Free Trade (which
few modern economists defend in its extreme form) in
that the exchanges, instead of being left to depend on
the innumerable transactions of individual firms, arc
planned by international discussion, in order to enable
each country to plan its national output with assured
markets for its surpluses in view, and with foreknowledge
of the imports which it can expect to receive, and to be
able to pay for, from other countries,

The flaw in the Free Trade theory is that it makes
impassible the advance planning cither of home produc-
tion or of external trade. It leaves production and
investment at the mercy of price~changes which may
upset all economic calculations, Under Free Trade the
farmer cannot tell what to grow or the industriatist what
to produce for long enough ahead to make intelligent
planning or investment impossible. The Free Trade
theory rests on the valid principle that the world’s wealth
can be maximised, that is, most goods produced with
least effort, on a basis of geographical specialisation where-
ever certain areas possess manifest advantages, n:nur:}l
or acquired, for particular kinds of production. This
raises the point that this specialisation can best be brought
about and can be made most fruitful by deliberately
arranging for it instead of merely waiting for it to happen.

At one time, nearly all capitalist economists were Free
Traders, and argued the case for international trade on 2
basis of complete laissez-faire. Nowadays, this is no longet
the position, and most capitalist economists accept the
necessity of some degree of regulation. Some of them 2re
protectionists, and favour regulation by tariff bec:msc‘!hls
method leaves business men to adjust their transactions
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goods affected. Usually, for standardised products, they
involve arrangements for bulk sale and bulk purchase
through state trading agencies, which can also build up
in concert buffer stocks of primary products of which the
annual supply fluctuates widely from natural causes. For
less standardised goods and services, where these methods
are inapplicable, countries can make trading bargains by
agreeing to produce and supply defined goods or services
which the other countries want, and the exchanges can
be financed by mutual grants of credits expendable by
each country in the country from which supplies are
drawn or in other countries which belong with it to 2
common currency group.

It is not necessary to plan all international trade. In-
deed, the right way of beginning is clearly to plan inter-
nationally the national shares in the production of such
things as lend themselves most easily to such treatment,
and therewith the quantities to be imported and exported
as between the countries concerned——and thereafter, on a
basis of experience, gradually to extend the method to
more commodities and to additional countries.

The extent to which a country is prepared to rely on
imports for things essential to the very life of its people is
bound to depend on the degree of security it feels that
supplies will not be cut off, either by war of from any other
cause. Furthermore, no country can afford to import
more than it is in a position to pay for, unless it receives
the excess as a sheer gift. It can temporarily buy more, by
running into debt ; but this will decrease its ability t0
import in the future, unless the loans can be used to bring
about a more than equivalent increase in its own Pro-
duction. Therefore, apart from gifts and from loans used
1o good cffect for productive purposes, a country necds to
limit its imports to what it can pay for with its own exporis
of goods and services (or out of sums already owing 10 it
from abroad). The Free Trade system offers no assurance
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either that imports will be limited to the required extent
in the short run or that in the long run the socicty will be
able to import even the things that are indispensable for
the maintenance of its way of life. The orthodox Free
Trader’s answer to this latter problem is that, if a country
cannot sell enough exports to buy the imports its popula-
tion needs, that is a sign ! that its population is too large,
and that sonte of them ought to emigrate to more efficient
countries in which there is an expanding demand for
man-power. But (4) emigration is a highly sclective
progress, which removes mainly the more vigorous
members of a socicty, leaving the old and the less pro-
ductive behind, and(f) men are not commodities, to be
bundled about the world in obedience to economic forces
without regard for their feelings and love of home. A
country which cannot pay with exports for all the goods it
needs that can be produced more advantageously else-
where in terms of cost and effort may need to produce
some of these goods at home at higher cost. It should,
however, seek to escape from such a situation by finding
forms of production which will enable it to meet the cost
of imports with less effort than is needed for producing
substitutes for them at home.

In planned international specialisation and exchange
there are real difficulties in the way of settling what are
fair ratios for the exchange of products—e.g. foodstufly
or raw materials as against exports of manufactured goods.
It is not really possible to measure the relative ‘real
costs’ of producing these things in comparative terms.
The measures used under capitalism begin by taking as a
basis the money costs, including wages in the various
countries ; but such costs in fact result from, fully as much
as they cause, the prices at which goods are valued, If
the real wage in Malaya is low, this is a factor in making

1 Except in the case of an overvalued currency, resulting in too high a

price-level for exports, in which case a remedy may be found in devaluauon,
c*
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modern economist has to pay regard to national groups.
This applics particularly to socialist economists for two
main reasons—(a) because unificd world-wide planning-
is for the present clearly impossible, and the only practi-
cable form of socialist planning must rest upon national
planning units and mutual arrangements between such
units ; and (b) because the Socialist is not prepared to
accept a system which ignores men’s attachment to their
homeland and their demand to be given a living income
and social security for working within it, unless they are
prepared roluntarily to go clsewhere.

World-wide planning, by a unitary authority in control
of the development of resources throughout the world,
is conceivable only on a foundation of World Government,
But World Government is too remote a prospect to be
taken into account in considering the organisation of
international economic relations. It is therefore necessary
to assume a world divided politically into a number of
national or regional units, and to base socialist economic
policies on planning within and between these units,
This does not, of course, exclude closer—even federal—
relations between some of these units than overall ; but
it does involve thinking of world planning as a process of
co-ordinating and reconciling national or regional plans,
each concerned primarily with the well-being of the
peoples immediately planned for, and only in the second
place with that of other peoples. No doubt, ideally, we
should all put the welfare of every person in the world
on a par with that of ourselves and our fellow-citizens ;
but Socialists are no more likely than other moralists to
be in a position to act politically in this ideally moral way,
The most that can be hoped for, under present conditions,
is that Socialists will be prepared to give greater weight
than has been given in the past to the claims of inter-
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modern economist has to pay regard to national groups.
This applies particularly to socialist economists for two

, main reasons—{a) becausc unified world-wide planning-
is for the present clearly impossible, and the only practi-
cable form of socialist planning must rest upon national
planning units and mutual arrangements between such
units ; and (§) because the Socialist is not prepared to
accept a system which ignores men’s attachment to their
homeland and their demand to be given a living income
and social security for working within it, unless they are
prepared voluntarily to go elsewhere,

‘World-wide planning, by a unitary authority in control
of the development of resources throughout the world,
is conceivable only on a foundation of World Government.
But World Government is too remote a prospect to be
taken into account in considering the organisation of
international economic relations. It is therefore necessary
to assume a world divided politically into a number of
national or regional units, and to base socialist economic
policies on planning within and between these units,
This does not, of course, exclude closer—even federal—
relations between some of these units than overall ; but
it does involve thinking of world planning as a process of
co-ordinating and reconciling national or regional plans,
each concerned primarily with the well-being of the
peoples immediately planned for, and only in the second
place with that of other peoples. No doubt, ideally, we
should all put the welfare of every person in the world
on a par with that of ourselves and our fellow-citizens ;
but Socialists are no more likely than other moralists to
be in a position to act politically in this ideally moral way.
The most that can be hoped for, under present conditions,
is that Socialists will be prepared to give greater weight
than has been given in the past to the claims of inter-



76 THE POSTULATLS Of SOCIALIST LCONOMICS

national fellowship, and to devote morc cffort to making
their plans fit in with the requirements of other countries
and with the will to co-operate closely in efforts to improve
standards of living throughout the world.

In practice, international planning for welfarc and for
the fruitful division of labour among the pcoples can exist
only on a basis of national planning. But national
planning has jts dangers wherever the will to adjust
national plans to international requirements is weak or
wanting. The Nazis were * national planners’, and high
Protectionism for national industries has been, to the
world’s loss, all too common a feature of such ‘natipnfil
planning * as has existed under capitalism. In socialist
Economics the presumption is in favour of carrying
Pplanning by international agreement to the furthest point.
compatible with the full employment of home resources.
The aim of socialst planners should be always to Sfek
to transcend the limitations of purely national planning
by the conclusion of agreements for the concerted plan-
ning not only of trade but also of productive investment
and development policies on a supra-national basis.

This principle has special applications in the field of
foreign investment. The economically backward countries
can raise their standards of living in face of rapidly in-
creasing populations only if they get external help in
adding to their capital equipment. This applies not only
or even mainly to manufacturing industries ; it 3PP1,"5
still more to agricultural equipment, to transport equip-
ment, and to public utility development—e.g. irrigation
and electric power. Itisa principle of socialist Econontics
that the more advanced countries should help the less
advanced with loans for the Ppurchase of capital equipment,
ot on usurious terms or so as to exploit the cheap labour
of the backward countries, but on generous conditions
and in the hope of reaping the reward, not in high direct
returns, but through the increased productivity ana
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with the same problems ; and obviously this applics most
to those non-socialists who are concerned to find cures
for the most evident defects of the economic system from
the standpoints of high production and human welfare.
I particularly wish non-socialist readers to ask themselves
at this point how many, or how much, of my postulates
they accept, and socialist readers to consider how muc

of them they could not accept unless they were Socialists:

I think most non-socialists will say they accept Postulate
1.1 But do they? It involves rejecting the idea that an
act of production is worth while if it means more disutility
to the producers than satisfaction to the consumers of
the particular thing produced. It therefore involves that
much production is worth while enly if the system ol
distribution is such as to maximise the satisfactions derived
from it ; for by the law of diminishing utility the more 2
consumer has of a thing the less satisfaction he derives from
the average unit. Thus, when distribution is s‘criOUSIY
unequal, the disutility of producing the later units may
be greater than the utility realised in their consumptior-

Again, some non-socialists will say they accept Pas.tulatc
2%; but do they really accept the basic assumption of
equal economic rights ?

Postulate 32 no doubt many non-socialists will accepts
as far as words go. But will they act on it?

Postulate 4,4 as far as it relates to industrial democracys
very few non-socialists and, alas! by no means all who ca
themselves Socialists will accept.

Postulate 5% is a matter rather of degree of acceptance
than of absolute acceptance or rejection. Welfare
economists who are not Socialists, such as Lord Beveridge,
will accept much of it, but not, I think, the whole.

Postulate 6° will be broadly accepted by Keynesians
and by most exponents of welfare economics. It is not
in itself distinctively socialist, though acting fully on it
Sce p. 56, *Seep. 57 See p. 5B, ¢See p. 5., #5ce p. 61, *SeeP 6
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Similarly, Postulate 71 will be acceptable in the main to
many non-socialist advocates of economic planning ;
but will they mean the same as I mean by “ social and
democratic * determination of the volume of investment
and consumption ?

In Postulate 82 the main difference will turn upon two
points—the definition of a ‘minimum living income’
and the amount of inequality of income requisite to secure
adequate incentives.

Postulate g3 will, I think, be rejected by nearly all—
perhaps by all—non-socialists.

Postulate * 10 will be accepted in some degree by non-
socialist ¢ planners’; but few, if any, non-socialists will
accept its full implications.

Postulate 115 will be partly accepted by many non-
socialists, but rather as an improvement and regrettable
necessity than as a basic principle of human welfare.

Finally, Postulate 12 & will probably be widely endorsed,
as far as the words go, but only Socialists will act on it.
Moreover, many who cannot deny its truth will neverthe-
less dislike it, because it rejects the possibility of making
Economics a science divorced from considerations of
welfare in a wider sense than the purely economic
welfare * which most theoretical economists now admit
into their calculations.

Thesce paragraphs may appear to indicate a surprising
amount of common ground between Socialists and ‘ non-
socialist progressives.” But the proof of the pudding is in
the eating. Socialists not merely accept these postulates :
they also act on them—in the main.

18cep. 63 tSeep. 65. *Scep. 68, 4Seep. 69. $See p. 74. YSeep. 77



CHAPTER IV
PLANNING, EMPLOYMENT AND PRODUCTION

Tue classical economists and their orthodox successors
habitually treated the highest possible production as the
unquestioned purpose of economic activity. Sctting out
from the conception of human wants which this activity
was to satisfy within the limits of what could be produced,
they asserted that system to be best that would issue 1
the highest possible total of goods and services. As goods
and services of different sorts cannot be simply adqtd
together, some indirect way of measuring and comparing
them had to be used, and this was found in the prices
which they fetched in the market. This involved assuming
that every offer of the same amount of money for any gqod
or service represented an equal ¢ want,’ so that the thfﬂg
for which the amount was paid had a corresponding
“value.’ The greater the sum of all the money prices P:"_d
for all the goods and services sold, the greater, on this
showing, appeared to be the total * value * created, fmd
therefore the total production. But of course, the classical
cconomists could not really mean this ; for they weré
well aware that money prices are affected by the amount
of purchasing power available, and did not suppose that,
if prices rose without any change in the quantities of goods
and services produced, there was any real increasc 1n
value or production. They had to invent a notion .Of
“real value,’ as distinct from the expression of value 1n
moncy terms, based on the amount of expected satisfac-
tion represented by the purchaser’s offer of a certain
proportion of the available supply of purchasing power
Some later cconomists tried to get away from this notiont
of  real value,” by insisting that they studied only market
2
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prices and did not attempt to go beyond them ; but in
practice these economists too had often to make use of a
substitute for ¢ real value,’ by valuing goods and services
at the prices of a particular year, or other period—a device
without which they were unable to arrive at any measure-
ment of the production of one year as against another.
If the total supply of money available for buying things
is taken as fixed, every price represents a proportion of
this total, and it can be assumed that all prices express
relative valuationis of the goods and services for which
they are paid-—relative, that is, to the valuations of other
things, This process of relative valuation is indeed the
essential characteristic of the price system. Every
purchaser must think what he buys worth to him at least
what he pays for it in the light of the total sum he has
to spend and of the prices asked for other things, or he
would refrain from buying it. Doubtless, some purchasers
buy things for a good deal less than they would be pre-
pared to pay rather than go without; and some economists
—notably Alfred Marshall—have made great play with
the notion of a * consumer’s surplus ’ which accrues to
those whom market conditions enable to buy things for
less than they would have been ready to pay. The
difficulty attending this notion is that people cannot in
fact offer for everything they wish to buy more than their
total incomes, so that what they are prepared to offer for
one thing depends on what they have to offer for other
things. The conception of consumer’s surplus is indeed
unhelpful and Iargely unreal ! ; and we can be content
1 Mlone cmos?s ¢ con? an conbinn cmremerdard ~n tha A*Macanns Yemeer mom e

13, or I should buy more. M are not
dwisible into units in this simple way. If I buy only one ofa thing, this

)
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with th® proposition that every purchase, unless it be
nder compulsion, implies a personal valuation of

made u . : :

the thin® purchased as worth the sum paid for it. Itis,

¥, quite illegitimate to extend this statement from

h':Wmveividual to the whole economy, on the assumption

:::t":icry shilling paid for a thing represents the same
* of expected satisfaction. A shilling forms a much
;gﬁ::'proportion of a poor man’s than of:.x rich man’s
. come ; and a rich man may be willing to pay 2

m'tal mpricc for a thing than a poor man can afford, even
!ughcr ich man’s expectation of satisfaction from getting
{f Ehe T ¢h less than the poor man’s. .
1 l,Is‘muxmport:mcc of this point for Economic Theory 1s
1€ 1 Yf every shilling paid for a thing did represent
obvious) expectation of satisfaction—i.e. an equal want—
an equy b jemtimate to conclude that selling everything
it would highest bidders would ensure the largest total
to the ;on of wants, and further that the bids of would-be
satxsfaclers would influence the producers to supply the
CONSUM i, morc-wanted as against less-wanted things,
market o014 tend to promote the highest possible pro-
and 50, o anted goods and zervices. Evenso, there would
duCum‘urse no assurance that production would be ad:\pted
be of ec needs, as distinct from undifferentiated W§nt5;
to real, o might prefer to spend their incomes foolishly.
for com, " yould at least be a strong presumption that
But thiere getting what they thought they wanted most,
People oy what they wanted less, or not at all.

rather

In 5 however, the price system, under what ar¢
n

s smh T mav be paving for
. 182

: .- e ard
) e e e han
' : . ity
. . . - rely,
has Beerd by the possession or non-possession of the others  AUCIPY
unaffectin made mpegsuy i rehanlviate the notion of * consumer’s SurFius
have bee guise 3 but I think the enticism of 1t remains valid.
in & new
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called © free market conditions,” weights the scales all the
time in favour of the possessors of large incomes, as against
the relatively poor. It does not measure one man’s wants
against other men’s wants on any basis that recognises
the equality of the persons concerned. It serves as a
means whereby the individual can make the best of his
income within the structure of prices by distributing his
purchases according to the relative urgency of his wants ;
but it does not even begin to ensure that one man’s
greater want will be satisfied in preference to another
man’s lesser want, It gives the rich man a power to
influence production that is denied to his poorer neigh-
bours : it restson the assumption that the proper claimants
to satisfactions are shillings, and not men.

This might be regarded as right and proper if it could
be taken for granted both that some men have superior
claims to have their wants satisfied and also that the actual
distribution of incomes coincides with the extent of these
claims. At the period when Political Economy first
became a subject of study the first of these two assump-
tions was regarded almost as a social axiom, not merely on
grounds of superior service meriting a higher return,
but also, as we saw, of a prescriptive right of the
members of certain privileged classes. The economists
did not positively defend the claims of the privileged,
though they went out of their way to attack them only
in special cases : they did, however, most energetically
defend the claims based on superiority of service, and
included with these the claim to a return on capital,
identifying the capital with the capitalist and endorsing
the capitalist’s claim to treat the services of ¢ his * capital
as his own. They sought, moreover, to demonstrate that
in a * free market cconomy * cach * factor of production ®
—land, labour, capital and enterprise—would tend to
receive a reward corresponding to its * productivity ’;
a reward which would acerue to its owner, Thus, the
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superior purchasing power of some men over others
would correspond to superior service, and would represent
the claim of the superiors to have more of their wants
satisfied than other men,

"This claim, when stripped of its falsc identification of
the ¢ service of Jand or capital with the * service of the
person who owns it, may be valid, as applicable to duffer-
ences of earned income, as far as such differences do
correspond to amounts of service rendered. This makes
nonsense, however, of the contention that the ‘ free market
economy’ ensures the prior satisfaction of the more
urgent wants, and thus tends to maximise totalsatisfaction.
For, even if 1t is proper to pay a man more for betterservict,
the effect of domg so is to give him a claim to have some
of his less urgent wants satisfied in preference to some of
the more urgent wants of poorer persons : S0 that the
whole 1dea of maximising total satisfactions goes by the
board. There is no possibility of arguing that the urgency
or intensity of men’s wants corresponds either 0 th.ﬂ
amount or quantity of their service or to the size of their
incomes. It is simply not the nature of the * free {m“ke.[
economy ’ to ensure maximum production in any intelli-
gible sense of the term ; for as soon as we Cease (0 assumMe
that products of different sorts can be fairly measured one
against another by their relative prices, the entire basis
for measuring total production is knocked away.

It remains, no doubt, possible, very approximately and
over fairly short periods, to measure broad changes in u?tal
production from time to time, provided that the Himita-
tions of such index number methods are fully allowed for.
It also remains possible, of course, to measure the output
of particular things which are capable of bulk measure-
ment ; but even in such cases very misleading con‘clusu:u'lS
may be reached by ignoring differences of quality; and
there is 1o really valid means of reducing qualitative to
quantitative differences. Less standardised products can
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be aggregated only by using thé EE]&@G nieastire of pri?@
or sometimes the hardly less Yelusivéuantasure of man-
power (or man-power and mategal %@mducing
them. It is not really possible to iftalie ‘SimatesRffotalt
production except by adding up the DB
products and then, when comparisons are to be made
over time, adjusting the total by dividing by some factor
representing that elusive conception—the * general level
of prices.” Such estimates have their uses; but it is
entirely illegitimate to regard them as estimates of total
satisfaction afforded, or to say that whatever aggregate
of diverse products can be sold for the highest total price
must be the aggregate yielding the highest total satisfac-
tion of wants. If purchasing power had been differently
distributed among the people, the relative money demand
for different things would have altered, and a different
aggregate of goods and services would have commanded
the highest total price ; but there is no evidence, derivable
from the price-system, to show which of these aggregates
would have yielded the larger total of satisfactions. Yet,
unless satisfactions can be measured and equated with
“demands,” on what ground can the highest possible
production be taken as the end of economic action and,
indeed, what real meaning can the words be supposed to
possess ?

Of course, I am not suggesting that we cannot in
practice tell when a society is increasing its aggregate
production, and even roughly at what rate. What I am
saying is that such measurements as we can use for this
Purpose are never absolute, but always relative to a
particular social-economic structure. They reflect and
are conditioned by the scales of value recognised in each
particular society, They are derived from the distribution
of incomes prevailing in it, and thus depend on the main-
tenance substantially unaltered of the weightings which
the system in fact gives to different persons’ wants. Now,
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The public authorities might even decide to satisfy certain
nezds which most of its individual citizens did not recognise
as wants of their own—e.g. in the fields of higher education
or preventive medicine ; and where this was done, these
needs, being backed by public purchasing power, would
rank equally in the market with any other form of ¢ effect-
ive demand.’ The greater part of the total spending,
however, on all kinds of purchases has been done in
capitalist societies by private persons or business firms ;
and, if we set aside for the moment purchases of capital
goods, intermediate goods, and such services as transport
for business purposes, and also set aside the quite special
case of purchases of productive labour in all its forms,
We can say that the bulk of what is left—i.e. spending on
- finished consumers’ goods and on consumers’ services—is
likely to continue to be effected in the same way in a
socialist society. Some goods and services the public
authorities will no doubt supply * free of charge *—that is,
by paying for them out of public revenue rather than
charging the individual recipients for them ; and the
total range of such * free * services may become wider as
society advances towards Socialism. But it will be agreed
that in a socialist society the individual consumer ought
10 be given a wide range of choice in spending the bulk
of the income society can afford to allow him, and that in
some respects a nearer approach to economic equality
may make it less necessary to supply things ‘free’ in
order 1o ensure that no one goes without them for reasons
of poverty or ignorance of their virtues. Given a good
basic minimum income for all, the question whether a
service can best be rendered * free * or charged for to the
individual recipient will come to be one rather of social
onvenience than of redressing inequalities in ability to
Pay. Indeed, the more recent extensions of the social
services—insurance and  assistance benefits, children’s
allowances, and so on—have taken largely the form of
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production will be to ensure that, as far as possible, the
pattern of supply corresponds to the consumers’ willing-
ness to pay. If demand for some things looks like expand-
ing, and demand for other things looks like falling off, it
will be for the planners to devise means of increasing supply
through investment and attraction and training of
workers in the former fields, and to decrease investment
and check labour recruitment in the latter. This means,
of course, that the planners will be seeking, just as
business men do under capitalism, to anticipate the course
of demand for some time ahead—for how long must
depend on the time needed for the necessary adaptations
of the economic structure.

Thus the * price system * will continue to exist under
Socialism, and will serve the important function of en-
albling the consumers to exercise free choice in the alloca-
tion of their limited total incomes among alternative uses.
There is nothing wrong with the pricc system as such :
what is wrong with its working under capitalism is that,
with incomes badly distributed, it distorts instead of
reflecting the needs and wants of the people. Given a
reasonably satisfactory distribution of incomes, the price
System is obviously the most sensible instrument for
cnsuring that each individual shall get what he wants,
subject only to the insistence of the State that he shall
have some things (such as cducation) whether he wants
them or not, and shall have certain other things (such as
da‘ngerous drugs) cither not at all or only at a deterrent
price.  The reason why the prices offered for goods fail
10 reflect the satisfactions expected from possessing them
is that men’s incomes in no way correspond to their
3ppctites.  Put right the weighting of demand by improv-
ing the distribution of incomes, and much that economists
bave written falsely about the worhing of the price system
under capitalism will at last come true.

Of course, this implies that, in the absence of special
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reasons for making particular products artificially cheap
or dear—by subsidies or by indirect taxation—the prices
of goods and services under Socialism will be based on
costs, If prices were fixed arbitrarily, without any
relation to costs, there would be no assurance of fair
dealing in the matter of consumers' choice. What the
consumer has a right to require is that, broadly speaking,
every shilling he spends shall represent a call on a shillings-
worth of real factor cost—that is, the using up of a
shillingsworth of productive power. But this can be the
case only if prices bear a clear relation to costs of produc-
tion.

‘But how’, ask a2 number of economists hostile to
Socialism, ¢ how will it be possible for a socialist economy
correctly to interpret the cc * wishes ? Co ers
demand is not something absolute ; it depends on prices
as well as on incomes—on the relative prices asked for
different things as well as on the absolute prices.  Will
not the socialist planners, if they fix or influence the priccs
charged for the various goods and services, be therewith
influencing the structure of consumers’ demands?’ of
course they will : every price has a demand level corses-
ponding toit at any particular time : lhcrcisnosu.ch thing
as demand—though there are want and nced-—irrespec-
tive of price. Accordingly, fixing prices is fixing dc.maﬂd:
at any given level and distribution of incomes and in any
given condition of consumers’ tastes and preferences.

But on what principles will the socialist planners fix
prices, or influence their levels, if they mean in the malr,l
to follow, rather than to form, consumers’ demands?
Certainly they will not wish to do this arbitrarily ¢ I!ICY
will be attempting, as we have seen, to sccure that prices
shall conform to costs of production, which will of cours¢
vary according to the scale of output and to the varylig
effects of higher and lower output on the unit costs of
producing  different things. Tor most manufactured
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goods, given time to instal the requisite equipment,
unit costs tend to fall rapidly with increasing output ;
whereas no such generalisation holds good in the case of
primary products, except with important qualifications.
The more consumers’ wants can be met by larger supplies
of things that can be produced at decreasing cost, the more
satisfactions are likely to accrue ; but this does not mean
that consumers ought to be put off with enlarged supplies
of cheaper goods which, after taking account of the price,
they want less than more expensive goods. The planners
can legitimately try to stimulate demand for what can be
Produced most easily in greater quantity at lower cost ;
but they must stop short of forcing such goods on a reluc-
tant public that would sooner buy something else if it
were available,

Let us try to see as clearly as we can what this social
Planning of production in relation to consumers® needs
involves, There exists at any time an actual structure of
prices, to which consumers accommodate their purchases.

Is structure is not fixed : some parts of it change
frequently, others much more slowly ; and the consumers
are continually adapting their purchases to these changes,
as well as to changes in their own incomes and scales of
Preference.  Their wants, as well as their means of
satisfying them, alter, and are influenced by fashion,
ﬂd_vcrtisement, and many other factors besides changing
Prices, The socialist planners of production will thus find
themselves confronted with an actual state of demand for
the various kinds of goods and services, corresponding
10 an actual structure of incomes and prices ; and they
€an to some extent estimate the probable effects of changes
m both prices and the level and distribution of consumers’
Mcomes on the demand for different things. Of course
t ey cannot do this exactly ; and their ability to do it
Varies greatly from one thing to thing. But they can do it
At least as well as an association of capitalist firms and a
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can be produced at lower unit cost! as total output is

increased. Neither under Capitalism nor under Socialism
can output be merely a response to an existing structure
of demand. There js always a necessary element of
fostcring potential demand by the offer of new kinds of
80ods and services or of existing kinds at lower prices ;
and it is important that this process shall be directed to
Chﬂﬁng the latent demands that can be most easily
supplied. This does not mean that socialist planners
should thrust on the public commoditics which the public
does not want 3 but it does mean that the public cannot
fully know what it does want until things arc actually
offered for sale. If the planners mistakenly expect an
expanding demand which does not accrue even at a
Teﬂ.iuccd price, that is Jjust too bad ; but the same kind of
mistake occurs under Capitalism, and socialist planners,
with fuller knowledge, are both less likely to make it and
In a better position to correct it than the capitalist pro-
Ucer can usually be.

It may be objected that this is not so because the
Planners, when they do make mistakes, will usually do
Soon g bigger scale than capitalist producers. But why
should this be so? Under Capitalism, except where full
monopoly exists, errors of judgment are commonly
multiplied because competing producers are ignorant of
one another’s production plans. Socialist planners will
be able o experiment with fuller knowledge, and to try
B IS T 975 Sopmse ot tha e svcn
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out the effects of a moderate expansion of supply before
embarking on larger ventures. Capitalist monopolists
make fewer mistakes of this sort than are made under
competitive conditions : they are indeed more prone to
under-cstimate than to over-estimate the cxpansibili}y
of demand. Why should it be supposed that socialist
planncrs will tend to rush to the opposite extreme ? Too
much caution, rather than undue venturcsomeness, i
much more likely to be their besetting sin. .

In general, then, the planners will be arranging I’9r
production on the understanding that the products will
be priced according to the unit costs of producing the
quantities that are to be made, and will be trying to get
produced the quantities which consumers will be reafi‘/ to
buy at such prices. But at this point a further objection 1S
raised. How, under a socialist system, will the costs f’f
production themselves be determined ? Under capitalist
conditions, costs depend partly on the prices paid for the
* factors of production’—land, capital, labour and
enterprise (or management); and the owners of these
factors compete in the market for what they can get
return for their services : so that, for the business firm,
costs have an objective aspect, though they are of course
also affected by the efficiency with which the factors ar¢
utilised after they have been bought or hired. Under
Socialism, however, the prices to be paid for the use of
the ‘ factors of production * will no longer be determined
by this market competition, but will be at any rate
largely settled by the planning authority as a mattcr_of
public policy. Wages, for example, whatever the precisé
methods of determining them—to which we shall come
later—will clearly not be left entirely to the higgling ©
the market, cither individually, or by trial of strengt
between powerful Trade Unions and the employers—
public or private—in charge of the conduet of the various

industries and services. Even apart from the general
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application of a minimum standard, which will affect the
entire wage structure, there will have to be means of
relating the remuneration of particular groups to the
total sum available for payment as wages and salaries to
all the producers ; and this will involve some say of the
public authorities in the distribution of this total among
rival claimants.

It must, T think, be admitted that, if the competition
of the market for labour is rejected as a means of assessing
claims to wages, on the ground that if neither furnishes a
true measure of services rendered nor produces effects in
conformity with social needs, there is only one theoretical
alt.emaﬁvc way in which services could be weighed
objectively one against another, so as to determine the
appropriate relative payments for different types of work,
This would be some form of the so-called * points system
advocated by some consulting engineers,~who have
proposed that the skill and effort involved in each type
of work should be scientifically assessed by experts. So
many * points > would then be assigned to each job, and
relative wages would be fixed on this basis without any
need for collective bargaining or any appeal from the
Xpert’s judgment. I regard this proposal with the utmost
suspicion. I know of no scientific basis on which any such
assessment could be made, even between closely relatsd
Jobs 5 and to propose it as a means of valuing every kind
of work—or even of wage-labour—in relation to every
})lhcr seems to me fantastically absurd. It is the old

allacy of Taylorism, in its most extreme form, dressed up
afresh in the garments of pseudo-science.

If this alternative is rejected, as 1 am sure it must be,
We are thrown back on common sense—and there are
:m")' worse things to come to rest on. I do not believe
o t there is any way—cither market competition or any
o er—of fixing relative wages so as to make them

"respond exactly to the amount of service rendered. I
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do not accept—and no Socialist can accept—the view of
the older economists that this result is sufficiently secured
by market competition for labour, with or without Trade
Unions, or that the relative wages arrived at by this
method are worthy of any respect as furnishing a rational
basis for the reckoning of real costs. I believe sheer
common sense, applied by arbitrators who have listened
to the arguments put forward by the parties concernec‘l,
will yield as good a basis for the fixing of wage-rates as it
is possible to secure, provided only that three conditions
are satisfied :—

(a) that the arbitrators shall be not ¢ efficiency experts’

but persons chosen for common sense ;

(6) that they shall work not in isolation, dealing qui}c
scparately with each case as it comes up, but in
concert, s0 as to be able to compare the claims
put forward in different occupations ; and

(c) that they shall pay some regard to the wage-
differentials needed to secure the right supplies of
labour for the various occupations, but shall ﬂ_tlsO
aim at reducing the need for such differentials
by the use of alternative methods (e.g. training the
right numbers for different jobs), and non-wage

% differentials, such as longer holidays, for ad-
justing the supply of each kind of labour to the
demand.

(d) that they shall act within the framework of a general
wage-policy based on the conception of a national
minimum standard for all, and of a desire to keep
inequalities within the limits set by the need t0
provide sufficient incentives to high output and by
the sense of justice prevalent in the society af the
time, !

' Sce pp. 571. for the full statement of these principles.
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1This involves that, in a socialist society, wages, including
iboth the national minimum standard and the rates
applicable to particular occupations, will have to be
settled by some central authority which has in view both
the total amount available for distribution as wages and
. fhe broad principles on what occupational wage-differ-
; gaces are to be based.! With wages settled and adjusted
* ip this way, I entirely deny that a socialist society would
{2k 2 * rational * foundation for the estimating of factor-
{0st in respect of wages. On the contrary, it would have

¢ much more rational foundation than has ever existed

i capitalist society.

1 The principle here laid down in respect of wages and
l)lhcr earned incomes is no less applicable to the other
&lctors of production. In capitalist societies, rates of
{terest have been for the most part in theory uncontrolled

i,P to very recent times, and have been supposed by most
i’onomists to depend essentially on the same balance of
PPly and demand as other factor payments. It has,
30wever, been necessary for even the strongest exponents
lﬁhu view to recognise that at any rate one of the inter-

- (fling forces—supply—has been much affected by
afonetary policy, which has been subject in varyingdegrees
n p}lblic influence, through Treasuries if not through
“?bhdy controlled Central Banks. The simple view
pfat the “ rate of interest * is determined by the willingness
Wy save on the one hand and the willingness to borrow
te! the other is quite untenable, not only because, as
oieynes first clearly showed, there is no necessary identity
Kiwoen what people are prepared to save and what
bil"-b”"‘"" are prepared to borrow for investment, but
e . .

W' Lo - . o
o " . . - '
besuals - . . . o
o o fant passu with the advance of sociabisation and with the exteasion
m::x‘;?‘ ovez other forms of income through taxation and other forms of
UAD € regulation by the State.

Pas
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also because the supply of capital available for barrowing
depends on credit policy® as well as on saving, an
because the readiness with which banks are prepared to
advance moncy, as well as the interest rate they charge
for it, affects investment.

1t remains none the less true that, subject to certain
conditions, the real investment a society can effect depends
on the proportion of its productive capacity it is prcpa.wd
to devote to this purpose as against spending on immediate
consumption ; but the assumed mutual exclusiveness of
investment and consumption—the notion that so m
more of the one means so much less of the ather~—halds
good only an the assumption thatall the availableresources
of production will be actually employed in one or other
of the two alternative uses, 1f there are uncmglaycd
resources, it is possible to have more investment withaut
reducing consumption, or vite versd, though in practice
there may be obstacles because of the difficulty of trans:
ferring productive capacity from the onc field to the other.
1fit could be simply a matter of deciding between a!tcma-
tive uses of a certain amount of productive capacity, by
allowing the amount of new investment to be fixed by the
effectiveness of offers of interest in inducing the p0_5§655°f5
of incomes to save, e . v o
many economistsh . . .
which would attrace yuse wed weeewmmen - o : -
borrowers at that rate. But such a situation bears .hfmﬂ)’
any resemblance to what has actuaily happened in any

capitalist society. Actual rates of interest have, at al;)’
rate in the more advanced societes, been unmcnszn )t'
m

affected both by government borrowing and govern i
creation of means of payment and by the lending PO ;);
of both central and commercial banks. Rates of inter
V. . iy, # desire 10
1 And on what Keynes called ¢ liquidaty preference —-that iy &
hold * cash * mnstead of buying Things or shates with it, or locking i1 P aver
a long peniod.
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have always been largely ari)itrary, in the sense of being
settled by policy rather than by any self-acting economic
law. Accordingly, the contention that public planning
of production must be without any guidance as to the real
cost of the capital which it directs to this or that particular
use has no point ; for it applies fully as much to unplanned
capitalist investment as to planned socialist investment.
* No doubt, the readiness of individuals to save different
amounts out of their incpmes according as they can get
higher or lower returns on their savings is one thing to
be taken account of in fixing interest rates, as long as
Private savings are relied on for the provision of some of
the capital that is deemed to be needed. Moreover, as
long as investment (as distinct from saving) is left partly
to the discretion of private persons who set out to borrow
sums for capital development, the rate of interest such
persons are called upon to pay is an influence affecting
}heir willingness to borrow more or less. But these
influences act in conjunction with many others ; and they
cannot be treated as the two essential determinants of
interest rates. Furthermore, to the extent to which the
decision as to the amount of capital to be made available
for investment is taken out of the hands of private pessons,
by the State itself assuming this deciding function, the
amount saved by individuals becomes entirely irrelevant
from the standpoint of settling investment policy. There
-may be nothing to prevent individuals, under such
conditiofs, from saving out of their incomes as much or
as litderas they please : their saving less or more will
affect,” not the total sum available for investment, but
only the proportion of that sum which has to be raised by
taxation, or by somec means other than saving out of
Personal incomes., Agai}l, to the extent to which the State,
as owner and administrator of industries, takes over the
f‘lfmtions of the private business man or company, the
* Willingness of such men or companies to borrow capital
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becomes irrelevant. Even in a “ mixed’ economy, ir
which public and private sectors of industry exist side by
side, but there is a general fra k of averall planni
for * full employment,’ the State, through its appropriate
agencies, cannot escape the need to regulate interest
rates in such a way that private borrowing takes up the
amounts of new capital needed to enable the private
sector to fulfil its part of the general economic plan.
But for ensuring this the permitted margins of profit
allowed by taxation policy and price-regulation are likely
to be much more powerful instruments than the raising
or lowering of interest rates. -

This does not mean that interest will cease to exist or
to be of importance in a socialist system. If two projects
involve the same expenditures on labour and materials,
but one will lock up capital in larger amount or for 2
longer period than the other, the project of which this i3
true will have a greater real cost, because it will divert
more capital from alternative uses, or—which is the same
thing—the same amount of capital for a longer time. The
lock-up of real capital is a real cost, and needs to be
represented in estimated costs in comparing the rela.nvc
desirability of alternative projects. Thus, socialised
enterprises can rightly be debited with an interest charge
on the capital locked up in them, even wher® this capital
is publicly owned and not borrowed from private persons.
The rates of interest at which such accountfig charges
are made will need to be publicly determined, in relation
to a * general rate of interest * fixed by the public financial
authorities (in effect the Central Bank acting in consulta-
tion with the Treasary).

Thus, in an economy broadly socialist, or at any rat¢
dominated by some form of overall planning designed to
promote full employment and social welfare, changes in
interest rates are likely to be a matter of social expedicncy.
Up to a point, the rates of intercst fixed in such a society
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will be arbitrary—though hardly more so than such rates
are under Capitalism, for they will be arbitrary only in
the sense of being socially determined. They will be based
not on the strange mixture of public and private influences
which settles their level under capitalist conditions. but,

' - a o

encouraged when it has ceased to bear any relation to
the quantity of investment—and on the degree of stimulus
to, or deterrence from, large demands for capital which
itis thought wise to apply to industrial and other borrowers
public and private, in order to keep total investment at
the planned level. It is to be presumed that publicly
administered industries, whether they have to pay interest
on capital invested in them or not, will be required to
include in their estimated costs a charge for the use of the
capital which they employ and thus take away from other
Possible uses ;5 but the rate at which this charge is set
down in theiraccounts will be fixed by the publicauthority,
Inthelight of whatis needed to maintain * full employment,’
and not of what will bring the willingness to save into

alance with the willingness to invest. Moreover, in
Practice the scaling-up or scaling-down of demands for
Rhew capital in the main branches of production will be
fionc direclly, by the assignment of sums for capital
nvestment to the various types of enterprise in accordance
with the ability of the industries producing capital goods
to deliver what is needed, as well as of the anticipated
changes in consumers’ demands for the various types of
Product, rather than by the clumsy instrument of varying
Interest rates on long-term capital.

Profit, jn o largely socialised economy, will have two
apects—the actual profits realised in the industries and
Services still conducted as private enterprises, and the
accounting surpluses over costs, including interest costs
°n capital, recorded by socialised industries and services—



102 PLANNING, EMPLOYMENT AND PRODUCTION

or, of course, the corresponding losses or deficits. It can
be assumed that socialised enterprises will be conducted,
as far as possible, and subject to certain exceptions, on the
assumption that their takings ought to cover their actual
factor costs, and that where this rule is departed from for
reasons of public policy any intentional deficits will be
openly shown in the estimates as subsidies. Correspond-
ingly, where for reasons of public policy products are sold
well above cost (e-g. drink and tobacco) the excess due
to this will continue to be skimmed off by taxation.
I think it can be further assumed that in general permitted
prices will be set at levels which will allow some sur}?lus
over current costs to be realised where socialised services
are efficiently conducted, in order to enable such industrics
to have at their disposal some reserves for experiment,
research and development work and some power to make
minor investments of new capital without incurring
additional interest charges on loans or advances from the
State, or whatever may be the main source of new in-
vestment—e.g. a public Investment Board or Bank. .If
the State decides, as has been suggested earlier, to raise
revenue for new investment mainly or largely by with-
drawing purchasing power before it is distributed to
consumers as income, prices will have to be set at a level
high enough to cover this charge, which will be equivalent
to some sort of general turnover tax. 3

The other kind of profit—that which will continuc to
accrue to the owners of businesses still in private hands—
will obviously be related to the current rate of interest
for long-term capital, but will include also a risk-clement
and an incentive-clement designed to attract such
investment as is desired by the planning authorities an
to reward cfliciency and penalise incfficiency. In the case
of small owner-managed businesses it will also "‘f‘d, to
include a payment for management, involving a smul.x'r
incentive-element. The incentive aspects of such pay-

)
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ments will hardly differ in principle from the incentive-
elements in wages and salarics, and will be similarly
controlled, by price and tax policies, as part of the process
of allocating incomes among the various classes of claim-
ants. Thus, the profit-factor will become a controlled
factor, and the need to offer high profit inducements
will be lessened because there will no longer be any need
1o allow large profits to be made for the purpose of pro-
viding capital for busincss expansion. If a private
business secks to expand, except at a modest rate, it will
have to secure the approval of the planning authorities
for its investment projects and to secure the capital by
borrowing either from the National Investment Board or
from some other agency set up by the Government for
the purpose, or from the public with the authority of
xhc‘Board. This does not preclude allowing an efficient
})usmess to plough back part of the profit it makes into
its own development ; but it does mean that prices need
not be allowed to be so high as they would have to be if
reserved profits were to be regarded as the main source
?f expansion. The instruments for controlling profits
in the private sector of the economy will be price-regula-
tion and taxation ; and of course, if taxes are imposed on
industry generally for the financing of new capital
development, the privately owned sector will be called
upon to bear its share.

Rent of land raises a special problem. I assume that,
at a fairly early stage of the advance towards Socialism,
all land will be made public property, so that rents will
be payable to the State—or possibly to regional authori-
ties. How, then, will rents be fixed, when there is no
I"“_gcl‘ more than a single supplier ? The answer is again,
asit was in the case of wages, by the exercise of common
Sense, with the difference that in the case of land there
310 need for a ¢ national minimum.’ Faced with many
Slaimants for Jand. from farmers to industries, and from



104 PLANNING, EMPLOYMENT AND PRODUCTION

holiday camp agencies to housing authorities, a Land
Board, or regional Land Boards, will be in a position to
estimate the relative values of different patches of Jand
and to assess reasonable rent charges. They will, howcvc_r»
hardly be guided exclusively by the same economic
considerations as determine rents where land is in un-
restricted private ownership. They will, for example,
not rent good agricultural land for building development
« merely because a housing authority or an industrialist is
prepared to offer a high price for its use, if there ar
alternative sites of lower agricultural value that can be
adapted for the purposes of the proposed development.
They will recognise that good agricultural land has 2
long-term value to society that is not measured by its
economic rent, This principle is already recognised in
town and country planning legislation ; and rent-fixing
and land allocation in a socialist society will simply carry
further the principles already established, though sll
very imperfectly applied. There will continue to be many
bidders for the use of land, including public as well as
private bidders, and the Land Board or Boards _Wlu
respond to these bids in such a way as to take the wider
aspects of public policy into account.
Thus, in a socialist economy, the sums paid for the use
of the various factors of production, from labour to land,
will be all controlled payments, related to a geneﬂfl plan
designed both to achieve an optimum distribution ©
incomes from the standpoint of social welfare, AS“bJ“‘Hm
the state of popular opinion about the degree of inequa t’;
consistent with social justice, and also to provide suffici cnc
incentives to efficiency and effort. These payments # Al
in a sense arbitrary, in that the planning authoritis “1 "
be regulating them in order to promote ends Whld‘\g)]_
regarded as socially desirable, and will not be mercly "
lowing in a neutral spirit the dictates of any sct Ofsu?pos. s
ecanomic laws. They will not be trying to behave '35
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Capitalism, and the * free market’ beloved of capitalist
cconomists, were still in existence, but will be asking
themselves, wherever the need for Jjudgment arises, what
the consequences of acting in this or that way are likely
to be, and adopting the solution which, in all the circum-
stances, seems best calculated to promote the general
welfare. This does not mean that they will be in a position
to flout * economic laws * at will ; on the contrary, they
will be responding to as well as moulding a structure of
actual and prospective consumers’ demand which it will
be their principal function to satisfy as fully as the avail-
able resources allow. But they will have to do their own
weighing of claim against claim, and of future needs
against present demands. They will not be in a position
to disregard the need for incentives in order to press the
claims of cquality to the limit, or to ignore the state of
Opinion about the standards of income appropriate to
different callings ; but it will be their function, in the light
of common sense and democratic intention, to weigh these
considerations in the balance and to Propose accommo-
dations between conflicting objectives and attitudes.
Inall the foregoing, wherever I have spoken of ¢ plan-
fung authorities,” I have of course had in mind not some
bﬂi}rd of supermen entitled to impose their judgment on
Society, but skilled and responsible agents, under the
necessity of securing assent for their plans from Parliament
and, finally, at the bar of public opinion. The expert
Plannerswill onlypropose: the representatives of the people
must dispose, by accepting, modifying, or rejecting their
Proposals. I am not here discussing what should be the
Precise machinery for ensuring this responsibility ; for that
Question belongs to the realm of socialist Polities, rather
‘harg of socialist Economics.t ‘That there should be demo-
Craticcontrol over planning, in some effective form, is, how-
Ve, an underlying assumption of all that I have written.
t :: this question, see my amall book, The Mackinmy of Socialist Plaxxing.



CHAPTER V
ECONOMIC DEMOCRAGCY

Ecoromic democracy has two aspects. In one aspectitis
concerned with securing a high level of output and a
distribution of goods and services approaching equality
as nearly as can be made consistent with the need for
incentives and with prevalent conceptions of social
justice. In the other aspect it is concerned with the
conditions under which production is done, and with the
securing of as near an approach to equality among the
producers as can be made consistent with the requirements
of reasonably efficient industrial organisation. ~ The
demand for leisure cuts across this twofold division ;
for leisure is wanted both as release from labour and
as an opportunity for enjoyment. It is both an abstinence
from further economic effort and itself a form of consump-
tion. Moreover, these two aspects of leisure are closcly
connected because the enjoyment of it, in many of its
forms, involves the consumption of other things besides
time—of house-room and furniture, of tennis racquets and
golf clubs, balls, courts or courses, films and cinemas,
books and papers, and a host of things besides. A man
needs more goods and services when he has more leisure to

1s secking to diffuse both wealth and leisure as widel):;s
possible, instead of granting the enjoyment of both to the
few at the expense of overwork and poverty fox: the many.
Both the drive for profit through the production of more
goods under conditions of decreasing cost and the m:mll;
fest needs of the many poor for more consumers’ goods an
106



services have contributed to the tendency in-Economic:
to put the emphasis on high output ahd-almost to ignore
the position of the produce K \‘\' ~

come. Not only the apolc “ ’
many socialistic economists "
need, as economists, take nc . " Ll
production, except inasfar as they affect the Gutpilt ol
goods and services. It is no doubt a part of the case for
improving factory conditions and developing welfare and
‘Joint consultation® services that higher output often
results from such measures, either directly or through the
diminution of strikes and the prolongation of the period
of working efficiency. But this is not the whole case ;
and it may be desirable to improve the conditions of
employment even where the cffect will be to reduce
production. This is now recognised, after long struggles,
not only in the provisions of the Factory Acts and of other
industrial laws laying down minimum requirements of
factory hygiene and accident-prevention, but also in the
Statutory regulation of the length of the working day and
week and in the recognition of Trade Union rights of
collective bargaining as applied to the conditions of work.
Hardly the less, economists tend to leave it out, except
when they are considering its reactions upon costs, maioly
because welfare condiderations are not measurable, as
890ds and services and personal incomes are, in terms of
mmoney prices, It is seldom possible to say by how much
Per cent a change in working conditions has decreased or
inereased the irksomeness of labour ; nor can falling or
SNg accident or sickness rates be measured against

butput on any common scale. It is possible to measure,

2t any ratein an approximate way, changes in the quanti-

Yies of goods and services consumed, by using the none too

ccurate instrument of general index numbers for earnings

and for living costs ; but there is no way of telling how

ukhappier, or less happy, workers have been madeeither




108 ECONOMIC DEMOCRACY

by changes in hours of work or conditions of working, of
by being given, or refused, a share in determining such
matters, or being more or less subject to tyranny Of
arbitrariness during their periods of employment.

That which cannot be weighed against other things in
a common price scale, many economists have argued, can
have no place in Economics, because Economics is essen”
tially a measuring science with price as its standard of
measurement. No Socialist can properly accept this view.
It may be quite impossible to prove by any quantitativc
assessment that, say, a decrease in working hours that has
been accompanied by a fall in total output has been worth
while because the human satisfactions of greater leisure
outweigh the loss of goods 3 but the lack of a comparative
measuring-rod does not mean that it is possible to avoid
weighing such things against each other, or that the on¢
is a matter in which the economist should interest him-
self to the exclusion of the other. 1t would doubtless be
much simpler if we could put everything to the test by
means of a single kind of measurement, S0 as to be in a
position to tell with certainty how to achieve the optimiim
total result. In the absence of such a standard we ar¢
not justified in dismissing from Economics everything
that cannot be measured in terms of money payments.
Tt is desirable and convenient to apply some method of
measuring things whenever this can legitimately bedone 3
and it is very convenient to be in a position to compare
one thing with another by using a common mcasul‘in_g'wd'
But there are dangers that, in pursuit of these conveniences
we may attempt to measure what cannot reallybe measure
at all, or apply inappropriate methods of measurement in
order to bring disparate things toa common account:

‘Worthwhileness is 2 matter of comparing the usd‘uln'css
of results with the efforts and sacrifices involved in getting
them, and also of comparing the usefulness of alternauve
results which make competing calls on the mited
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resources available for achieving them. In many in-
stances, we know the cost of doing a thing—both the
money cost and the real cost in materials and expenditure
of man-power—but have no means of assessing quanti-
tatively the usefulness of the result. This applies, for
example, to most things that are publicly provided for
collective use—schools, parks and playing fields, hospitals,
and a great many other things, including aeroplanes,
battleships, and atomic bombs. There is no way of
deciding how much of such things to provide by measur-
ing their usefulness cither against their cost or against
the usefulness of other things we could get for the
same cost. The demand for such things is settled not by
any such process of measurement, but by the judgment
of Parliament, or a local authority, or some other public
body or trust concerning the quantities of them it is
!)est to have. In the making of such decisions the cost
isa very relevant factor, and the total amount of them that
can be supplied involves weighing one claim against
others and limiting the expenditure upon them 5o as to
take account of other uses to which the resources that
would be needed to provide them could be put. But,
In the last resort, such questions as * How many schools, or
how many battleships, shall we have ? * cannot be decided
except by an act of judgment that is not based on measure-
ment of the value of the result.

The position is much the same when it is a question of'
deciding how far to carry safety precautions designed to
reduce the incidence of industrial diseases or accidents,
or how high a standard of factory medical and welfare
services to make compulsory on business firms.  The effect
of e.n&’rdng improved standards in these respects may be
10 increase production, both by procuring better work
nd by reducing time lost through absences ; and these
fesults may be to some extent measurable. What cannot

measured, but is equally relevant and jmportant, is
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the cffect upon the happiness and mental well-being of
the men and women concerned. Someone has to decide
at what point it is legitimate to regard further expenditure
on these objects as involving too high a cost in relation to
the results to be expected ; but no such judgment can
properly be made without taking account of other
factors ‘besides those which can be measured in terms
of output, or those which can be measured in terms
of health records, accident rates, and the like. Both these
kinds of measurement are relevant 3 but they cannot b.c
reduced to a common scale of quantities, and even if
they could there would remain immeasurable factors
which it would be necessary to take into account in forming
a judgment on what should and what should not be dor_xc.
What happens in these cases is that the community
as a whole, or some body authorised to speak on its behalf,
cither takes the place of the private consumer in bidding
for the use of productive resources and thus settling how
much of them to apply to this or that purpose, or compe?
firms to spend more than most of them would spend if
they were not compelled by law. This is in pn'ncip‘lc no
different from what happens in the case of ordinary
= s’ d d ; for the cc r performs exactly
the same operation of deciding for himself (or for a l}oUSC'
hold} how much of a limited income to spend on this :m.d
that, at the cost of going without other things, and is
ssimilarly under the necessity of buying certain things—
€.g. clothing—which the law does not allow him to dis-
pease with. The difference is that in the individual
consumer’s case the d ds of many ¢ TS arc
combined to form a total market demand, which is ﬂl“7
given an appearance of objectivity, as if it were 2 f‘i‘
measure of ‘utility* in some comprehensive sense. 3
truth, however, a great deal of consumers’ deman
represents no such objective standard ; for total market
demand is made up of many offers which have no more
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in common than that they are offers of so much money
for particular goods or services. Some of them may
represent calculations of the usefulness of the purchase
against the cost of obtaining it and against the usefulness
of other things the money could buy ; but it is also true
that many offers to buy have to be made without any
such quantitative valuation of the thing bought. A thing
may be wanted, for any of a vast variety of reasons,
enough to be bought without the consumer being able
to make any calculation of how much it is worth to him—
only that it is worth buying. It might be so, or it might
Tot, if more had to be paid for it : the most we can say
Is that it cannot be expected to be worth less than the
consumer is prepared to pay—though in some cases, as
Inbuying 5 house, the decision to pay the price asked may
be very reluctantly reached.

Good conditions of employment, good human relations
at work and elsewhere, hberty and freedom from tyranny
or arbitrary Power, security, participation in settling
"HC’_S own conditions of work—all these may be worth
buying, To the extent that they are s0, men would
Presumably be prepared, if the choice presented itself, to
accept lower incomes for work carrying such conditions

2n for similar work not carrying them, or carrying their
Opposites, This, however, it will be agreed, is a most
unrealistic way of envisaging the usual conditions of
Wage-bargaining, Doubtless, workers are repelled from.
seeking employment in particular occupations or in
anfzular works, not only by low wages, but also by bad
Conditions of labour or a reputation for bullying or
Inconsiderate management ; and, on the other hand,
’m{ Zgnd industries can attract workers by offering good
::’aﬂdmons and friendly management as well as by h'igh
\hc§°§~ B}lt‘the ability to choose the better and to reject
o “}“’Sc‘ Is In practice narrowly limited for most workers,

R in times of ful} cmployment, by the obstacles in the
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way of movement out of one trade or area into another,
and by the tendency for good or bad conditions to be
characteristic of entire trades or areas rather than to
exist side by side in establishments between which the
worker is really free to choose. Under Capitalism, 2
particularly good firm may succeed in attracting the best
workers, and a particularly bad one may have difficulty
in getting the right assortment of skilled and less skilled
workers when trade in general is active ; and over and
above this, a rapidly expanding industry may need to
offer the inducement of good conditions as well as of
relatively high wages. But, except in these cases, the
distribution of labour is very unresponsive to non-wage
inducements, and high © disutility > of labour is seldom a
cost that the employer is called upon to meet in full.
The socialist economist sets out, then, not with the
expectation that the haggles of the labour market can be
relied upon, even under full employment, to ensure that
high disutility of working conditions is either paid _fm' or
eliminated, but with a determination to tackle directly
the problem of ensuring that the disutility of w?rk shall
be reduced to the lowest practicable point. This mv?lvcs,
in the first place, insistence on high standards of accident
prevention, precaution against industrial diseases, heating
lighting, ventilation, and other sanitary conditions it
workplaces. The cost of such improvements has, no
doubt, to be taken into the reckoning ; but the worth-
whileness of a desirable measure is estimated, not exc.lus"

quality of’:vork, but also by its effects on the wcll-bcmgb'-’;
the workers, Limits may still have to beset to what C-’_m ut
afforded in the raising of standards in these respects 5, s
they will be set by the total limitation of the communit, -
resources and not merely by the effects on the monc)’d
real costs of production in the establishments concernsds
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In the second place, the socialist economist will insist
that not only the physical conditions of work, but also
the human conditions, are a matter for direct intervention
in order to introduce and maintain high minimum
standards. Admittedly this is a much more difficult affair
to regulate by formal rules ; for men cannot be made
reasonable or good-tempered by Act of Parliament. It
is, however, possible to insist on the observance of certain
standards of collective behaviour—on full recognition of
Trade Unions, on the adoption of regular practices of
‘ consultation * in the work-places by the representatives
of management, on restrictions on arbitrary dismissal,
and on the right of those who have to obey orders to have
some say in the choice of the persons by whom the orders
are to be issued. Such things are, of course, ohly in part
matters for regulation by law : they depend largely on
the strength of Trade Unionism and on the intelligence
with which Trade Unionists govern their own affairs.
B“f the State can reinforce trade union action by pre-
scribing certain rules—e.g. by making it unlawful to
refuse collective bargaining rights, by insisting, in fairly
large establishments, on the maintenance of consultative
machinery, by conceding rights of appeal against dis-
missals, and by adopting, in publicly operated industries
and services, standards of °workers® participation’
well ahead of those to be found elsewhere.

{oreover, in relation to both physical conditions of
‘r"‘”k and human relations in industry the State canactively
Oster research and experiment. It can carry further the
?:?mf of work already engaged in by the Industrial
L ] BEEEREE SRR |

= e v pa Ly diasons wa saeasteen ey o

‘:‘mugh its town-planning and housing  activities, do
ﬁ“ﬁh 1o improve factory lay-out and design, to build the
gt kinds of houses in the right places, to reduce the
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average length of journeys to and from work and to make
them less unpleasant, to ensure adequate canteen arrange-
ments and facilities for sport and recreation (not necessarily
under works auspices), and in general to improve the
amenities connected with the day’s labour in both their
internal and their external aspects. The State can do
much, not only to make factories humanly as ch{ as
physically less unpleasant, but also to better the physical
and human environment of the factory areas.

For the socialist economist all these things are as much
* Economics* as measures designed directly to increase
production.  Behind them Ye both the unmistakable
importance of their contribution to the real achievement
of & minimum standard of civilised living and also their
intimate connection with the concept of democracy in its
economic application. At this point, however, a furfhcl'
consideration enters in. It is possible for all the things
that have been outlined in the foregoing paragraphs t0
be done in the spirit of a superior authority condescending
to inferiors, without any recognition of the fundamental
democratic claim that men ought to be not merely “le'
treated but also self-governing and in a real sense * free
and equal * in their rights. This conception of democracy
cannot fairly be denied in the economic by those who
accept it in the political sphere. The socialist economtist
will accordingly adopt as a further maxim of economic
conduct the furtherance of some sort of industrial demo-
cracy, and will reckon achievements in this field as part
of the value of econamic activity in a society professing
democratic principles,

What does this claim amount to? In the long rut ‘7
nothing less than that industries as much as politica
structure must be conducted as internally dcm‘."”u}:-
concerns, dependent in the final resort on the pﬁ“C'Plclo
‘ one man, one vote.’ This idea’ frightens many peop ;: ’
because they cannot conceive of industries being efficiently
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run by mass-meetings. Precisely the same objection was
advanced, and was widely accepted, against political
democracy when it was proposed to extend voting rights to
the main body of the people. But has political democracy,
to the extent that it has been applicd, meant that political
affairs have been conducted by means of mass-meetings ?
Is there any likelihood that, as political democracy makes
further advances, this will come tobe the case ? In theory
no doubt, the mass of men and women, having won voting
rights, could use them to insist on all decisions being made
‘fY referendum or mass-meeting, or on choosing representa-
tives who would mirror as nearly as possible their own
ignorance. But they do not. Nor do they in fact usually
mSlS.t on electing by mass-vote town clerks, borough
engineers, police superintendents, headmasters, civil
service heads of departments, judges and magistrates, or
even Cabinet Ministers, Some countries have indeed
pushed the principle of dircct clection a good deal farther
than others : the United States have been notable for
the wide use of this method in their local affairs. But
¢ven in the United States the choice of responsible
political officers is largely indirect ; and in most parlia-
Mentary countries with a wide franchise the citizens act
ma“fly by choosing representatives rather than executive
officials, They elect members of Parliament and of a
number of local authorities, and leave these elected
Dersons to do the choosing of most of the high admini-
strators in both local and national political affairs.
A,g‘f‘-m: some countries make use of the referendum in
eciding some issues of political policy ; and in this
respect Switzerland, as well as the United States, has been
well to the fore, But here too the more usual practice in
Parliamentary countries has been to leave the elected
Tepresentatives of the people to carry out by legislative and
eXecutive measures the programmes with which they have
ppealed to the electors. In Great Britain, particularly,
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there has been no tendency for the extension of voting
rights to bring with it any desire to adopt cither the
referendum or the direct election of office-holders. Such
methods may be consistent with democracy : they
cannot, I think, be regarded as essential parts of its
application to political affairs. .
Industrial or economic democracy, then, even if it
rests finally on equal voting rights, does not involve the
control of industrial operations by mass-meetings of
referenda.  What it does involve is the recognition of 2
claim to industrial citizenship not less far-rcaching' lhﬂ.ﬂ
the claim to political citizenship, but not necessarily in
the same forms. The great difference is that, whereas
the great majority of persons are active in politics only
occasionally, and have little to do with its day-to-day
working, those who work in industry or in some other form
of productive or social service arc on the job day after
day, and are deeply concerned in the everyday incidents
of working life. From this it follows that, whereas the
requirements of political democracy can suitably be met
mainly by voting arrangements leading to the choice of
representatives, national and local, by the whole body ©
persons concerned, effective industrial dcmocrﬂCY.mus
for arrangements for direct participation of the ordinary
worker in the affairs of the small working unit of which
he is a member—the thing closest to his daily life—even
more imperatively than for a necessarily indirect share in
the control of larger units, Political democracy ccnu"c;
round parliamentary and municipal elections industra
democracy centres round the work-place.
I agree that, in order to make political
fully cffective, we need to carry it below
Parliament and of the large local Authority an
smaller * neighbourhood units * in which small groups O
citizens can handle collectively such of their affairs as
do not require large-scale exccution. Political democracys

1 democracy.
the level ©
d to create
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however, has tended in modern times to spread down-
wards from the national rather than upwards from the
local unit. In Great Britain, Parliament advanced
towards democracy faster than Local Government, which
was indeed built up on more democratic lines largely by
parliamentary action.! Industrial democracy should,
on the whole, grow the opposite way, beginning mainly
with the establishment of democratic rights in workshop
and factory, and spreading thence to the larger units of
economic control. I do not, of course, mean to lay down
any exclusive rule, or to suggest that no * workers’ control *
should be applied on a national or area scale until
workshop democracy has become an accomplished fact.
Id_o» however, think that it will be impracticable to find
§ausfactory means of democratising the higher control of
industry until the practice of workshop democracy has
advanced much further than it has yet.

The right foundation for democracy in industry is the
general diffusion of a practice of real consultation reaching,
not merely an elected shop committee or body of shop
stewards, but every individual worker. It should be a
Part of ordinary industrial practice to take no decision
that will affect any man’s working life without consulting
him personally before the decision is made. Even if most
of the discussion takes place in a shop committee, between
Tepresentatives of workers and management, the individual
worker must be given a sense that his personal rights are

¢ing recognised and must be consulted directly, as well
‘:5 :}“‘lmgh {ﬁs representatives. This is of course l:u"ge!y

n consulting the ¢ rank and file.” Personal consultation

* This §s Yess true of .
the Unuted States, where the New England township
:‘:d‘rhkm root before the country became an independent Republic, Sce
vequeville's Democracy 11 America.
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Prt’:[errcd. It i no more possible to measurc out the
plimum quantity of economic democracy against the
Potential loss of economic productivity that it may involve
than there is any way of measuring the advantage of im-
Proved medical services against the potential productivity
In other uses of the man-power needed for them.

_There may, indeed, be no conflict. Better health may
yield higher output, and so may economic democracy.
I! <an be contended that men in general when they are
8iven greater freedom and self-government in their jobs
will produce more and better than under a non-demo-
Cratic system of industrial management. This, however,
cannot be proved either way, except by full trial over a
ong period ; and the whole comparison turns out, on
Samination, to involve many more complications than
ippear at first sight. For what arc wc to compare with
what? Most people will agree that slave labour has
ShPV{n itself to be incflicient and unproductive ; yct cven
this is not universally the case. It is probably truc evén
of modern timber camps as well as of Roman latifundia and
of cotton plantations in the Southern States ; but was
1t true of the industrial workshops of the ancient world,
Wwhere the glayes were relatively well treated ? Nobody
m"“'s' As for free, selfgoverning labour, there s

;n ¢ evidence for the view that co-operative farming in
patively primitive arcas can be more productive than
arming with wage-labour on large estates ; but it is not
3 to be sure enough to offer a confident generalisation,
" modern industry co-operative workshops scem 1o

gmp.c,‘c well enough with capitalist workshops ) the
it r&dmon.s allow of efficient production in R 2
\; k“h‘."c not a great deal of capital is neer i
m;dicé cmployed. They have usually failed

ons have not existed 3 but it is not e
their filure has been due to the ¢
Mocracy as a form of productive contr
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to lack of capital and other disadvantages that arc
external to the comparison I am trying to make.

Even if economic democracy were tried on a consider-
able scale, with adequate capital resources, and appeared
to have adverse effects on output, this would not decide
the issue ; for it is prima facie unlikely that men used 0
being controlled from above and to regarding management
as an alien, if not as a hostile, force would be able fo
change over all of a sudden to managing their own affairs
in a self-governing way without making a good many
mistakes before they could get the best out of the new
system. Moreover, it seems probable that there are big
differences in capacity for self-government between 1;';bour
groups consisting mainly of skilled workers—e.g. printers
—and groups composed mainly of routine machine-
minders. It also seems likely that in general women will
tend to be less interested than men in workshop seli-
government, not because they are inferior to men, but
because most of them stay less long in employment f‘“d
have less chance of, or interest in, rising to responsible
posts, and are mainly employed in the less skilled types
of work. .

When we have said all this, the main issue is.sull
unstated. What are we comparing with what? Is it to
be assumed that there is an open choice between con-
tinuing the old forms of non-self-governing cmployment,
under the conditions that have existed hitherto, and
installing institutions of industrial democracy? In a
socialist, or largely socialist socicty, this cannot be the
case. ‘The capitalist system of employment has wcrkcf’l
because it has been capitalist, by which I mean that x‘!_
has usually been able to use the fear of the sack and ‘:‘
possible unemployment as an incentive to hard W?fk an
regular attendance, I do not suggest that Capitalism h“f
relicd on this incentive alonc, especially in recent ’:‘md ’
it has morc and more combined with it monctary incen*
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tives of Yigher piecework carnings, incentives of possible
promotion 0 2 igher grade and attempts 0 promote
the team spirit. 1t is, bowevers doubtful how long the
capitalist form of employment can £0 00 securing saus:
factary and regular work if the fear of the sack is removed

from the worker’s mind, at 211 events to the extent of the
? 11

' ; easily to secure &
Under conditions
S . ethe pormal sitna~

ton ; but no Socialist ¢an contemplate giving UP fu
employment in order to be able again to crack the whip
of fear at the worker as an incentive © hard work and

vegolar atttendance.  Nor, 1 think, can any Socialist
contemplate a régime of tribunals regularly engaged in
Sning or otherwise disciplining slackers and abseniess.
Neidher a rerarn to the ¢ reserve of Jabour ' mor 3 DEW
sytem of pains and pesalties is consistent with the prin-
diples of social~let al

» one of industrial—demorracy-
e have then to ask ourselves W

ecotom hether a socialist
- omic system can, in the long run, be made to work
cepton a basis of industrial self-

government, Shall we
not have, as the only way consistent wil

sracicl 0 th our democratic
WP":' of geuting hard and vegular work, to place the
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to lack of capital and other disadvantages that are
external to the comparison I am trying to make.

Even if economic democracy were tried on a consider-
able scale, with adequate capital resources, and appeared
to have adverse effects on output, this would not decide
the issue ; for it is prima facre unlikely that men used to
being controlled from above and to regarding management
as an alien, if not as a hostile, force would be able to
change over all of a sudden to managing their own affairs
in a self-governing way without making a good many
mistakes before they could get the best out of the new
system. Moreover, it seems probable that there are big
differences in capacity for self-government between labour
groups consisting mainly of skilled workers—e.g. printers
~—and groups composed mainly of routine machine-
minders. It also seems likely that in general women will
tend to be less interested than men in workshop self-
government, not because they are inferjor to men, but
because most of them stay less long in employment and
have less chance of, or interest in, rising to responsible
posts, and are mainly employed in the less skilled types
of work.

When we have said alf this, the main issue is)su'”
unstated.  What are we comparing with what? Isit to
be assumed that there is an open choice between con-

tinuing the old forms of non-self-governing employment,
under the conditions that have existed hitherto, and
installing institutions of industrial democracy? In a
socialist, or largely socialist society, this cannot be the
case. The capitalist system of employment has workr.:d
because it has been capitalist, by which I mean that it
has usually been able to use the fear of the sack and of
possible unemployment as an incentive to hard wqu and
regular attendance. I do not suggest that Capitalism has
relied on this incentive alone, especially in recent times 3
it has more and more combined with it monctary incen-
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tives of higher piecework earnings, incentives of possible
promotion to a higher grade, and attempts to promote
the team spirit. It is, however, doubtful how long the
capitalist form of employment can go on securing satis-
factory and regular work if the fear of the sack is removed
from the worker’s mind, at all events to the extent of the
worker feeling confident of being able casily to secure a
new job corresponding to his capacity. Under conditions
of full employment this is bound to be the normal situa-
tion ; but no Socialist can contemplate giving up full
employment in order to be able again to crack the whip
of fear at the worker as an incentive to hard work and
regular atttendance. Nor, I think, can any Socialist
contemplate a régime of tribunals regularly engaged in
fining or otherwise disciplining slackers and absentees.
Neither a return to the * reserve of labour* nor a new
system of pains and penalties is consistent with the prin-
ciples of social—let alone of industrial-—democracy.

We have then to ask ourselves whether a socialist
economic system can, in the long run, be made to work
except on a basis of industrial self-government. Shall we
not have, as the only way consistent with our democratic
principles of getting hard and regular work, to place the
responsibility squarely on the workers’ own shoulders ?
Shall we not have to do this, to a considerable extent,
whether the results be higher output or not, simply because
it is the only way of conducting industry that squares with
socialist principles ?
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or Chinese. Democracy, even socialist democracy,
cannot be expected to exercise altruism to such an extent,
The most that can be looked for is that a socialist country
will not set out to enrich itself further at the expense of
others, and will do its best to help the advancement of
other peoples wherever this can be done without sacrifices
of actua) welfare among its own people.

Socialism is not a guaranteed cure for human selfish-
ness ; but it can reasonably be expected that the estab-
lishment of more co-operative relations between man
and man within a socialist community will be reflected in
an jmproved morality in international dealings. This
qualified assumption is the basis on which it seems
reasonable to approach the study of socialist Economics
in its international aspects.

International Economics centre round two closely
connected groups of questions—those relating to the
international exchange of goods and services and those
relating to money, where payments need to be made
across national frontiers. These are, indecd, really two
aspects of one and the same problem ; for money comes
in as an international factor because of the need to organ-
ise payment for goods and services passing in international
exchange, The trading aspect must evidently be con-
sidered first ; for it is the real substance, whereas money
is only a means towards real exchanges of goods and
services. Money can even be dispensed with altogether
where direct barter of goods can be arranged, But barter
has great inconveniences as a normal way of trading,
though it has its uses in exceptional cases as a stimulus to
trade that would not otherwise exist.

The socialist economist sets out from the assumption
that the broad lines of foreign trade will be planned, at
any rate at the national level, wherever Secialism exists,
Thc purpose of this planning will be (1) to ensure adequate

imports of things which either cannot be produced at
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home ar can be produced in sufficient quantities only at
unduly high real costs, This involves that, in one way
or another, the importing country shall be able to pay
for these things, and, in the main, this can be done only
by exporting goods and services acceptable as fair
equivalents for the imports required, A further purpose
will be (2) to make arrangements with other countries
whereby specialisation in production can be fostered to
the mutual advantage of the countries concerned, so as
to decrease the real cost of producing the goods and
services that are wanted in all these countries, regarded
as forming a complementary group of consumers. The
first of these purposes involves national planning of
imports and exports of goods and services ; the second
involves some degree of concerted international planning.
The difference between Socialists and the old laissez:faire
economists is so far one, not of objective, but of method.
The Socialist believes that the best way to bring about
useful economic specialisation is to plan for it, not to wait
for it to happen of itself, under conditions which may set
up all sorts of awkward reactions on the balance of pay-
ments and on the structure of the national economy, an
may thus lead to restrictionist measures in an attempt t0
cope with these reactions. On this issue, many modern
non-socialist economists are prepared to go a long way
with the Socialists~—though not all the way. .
The desirability of international trade for procunng
things, such as particular materials or foodstuffs, W{lld‘
simply cannot be got at home needs no demonstratios-
It is also plain that the requisite trade in such things
could not proceed unless there were also trade in other
things ; for there can be no assurance that a coustry
will be able to pay for its imports of such things with
exports of which other countries stand in the same absolute
need. Raw materials and the climatic conditions rnqulrc':d
for growing crops or nurturing livestock are n0!)5° dis-
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tributed over the earth as to establish a natural balance
of such exchanges ; nor is there, except in the case of
minerals, any permanent and absolute law determining
what each country can produce. In every area the
conditions permanently rule out some kinds of production;
but there remains a wide range over which what can be
produced at any period depends on historica] rather than
on sheerly natural causes. The very root of international
trading may rest on the natural differentiation of regions ;
the tree which springs from that root has many branches
which have been grafted upon it by the historical develop-
ment of the various societies of mankind.

A socialist country, then, will, perforce or voluntarily,
import many things which it is not absolutely prevented
from producing at home, or from doing without by the
use of tolerable home-made substitutes, and will export
many things which the recipients could, if they were put
to it, make for themselves or similarly do without. What,
then, will guide the planners in such a society in framing
their international trading policy ? Largely, no doubt,
they will be following a traditional pattern which neither
they nor anyone else can fully explain; but what
interests us is not the pattern itself so much as the changes
in it which are made from time to time. What, we need
to ask, will guide the planners in making changes either
in what they decide to import or in what they seek to
sell to their neighbours? Unless they have resources
available from what is owing to them on account of past
unrequited exports of goods or services, or are enabled
to receive unrequited imports by way of loan or gift, they
will have to aim at exporting the full equivalent of what
they import. Indeed, they will have to succeed in this,
for, subject to the exceptions mentioned, they will not
get more imports than they can pay for. There will have
t be an overall balance~—not a balance, bilaterally,
with any particular country from which imports are
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desired, but an overall balance on the total trading account
including payments for services, such as shipping, as well
as for goods.

According to the classical doctrine, the nature and
volume of international trade are determined, in the
absence of artificial hindrances, such as tariffs, quotas
and licensing systems, by considerations of ¢ comparative
cost.” Under conditions of complete free trade between
buyers and sellers over all the world each country will
produce such things, and such quantities of them, as
will make possible the highest total world production at
the lowest cost.  This does not mean that, at any moment,
everything will be produced where it costs least to produce
it ; for resources of capital and labour are not completely
fluid at short notice between place and place, and in
practice the need for each country to balance its overall
receipts and payments will mean that some countties
will have to produce things that could be made at less
cost elsewhere in order to pay for imports they bﬂd_lY
need. But a country which is under this necessity will
have to exchange what it produces at a comparative
disadvantage for things that have been produced at lower
real cost elsewhere. Tt will have to put up with a lower
return than corresponds to its costs in terms Of. the
resources used up in production—in other words, \_N}th a
lower standard of living than would accrue to its citizens
if the diversity of its productive resources allowed it t0
concentrate only on producing what it can produce at
as low a cost as any other country. In 1:11&:_013551"“,I
theory such disparities will always be tending to disappears
because both capital and hywian beings will tend 0
migrate to the areas in whic they can be most product-
ively employed. But in practice, as most modern econo-
mists, whatever their politics, agree, such migration cann]t{)t
always occur ; and, even where it can, it is bound to take
time, as it took time to fill America with emigrants from
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Europe before restrictions had been imposed on their
entry.

The classical theory of the international division of
labour obviously contains a substantial element of truth,
as describing what happens when capital and labour move
freely across national frontiers in pursuit of economic
advantage. To the extent to which they cannot or will
not move, the theory still has much truth ; but it involves
not that everything will tend to be produced wherever it
can be produced at the lowest cost, so as to maximise
total world wealth, but only that countries will tend,
in the absence of restrictions on imports and exports, to
produce those things in which they are either at the
greatest comparative advantage in cost or at the least
comparative disadvantage. A country which could
produce at lower cost than others more than enough things
to occupy all its capital and labour will tend to pick and
choose those forms of production in which its advantage
is greatest, and to leave other countries to produce for
it things in which its comparative advantage is less, as well
as those in which it is at a comparative disadvantage.
Countries less favourably situated will have to produce
things for which they are at a disadvantage, but will pick
those in which their disadvantage is least for export to
their more fortunate neighbours. The extent of compara-
tive advantages and disadvantages will appear in the
relative standards of living of the various countrics, as.
measured by their national incomes per caput.

This is all very well up to a point ; but the classical
economists were led by their appreciation of the virtues
of national specialisation as a foundation for international
trade to the false notion that international trade was an
unqualified good, and that the volume of commodities

Passing in international exchanges furnished the best
Mmeasure of economic progress. Looking at the question
from the standpoint of the most advanced countries,
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which had the lowest real costs of production for a wide
range of manufactured goods, they ignored the possibility
that Free Trade might, in giving the capitalists of these
countries the pick of the world market, condemn countries
that were behindhand in economic techniques to remain
permanently undeveloped, because they could not hope to
produce in competition with the more advanced countries
either without the aid of capital borrowed from suck
countries or, even with such aid, until they had been
through a period of relatively high-cost production while
they were learning the new techniques. This omission did
not escape the notice of such cconomists as Friedrich
List, the father of modern protectionism, who held Free
Trade to be the advantage of the countries that were
already in the van of efficiency, but to the detriment of
those which were capable of catching up, but had not yet
developed their productive powers. Therewith, List
argued that many countries were incapable, even in the
long run, of acclimatising the higher industrial techniques,
and should be content to develop their agricultural and
extractive industries for the exchange of their prodl{cts
for manufactured goods from the more advanced countries,
This view, though it was rejected by the urt.hodox
classical schools, secemed plausible at the time it was
expressed (in the 1840s), and had a great influence in
both the United States and Germany. It is more 11~
fluential than ever to-day, but with a marked change of
emphasis, in that many countries which List regarded as
doomed to serve merely as suppliers of foodstuffs and
materials for their more fortunate neighbours are 1n¢
longer prepared to accept this position, and see nd rclﬂgofx"
why they should not be able to develop industries of thet
own or why, even if such industries must opesate fg 2
time at high real costs, their existence is to be regarded as
not worth while, In effcct, as soon as there appears any
limit to the amounts of foodstuffs and matesials that €an
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be sold abroad, or any tendency for the prices of such
exports to decline in relation to other prices, the less
advanced countries, unable to buy from the more ad-
vanced the supplies of manufactured goods which they
need, may do better to produce manufactures for them-
selves at a higher real cost, rather than go without them.
They are thus induced both by the hope of joining the
ranks of the advanced countries and by their own un-
satisfied needs to embark on the development of their own
industries, and to resort to protectionist measures in
order to uphold their own products in their home markets,
It cannot reasonably be argued that such a policy is
wrong, though it is very often pursued in a wrong way,
by producing the wrong things, by enabling the home
manufacturers to reap undue profits, and by diffusing
protection over too wide a field and thus encouraging
scattered home production instead of concentrating effort
on a few things and thus making it casier to attain to
tolerable efficiency. Nor can it be reasonably held, as
it was by the classical economists, that a high level of
foreign trade is necessarily a sign of economic progress ;
for, as more countries become adepts in up-to-date
manufacturing techniques, it inevitably happens that a
number of them develop the same kinds of aptitude and
that differences of efficiency between firms in a country
come to be larger in many cases than differences between
whole industries in different countries. As this happens,
it ceases to be realistic to think of each country as having
its own level of productivity for a particular type of goods,
S0 as to be suitable or unsuitable for carrying on a
Particular industry. The advantages of intcrnational
specialisation do not of coursc disappear; but their
Tange tends to become relatively narrower, and it may be
more advantageous to devote attention to raising the
efliciency of the less productive units within a country
over a wide range than toe develop an exclusive specialisa-
R
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tion within a narrower field. In other words, whereas the
carlier classical economists thought in terms of unorganised
competition between firms, regardless of frontiers, and at
the same time assumed that the aggregate of firms in one
country would be more productive than the competing
aggregate in another, the modern economist has become
aware of the logical fallacy involved in this way of thinking,
and has come cither to disregard national differences
altogether and to argue entirely in terms of competition
between firms, wherever situated, or, alternatively, to
recognise national differences, but therewith to think more
in terms of national combination and ratic tion of
production and not of competing firms.

Thus, modern non-socialist economists have moved a
long way from the ideas of the classical schools, and Fre¢
Trade is no more in theory than in practice the sacred
dogma it once was for Great Britain. Even apart from
the influence of ideas of planning, sheer ci
have forced modern economists to think more on national
lines, because they can no longer take for granted that
the balance of trade will look after itself. Trying to
regulate the balance of payments by controlling imports
and stimulating exports involves at least a rudimentary
planning of the pattern of foreign trade. But undemeath
this unavoidable preoccupation with the problems of
balance, most modern economists still keep a belief in
the virtue of the old classical doctrine, as showing how
things ought fo work out, even if in this imperfect world
they cannot conform to the proper economic rules.

How far will socialist foreign trade reproduce this
pattern ? In capitalist societies it has never existc n
any complete form, for resources of capital and. mf":
power have never been fluid to more than a limite

for fostering particular branches of production, €itner
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because they have powerful vested interests behind them,
or for reasons of national security or prestige, or in order
to protect balances of payments against an excess of
imports. In the first place, it is clearly advantageous for
a socicty, whatever its economic system may be, to employ
its resources in producing whatever things it needs and
can produce at home with less cost and effort than would
be involved in producing exports to exchange for them.
The limits to this are set, first, by the available supply of
resources for producing the things m question (which of
course are different in the long and in the short run}, and
secondly by the quantities of such goods that are needed
more than other things that could be produced, or
exchanged for exports produced, with the same expendi-
ture of resources.
Even this elementary principle is, however, in practice
a good deal less simple than it appears ; for production
has to be arranged for in advance, and the relative costs
of producing things at home and getting them from
abroad do not remain constant over time. Accordingly,
decisions about home production have to be based on
estimates of future cost relations, and these estimates may
turn out wrong even if they are made as carefully as
possible. This is the case especially with agricultural
production, in face both of uncertain crop yields and of the
special influences affecting the prices of foodstuffs in the
world market ; but it applies also to other classes of
goods, the cost of which may be affected by economic
fluctuations, currency changes, or speculative influences.
Of course, all these factors operate in capitalist economies,
and capitalist business men, as well as government
Planners, have to base their reckonings of what is worth
while to produce on anticipations about future cost
Telations.  Public planning, however, transfers the main
Tesponsibility for estimating from private entreprencurs to
the public authority responsible for the plan ; and this
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is ikely to mean in practice that in the case of standard
goods that can be bought in bulk there will be some form
of collective purchasing, based wherever possible on
long-term contracts designed to check speculative price
mavements and to ensure steady supplies of required
imports by assuring overscas producers of a continuing
market.

There has been much controversy about the effects of
such bulk buying, as against those of *frec market’
buying. On the one hand it is argued that cither com-
petitive private buyers or a public buying agency not
ticd down by long-term contracts will be able to buy goods
most cheaply by taking full advantage of periods of low
prices to build up stocks and by refraining from buying
when prices are high. This argument assumes that \vl}at
is wanted is the lowest possible price, rather than a price
fair to buyer and seller alike. It also appears to assume
that the buyer or buyers concerned arc in a better
bargaining position than other people; for clearly
sellers will wish to behave in a preciscly opposite way-
On the other side is the argument that long-term contracts
actually reduce production costs by enabling producers to
plan for a known market, and that fair prices mutually
arranged form a much firmer foundation for stable
trading relationships ond for improved standards ?f
security than can be got by attempting to snatch unfair
advantages. We shall have to return to this peint when
we come to consider the international, as distinct from the
purely national, planning of foreign trade. "

So far, we have noted that no occasion for jmports W
ordinarily arise when a country can produce as mu! bt
it needs of a thing at less cost than it would incut 11
producing exports that could be exchanged for d.'le_qut‘;:;;
tity required. But, of course, a country which is 12
position will commonly be able to go on and produce
additional supplies of the same commodity for sale abroad
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at prices which other countries will-Be Rrﬁmﬁad‘nqﬂa )
The cost of producing such add’if.imf?ﬁ tes~will gé
the marginal cost, f.e. the differende etween the cost of
producing the quantity needed ¢ hor arfd the cost of
producing any larger supply. This maipingl cost may

be less, equal to, or more than the cd "F%gi@,oz?su%ﬂigs;
for the home market. It will be dsiggble fo arty,
production to the point at which marginal cost 00 ke

being about equal to the selling price in the world market,
or, in other words, the point at which it would become
necessary to consider whether it might not be better to
use any further available resources of capital (including
land) and Jabour in producing something else.

Where a country can produce a part, but not the whole,
of its requirements of a commodity at a lower real cost
than would be involved in producing exports to exchange
forit, a socialist economy will normally produce up to this
peint, and will import the balance of what it needs. But
in ﬁ'aming its estimates of needs for the various kinds of
goods it will have to keep its total purchases from abroad
within the limits set by the willingness of other countries
to receive its exports, This is, of course, in part a matter
of the prices charged ; but it is not wholly so, for other
countries will also need to hecp total imports down to
what they can pay for, and may be restricting imports
in order to protect certain of their own industrics against
foreign competition, Where protective policies are in
force, there may be absolute obstacles to any increase in
§alcs through offering goods at a lower price ; but where
mports are restricted only in order to preserve the balance
of payments the assurance of an enlarged market for a
Sountry’s exports will make it rcady to reccive additional
mports.  This has been the basis, in recent years, for
many bilateral trade bargains, providing for planned
Increases in exchanges between pairs of countries, to the

beneit of both, It is, however, usually difficult to advance
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very far by planning bilateral exchanges of goods for
goods, because where it is a question of exchanging
certain  quantities of primary products—foodstufls or
materials—for manufactured goods the diversity of the
latter makes it difficult, if not impossible, to specify the
precise goods that are to be exchanged. Accordingly,
what commonly happens is that the bulk purchase of
certain quantities of primary products is matched by the
opening of an equivalent money credit which can be
spent by any exporting country on any of the products,
or any of a wide range of products, of the importing
country. Sometimes there is no bulk purchase of any
particular goods on either side, but each of the pair of
countries opens a credit in favour of the other, to be spent
on its products, so that every purchase opens the way
to an offsetting sale.

Objection is often taken to these kinds of bilateral
transaction on the ground that they tend to force inter-
national trade into an artificial pattern of biIate.ral
balancing, whereas the ideal of * free * intercourse requires
that every country (or rather cach business in every
country) shall be able to buy and sell where it pleases
without any ¢ discrimination.’ There is clearly no need
for each country to balance its trade with each other, if

each can secure an overall balance by exportinﬁ itn S:;
aggregate as much as it imports—provided that &
Sontr q ; If Country A

country does in fact secure such a balance.
buys more from Country B than Country B buys from
Country A] this does not matter if over the same pero

Country A sells more to Country C than it buys ﬁ";;“
Country C, and Country C balances the account By'
selling more to Country B than it buys from CO““"y_"
Such three-cornered trade is of course very z:ommO!{‘ALs
for example, Great Britain meets part of the cost 3 i ;
imports from the United States out of the procee 's‘oh
Malayan rubber and tin which are paid for by Britis
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exports to Malaya or by claims due to British investors
in Malayan industries, This multilateral balancing may
of course take very much more complicated forms,
involving not three, but many, countries. It works out
as long as eack country overall imports and exports the
relative quantities of goods and services needed to balance
its international accounts. If, however, any one country
exports more than it needs to export in order to cover the
cost of its imports, it follows that some other country or
countries must be failing to achieve a balance ; and when
that happens, unless the * surplus’ country fills the gap
with loans or gifts, the *deficit’ country or countries
must reduce imports to the level required to establish a
balance,

In what has been said so far, I have left out the compli-
cations that arise from the existence in cach country of a
Separate currency of its own, Each seller normally wants
in the last resort to be able to get paid in the money of
his own country, Where any national money can be
freely exchanged for any other at a fixed price and in
unlimited amount this result is secured ; but such ex-
change can be assured only when the demand for each
kind of money is in balance with the supply, and that
means, in effect, where each country’s balance of pay-
ments is in equilibrium. Every exchange of one kind of
money for another is a two-way transaction. Every
demand for dollars means that someone must be prepared
to part with dollars in exchange for some other kind of
money, or the demand cannot be met. But where trade
does not balance, so that the total demand for, say, dollars
exceeds the total supply, one of two things is bound to
occur, If there is no fixed rate of exchange between the
different national currencies, a currency which is scarce
In relation to the demand will rise in value in terms of
other currencies until a balance is restored by the fall in
the international purchasing power of the currencies which
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are in excess supply. Where, on the other hand, relative
currency values are fixed, as they must be where each
currency is exchangeable for a fixed amount of gold, the
countries which find themselves in deficit on their balance
of payments will be forced to restrict by direct measures
of control their imports from the countries whose curren-
cies are scarce. In cither case, the deficit countries will
be driven to limit their purchases from the surplus
countries to what they can afford to pay for, either out
of the proceeds of exports or by sending gold, if they have
any, to the surplus countries in payment for imports.
‘When a country, or a group of countries, finds itselfin
this situation in relation to a surplus country or group of
countries, the only alternative to a reduction of imports
is a diversion of trade to countries of which the currencies
are or can be made less scarce. Thus, during the past
few years Great Britain and other deficit areas have beent
forced to seek to replace supplies which have to be paid
for in dollars by supplies from other sources—for example,
in the sterling area or in continental Europe. This,
however, can be done only to the extent to which t!'lc
-alternative suppliers are prepared to receive payment in
additional exports from the countries needing their
products ; and this usually involves the making of
bilateral bargains, or sometimes of limited multilateral
bargains among a group of countries for the {n‘““a)
exchange of their products. It is inconsistent with full
multilateralism, whereby all sums received from the sale
of exports can be spent anywhere in the world: Such
multilateralism is practicable only when every C,O“"lry
is prepared to receive imports on a scale sufficient t‘:
enable all the purchasers of its products to meet withou
Iimit the claims due to it from the rest of the world:
Under present conditions, a socialist country, 63437y
with countries working under a capitalist syste™ must
find jtself under the necessity of restricting it§ dollar
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purchases to what it can pay for out of the proceeds of
its exports to dollar countries, or out of loans or gifts made
to it by such countries—e.g, under * Marshall Aid. The
difference between a socialist and a capitalist country
finding itself in this predicament is that, whereas the latter,
broadly speaking, can limit its imports only by imposing
restrictions through tariffs or prohibitions on particular
imports, or by restricting the total supply of dollar
exchange available to importing firms, 2 socialist country
can in addition strike direct bargains for the bulk import
of supplies from non-dollar sources in exchange for its own
manufactures, and can thus endeavour to decrease its
long-run dependence on supplies from dollar areas by
building up trading relations elsewhere. Of course,
a capitalist country can do the same thing, ifit is prepared
1o resort to * state trading ’, but that is only to say that
capitalist countries can use socialist methods, as becomes
plainly evident in time of war.

Such 2 policy, to which Great Britain and other
countries were driven by the scarcity of dollars, met at
the outset with strong objections from the United States
on the ground that it involved * discrimination * and thus
violated the principles of *free, multilateral trading.’
It was, however, impracticable for the Americans 10
sustain their objections, in face of the sheer inability of
other countries to find the means of paying for all the
Imports they wanted from the United States. Even when
it had been agreed to grant ¢ Marshall Aid’ on a large
scale to the deficit countries, the need to keep this aid
within limits forced the United States not merely to
acquiesce in the aided countries’ search for alternatve
sources of supply, but actually to encourage this scafch
as a necessary means of restoring balance to the trading
telations of these countrics. The Americans continued
{0 proclaim their theoretical objections to bilateral,
discriminative trading arrangements, and to look forward
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to a future in which they would be no longer needed ;
but in practice they had to recognise the unavoidableness
of bilateral or, at the least, limited bargains for as long
as countries could not hope, without it, to balance their
international accounts.

From the socialist standpoint, there is everything to be
said for bilateral or limited multilateral bargains, where
they can be made between countries in such a way as to
enlarge the volume of exchanges on mutually advantage-
ous terms—for example, by stimulating the increased
production of nceded primary products in mainly
agricultural countries in exchange for supplies of capital
goods required for the development of productive
efficiency in such countries. It is, however, highly
undesirable, from the socialist as well as from any Of}jf"
reasonable standpoint, to carry bilateralism to the point
at which the total exchanges between pairs of countries
are required to balance ; for clearly this cannot be done
‘without forfeiting many of the advantages of specialisation,
and economic international division of labour, Acc.or(}-
ingly, where full multilateralism is impracticable, it is
advantageous to seize every opportunity that offers for
multilateralism of a more Yimited kind ; and this can
best be brought about by concerted international plan-
ning among groups of countries—for example, in Western
Europe, or in the Commonwealth—and by agreements
between groups of countries for the exchange of comple-
mentary products—e.g. between Western and Eastern
Europe as complementary regional groups. nted

In 1948-49 the * Marshall Aid * countries all s!:bm!“‘!
to the United States scparate national plans setting fa";,
their anticipated necds for American help in the light o
their expectations of their several abilities to meet lh;xr
own needs either out of their home production or by
exchanging their products for those of other countrics.
Each of these national plans incvitably involved assump-
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tions about what the other countries concerned were
expected to produce either for home consumptien or for
export ; and it immediately appeared that the plans
were inconsistent in many respects, because they involved
irreconcilable assumptions about the exports of particular
kinds of goods which the world market could be expected
toabsorb. It therefore became necessary for the ¢ Marshall
Aid”* countries to endecavour to harmonise their several
plans by reaching some agreement about the quantities
of the various goods which they were to set out to produce
either for home consumption or for export to one another
or to the rest of the world ; and, as I write, this process of
mutual modification of the initial plans is going on in a
series of difficult negotiations between the countries con-
cerned,

The difficultics in the way of such concerted planning
would inevitably be great, in face of the strength of
economic nationalism, even if each country were social-
istic enough to have an effective control over the productive
activities of jts own industries and over the development
of its foreign trade. The difficulties are very much the:
freater because, in most of the countries affected, no such
controlling power exists to an adequate extent. A
socialist country, in a position to plan its own production
flnd to determine what exports to offer for sale and what
Imports to buy with the proceeds, is obviously in a much

ctter position than a capitalist country to enter into
mutual planning arrangements with its neighbours, both
for the exchange of its exports for the imports it requires
and for the agreed allocation of certain kinds of produc-
tion 50 a5 to make possible the economies of large-scale
output for a wide and assured market. There are limits
to what can be achieved in both these respects where a
Socialist country has to strike mutual bargains with
ountries that are not socialist, or prepared to adopt
Socialist methods ; and these limits are narrower where
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it is a question of planning for the international specialisa-
tion of manufacturing production than where it is mainly
one of bulk purchases of primary products in exchange
for exports of manufactured goods.

Socialists look forward to a world trade system which
will rest on multilateral foundations, in that it will not
be based on any attempt to arrive at balanced exchanges
of goods and services between pairs of countries. But
they seek this multilateral trading system through planning
—both national planning of production and of foreign
trade, and supranational planning among groups of
countries designed to promote co-operation, instead of
competition, in meeting the consumers’ needs. With this
end in view, they believe in bulk purchase of primary
products, in order to give producers the assurance of a
steady market, and in planned arrangements for the
supply of exports, expecially of capital goods for the devel-
opment of productivity in the less advanced countrics
in exchange for these primary products. They believe,
too, in the concerted supranational planning of prodyc-
tion in respect both of the agricultural and extractive
industries and of manufacturing, in order to encourage
specialisation and thus further the economies of large-
scale production in countries whose home markets are
too small to render it practicable without assured outlets
for exports. N

In all this, the assumptions of socialist cconomics arc
by no means wholly unlike the classical theory of .ﬂlc
international division of labour. But, whereas the claS'SH}‘
theory in its pure form assumed the comp]ctc'nuxdxly
of the factors of production across national frontiers, the
socialist cconomist sets out from no such unreal premisc,
even in a qualified form, but begins by :LSSU_m‘"g. th;;‘
cach country, or group of co-operating countrics, mll" c
organising its cconomic affairs in such a way as 10 provide
full cmployment for its man-power, and will be sccking
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to arrange its international trade in such a way as to
harmonise with this primary objective. Of course, this
is not meant to exclude zoluntary migration across national
frontiers, but it is meant to exclude enforced emigration
owing to the inability to find employment at home, A
man’s right to find maintenance in return for labour in
his own country is one of the human rights which Social-
ists unequivocally affirm ; and from this it follows that
the socialist conception of international trade is subject
to the condition of full employment as a primary objective
of national policy.



GHAPTER VII
SOCIALIST ECONOMIC VALUES

I nave so far said nothing at all in this book about
Marxism, for the simple reason that I have found nothing
relevant to say. Had I been writing, not a statement of
socialist Economics, but a critique of Capitalism, I should
have found in Marx’s writings a great deal to cite wish
strong agreement, as well as some things to criticise in
my turn. But Marx neither wrote nor ever set out to
write the Economics of Socialism—an attempt which he
would have regarded in his day as altogether premature.
His chicf book—Capital—was an exposure of the working
of Capitalism as a system of economic exploitation which
he regarded as destined to break down on account of its
inherent * contradictions,’ and in it he made no attempt 10
show how the alternative system of Socialism would
actually operate. Nor in his other writings did he ever
cssay such a demonstration, He simply pointed to 2
future in which, class-antagonisms having been finally
resolved, men and peoples would work together _um}ﬂ’
conditions of full *co-operation,” and all cxploitation
would cease. He did, indeed, in his Critigue of the Gotha
Programme of the German Social Democratic Parly say some-
thing about the principles of distribution of incomes that
he expected 1o prevail in the transitional period from
Capitalism to Socialism ; but this was only to assert d}‘;‘
the correct principle for this period would be to, abolish
uncarned incomes and to distribute camned jncomes
in proportion to services rendered, without any precise
indication of the means of assessing services, For the 1St
Marx was at all times much more a sociologist and social
historian than an economist in the ordinary sense of the
I‘Q



term. He built his entire corpus of doctrine Tound the
Materialist Conception of History, and made his detailed
of capitalist production. Thinking always in terms ol a
social revolution that would in due course violently
overthrow Capitalism and put the dictatorship of the
proletariat in its place as the controlling force in society,
he did not concern himself at all with what would happen
should there be no such revolution and no such dictator-
ship, but instead a gradual development of Socialism
through the democratic conquest of the existing State.
Except in a few passages, on which it would be unwise to
put undue emphasis, he denied that such a change could
come about, even in Great Britain or the United States ;
f?"» regarding the State as essentially the political expres-
sion of the domination of a particular economic class,
he could not envisage its conquest and utilisation by the
exploited classes, but only its overthrow and replacement
by a brand-new State made in the image of the new class
rulers—the proletariat.
Superficially, no doubt, Marx appears to have written
a great deal about Economics, putting forward a theory
of value radically different from that of the classical
economists whom he attacked, and therewith a theory
°f * surplus value ? that cast the doctrine of class-exploita-
tion int6 a form based on his restatement of the classical
economic dogmas. In all this, however, Marx was in
fact engaging in a dialectical argurment with the Ricardians
about what really followed from their own fundamental
assumptions, He was seeking to demonstrate that the
Capitalist system rested upon a robbery of the propertyless
classes ; and he was not discussing at all how things
would wark out if ¢ the expropriators were expropriated '
and the common man were able to enter into his inherit-
ance. Classical Economics set out to be mainly a discussion
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of the forces determining prices, including not only the
prices of things, but also the price of human labour.
Marx, having shown that the price of labour-power was
always less than the value of the product of labour because
the owners of the means of production always took a share
of the labourer’s product for themselves, was but little
interested in the mechanisms which actually determined
the market prices of the various kinds of commodities—
including labour power. 8o little was he concerned that
no account of the working of these mechanisms under
Capitalism appears until we get to the third (posthumous)
volume of Capital ; and when we do get to this subject we
find that what Marx has to say about it differs little in
essentials from what John Stuart Mill had said before him.
There is, then, nothing in Marx’s writings that has any
important bearing on the matters discussed in this book.
There is nothing that throws any light, save in the most
general terms, on the principles to be followed in dis-
tributing scarce resources among alternative uses, on .the
desirable levels of consumption and capital accumulation
in a socialist society, on the methods to be used in assessing
the remuneration of the various kinds of producers or
in deciding between * free,” collective provision of services
and leaving the consumers to exercise their own choice
on the desirable allocation of time between work' and
leisure—or, in effect, about any of the questions wth.h I
bave here dealt with becanse they seem to me the vxli_!l
issues of socialist economic construction. To say s
does not mean that 1 accept, instead of Marxism, the
assumptions and values of capitalist Economics @
deed, 1 have made it abundantly plain that I do not.
It means that Marxism and the kind of socialist Economics
that is relevant to the constructive problems of 3 socialist

society are on quite different planes.!
* Yor a farther discussion of ths difference of plane oo the chapiy deat-
10g with *The Theory of Value® in my book, The Meaning of Alarsises {194



SQCIALIST ECONOMIC VALUES 145

Docs this, it may be ashed, involve a denial that socialist
Economics call for any distinctive theory of value ? I think
it does, il by such a theory of valuc is meant anything
more than a theory of market prices stripped of its cxpres-
sion in terms of any particular cusrency. I can sce no
economic use for a theory of valuc which, like Marx’s,
fails to throw any light at all on the factors affecting
the relative prices of different kinds of goods—though, of
caurse, such a theary may, and in Marx does, serve as an
instrument for expounding a more general theory of the
exploitation of the propertyless class. The strength of
Marx’s theory of value lies not in the account of how
values are determined under the conditions of pure
Capitalism, but in its use as a basis for the theory of
*surplus value’ But even in this aspect it is formally
outmoded ; for Marx took over from the Ricardians a
theory of value which no one in the modern world accepts,
and the theory of *surplus valuc’ can be much better
expounded directly as a theory of monopolistic exploita-
tion without bringing in any of the complications of the
Ricardian doctrine.

Thus, the socialist cconomist of to-day begins by
flsscrling that private property in the means of production
is essendally of a monopolistic character, and constitutes
an artificial monopoly, protected by law, which enables
the property owner to levy tribute npon the fruits of other
men’s labours, The property-owning monopolist thus

tends, as Marx pointed out, to appropriate to himself the
benefits of the increasingly © co-operative’ character
of the productive process, which more and more prevents
the individual worker from having either an identifiable
product of his own or any access to the means of production,
without the owners’ leave, or to the market. This position
of monopoly—or, as Mr. H. D. Dickinson has tesmed it,
*institutional revenue ”3—cnables the owners of capital

1 See H. D. Dickinson, Jnstitutional Revenue.
"
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determined by the higgling of the market ; for they will
include elements which will be in the last resort subject
to collective social control. The rent of land, the interest
to be charged for the use of capital locked up in production,
will have to be determined by the collective agencies
entrusted with these functions, and the sums charged
will accrue to these agencies as trustees for the public.
Similarly, wages and other incomes paid in return for
productive service will not be left to be settled in the last
resort by the relative economic power of the various groups
of workers and of the public agencies which employ them.
They will have to be planned in accordance with notions
of social justice and expediency, and not fought over in
industrial conflict or settled exclusively by the forces of
supply and demand.

Costs, therefore, will be affected by collective decisions
about rent, interest on capital, and remuneration of
services of different types, and the prices which correspond
to costs of production will be the resultants of these
decisions. But prices so determined, no less than prices
settled in any other way, will accurately reflect the real
costs of production in terms of the resources and the effort
used up in providing each commodity, in accordance
with the relative valuations set by the society on the services
performed by the various factors. Prices thus cstabhs}!cd
will confront the consumers as objective facts, to which
they will be able to adjust their purchases so as to extract
as much satisfaction as they know how out of their Imutgd
incomes. Morcover, consumers’ choice, acting freely in
relation to this objective price-structure, will be able to
exert its influence on supply ; for the planning of pméu&
tion will be continually reacting to consumers’ behaviour
by expanding the supply of goods for which there is an
active demand, and reducing supplics of things that the
consumers appear to want less of. The planners, moreover,
will be in as good a position as possible both for estimating
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the probable effects on demand of raising or lowering
particular prices and for working out the effects on unit
costs of expanding or contracting the output of particular
things, No ¢ theory of value * can give any help towards
the making of wise judgments in such matters ; all that
is needed is adequate statistical information and tolcrable
common sense.

To some of my readers this may be a disappointing
conclusion ; for some of them may fecl that socialist
Economics ought to differ much more momentously from
capitalist Economics than I have made out. But surcly
it will be agreed, by those who reflect, that the differences
go deep enough. The essential difference indeed lies
in the socialist refusal to accept the view that labour is a
commeodity, to be priced in the market like any other at
what it will fetch. This doctrine is in fact tenable only
on the assumption, which non-socialist economists often
tacitly make, of a reserve of labour unable to obtain
regular employment ; for where conditions of full employ-
ment exist, and are guaranteed as a matter of public
policy, the possibility of settling wage-rates by the *law
of the market’ is in practice no longer open. Instead
of a number of employers bargaining for labour against
a much larger number of workers, in a situation which
loads the- dice against the workers because of their lesser
power of endurance, there arises a situation in which
nationally owned or controlled industries and services
have to bargain with Trade Unions possessing 2 monopoly
of most kinds of skilled labour, in circumstances which
no longer allow the threat of starvation to be held over
the worker’s head, except by the deliberate action of the
State, Under such conditions, though bargaining may
continue as the normal method of adjusting wage-rates,
there is bound to be in the background some sort of
cnllgctivc determination of what is deemed to be fair.

Situation in which the total sum available for paying
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out as income and the prices to be charged for the various
kinds of goods and services are alike subject to control
by a general planning authority cannot leave wages
uncontrolled ; for, if the total to be paid out is fixed, onc
group can get more only at the expense of others.

As long as human productive power continues to fall
short of what is needed to satisfy all human desires for
the products of human effort, some pricing of goods and
services will be the best way of safeguarding individual
freedom to choose between alternative forms of satis-
faction. But the price system of a socialist economy will
rest, not on the arbitrariness of the market, but on a
structure of costs embodying socially determined valua-
tions of the rewards due to the various producers and also
of the charges to be made for the use of land and capital
employed in production. The making of these valuations
will be a task of social judgment—the more, not the less,
valid because it will exclude, on the one hand, the ex-
ploitation of the producers by private owners of the
means of production and, on the other, the treatment of
human labour as a commodity to be priced as if it were a
sack of potatoes or a yard of cloth. Socialist Economics
arc human Economics, taking as their foundation the
human claims of individuals as producers and as consumers
and not the alleged ¢ law * of 2 market dominated by the
private appropriation of the means to human welfare.
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etical foundations of their beliefs,
and are in danger of falling into
mere Keynesian Liberalism, plus
a dash of socialisation, and of
mistaking the mixture for an
economic theory of Socialism.

In a previous book, The Means
to Full Employment, Professor
Cole attempted to state the differ-
ence between Keynesian and
Socialist applied economics within
a narrower field. The present
volume goes deeper, and brings
out the ethical foundations on
which the economics, as well as
the politics, of democratic Socizl-
ism are bound to rest,

The book should be studied by
specialists, such as Labour M.P.s
and others, who arte catled upon to
explain not only this or that
particularaspect of Socialist policy,
but the entire economic philosophy
on which particular Socialist
measures are based. It should also
be studied by opponents of Social-
ism, who wish to have aclear notion
of the case they are called upon
to meet. But over and above these
priialint, plics, cwrrar Win
wishes to understand the theory
which underlies the current »- licies
of democratic Socialism will find
the book of absorbing interest. To
the best of our knowledgc, notlung

of the Mind'at present exM
-



