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PREFACE

THE work presented here as a Report on Full Employment in a
Free Society is a sequel to the Report on Social Insurance and Allied
Services which I made to His Majesty’s Government in November,
1942. In that Report I named three assumptions of the Plan for
Social Security proposed in it, namely a system of children’s
allowances, a comprehensive health and rehabilitation service, and
maintenance of employment. If Social Security is defined as security
for the individual, organized by the State, against risks to which
the individual will remain exposed even when the condition of the
society as a whole is as good as it can be made, both children’s
allowances and medical treatment are parts of Social Security. Both
of these assumptions were dealt with to some extent in my Report,
and proposals were made for realizing them. The third assumption,
of maintenance of employment and prevention of mass unemploy-
ment, was not dealt with there, and no proposals as to how it could
be realized were made. Measures to maintain employment are not
part of Social Security as defined above; they are measures of
general application to make the economic condition of society as
a whole healthy. I now complete, so far as I can, the work which
I began with my earlier Report.

That earlier Report was prepared by me, at the request of His
Majesty’s Government, as Chairman of an Inter-Departmental Com-
mittee, on which all the other representatives were civil servants.
Some seven months after the Committee had been appointed, it was
decided by the Government that, in view of the issues of high policy
which would arise, the departmental representatives should hence-
forth be regarded as my advisers and assessors, and that the Report
when made should be my Report, signed by me alone, so that the
departmental representatives would not be associated in any way
with the views and recommendations on questions of policy which
it might contain. No one else, therefore, had or has any responsibility
for what I said in that Report. At the same time it could not possibly
have been made by me, except with the help of the departmental
representatives, and without having at my disposal the whole
resources of the Government for investigation and consultation.
In the Report itself, I expressed my debt to the departmental repre-
sentatives as strongly as I could, without appearing to associate them
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in any way with responsibility for the views expressed, which were
mine alone. On other occasions I am glad to have 'been able to
express this debt more generously and more fully:

“There is another remark often made about the Beveridge
Report—and that is that the Report is a one-man Report. Now,
it is true that the Report is signed by one man only—myself—
so that I am the only person that can be hanged for it. No one
else can be brought to book for anything whatever that is said
in it. No one else is committed to it. But it is not true that the
Report was made, or could have been made, by one man sitting
and thinking and studying by himself. I had sitting with me
a Committee representing all the Departments concerned with
the problems under consideration—all the best experts in the
Government service—and very good experts they are.. They
acted as a Committee in examining witnesses, in discussion and
in criticism. They acted as my technical advisers. Without their
help in all these ways the Report would have been a very
different and much inferior document. I alone am responsible
for all that it proposes, just as a Minister alone is responsible
for everything that is done in his Department. I was like a
temporary Minister for devising this particular piece of post-war
reconstruction ; I could not have done the job otherwise.”?

Only this help and, beyond it, my unrestricted recourse to all the
information possessed by the Government made it possible for me,
not merely to enunciate general principles, but to suggest the frame-
work of a complete plan which, if accepted, could be used as the
basis of legislation.

The present Report is made under different circumstances.
Regarding it as a sequel to the earlier Report, I should naturally
have been ready to deal with it on the same lines, if that had been
the wish of the Government—to make a survey and proposals on
my own responsibility but at the request of the Government and
with all the help that they could give me. Such a survey could have
covered both stages of the problem—demobilization and the per-
manent structure—in one continuous programme. Since this pos-
sibility was not open to me, the present Report is made by myself
as a private citizen, and with ohly such resources as could be made
available to a private citizen during the war. This has two con-
sequences. First, the Report is much inferior to what it would have

1 Speech at the Caxton Hall, grd March, 1943, printed in The Pillars of
Security, pp. 140-1 (George Allen & “Unwin, 1943).
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been had I been able to draw, in the same way as for the original
Report, upon the resources of the Government. I can only hope that
the gap between what I have been able to do as a private citizen
and what I did before with the advantages normally reserved for
Ministers, will not be too glaring. Second, the present Report is more
limited in scope than it might otherwise have been. It does not deal at
all with demobilization. It is concerned not with what should happen
when total war ends, in order to bring about a smooth transition
from war to peace, but with endeavouring to suggest the structure
of peace-time industry and economics to which the transition should
be made, with a view to preventing any return of mass unemploy-
ment. Even for that narrower purpose I should have welcomed any
help that the Government had felt able to give me, by way both of
expert criticism of my proposals and of information on questions
of fact rather than of Government policy. I could have made my
own proposals more concrete in many ways—more of a Plan and
less of an outline of policy. But the main basis for constructing a
better economic system in the next peace than we had in the last
peace is to be found, not in the facts of war, but in the study of
conditions before the war. On that study, with special reference
to unemployment, I was engaged when the war broke out and for
most of the first year of war. Part II of this Report and Appendix A
are based mainly on this former research; that Appendix began as
a paper to be read at the bi-centenary of the University of Penn-
sylvania in September 1940.

Nevertheless, though made by myself in a wholly private capacity,
the Report on Policy for Full Employment is no more a one-man
affair than was the Plan for Social Security, in the sense that it was
made or could have been made by one man sitting and thinking
and studying by himself. So far as was possible in the difficult cir-
cumstances of the war, I reproduced for myself in this new enquiry
the technical assistance which I had obtained from the Government
Departments in the first enquiry. I have had continual consultations
with economists outside the Government Departments, some of whom
have read and criticized nearly all that I have written ; from them
I have taken arguments, similes, phrases without number. I have
examined memoranda written by many others, and I have discussed
the more important of these memoranda with the persons or
organizations submitting them. Finally, taking advantage of my
association with the Nuffield College and with the admirable series
of conferences in connection with the College, organized originally
by Mr. G. D. H. Cole, I have submitted most of my proposals in
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draft to scrutiny by gatherings widely representative of business, of
public administration, of labour organisations and of economic
science; the exposition in Part VI of the three conditions of multi-
lateral trade between nations is the fruit of one of these conferences.
The new Report remains, like the old one, a document for which
no one can be hanged except myself, but it is not one which I could
have produced myself, without the cordial and helpful co-operation
of many others.

One practical difference—of timing—arises out of the different
circumstances in which this Report and my earlier Report were
prepared. After I had signed my earlier Report on the 20th Novem-
ber, 1942, by a notable effort of printing the Government were able
to publish both the Report and Appendices and its companion
volume of Memoranda from Organizations, altogether not far short
of 400,000 words, within a fortnight, on 1st December; they took
steps to make an American edition available at similar breakneck
speed. The present Report I completed substantially and sent to
the printer on 18th May, 1944 but I have no idea when it will
see the light. Meanwhile, the Government have published a White
Paper on Employment Policy. That cannot be dealt with in any
way in the body of my Report, and has not led to any change in
the Report, but forms the subject of a postscript.

It is at the request of those who have helped me most, that I do
not thank any of my helpers by name, taking freely what they have
given freely towards better understanding of our common problems.
To one part only of what is written here by another than myself,
it has seemed appropriate to attach the name of the author. To my
Report on Social Insurance and Allied Services, there was appended
a Memorandum by the Government Actuary on the financial aspects
of my proposals. So to the present Report is attached in Appendix C
a Memorandum by Mr. Nicholas Kaldor on the Quantitative
Aspects of the Full Employment Problem in Britain. Mr. Kaldor’s
figures, naturally, are more speculative than those which could be
given by the Government Actuary in 1942 for Social Insurance.
They are hardly, I think, more speculative than the actuarial esti-
mates that were made at the introduction of the first limited scheme
of unemployment insurance in 1911 or by the Government Actuary
at the time of the extension of unemployment insurance in 1920.
They are not nearly as visionary as the hopes of those who trust to
establishing full employment by leaving things alone. For those who
use figures, the Policy for Full Employment can be made most easily
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intelligible by figures, such as are given by Mr. Kaldor. But the
policy does not stand or fall by those figures. It stands on its argu-
ment—on the need and on the possibility of intelligent flexible
planning with means of adjustment to changing circumstances.

Though naming no other helpers, it would be inappropriate for
me not to record, in memory of my long and happy association
with the administrators of Labour Exchanges and Unemployment
Insurance, the indispensable help given to me by the Ministry ot
Labour, before this war and in the opening year of the war. The
diagnosis of unemployment in Part II and a large part of Appendix A
on the International Trade Cycle rest on information, much of it
not previously published, which was placed at my disposal from
official sources.

I have pleasure in recording the help given to me by the Institute
of Statistics at Oxford by statistical computation and by preparing
the charts which appear in this Report. The Institute has done much
to keep alive independent expert study of economic phenomena
during the War. Many of the difficult economic problems briefly
noticed in this Report are the subject of special study in a volume
on the Economics of Full Employment prepared by members of the
Institute and published (B. H. Blackwell, Oxford) almost simul-
taneously with the Report. .

I thank my three friends to whose generosity I owe the material

means of making my investigation and preparing its results for
publication.

The text on my title page I owe to my wife. It comes from the
account given by Charlotte Bronté, in the second chapter of Shirley,
of the hand-loom weavers who one hundred and twenty-five years
ago were being driven into unemployment and miserable revolt by
the introduction of knitting frames. “Misery generates hate. These
sufferers hated the machines which they believed took their bread
from them; they hated the buildings which contained the machines;
they hated the manufacturers who owned the buildings.”

This text is my main text. The greatest evil of unemployment is
not physical but moral, not the want which it may bring but the
hatred and fear which it breeds. So the greatest evil of war is not
physical but spiritual, not the ruin of cities and killing of bodies,
but the perversion of all that is best in man’s spirit, to serve purposes
of destruction, hate, cruelty, deceit and revenge. .

There is another passage in Skirley, describing in Chapter 8
a conversation between a workman and an employer, which illus-
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trates another leading theme of what is written here. “Invention
may be all right,” says the workman, “but I know it isn’t right for
poor folks to starve. Them that governs mun find a way to help
us. . . . Ye'll say that’s hard to do—so much louder mun we shout,
then, for so much slacker will t’Parliament men be to set on a
tough job.” “Worry the Parliament-men as much as you please,”
replies the employer, “but to worry the mill-owners is absurd.” To
look to individual employers for maintenance of demand and full
employment is absurd. These things are not within the power of
employers. They must therefore be undertaken by the State, under
the supervision and pressure of democracy, applied through the
Parliament men.

" The problems dealt with in the present Report are more difficult
than those of the earlier Report. My proposals cannot be set out
without the use of technical terms and close argument; economics
is a science, not a business of hit and miss. The justification for my
proposals cannot be given except by use of statistical data such as
occupy Part II and the various Appendices. Those who are content
to accept the brief summary of results from these data which appears
in Part I can pass from that part direct to Part III and need not
proceed to the Appendices. I have endeavoured to free the argument
of needless difficulties. I have made the use of indispensable technical
language as painless as possible by giving in Appendix D an explana-
tion of terms.

The problems dealt with in the present Report, while technically
difficult, are of vital importance to every citizen. I have given in
this volume both proposals and the facts and arguments on which
they rest. I have endeavoured to make the main results accessible
to all, by summarizing them for early publication in a pamphlet
with the same title.

But I hope that as many people as possible will desire to under-
stand and to criticize the argument and the data on which it rests.
Unemployment cannot be conquered by a democracy until it is
understood by them. Full productive employment in a free society
is possible but it is not possible without taking pains. It cannot be
won by waving a financial wand; it is a goal that can be reached
only by conscious continuous organization of all our productive
resources under democratic control. To win full employment and
keep it, we must will the end and must understand and will the

means. .
W. H. BEVERIDGE

June 1944



Part I

INTRODUCTION AND SUMMARY

Relation of the Two Reports (paras. 1-2). The Meaning of Full Employment
(paras. 3-7). The Purpose of Employment (paras. 8-g). Preservation of
Essential Liberties (paras. 10-18). Diagnosis of Unemployment (paras. 19-29).
Diagnosis of War (para. 30).

The Nature of a Full Employment Policy (paras. 31~5). Local and Quali-
tative Adjustment (paras. 36-7). International Implications (paras. 38-43).
The State and the Citizen (paras. 44—7). Plan for Social Security—Policy

for Employment (paras. 48-50).
t

RELATION OF THE TWO REPORTS

1. THE Report on Social Insurance and Allied Services which I
presented to His Majesty’s Government in November, 1942, takes
freedom from Want as its aim, and sets out a Plan for Social Security
to achieve this aim. Want is defined as lack of income to obtain
the means of healthy subsistence—adequate food, shelter, clothing
and fuel. The Plan for Social Security is designed to secure, by a
comprehensive scheme of social insurance, that every individual, on
condition of working while he can and contributing from his
earnings, shall have an income sufficient for the healthy subsistence
of himself and his family, an income to keep him above Want,
when for any reason he cannot work and earn. In addition to
subsistence income during interruption of earnings, the Report
proposes children’s allowances to ensure that, however large the
family, no child need ever be in Want, and medical treatment of
all kinds for all persons when sick, without a charge on treatment,
to ensure that no person need be sick because he has not the means
to pay the doctor or the hospital.

2. The Report which I now present is a sequel to my earlier
Report, in that it is concerned with what was named in that Report
as one of the assumptions of Social Security: the assumption that
employment is maintained, and mass unemployment prevented. But
it is more than a sequel. Maintenance of employment is wanted for
its own sake and not simply to make a Plan for Social Security work
more easily. The new Report takes as its aim freedom from Idleness
and sets out a Policy for Full Employment to achieve that aim.
Choice of the term Idleness has two implications. Idleness is a
different word from unemployment; freedom from Idleness secured

B
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by full employment does not mean that there must literally be no
unemployment at all. Idleness is not the same as Want; it is a
positive separate evil from which men do not escape by having an
income. These two implications must be examined in turn.

THE MEANING OF FULL EMPLOYMENT

3. What is meant by “full employment,” and what is not meant
by it? Full employment does not mean literally no unemployment ;
that is to say, it does not mean that every man and woman in the
country who is fit and free for work is employed productively on
every day of his or her working life. In every country with a variable
climate there will be seasons when particular forms of work are
impossible or difficult. In every progressive society there will be
changes in the demand for labour, qualitatively if not quantitatively;
that is to say, there will be periods during which particular indi-
viduals can no longer be advantageously employed in their former
occupations and may be unemployed till they find and fit themselves
for fresh occupations. Some frictional unemployment! there will
be in a progressive society however high the demand for labour.
Full employment means that unemployment is reduced to short
intervals of standing by, with the certainty that very soon one will
be wanted in one’s old job again or will be wanted in a new job
that is within one’s powers.

4. Full employment is sometimes defined as “a state of affairs
in which the number of unfilled vacancies is not appreciably below
the number of unemployed persons, so that unemployment at any
time is due to the normal lag between a person losing one job and
finding another.”® Full employment in this Report means more
than that in two ways. It means having always more vacant jobs
than unemployed men, not slightly fewer jobs. It means that the
Jjobs are at fair wages, of such a kind, and so located that the un-
employed men can reasonably be expected to take them; it means,
by consequence, that the normal lag between losing one job and
finding another will be very short.

5. The proposition that there should always be more vacant
jobs than unemployed men means that the labour market should

1 See Explanation of Terms in Appendix D. -

* This definition is taken from the Nuffield College Statement on Employment
Policy and Organization of Industyy after the War. The Statement adds that full
employment in this sense “cannot be completely attained so long as there exist
structural maladjustments needing to be put right.”
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always be a seller’s market rather than a buyer’s market. For this,
on the view of society underlying this Report—that society exists
for the individual—there is a decisive reason of principle. The
reason is that difficulty in selling labour has consequences of a
different order of harmfulness from those associated with difficulty
in buying labour. A person who has difficulty in buying the labour
that he wants suffers inconvenience or reduction of profits. A person
who cannot sell his labour is in effect told that he is of no use.
The first difficulty causes annoyance or loss. The other is a personal
catastrophe. This difference remains even if an adequate income is
provided, by insurance or otherwise, during unemployment; idle-
ness even on an income corrupts; the feeling of not being wanted
demoralizes. The difference remains even if most people are un-
employed only for relatively short periods. As long as there is any
long-term unemployment not obviously due to personal deficiency,
anybody who loses his job fears that he may be one of the unlucky
ones who will not get another job quickly. The short-term unem-
ployed do not know that they are short-term unemployed till their
unemployment is over.

6. The human difference between failing to buy and failing to
sell labour is the decisive reason for aiming to make the labour
market a seller’s rather than a buyer’s market. There are other
reasons, only slightly less important. One reason is that only if
there is work for all is it fair to expect workpeople, individually and
collectively in trade unions, to co-operate in making the most of all
productive resources, including labour, and to forgo restrictionist
practices. Another reason, related to this, is that the character and
duration of individual unemployment caused by structural and
technical change in industry will depend on the strength of the
demand for labour in the new forms required after the change.
The greater the pace of the economic machine, the more rapidly
will structural unemployment! disappear, the less resistance of
every kind will there be to progress. Yet another reason is the
stimulus to technical advance that is given by shortage of labour.
Where men are few, machines are used to save men for what men
alone can do. Where labour is cheap it is often wasted in brainless,
unassisted toil. The new lands empty of men are the homes of
invention and business adventure in peace. Stimulus to labour
saving of all kinds is one of the by-products of full employment in war.

7. The full employment that is the aim of this Report means
more vacant jobs than unemployed men. It means something else

1 See Explanation of Terms in Appendix D.
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as well. If there were 2 million chronically unemployed men in
Britain and 2} million vacant jobs-which they could not or would
not fill, there would be more vacant jobs than unemployed men,
but to call this state of affairs “full employment” would be mockery.
It is not enough to say that there must be more vacant jobs than
idle men—more or about as many. It is also necessary to be sure
that the number unemployed, or rather the duration of unem-
ployment in the individual case, is not excessive. Full employment,
in any real sense, means that unemployment in the individual
case need not last for a length of time exceeding that which can be
covered by unemployment insurance without risk of demoraliza-
tion. Those who lose jobs must be able to find new jobs at fair
wages within their capacity, without delay. This means that the
demand for labour and the supply of labour are related qualitatively
as well as quantitatively. The demand must be adjusted to the
kind of men available or the men must be capable of adjusting
themselves to the demand. In the light of the facts of unemployment
set out in Part II, it is clear that the qualitative and local adjustment
of demand for labour and supply of labour has to be approached
from both ends, that of demand and that of supply. The demands
must not only be sufficient in total but must be directed with regard
to the quality and the location of the labour that is available. The
labour supply must be capable of following the changes of demand
that are inseparable from technical advance.

THE PURPOSE OF EMPLOYMENT

8. Idleness is not the same as Want, but a separate evil, which
men do not escape by having an income. They must also have the
chance of rendering useful service and of feeling that they are doing
so. This means that employment is not wanted for the sake of
employment, irrespective of what it produces. The material end of
all human activity is consumption. Employment is-wanted as a
means to more consumption or more leisure, as a means to a higher
standard of life. Employment which is merely time-wasting, equiva-
lent to digging holes and filling them again, or merely destructive,
like war and preparing for war, will not serve that purpose. Nor
will it be felt worth while. It must be productive and progressive.
The proposals of this Report are designed to preserve all the essential
springs of material progress in the community, to leave to special
efforts its rewards, to leave scope for change, invention, competition
and initiative.
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9. In so far as room is left for change and for freedom of move-
ment from job to job, room is left for some unemployment. The aim
of this Report is expressed in numerical terms in paragraph 169 as
a reduction of unemployment to not more than g per cent, as com-
pared with the 10 to 22 per.cent experienced in Britain between
the wars. But though the Report assumes the continuance of some
unemployment and suggests a figure of 3 per cent, it is the essence
of the proposals made in the Report that this 3 per cent should be
unemployed only because there is industrial friction, and not because
there are no vacant jobs. For men to have value and a sense of
value there must always be useful things waiting to be done, with
money to pay for doing them. Jobs, rather than men, should wait.

PRESERVATION OF ESSENTIAL LIBERTIES

10. The labour market in the past has invariably, or all but
invariably, been a buyer’s market rather than a seller’s market,
with more unemployed men—generally many more unemployed
men—than unfilled jobs. To reverse this and make the labour market
always a seller’s rather than a buyer’s market, to remove not only
unemployment but the fear of unemployment, would affect the
working of many existing institutions. It would change and is
meant to change fundamentally the conditions of living and working
in Britain, to make Britain again a land of opportunity for all.
There are some things in Britain which neither full employment
nor the means of achieving it should be allowed to change.

11. The Report, as its title indicates, is not concerned simply
with the problem of full employment. It is concerned with the
necessity, possibility and methods of achieving full employment in
a free society, that is to say, subject to the proviso that all essential
citizen liberties are preserved. The precise effect of the proviso
depends on the list of essential citizen liberties. For the purpose of
this Report they are taken as freedom of worship, speech, writing,
study and teaching; freedom of assembly and of association for
political and other purposes, including the bringing about of a
peaceful change of the governing authority; freedom in choice of
occupation; and freedom in the management of a personal income.
The proviso excludes the totalitarian solution of full employment
in a society completely planned and regimented by an irremovable
dictator. It makes the problem of full employment more complex
in many ways, of which four call for special notice.

12. First, in a free society the governing authority is liable to be
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changed at short intervals by peaceful methods of political organi-
zation and voting. There must be reasonable continuity of economic
policy in spite of such changes of government. The mfic.hmery of
government, while responsive to general changes of opinion, must
be resistant to “lobbies”—that is to say, organized sectional pres-
sures. .
13. Second, freedom of association for industrial purposes raises
the issue of wage determination. Under conditions of full erx}ploy-
ment, can a rising spiral of wages and prices be prevented if col-
lective bargaining, with the right to strike, remains absolutely free?
Can the right to strike be limited generally in a free society in
peace-time?

14. Third, freedom in choice of occupations makes it harder to
ensure that all men at all times are occupied productively. It makes
it impossible to retain men forcibly in particular work or to direct
them to it with the threat of imprisonment if they refuse to go.
One assumption underlying this Report is that neither the Essential
Work Order nor the powers of industrial direction which have been
found necessary in war should be continued when the war is over.
In Britain at peace the supply of labour cannot be adjusted by
decree to the demand for labour; it can only be guided by economic
motives. From another angle, freedom in choice of occupation
raises also the issue of industrial discipline. Under conditions of full
employment, if men are free to move from one employment to
another and do not fear dismissal, may not some of them at least
become so irregular and undisciplined in their behaviour, as to
lower appreciably the efficiency of industry?

15. Fourth, freedom in the management of a personal income
complicates the problem of full employment from another side. If
men cannot be forced to buy just what has been produced, this
means that the demands for labour and its products cannot be
fitted forcibly to the supply. There may be continual changes in the
kinds of things on which consumers want to spend their money,
that is to say, in the quality of consumers’ outlay.! There may be
changes also in its quantity. For freedom in the management of a
personal income includes freedom to decide between spending now
and saving?! so as to have the power of spending later. A totalitarian
regime, even if it used money and price and wage differentials to
stimulate and guide individual activity, might abolish freedom of
saving. It might retain from the national income of each year that
portion which it needed for investment,? i.e. for the sustenance of

! See Explanation of Terms in Appendix D,
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persons engaged in making instruments and materials of further
production, and might issue to consumers money which, like ration
coupons, could not be saved for spending later. In a free society
individuals must be allowed to plan their spending over their lives
as a whole.

16. Many of the points thus briefly noted will be discussed more
fully in Part V, in dealing with the imternal implications of a full
employment policy. Here it is sufficient to say that none of these
freedoms can be exercised irresponsibly. Perpetual instability of
economic or social policy would make full employment and any
other social reforms futile or impossible. Bargaining for wages must
be responsible, looking not to the snatching of short sectional
advantages, but to the permanent good of the community. Choice
of occupation means freedom in choosing between occupations
which are available; it is not possible for an individual to choose
to be an Archbishop of Canterbury, if that post is already filled by
another. Work means doing what is wanted, not doing just what
pleases one. All liberties carry their responsibilities. This does not
mean that the liberties themselves must be surrendered. They must
be retained.

17. In all the respects named, and possibly in some others, the
problem of maintaining full employment is more complicated in a
free society than it would be under a totalitarian regime. From one
complication of some historic importance the problem, as posed
here, is free. The list of essential liberties given above does not
include liberty of a private citizen to own means of production and
to employ other citizens in operating them at a wage. Whether
private ownership of means of production to be operated by others
is a good economic device or not, it must be judged as a device.
It is not an essential citizen liberty in Britain, because it is not and
never has been enjoyed by more than a very small proportion of the
British people. It cannot even be suggested that any considerable
proportion of the people have any lively hope of gaining such
ownership later.

18. On the view taken in this Report, full employment is in fact
attainable while leaving the conduct of industry in the main to
private enterprise, and the proposals made in the Report are
based on this view. But if, contrary to this view, it should be shown
by experience or by argument that abolition of private property in
the means of production was necessary for full employment, this
abolition would have to be undertaken.
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DIAGNOSIS OF UNEMPLOYMENT

19. The meaning and purpose of full employment and the
limiting conditions under which it is aimed at in this Report have
now been stated. The methods to be adopted depend on diagnosis
of the evil to be cured. The Report on Social Insurance and Allied
Services began with a diagnosis of Want. The present Report takes
as its starting-point a diagnosis of unemployment. Part II, on “Un-
employment in Peace,” sets out, first, the facts of uncmployment

. before the first World War and between the wars, and second, some
of the theories of employment and unemployment by which econo-
mists have explained these facts. It combines facts and theories in
a concluding section on “The New Face of Unemployment”
(paragraphs 137—44). The broad results of this diagnosis are as
follows :

20. The volume of unemployment at any time in any community
depends upon factors of three kinds: on the factors determining the
quantity of the effective demand? for the products of industry; on
the factors determining the direction of the demand; and on the
factors determining the manner in which industry responds to the
demand. There will be unemployment if effective demand is not
sufficient in total to require use of the whole labour force of the
community. There will be unemployment if effective demand,
though adequate in total, is misdirected, that is to say, is demand
for work of a kind which cannot reasonably be performed by the
available labour, or in a place to which the available workmen
cannot reasonably be expected to move. There will be unemploy-
ment if industry is so organized, that in meeting effective demand it
carries excessive reserves of labour standing by to meet local and
individual variations of demand, or if there are obstacles which
prevent labour from following changes in demand.

21. In Britain, throughout the period between the two wars, the
demand for labour was seriously deficient in total in relation to the
supply. Large parts of the country experienced chronic mass unem-
ployment (paragraphs 75-82). No part of the country had demand
for labour exceeding the supply except possibly for particular classes
of labour for a few months at the top of each cyclical fluctuation.?
In 1937, which was the top of a cyclical fluctuation, representing
therefore the best that the unplanned market economy could do,
there were in Britain 1§ million unemployed, more than 10 per

1 See Explanation of Terms in Appendix D.



INTRODUCTION AND SUMMARY 25

cent of the labour force. There were not in the busiest month of
1937 more than a few thousand unfilled vacancies at the employ-
ment exchanges, that is to say there were always many times as
many unemployed men as vacant jobs (paragraph r13). In most
of the other years between the wars unemployment was much
greater than in 1937.

22. The demand for labour was not merely inadequate but mis-
directed. If the demand as a whole had been so much greater
quantitatively as to equal the supply as a whole, but had been
directed locally in the same way, that is to say, preserving the same
proportions between the different regions of Britain, this demand
would have failed to abolish unemployment; there would have been
large numbers of unfilled vacancies and of men who could not or
would not move to fill them, and could not reasonably be required
to do so. No doubt a high demand of this nature would have reduced
unemployment by drawing more people away from the depressed
areas to the relatively prosperous areas, but it would have done this
only at the cost of still greater housing and transport congestion in
the prosperous areas, and of still greater breaking up of families,
destruction of communities and waste of social capital in the dis-
tressed areas. Deficiency of demand and misdirection of demand
are two independent evils. A much higher demand than the actual
demand, misdirected in the same way, would have left much unem-
ployment untouched. On the other hand, the same total demand
directed evenly to all parts of the country, while it would have
avoided some of the social evils of concentrated unemployment,
would have left the same total of unemployment spread evenly
throughout the country. The evil of misdirection lay in the demand
being directed to the wrong places rather than in its being directed
to the wrong industries. The great changes that did, in fact, occur
in the numbers following different industries between the wars show
that the labour supply is more fluid as between industries than it is
between localities (paragraphs 78-9 and 110-12). It is easier for
men and women to change their occupations and it is much easier
for boys and girls to choose their first occupations, with reference
to the demand in particular industries, than it is for workpeople of
any age to move their place of residence. For some people age and
family ties make movement almost impracticable. Leaving home
in pursuit of new occupations is often a tonic in individual cases,
but is a poison if taken in large quantities,.involving destruction
of communities.

23. The organizational factors in unemployment, which were the
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main theme of my first study before the first World War, continued
between the wars, bringing about heavy unemployment in particular
industries irrespective of the state of demand. The working of these
factors and in particular the disorganization of the labour market,
is illustrated by the high unemployment rates! in particular industries
persisting through good times and bad times alike in spite of a
rising demand (paragraphs 63-7) ; by the over-stocking with labour
of the building industry, which between 1924 and 1937 simultaneously
increased its employment by a half, and doubled its unemployment
(paragraph 109): by the chronic 30 per cent of unemployment in
dock and harbour service (paragraphs 107-8).

24." Of the various factors in unemployment named above,
deficiency of total demand is the most important. It is true that in
one sense there is no demand for labour as a whole because every
demand is specific: for a person of a particular quality and sex
to do particular work in a particular place. In the same sense, there
is no supply of labour as a whole; there are only persons of different
sexes, ages and mental and physical capacities, in different places,
with varying degrees of specialization and adaptability and varying
degrees of attachment to the places in which they are. This is true
and the existence of friction in the labour market as a factor in
unemployment must never be forgotten. But it is also true that the
separate demangs for labour in each industry and place at any
moment add up to a total which in comparison with the total
number of separate persons seeking employment at that moment
may be relatively high or relatively low. This relation of total demand
to total supply is the most important single element in the problem.
It affects the position in every industry, without exception, whatever
the special circumstances of the industry may be, because depression
in one industry reacts upon other industries in two ways. It reduces
directly or indirectly the demand for the products of these industries.
It increases the number of people seeking employment in them, in
relation to the demand. The excessive pressure during depressions
to enter other industries which are least affected by it is amply
illustrated by the facts set out in paragraphs 71-3.

25. Before the first World War the adequacy of the total demand
for labour, except in times of recurrent depression through cyclical
fluctuation, was generally taken for granted. The problem of unem-
ployment presented itself as a problem, on the one hand of organizing
the labour market so as to shorten the intervals between jobs and
to “de-casualize” the casual occupations, and on the other hand

1 See para. 54 and Explanation of Terms in Appendix D.
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of mitigating cyclical fluctuation; "this was generally supposed to
be a monetary phenomenon susceptible of cure by banking policy.
After the first World War unemployment in Britain was materially
-greater than anything experienced before, probably on an average
two and a half times as severe as in the thirty years up to 1914
(paragraphs go-2 and Appendix B, Section 3). The adequacy of
total demand could 110 longer be taken for granted ; the new economic
theories taught that there was no automatic mechanism for keeping
supply of labour and demand for labour painlessly in equilibrium
(paragraphs 120-1).

26. The unemployment experienced in the United States between
1930 and the outbreak of the second World War was also materially
greater than anything experienced before (paragraph 188 and
Table 16). In Britain two factors were at work:

(a) drastic reduction of overseas demand which, through failure
of the market economy to develop any compensating home
demand, led to chronic structural unemployment during
almost the whole period between the two wars;

() The cyclical depression which followed 1929 and though
less severe in Britain than in the United States was more
severe than most previous depressions.

The exceptional unemployment of the United States cannot be
attributed to any outside factor such as failure of overseas demand ;
the depression in the United States was intensified and prolonged
by the actions taken by other countries to deal with their difficulties,
but to a large extent these were a natural consequence of the
depression itself and would be repeated in similar conditions.

27. The Great Depression of 1931-32 was in itself of the same
type as previous depressions. Although more severe than anything
previously experienced and though its effects in Britain were in-
creased by structural unemployment due to the secular decline of
overseas demand, the cyclical movement from 1929 to 1938 is a
lineal descendant of the successive fluctuations which have brought
insecurity to all advanced industrial countries with an unplanned
market economy ever since industry took its modern form (para-
graph 100 and Appendix A). So far as the United States is con-
cerned, there is no reason for confidence or even for hope that the
economic system which produced this depression, if left to itself, will
fail to reproduce similar depressions in future. So far as Britain is
concerned, while there was after the first World War a special factor
of failure of overseas demand, there is equally no assurance that
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other special factors will not recur and if added to cyclical fluctuation
will produce intolerable unemployment.

28. Though it is clear that unemployment between the two wars
in Britain and in America was worse than it was before the first
World War, we are not in a position really to say how bad things
were before 1914 because there is no full record. Three facts, how-
ever, are certain. First, that in five years out of every six during the
last thirty years before the first World War, the demand for labour
generated in the British economy was deficient in relation to the
supply (paragraph 56). Second, that cyclical fluctuation in Britain
in the second quarter of the nineteenth century, though affecting
a smaller proportion of the population, was in itself almost as violent
as between the two wars (paragraph A 28 in Appendix A). Third,
that shifting in the location of industry produced structural unem-
ployment in Britain before the first World War of the same type,
though not so serious in scale, as that experienced between the two
wars (paragraphs 93—4).

29. While the main evil of unemployment is in its social and
human effects upon the persons unemployed and upon the relations
between citizens, the purely material loss of material wealth involved
in it is serious. If the unused labour resources of Britdin between the
two wars could have been brought into use it would have been
possible without any further change to increase the total output of
the community by approximately one-eighth (paragraph 170).

ANALYSIS OF WAR ECONOMY

30. The diagnosis of peace conditions in Part II leaves no doubt
as to the central weakness of the unplanned market economy of the
past; its failure to generate sufficient steady demand for its products,
with local misdirection of demand and disorganization of the
labour market as subsidiary weaknesses, all issuing in unemploy-
ment. The repeated experience of war is that unemployment dis-
appears. The conditions under which this happens include notorious
interference with liberties that are essential for peace—by rationing,
by direction of labour, by prohibition of withdrawal of labour in
disputes. But the examination of full employment in war that is
made in Part III suggests that these interferences arise from the
special character of the war objective and its urgency, and are in
no way essential to full employment. The examination shows that
the supposed distinction between the destructive occupations of those
who fight and the productive occupations of the civilian population



INTRODUCTION AND SUMMARY 29

is unreal : both classes are required for vital purposes. The experience
of war is relevant to peace: that unemployment disappears and that
all men have value when the State sets up unlimited demand for
a compeiling common purpose. By the spectacular achievement of
its planned economy war shows also how great is the waste of
unemployment. Finally, war experience confirms the possibility of
securing full employment by socialization of demand without
socialization of production. With that the way is opened for out-
lining in Part TV a Policy for Full Employment in Peace.

THE NATURE OF A FULL EMPLOYMENT POLICY

g1. As unemployment has three distinct sources, action against
unemployment must be taken on three lines—of maintaining at all
times adequate total outlay ;! of controlling the location of industry;
of securing the organized mobility of labour. The first of these is the
main attack: the others are subsidiary—mopping-up operations.
Employment depends on outlay, that is to say on the spending of
money on the products of industry; when employment falls off, this
means that someone is spending less; when employment increases,
this means that in total more is being spent. The first condition of
full employment is that total outlay should always be high enough
to set up a demand for products of industry which cannot be satisfied
without using the whole man-power of the country: only so can the
number of vacant jobs be always as high as or higher than the
number of men looking for jobs. Who is to secure that the first
condition is satisfied? The answer is that this must be made a respon-
sibility of the State. No one else has the requisite powers; the con-
dition will not get satisfied automatically. It must be a function of
the State in future to ensure adequate total outlay and by con-
sequence to protect its citizens against mass unemployment, as
definitely as it is now the function of the State to defend the
citizens against attack from abroad and against robbery and violence
at home. Acceptance of this new responsibility of the State, to be
carried out by whatever Government may be in power, marks the
line which we must cross, in order to pass from the old Britain of
mass unemployment and jealousy and fear to the new Britain of
opportunity and service for all.
. 32. Assuming that this decision has been taken, the outline of a
Policy for Full Employment is set out in Part IV. The essence of the

1 See Appendix D and paras. 175-9 in Part IV for explanation of the
term “outlay.”
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Policy is the setting up of a long-term programme of planned outlay
directed by social prioritics and designcd to give stability and expan-
sion to the economic system. The main instrument of the Policy is
a new type of Budget. The programme is not concerned simply with
public outlay—undertaken directly by the State or by local autho-
rities, In a free society the greater part of the total outlay on which
employment depends will be the spending of their personal incomes
by privatc citizens. In a society which preserves a large measure
of private enterprise in industry, a substantial part of the total outlay
will take the form of private business investment. The State, though
in a free society it does not seek to control the spending of private
citizens, either in amount or in direction, can influence their
spending—cannot indeed avoid influencing it by taxation and other
forms of fiscal policy. The annual Budget, therefore, is an instrument
not only for determining public outlay, but also for influencing
private outlay.

33. The long-term programme outlined in Part IV covers outlay
of all kinds, under each of five heads. There is communal outlay
on non-marketable goods and services, including defence, order, free
education, a national health service, roads, drains, and other public
works. There is public business investment in industries now under
public control or which may be brought under it hereafter, increasing
the sector of enterprise in which investment can be expanded
steadily. There is private business investment; here through a new
organ—described as a National Investment Board—the State, while
preserving private enterprise, can, by appropriate measures, co-ordi-
nate and steady the activities of business men. There is private con-
sumption outlay—the largest head of the five; this can_ be both
increased and steadied by State action in re-distributing income,
by measures of Social Security, and by progressive taxation. There
is a new head—described as joint consumption outlay—under which
the State takes the initiative by placing collective orders—for food,
fuel and perhaps other necessaries—with a view to re-selling them
later to private consumers at a price which may at need be lowered
by a subsidy. Under this last head the State can influence both
the amount and the nature of private outlay, while still Jeaving
it free.

34. The novelty of the new type of annual Budget will lie in two
things: first, that it will be concerned with the income and expen-
diture of the community as a whole, not only with public finance;
second, that it will take the man-power of the country as a datum
and plan outlay to that datum rather than by consideration of
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financial resources. The Minister introducing the Budget, after
estimating how much private citizens may be expected to spend
on consumption and on investment together under a condition of
full employment, must propose public outlay sufficient, with the
estimated private outlay, to bring about that condition, that is to
say to employ the whole man-power of the country. This is the
cardinal principle. It-leaves unsettled the question of how the means
are provided to meet this outlay—in particular the division between
taxation and borrowing—and the question of the purposes to which
outlay is directed—including the division between public and private
outlay or between consumption and investment. These and other
questions are examined in Part IV, where it is shown that there are
several alternative routes to full employment. The best route at any
time depends on the circumstances of the time.

35. A long-term programme of planned outlay does not mean an
invariable programme. It will be adjusted continuously to changing
circumstances by the annual Budget. Its whole character may change
gradually, with rising productivity or changing views of social justice.
The guiding principle is that of social priorities—of putting first
things first. Different societies or the same society at different times
may take different views of what comes first, that is to say of what
are the most urgent needs. On the view taken in this Report, the
most urgent tasks in Britain, once war is over, are, on the one hand,
the making of a common attack on the giant social evils of Want,
Disease, Ignorance and Squalor, and on the other hand, the re-
equipping of British industry, whether in private or public hands,
with new and better machinery to ensure a steady increase in the
standard of life; industry for this purpose includes agriculture. It
is to these tasks that the productive resources of the nation should
first be directed, as they become disengaged from total war. These
are the common tasks for what is described in this Report as the
reconstruction period, perhaps 20 years long, that should follow
the transition period, perhaps of two years after total war ends,
through which we pass from war to peace; as progress is made with
these tasks, new needs will come to the fore and new aspirations
will have play. In attacking the four giant evils named above, we
shall reduce also the evil of Inequality, at the points where it is
most harmful. But when that attack has reached its objectives, it
will still be desirable and may appear the best route to full employ-
ment to take continuing measures towards a more equitable distri-
bution both of material resources, so that they are spent in place of
being saved, and of leisure, so that leisure replaces unemployment.
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LOCAL AND QUALITATIVE ADJUSTMENT OF LABOUR DEMAND AND SUPPLY

36. The Policy for Full Employment set out in Part I'V, in addition
to its main feature of adequate total outlay, includes two subsidiary
measures—controlled location of industry and organized mobility
of labour. The first of these is required in the main for reasons other
than prevention of unemployment: to deal with the Giant Squalor,
that is to say with the evils of congestion, over-crowding, ill-health,
bad housing, and destruction of urban and rural amenities alike,
which are described in the Report of the Royal Commission on the
Distribution of the Industrial Population. But need to prevent local
misdirection of demand for labour, and the unemployment that
may result from it, is an additional reason for this control. It is
better, and less of an interference with individual lives, to control
business men in the location of their enterprises than to leave them
uncontrolled and require workpeople to move their homes for the
sake of employment. Control by the State of location of industry
is the alternative both to the compulsory direction of labour and to
the making of distressed areas. For this new function, a new organ
of the State is needed. Planning of Town and Country, Transport,
and Housing all hang together and should probably come under
the general supervision of a Minister of National Development.

37. The other subsidiary measure is organized mobility of labour,
not mobility as such. Naming it does not imply a view that under
a full employment policy work-people will constantly need to shift
their homes or occupations. On the contrary, most of them will be
able to enjoy more stability than ever before. Much fruitless un-
guided wandering in search of work will come to an end. The
industries which, by practising casual employment, have in the past
accumulated and relied on excessive reserves of under-employed
labour, will find this impossible under full employment in peace,
as they have found it impossible in war. Whether or not the use of
the employment exchanges is made compulsory for all classes of
vacancies, it should be compulsory in respect of all persons under
eighteen, so that the flow of adaptable youth into industries may
be wisely directed. Changes in the demand for labour are inseparable
from progress, that is to say from the raising of the standard of life.
Organized mobility means that if and when change is necessary,
men and women shall be willing to change their occupations and
their places of work, rather than cling to idleness. It does not mean
perpetual motion,
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INTERNATIONAL IMPLICATIONS

38. The international implications of a full employment policy
form the subject of Part VI of the Report. The vital importance of
her overseas trade to Britain requires no emphasis. Britain, in order
to maintain any tolerable standard of living, must have certain
imports, and after this war, must be able to export more goods in
order to pay for those imports, since she has had to sell in the early
part of the war many securities representing former investment over-
seas, which brought imports in payment of interest, and since the
earnings of British shipping will for a time at least be seriously
reduced. Britain must have imports and exports up to a certain
minimum, in order to live; she should endeavour to develop her
international trade as far as she can, in order to live better. This
does not mean, however, that Britain should delay to adopt a policy
of full employment at home, until the attitude of other countries
to international trade and the best form which that trade can take
are known. On the contrary, the greatest service that Britain can
render to other countries, as to herself and to the development of
international trade, is forthwith to adopt a policy of full employ-
ment at home, making it clear that, for her, overseas trade is a
means of raising the standard of life of all countries by fair exchange,
and is not a device for exporting unemployment. Once this is clear,
Britain should co-operate with other countries in bringing about as
much international trade as possible on as free a basis as possible,
and should be ready to enter into the widest scheme of international
clearing and currency, which has good prospects of permanence.

39. But the prospects for any such scheme depend less on the
technical details of the scheme than on the economic policies of the
countries taking part. The argument set out in detail in Part VI
of the Report leads to the conclusion that any plan for uncontrolled
multilateral trading! between any group of countries can be per-
manent and work smoothly, only if each of the countries accept
three conditions: first, of pursuing an internal policy of full employ-
ment suited to its special circumstances ; second, of taking or assenting
to all the measures necessary to balance its accounts with the rest
of the world, and avoiding want of balance, whether by way of
excess or deficiency; third, of displaying reasonable continuity and
stability in its foreign economic policy, in respect particularly of the
control of trade by tariffs, quotas or other means. The first of these

1 See paras. 311—13 for explanation of the terms ‘“‘multilateral trade” and
“bilateral trade”.

c
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conditions does not mean that failure of a particular country to
maintain full employment should lead to its immediate or lasting
exclusion from the international trading system. But it does mean
that a country which aims at full employment, in making plans for
international trade, should take into account not merely the external
but also the internal economic policies of other countries and their
prospects of stability, and should retain the right to protect itself
against the contagion of depression by discrimination in trade and
by other measures. It is shown in Part VI that giving this power
of protection against the contagion of depression, cannot make the
ultimate condition of the depressed country worse.

40. Restoration of the widest possible measure of multilateral
trading on the three conditions named above, should be the prime
objective of British policy. If, as may well prove possible, a world
wide system of multilateral trading is not attainable or is not imme-
diately attainable, the next best course for Britain will be a regional
system of multilateral trading, embracing those countries which can
accept the conditions named above. The third alternative available
to ensure a minimum of imports, without which the British standard
of living cannot be maintained, is the making of bilateral agreements
with particular suppliers who will also be customers for British
exports. In one way or another there is no doubt that the problem
of obtaining the necessary minimum of international trade for Britain
can be solved. A full employment policy for Britain must be framed
in alternatives, and Britain must retain freedom to adopt the second
or third best alternative, if the first cannot be secured.

41. The necessity for Britain to have substantial overseas trade
means that employment in Britain will be subject to fluctuations of
overseas demand. Steps can be taken and all possible steps should
be taken in co-operation with other nations to diminish these
fluctuations. The new facts as to the international trade cycle set
out in Appendix A to the Report and summarized briefly in para-
graphs 96101 suggest that to stabilize the production and marketmg
of primary commodities, that is to say, food and raw materials, is
an essential step foi preventing fluctuation in industrial countries.
But whatever be done to diminish fluctuations in overseas demands
some fluctuation is certain to continue. The full employment policy
of Britain must and can contain measures for varying home demand
to meet variations of overseas demand.

42. The international implications of full employment have
another aspect than that of the overseas trade of Britain. The Report
made here is first and foremost a Report for Britain, and the par-
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ticular policy proposed is a policy for Britain. But the central prob-
lem attacked in the Report, is the same as that which faces all
advanced industrial communities which desired to win security of
employment for their citizens, while preserving the democratic
liberties of the citizens. Above all, the problem -for Britain is in
fundamentals the same as that which faces the greatest industrial
community in the World—the United States of America. For Britain
and for America the essential citizen liberties that must be preserved
at all costs are substantially the same. The experience of recurrent
insecurity through cyclical fluctuation of trade for at least a
hundred years is broadly the same. The cxpcricnce of the devas-
tating unemployment and waste of men, in the last decade before
the war, is the same in kind, however it may differ in degrce or
detail. The experience of mutual dependence of different nations
that has been brought home so forcibly to all who are willing to
face facts, by the Great Depression of the nineteen-thirties, should
become a driving force to co-operation for mutually supported
prosperity in future. The details of a full employment policy in the
United States might be different from that which is suggested for
Britain here. But the principle of the proposals is applicable to the
United States as to Britain, that it must become the responsibility
of the supreme organ of the community, the National Government,
to ensure at all times outlay adequate for full employment. This is
consistent with leaving the actual conduct of production and the
giving of employment mainly or wholly to private enterprise, that
is to say in the hands of undertakings working for profit, and tested
by their success in yielding profit. But, unless outlay is maintained,
mass unemployment cannot be prevented; free institutions may be
imperilled in any country to which mass unemployment returns.
43. Finally, though the present Reportisfirst and foremost a Report
for Britain and is concerned with what Britain should do in her own
borders, to set her house in order, this does not imply any narrow view
of Britain’s place in the world, or of her responsibilities to other
nations. It implies no ignorance of the urgent duty that will lie
upon Britain, as upon any other country which escapes wholly or
largely the physical devastation of the common war, to contribute
with all her strength, and seeking no reward, to the early restoration
of less fortunate regions. More than that, Britain, though no longer
holding or desiring the unique position which once she occupied
as the leading industrial country of the world, is still a country of
high standards of production and consumption. She has still, there-
fore, the responsibility of learning how, in future, to spread pros-
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perity in place of depression, and of helping.tc'J promote industrial
development and the raising of standards of h\tm‘g, not only among
her own people but among other peoples. This is not forgotten in
the Report. But Britain cannot fulfil her responsibilities abroad, and
cannot be a good neighbour to other nations, unless at home she

is busy, productive and contented.

THE STATE AND THE CITIZEN

44. Full employment cannot be won and held without a great
extension of the responsibilities and powers of the State exercised
through organs of the central Government. No power less than that
of the State can ensure adequate total outlay at all times, or can
control, in the general interest, the location of industry and the use
of land. To ask for full employment while objecting to these exten-
sions of State activity is to will the end and refuse the means. It is
like shouting for victory in total war while rejecting compulsory
service and rationing. In this Report, the new functions and powers
of the State are emphasized because they are essential. This does
not mean that the end can be reached through such powers alone.
The underlying principle of the Report is to propose for the State
only those things which the State alone can do or which it can do
better than any local authority or than private citizens either singly
or in association, and to leave to these other agencies that which,
if they will, they can do as well as or better than the State. The
Policy for Full Employment is a policy to be carried through by
democratic action, of public authorities, central and local, respon-
sible ultimately to the voters, and of voluntary associations and
private citizens consciously co-operating for a common purpose
which they understand and approve. The proposals in this Report
preserve absolutely all the essential liberties which are more precious
than full employment itself. They respect and are designed to
preserve many other liberties and institutions which, though not
equally essential, are deeply rooted in Britain.

45. The proposals imply, for instance, no weakening of local
Government, no supersession of local authorities in their present
field. The State must do some new things and exercise some controls
which are not now exercised by anyone. It will set up the programme
of planned outlay for attack on social evils and ensure the means to
meet that outlay. But a large part of the execution of the programme
—in health, housing, education and other fields—and the adjusting
of the programme to local conditions will be a function of local
rather than of central Government.
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46. The proposals involve, again, no general change in the control
or organization of industry, either on the side of management or
on that of labour. They assume an expansion of the sector of industry
under direct public control, but it remains a sector. The policy
outlined here is put forward as something that could work and yield
full employment, even though the greater part of industry continued
to be conducted by private enterprise at private risk. Undoubtedly
the achieving of full employment would affect the working of many
industrial institutions and raise many issues; making the labour
market a seller’s in place of a buyer’s market is a revolution which
gives a new turn to every problem. Some of the most important
issues, such as industrial discipline, determination of wages, deter-
mination of prices, treatment of monopolies and price associations,
are discussed in Part V among the internal implications of full
employment. The general conclusion is that the degree of liberty
in such matters which can be left to agencies independent of the
State, without imperilling the policy of full employment, depends
on the responsibility and public spirit with which those liberties
are exercised. There is no reason to doubt that that responsibility
and public spirit will be forthcoming.

47. On the general issue of public ownership as against private
enterprise in industry, the provisional conclusion reached in Part V
is that the necessity of socialism, in the sense of nationalization of
the means of production, distribution and exchange, in order to
secure full employment, has not yet been demonstrated. This implies
no judgment on the general issue between socialism and capitalism,
which remains for debate on other grounds. It does not mean that
the problem of full employment and the problem of the control of
industry are in no way connected ; they are connected in many ways.
It means only a judgment that it would be possible to obtain full
productive employment under conditions of private enterprise.
Whether it would be easier or more difficult to obtain this under
conditions of national enterprise and whether there are other reasons
for socialism, it is not necessary here to decide. The problem of
maintaining demand on the productive resources of the country so
that they are employed productively in meeting human needs arises
whether industry itself is controlled by profit-seeking individuals or
by public authorities. It is also to a large extent the same problem
in both cases. The policy outlined in this Report is suggested as
something that could and should be accepted by people who differ
profoundly as to the ultimate control of industry or as to the nature
of social justice.
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PLAN FOR SOCIAL SECURITY—-POLICY FOR EMPLOYMENT

48. In the Report on Social Insurance and Allied Services, I set
out a Plan for Social Security. The present Report sets out not a
“Plan” but a “Policy” for Full Employment. The difference of
wording is due, in part, to the different circumstances in which the
two Reports have been prepared, one with all the help that His
Majesty’s Government and all the departments under their control
could give me, and the other without that help. With the same help,
this second Report could have dealt with many practical details
which are now omitted from it.

49. But the difference of wording, between “Plan” and “Policy”
does not arise simply or mainly from differences in the conditions
under which the two Reports were prepared. It reflects also a
fundamental difference between the problems to be solved. Social
Security today can be made the subject of a definite Plan and of
legislation to give effect to that Plan. It lies wholly within the power
of each National Government; once a decision has been taken to
abolish Want by comprehensive unified social insurance as the
principal method, once a few issues of equity between older and
newer contributors have been settled, the rest is administrative and
actuarial detail: the Plan should be as definite as possible, so that
every citizen, knowing just what he may expect from social in-
surance, can plan his personal spending and saving to suit his special
needs.

50. Prevention of Idleness enforced by mass unemployment is a
different task. Detailed legislation is neither needed nor useful. It
is a problem of adjusting State action to the free activities of the
citizens of that State and to the policies of other States. It involves
one large decision of principle—acceptance by the State of a new
responsibility to the individual—and the setting up of an agency
of the State with powers adequate for the discharge of that respon-
sibility. But the course which that agency should pursue cannot be
laid down in advance. As is said in concluding Part IV of this
Report, pursuit of full employment is not like the directed flight
of an aircraft on a beam; it is a difficult navigation, in which a
course must be steered among shifting, unpredictable, and to a large
extent, uncontrollable currents and forces. All that can be done is
to sec that the pilot has the necessary controls, and an instrument
board to tell him when and how to use the controls. It is necessary
also that the pilot should always have the will to use the controls
by which alone he can reach his destination.
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INTRODUCTION

51. This part of the Report cannot help being long. In the last
forty years, since the passage of the Unemployed Workmen Act of
1905 gave statutory recognition to distress through unemployment
that could not be left for general relief under the Poor Laws, Britain,
in endeavouring to deal with unemployment, has acquired for the
first time comprehensive accurate information about the problem.
The next step is to use that information for prevention, not merely
as a guide to relief or palliation. For that purpose, a review of the
facts of unemployment, as they have now for the first time become
available, is indispensable. The review made here begins with
a survey of unemployment in Britain, as it appeared before the first
World War and particularly in the diagnosis made in 1909 by the
Royal Commission on the Poor Laws and Relief of Distress. It
proceeds to a survey, very different in some ways, similar in other
ways, of unemployment between the wars; it attempts a statistical
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comparison of the relative severity of unemployment before and
after the first World War. More important than this is the detailed
analysis of unemployment, by industries, by localities and in other
ways, based on the data provided by unemployment insurance. Only
by such analysis is it possible to judge the relative importance, as
factors in unemployment, of the general level of demand, of the
direction of demand, of the methods of industry, and of occupational
or local obstacles to movement of labour. Only by such analysis can
the economic causes and the social consequences of unemployment
be understood.

52. One part of the analysis of facts, dealing with the special
problem of cyclical fluctuation, is set out separately in an Appendix.
The length of this study of the International Trade Cycle, its statis-
tical techniques, its use of data other than those of unemployment
and, to some extent, the novelty of its conclusions, make this course
convenient. The argument of this study, summarized in paragraphs
g96-102 below, is that there are elements in cyclical fluctuation
—first suggested by an analysis of British unemployment statistics—
which have hitherto been neglected. There are facts which suggest
that “one of the inner secrets of the trade cycle is to be found, not
in bankers’ parlours or in the board rooms of industry, but on the
prairies and plantations, in the mines and oil-wells.”’?

53. With growing knowledge of the facts of unemployment,
acquired through practical dealing with unemployment, has gone
much hard thinking and theorizing by economists. The review of
facts in the first section is followed by a review of theories in the
second section, and then by a third section, showing how facts and
theories converge to demonstrate the need for action and the kind
of action that is needed. The new face of unemployment in Britain,
as in the United States, is grimmer than the old face. But un-
employment to those who will face the facts and examine the theories
is no longer a hopeless mystery. The time has eome for deciding
to let action follow understanding.

Secrion I. FACTS OF UNEMPLOYMENT

UNEMPLOYMENT BEFORE IQI4

54. Before the first World War, the most valuable and the only
continuous record of facts about unemployment in Britain was that

1 See para. A 42 in Appendix A.
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supplied by trade unions giving out-of-work pay to their members
when unemployed. The trade union returns, at their highest before
1914, covered less than a million workpeople nearly all of whom
were skilled men, but they represented a considerable variety of
occupations. The returns were made monthly and gave both the
total membership and the members unemployed, making it possible
to obtain the percentage of the membership unemployed in each
union, in all the unions in a particular industry, and in all unions
taken together. From these returns a general percentage of unem-
ployment was calculated and is available for each month from 1888
to 1926 ; by a special enquiry whose results were published in 19o4,1
the Board of Trade, at that time the Government Department
responsible for labour questions, were able to calculate annual
unemployment percentages for a number of unions as far back as
1851. Out-of-work pay developed first in the engineering, ship-
building and metal industries, which were particularly liable to
violent fluctuation, so that the early figures related mainly to these
industries, while other industries came into the returns gradually;
engineering, shipbuilding and metals accounted for about three-
quarters of the total membership covercd by the returns in 1860-70
and about two-fifths in 1904. In order to keep the figures, so far as
possible, on the same basis throughout, the Board of Trade used, as
the most general indication of level of unemployment, the mean of
the percentage for the engineering, shipbuilding and metal industries,
and of the percentage for all other industries taken together; they
described this as the “corrected” unemployment percentage. This
corrected percentage is available for each year from 1856 to 1926
and is used here for all general purposes.? The percentage of unem-
ployment in a particular union, or all unions, or any other group
of employees will be described in future as the unemployment rate
for the group.

1 Memoranda on British and Foreign Trade and Industry (Second Series), 1904
(Cd. 2337).

2 A table on pp. 68—9g of the 21st Annual Abstract of Labour Statistics gives
general uncorrected percentages of unemployment in the trade unions for each
month from 1888 to 1926, and annual uncorrected percentages weighted by the
numbers covered by the returns in each trade for each year from 1881 to 1926.
It shows the total membership of the unions reporting rising from 140,000 in 1881
to a pre-war maximum of 922,000 in 1913, rising further to 1,608,000 in 1920
and relapsing to 833,000 in 1926, when the returns were discontinued. There is
not in most of the period covered by this table any great difference between the
corrected and the uncorrected general percentages. From 1883 to 1913 both
corrected and uncorrected percentages have the same average of 4-8.
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55. Subtracting the unemployment rate for any group of em-
ployees from 100 gives a percentage which may be described as the
employment rate, because it shows what proportion of every 100
men available for employment in that group were actually in
employment at any time. The general employment rate derived in
this way from the trade union returns is given in Table 22 in
Appendix A for each year from 1856 to 1926, and is represented
graphically in Chart I. This Chart shows employment fluctuating
continually up to the first World War, in a succession of waves of
unequal length. The crests of the waves, apart from the exceptional

Chart 1
EMPLOYMENT RATE IN BRITISH TRADE UNIONS 1856 —1926
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boom of 1872, are at about g8, representing 2 per cent of unem-
ployment. The troughs, apart from the exceptionally severe depres-
sion of 1879 with more than 10 per cent of unemployment, are usually
at about g2, representing 8 per cent of unemployment. As is shown
in Appendix A (paragraph A6), this trade union employment rate,
in spite of its narrow basis, represents with a high degree of accuracy
the course of industrial activity in Britain and is of fundamental
importance for the study of the trade cycle forming the subject of
that Appendix. The curve on Chart I shows in its latter portion the
practical disappearance of unemployment during the first World
War (noted in paragraph 145), the high level of employment
during the immediate aftermath of war in 1919-20 (noted in
paragraph 375), and finally the catastrophic decline of employment
and its lower general level from 1921 onwards (examined in para-
graphs go—4).

56. Here two general points as to unemployment before the first
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World War call for notice. The first point is that unemployment,
even in the years of greatest activity, never disappeared completely:
after 1874 it did not in any year fall below 2 per cent. This applies
not only to the general unemployment rate but also to the rates for
each of the main groups of industries covered by the returns: it
applies though each of these groups was growing more rapidly than
the population as.a whole.? The second point is that in most years
employment was appreciably below the maximum of the best years.
From 1856 to 1913 the general unemployment rate was below 2} per
cent only in 14 years out of the 58, that is to say in about one year
out of four. During the last four complete cyclical fluctuations from
1883 to 1913 it was as low as that only in five years out of g1, that
is in one year out of six.

57. Though the trade union returns furnish the only continuous
statistical record of unemployment in Britain before the first World
War, they do not represent by any means all that was known of the
facts of unemployment in those days. A contribution of fundamental
importance was made by the Majority and Minority Reports of the
Royal Commission on the Poor Laws and Relief of Distress, which
was appointed as one of the last Acts of the Conservative Govern-
ment of 1905, and reported in February 19og, to the Liberal
Government which had succeeded to office.? Though the Commis-
sion of eighteen members presented two complete and separate
Reports, the diagnosis of the problem in each Report was the same,
and the remedies proposed were largely the same. The Reports
agreed, first, in recognizing the reality of unemployment, in spite
of the facts that the demand for labour on the whole kept pace with
the supply, and that the standard of living rose continuously. “Not
only is there cyclical dislocation which recurrently reduces the
demand for labour and issues either in general short-time, as in
collieries and the cotton trade, or in workers of all classes and grades
being thrown out of employment altogether, but, going on all the
time—never disappearing and only intensified by bad times—there
is this normal under-employment of casual workers. . . .3 The
Reports agreed in emphasizing, as the most serious factor in the
problem, the practice of casual engagement of labour, and the

1 In Unemployment (1909), p. 69, I gave particulars as to the irreducible mini-
mum of unemployment even in rapidly growing industries.

2 In this account of the two Reports of the Royal Commission on the Poor
Laws and Relief of Distress I have drawn freely on Chapter XII of Unemployment
(1930), in which I described “The Policies of 1909.”

3 Majority Report, Part VI, para, 202.
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resulting under-employment. The Majority Report introduced the
subject in a distinct section under the heading: “The New Problem:
Chronic Under-employment”; they made a special analysis of dock
labour as a leading case of casual employment; and they described
casual labour, in this and other forms, as the greatest single cause
of the production of pauperism and distress. The Minority said the
same thing in almost the same words, when summing up the results
of the special investigations put in hand for the Commission. “The
outcome of these investigations was all the more impressive in that
it was not what we anticipated. We do not exaggerate when we say
that all these inquirers—numbering with their assistants more than
a dozen, starting on different lines of investigation and pursuing
their researches independently all over the kingdom—came, without
concert, to the same conclusion, namely that of all the causes or
conditions pre-disposing to pauperism, the most potent, the most
certain and the most extensive in its operation, was this method of
employment in odd jobs.”’!

58. In the study of unemployment which I made at that time,?
and which appeared almost simultaneously with the Report of the
Royal Commission, casual employment was treated as an acute case
of the tendency of each industry to accumulate and retain reserves
of labour greater than were needed to provide for local and indi-
vidual changes of demand. The Report of a Special Committee on
Unskilled Labour, appointed by the Charity Organization Society,
summed up the position in regard to London Docks, in the following
words:

“The central evil is the maintenance of a floating reserve of
labour far larger than is required to meet the maximum demands
of employers. This is brought about by the independent action
of the separate employing agencies each seeking to retain a
following of labour as nearly as possible equal to its own
maximum demand.”’3

On the analysis of unemployment made then, the men seeking
to live by casual work at the London Docks were to be regarded not
as extraneous to industry when unemployed, but as part of it,
responding to the demand for labour in the vicious demoralizing

1 Minority Report, Part 11, Ch. IV (C), p. 195.

3 Unemployment: A Problem of Industry (Longmans, Green & Co., 190g). The first
edition of this work is cited later as Unemployment (1909). The revised edition,
with a new second part, is cited as Unemployment (1930).

3 Cited at p. 92 of Unemployment (190g).
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form in which the demand was made. They were under-employed
rather than surplus; the victims of an indirect form of sweating;
proof of the potent attraction of the raffle. Men who would have
rejected as inadequate a weekly wage of 25s. could be kept hanging
about the riverside indefinitely on a gambling chance of getting
6s. a day on an average of two or three days a week.

59. But casual employment was not confined to dock and wharf
labour, and the under-employment of the casual industries was only
an acute case of the glutting of the labour market in each industry.
The strength of the tendency to keep excessive reserves of labour
varied from industry to industry, according to the numbers of
separate employers, the frequency of engagements, and the methods
of engaging men. In addition to casual occupations, like dock labour,
the tendency was strong in industries like building in which men
were continually being taken on and discharged as jobs began and
ended, without any attempt to organize their movement between
jobs. But the tendency was found to some extent in all industries.
My analysis of the reserve of labour and explanation of the “central
paradox” which made the labour market always a buyers’ market
rather than a seller’s market, was based largely on statistics of unem-
ployment in skilled trades.! The normal glutting of the labour
market sprang from disorganization of the labour market, from the
fact that long after exchanges had been established for every other
thing needing to be bought and sold, the prevailing method of
selling the most perishable and most essential good of all, the service
of human beings, continued to be the medieval method of hawking
it from door to door. The remedy for this evil was to replace the
hawking of labour by organization of the labour market through
employment exchanges, to shorten the passage from job to job in
every industry, to bring the recruiting of labour by each industry
into accord with its total requirements, to replace the large stagnant
under-employed reserves collected in the casual industries by small
mobile bodies of men adequately employed in working sometimes
at one place and sometimes at another. This was the argument that,
in one form or another, was put to the Royal Commission from
many sources and was accepted by them. The Majority and the
Minority Reports alike made the organization of the labour market
by a national system of labour or employment exchanges their prin-
cipal recommendation and the cornerstone of their policies for
dealing with unemployment. This recommendation, known to the
Government in advance, was accepted by them even before the

1 Unemployment (1909), pp. 70-6.
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Reports of the Commission were published. It led to the speedy
passage of the Labour Exchanges Act of 1g0g.

60. A further source of statistical information about unemploy-
ment came into being just before the first World War through the
introduction, under Part II of the National Insurance Act, 1911,
of the first limited scheme of compulsory unemployment insurance.
Both the Majority and the Minority of the Royal Commission had
realized that, whatever was done to reduce unemployment, some
unemployment must be accepted as inevitable and they had em-
phasized the value, as a means of preventing distress, of unemploy-
ment insurance as undertaken by the trade unions; in practice no
members of trade unions giving out-of-work pay were found among
the applicants for relief work under the Unemployed Workmen Act
of 1905, passed to assist the unemployed without affixing to them
the stigma of the Poor Law. Each of the Reports recommended,
though in different ways and somewhat tentatively, an extension
of unemployment insurance. The Government of the day went ahead
of these recommendations by introducing in 1911 compulsory un-
employment insurance in engineering, shipbuilding, construction
of vehicles, building and construction of works, and one or two
minor industries. By this measure—the first of its kind in the world—
unemployment insurance was extended beyond the skilled organized
classes covered by the trade unions. This limited scheme, covering
about 2} million workpeople, was in operation for nearly two years
before the first World War. Its working was described by the Board
of Trade, which administered labour exchanges and unemployment
insurance till the setting up of the Ministry of Labour in 1916, in
two Reports, one published and one unpublished.! These Reports
provide material for an interesting comparison between unemploy-
ment in 1913 and 1937, the peaks of cyclical fluctuation last pre-
ceding the first World War and the second World War respectively.
The comparison is made below in paragraphs g3-4 and Appendix B,
Section 3.

! The published Report (1913, Cd. 6965) covers the period from the passage
of the_National Insurance Act in December, 1911, to the end of the first Insurance
year in July, 1913. The unpublished Report covers the second Insurance year,
from July, 1913, to July, 1914, giving additional statistics for the whole period
since the passage of the Act, and deals also with the administration of the Labour
Exchanges. A copy of this Report has been made available to the students in
the Library of the London School of Economics and Political Science. It is
referred to below as “The Board of Trade Report, 1914.”
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UNEMPLOYMENT BETWEEN THE WARS

The General Level

" 61., After the first World War, the limited scheme of unemployment
insurance of 1911, which had received a slight extension in 1916,
was made general in 1920. Thereby continuous detailed records of
unemployment covering most of the population who live by employ-
ment became available. From the number of unemployment books
issued each July the Ministry of Labour is able to calculate for each
region and industry the number of insured persons ; from the number
of these books lodged during unemployment in order to claim benefit
or other advantages of the insurance scheme, it is able to give, for
each region and industry and for Britain as a whole, the number
unemployed and by combining the number insured and the number
unemployed, to calculate for each month and year an unemploy-
ment rate. This general unemployment rate for Great Britain and

Table 1
GENERAL UNEMPLOYMENT RATE, 1921-1938

Percentage Unemployed Percentage Unemployed
Year Great Britain Year Great Britain
Great Britain | and Northern Great Britain | and Northern
Ireland Ireland
1921 16-6 170 1930 15°8 16-1
1922 141 14°3 1931 211 21°3
1923 11°6 11-7 1932 21°9 22°1
1924 10°2 10°3 1933 19-8 19°9
1925 110 11+3 1034 16-6 167
1926 12:3 12°5 1935 15°3 15°5
1927 96 9'7 1936 129 13°1
1928 107 10-8 1937 10°6 10+8
1929 10°3 10°4 1938 12-6 12°9

for Great Britain and Northern Ireland is given in Table 1 for each
year from 1921 to 1938. Between the two wars, from 1921 to 1938,
the general unemployment rate in Great Britain and Northern
Ireland among persons insured under the general scheme of unem-
ployment, ranged from a minimum of just under ten to a maximum
of just over twenty-two and averaged 14-2. The employment rate
from 1921 to 1938, obtained by deducting this general unemploy-
ment rate from 100, is shown in Chart II. The later part of this
chart presents a graphic record of the course in the United Kingdom
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of the Great Depression which lowered the employment rate from
about go in 1929 to 78 in 1932; there came a recovery to about
90 again in 1937, after which a fresh downward move began, but
was interrupted by the second World War. These figures covered

Chart 11

GENERAL EMPLOYMENT RATE 1921~ 1938 (Creac Butan ond Northorn lreland)
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in July, 1939, just over 10 million men and boys and 4 million
women and girls. They exclude agricultural workers (insured under
a separate scheme since 1936), indoor domestic servants and a num-
ber of pensionable employments under public authorities and on the
railways.

62. The general unemployment rate, as given above, is a single
figure for each month or for each year in Great Britain as a whole.
This single figure covers a great variety of facts. “The persons
recorded as unemployed month by month are not homogeneous.
They are persons of different ages, sexes and capacities seeking
employment in different industries and districts; they have been
unemployed for widely differing periods of time and they stand in
different relations to the two schemes of insurance and assistance
established by the Unemployment Act of 1934. The beginning of
an understanding of the problem of unemployment is to break it
up.” This statement is taken from three articles giving “An Analysis
of Unemploymei(t,” published by myself in Economica between
November, 1936 and May, 1937. In these articles I broke up the
total of the unemployed by industries, by districts, by reference to
the duration of unemployment, by sex and age and in other ways.
It will be sufficient here, to give a briefer analysis by industries, by
localities, by duration and by ages. It is now possible to relate this
analysis mainly to the year 1937, and it is advantageous to do so.
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The year 1937 is of particular importance for the study of unem-
ployment and its causes, because it marks the top of the last cyclical
fluctuation.

Unemployment by Industries

63. The unemployment rate varies greatly from one industry to
another. Thus in October, 1937, the mean unemployment rate for
all industries taken together was 10-2, but the rates for individual
industries ranged all the way from 2 -8 in scientific instrument making
and 2-9 in electrical engineering to 23-0 both in shipping and in
port transport and 23-1 in jute. Very few of the 100 odd industries
into which the Ministry of Labour divides the insured population
had a rate at all close to the mean of 10-2; there was no predominant
rate applying to a large proportion of the industries. This is not
a result found only at that particular date. It would be found
whatever the date or period chosen. This appears from Table 33
in Appendix B which, for most of the 100 or so industries shown
separately in the Labour Gazette classification, gives the average
unemployment rates for the years 1924, 1929, 1932 and 1937. Three
of these years, 1924, 1929 and 1937 are chosen as having much the
same general level of unemployment, about 10 per cent; 1929 and
1937 are the crests of the last cyclical fluctuation, with 1932 as the
year of maximum depression between them. In each of the four
years there is a wide variation between industries and on the whole
the different industries keep their relative positions. Some industries
are characterized throughout by relatively low rates of unemploy-
ment and others by high rates. Over the ten years 1927-36 the
average rate of unemployment among insured males! ranged from
4°4 in tramway and omnibus service and 58 in tobacco to 32-1 in
port transport and 40-8 in shipbuilding. Ten per cent of unemploy-
ment in the first two industries would mean an unexampled depres-
sion; in the other two industries it would mean incredible prosperity.

64. Table 33 has another and still more important object, that
of determining how far there is any connection between the rate
of unemployment in an industry and changes in the effective demand
for labour in it. For this purpose another calculation made each
year by the Ministry of Labour is of importance. Deducting from
the numbers of insured persons, as shown by the exchange of unem-
ployment books, the numbers unemployed, the Ministry shows for

! Statistics relating to males only are used in this comparison as the recorded
_ unemployment among women in 1930 and 1931 was aﬂected by administrative
changes. (See para. B 14 in Appendix B.)

D
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each industry and district and for the country as a whole, the
numbers actually in employment in June of each year and expresses
those numbers as relatives,! that is to say as percentages of .thc
corresponding numbers in employment in June, 1924. These relatives
show the change in the effective demand for labour, industry by
industry, since 1924; they make it possible to set side by side with
figures showing these changes of employment the unemployment

Table 2

CHANGE OF EMPLOYMENT AND UNEMPLOYMENT IN CERTAIN GROUPS
OF INDUSTRIES (G.B. AND N.I)

Employ-
Insured anne Unexﬁgltozt‘mnt

ment
Group Toduserios | Yuty vos7 T agerof
(thousands) June 1924
1924 1937
Manufacturing Industries with Employ-
ment:
(i) Growing at more than twice
average rate .. .. 17 1618.5 178.5 8.9| 6.2
(ii) Growing at more than average
rate .. .. .. . 12 854.7 128.5 9.4 | 8.4
(iii) Growing at less than average rate 25 2231.6 111.5 | 12.1 7.6
(iv) Declining .. .. .. 19 1574.3 83.8 | 13.5 | 12.8
Service Industries . .. .. 7 3407.1 153.7 7.2 9.2
Building .. .. .. .. .. 1 1035.3 146.0 | 10.6 | 13.8
Coal Mining .. .. .. .. 1 868.4 60.0 5.7 | 14.7

* The figures in these columns are the means of the figures for separate industries
weighted by the numbers of insured persons in 1924 or 1937. Since the point of the
table lies in the experience of separate industries, use of the unweighted means in place
of one weighted by the number of persons in each industry might be the better course.
Unweighted means are given in the full table in the Appendix. Use of these, in preference
to the weighted means, while it would alter the wording of some of the comments made
here, would not change their substance. The unemployment rates both for 1924 and for
1937 are means of 12 monthly counts.

rates in each industry at the beginning and end of the period, in
1924 and 1937. In each of those two years the general unemployment
rate, taking all industries together, was much the same, while from
1924 to 1937 the effective demand for labour, taking together all
industries subject to general unemployment insurance rose by 20
per cent; that is to say, the number in employment at the later
date was 120 per cent of those in employment at the earlier date.
But different industries showed very different changes. In Table

1 See Explanation of Terms in Appendix D.
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33 the manufacturing industries are arranged in four groups:
(i) those in which the numbers in employment rose from June,
1924 to June, 1937 at more than twice the average rate of
20 per cent, i.e. rose by more than 40 per cent; (ii) those in which
these numbers rose between 20 per cent and 40 per cent; (iii) those
with an increase less than 20 per cent; and (iv) those with an actual
decline of employment. Summary figures for each of these groups
and for certain other groups are given below in Table 2.

65. It is obvious from Tables 2 and 33 that there is no close
relation between the growth of employment in an industry and the
rate of unemployment in it or the change in the rate of unemploy-
ment. Particular industries, like electrical wiring and contracting
and silk and artificial silk manufacture, combine spectacular growth
of demand—trebling or doubling their numbers in employment—
with increases in the rates of unemployment; other industries, in-
cluding marine engineering, shipbuilding, cotton, lace and pig iron,
all have less employment at the end of the period than at the
beginning and have also less unemployment. As appears from the
summary Table 2, the three groups of manufacturing industries
whose employment increased from 1924 to 1937 all had on an
average a reduction of unemployment rates, but the reduction was
greater in the third group where employment increased only 11-5
per cent than in the first group where it increased 785 per cent.
In the fourth group of declining industries taken as a whole, a
decrease of about one-seventh in the demand for labour left the
average rate of unemployment a little lower than before. But the
individual industries in this group show remarkable contrasts.
Industries with practically the same contraction of effective demand
for their products from 1924 to 1937, say hat and cap making and
marine engineering, have in one case a marked increase of the
unemployment rate—from 9-g to 14-2—and in the other case a
marked decrease of the unemployment rate—from 16-9 to 9-1. Two
textile industries—linen and lace—present a similar contrast; in
each of them demand for labour declined by about one eighth from
1924 to 1937, but, while in linen the unemployment rate rose from
10-6 to 18-5, in lace it fell from 18-0 to 8-9. These contrasts are
clearly related to the way in which the labour force in different
industries re-acted to depression, that is to say to the extent to which
those engaged in the industry sought employment elsewhere or
remained in the industry in hope of better times. Of the twelve
most severely contracted manufacturing industries, six—tin-plates,
hats and caps, linen, wool, textile bleaching and jute—show a
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marked increase of unemployment, while the other six—marine
engineering, lace, shipbuilding, cotton, pig iron, and carriage and
cart making—show a marked decrease of unemployment. In the
first six taken together a decline of about 15 per cent in employment
has been met by a reduction of only g per cent in the number of
insured persons and has involved a rise of the unemployment rate
from g-g to 14-3. In the other six a decline of about 23 per cent in
employment has been met by an even greater reduction of 28 per
cent in the number of insured persons, so that the unemployment
rate has fallen from 18:0 to 14-3. This contrast, set out in detail
in Table 34 in Appendix B, illustrates strikingly the fact that unem-
ployment depends not simply on the demand for labour but on the
way in which industry responds to changes in demand.

66. In addition to the manufacturing industries, Table 2 shows
a group of industries supplying services rather than goods, and
supplying them wholly or mainly to consumers. They are described
henceforth as service industries. These service industries combine
a rapid growth of demand for labour, by 54 per cent, with an actual
rise of the mean unemployment rate from 7-2 to 9-2. The building
industry has a similar experience; an increase of 46 per cent in the
demand for labour is combined with a rise of the unemployment
rate from 10:6 to 13-8; in this industry, while the demand for
labour rose by nearly a half in thirteen years, the number unem-
ployed nearly doubled. The last industry shown in Table 2 has a
different experience; in coal-mining a catastrophic fall in demand
has been accompanied by a catastrophic increase of unemployment.
This illustrates industrial friction from another angle; coal mining
stands apart from other industries and men do not leave it readily.

67. The facts given in Tables 2 and 33 and briefly reviewed in
the last paragraphs do not mean that there is no connection between
the rate of unemployment in an industry and the growth of effective
demand for labour in it. But the connection is slight and uncertain.
Manufacturing industries in the same group, that is to say with
similar experience in regard to the demand for their products, have
unemployment rates in 1937 ranging all the way from 2-8 to 113
in the first group, from 3-5 to 12-4 in the second group and from
3°6 to 148 in the third group. The dominant factor in determining
the rate of unemployment in each particular industry is not the rate
at which demand for labour in it is changing but the organization
of the industry. All carry some reserve of labour even at the top of
a cyclical fluctuation; in each of them the demand for labour may
grow and fresh labour be drawn in, while some labour is unem-
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ployed; in each of them the extent of the reserve varies according
to the organization of the industry. In concluding in 1909 the
opening chapter of my first study of unemployment, I expressed the
view that ‘““‘unemployment depends not so much on the volume of
industry as on the methods of industry, and while the methods
remain unchanged, will continue or recur, however the volume
grows.”? The detailed comprehensive record of unemployment
which has become available since those words were written leaves
no doubt as to the importance of the organization and methods of
each particular industry as a factor in unemployment. One of the
outstanding features of this record is the distinctive range and
character of unemployment in each particular industry. The total
of unemployment is built up of these particulars.

Unemployment Rates and Employment Volumes

68. That, however, is only one lesson of the figures just passed
in review. The paradox of the simultaneous growth of unemploy-
ment and of employment in particular industries calls for further
examination, for it has another lesson to teach. The paradox can be
examined in detail for the period between the two wars, because
from the information collected by the Ministry of Labour, it is
possible to show, for each separate industry in each year, both the
numbers unemployed (absolutely and in relation to the numbers
insured as an unemployment rate) and the numbers employed (that
is to say, the volume of employment). It is thus possible to see how
a cyclical fluctuation, such as that between 1929 and 1937, affected,
on the one hand, the numbers unemployed and on the other hand,
the volume of employment in each industry. For the reasons ex-
plained in Appendix B (paragraph B14), it is desirable, in relation to
this particular period, to use figures for males only, excluding those
for women and girls, which between 1929 and 1933 are affected by
administrative changes. Using the figures for males only and setting
out in parallel, on the one hand, the unemployment rates and, on the
other hand, the employment volumes for each industry from 1929
to 1937, two interesting points emerge.

69. The first point is that the relative severity of fluctuation in
particular industries, as shown by unemployment rates and by
employment volumes respectively, is by no means the same. Thus
in the group of industries concerned with instruments of production,
if unemployment rates are taken as the guide, shipbuilding appears
as the industry in which depression from 1929 to 1932 was least

1 Unemployment (1909), p. 15.
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severe, while electrical engineering appears as one of those in which
it was most severe. When, however, employment volumes are looked-
at, it becomes plain that the contraction of employment from 1929
to 1932 was greater in shipbuilding and less in electrical engineering
than in any other instrumental industry. In the textile group, to
take another instance, if the severity of the depression is judged by
unemployment rates, it was greatest in carpets and silk, and was
relatively slight in lace and linen. But, if it is judged by the volume
of employment, the depression was most severe in jute and cotton,
with linen suffering nearly as badly; the depression was relatively
slight in carpets.?

70. The second and for the present purpose more important
difference between unemployment rates and employment volumes
relates to the generality of cyclical fluctuation. If unemployment
rates are looked at, cyclical fluctuation appears in every industry.
Without any exception the unemployment rates for every industry
leap up from 1929 to 1930, and almost without exception they fall
year by year from 1932 to 1937. So soon, however, as we turn from
examining unemployment rates to examine employment volumes,
the universality of cyclical depression disappears. In some important
industries the employment volume, that is to say the effective demand
for labour, does not decline at all in the depression. This is shown
by Table 3 setting out for twelve particular industries the number
of males in employment in July of each year from 1929 to 1937,
expressed as relatives, that is to say as percentages of the number
in 1929. These twelve industries include all the seven service indus-
tries. Four of these seven show an unbroken rise of the effective
demand for labour in every year from 1929 to 1937; three show
rises broken by a trifling decline in one year only, followed by
renewed expansion. Apart from the service industries, the only
industry showing an unbroken rise from 1929 to 1937 is electrical
wiring and contracting. But electrical apparatus, printing, and
tobacco show rises broken only by a barely perceptible fall in a
single year, while artificial stone-making shows a substantial con-
traction in 1930 followed at once by rapid expansion. In all the
industries named, the effective demand for labour is higher in 1932,
the year of greatest general depression, than it is in 1929. Taken
together the twelve industries include a substantial proportion of
the whole field of employment, having in 1937 nearly a fourth of
all the insured males and nearly a third of all insured persons. Their

! The figures cited in this paragraph are not printed in this Report. They
will form the subject of a separate publication.
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experience emphasizes the fact discussed in Appendix A, that cyclical
fluctuation is predominantly a movement affecting industries which
make durable or instrumental goods.

71. Yet while the industries set out in Table 3 experience a con-
tinuous or nearly continuous expansion of demand for their products
or services from 1929 to 1937, they experience also in all cases an
increase in the numbers unemployed in them. Though the demand
for labour in these industries was growing, the supply was growing
even more rapidly. The explanation is obvious. To some industries
entry is made difficult by requirement of special skill, by trade
unionism, or by marked localization; they recruit labour only to
meet their demand and they are not subject to easy invasion from
other industries which happen to be depressed. On the other hand,
to some industries and particularly to the widely scattered service
industries entry is relatively easy. In times of depression they are
subject to invasion from other industries and they get more than
their share of juveniles. For the industries examined in Table 3
above, the process of invasion is shown statistically in Table 4 below,
which, for each of these industries, shows from 1929 to 1932 an
increase in the number of males employed and also a marked increase
in the number of males unemployed. In the twelve industries together
from 1929 to 1932, the number of males in employment rose by
139,000 while the number unemployed rose from 110,000 to 289,000
or nearly 200 per cent. Table 4 carries the story on to 1937—showing
employment rising rapidly from 1932 and unemployment falling,
but not to the level of 1929. Comparing 1937, as the last crest of
the cyclical fluctuation, with the preceding crest in 1929, employ-
ment of males in these expanding industries rose by 486,000 or about
a quarter, while unemployment rose by 96,000 or nearly go per
cent; there was some increase of unemployment in every industry.

72. The fact that certain industries continue to expand during
a cyclical depression does not mean that they are unaffected by
cyclical fluctuation. They are affected in twoi mportant ways. First,
growth of the demand for labour in these industries, though it may
not be stopped by the depression, is slowed down by it. The total
employment of males in the twelve industries shown in Table 4 rose
in the downward phase ! of the cycle from 1929 to 1932 only by
about 139,000, that is to say, at the rate of about 35,000 a year. In
the upward phase from 1932 to 1937 it rose by 347,000, or nearly
70,000 a year, that is to say about twice as fast. Second, the supply
of labour to these industries is affected in the opposite way, being

1 See Explanation of Terms in: Appendix D, under “cyclical fluctuation,”
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sharply increased during the downward phase of the cycle by
depression elsewhere. In the three years from 1929 to 1932 the
number of insured males in the twelve industries rose by 317,000
or at the rate of 106,000 a year; in the five years of the upward
phase of the cycle from 1932 to 1937 the increase was 264,000 or
53,000 a year, just half the rate in the downward phase. When,
through cyclical fluctuation, demand for labour in total is weak,
those industries which are least affected themselves are subject to
exceptional pressure of invasion from other industries and to excep-
tional recruiting of juveniles. If, as in the case of most of the indus-
tries shown in Table 4, they are also open industries, easy to enter
and widely dispersed, they take on additional men and boys in one
place while men are being dismissed in another place. In the result
the next boom leaves them, through over-recruiting, with more
unemployment than before. The general unemployment rate was
much the same in 1937 as in 1929, and on the whole most of the
industries kept at or near their characteristic rates of unemployment.
But cyclical fluctuation had done something to spread unemploy-
ment from the industries violently affected by it to those less affected
by it.

73. The connection between the market for labour in different
industries, shown in the foregoing examination of expanding indus-
tries, can be illustrated from the other side, by examination of
declining industries. In coal-mining, the number of insured males
fell from 1,069,200 in 1929 to 1,039,800 in 1932 and 864,500 in 1937 ;
the number in employment in July fell from 867,200 in 1929 to
609,600 in 1932 and rose to 718,800 in 1937. That is to say in the
three years of declining employment from 1929 to 1932 the number
of miners fell by 29,400 or at the rate of 9,800 a year, while in the
five years of recovery from 1932 to 1937 it fell by 175,300, that is
to say at the rate of 35,100 a year. The principal textile industries
(cotton, wool, linen, jute and textile bleaching) show a similar,
though less striking, difference between the downward and upward
phases of the cyclical fluctuation between 1929 and 1937. During
the three years of the downward phase from 1929 to 1932, while
employment of males in them was falling from 362,000 to 244,000,
these industries lost insured men at the rate of 6,100 a year; in the
following five years of the upward phase to 1937, with employment
of males rising from 274,000 to 300,000, they lost men at the rate of
11,000 a year. That is to say, in each of these cases, men tend to
leave the declining industry more rapidly during the upward phase
of the cycle when all industries are recovering, including their own,
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than during the downward phase when all industries are contracting.
The same phenomenon appears in the fluctuation of numbers in the
shipping industry. From 141,420 insured persons in 1929, the number
rose to 161,330 in the depression of 1932 and fell again to 134,080
in 1937, to start rising again in 1938. Men are more ready to go to
sea in a slump than when there is a good chance of work on land.?
The same phenomenon appears in yet another setting in the statistics
of the industrial transference given in Table 7 below, showing how
the numbers of persons whom it was possible to transfer fell from
nearly 44,000 in 1929 to less than 14,000 in 1933, rising again to
nearly 43,000 in 1936 and falling again rapidly in the threatened
depression of 1938. Movement of labour depends on there being
an unsatisfied demand for labour somewhere.

74. The figures passed in review in the foregoing paragraphs illus-
trate and reconcile two approaches to the problem of unemploy-
ment which, in the past, have sometimes appeared to be in conflict.
One approach, from a study of the facts of unemployment, industry
by industry, has tended to emphasize the degree to which unem-
ployment differed from one industry to another and the importance
of friction, immobility and disorganization in the labour market
as factors in unemployment. The other approach, by consideration
of the general factors affecting demand for the products of industry,
has treated the demand for labour and the supply of labour as a
whole and has left friction out of account. The figures now presented
show both the separateness of the different industries and their
dependence on one another. All industries are linked together in
two ways. First, unemployment in any one industry reduces the
consuming power of those who seek to live in it and therefore
reduces the demand they can make for the products of other indus-
tries. Second, severe unemployment in any industry causes people
to try to leave it, or causes boys and girls entering life, in so far as
they know the position, to avoid that industry; this sets up a
strengthened flow of labour to other industries, which may be pros-
perous in themselves but, if they are open to invasion, with a multi-
tude of separate employers and disorganized engagement making
entry to them easy, may find that their prosperity brings to them
more and not less unemployment.

1 Changes in the numbers insured in particular industries have to be considered
in relation to the change in the insured population as a whole. See Appendix B,
Table gs. .
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Unemployment by Localities )
75. As the unemployment rate differs from industry to industry, so

it differs from one part of the country to another. Table 5 gives for
each year from 1929 to 1937 the unemployment rate in each of the
main regions into which Britain is divided for the administrative
purposes of the Ministry of Labour and National Service. It shows
in 1937 four relatively prosperous divisions making South Britain,
with a mean unemployment rate of 6-9, and five other divisions
making North Britain and Wales, with an unemployment rate more
than twice as high, at 15-0.

#6. The divisional unemployment rates in Table 5 show con-
siderable variation, but are themselves averages concealing far
greater local variations. From the Local Unemployment Index
issued by the Ministry of Labour, it is possible to calculate unem-
ployment rates for each of nearly 800 employment exchange dis-
tricts, as well as averages for each county, and this has been done
for each of the years 1934, 1935, and 1936, and on a slightly different
basis for 1937; the difference of basis does not affect the substantial
comparability of the figures. In Table 36 in Appendix B these
rates are given for each county in Britain and for the one or two
districts with highest or lowest rates in every county which has more
than five districts. The wide dispersal of unemployment rates, within
the same division and the same county, is the outstanding feature
of this table. Thus in 1937 in the prosperous county of Berkshire
there are rates of 2-8 (Didcot) and 2-g (Bracknell) side by side with
8-0 (Abingdon) and 10-2 (Wokingham); in Somerset the range is
from 2-1 (Keynsham) to 13-o (Bridgwater); in Cambridgeshire
from 1-7 (Cottenham) to 9o (Wisbech). In less prosperous and
larger counties the range is greater still: Lancashire shows every-
thing from 2-g (Leyland) to 37-2 (Hindley) ;. Yorkshire shows every-
thing from 2-9 (Tadcaster) to 329 (Hoyland).

77. Nor is the local variation of unemployment rates a transient
phenomenon. The differences show no sign of disappearing. The
rates cited above for 1937 are means for the whole year, not for a
particular day. The figures for earlier years show a general change
of levels from 1934 to 1937 and a few dramatic improvements in
some of the Special Areas. But the main feature of Table 36 is the
persistence, year after year, of high unemployment in some districts
combined with low unemployment close by. Each locality has its
characteristic level of unemployment, as each industry has: the leve}
of the local index is in general a réflection of the methods of its
principal industries. There is no tendency, in any short period of
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time, for unemployment in different regions to reach the same or
comparable levels by transfer of labour.

8. It is interesting to compare changes in the local distribution
of the insured population with changes in the industrial distribution.
This can be done by use of the numbers of insured persons in each
of the counties of Britain, which are available from 1927 onwards.
Generally changes of local distribution, as judged by these county
figures, are much less marked than changes of industrial distribution.
This appears from Table 6 below, showing the numbers of insured
persons in 1937 as relatives, that is to say as percentages of the
corresponding numbers in 1927, for those counties and industries
having the greatest increases and the greatest decreases respectively.
Seventeen small industries, not having in any case as many as 20,000
insured persons in either year, have been omitted from the table;
the total number of separate industries covered by it is 75. For the
reasons stated in the note to the table, it is necessary to combine the
figures for some of the counties; the total number of county areas
for which separate figures are dvailable is 56 as compared with the
75 separate industries. The total number of insured persons in 1937
was 116-1 per cent of the number in 1927. Table 6 shows con-
siderable differences in the growth of the insured population in
different areas; there is substantial movement from one county to
another. At the same time, while the county percentages do not
represent quite as many separate units as the industry percentages,
Table 6 leaves no room for doubt that changes in industrial dis-
tribution are markedly greater than changes in local distribution:
that is to say, that labour is more fluid between industries than
between counties. The industrial figures on the left-hand side of the
table range from 280-8 to 646 ; the county figures on the right-hand
side range only from 162:1 to 95-9. Only three counties show
decreases at all, and the largest of these decreases is only to g5-9.
At least twelve industries show decreases greater than that of any
county. Local immobility is a greater obstacle than occupational
immobility to adjustment of labour demand and supply, so long as
the location of industry remains uncontrolled.

79- Another interesting comparison between industrial and local
movements of labour, this time presenting a similarity rather than
a difference, is afforded by Table 7, setting out from 1929 to 1938
the numbers of persons transferred by the Ministry of Labour from
depressed areas to employment in other areas, under the industrial
transference scheme. Under this scheme special efforts were made
and financial assistance given to transfer persons for whom no
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Tabls 6
CHANGES OF INDUSTRIAL AND LOCAL INSURED POPULATION, 1927-37

12 INDUSTRIES WITH GREATEST INCREASE 12 COUNTIES WITH GREATEST INCREASE
Insured Insured
Persons Persons
1937 1937
% of % of
!9‘-'7 1927
Electrical Wiring and Contracting 280-8 | Bucks . 162-1
Electric Cable, Apparatus, Lamps, Bedfordshxrc 1597
etc. .. 2123 | Oxfordshire 1497
Entertainments and Sporu 209-8 | Herefordshire 137°4
Artificial Stone and Concrete .. 174-8 | Pembrokeshire 135°1
Scientific and Photographic In- Sussex . 1345
struments and Apparatus . 157-6 | Cambridgeshire 1330
Tramway and Omnibus Service 155-6 | Hampshire 130°0
Motor Vehicles, Cyclesand Aircraft 152:8 | Scotland, North and Wat 129°5
Silk and Artificial Silk 1507 Warwxckshu'c 129°4
Constructional Engineering 149-7 | London and nexghbourmg countles 129°3
Electrical Engineering .. 147-4 | Lincolnshire 124°7
Metal Industries not scparatcly
specified .. 1454
Hotel, Pubhc Housc, Restaurant,
Boarding House, Club, etc.,
Service .. . .. 1449
Professional Scrvxces 1407
12 INDUSTRIES WITH GREATEST DECREASE CounTies Wit DECREASE
Marine Engineering 93°5 | Angus 99-1
Woollen and Worsted 93°0 | Glamorgan.. 961
Linen 92-1 | Monmouthshire 95°9
Tinplates .. 91°4
Watches, Clocks, Plate chcllcry,
etc. 8g-0
Textile Blcachmg Prmtmg, Dyc-
ing, etc. .. 88-9
Shipbuilding and Shlp-rcpamng 82-9
Jute. . .. 78-6
Pig Iron .. 741
Coal Mining 74°0
Cotton 727
Carriages, Carts, etc. . 646

In 1932 the records of insured persons for areas within a radius of about 10 miles
from London were revised to represent estimates in respect of the persons resident in
the areas in quatnon, and these estimates were further revised in 1933 and 1934. The
effect of the revision was to reduce substantially the ﬁguru for the administrative county
and City of London (from 1,758,430 in 1931 to 1,455,290 in 1935 after which the numbers
began to rise again) while increasing markedly the figures for the neighbouring €ounties.
The figures for these counties taken separately are not comparable as between 1927
and 1937. In preparing Table 6, London, Middlesex, Herts, Essex, Kent and Surrey
have been combined. North a.nd West Scotland includes Argyll, Banff, Caithness and
Sutherland, Kincardine, Moray, Nairn, Orkney, Ross and Cromarty, Zetland, as
separate ﬁgurcs for these counties are not available before 1930. The relatively large
increase shown in this area may be due to special reasons.
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employment seemed likely to be available in their own areas. The
numbers whom it proved possible to transfer fell markedly from the
relatively good year 1929 to the depression years 1932 and 1933 and
rose again with the recovery of trade to 1936. Moreover, though
all those shown in Table 7 were sent to definite employment, a
substantial proportion of those transferred from August, 1928 to the
middle of 1937—including a third of the men—returned to the
depressed areas after being transferred out of them. On the other
hand, in the eighteen months ending mid-1937, which was the period
of greatest improvement of demand, in addition to the 30,000 men
transferred under the industrial transference scheme, more than
twice as many unemployed men moved from the depressed areas
on their own initiative either to take up employment which they
had found on their own account or to look for employment.! These
figures for depressed areas present the same picture as those for
contracted industries in paragraph 73. Local movement, like
industrial movement, depends on effective demand.

Unemployment by Duration

80. From the point of view of effect on the unemployed person,
differences in the duration of unemployment in the individual case
are of first importance. Since the beginning of 1932, the Ministry
of Labour have classified applicants for benefit or assistance accord-
ing to the length of time for which they have been registered con-
tinuously as unemployed. Table 8 gives the results of this classifica-
tion at certain dates from 1932 to 1939; the figures for September,
1929 are estimated from a sample enquiry made specially for that
date. Occasional short spells of employment lasting not more than
three days do not break continuity of registration but, except in so
far as they may have got work for such brief spells, the persons shown
in Table 8 have been unemployed for the whole of the periods
stated, namely, for less than three months, three months and less
than six and so on up to twelve months or more. The figures do not
cover all the unemployed, but, as appears from the comparison of
the last two columns in Table 8, cover all but a small proportion.
The proportion omitted is smaller at the last three dates in the table
than it is at the earlier dates. This results from an administrative

! Both these facts are g‘fven in the evidence of the Ministry of Labour to the
Royal Commission on the Location of the Industrial Population, cited in para.
316 of the Report of the Commission. The numbers transferred from August,
1928 to mid-1937 included about 150,000 men and 40,000 women ; the numbers

known to have returned were 50,000 men and 5,600 women. Others may have
returned without this being known.

E
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change in April, 1937, admitting to assistance unemployed persons
irrespective of any insurance contributions. Such persons include
an exceptionally large proportion of persons subject to long unem-
ployment, so that the change effects slightly the comparability of the
percentages in the lower half of Table 8 before and after the change.?

81. This does not affect the main lesson of Table 8, which lies
in the contrast between September, 1929, before the Great Depres-
sion, and all the later dates shown. In September, 1929, nearly
go per cent of the applicants had been unemployed for less than six
months and less than 5 per cent had been unemployed for twelve
months or more. In August, 1936, the number of persons with short
unemployment (less than six months) was much the same as in
September, 1929, about 850,000, but they constituted only 644 per
cent of all the unemployed: those unemployed twelve months or
more were one quarter of the whole. The legacy of the Great
Depression was a host of long-period unemployed—nearly 300,000
men and women in enforced idleness—for whom continuous money
payments were a manifestly inadequate provision. This mass of
chronic unemployment shows a decline, both absolutely and rela-
tively, at dates after 1936, through the culmination of the trade
cycle in 1937 and the re-armament programme in 1938 and 1939.
But, even in August, 1939, it included nearly a quarter of a million
men and women.

82. The duration figures, like the unemployment rates, differ
greatly from one district to another, as appears from Tables g and 10
giving for each Division on 21st June, 1937, the numbers unem-
ployed for various lengths of time and the proportions that these
nembers are in the total unemployed. In London, with a mean
unemployment rate during 1937 of 6-3, 83-8 per cent of those
unemployed at 21st June, or five out of six, had been unemployed
for less than six months, and 71-0 per cent had been unemployed
for less than three months. At the other end of the scale, in Wales
with an unemployment rate of 22-3, only 38 per cent had been
unemployed for less than three months, and half for less than six
months, while nearly two out of every five persons unemployed had

1 The percentage registered as unemployed for twelve months or more jumps
from 21-5 in March, 1937, just before the change, to 24-8 in April, 1937, just

after it. The number of applicants from being :(:;:: of all insured unemployed

. 0070 ,
in August, 1936, becomes ;(—);7—.5 in August, 1937. Actually, those brought in to

assistance by the change included about 24,000 persons not held to be insured
against unemployment,
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Table 9

DURATION OF UNEMPLOYMENT AMONG APPLICANTS FOR BENEFIT
AND ALLOWANCES AT a21st JUNE, 1937

ALL PersoNs AGeEp 16-64 Numsers BY Drvisions
Period of Registered Unemployment
Division and Estimated
Nll’:mbet ofal_x;suretd
ersons 16-64 & but less 6 but less but less
July 1937 Less than 3| 3 than 6 than 9 gthan 12 | 12 months ToraL

months or more

months months months

London 2,887,480 | 97:556 | 17,611 7,310 4,425 | 10,560 | 137,462
S. East 1,149,960 | 29,715 5,872 2,744 1,628 4,270 44,229
S. West 1,115,700 | 39,827 6,313 2,883 1,903 7,033 57,959
Midlands 2,159,560 | 75,807 | 13,996 6,958 4,304 | 23,807 | 124,872
N. East 1,500,810 | 111,903 13,813 7,431 5,027 27,197 165,461
N. West 2,158,260 | 132,581 31,108 14,843 10,449 | - 63,800 252,781
North 808,420 | 47,055 14,104 8,518 7,049 51,829 128,555
Scotland 1,489,490 | 79,236 | 26,550 | 14,520 | 10,627 | 64,573 | 195,506
Wales 637,320 | 44,755 | 14,034 9,350 7,272 | 48,781 124,192

South Britain .. | 242,908 43,792 19,895 12,260 45,670 364,522
North Britain and

Wales .. .. | 415,620 99,609 54,662 40,424 | 256,180 866,495
Britain .. .. | 658,525 | 143,401 74,557 52,684 | go01,850 | 1,231,017

been continuously out of work for more than a year. The Northern
Division had proportions very similar to those of Wales. Yet it is
notable that even in the prosperous Divisions, in a year in which
employers were reporting inability to obtain suitable skilled work-
men, there were appreciable numbers of applicants who had been
unemployed continuously for more than twelve months. Even in
London such persons formed nearly 8 per cent of the unemployed.
In South Britain as a whole they were 12} per cent or one in every
eight of the unemployed.

83. Another distinction in regard to the character of unemploy-
ment is made by the Ministry of Labour, in classifying those who
are unemployed at any time according as they are wholly unem-
ployed (that is out of a situation), are temporarily stopped (that is
suspended from work on the understanding that they will shortly
return to their former employment), or are persons normally in
casual employment. Table 11 below, shows for each year from 1928
to 1938 the percentages of the total numbers unemployed who were
~classified under each of these three heads. Taking the eleven years
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Table 10

DURATION OF UNEMPLOYMENT AMONG APPLICANTS FOR BENEFIT
AND ALLOWANCES AT 21st JUNE, 1937

ALL PERsoNs AGED 16-64 PrROPORTIONS BY DivIsiONs

Percentage of Applicants Unemployed

Division
b 3 but less | 6 but less | 9 but less h

Smaie | e | e | hange | it Tor
London .. .. | yreo 12-8 5'3 32 77 100°0
South-East .. .| 67:2 13°3 6-2 37 9'6 100°0
South-West .. .. | 68-7 10°9 50 33 121 100°0
Midlands .. . .. | 607 11°2 56 34 19°1 100°0
North-East . ] 6707 8:4 4'5 3'0 16-4 100°0
North-West e« .| 52°4 12°3 59 41 253 100°0
North . .. .. | 366 11°0 6-6 55 403 1000
Scotland .. . .. | 40°5 13:6 74 54 33°1 100'0
Wales . . .. | 860 11°3 75 59 39°3 100'0
South Britain .. .. |.66:7 12°0 54 34 125 100°0
North Britain and Wales.. | 480 -5 63 46 29-6 100-0
Britain .. .. .. | 535 116 61 4°3 245 100°0

Table 11

PERCENTAGES OF UNEMPLOYED PERSONS CLASSIFIED AS WHOLLY
UNEMPLOYED, TEMPORARILY STOPPED AND CASUAL WORKERS,
1928-38

Unompiayed | eeped” | Workers
1928 69-3 246 6-1
1929 72°1 21°5 64
1930 68-3 269 50
1931 73°9 21-8 43
1932 759 20°4 37
1933 78-7 17:6 37
1934 79°4 166 40
1935 810 14°9 41
1936 81-9 13-8 4'3
1937 82-5 13°2 4'3
1938 762 20°2 36
Mean of 1928-38 .. 76:3 19:2 45
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together, a little more than three-quarters of the total number
unemployed consists of persons wholly unemployed, nearly one-fifth
are persons temporarily stopped, and nearly one-twentieth are casual
workers. It will be seen that the onset of a depression, as in 1930
and in 1938, is marked by a great increase in the proportion of those
temporarily stopped: Workpeople are put off first with the hope of
returning to their work but, as the depression continues and deepens,
this hope is abandoned and the proportion temporarily stopped falls
as rapidly as it had risen. It seems likely that from the beginning
to the end of the period covered by the table, there is a tendency
for the proportion wholly unemployed to increase. Subject to this
general trend, each of the peaks of the cyclical fluctuation, namely
1929 and 1937, is also a year in which the proportion wholly unem-
ployed reaches a maximum. This, so far as it goes, tells against the
idea that those unemployed at the top of the boom are an irre-
ducible reserve of labour required in spite of there being full
employment.

Age and Unemployment*

84. The influence of age upon unemployment is important but
does not show itself in the way that is commonly supposed. In dis-
cussing this question it is necessary to begin by disposing of two
popular fallacies.

85. In the first place, the assertion is often made, as if it were
axiomatic, that the “speeding up” of industry is driving men into
retirement at an earlier age than before: that from being too old
at sixty, men are coming to be too old at fifty-five or earlier. So
far as I know, there is no evidence for this assertion. The only
statistical evidence known to me—derived from the age of superan-
nuation in certain large trade unions—shows the age of superannua-
tion rising and not falling, that is to say, it tells against the assertion.
For technical statistical reasons these figures cannot be regarded
as decisive. But on general grounds it can be suggested that there
is no reason for assuming that technical progress puts a premium
on youth; it may just as well work in favour of age, by making sheer
physical vigour less important. Moreover, the general improvement
of health, which is lengthening the average total life of men, must
also be helping to some extent to maintain till later their working
capacity.

1 In this Section I have drawn largely on my Analysis of Unemployment, Part VI,

published in Economica, February, 1937. The statistics briefly summarized here
are given fully there,
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86. In the second place, it is assumed by many people that an
older man is more likely to lose his job than a young man. This is
definitely not the case. In the period between the wars the risk of
a man losing his employment was practically the same from 55 to 64
as from 45 to 54 or 35 to 44, and was actually less than at the ages
25 to 34. This was shown by two independent sample investigations
of the insured population made by the Ministry of Labour and
covering periods of about 7} and 8% years up to December, 1930,
and December, 1932, respectively.! )

87. But, though the risk of losing one’s job is much the same
at all ages from 35 to 64, the risk of being unemployed is not the
same. Proportionately to the numbers in each age-group there are
at any time more men unemployed between 45 and 54 than between
35 and 44, and there are still more between 55 and 64. The evidence
for this is abundant. The explanation is obvious—that the older
man, once he has lost a job, finds it harder than a young man to
get a new job. The older man has less power of recovery industrially,
from loss of employment, as he has less power of recovery physi-
cally, from sickness or accident. Once he has become unemployed,
he is more likely than a younger man to remain unemployed;
and he is much more likely to become chronically unemployed.
Prolonged unemployment falls with crushing weight on the older
men, once they have lost their niche in industry. The risk of losing
one’s job is much the same from 60 to 64 as it is from 35 to 44.
The risk of being out of a job is half as much again at the later
age than at the earlier age; the risk of becoming chronically unem-

1 The greater liability to loss of jobs in the early years of manhood, established
by these two sample investigations for the period between the Wars, undoubtedly
existed before the first World War, as can be shown by two sets of data relating
to 1895 and 1913 respectively. For 1895 an analysis of the out-of-work books of
the Manchester and Leeds branches of the Amalgamated Society of Engineers
showed that the percentage of members who lost at least three days through unem-
ployment in the year was higher in the age-groups 25-34 than in either of the
age-groups 35—44 Or 45-54; the figures are given at page 441 of Unemployment
(1930). In 1913, the unemployment experienced by men in the age-group 20-24
was more than in proportion to the numbers of men in that group in every
insured industry except building, that is to say, it was higher in engineering,
shipbuilding, construction of vehicles, sawmilling and construction of works;
these figures are given in Table CVI of the unpublished Board of Trade Report
of 1914. The fact that in this case the volume of unemployment, and not merely
the number of cases of unemployment, was greater among young men is due no
doubt to the circumstances of 1913; it was a boom year when those who lost a
job had relatively little difficulty in finding another, whatever their age, so that
the greater liability of the younger men to lose jobs led to their having more
unemployment than the older men. :
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ployed, that is to say of being out for more than a year, is two
and a half times as great.

88. The morals of this analysis of unemployment by age are
three._ First, men do not lose ‘employment more readily when
they are old than when they are young. If reasonable stability can
be given to the economic system, most men will be able to hold
down their jobs till the time comes for them to retire. Second, since
some change of work is inevitable in a progressive society and must
mean some losing of jobs, those who are handicapped by age in
finding new jobs should have special help in doing so. In my first
study of unemployment I wrote that ‘“the adverse influence of
advancing years is seen less when it is a question of retaining old
employment than when it is a question of finding new employers.”?
I urged as one of the remedies for unemployment an attempt to
facilitate the re-employment of these older men. “In any large
single undertaking, e.g. a railway company, there is always a certain
number of old men’s places—light situations—kept for those who
have grown grey or become injured in the company’s service. In
industry as a whole there are no doubt also a good many such
places, yet nothing to keep them for those whom they best fit. Work
which older men could do, now, perhaps, by the chances of the
labour market, falls to younger men and wastes their youthful
vigour and adaptability. A Labour Exchange backed by sympathetic
public opinion might do much to get all the old men’s places for
the older men and leave to the younger generations the task of finding
and forcing fresh openings for themselves. It should be noted that,
though ‘old’ men’s places are spoken of, the actual men would often
be at most middle-aged and with a long character to back them
might be just those whom an €mployer would in any case choose
if he got to know them.”2 When I wrote these words, my statement
as to the effect of age on unemployment was little more than an
impression derived from personal dealings with numbers of unem-
ployed men. “Since then the diagnosis has been confirmed repeatedly
by statistical enquiries, covering now the whole insured population.
The remedy remains to be applied. The perpetual favouring of
younger men merely for their youth, in filling jobs within the
competence of older men, makes for unemployment. It would not
happen in a socialist community with employment unified. In an
individualist community it is an anti-social act and should be
recognized as such.”®

Y Unemploymen (1909), p. 211. $ Ibid., p. 121.
8 Economica (Feb., 1937), pp. 16-17.
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89. Third, and most important, unemployment, though worse
among older men than among their juniors between the wars, was
not confined to older men. In November, 1932, 400,000 men aged
18 to 24 stood idle in Britain. In July, 1935, among 362,000 men of
working age who had been unemployed for twelve months or more,
38,000 were in that same age group, were young men over 18 and
under 25. Failure to find any use for adaptable youth is one of the
worst blots on the record of the period between the wars.

UNEMPLOYMENT COMPARED BEFORE AND AFTER
THE FIRST WORLD WAR

go. The unemployment rate derived from the trade union
returns averaged 4°8 over the thirty-one years from 1883 to 1913.
The unemployment rate among persons covered by the general
scheme of unemployment insurance in Great Britain and Northern
Ireland averaged 14-2 over the eighteen years from 1921 to 1938.
Does this trebling of the unemployment rate mean that unemploy-
ment was in fact three times as severe after the first World War as
it had been before the war? To what extent, if at all, is the recorded
increase of unemployment merely apparent, due to the different
bases of the figures and to completer recording in the later period?

91. The only direct comparison that can be made between trade
union figures and unemployment insurance figures relates to the
first six years of general unemployment insurance from 1921
to 1926, when both sets of statistics are available. In this six years’
overlap, the unemployment insurance percentages ranged from
103 in 1924 to 17-0in 1921 and averaged 12-8, while the corrected
trade union percentages ranged from g-1 in 1924 to 17-2 in 1922
and averaged 13-0. The agreement could hardly be closer. So far
as direct comparison can be made, it suggests that the trade union
returns are a fair indication of the average level of unemployment
in the working population as a whole, and that unemployment
between the wars was just about three times as severe as unemploy-
ment before the first World War.

92. This comparison, however, relates to a short and abnormal
period. The technical examination made in Appendix B of the
bases on which the two sets of percentages were calculated, confirmed
by consideration of figures derived from the limited unemployment
insurance scheme of 1911-20, suggests that the trade union returns
somewhat, though not greatly, under-state the true volume of
unemployment before the first World War. It is impossible to be
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certain as to the degree of the under-statement. But the indications
are that if general unemployment insurance had been in force and
unemployment had been recorded from 1883 to 1913 in the same way
as from 1921 to 1938, it would have shown a mean unemployment
rate, not of 48 as with the trade unions, but of about 6-0, though it
might have been as high as 7-0 or as low as 5-0. On these figures,
unemployment after the first World War was most probably nearly
two and a half times as severe as before the war, but may have
been not more than twice, or may have been almost three times as
severe.

93. This conclusion is based in part on the experience of the first
limited unemployment insurance scheme. That experience has
another point of special interest for to-day. In 1913 as in 1937,

Table 12
UNEMPLOYMENT RATES BY DIVISIONS, 1912-14 AND 1937
‘ Percentage of Mean
for U.K.
1912-13 1913-14 1937
1913-14 1937
London .. 8.7 73 82 192 79
South-Eastern 47 4°0 6-1 105 58
South-Western .. 46 5°1 71 134 68
West Midlands .. 31 3-3} 60 {87} 57
East Midlands .. 25 27 71
North-Eastern .. 2°5 27 9:2 71 88
North-Western .. 2-7 3'3 12°9 87 123
Northern 2:9 2:4 19-1 63 183
Scotland 1-8 2+ 1 15°2 55 146
Wales 3-1 2:3 243 60 233
Ireland .. . 69 7:0 26-2 184 251
United Kingdom 39 3-8 10°4 100 100

Note: The areas are similar but not identical, as between 1g912-14 and 1937. At the
earlier date the “North-Eastern” Division is described as “Yorkshire”, and “Ireland”
means the whole country, while in 1937 it means only ‘“Northern Irclanc%.” T.hc bulk
of the insured workpeople in Ireland in 1912-14, particularly those in engineering and
shipbuilding, were in Northern Ireland. . -

The 1912-14 figures cover 2,325,598 workpeople as at July, 1914, in buxldu.xg (8x2,659),
construction of works (144,231), shipbuilding (264,217), engineering and u-ox}foundx{xg
(817,931), construction of vehicles (209,985), saw-milling (12,029) and othe.r mdl'lstflu
(64,546). The 1937 figures cover about the same number of workpeople, in buxlt‘img
(1,035,300), shipbuilding (172,800) and engineering and construction qf _vehicles
(1,173,900) ; divisional unemployment rates are not available for saw-milling and
construction of works,

The 1912-13 figures relate to ten months September, 1912, to June, 1913; those for
1913~14 relate to twelve months July, 1913, to June, 1914.
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unemployment was unevenly distributed over the country; some
districts had much higher unemployment rates than others. But the
distribution of good and bad fortune in the earlier year was almost
the exact opposite of its distribution in the later year. This appears
clearly from Table 12 above, setting out for the industries covered
by the first limited scheme of unemployment insurance, the unem-
ployment rates in 1912-13, 1913-14, and 1937 respectively in each
of the main divisions of the country. London on the eve of the first
World War, had much the highest unemployment rate of any part
of Britain, while the south of the country generally had relatively
high rates, and Scotland, Wales and the North of England had the
lowest rates. Scotland, the North of England and Wales passed from
about 2 per cent of unemployment in 1913 to 15, 19 and 24 per cent
in 1937. London, nearly the most prosperous part of the country
in 1937, had in the insured industries about as high unemployment
as in 1913 when it was the least prosperous. The higher rate of
unemployment in London was found in each separate industry;
it applied to engineering, construction of vehicles, shipbuilding,
and saw-milling as much as to building. The contrasted fate of the
different regions is shown statistically in the last two columns of
Table 12, in which the rate for each division is given as a percentage
of the mean rate for the United Kingdom as a whole. The London
rate in 1913-14 was 192 per cent of the average; the corresponding
proportions for Scotland, Wales and the North of England were
55, 60 and 63 per cent. In 1937 this distribution of severe unem-
ployment is reversed, with London well below the average and
Scotland, Wales and the North far above it.

94. Asin 1937, so in 1913-14, the divisional differences of unem-
ployment rates concealed even greater local differences. There were
some towns (Hastings, Bath and Portsmouth) with more than 10
per cent of unemployment in the insured industries, that is to say
about three times the average for the country as a whole. There were
other towns with hardly any unemployment. The table opposite
is eloquent of the disastrous change that war and drift have wrought
in some parts of Britain. There was a marked localization of unem-
ployment before the first World War, as after it. If Table 12 could
have been prepared not for 1913, but say for 1906, it would have
shown London in a still worse position, suffering from prolonged
hypercyclical depression of its largest industry of building and from
the northward movement of shipbuilding and other industries. By
1913 the special causes of London unemployment were already
passing off. In London, under the Unemployed Workmen Act of
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Table 13
UNEMPLOYMENT IN CERTAIN TOWNS IN 1913-14 AND IN 1937
Unemployment Rate
Instlx91 I?dus- All xng:gn-ed

tries of 19xr Persons

Aberdare 02 257
Mountain Ash .. 04 22-0
Kirkcaldy 0°5 12-2
Wallsend 07 16-6
Wakefield 08 11°3
Aberdeen 13 12-8
Leigh 13 13°9
Motherwell 1°4 20-3
Grimsby 1°4 15°1
Pontypridd . 1°4 374
Merthyr Tydfil.. 1°4 41-6
Greenock . 16 21°4
Accrington 17 127

1905, unemployment was being relieved on a large scale in 1906;
only long afterwards has it appeared from the statistics that 1906
was not a year of exceptional depression but the top of a cyclical
fluctuation, as 1929 was discovered after the event to be a cyclical
boom and not a depression.

THE OLD PROBLEMS IN NEW LIGHT

95. In the diagnosis of unemployment made by the Royal Com-
mission in 19og, two main causes of unemployment were recognized,
namely, cyclical fluctuation in the demand for labour and disorgani-
zation of the labour market. What further knowledge has been
gained as regards each of these factors in the problem, and what
developments have taken place in regard to them in the interval
between the two wars? Fluctuations in the demand for labour and
particularly that general fluctuation which is commonly known
by the name of the trade cycle, have been the subject of innumerable
studies in many countries. To attempt to review, however briefly,
all that has been written about this topic in the last 30 years would
far transcend the limits of this Report. The problem of the causation
of the trade cycle, in spite of the attention devoted to it, cannot yet
be regarded as solved. A further contribution to its understanding
is given in the Appendix A, and the main results of what is written
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there are summarized in paragraphs 96-102 below. As regards
the organization of the labour market, the bearing of that on unem-
ployment and the degree of importance that should be attached
to mobility of labour, British experience between the two wars
has much to teach. The main conclusions suggested by this experi-
ence are set out in paragraphs 103-112.

Fluctuation of Demand

96. The cyclical fluctuation of industrial activity shown in the
trade union returns of employment from 1856 to 1913 can, by the
use of a newly constructed index of industrial activity in Britain,?
be traced back at least to 1785, that is to say to the earliest date
for which continuous records of physical activity in the constructional
industries, such as building, are available. From 1785 to 1913 this
new index presents a series of waves which coincide very closely
with the fluctuations of employment shown by the trade union returns
when those became available. The first crest clearly shown by the
new index is at 1792 with the last at 1913. In that stretch of a hundred
and twenty one years, eight waves of length varying from five to
eleven years can be distinguished, giving an average length of just
over eight years to each.

97. This fluctuation is international in character, that is to say
indices of industrial activity in other industrial countries than
Britain, notably the United States, wherever they can be constructed,
show the same movement, sometimes in combination with move-
ments peculiar to each country.

98. The movement represents not a series of disconnected waves,
but a continuous phenomenon, each fluctuation being marked by
the same regular features. Four of these regular features are described
in Appendix A, as follows :(—

(@) the parallel movement of prices and production, that is to
say the fact that prices rise as production rises and fall as
production falls ;

(6) the greater violence of fluctuation in instrumental industries?
and in other industries making durable goods;

(¢) among British industries, the greater violence of fluctuation in
those dependent on overseas demand, in particular textiles;

(d) among British industries, the earlier incidence of fluctuation
in those dependent on overseas demand.

! Table 22 and Chart IV in Appendix A.
* See Explanation of Terms in Appendix D.
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99. While the first two of the foregoing special features have
long been recognized, the last two have not previously been recog-
nized, but are fully established by the facts set out in the Appendix.
Though facts of British experience, they are international facts
and clearly arise out of the special character of British foreign trade,
as being predominantly an exchange of manufactures for primary
commodities, that is to say, for agricultural products and raw
materials. Taken with other facts, these two newly established
features suggest that an important element in the trade cycle is
the relation between primary producers of agricultural goods and
raw materials and the industrial users of such products. By conse-
quence, one of the important steps for mitigating the violence of the
trade cycle lies in organizing the production and marketing of
primary products.

100. The great depression of 1932, while more severe than any-
thing previously experienced, shows all the four essential marks of
the trade cycle before the first World War. The fluctuation between
1929 and 1937 is a lineal descendant of all the earlier fluctuations.
After 1937 a new fluctuation began with a rapid fall of industrial
activity to 1938. In this fall from 1937 to 1938, the industries in
Britain most dependent on overseas demand, in particular textiles
and metal manufacture, led the way, as they had led in the decline
from 1929 to 1930 and in the downturn from earlier crests, from
1792 onwards. This stands out clearly in Chart III. The figures
represented by this Chart are given in Table 28 in Appendix A
and are explained there (paragraphs A.30).

101. Whatever the ultimate explanation of the international
trade cycle, it must be regarded as something deeply rooted in the
economic system of Britain, the United States and other advanced
industrial countries. It has persisted, with substantially the same
character though with varying degrees of violence, at least from
1785 to the outbreak of the second World War, that is to say through
revolutionary changes in the monetary systems of the world and in
the relative position of Britain and other countries. It has brought
fg‘eneral instability to industry ever since industry took its modern
orm,

102. The movement described here as the international trade
cycle is of outstanding importance, because it is both general,
affecting simultaneously all or most industries in a country, and
international, affecting simultaneously all or most industrial coun-
tries. But it is not the only form of industrial fluctuation. There are
some movements, such as the minor business cycles of the United
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States, which appear to occur only in particular countries. There are
other movements affecting particular industries, of which the most
important is the hyper-cyclical fluctuation of building activity,
found in Britain and in the United States alike. This fluctuation,
taking twenty years or more in Britain, and a rather shorter period,
put at eighteen years, in the United States, has caused building to
pass through alternations of activity and stagnation, lasting in each
case for a number of years. These alternations are illustrated in
a striking manner by thestatistics presented recently by a Committee
on Scottish Housing. The numbers of houses built in Scotland fell
from a maximum of nearly 29,000 in 1876 to less than 6,000 a year
from 1891 to 1893, rose to more than 21,000 in 1899 and fell to
under 3,000 in each of the years 1912 and 1913.! The lamentable
effect of such fluctuations both on employment of building operatives
and on the living conditions of the population needs no underlining.
This is how an unplanned market economy meets a vital need whose
extent at any moment there would be no difficulty in forecasting
and meeting by plan, in accord with social policy.

Disorganization of the Labour Market

103. In the diagnosis of 1909, main emphasis was laid upon the
disorganization of the labour market, as involving the accumulation
of excessive reserves of labour in meeting any given demand, with
chronic under-employment of the industries practising casual
engagement as an acute case of the general disease. The remedy
proposed for this evil was the organization of the labour market
by a national system of employment exchanges. Such a system was
established in 1910, and since then has proved itself an indispensable
organ for the mobilization of manpower in war, and for the ad-
ministration of unemployment insurance in peace. How far has it
succeeded in its primary purpose of substituting an organized for a
disorganized labour market? The scale of operations of the employ-
ment exchanges is indicated by the total number of vacancies filled
by them each year. Beginning at about 621,000 in the first year of
complete operation in 1911, the number relapsed after the war
boom to a minimum of 716,000 in 1922, and from then rose nearly
continuously to 2,739,000 in 1938. While some of the vacancies
included in this total—described officially as B Class vacancies—

1 A graph representing these numbers of houses is given in Planning our New
Homes, a Report by the Scottish Housing Advisory Committee published in 1944
by the Stationery Office (gs.). The poor quality of a large proportion of these
houses is notorious,
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represent a relatively small service, of sending back to an employer
a person previously employed by him, the filling of some of the
other vacancies, involving transfer from one district to another and
sometimes the advance of fares to make this possible, represents a
very substantial service.!

104. There is no doubt that, in their primary field as in other
fields, the employment exchanges have conferred great benefits.
But it is clear that they fall far short of having achieved in peace an
effective organization of the labour market. Since the generalization
of unemployment insurance in 1920 with its successive extensions,
the exchanges automatically register all insured persons who become
unemployed, that is to say they have on their books the whole of

Table 14
PLACING INDEX OF EMPLOYMENT EXCHANGES, 1932-38

Vacancies

1932 | 1933 | 1934 | 1935 1936 1937 | 1938 Filled

1938
Men .. . .. | 188 | 210 | 221 24'5 | 27°3 | 28-1 | 27'5 | 1,625,997
Women . .. | 821360371 |36°4|37°1]|36-8]| 317 572,985
Boys .. .. .. | 360|432 381|308 | 28-9 | 27-1 | 28-4 258,742
Girls .. .. .. | 42°3 1 46°9| 379 | 29°9 | 29-0 | 26-5 | 28-8 247,340
All Departments .. | 21:2 | 23°6 | 24°8 | 26:9 | 28-9 | 292 | 28:3 | 2,705,06]

the normal supply of labour. As the unemployment books of insured
persons must be lodged in making claims to benefit and are removed
when the applicant obtains work in any way, the exchanges have
also a record of all engagements, whether made through the
exchanges or not. It is possible, therefore, to compare the number of
engagements made through the exchanges with the total of all
engagements, and to calculate a “placing index,” that is to say to
express the engagements made through the exchanges as a percentage
of all engagements. Table 14 above gives the placing index in each
year from 1932 to 1938 for men, women, boys and girls, and for all
classes of workpeople taken together. It will be seen that the index
has risen from 21-2 per cent in 1932 to 283 per cent in 1938, the
latter figure representing a small decline from the maximum of
29-2 per cent at the top of the cyclical fluctuation in 1937. In one

! In 1937 nearly 200,000 vacancies were filled by the exchanges after circula-
tion to other districts and nearly 35,000 advances of fares, totalling over £26,000,
were made to workpeople to enable them to travel to employment in other
districts.
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respect, this general placing index exaggerates the part played by the
exchanges. In four industries largely under public control—national
government, local government, public works contracting, and gas,
water and electricity supply—the placing index is above the average;
if these industries, which contribute substantially to the total of
vacancies, are excluded, the placing index for private industry,
becomes appreciably lower. In another respect the general placing
index understates the influence of the exchanges; a substantial
proportion of all engagements are re-engagements by the same
employer and, on the whole, these take place more often apart
from the exchanges than through them. If these re-engagements,
whether made through the exchanges or directly, are excluded, the
proportion of the remaining engagements that is made through the
exchanges is 851 in 1937 and 34-0 in 1938. That is to say, after
nearly thirty years of operation of the exchanges about two-thirds
of all new engagements in private industry are made otherwise than
through the employment exchanges.

105. From the placing index it is possible to derive a general view
of the labour market, as it stands to-day. The 2,624,798 vacancies
filled by the exchanges in 1937, correspond to a placing index of
29-2, showing that_the total number of engagements in that year
was about 9,000,000. This refers to persons wholly unemployed.
It excludes the return to work with their former employer of persons
temporarily stopped, and the engagements of casual workers, forming
between them nearly a quarter of all those unemployed at any
moment. In the 9,000,000 engagements, about 2,700,000 are re-
engagements by the same employer, and about 6,300,000 are en-
gagements by a fresh employer. Since the total number of insured
persons to whom these figures relate is little over 14,000,000, this
means nearly one change of employment in the course of the year
for every two persons who live by employment. Some persons, of
course, have many changes of employment, but, allowing for this,
it is clear that a substantial proportion of the insured persons have
to find a new employer once or more often, during the course of
each year. In view of the scale of labour market operations, it is
obvious that the manner in which the market is organized and the
degree to which it is disorganized, may be matters of vital importance ;
the continuance of a system which relies mainly on personal appli-
cation, that is to say on the hawking of labour from door to door,
is an anachronism which is socially indefensible. Yet of the total of
6,300,000 new engagements that are made each year, certainly not
more than 2,300,000 are made through the official machinery of

F
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the employment exchanges. Some of the remaining 4,000,000 are
made through trade unions or through advertisements in the Press,
but the bulk of them must depend upon application in person, at the
place of employment.

106. It is clear from the foregoing that the employment exchanges,
in spite of the great and indeed indispensable services they have
rendered, have failed to secure voluntarily use by private employers
sufficiently systematic to bring about the organization of the labour
market. How does this show in relation to the problem of unemploy-
ment? The answer has been given above in general terms in showing
how trades with an expanding demand may recruit additional
labour far in excess of that demand. It can be illustrated with special
reference to the two industries which in 19og were cited as leading
cases of disorganization, namely dock and harbour service and
building.

107. As regards dock and harbour service, the unemployment
positicn between the wars is shown in Table 15, giving the unem-
ployment rates in this industry in each year from 1924 to 1938,
with comparative figures for other industries of high unemployment.
It will be seen that the unemployment rate in dock and harbour
services averages about 30 and is seldom very far from that figure
above or below. All the other industries in Table 15 show much
greater variation and in all cases but one a lower average. This
high rate of unemployment in dock and harbour service cannot be
explained or justified by decline of demand. It is true that this
industry, being dependent in the main on international trade, has
been affected by the decline of international trade, but though
British exports have been cut down materially, British imports in
volume have been little affected. The total tonnage of ships with
cargo entering and clearing from British ports was actually higher
in 1937 than in 1913, and the volume of British trade, including
exports and imports, was only 2 per cent lower—g8 as compared
with 100. The contrast between this and the experience of other
industries like shipbuilding and pig-iron production, which also
have been marked by high rates of unemployment between the
wars, is striking. The tonnage of ships built in the United Kingdom,
which was over 1,200,000 in 1913, fell to 84,000 in 1933 and even in
1937 was only 543,000, about 45 per cent of the 1913 figure. The
production of pig-iron fell from 10,260,000 tons in 1913 to 3,574,000
tons in 1932 and even in 1937 was only 8,493,000 tons, or about 8o
per cent of the 1913 figure. Another interesting contrast is presented
by the figures in the lower part of the table, showing the proportions
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of all those unemployed at 8th June, 1936, who were on benefit,
who had been unemployed for less than three months, and who had
been unemployed for twelve months or more. Dock and harbour
service had a much higher proportion on benefit than any of the
other industries and a much larger proportion of men who had had
recent employment. Men following this occupation find it easy,
by getting work, if only one or two days in a week, to keep on benefit,
and draw benefit very largely in their off days.

108. Dock and harbour service has a high rate of unemployment
because of the way in which it is organized, rather than because of
a declining demand for its services. Continuous attempts to bring
about better organization of methods of employment have been made
throughout the period between the wars, chiefly on the lines of
registration schemes, that is to say of plans for limiting entry to the
occupation so as to protect it against invasion by the unemployed
of other industries. This is a step in the right direction, but so long
as casual demands are met by casual engagement at many different
centres of employment, the demands cannot be met except at the
cost of keeping unnecessarily large unorganized reserves of labour.
In the present war a great step forward to the better organization
of this industry has been taken by the introduction of a guaranteed
week, but if this merely means an adequate income to the dock
labourer while standing idle for large parts of his time because he
forms part of a stagnant rather than of a mobile reserve, it will mean
the continuance of a large volume of disguised unemployment,
covered by wages rather than by unemployment benefit as in the past.

109. As regards building, the results of disorganization are summed
up in the fact given above that the building industry in expanding
its volume of employment between 1923 and 1937 by about a half,
has expanded even more the number of persons seeking to live in
that industry and by consequence has doubled its volume of unem-
ployment, in becoming more prosperous and more active. Building
accounts for a larger number of vacancies filled by the employment
exchanges than does any other single industry, the number reaching
273,285 in 1937; special attention has been given by the Ministry
of Labour to this industry, the measures taken including the setting
up of a specialized central exchange dealing solely with building and
public works contracting. But the placing index in building is below
the average, 26-2 in 1937 as compared with 29-2 for all industries.
These figures show that the number of engagements of wholly unem-
ployed men in the course of the year was over 1,000,000, one for
every insured person.
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Occupational and Local Mobility of Labour

110. The facts passed in review in this section give no support to
the suggestion that, in the circumstances of Britain between the two
wars, immobility of labour, in the sense of failure to change occupa-
tions or place of residence in response to demand, was a substantial
cause of unemployment. The substantial cause was deficiency of
demand, not friction in the labour market.! In physical terms, if
two bodies in contact with one another do not move and there is
no pull on either of them to make them move, their immobility should
be ascribed to the absence of pull, not to friction between them.
Friction stops or delays motion only when there is a force for motion
against which friction can act. In the circumstances of Britain between
the two wars, with hardly any unsatisfied demand anywhere at
any time, little if any of the recorded unemployment can be de-
scribed as due to friction, that is to say to insufficient fluidity of
labour. Willingness to move or not to move determined upon which
individuals unemployment should fall and not how much unem-
ployment there should be. In fact, the movements of labour between
the wars were very great. Table 33 in Appendix B shows that in
the course of thirteen years 1924—37, the relative size of particular
industries has been completely transformed, with some industries
growing three- or four-fold while other industries reduced their
numbers to little more than a half. Table 35 shows that of two
groups of industries, each starting with about the same number
of insured males—a little over 1,800,000—in 1929, one group in
eight years increased by nearly 600,000, while the other decreased
by 300,000. Table 6 shows that the local changes were substantial
though less striking and Table 36 shows the persistence of markedly
different levels of unemployment in neighbouring districts. This
points to a contrast, noted in the next paragraph, between occupa-
tional and local immobility, but it does not mean that local immo-
bility, in the circumstances of the Britain of that time, was a sub-
stantial cause of unemployment. Men move freely from occupation
to occupation in response to demand. They move less freely but
substantially from place to place. The real trouble between the
wars was absence of demand, that is to say of any demand for
labour that could not be satisfied locally. The figures of industrial
transference given in paragraph 79 show clearly that local movement,
like occupational movement, depends first and foremost upon the
state of the demand for labour, that is to say upon the relation

1 See “Unemployment, Frictional, Seasonal, Structural,” in Appendix D.
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between demand as a whole and supply as a whole. The relative
mobility or immobility of labour becomes important only when
there is a strong demand for labour.

111. But while the facts of unemployment, if fairly studied, give
no support to the suggestion that the total of unemployment in
Britain between the wars would have been materially reduced by
making labour more mobile, they point to a difference between
the possibilities of occupational and of local transference which
will be important in happier conditions of demand. They suggest
that local movement encounters, at a certain point, obstacles which
cannot be overcome. This is in accord with what should be expected.
The total supply of labour at any time contains a substantial propor-
tion of boys and girls and young persons who, as far as occupation
is concerned, are almost completely adaptable, but may find it
difficult to leave home. Older people are in the same case. They
cannot change or choose their occupations so easily as boys and
girls, but they may find it even harder to change their residence.
All people, practically without exception, live in families, and most
families have more than one wage-earner. Apart from family feeling,
each family forms an economic unit whose prosperity depends on
keeping together. This expectation on a priori grounds of finding
ultimate obstacles to complete local mobility of labour is driven
home by the experience of the Industrial Transference Board,
established in 1928, to bring about, if possible, a wholesale assisted
transference of men and women from their homes on the assumption
that work could not be brought to their homes. The Industrial
Transference Board moved many tens of thousands of people but
substantial proportions of these returned to their homes; the In-
dustrial Transference Board found that in the last resort there were
appreciable numbers of older people who could not be moved at all
and of younger people who could only be moved with extreme
difficulty. The same point is made in the Carnegie Report on Disin-
herited Youth in observing that “the crux of the training problem
seems to lie in the fact that training means transference.”

“The young men were apparently unwilling to accept the
fact that the community in which they were born and nurtured,
wherein they had built up their social life, was unable to
provide them with work. They kept on looking for their luck to
turn, perhaps to-morrow or next week, or next month. Some of
their friends were getting odd spells of work and their turn
might come. Many people appear to be unable to give the
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consideration of localities its due weight. A Liverpool man,
when told by the officer that he had spent most of his working
life in jobs away from his home, which he could visit only on
holidays, exclaimed, “Good God! What kind of a home did
you have, then?”’ This incident may serve to illustrate the folly
of expecting a common-form social outlook among persons with
entirely dissimilar experiences and’ traditions. Middle-class
people, trained for the professions, expect to have to follow the
job, wherever it may take them. The same holds good only
to a very limited extent among the working-class people.”?

112. Recognition of obstacles to transference of labour does not
mean that steps should not be taken to make labour adaptable and
mobile. If and when there is a strong demand for labour, the mobility
or immobility of the supply will become a factor of real importance,
and if his family circumstances permit, no individual should feel
it an intolerable grievance to move for work from one part of
Britain to another. But family circumstances and age make some
individuals in practice immovable. And wholesale transference
should be regarded as bad social policy. It involves a sacrifice of
social capital, that is to say of the services for health, education and
local amenities which have been built up for a community of a
certain size and will be wasted if the community sinks to half or a
quarter of that size. The assumption on which policy was based
during the period between the wars, namely that it was impossible
or undesirable to control the location of industry, unless it were
industry conducted by foreigners,? will, to later generations, con-
demned to struggle with its consequences, appear a sad example
of blindness leading to drift. It allowed more than one-third of the
total addition to the population of Britain between the wars to be
concentrated in the area of greatest congestion and strategical
danger,® while leaving other parts of the country derelict. It sacri-
ficed major national interests to considerations of minor importance.

Y Disinherited Youth, described as “A Report on the 18 + Age Group Enquiry
Prepared for the Trustees of the Carnegie United Kingdom Trust,” and printed
in 1943. The enquiry relates to the years 1936-39. The passage cited here is at
p. 91.

* The location of new factories by foreigners wishing to establish themselves in
Britain was brought under control in June, 1936. See Ministry of Labour Report
for 1938, p. 25.

3 Sec para. 224 in Part IV,
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THE NEW PROBLEM: DEFICIENCY OF DEMAND

113. That the general level of unemployment between the two
wars was much higher than the general level before 1914 is beyond
reasonable question. The contrast extends over all years. It is per-
haps most conspicuous between 1937—the best year of the 30’s
—and 1913, the last boom year before the World War. In 1913,
less than 5 per cent of all the unemployment experienced in the
industries covered by the limited scheme of insurance occurred
after men had been unemployed as long as fifteen weeks. In June,
1937, even in relatively prosperous London, 29 per cent of all those
.unemployed had been idle for more than three months; in Britain
as a whole the proportion was 46 per cent. 1937 represents the best
of which the unplanned market economy of Britain was capable
between the Wars. Was there in that year anywhere in Britain a
substantial unsatisfied demand for labour? The number of vacancies
notified to the employment exchanges always exceeds considerably
the number filled by them and the difference is greater in good
years than in bad years. Thus in 1932 the vacancies filled were
921 per cent of the vacancies notified while in 1937 they were only
836 per cent. But the vacancies notified to the exchanges and not
filled by them do not necessarily remain unfilled and cannot be taken
as a measure of unsatisfied demand ; most of them get filled in other
ways. As part of the study of employment and unemployment on
which he and I were jointly engaged at the outbreak of the present
war, Mr. J. H. Wilson made a special analysis of all the cancelled
vacancies during the month of November, 1937, at eight employment
exchanges in the southern part of England. Taking these exchanges
as a sample, the analysis yields a figure of 2,210 as the maximum of
the unsatisfied demand for labour in Great Britain and Northern
Ireland, as notified to the employment exchanges, in a month
very near the top of a cyclical fluctuation; Mr. Wilson gives several
reasons showing that this figure is an over-estimate. In the same
month the number of unemployed persons was over 1,500,000.

! The towns selected for this examination were Banbury, Bedford, Coventry,
Luton, Northampton, Oxford, Reading, and Swindon, with a total insured
population of 340,830, representing 2-38 per cent of the insured population of
Great Britain and Northern Ireland. They were materially more prosperous than
the country as a whole, having only 5 per cent of insured males unemployed
on 15th November, 1937, as compared with 11-8 per cent in the country as a
whole. But they had much the same proportion of notified vacancies cancelled
as the country as a whole; this in itself is an argument against treating unfilled
vacancies as evidence of unsatisfied demand.
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It may be said that employers probably had vacancies which they
did not notify to the employment exchanges, either because they
relied on other methods or because they felt it was of no use to ask
for men who would not be available. There is no evidence of this
unsatisfied unnotified demand!; on the contrary, there is evidence
that employers anticipating a shortage tend to over-state rather than
to under-state their needs. The employment exchanges are there
for all to use freely. If employers wanting men would not even take
the trouble to try the official machinery for getting them, that is a
striking illustration of the difference noted earlier in this Report,
between the dijsaster of failing to sell one’s labour and the incon-
venience of not being able to buy all the labour that one can use.

114. It is clear that between the two wars any unsatisfied demand
for labour was trifling in quantity and transient in duration. Even the
year 1937 remained for most industries a time with many times as
many unemployed men as vacant jobs. In all other years, deficiency
of demand in relation to total supply was greater still. The central
problem of unemployment between the wars in Britain was not
what it had appeared to be before the first World War. It was not
a problem of cyclical fluctuation reducing demand for a time, or
of disorganization of the labour market, wasting men’s lives in
drifting and waiting. It was a problem of general and persistent
weakness of demand for labour. If the Royal Commission of 1905—9
had been asked to repeat their examination of unemployment in
1935-39, they would not have withdrawn their earlier diagnosis:
they would still have described cyclical fluctuation and disorgani-
zation of the labour market as potent influences to waste human
lives in idleness. But, having repeated and reinforced the old diag-
nosis, they would have added to it. In place of “The New Problem :
Chronic Under-Employment,” this hypothetical but very desirable
Royal Commission on Unemployment in the nineteen-thirties would
have written of “The New Problem : Chronic Deficiency of Demand.”
They might, approaching from a different angle the same problem
as that which was examined by the Royal Commission of 1937—40
on the Location of Industry, have devoted another chapter to
“Local Mis-direction of Demand.” But on the facts they would have

! There are references in the Labour Gazette during the spring months of 1937
to scarcities of labour and occasionally of materials in particular industries,
including engineering, shipbuilding, building and cotton. But these scarcities
were nearly all confined to special types of labour, either highly skilled or juvenile;
they were generally confined to particular districts; they lasted only for a few
months,
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given first place to general deficiency of demand, as making the bitter
climate in which life was lived between the wars in Britain. Turning
from facts to theories, they would then have noted a striking change
in the prevailing tendency of economic thought since Victorian
and Edwardian days.

Secrion 2. THEORIES OF UNEMPLOYMENT

UNEMPLOYMENT DIAGNOSIS OF 1909

115. In my first study of unemployment, published in 1909, I
was concerned to show how and why unemployment persisted, even
though the demand for labour appeared to grow on the whole at
least as fast as the supply of labour. I found the explanation on the
one hand in the fluctuations of the demand, seasonal and cyclical,
and on the other hand in the tendency of each industry to accumu-
late and retain reserves of labour greater than were needed to provide
for local and individual changes in demand. The strength of this
tendency to keep excessive reserves of labour varied from industry
to industry, according to the numbers of separate employers, the
frequency of engagements and the methods of engaging men, but
the tendency was found, to some extent, in all industries. The same
diagnosis of unemployment was made by the Royal Commission
on the Poor Laws and the Relief of Distress which reported in
February, 1909. The policy of organizing the labour market, recom-
mended by the Royal Commission and embodied in the Labour
Exchanges Act of 1909, was described by me at the time as “a policy
of making reality correspond with the assumptions of economic
theory. Assuming the demand for labour to be single and the supply
perfectly fluid, it is not hard to show that unemployment must
always be in process of disappearing—that demand and supply are
always tending to an equilibrium. The ideal for practical reform,
therefore, must be to concentrate the demand and to give the right
fluidity to the supply.”?

116. It was not suggested, of course, either by the Royal Commis-
sion or by myself, that organization of the labour market was all
that was required. The reality and the seriousness of cyclical fluctua-
tion were fully recognized. The policies of 1909 included the regu-
larization of employment by the use of public work; the Minority
developed this idea into a proposal for a ten years’ programme of
work to be used deliberately to counteract cyclical fluctuation. The

Y Unemployment (1909), p. 237.
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policies of 1909 included also unemployment insurance,-which the
Majority described as of paramount importance and desired to see
extended to unskilled and unorganized workmen ; the Minority, while
prepared to consider a partial scheme of compulsory insurance, pre-
ferred and proposed a State subsidy to voluntary insurance through
the trade unions. This emphasis on unemployment insurance was
a concession to the fact that the demand for labour was both fluctuat-
ing and changing in quality. It was necessary to provide workmen
with the means of keeping alive, while following the changes in
demand or waiting for it to recover from seasonal or cyclical
depression.

117. The idea that demand for labour as a whole might be failing
to keep pace with the supply of labour was raised at that time only
to be dismissed. It was ruled out by the Majority of the Royal
Commission on theoretic grounds. It was ruled out in my study on
grounds, not of theory, but of the facts as they presented themselves
up to that time: “There is no general failure of adjustment between
the growth of the demand for labour and the growth of the supply
of labour. The forces which constantly tend to bring about this
adjustment between the growth of the demand for labour and the
growth of the supply of labour have not been brought to the limit
of their power.”” But the limitations of this cheering conclusion were
carefully noted :

“The statement that the country is not over-populated, and
that its industrial system is still capable of absorbing the growing
supply of labour, must always be something of the nature of
a prophesy . . . Because up-to-date industry has expanded, the
inference is made that it is still expanding, and capable of
expansion. Because this expansion in the past has taken place
through alternations of good years and bad years, the inference
is made of any particular period of depression that it is only
a temporary phase and will give way to renewed prosperity.
All this, however, is far from inevitable.”?

On the facts up to that time, the assumption 6f economic theory that
demand in total could be left to look after itself appeared to be
justified in .practice. As the supply of labour had grown, so on the
average had the demand for labour. With every pair of hands God
sends a mouth. There had been a rising return to labour throughout
the nineteenth century and this continued.

v Unemployment (1909), pp. 14-15.
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118. But even apart from the recurrent deficiency of demand
through cyclical depression, the organization of industry was such
as to involve serious unemployment in responding to demand: the
main positive result of my first study was to show the scale and
seriousness of frictional unemployment. My object in that first study
was not to show that all was well with employment but to identify
what was clearly wrong so as to exclude mistaken remedies :—

“From the beginning to the end of fifty years of unprecedented
industrial expansion unemployment has been recorded con-
tinuously, and has passed at intervals of seven to ten years from
a normal to an acute phase. This in itself is enough to show
that unemployment depends not so much on the volume of
industry as upon the methods of industry, and while the methods
remain unchanged, will continue or recur however the volume
grows. A falling demand for labour may come as a symptom
of national decay. A rising demand for labour will be no cure
for unemployment.”?!

119. This was written when the unemployment rate recorded
by the trade unions was running from 2 to 8. After the first World
War a different scale of unemployment, with a rate running from
10 to 20 or more had to be explained. The changed face of unem-
ployment led naturally to new theorizing by economists about
it. The first suggestion was that a general cause of the higher unem-
ployment might be found in excessive wages. This was put forward
prominently in Britain by Professor Pigou (Economic Fournal, Sep-
tember, 1927) and from another angle by Professor Clay (Economic
Journal, September, 1929).2 The idea that high or rigid wages were
an important cause of higher unemployment was substantially
accepted by myself in the 1930 edition of Unemployment.

- “This potential effect of high wages policy in causing unem-
ployment is not denied by any competent authority. . . . As
a matter of theory, the continuance in any country of a sub-
stantial volume of unemployment which cannot be accounted
for by specific maladjustments of place, quality, and time is in

1 Unemployment (1909), p. 15.

* J. M. Keynes, in lectures given at that time in London and Manchester,
and reprinted as an article on “The Question of High Wages” in the Political
Quarterly of January, 1930, emphasized the fact that in an international system
high wages in a particular country, accompanied by mobility of foreign lending,
might lead to unemployment. This is quite consistent with his subsequent
criticism of Professor Pigou’s general thesis as to the relation between wages and
employment (see paras. 125 and 127 below).
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itself proof that the price being asked for labour as wages is
too high for the conditions of the market ; demand for and supply
of labour are not finding the appropriate price for meeting.”’?

It may be recalled that long before, in 1913, Professor Pigou had
carried the argument about wages to the point of saying that it was
theoretically possible for wage-rates at any moment to be so adjusted
in every part of the industrial field “that no unemployment what-
ever can exist.” “In other words, it has been shown that unemploy-
ment is wholly caused by maladjustment between wages and
demand.”?

THE KEYNESIAN ANALYSIS OF 1936

120. A new era of economic theorizing about employment and
unemployment was inaugurated by the publication in 1936 of T#e
General Theory of Employment, Interest and Money by J. M. Keynes,?
now Lord Keynes. No account, however brief, of all the changes
of economic thought and language induced by this epoch-making
work can be attempted here. The gist of the new approach to the
problem of employment that has resulted from it can be put shortly.
Employment depends on spending, which is of two kinds—for con-
sumption and for investment; what people spend on consumption
gives employment. What they save, i.e. do not spend on consump-
tion, gives employment only if it is invested, which means not the
buying of bonds or shares but expenditure in adding to capital
equipment, such as factories, machinery, or ships, or in increasing
stocks of raw material. There is not in the unplanned market
economy anything that automatically keeps the total of spending
of both kinds at the point of full employment, that is to say, high

1 Unemployment (1930), pp. 362 and 371.

2 Unemployment, p. 51 (Home University Library, 1913).

3 This eminent economist has in more than one way made it inappropriate
to refer to him as “Mr. Keynes.” The form of reference to him which I adopt
here has the advantage of differentiating between him and the present distin-
guished adviser to H.M. Government, and making it plain that the Government
have no responsibility for the views of J. M. Keynes and may not be influenced
by them. Even Lord Keynes may differ from J. M. Keynes. It should be added
that the General Theory of 1936 (cited in that way here) was preceded in 1930 by
the same author’s Treatise on Money, in which some of the later ideas are seen in
process of evolution, and expressed in a different terminology. An excellent
popular exposition of the Keynesian analysis is given by Mrs. Joan Robinson, in
The Problem of Full Employment, published by the Workers’ Educational Association
as a Study Outline, and the analysis is explained and illustrated by the same
author in An Introduction to the Theory of Employment (Macmillan, 1938).
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enough to employ all the available labour. Adequate total demand for
labour in an unplanned market economy cannot be taken for granted.

121. According to the Keynesian analysis, the possibility of pro-
longed mass unemployment lies in the fact that decisions to save
and decisions to invest are made by different sets of people at
different times and for different reasons and may thus get out of
step. The amount which any community will try to save is governed,
not primarily by the outlets for saving, i.e. the opportunities for
investment, but by the total income of the community and its dis-
tribution; broadly speaking, if incomes are evenly distributed, less
will be saved out of the total than if they are unevenly distributed.
The amount which any community will seek to invest is governed,
not primarily by the amount of savings available for investment, but
by expectation of profits. Savings and investment do not start with
any initial tendency to march in step and there is no automatic
painless way of keeping them in step or bringing them together if
they fall out. The rate of interest, which was supposed to serve this
purpose, of regulating automatically the processes of saving and
investment, fails to do so. If savings are tending to outrun invest-
ment, the rate of interest will fall only after a severe decline in the
national income:

“Upon one thing all modern economists, of whatever school
of thought, are agreed: the amount whick the community wishes to
save at full-employment income levels must somehow be offset, or income
will fall until the community is so poor and wretched as to be willing
to save no more than can be offset. In terms of time-period analysis,
the community must return to the income stream in each period
as much as it received in previous periods, or else there will
ensue a cumulative downward spiral of income and employ-
ment. We are confronted with the paradox that while no one
attempts to save with any thought of investment outlet, or of
offsets, yet the amount which all together succeed in saving is
brought into alignment by the movements of income and
employment. But the alignment is performed on a cruel Pro-
crustean bed, with employment and income being lopped off
if the desire to save is excessive in comparison with available
offsets, and with an inflationary straining of demand if invest-
ment is excessive.” '

So the position is summed up by an American economist.!

1 Paul A. Samuelson, in Post-War Economic Problems, edited by Seymour Harris
(McGraw-Hill Book Company, 1943).
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122. The argument, it will be seen, is not that the savings of a
community in total can outrun the investment. In the sense in which
these terms are used in the Keynesian analysis, the total savings
that a community is, in fact, able to make, can never exceed the
total invested : if a number of individuals in the community together
try to save more than is being invested, the income of other members
of the community will be correspondingly reduced; their losses in
poverty and unemployment, their spending of former savings or
running into debt will cancel out some of the savings of others and
will thus reduce the total savings of the community to that which
can be spent in investment. “Saving,” in J. M. Keynes’s words, “is
a mere residual. The decisions to consume and the decisions to invest
between them determine incomes.’’!

123. Saving in itself is merely negative; it means not spending.
Saving may be desirable from the point of view of the individual
who saves, in order to ensure to him the means of spending and of
independence later. Apart from this merit of securing independence,
saving in itself has no social virtue. The social virtue of saving by
one person depends on there being someone else who wishes to
spend the savmgs This is obvious when the question is asked why,
in war, saving is impressed upon all citizens as a duty, hardly second
to that of giving their lives and their labour to the national cause.
The answer is that in war the State has an infinite appetite for
spending—is ready to spend all and more than all that the citizens
can save. In spite.of the war-savings posters, it is not the negative
act of saving by the citizen that makes bombs and launches ships
against the enemy, but the positive act of spending by the State.
If neither the State nor anyone else is ready to spend savings, they
are not a social but a self-regarding virtue. They may be no virtue
at all. J. M. Keynes wrote in a famous passage:—

“Thus our argument leads towards the conclusion that in
contemporary conditions the growth of wealth so far from being
dependent on the abstinence of the rich as is commonly sup-
posed, is more likely to be impeded by it. One of the chief social
justifications of great inequality of wealth is therefore removed.””?

On the earlier teaching of the economists, moral and.technical
considerations in regard to the distribution of wealth had appeared
to be in conflict. Moral considerations suggested the desirability of
a more equal distribution of wealth, while technical considerations

1 General Theory, p. 64. & 0p. cit., p. 373-
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appeared to require great inequality as the condition of adequate
saving. On the newer teaching of the economists, as exemplified in
. the passage just quoted from J. M. Keynes, moral and technical
considerations unite in favour of substantially greater equality of
wealth than has obtained in Britain in the past.

124. But, though actual saving in the Keynesian analysis is a
mere residual, the amount which the individuals of a community
will try to save, i.e. will not spend on consumption out of their
incomes, is a factor of immense importance. The amount which the
individuals of a community will try to save under conditions of full
employment, with a given distribution of income, is the most
important single economic fact about the community, for it commits
the community to ensuring that that amount is spent by others,
individually or communally, out of loans or from past savings,
under penalty of entering on a downward spiral of decreasing
employment and growing poverty. By consequence it would be a
matter of importance to have full and accurate information as to
the sources from which the savings of a community come and as to
the factors which influence saving. At present information on both
these points is scanty; the official statistics as they stand and even
the invaluable White Paper now presented annually on the Sources
of War Finance throw no light upon them. Savings, their sources,
form and motives would be a highly repaying subject for expert
investigation with adequate resources and access to confidential
information. Without such an investigation, it is possible to give
‘only general impressions. These are to the effect that, for Britain
and for the United States alike, the savings that tend to produce
depression are the undistributed profits of companies and the large
surpluses of a very limited class of owners of great wealth. The
savings of most people are made for personal security; they merely
postpone consumption; at any moment of time, while some are
saving for future security, others are spending what they had saved
in the past for this purpose and the two cancel out. The savings that
matter in Britain and may not get offset in any way by automatic
spending are not likely to derive to any substantial extent from small
incomes.

125. The Keynesian analysis attacks directly and destroys one of
the econbmic harmonies between savings and investment through
the rate of interest, which according to older theory were assumed
to keep the free capitalist system in prosperous equilibrium, with
the demand for labour painlessly adjusted to the supply of labour.
It destroys incidentally another of these harmonies also—the assump-
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tion made by Professor Pigou in 1913 that wage rates could be so
adjusted as to abolish unemployment completely, and the inference
that in any given situation employment could be increased directly
by a general reduction of money wages. This question was the
subject of a spirited debate between economists in the Economic Fournal
during 1937 and 1938. There is no need to enter here into the details
of this debate, which ended in Professor Pigou accepting the main
contention of his opponents and coming, in his own words, much
nearer than before to J. M. Keynes’ general view of the inter-relation
between money wage-rates, employment, and the rate of interest.

126. The Keynesian analysis is of fundamental importance in
making clear that the adequacy of the demand for labour as a whole
to absorb the available supply should not be taken for granted.
There may be unemployment through chronic deficiency of demand
for labour, as well as unemployment through fluctuation of demand
and through friction; demand for and supply of labour in total
do not get adjusted automatically either by the rate of interest or
by bargains about money wages. Up to this point the analysis is
probably now accepted by all persons qualified to judge. It remains
not the last word on the problem, but a word which requires supple-
menting. Three comments in particular are relevant.

SIGNIFICANCE OF WAGE BARGAINING

127. First, the argument that it may prove impossible by suitable
wage bargains in money terms so to alter real wages! as to abolish
unemployment is valid. It does not follow that the nature of the
wage bargains as actually made may not be of great importance
for the functioning of the economic system. The responsibilities
which, in a full employment economy, fall upon those concerned
with wage bargains are examined further in Part V of this Report.
Here it suffices to emphasize the following points:—

(1) The Keynesian analysis shows that a rise in money wages
in one industry has a double effect: it raises the real wage in
that industry, but reduces real wages in other industries. The
rise on the one hand may be larger or smaller thar the fall on
the other hand. Whether real wages for labour as a whole rise
or fall depends upon a great number of other circumstances.
On the whole, it may be said that a rise in money wages in
particular industries does not normally produce a gain for labour

1 See Explanation of Terms in Appendix D.
G
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as a whole; it represents merely a re-arrangement of the scale
of remuneration within the wage-earning class.

(2) Such re-arrangements, however, remain neccssary and
important in a full employment economy. If, owing to excep-
tional circumstances, money wages in some industries rise out
of all proportion to the wages in other industries, social unrest
is the result.

(3) While the new theory demonstrates that changes in money
wages do not produce equivalent changes in real wages for
labour as a whole and do not directly affect the total demand
for labour, it does not disprove the importance of relative
changes of wage rates as between industries. Such changes may
be a potent factor in directing labour to the specific jobs and
places where it is wanted, that is to say, the mobility of labour
may be increased by a flexible wage policy which offers an
inducement for workers to leave declining industries and seek
employment in expanding industries. But this should not be the
only or the main method for bringing about such movements.
If the demand for the products of a particular type of labour is
declining, an effort by the workpeople affected to maintain their
numbers by lowering their wages may lead to a progressive
lowering of their standard of living and therefore of the average
standard. It is better that they should keep their standards and
reduce their numbers, and that labour—particularly that of
young people—should be diverted to the expanding industries.

(4) The view that bargains about money wages do not affect
the total demand for labour does not apply to wages in the
export industries or to wages in those industries at home which
compete with imported goods. A fall in these wages may increase
the ratio between exports and imports, and a rise may decrease
it and thus affect the total demand for labour at home. But this
is true only as long as all other factors—for instance exchange
rates—remain constant. Since these other factors are not neces-
sarily constant, there is no reason for distorting the internal
structure of wages merely for the purpose of affecting the foreign
trade  balance. The problems presented to this country on
account of her relative dependence on international trade must
be solved by other means, which will be discussed in Part VI.

These considerations are put forward not to question the thesis of
J- M. Keynes that a general lowermg of money wages is no cure
of unemployment and a general increase of money wages no cause
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of unemployment. They are put forward only to demonstrate that,
in a full employment economy, great responsibility continues to
rest with the trade unions and employers’ associations—but a
responsibility which transcends the compass of individual unions
and industries and can be properly discharged only if every
sectional wage bargain is considered in the light of the economy
as a whole.

OFFSETTING OF SAVING BY INVESTMENT OR CONSUMPTION

128. Second, the emphasis laid in the Keynesian analysis upon
the relation between savings and investment has led some interpreters
to the suggestion that the only way of offsetting savings, so as to
maintain national income and employment, is by investment. This
is not so. If one individual saves, that is to say does not spend, the
whole of his income, the saving can be offset and total expen-
diture maintained by some other person or authority spending those
savings in any way whatever, whether as investment or in con-
sumption. In practice, if the other person is a private individual or
a business concern, he will wish to invest the savings rather than use
them for consumption, because he will-have to borrow the savings
with a liability for their repayment with interest. He can only secure
the means of repayment by investing the savings in some productive
undertaking. But the State is under no such restriction, since it
possesses an unlimited command over the nation’s credit, and there-
fore can use the savings of its citizens in any way that seems good
to it. It can spend them on explosives or on milk for babies or on
salaries for civil servants and still be able to repay with interest what
it has borrowed. Whether it spends the savings of the citizens in one
of these ways or spends them on some permanent improvement,
such as a road or a bridge, the State will not as a rule have any
specific income from which to repay the loan. It will have to rely
and can rely upon taxation or further borrowing. This is one illus-
tration only of the fundamental difference between the finance of
the State and the finance of any private individual or organization.
The necessary offsetting of savings to maintain employment can take
any form of spending, if the spending is that of the State.

129. It should be added that J. M. Keynes himself in 1936 by
no means regarded the offsetting of savings by investment as the
sole method of maintaining employment. His analysis, as he realized,
represented in some respects a throw-back to earlier theories, such
as that of J. A. Hobson which from 1889 to 1936 had been banned
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as heretical by practically all academic economists, but now received
a belated restoration to the canon of orthodoxy. These theories
traced the chronic tendency to under-employment in industrial
societies to under-consumption, that is to say, “to social practices
and to a distribution of wealth which may result in a propensity
to consume?! which is unduly low.” They indicated a re-distribution
of income from rich to poor, in order to increase consumption, as the
main practical objective. Towards these and allied schools of
thought J. M. Keynes in 1936 expressed his attitude as follows:

“In existing conditions—or, at least, in the conditions which
existed until lately . . . these schools of thought are, as guides
to practical policy, undoubtedly in the right. . . . If it is im-
practicable materially to increase investment, obviously there
is no means of securing a higher level of employment except by
increasing consumption. Practically I only differ from these
schools of thought in thinking that they lay a little too much
emphasis on increased consumption at a time when there is still
much social advantage to be obtained from increased invest-
ment. Theoretically, however, they are open to the criticism
of neglecting the fact that there are two ways to expand output.
Even if we were to decide that it would be better to increase
capital more slowly and to concentrate effort on increasing con-
sumption, we must decide this with open eyes after well con-
sidering the alternative. I am myself impressed by the great
social advantages of increasing the stock of capital until it ceases
to be scarce. But this is a practical judgment, not a theoretical
imperative.

“Moreover, I should readily concede that the wisest course
is to advance on both fronts at once. Whilst aiming at a socially
controlled rate of investment with a view to a progressive decline
in the marginal efficiency of capital,? I should support at the
same time all sorts of policies for increasing the propensity to
consume. For it is unlikely that full employment can be main-
tained, whatever we may do about investment, with the existing
propensity to consume. There is room, therefore, for both
policies to operate together: to promote investment and, at the
same time, to promote consumption, not merely to the level
which with the existing propensity to consume would correspond
to the increased investment, but to a higher level still.”’2

! See Explanation of Terms in Appendix D.
* Op. cit., pp. 324-5
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130. While in this passage J. M. Keynes recognized the need to
increase the propensity to consume, an object which in the last
resort can be accomplished only by a redistribution of income, he
laid personal and practical emphasis on increasing investment. This
raises the issue as to how a market is to be ensured for the rapidly
increasing products of the increased investment. The governing fact
in all industrial societies is technical progress, raising productivity
per head by an average which for Britain is commonly estimated at
g per cent a year for manufacturing alone, and at 1} per cent for
industry as a whole including services and distribution.! Increased
productivity per head mathematically involves either increased con-
sumption per head, or idleness, which must be taken in the form
either of leisure or of unemployment. In other words, the fundamen-
tal problem of a progressive society is to distribute the results of the
progress among citizens, either by shortening hours or by increasing
the purchasing power of the citizens, so that they can consume more.
Increase of purchasing power for citizens means either larger money
incomes or falling prices. The choice between these alternatives
depends on price policy. As is argued later,? adoption by the State
of a definite policy in regard to prices, becomes an almost inevitable
accompaniment of a policy of maintaining employment, in a pro-
gressive society. This is an issue which, though certainly not absent
from J. M. Keynes’ mind, is not treated by him at any length.

INTERPLAY OF THEORIES AND FACTS

131. The third and most general comment is that the Keynesian
analysis, like any other theoretical analysis, is an instrument for
interpreting facts, not a substitute for facts. The Keynesian analysis
throws light upon that point in a free market economy where an
essential link is missing in the mechanism: decisions to save are
not automatically co-ordinated with decisions to invest or to offset
savings in some other way. But this analysis, as such, does not
reveal the particular economic cause which, in a given period,
produced a gap between decisions to save and decisions to invest.
Theoretical analysis is a guide in the search for an explanation,
not an explanation in itself nor a prediction for the future. The

1 These are the estimates given by Mr. Colin Clark. For the United States the
estimated rate of increase is higher, according to the Day Persons index 4°3 per
cent a year for manufactures alone from 1870 to 1930, and 3-7 per cent for all
forms of production taken together (W. M. Persons, Forecasting Business Cycles,
Ch. XI).

% In Part V, paras. 28g-92.
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parts which theoretical analysis and inductive study respectively
have to play in the elucidation of issues vital to human welfare is
well illustrated by the two main problems of employment and un-
employment between the wars. One of these is the problem of the
fluctuation of demand for labour in nearly all countries between
1929 and 1937. The other is the problem of why unemployment
in Britain throughout the period between the wars and in the
United States between 1930 and the outbreak of the second World
War was so much more severe than anything experienced before.

132. As regards the first of these problems, J. M. Keynes recog-
nized that, in so far as his theory claimed to show what determined
the volume of employment at any time, it “must be capable of
explaining the phenomena of the trade cycle.” Like any other
theory of demand for labour, it must fit the fact that demand
fluctuates. J. M. Keynes himself did not give, and at the end of a long
book devoted to the general problems of employment, interest and
money, could not have been expected to give, a detailed theory
of fluctuation. It is possible, using the Keynesian analysis as a
starting-point, to argue that cyclical fluctuation of demand is not
merely a possible but an inevitable feature of an unplanned market
economy, arising out of the methods by which income is distributed
in the community and out of the relations between the industries
which make goods primarily for current consumption and the
industries which make goods primarily for expanding the capital
equipment of the country. This theoretical argument for the inevit-
ability of cyclical fluctuation is set out briefly in Section 5 of Appen-
dix B. My own different approach to the problem, through in-
ductive study of the facts of fluctuation, is set out in Appendix A and
is summarized briefly in paragraphs 9g6-102 above. The theoretical
and the inductive approacheslead to the same practical conclusions.
Whether or not cyclical fluctuation of demand is inevitable in an
unplanned market economy, it has in fact occurred throughout the
period for which records are available—in Britain since 1785—and
has occurred with sufficient uniformity of its leading features, to
prove that its causes are deeply seated in the economy and arc
powerful. Nothing less than total war, that is to say substitution of
a planned for an unplanned economy, has sufficed to suspend the
operation of these causes. And the first World War merely suspended
their operation; they returned with “normalcy” in Britain as in
the United States. The fluctuation from 1929 to 1937, while probably
more violent than anything experienced in the past, has all the
regular features of earlier fluctuations.
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133. The survey of facts of fluctuation set out in Appendix A,
while it leads to the same practical conclusion as theoretical analysis,
that fluctuation of demand is probably or certainly inevitable in
an unplanned market economy, includes new facts suggesting a
need to enlarge the analysis. The facts of the greater violence of
fluctuation in British export industries and the leadership in time
of those industries have not entered hitherto into theoretical dis-
cussion of the trade cycle. But they must be explained by any
complete theory of the cycle. And they have an important practical
bearing on the search for remedies. For they suggest that planned
marketing and production of primary products, both agricultural
and mineral, is an essential condition for the stabilization of demand
for manufacturing products.

134. As regards the second problem, of explaining the greater
severity of unemployment after the first World War, that is not a
matter on which the Keynesian or any other analysis throws light
directly; it is a fact which has to be explained by detailed analysis
of facts. But theory can help in the interpretation by suggesting
which facts are likely to have most bearing on the answer. The
facts are not the same for Britain and for the United States. In
Britain the excess of unemployment, as compared with earlier
experience, was found through substantially the whole period
between the wars, and was obviously due in large measure to the
falling off of overseas demand for British produce, bringing depres-
sion to the export industries on which British prosperity had de-
pended so largely in the past. In the United States, excess of un-
employment as compared with earlier experience occurred only
after 1929 and had no obvious explanation corresponding to that
which can be given for the experience of Britain. Why was the
cyclical fluctuation which began in 1929 more violent than previous
fluctuations? Why did it lead to so half-hearted a recovery in 1937?
This is an issue keenly debated in the United States. One school of
writers explain the “lamentable thirties” by -permanent changes,
such as the arrival of the United States at economic maturity;
that is to say, the disappearance of the continually moving frontier,
the falling rate of population growth and the special nature of
recent technical progress, in being chiefly of a capital saving
character. From this they draw the conclusion that permanent
changes in the economic system, involving the taking of new re-
sponsibilities by the State, are necessary. Their opponents attribute
the “lamentable thirties” to particular policies of labour organization
or of Government as inhibiting investment. They argue that all
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the permanent factors, such as the disappearing frontier, the falling
growth of population, and the changing nature of technical progress,
are much older than the thirties. They cite from the eighteen-
cighties observations closely parallel to those used now by the
writers who believe that, in the absence of new Government
measures, the United States will enter upon a period of secular
stagnation.?

135. The practical issue for both countries, in framing plans for
the future, is to determine whether the unparalleled depression
experienced between the two wars was due to exceptional and
temporary causes or to causes either permanent or likely to recur.
For Britain in 1936, J. M. Keynes took the view that the abnormal
depression between the wars arose from a permanent change of
conditions.

“During the nineteenth century, the growth of population
and invention, the opening up of new lands, the state of con-
fidence and the frequency of war over the average of (say) each
decade seem to have been suflicient, taken in conjunction with
the propensity to consume, to stabilize a schedule of the marginal
efliciency of capital which allowed a reasonably satisfactory
average level of employment to be compatible with a rate of
interest high enough to be psychologically acceptable to wealth
owners. . . .

“To-day, and presumably for the future, the schedule of
the marginal efficiency of capital is, for a variety of reasons,
much lower than it was in the nineteenth century. The acute-
ness and the peculiarity of our contemporary problem arises,
therefore, out of the possibility that the average rate of interest
which will allow a reasonable average level of unemployment
is one so unacceptable to wealth-owners that it cannot be
readily established merely by manipulating the quantity of
money.”’?

! The argument of those in the United States who believe in the possibility
or probability of secular stagnation is put by Mr. Alan Sweezy in a contribution
to Post-War Economic Problems, edited by Seymour Harris (McGraw-Hill Book
Company, New York, 1943), while a contrary view is put in the same volume by
Mr. Richard Bissell. The leading American exponent of the need for Government
measures, by public outlay, to maintain effective demand, is Professor Alvin
Hansen. In criticizing him, in The New Philosophy of Public Debt (Brookings
Institution, Washington, 1943), Mr. Harold G. Moulton gives some striking
forecasts made in 1886 and 1887 of the imminent slackening of industrial expan-
sion in the United States (pp. 26-7).

? 0p. cit. 307-0.
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On this view, the depression in Britain between the wars was not
due simply to the decline of international trade, as the result of
war and its aftermath. It pointed to a permanent unfavourable
change in the working of the market economy and by consequence
to the need for new policies to maintain employment. This view,
as J. M. Keynes would himself have admitted, represented a judg-
ment of probabilities rather than a demonstrated fact. But even if,
contrary to this view, the exceptional depression between the wars
in Britain is attributed wholly to the special factor of decline of
international trade, the need for new policies can hardly be ques-
tioned by reasonable men. There were serious depressions before
the first World War ; there was almost chronic weakness of demand.
“Except during the war,” wrote J. M. Keynes, “I doubt if we have
any recent experiences of a boom so strong that it led to full employ-
ment.”’! And the trouble between the wars was not simply that
decline of international trade produced an emergency; the trouble
was that the unplanned market economy proved so little resilient,
so incapable of dealing with the emergency. To frame British
economic policy on the assumption that there will be no more
emergencies or shiftings of the economic structure of the world
is mere wishful thinking.

136. For the United States the need of new policies to maintain
steady high demand for the products of its industry is even clearer.
The depression which began in 1929 cannot be explained by events
outside the States or by any strictly temporary cause. It may or
may not have been intensified and prolonged by Government or
labour policies, but it cannot be attributed to such policies. It
certainly was intensified and prolonged by action taken in other
countries to deal with their difficulties, but to a large extent these
actions were a natural consequence of the depression itself and
would be repeated in similar conditions. There is no ground for
confidence or even for hope that the economic system which pro-
duced the depression of the lamentable thirties in the United
States will, if left to itself, fail to reproduce similar- depressions in
future. There may be worse depressions.

Secrion 3. THE NEW FACE OF UNEMPLOYMENT

137. Unemployment before the first World War appeared as an
evil calling for remedy, but not as the most serious economic problem

1 0p. cit. p. 322.
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of its time. That it was this between two wars will be d«;:nied by
few. The average rate of unemployment in Britain, that is to say
the percentage of persons seeking work who could not find it, was
between two and three times, most probably two and a half times,
as high between the wars as it had been before the first World War.
But doubling or trebling the rate of unemployment means much
more than doubling or trebling the misery of une:mploy.ment.
With unemployment at 5 per cent or less, the bulk of it consists of
short interval unemployment of people who have not been idle
long and can hope shortly to return to work. Unemployment at
15 per cent includes many who have been unemployed for.long
periods and have lost or are losing hope, as well as bodily vigour
and the habit of work. Unemployment in Britain after the first
World War had a new and grimmer face.

138. In this respect the experience of Britain accords with that
of other industrial countries having similar economic systems.
Though there is no direct continuous record of unemployment in
the United States, authoritative and conservative estimates, such
as those of the National Industrial Conference Board, show un-
mistakably the change that has followed the first total war. According
to these estimates the year of highest unemployment in the United
States between 1900 and 1914 was 1908, with 2,296,000 unemployed ;
in the twenties a new record was established of 4,754,000 in 1921;
since 1929 the figures have run as shown in Table 16:

139. These figures are portentous. It is well to record and to
remember them to-day, when in the United States as in Britain
unemployment is being melted away in the heat and fury of war.
What unemployment meant to each of these countries in the last
time of peace must not be forgotten, in planning what each of
them should do to order affairs differently and better in the next
peace.

140. Nor is there room for reasonable doubt as to the direction
in which the remedy must be sought. The two approaches to the
problem of unemployment in my first study of 1909 and in J. M.
Keynes’ General Theory of 1936, are not contradictory but comple-
mentary. The level of employment and unemployment at any
time depends on the one hand, on the demand for the products of
industry, and on the other hand, on the manner in which industry
responds to the demand. In 1909, I assumed, in accord with all
academic economists and most practical men, that, apart from the
trade cycle, demand would look after itself. I was concerned mainly
with the way in which industry responded to demand; the results
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Table 16

ESTIMATED UNEMPLOYMENT IN THE UNITED
STATES OF AMERICA, 1929-41 (IN THOUsSANDS)*

Tot}loﬁbour Unemployment % %gol;ac:our
1929 — 429 0-9
1930 49,006 2,925 59
1931 49,597 7,065 14°2
1932 50,132 11,402 22°7
1933 50,691 11,864 234
1934 51,267 9,793 19°1
1935 51,769 9,116 17:6
1936 52,237 7,407 142
1037 52,692 6,413 12°2
1938 53,229 9,813 18-4
1939 53,788 8,795 16-4
1940 54,333 75650 14°1
1941 54,784 3,350 6.1

* The estimates of the total labour force and of unemploy-
ment are taken from the Economic Almanac, 1942~43, pub-
lished by the National Industrial Conference Board. The
percentages have been added by myself. Other authorities
commonly give higher estimates of unemployment than
those used here.

of that study were summed up in its title—Unemployment: A Problem
of Industry. The revolution of economic thought effected by J. M.
Keynes, aided by the experience of the thirties, lies in the fact that
adequate demand for labour is no longer taken for granted. The
Keynesian analysis leads to the conclusion that, even apart from
cyclical depression, there may be chronic or nearly chronic deficiency
in the total demand for labour, with full employment a rare fleeting
accident. J. M. Keynes is not concerned with frictional unemploy-
ment at all: it is excluded formally from his study. The Keynesian
analysis does not deny the importance of disorganization of the
labour market as a cause of unemployment. My first study did not
deny the possibility of deficiency in total demand for labour.

141. Both approaches are needed to-day. The reality and the
seriousness of the industrial friction deduced by me from the limited
data available in 19og, are demonstrated by the analysis of unem-
ployment between the two wars, based on the full data now available
and summarised in paragraphs 61-89 above; this analysis shows,
as a special feature, the chronic hopeless unemployment brought
to particular regions by the shifting of demand. The error of taking
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sufficiency of total effective demand for granted, on theoretical
grounds, is made plain by the Keynesian analysis of 1936. Once that
error is shown, the burden of proof by facts that an unplanned
market economy can be trusted to maintain sufficient steady
demand for its products, rests on those who maintain this and
the facts are against them.

142. The new facts and the new theories of unemployment lead
to the same conclusion: that an unplanned market economy is less
automatically self-adjusting at a high level of employment than
had been supposed in earlier times. Before the first World War,
there was no full record of unemployment in any country in the
world. But the reality, persistence, and generality of the inter-
national trade cycle are established. For this period it is arguable,
though there are few, if any, facts to support the argument, that
adequate demand for the products of industry was attained at the
top of each cyclical boom, but, at the highest, this meant for Britain
only for one year in six between 1883 and 1914. And even in this
period there was structural unemployment due to the uncontrolled
shifting of industry from one part of the country to another; though
the general level of unemployment was much lower in 1913 than
in 1937, the differences between one region and another were
equally marked in the two years.

143. For the period between the two World Wars, there is a full
record of severe unemployment in Britain and there are records
which leave little doubt that during the nineteen-thirties unemploy-
ment was substantially more serious in the United States than in
Britain, to compensate for its lesser seriousness before 1930. In this
period each country experienced a particularly severe return of
cyclical fluctuation; though more violent in Britain than anything
experienced, at least since 1850, this fluctuation was of the same
general character as former fluctuations—was a fresh manifestation
of the international trade cycle. The boom which ended this fluc-
tuation in 1937 and heralded the beginning of a new depression,
left 10 per cent of the labour force unemployed in Britain and about
12 per cent unemployed in the United States. As regards the United
States, this high unemployment at the top of a cyclical boom cannot
be explained as due to structural unemployment. If that explanation
is offered for Britain, the answer is that failure for nearly twenty
years to deal with structural unemployment is in itself a serious
weakness of the unplanned market economy. Because such demand
as was generated by this economy for the products of industry was
so weak, it was not effective in overcoming industrial friction;
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because it was so badly located with reference to the supplies of
available labour, it made that friction abnormally strong.

144. The need for a new attack on the problem of unemployment
cannot be denied to-day, except in a mood of unthinking optimism.
The attack must be on three lines. There is unemployment due to
chronic or recurrent deficiency of demand. There is unemployment
due to mis-direction of demand. There is unemployment due to the
degree to which the labour market remains unorganized and to the
manner in which particular industries respond to demand. The
reduction of unemployment to a harmless minimum requires,
therefore, measures of three kinds; measures to ensure sufficient
steady demand for the products of industry; measures to direct
demand with regard to the labour available; measures to organize
the labour market and to assist the supply of labour to move in
accord with demand.
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THE MELTING AWAY OF UNEMPLOYMENT

145. In the first World War the unemployment rate in the British
trade unions, which for forty years had not been less than 2-0, went
down to 0-4 in 1916 and was 1-0 or less than 1-0 in each of the
other war years 1915-18. In the second World War, no unem-
ployment rates have been published since October, 1940, for reasons
of security, since they might throw light on the total numbers
employed and so upon the numbers and equipment of the Armed
Forces. In place of unemployment rates, the actual numbers of
unemployed persons on the register of the employment exchanges
are published. They are given for each year from 1928 to 1942 and
for five dates in 1943 and 1944 in Table 17. The figures for 1942 and
1943 include persons classified as unsuitable for ordinary industrial
employment; the number of such persons has fallen from nearly
28,000 in March, 1942, when their numbers were first published, to
just under 20,000 in October, 1943, and January, 1944. The figures
cover Northern Ireland as well as Britain ; in Britain alone the total
of the unemployed has been below 100,000 since April 1943.

146. The contrast between 1937—the best of the recent years
before the war—with more than 14 million unemployed and 1943,
with about 100,000, is emphatic. Since the 1} million of 1937 corre-
sponded to an unemployment rate of 10-8 giving nearly 150,000
unemployed for every 1-0 per cent of unemployment, and since the
numbers in employment now are probably more rather than less
than those in 1937,! the rate to-day must be in the neighbourhood
of 0-5. The second World War began with much heavier unemploy-
ment than the first World War and has melted it away at least as far.

147. Yet even now war has not abolished unemployment com-
pletely. The Unemployment Insurance Statutory Committee,
reporting on the Unemployment Fund in 1943, set out the expen-

1 See para, 149 below, y
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Table 17

AVERAGE NUMBERS OF UNEMPLOYED PERSONS ON THE REGISTERS
OF EMPLOYMENT EXCHANGES IN GREAT BRITAIN AND NORTHERN
IRELAND 192844

Year Wholly Unemployed |~ TonPorarily conemployed Total
1928 869,573 309,359 75,972 1,254,904
1929 900,553 268,595 79,440 1,248,588
1930 1,347,840 527,720 98,941 1,974,501
1931 1,994,471 587,719 115,678 2,697,868
1932 ) 2,136,052 574,315 102,675 2,813,042
1933 2,037,517 456,743 94,098 2,588,358
1934 1,763,911 369,002 88,150 2,221,063
1935 1,706,783 312,757 86,581 2,106,121
1936 1,491,051 251,568 79,081 1,821,700
1937 1,284,123 205,369 67,509 1,557,001
1938 1,433,248 380,484 67,625 1,881,357
1939 1,308,212 220,990 60,599 1,589,801
1940 829,458 165,962 39,252 1,084,672
1941 314,507 62,124 14,890 391,521
1942 151,313* 8,615 5,346 165,374*
1943 (Jan.) 135,486* 4,875 3,465 143,826*

(Apr.) 114,443* 2,221 3,212 118,160%

(Jul.) 105,416* 2,535 2,454 110,505*

(Oct.) 102,600* - 1,669 2,235 106,504 *
1944 (Jan.) 1r,572% 2,794 1,907 116,273*

* These figures include persons who were classified by interviewing panels as un-
suitable for ordinary employment. The average number of such persons who were
registered as wholly unemployed during 1942 was 26,002. At the four dates shown in
1943 it was 22,815; 21,669; 19,953; 10,974 respectively, and at January, 1944, it was
19,938. The last figure is made up of 19,456 men classified as unsuitable for ordinary
industrial employment and 482 women classified as unsuitable for normal full-time
employment.

diture on unemployment benefit in each year from 1938, showing
how from £52 millions in that year it fell to £26% millions in 1940
and then to £9-2 millions in 1941, £3-9 millions in 1942 and £2-8
millions in 1943.1 The Committee remark that these figures show how
slow the process of full mobilization is; how many frictions have to
be overcome in diverting all men and women from their peace-time
tasks to that which needs to be done in war, and how even in a
community working at full stretch as the British community worked’
in 1943, there are intervals of not working due to changes of pro-
gramme and methods and other inevitable causes. Payment of

1 Eleventh Report of Unemployment Insurance Committee on the Financial Condition of
the Unemployment Fund (H. C. 60 of Session 1943~44).
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more than 2} million pounds of unemployment benefit in the
fourth full year of war, is not a sign of failure to mobilize the nation
for war. It is merely a crowning proof that however great the
demand for labour, some intervals of standing by are inevitable
in any changing economic system and must be met by unemploy-
ment benefit, if they are not covered by wages. Since the middle of
1940, there have been acute shortages of labour of many kinds.
There has probably been full employment in Britain in the formal
sense of unfilled vacancies exceeding in number the persons unem-
ployed for something like three years. There has been a relaxation
of barriers of all kinds to the movement of men and women from
one occupation to another and one district to another. There has
been forced movement by direction under emergency powers. Yet
it has taken two or three years of full demand to reduce unemploy-
ment to 100,000. It is clear that no similar reduction could be
expected from the brief period of boom at the top of a cyclical
fluctuation. A strong demand for labour takes time to produce its
effects in melting away unemployment. A strong demand, if it
could be maintained over many years by a full employment policy,
would almost certainly lead to levels of unemployment far below
that recorded in any part of Britain in 1937.

148. The figures cited are only a statistical presentation of what
has now become a commonplace: that the only sovereign remedy
yet discovered by democracies for unemployment is total war.
Those who use war experience as an argument for the possibility
of abolishing mass unemployment in peace often find themselves
met by two popular objections; first, that this result is achieved
only at the cost of incurring immense public debt; second, that
the achievement of war proves nothing for peace, since the full
employment of the civilian population depends on withdrawing
millions of men and women from useful production to military
service. The first of these objections is an objection not to the possi-
bility of abolishing mass unemployment, but to the assumed cost.
As is shown in paragraph 198 and in Appendix C, in dealing with the
finance of a full employment policy, this objection is without sub-
stance. The second objection is also without substance, because the
distinction suggested by it, between men and women in military
service as doing useless things and those in industrial employment
as doing useful things, is invalid. Those who use arms are neither
more nor less usefully employed than those who make arms;
both users and makers are engaged in meeting needs of the highest
order of priority. This becomes obvious, if the question is asked:
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what would happen should the nature of the war make it desirable
and possible to have, say, a million fewer men and women in the
armed forces of Britain? There can be no doubt that the whole of
that million would be absorbed in employment outside the Armed
Forces, in increasing the supply of arms and in meeting other
needs. The demand for man-power in total war is unsatiated, and
insatiable.

149. War affords, in fact, the decisive argument against the popu-
lar view that the number of jobs to be done in the world is limited,
so that each man can get a job only at the cost of displacing another
man. Though the men and women of the Forces often describe their
service pay as the alternative to the unemployment “dole,” their
numbers are far greater than the numbers taken off the dole.
The total number of persons aged 14-64 in paid service or em-
ploymerit in the Armed Forces, Civil Defence or industry at the
middle of 1943 was 22.8 millions. This represents 44 millions more
than the corresponding number in 1939: the absorption of 1}
million unemployed and the addition of another g million persons.
The division of the 22.8 millions between industry and national
service is not made public in Britain, but there is little doubt that
the former by themselves show a net increase ; though the numbers
of persons in insured employment are no longer published, from
the insurance contributions to the Unemployed Fund and in other
ways they can be estimated roughly and shown to be greater than
in peace.! For the United States more facts are public and detailed
figures can be given. The following table taken from a publication
of the Committee for Economic Development and based on official
material compares 1940 with the estimated position at the end

of 1943.

1940 Dec. 1943
(;000 omitted) | (,000 om?tted)

Total Civilians with Jobs .. 46,000 52,200
Unemployed . . 9,000 1,000
Civilian Labour Force .. 55,000 53,200
Armed Forces.. . .e 600 10,800
Available Man-power .. 55,600 64,000

1 An article on the “Sources of Man-Power in the British War Sector,” by M.
Kalecki (Bulletin of Institute of Statistics, Oxford, vol. 5, no. 1), puts the total
increase in the volume of insured employment from 1938 to 1941 at 1} millions-
of “1938 workers,” of which 1 million represents longer working hours and
% million a nett increase in the number of workers.

H
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As against 8 million persons taken out of unemployment, the civilians
with jobs have increased by 6,200,000 while the Armed Forces
have been increased by 10,200,000, or altogether 16,400,000.
These figures are the best practical demonstration that the number
of jobs is not fixed, but can be expanded whenever the Government
has sufficient desire to do so.

150. The only assumption which gives any plausibility to the
objection examined here, is the assumption that human needs in
peace have a definite limit. This is not so; the needs are there, but
they are not clothed with purchasing power to make them into
effective demand. It is obvious that the purely material needs of
humanity are very far from being satisfied in any country of the
world.?! If and when technical progress and economic organization
make it possible to satisfy all the material desires of men, the nceds of
peace will still remain without limit, for the needs of rational men
include leisure. The repeated experience of the abolition of unem-
ployment in war is relevant to peace. A brief analysis of what the
State does and does not do in bringing about this result, is a natural
step in the argument of this Report.

ECONOMIC ANALYSIS OF WAR

151. What does the State in war do that has a bearing on the prob-
lem of full employment? The answer can be given under eight heads.

First, the State substitutes its own schedule of needs and priorities
in production for those of the private citizen, as interpreted by the
profit-seeking undertaker, and it clothes those needs with purchasing
power so as to make them into effective demand.

Second, the State secures removal of many or most qualitative
restrictions on the use of man-power.

Third, the State in war does not give security to anyone in his
particular job, and in fact brings about changes of employment on
a vast scale.

Fourth, the State, desiring to expand its own expenditure im-
mensely, diminishes that of the citizen by heavy taxes and by
borrowing.

Fifth the State re-inforces this greatly expanded taxation and
borrowing as means of transferring expenditure to itself, by rationing
and other direct restrictions on consumption.

Sixth, the State replaces or re-inforces the economic motive in the
allocation of labour and other productive resources by compulsory
powers of conscription, direction and requisition.

1 See note on Consumers’ Needs on p. 122,
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Seventh, the State controls prices of all essential articles and it
controls wages to the extent at least of making arbitration compulsory
and prohibiting stoppages of work through industrial disputes.

Eighth, though the State does not in Britain socialize any large
proportion of production, even for the purpose of meeting its own
demands, it does by taxation and price-control cut down the gains
of private capital, in order to justify the demands for maximum
output and abandonment of privileges which it makes upon wage-
earners. : ‘

152. In this brief summary of war economics, there are some
features which spring from war conditions and are foreign to peace;
there are some features which spring partly from war conditions
and partly from full employment as such; and there are some fea-
tures directly pointing the way to full employment in peace as in
war. These three sets of features will be considered in order.

153. The features foreign to peace include all the personal com-
pulsions, the rationing, the appeals for personal saving, the astro-
nomic increase of public debt and the extreme weight of taxation,
that is to say, the measures named under the fourth and fifth heads
of paragraph 151. All those measures spring from the nature of the
objective in war, and from its scale and urgency. The State’s schedule
of needs consists largely of means of destruction—of fighting men and
their arms—to be used against the enemy and those needs are indefi-
nite in amount. The high priority given to those needs of the State
involves extreme shortage of the means of satisfying the needs of
private citizens, and makes necessary the various devices of rationing,
heavy taxation and appeals for saving. These arise from shortage,
not from full employment, and need not be reproduced in peace.
Private consumption in Britain is estimated officially to have been
reduced by 21 per cent from 1938 to 1943,! though total industrial
production has increased greatly. The problem of peace is to increase
both production and private consumption.

154. The features foreign to peace include also the-compulsory
powers of direction of labour and requisition of property, which
bulk so largely in war, that is to say most of the sixth head in para-
graph 151. These powers of directing labour are not wanted in
peace; the power of requisitioning property is wanted but to a
much smaller extent. The State in war determines the direction of
practically all expenditure; as little as possible is left to the citizen
except the meeting of his essential needs. The economy of war is
wholly planned, with the profit-motive still used as an incentive

} White Paper on War Finance (1944, Cmd. 6520), p. 8.
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but not as a guide to the allocation of resources. This allocation is
made by decree of the State and is not in accord with the natural
desires of peaceful men, who left to themselves desire neither to
bomb or be bombed and prefer butter to guns. In a democracy at
peace, even if the economy were planned, most of the spending
would still be done by consumers meeting their needs from personal
incomes according to their individual views; the allocation of
resources would be in accord with the natural desires of the citizens,
as interpreted by the planners. The interpretation might be mistaken
in detail, but would not be wholly out of relation to human desires.
The compulsions of war arise not from full employment but from
distortion of war, from the need at all costs and without delay to
make human beings do and suffer inhuman things. They are foreign
to peace. The Policy of Full Employment set out in this Report
dispenses wholly with direction to work, under the powers conferred
by Parliament on the Government in June 1940 and with the Essen-
tial Work Order of 1941 as a means of holding men to their jobs by
threats of fine or imprisonment. Whether or not conscription for
military service continued in peace would depend, not on the policy
in regard to full employment, but on the policy in regard to war and
preparation for war. It would continue if at all, only because war is
not in accord with natural human desires, and is a distortion of
them.

155. The features springing partly from the nature of war and
partly from full employment as such include arbitration on wages,
control of prices and profits and other methods for securing output
and co-operation from the wage-earners, that is to say the measures
named in the seventh and eighth heads of paragraph 151. When the
urgency of war is over, it is hard to believe that any need will remain
for legal prohibition of strikes or lock-outs, or that such a pro-
hibition would be accepted by public opinion, but collective bar-
gaining about wages may need to be conducted with a wider
outlook and by revised procedure. The position about control
of prices and profits is similar; the conditions which necessitate
almost universal control of prices in war will not continue, but there
will be special reasons for price control in special cases. Most of the
wartime control of prices is made necessary by acute shortage of
supply in relation to demand; it is required to prevent sellers from
exploiting a scarcity and to ensure that what goods are available
are distributed fairly and not simply by the power of the purse, When
the war is over, except in its immediate aftermath, before industry
gets re-established and while gaps left by war are being made good,
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this general reason for controlling prices will not apply. But other
reasons are likely to lead to continuance of a large measure of price
control in particular fields. One reason is the desirability of stabilizing
the prices of necessaries, including food, shelter and fuel, in order to
make possible a reasonably uniform wage policy under conditions of
full employment. Another reason lies in the desirability of preventing
the creation of artificial scarcities and undue raising of prices by
monopolies and rings ; it should not be possible for a strong demand
for the products of industry to be met by raising prices, profits and
wages to producers, rather than by increasing supply to consumers.
Yet a third reason lies in the desirability of regulating the marketing,
production and prices of primary commodities, whether agricultural
or mineral ; this may be an important contribution towards stabilizing
the demand for manufacturing products. The last of the features of
war economy named above is the taking of special measures to
secure the co-operation of wage-earners and their maximum output
free from all restrictions. Fear of dismissal and the motive that this
may afford to effort are weakened by full employment in peace as
in war, and in peace the patriotic motive which efficiently takes their
place in war, is no longer available. How can discipline and workers’
co-operation generally be ensured under full employment? All the
three issues raised here—determination of wages, control of prices
and industrial discipline—are discussed among the internal impli-
cations of full employment in Part V of the Report.

156. The main direct lessons from war to peace are those under
the first two heads of paragraph 151: the setting up of a common
objective of needs to be met and seeing that whatever money is
required is in fact spent in meeting these needs up to the limit of the
man-power available, and the removal of qualitative restrictions on
the use of man-power. The third head also is relevant. War does
not give every man security in his particular job. Full employment
in peace need not give every man a freehold for life in a particular
Jjob and should not aim at doing so. The development of these points
must be reserved for Part IV, in setting out the means to full employ-
ment. But something further can appropriately be said here in
explanation of the economics of war, under the first, second and
third heads of paragraph 151.

157. As regards the first head, the experience of war confirms
decisively two theses of the economists; that employment depends
on outlay and that outlay by the State which controls money
is a very different affair from outlay by private citizens. The first
thesis, in its general form, is no more than a truism, which becomes
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interesting only when we proceed to examine the 1mphcat10ns and
sources of different kinds of outlay, on consumption and on invest-
ment, by the State and by prlvate citizens. The significance of war
in relation to employment is that the scope of State outlay is in-
creased 1mmcnsely and indefinitely and that the State formally and
openly gives up any attempt to balance its budget or limit its outlay
by considerations of money. The scale of wartime budgets is deter-
mined, not by considerations of finance, but by manpower. The
State places orders for fighting men and their arms not up to the
limit of what it believes that it can afford in money, but up to the
limit of what men can be made available to fight and make arms, by
squeezing the outlay of private citizens to the irreducible minimum,
by contracting manpower in all occupations other than fighting
and making munitions. The national budget in war becomes, in
a phrase used by Mr, Ernest Bevin, a “human budget.” The second
thesis, as to the fundamental difference between State outlay, and
private outlay, may appear to some a paradox, but is nearer to a
truism. There is no financial limit to spending by the State within
its own borders, as there is a financial limit, set by their resources
and their credit, to spending by private citizens. This does not
mean that the methods of war finance are unimportant; the choice
of methods between taxation and borrowing, or between different
methods of taxation may affect profoundly the distribution of
income between different citizens and may thus affect both their
capacity and their willingness to render service, alike in war and in
the following peace. But, whatever the methods, the money for
outlay up to the limits set by manpower can always be found by
the State in war and is found in practice.

158. As regards the second head in paragraph 151, the effect of
war in removing qualitative restrictions on the use of manpower is
obvious. No one is allowed to refuse to be a sailor, soldier, or airman,
on the ground that he has been brought up to some other trade or
that he will be paid less than in his previous occupation. No union
of existing sailors, soldiers or airmen is allowed to object to a recruit
on the ground that he has not been apprenticed to that occupation.
For fighting services the removal of qualitative restriction on use
of manpower is absolute. It is not as complete or as automatic but
is very general in regard to industrial employment, and is accepted
in principle by all concerned. Discussion turns on the details and
the conditions. Without this change of occupations, substantial

unemployment would continue in war, in spite of an immense
unsatisfied demand for manpower.
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159. This leads naturally to the subject of the third head in para-
graph 151. In principle men must be ready at need to change their
jobs in peace as in war. Service means doing what is wanted, not
pleasing oneself. In practice there need be nothing in peace corre-
sponding to the transformation scenes of war. The immense scale
on which occupations have to be changed in passing from peace to
war, is due to the character of the war objective and its abnormal
needs. The extent to which workpeople have to be transferred from
one locality to another and change their residences is also due to
war conditions ; factories and munition contracts have to be located
mainly with regard to security from attack and not with regard
to the places in which labour is available. The passage from war to
peace involves a corresponding transformation backwards. That
is demobilization which, as is stated elsewhere, falls outside the scope
of this Report. Once this transformation is accomplished, the rate
of change in the direction of industry can and should be altogether
less. Men will be able in general to follow their chosen occupations,
if they desire to do so, throughout their working lives, as most of
them did, subject to occasional unemployment, before the first
World War. Control over the location of industry can remove all
need for wholesale transfers of population and ruin of established
communities. The adjustment of the labour force in particular
industries to changes of demand can and should be made with less
pain than in the past by influencing the flow of adaptable youth.?

160. Though in Britain and the United States unemployment
has been abolished only in war, a similar result has been obtained
elsewhere in conditions short of actual war; in Nazi Germany in
preparing for war, and in Soviet Russia, in carrying through a
planned industrial revolution which included as one element
considerable preparation for war. In Nazi Germany between
1932 and 1939 eight million additional workers were absorbed
into industry3; the scheme of compulsory unemployment insurance
introduced after the first World War was abolished, though a scheme
of assistance subject to a means test was continued. In Soviet Russia
“no benefit has been provided for unemployment since 1930, on
the ground that there is no unemployment.”® In each of these
two countries, with fundamental differences of spirit and final aim,
there has been the common element of a centrally planned economy
directed to a common objective and with finance subordinated to

1 See para. 230, in Part IV,
® See The New Economy, p. 30, by Robert Boothby (Secker & Warburg, 1943).
® Report on Social Insurance and Allied Services, Appendix F, p. 292.
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that objective. In each case, the objective involved some distortion
of ordinary human desires. The rulers of Nazi Germany preferred
guns to butter and used any necessary compulsion to force this
unnatural preference on their subjects. The leaders of Soviet Russia,
aiming at rapid industrialization of an agricultural country com-
bined with collectivization of agriculture itself, used whatever
powers were necessary to secure these objectives, against the natural
opposition of individuals. In each of these cases, therefore, more direct
compulsion was required than would be necessary or would be ac-
cepted easily by the British or American democracies at peace, though
less than is accepted without question by all peoples in total war.

SPECTACULAR ACHIEVEMENTS OF WAR PLANNING

161. The achievements of the planned war economy are spectacu-
lar. The output of Britain in terms of 1938 prices rose from £4,360
millions in 1938 to £5,700 in 1042, that is to say by 31 per cent.
or nearly a third.? The output of the United States in terms of 1939
prices rose from $88-6 billions in 1939 to $133-2 billions in 1942,
that is to say by 50 per cent.2 While these calculations for the two
countries are not absolutely on the same basis, it is natural that the
rate of increase should be greater in the United States. In each
country hours of work have been lengthened, additional labour
not normally seeking employment has been drawn into industry,
technical advance has been accelerated, mass production has become
the rule, and the hearty co-operation of the workpeople has been
secured by their common interest in victory. The United States has
had the advantage of not being under direct attack or the threat of
it, and of escaping bomb damage, the blackout and the need to
disperse factories for reasons of security. It has had the advantage,
from the point of view of war, of starting with more unemployment
—nearly 10,000,000 or 18 per-cent of the labour force in 1938,
nearly 9,000,000 or 16} per cent in 1939, as compared with Britain’s
1§ millions or 124 per cent in 1938.2 With these and other advan-

1 The 1943 White Paper on National Income and Expenditure, by N. Kaldor,
in Economic Journal, June-September, 1943, p. 269.

2 Survey of Current Business, March 1943, p. 11. The April 1944 Survey shows
a further rise in 1943, to 155-3 billions of 1939 dollars.

3 The figures for the United States are those given by the National Industrial
Conference Board in The Economic Almanac for 1942-3, p. 155. It is likely that
under some of the other heads already named as common to the United States
and Britain the former country in normal times carries a larger reserve of power—
a larger total agricultural population with a larger proportion of peasant sub-
sistence farming and a shorter average working week.
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tages, the United States in 1942 has been able to obtain both guns
and butter, an immense output of arms and Armed Forces com-
bined with an increase of something like 13 per cent in civilian
consumption.! The differences between the United States and
Britain in war are interesting. They are less important than the
similarity in dramatic change from peace to war in both countries.
Under the unplanned market economy of peace a substantial part
of the productive resources of each country more often than not
stood idle; in the last decade before the war the average loss of
potential output through this cause was an eighth or more. Under
the planned economy of war output has leapt forward by 30 to 50
per cent in three or four years.

162. The achievement of war is not merely a matter of material
production. War brings about also a psychological revolution—
a change of popular attitude to the problem of unemployment.
This result of full employment in war is put simply and cogently by
Mrs. Wootton. “No more black looks at the married woman, the
old age pensioner or the refugee because they are ‘flooding the
labour market’ and so ‘taking the bread out of people’s mouths.’
No more defence of luxury and waste and antiquated methods
because they make work. The woman no longer steals the man’s
job; she releases him for the war effort. All the old phobias based
on the theory that one man’s work is another man’s unemployment
are buried.”? But, as Mrs. Wootton points out, the phobias are not
dead. The change of popular opinion is for war not for peace. The
economic problem is that of doing deliberately in peace that which
we are forced to do in war—of creating a community in which men
and women have value. The psychological and political problem
is that of persuading the people that this can be done. They need
no persuading that it ought to be done.

1 Table 2 on p. 14 of the Survey of Current Business for March 1943, gives the
total of consumer expenditures for goods and services in terms of 1939 dollars as
$61 -7 billions in 1939, $70-0 billions in 1941, and $69-7 billions in 1942, with
many interesting comments. As the figures show, the increase of consumption
took place, therefore, almost wholly before the United States was actually at war,
and 1942 merely, or nearly, held the 1941 position. “The flow of goods to con-
sumers was maintained, to some extent, out of previously accumulated inven-
tories.” The April 1944 Survey shows a further rise of consumption in 1943 to
nearly 15 per cent above that of 1939, at 1939 prices. ‘‘Billions”’ here are American
billions, that is 1,000 millions.

% Full Employment, by Barbara Wootton (Fabian Publications, Research Series,
No. 74). The passage quoted is at p. 3. The pamphlet as a whole is an excellent
brief summary of employment problems and policy, in popular language.
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163. It is not necessary or desirable to attempt in peace to drive
the economic machine at the pace of war. The target set in war is
made deliberately too high; to stave off defeat, all that is possible
must be done and more than is possible must be attempted. Hours
of work are lengthened; leisure destroyed; education. curtailed;
the pace of work accelerated. Peace should bring back leisure and
the power of using leisure. It should not bring back the misery and
waste of mass unemployment. The target set for peace should be
lower than that of war, related to our capacities, and not to our
dangers. The target set for peace will also be different in character,
in accord with the natural healthy desires of mankind, not a distor-
tion of them to serve blind ambition and lunatic hate or to defend
us against these evils. But if full employment is to be attained, the
target for peace must be such as to set up effective demand for
the products of labour constantly exceeding the supply. In war men
and women become an asset, not a liability, because the urgency
of the needs of war is effectively recognized by the people and by
the Government. The bringing about of the same condition in peace
depends upon a recognition of the needs of peace, which is equally
effective in guiding the policy of governments. Thus and thus alone
will it be possible to ensure to the people the first condition of
happiness—the opportunity of useful service.

NoTE oN CoNsUMERS’ NEEDS

The study of America’s Capacity to Consume published by the Brookings Institution
at Washington in 1934 yields, as its most important conclusion, the statement
that: “The unfulfilled consumptive desires of the American people are large
enough to absorb a productive output many times that achieved in the peak
year 1929. . . . The trouble is clearly not lack of desire but lack of purchasing
power” (p. 127). This conclusion rests on statistical evidence of how, at each
successive higher income level, the expenditures of families and individuals
increase “for food, shelter and clothing, as well as for the comforts and con-
veniences of life.”” While the companion study of America’s Capacity to Produce,
published at the same time by the Brookings Institution, suggested that, even
in the peak year 1929, the American productive system as a whole was operating
at about 8o per cent of capacity,” even full operation could not have met all the
desires of consumers. “The United States has not reached a stage in which it is
possible to produce more than the American people would like to consume.”
If this can be said of the United States, it can be said with even more emphasis
about the rest of the world.
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Secrion 1. THE MEANING AND THREE CONDITIONS
OF FULL EMPLOYMENT

164. In the unplanned market economy of Britain between the
two wars a substantial proportion of the productive resources of
the country stood idle or ran to waste. In terms of man-power this
waste is measured by the 14 per cent average of unemployment
throughout that period. If we could change the percentage of the
normal labour force in employment from 86, as it was between the
wars, to the figure of g7 that is suggested below, we should without
further change add about an eighth to our production each year,
and could be richer by that amount in all material goods. In
war we have done this and more, have changed the 86 to more
than g9, have improved in many ways the efficiency of those at
work and have drawn into work many outside the normal labour
force. We shall not need or desire, when peace returns, to retain
all this gredter production that is achieved in war, to some extent
at the cost of leisure, of home life and of training for the young;
we shall not want to work so unremittingly and sacrifice the ends
of life to its means. But we shall need and should determine to keep
the gain which comes through exchanging enforced mass idleness
for full employment. If we do so, we shall end a misery of those
who in unemployment are branded as useless and shall unlock a mew
store of wealth for all. Experience has shown that there is no need
for productive resources to run to waste, if there is determination
to use them for an object that is sufficiently desired by the whole
community. Economic research has led to general agreement as to
how this waste occurs and as to the direction in which the remedy
is to be found.

165. The survey of facts and theories in Part II has shown unem-
ployment arising in peace in three ways: through chronic or recur-
rent deficiency of total demand for the products of industry; through
misdirection of demand; through failure to organize the labour
market, involving both insufficient and excessive movement of men
in search of employment. The attack on unemployment must be an
an attack from three sides, aiming at the maintenance of adequate
demand at all times, at the right direction of demand, and at the
organization of the labour market. The first of these three is the
main attack; if it does not succeed, if we cannot achieve and main-
tain adequate total demand for the products of industry, mass
unemployment returns with certainty. Demand for the products of
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industry means spending, the laying out of money to get such pro-
ducts made; adequacy of total demand means that total outlay is
sufficient. The first condition of success in the attack on unemploy-
ment is adequate total outlay at all times. The attacks on the two
other lines are subsidiary but independent, necessary to make
victory complete. The misdirection of demand which can be most
serious as a factor in causing unemployment is local misdirection;
the stream of labour flows more readily and with less breaking of
the social structure from one occupation to another than from one
place to another; the second condition of success in the attack on
unemployment, accordingly, is controlled location of industry.
Insufficient or ill-guided movement of labour which, when demand
for labour is weak, appears relatively less important as a cause of
unemployment, becomes steadily more important as demand becomes
stronger ; the third condition of success in the attack on unemploy-
ment is the controlled mobility of labour, brought about by organiza-
tion of the labour market and by other measures described below.

166. All three attacks must be made and must succeed, if unem-
ployment is to be replaced by full employment. That is the common
objective of all three attacks. In Part I this objective of full employ-
ment has been defined as meaning that there are always more vacant
jobs than men seeking jobs—as meaning further, that the jobs are
of a kind and so located that unemployment is reduced to short
intervals of standing by, with the certainty that very soon one will
be wanted either in one’s old job again or in a new job that is
within one’s powers. This definition assumes that, even under full
employment, there will be some unemployment, that on each day
some men able and willing to work will not be working, as there
is some unemployment even in Britain at war to-day. The definition
assumes that, however great the unsatisfied demand for labour, there
is an irreducible minimum of unemployment, a margin in the labour
force required to make change and movement possible.

167. The need for such a margin is clear. If at any time every
man and woman available for work was working, no undertaking,
whether in public or private hands, could expand its labour force
to meet growing needs, except by finding another undertaking which
at the same moment was ready to release a workman who was
qualified for the work and either was living in the right place or
was able and willing to move to it. This argument is illustrated
sometimes by analogies of the obstacles to change and movement
that would be presented, if at any time there were absolutely no
vacant houses in the country or, again, if in any town there were
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no vacant rooms in hotels. The first of these conditions would mean
that no man could move from his house, unless simultaneously he
could find another person wishing to give up an exactly suitable
house; all change of residence would become a matter of individually
arranged exchanges. The second of these conditions would make
travel whether on business or pleasure intolerably difficult and in-
convenient, as it does in war. It is necessary that at any moment
there should be a margin of empty houses, and of unoccupied rooms
in ‘hotels; in peace time there always is such a margin; at every
census, however short the supply of houses may seem to be, an
appreciable percentage of all the houses are empty. The rent paid
for houses while they are occupied and the money paid for the
occupation of hotel rooms have to be sufficient to cover the period
of standing in reserve. Unemployment insurance, at its introduction,
was defended as a means of providing for inevitable unemployment,
by seeing that it was paid for. The need for some margin in the
labour force can be shown also from another angle—that of the
freedom of the worker. Employment for everybody literally all the
time would mean either that there was never a change of employ-
ment and therefore no progress or that, when a job ended, everyone
on it was directed forthwith to another job, whether it suited him
or not; 100 per cent of employment at all times assumes the com-
pulsory direction of labour. A margin of unemployment is not
simply a business convenience; it is an incident of a free progressive
society. But in order that it shall mean no hardship, two conditions
must be fulfilled. First, as stated, there must by insurance be adequate
maintenance as of right while standing by. Second, and more
important, thé demand for man-power must be such that no one
ever expects to stand by for long or has any need to do so. There
must always be jobs waiting to be filled. That is the test of full
employment, and it means that the margin of unemployment is
very small.

168. Full employment does not mean that there is absolutely no
unemployment. Some margin for change and movement is needed.
Is it possible to give any numerical estimate of the size of that
margin? What is the irreducible minimum of unemployment in a
community with adequate effective demand for labour and a fully
organized labour market? It is sometimes suggested that the measure
of this minimum unemployment can be found by looking at the
rate of unemployment reached at the top of the cyclical fluctuation
in 1937 in the prosperous parts of Britain, such as London and the
South-East, and by excluding further from it such unemployment
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as can be attributed mainly to personal disadvantages. For five
months from June to October, 1937, the unemployment rate in
London was 6-0 or a little less. Of those unemployed in June, one-
sixth had been unemployed for six months or more. It is not un-
reasonable to assume that most persons who for more than six months
were unable to obtain any kind of employment in London, in the
middle of 1937, had some personal disabilities of physique, age or
character, predisposing them to unemployment. By this calculation
a figure of about 5 per cent is sometimes reached, as the minimum
reserve of labour.!

169. Calculations of this character approach the matter from the
wrong end. The best that could be done in the way of reducing
unemployment in 1937, with deficient demand, locally misdirected
demand and a disorganized labour market, is not the best that can
be done by a full employment policy, and does not represent the
irreducible margin of labour required to be standing by at every
moment to make change possible. The right approach to the prob-
lem is along another line, by considering what factors in employ-
ment will remain beyond the control of the British community, and
then allowing for those factors. The first of these factors is the British
climate, involving seasonal unemployment. The actual amount of
seasonal unemployment before the present war was estimated at
about 2 per cent by Mr. Christopher Saunders,? rather more in bad
years and less in good years. The same study showed that there was
much seasonal unemployment—the motor industry was a con-
spicuous illustration of this—for which there was neither justification
nor need. With proper organization and under conditions of full
employment there should be no difficulty in reducing seasonal
unemployment to one-half its former figure, that is to say to 1 per
cent. The second factor for which allowance must be made is the
margin for change of employment incidental to progress. If a quarter
of the whole labour force fell out of work each year and remained
out of work for an average of two weeks each, or if one-eighth of

! For the United States a similar or higher figure is often given. The Raport
of the Technical Committee of the National Resources Planning Board on Security Work
and Relief Policies (p. 132) names an unemployment rate of 5 to 8 per cent of the
available labour supply as the irreducible minimum indicated by experts, and
cites the agreed finding in 1939 of “a group of some of America’s best known
economists and leaders in industry, agriculture, finance and politics, .'. . that a
condition of full employment might be considered to have arrived when g million
persons were still unemployed.”

? Seasonal Variations in Employment, by Christopher Saunders (Longmans,
Green & Co., 1936).
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them fell out of work each year and remained out of work for an
average of 4 weeks each, that would mean another 1 per cent of
unemployment. With full demand for labour and an organized
labour market, it is hard to see why there should be more change
of employment than this or a longer average passage from one job
to the next. With seasonal unemployment at 1 per cent it would
make up 2 per cent of unemployment altogether. If Britain were
a closed economic system, it would be reasonable to take as an
objective the reduction of unemployment to 2 per cent; in war it
has proved possible to cut the unemployed margin down to § per
cent or less. But Britain cannot be a closed economic system, must
have international trade, and cannot exclude the possibility, of
fluctuations in overseas demand. This problem is discussed in
Part VI of the Report, where it is argued that, after everything
possible has been done in concert with other countries to stabilize
international trade and to develop trade primarily with countries
having full employment policies, further measures will be required
and can be taken in Britain to compensate for fluctuation of overseas
demand by counter-fluctuation of demand at home. This, however,
may involve a change of jobs for the men concerned, or at least for
some of them. There will be some industrial friction making com-
plete compensation impossible. For this it is reasonable to allow say
another 1 per cent of unemployment each year on an average of
all years together ; this additional unemployment should be regarded
as the price paid for the advantages of international trade.! In the
light of these considerations 3 per cent appears as a conservative,
rather than an unduly hopeful, aim to set for the average unem-
ployment rate of the future under conditions of full employment.
In numbers it means about 550,000 persons.2 This margin would
consist of a shifting body of short-term unemployed who could be
maintained without hardship by unemployment insurance.

! Assuming that exports represent one quarter of our production (see para. 310)
and that after they have been stabilized so far as possible, sufficient fluctuation
remains to produce an average of 8 per cent of loss of employment in this quarter
over good years and bad, this means 2 per cent over the whole body of workmen,
requiring compensation by expansion of home demand. To allow 1 per cent of
actual unemployment assumes that industrial friction is strong enough to keep
half the men displaced from exports idle, in spite of home demand.

# The number of persons who as employees would be insured against unem-
ployment in Class I of the Plan for Social Security in my Report on Social
Insurance is given as 18+ 4 millions for the year 1939, in Table XVI of the Report;,
and as 181 millions for the year 1944, in the Government Actuary’s Report
(para. 47). This includes a substantial body of persons with practically no risk
cither of seasonal or of interval unemployment.
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170. Three per cent of unemployment means 97 per cent of
employment. If that were achieved, by how much would the
material output of the community be increased? Ninety-seven per
cent in employment, as compared with the 86 per cent which was
the average between the wars, means raising the numbers in employ-
ment by about one-eighth. Would production rise in proportion
or more or less than in proportion? There are some factors that
would make production rise less than in proportion to the numbers
employed ; those unemployed at any time include a larger propor-
tion of the less efficient or less steady workers than those in employ-
ment. There are other considerations which suggest that a full
employment policy might increase production more than in.pro-
portion to the recorded increase of employment. In spite of the
completeness of the provision made by unemployment insurance
in Britain to-day, the record of unemployment does not include all
the waste of labour that arises in depressions. There is disguised
unemployment through short-time or lost time that does not lead
to an application for unemployment benefit; through men slowing
down their rate of work for fear of unemployment; through em-
ployers for a variety of motives keeping men though there is no full
work for them. War has shown the possibility of increasing produc-
tion more than in relation to the increase of the labour force and
of the man-hours worked. Exact estimates of how much production
could be increased by a policy of full employment are impossible,
but it is probably fair to set the factors making for a more than
proportionate increase against those making for a less than propor-
tionate increase and to assume for the purpose of general argument,
that an increase of one-eighth in employment resulting from vigorous
demand for labour would lead to a roughly proportionate increase
in production. In terms of output just before this war, this would
have meant adding something like £500 millions a year at pre-war
prices to the value of the national product. The calculations on which
this figure rests are set out in Appendix C.

171. The achieving of full employment would, without any other
change, add largely to our material wealth. But that is the least of
the changes that it would make. It would add far more to happiness
than to wealth, and would add most of all to national unity, by
removing the misery that generates hate. Changing profoundly the
conditions under which men live, it would affect the working of
many social institutions and raise new problems, some of which
are discussed in Part V among the internal implications of full
employment. Three points are so important that they should be

1
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made at once, to forestall possible objections to full employment
itself.

172. The first point is that a policy designed to secure always
more vacant jobs than unemployed men, does not exclude the
keeping of an adequate reserve for the emergencies of war. Quite
apart from the shifting force of short-term unemployed, incidental
to change and necessary to make change easy, the supply of labour
power can be increased or diminished by changes of working hours.
To say this is not to assume that, whatever the length of the working
week, production can be increased by making the week longer. This
is not so. The experience of this war has reinforced the lesson of the
first World War that adding to the hours of work may mean loss of
production, and is likely to mean this, in proportion as the increase
of hours is continued over many months or years. But it is probably
fair to say that the hour which was taken off the working day of most
workpeople in Britain at the end of the first World War represented
an emergency reserve of power for the second World War that could
be used to fill a gap at least temporarily, whether or not it was
profitable to continue the longer working week indefinitely. It may
be assumed that technical advance will sooner or later make possible
a further reduction of the working week after this war. If some of
the benefits of technical advance are taken in this way, rather than
in increased material consumption, that will constitute a reserve of
power for war emergencies, though it may be hoped that civilized
communities will find a better reason than desire to be ready for
another war for choosing this use of their technical progress.
Finally, as the war has shown, there are many people not dependent
on employment and not normally in the labour market, such as
pensioners and married women, who can be drawn into employment
at need. It may be necessary to use emergency powers of direction
to get such people to work, but if that is necessary, the war emergency .
itself will justify the use of such powers to public opinion. Full
employment at normal hours for all who are normally available
for work is consistent with carrying an adequate reserve for variation
in the total demand and for the emergencies of war.

173. The second point is that having more jobs than men unem-
ployed does not mean giving to everyone security in his particular
job. In some occupations there may be special reasons for giving
exceptional security of tenure. But this does not apply to all occu-
pations. Full employment does not turn all men into Civil Servants
or University Professors or Judges of the High Court. It does not
mean that no one will ever lose his job or have to change his job:
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it means only that there will be another job to which a man who
loses one job can go. Full employment does not mean the end of
change, competition, initiative and risks. It means only fresh oppor-
tunity always. In order to avoid in advance a possible misunder-
standing, it should be added that preservation of the possibility of
change of work does not imply that all or most men would be
required to make such changes continually. This point is dealt with
more fully in paragraphs 236-7.

174. The third point is that setting any particular rate of employ-
ment, whether 97 or some other figure, as the goal of a full employ-
ment policy does not tie the policy rigidly to that figure, or mean that
the whole policy has failed because that precise figure is not attained.
Some may think 97 per cent of employment is an impossibly high
figure, while others may regard acquiescence in always having half
a million unemployed as a confession of failure. Acceptance by the
State of responsibility for maintaining employment means, as is
explained below, that the State, by influencing outlay, ensures that
the economic system proceeds instead of stagnating. It does not of
itself settle the pace at which the system shall proceed, and people
with different outlooks may take different views on this, some
favouring a lower and some a higher level of demand. The dif-
ference between the definition of full employment in the Nuffield
College Statement, of slightly fewer vacant jobs than unemployed
men, and that adopted here, of more vacant jobs than unemployed
men, is important from the social point of view. It affects the relation
of the individual and his environment and his sense of value to the
community. It does not affect materially the nature of the machinery
required to maintain employment. But it is necessary to name some
percentage of employment, as the standard aimed at for full employ-
ment and as the criterion by which the working of the machinery
may be judged. On the view of human values underlying this Report,
that percentage should be as high as it can reasonably be made,
not as low as will stave off revolution.

Secrion 2. THE FIRST CONDITION: ADEQUATE
TOTAL OUTLAY

MEANING OF OUTLAY

175. Employment depends on outlay, defined as the laying out
of money as demand for the products of current industry. Outlay
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so defined does not include the use of money to buy property already
in existence (land, houses, etc.), or rights to property (stocks and
shares), or financial instruments (bonds, bills and notes). Industry
in this definition is used in the widest sense, covering extraction,
manufacture, construction, agriculture, distribution, finance and
personal services—that is to say all forms of human activity designed
to satisfy human needs. If we want full employment of our man-
power in place of the under-employment of the past, we must by
one means or another ensure more outlay.

176. “Outlay” means “spending,” but is used here in preference
to “spending” for two reasons. First, laying out money on getting
a house built may appear to the person who lays out the money
not as “spending,” but as saving by way of investment. Second,
“outlay” suggests design, as distinct from mere getting rid of money.
Employment is not wanted irrespective of what it produces in goods
and services. In the course of the argument it will become increas-
ingly clear that the objective is not simply outlay but wise outlay.

177. Outlay now falls into three main classes, according to the
purpose to which it is directed :

Outlay on marketable goods and services of direct demand,
i.e. marketable goods and services desired for their own sake
and not merely as means to producing other goods and services
(consumption outlay).

- Outlay on means of producing marketable goods and services
of direct demand (business investment).

Outlay on non-marketable goods and services, and the means
of producing them, including defence, order, public health, free
education, roads, drains, and other public works (communal
outlay).

The first of these classes includes all goods and services which are
desired for their own sake and have to be paid for; that is to say,
it includes things of varying degrees of durability, such as motor
cars, furniture, clothing, food, tobacco, newspapers, entertainments,
personal services and railway journeys. The common feature of all
these things is that they have to find a market, by free decisions of
private citizens spending their own money, whether this money is
derived from past or present income or is borrowed on the expecta-
tion of future income. Rent for housing accommodation is consump-
tion outlay, though the actual building of houses is investment.

; The second of these classes includes all goods and services which
are desired, not for their own sake, but as the means of pro-
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ducing directly or ultimately other goods and services. This class,
like the first, includes goods of every degree of durability, from rail-
ways, ships and factories to raw materials of all kinds and services
like transport of goods or accountancy. The building of dwelling-
houses is also treated as investment, the house being regarded as a
means of providing its inhabitants with the service of accommo-
dation. The term ‘“‘business investment,” used for this class, is
narrower than the term “investment,” which applies also to outlay
on durable goods of the third class, such as roads or drains. As is
explained in paragraph 178 ‘“business investment” may be either
private or public.

The distinguishing feature of the third class is that the goods and
services to whose production it leads do not have to find a market;
their use does not depend on private citizens deciding to spend their
own money. Outlay in this class is necessarily public, and no question
arises of sufficient consumers’ purchasing power. As is explained
in the next paragraph, outlay in the other classes may in the first
instance be undertaken either by private citizens or by the State,
but in each case continuance of outlay depends on consumers being
able and willing to lay out money of their own.

178. Each of the first two classes may be sub-divided with reference
not to the purpose of outlay but to the part played by the State or
other publicauthority. The first class,of consumption outlay,includes,
on the one hand, outlay in which the State does not intervene in any
way, leaving private sellers and buyers to make their contracts at
market prices, and on the other hand “joint outlay” in which the
State and the private citizen are both concerned, that is to say where
the State buys in the first instance, with a view to re-selling later at
a price which may or may not be lowered by subsidy. So, too, the
second class may be sub-divided, according as it involves or does
not involve the participation of a public authority. For the term
“business investment” as used here does not imply that the outlay
is undertaken by private enterprise working for profit. It means
merely that the goods or services produced as a result of the invest-
ment have to find a market through the free spending of private
citizens. A State railway and a privately owned railway both repre-
sent business investment. So does an electricity or power plant,
whether publicly or privately owned. So does a house, whether
built by private enterprise or by a local authority. Business invest-
ment accordingly has both a private sector which may be described
as a “private business investment” and a public sector which may
be described as “public business investment.” These sub-divisions of
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the first two classes are of great practical importance in framing a
policy of full employment. In making them, the term “State” is
used to cover all public authorities, whether central or local and
whether departmental or organized as public service corporations;
the expenditure of local authorities can be influenced by the State
far more directly than can the expenditure of private citizens. This
language does not pre-judge the question of the distribution of the
executive functions between the Central Government and the local
authorities.

179. The third class of outlay—on non-marketable goods and
services—is necessarily public. For the practical purpose accordingly
of considering responsibility for outlay to maintain employment,
outlay, through sub-division of the first two classes, falls under five
heads, which may be described as: private consumption outlay;
joint consumption outlay; business investment—private sector;
business investment—public sector; and communal outlay. Ob-
viously, there are some things which may be the subject of outlay
under more than one of these heads. Coal, for instance, is both a
consumption good and an investment good. Some things again may
be transferred from one head to another by a development of social
policy, as the service of education has been largely transferred from
the first head, of private consumption outlay, to the last, of com-
munal outlay ; medical service of all kinds would similarly be trans-
ferred, if the proposals of my Report on Social Insurance and of the
Government White Paper on the National Health Service were
carried out and there was no charge on treatment of any kind at

home or in hospital.

STATE RESPONSIBILITY FOR TOTAL OF OUTLAY

180. Employment depends on outlay. Full employment cannot
be attained unless outlay in total is sufficient to set up a demand
for the whole of the labour that is available for employment., Where
should the responsibility be placed for ensuring adequate total
outlay? In view of the facts already set out, the answer is not in
doubt. Outlay may be private outlay, by citizens spending their own
money or credit in the ways that please them, or public outlay,
by the State or other public authorities spending money which they
obtain by taxation or borrowing or make available to themselves
in other ways. During war a large part of the total outlay is under-
taken directly by the State. During peace the bulk of the outlay
can, and in a free society will, continue to be private. But the ulti-
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mate responsibility for seeing that outlay as a whole, taking public
and private outlay together, is sufficient to set up a demand for
all the labour seeking employment, must be taken by the State,
because no other authority or person has the requisite powers.
No private enterprise can survey the whole field of industry or
ensure at all times a demand for all that industry can produce at
a price covering its costs. No private enterprise can make finance
its servant rather than its master. The outlay of every person or
authority other than the State is limited rigidly by the financial
resources of that person or authority. The central proposition of this
Report is that the responsibility of ensuring at all times outlay
sufficient in total to employ all the available man-power in Britain
should formally be placed by the people of Britain upon the State.
That first and foremost is what is meant by adopting a national
policy of full employment.

A NEW TYPE OF BUDGET

181. The instrument by which the State has influenced outlay
in the past has been the annual Budget presented, usually about
April of each year, by the Chancellor of the Exchequer. This Budget
has determined directly the scale of public outlay undertaken by
the Central Government; it has to a very large extent determined
the outlay of local authorities; by the taxation proposed it has
influenced both the extent and the direction of outlay by private
citizens. It is through the same instrument of public outlay and
of taxation that the State in future must pursue its new objective
of adequate total outlay. Adoption of a national policy of full
employment means a revolution in national finance—a new type
of Budget introduced by a Minister who, whether or not he con-
tinues to be called Chancellor of the Exchequer, is a Minister of
National Finance. The most convenient title for him and his relations
to other parts of the machinery of Government and business will be
considered later. The type of Budget required for full employment
is new in comparison with the Budgets of peace-time: it is not
altogether new if compared with what happens in war. The Chan-
cellor of the Exchequer now presents annually to Parliament a
Treasury White Paper on the Sources of War Finance, which
sets out, not merely the revenue and expenditure of Government,
but the estimated income and outlay of the nation as a whole. In
introducing the latest Budget in April, 1944, the Chancellor of the
Exchequer expressly used the occasion for a review of the economic
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and financial position generally and not for a review limited to the
activities of the Government. The figures given in the annual
Treasury White Paper provide the basis for fiscal policy in war-time.
The same type of statistical information—extended and refined—
is a pre-condition for a policy designed to achieve steady full employ-
ment in peace; in the field of budgetary policy, as in other fields,
experience gained in war should be used in peace.

182. What is the essence of this new budgetary policy? It is that
the Budget is made with reference to available man-power, not to
money ; that it becomes, in Mr. Bevin’s phrase, a ‘“human budget.”
Man-power is a datum; it cannot be altered by State action; to take
anything else as a datum and to try to fit use of man-power to it is
to risk mass unemployment or mass fatigue. It follows that the
Minister of National Finance has to take each year one cardinal
decision: after estimating how much, assuming full employment and
under the taxation which he proposes, private citizens may be
expected to lay out that year on consumption and private invest-
ment, he must propose for that year public outlay sufficient, with
this estimated private outlay, to employ the whole man-power of
the country, that is to say sufficient to make the assumption of full
employment come true. This cardinal decision involves a break with
the two main principles which have governed the State Budgets of
the past; first, that State expenditure should be kept down to the
minimum necessary to meet inescapable needs; second, that State
income and expenditure should balance each year. Each of these
principles was a by-product of the assumption of full employment
made by the classical theory of economics. So long as it is believed
that there are economic forces which automatically ensure adequate
effective demand for all the productive resources available, the State
cannot prudently set out to use any of these resources for its own
purposes without depriving private citizens of their use. But once
the possibility of deficient private demand is admitted, the State,
if it aims at full employment, must be prepared at need to spend
more than it takes away from the citizens by taxation, in order to
use the labour and other productive resources which would otherwise
be wasted in unemployment.

183. The main elements that will enter into the formulation of
the new Budget are six, which may be designated as: private con-
sumption outlay (C); private investment outlay at home (I); the
balance of payments abroad (B)1; the revenue account—thatisto say,
proposed public outlay covered by taxes or other public revenue (R);

! Sec Explanation of Terms in Appendix D,
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the loan account—that is to say, proposed public outlay covered
by loans (L); and the output capacity of the community, that
is to say the estimated value of its output when all its man-power
is fully employed (M). The term public outlay is used here and
elsewhere as covering expenditure by all public authorities, whether
central or local. In line with the definition given in paragraph 175,
it covers all expenditure incurred for the purchase of goods and
services that are being produced currently; it excludes payments
made for the purchase of existing assets or for the repurchase of
Government bonds or bills. It excludes also payments made out of
public funds on account of pensions, unemployment insurance, the
interest on the national debt, and other transfer payments.! The
term taxation is used to cover all methods of transferring purchasing
power from the private citizens to public authorities, including
not only taxes and rates in their normal meaning, but social
insurance contributions and other compulsory charges, though,
in so far as taxation in any of these forms is required to provide
transfer payments and not for outlay on goods and services, it
does not appear in the table of outlay given in paragraph 186 below.
The term taxation excludes funds obtained by the State through
the sale of existing assets or of Government bonds or bills. The
balance of payments abroad B is the difference between exports
and imports, both visible and invisible. If the exports exceed imports
the balance is positive, representing a net outlay giving employment
in Britain. If imports exceed exports, as in Table 18 below for 1938,
the balance is negative—a net dis-investment abroad, the meeting
of needs without outlay giving current employment in Britain. The
first five of the elements named, namely, C, I, B, R, L, together
make up the totaloutlayO on which the level of cmploymentdepends
Full employment is reached when O is equal to the datum M.

184. The Minister of Finance will begin his Budget statement
by making an estimate of private consumption outlay C—that is to
say of the amount which private citizens, having regard to the taxa-
tion which he proposes, may be expected to spend on goods and
services for immediate enjoyment under conditions of full employ-
ment ; he will make a similar estimate of private investment outlay I,
based upon information collected through the National Investment
Board (see paragraphs 240-1). Both these estimates will be net, that is
to say will exclude sums transferred to the State from private citizens
by indirect taxes. He will then, from a review of economic conditions
in the world as a whole or that part of it which is important for British

1 See Explanation of Terms in Appendix D,
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international trade, and having regard to the economic pohcy which
heis pursumg, estimate whether Britain is likely to have a positive or
a negative balance of payments abroad and how great a balance.
Adding to these three estimates the public expenditure which can
be incurred from the existing revenue, he will have a total of
C+ I+ B+ R for comparison with the output capacity M. If
C + I 4 B 4 R by themselves exceed M there will be an inflation-
ary gap and a tendency to rising prices; the private citizens and the
public authorities will be attempting between them to use more
than the total productive resources. If C 4 I + B 4 R together
add up to less than M, and there is no expenditure from loans, there
will be a deflationary gap and unemployment.

185. These are the fundamental calculations that must be made.
There is no reasonable doubt that they can be made with sufficient
accuracy, for sufficient accuracy does not mean mathematical
exactitude with no error at all, and with no power of adjusting
procedure to experience. Calculations of this character are being
made to-day in war. They can be developed and improved in peace.
The important thing is the basic design—the taking of output
capacity at full employment of our man-power as datum, taking M
and nothing else. If this calculation is made for the year 1938,
what actually happened in that year is shown opposite in the
left-hand side of Table 18. What might have happened under dif-
ferent forms of full employment policy, all following the basic design
of taking M as datum, is shown in the three columns on the right
of the Table. The sources and construction of the Table are described
in the Memorandum by Mr. N. Kaldor on the “Quantitative Aspects
of the Full Employment Problem in Britain®, which forms Appen-
dix C of this Report. .

186. The left-hand side of Table 18 contains two elements marked
L and U calling for further explanation. In 1938 the process of
re-armament had already begun and brought about a substantial
public outlay—by central and local authorities—out of loans; this
outlay, as shown above, amounted to £75 millions. But for this,
unemployment, which at the end of 1937 had begun to rise steeply,
would have been substantially greater in 1938 than the 12-9 per
cent actually recorded in Great Britain and Northern Ireland. With
this recorded unemployment, the percentage of the labour force in
employment was 871 per cent. The figure for unused resources U
is got by assuming that in full employment the percentage employed
would have been g7; it is estimated, in the manner described in
Appendix C (paragraph Ci4) that this would have increased the
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total national output in 1938 by £500 millions. Adding this £500
millions, as resources unused through lack of employment, to the
net national income of £4,675 millions, a total of £5,175 millions is
reached for output under full employment, that is to say for output
capacity M.

Table 18
ACTUAL AND FULL EMPLOYMENT OUTLAY IN 1938
(£ Million)
Outlay at Full Employment attained by:
Actual Outla
at 1938 Levj
Route 1 Route 11 Route III
Employment g-;nbuc (Orthodox | (Remission
tlay) Finance) | of Tazation)
Private Consumption Outlay (C) .. 8,510 8,755 3,135 4,045
Net Private Home Investment Outlay
@ .. .o 420 460 460 460
Balance of Payments Abroad (B) . — 55 — 130 — 130 — 130
Public Outlay on Goods and Services
from Revenue (R) . 725 860 1,710 460
Public Outlay on Goods and Servxca
from Loans (L) .. . 75 230 o 840
Unused Resources (U) . . 500 o o o
Output Capacity (M) o | 5175 5,175 5,175 5,175
Total Public Outlay on Goods and
Services .. .. 800 1,090 1,710 800
Increase on Actual Public Outlay .. — 290 g1o o

187. This figure of output capacity, though reached here by a
calculation from actual income and unemployment, is in reality the
datum. All the other six elements, including U, add up mathemati-
cally to M. From this it is obvious that, but for the £75 millions
of public outlay from loans, the unused resources U would have
been materially greater ; owing to the multiplier effect,! the addi-
tion to U would have been 125 millions, that is to say, U would
have been £625 millions, with the unemployment rate about 16.0
in place of 12.9, as it was in fact. It is obvious also that if, either
by an increase of exports or by a reduction of imports, B had been
made zero in place of being negative, while home outlay of all kinds
was maintained without change, U would have been reduced:
additional resources would have been used and employment
given either in making the additional exports or in replacing the

1 See Explanation of Terms in Appendix D. -
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missing imports. But, as is argued in Part VI, measures taken by
a particular country to improve its balance of payments, in the
absence of other measures aimed at expansxon of employment,
necessarily create unfavourable repcrcussmns abroad, reducing
employment in other countries as they increase it at home. The
effect at home might be nullified if such measures led to retaliation
by other countries.

188. The five elements C, I, B, R, L together make up the total
outlay O. These five elements together, with U, add up mathe-
matically to M. The problem of full employment is that of making
the five elements together, without U, add up to M; that is to say,
it is the problem of equating O to M, so that U is nought. How
could this have been done in 1938? Obviously, it is a problem which
can be attacked in a number of different ways. One can set out to
make B zero or positive or to increase C, I, R, L, or any two or
more of them. But, though theoretically full employment can be
achieved in a number of different ways, the practical methods open
to the State of making sure that it is achieved are limited by two
considerations : first, that the State can influence some of the elements
much more directly than others; second, that all the elements are
connected, though in different ways, so that a change of one induces
changes of different orders of magnitude, and sometimes of different
direction, in the other elements.

189. On C and I in a free community the State can only act
indirectly. Private outlay on consumption C will rise when incomes
rise; it rises as a result of higher incomes, and cannot easily be made
the cause of rising incomes. Private outlay on investment I may be

stimulated by an invention; normally it rises only as a result of
rising consumption or of the expectation of a rise in consumption;
it too cannot easily be made a cause of rising incomes, except by
direct interference with the decisions of business men. Private outlay
on consumption and on investment, in other words, is determined
by the existing level of private incomes; it cannot easily be raised
by persuasion; people spend as much as—in view of their incomes
and the general state of trade—they consider it necessary or reason-
able to spend. They will spend more when their incomes rise; but
their incomes will 1ise only if somebody spends more. Thus there
is a vicious circle—a deadlock. Sometimes expectations of an
improvement in the general state of trade are strong enough to
increase their rate of spending—but they evidcntly were not strong
enough in the year under consideration to give adequate outlay for

full employment.
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190. On R and L, public outlay out of revenue and out of
loans, which together make up the total outlay of the State and of
other public authorities, the State can act directly, but must”always
take account of the effect on other elements. If the State spends
more, from whatever source, it to that extent increases employment,
wages and profits, which in turn raises private consumption out-
lay C, and by securing a higher degree of use of equipment stimu-
lates private investment outlay I. Since, at the given rates of taxation,
any increase in private earnings and consumption outlay raises the
yield of taxes, the State’s revenue from taxation rises as a result of
its expenditure ; from the calculations made in Appendix C, it may be
estimated that at the tax rates ruling in 1938, out of every £100
increase of national income through State expenditure about £27
would have returned to the State as additional revenue, while £49
would have gone to consumption outlay and £24 to savings. These
are the results of raising public outlay. If, however, to meet this
additional outlay, the State simultaneously increases the rates of
taxation, it reduces the spending power of private citizens and by
consequence reduces C or I or almost certainly both; the precise
effect on C and I depends on the nature as well as on the amount
of the additional taxation. The calculations in Appendix C suggest
that, at full employment levels, a proportionate change of all tax
rates increasing (or decreasing) revenue by £100 millions would in.
the decade before this war have decreased (or increased) consumption
by £73 millions and savings by £27 millions