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PREFACE

THE structure of a country’s finances does not change
quickly; the greater part of public revenue is ear-
marked for continuing expenditure, and in turn must
inevitably be raised from existing and well tried taxes.
The only exception to this is the occasion of a major
war when the expenditure structure has suddenly to be
distorted to meet vital yet mainly temporary new
demands, while at the same time there is a general
willingness to pay extraordinary taxation which would
not normally be found. The slowness of major change
does not imply that the relatively small adjustments
which take place from year to year are not important;
they may well be pointers of the utmost significance.
But to observe the basic structural changes in public
finance it is necessary to take a fairly long period;
in no two generations have they been so striking as in
the years since 1880.

My chosen period opens just at the termination of
the high point of Victorian laisser-faire and economy
in the public services. The Education Act of 1870 and
the important codifying Public Health Act of 1875
were already pointing the way to the modern social
services; the establishment of multi-purpose local
authorities which were to become Parliament’s main
agents for carrying them out was just round the
corner. On the revenue side the 2d. income tax had
only just been left behind, although even Gladstone
knew in his heart that the plan for abolishing the tax
completely would never be carried out. Indeed the
advocates of progressive taxation, at least in the form
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of a differential against property incomes, were already
girding their loins.

My story really ends with 1951, although I have
included later statistics where reliable figures were
available. The return of the Conservatives to power
in the autumn of that year serves to mark the end of a
period: the major dislocations to the British economy
due to the war had passed over (although this was not
immediately apparent); a definite, though restrained,
return to the use of credit control in support of fiscal
policy was made. At the same time the main outlines
of the welfare state had been established and agreed,
as well as much of the new apparatus for achieving
national balance through a social accounting technique.
On the financial side at least the new factors which
emerged towards the end of 1951 can in fact be traced
in the later months of the Labour government, but the
change of control served to emphasize them and so to
round off the period.

U. K. H.
Oxford
1954
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Chapter 1

THE GROWTH OF THE PUBLIC
AUTHORITIES

SEVENTY-TWO years is a long time, although not
more than a normal span of life. The generation with
which we are concerned has seen many striking
changes; above all, perhaps, the use of the internal
combustion engine, its application to flying, and its
prospective supersession by the jet and gas turbine.
In few fields, however, have the changes been more
fundamental than in that of public finance, because
there we are faced with a complete alteration in the
social outlook. In a catchpenny phrase it is a change
from the mentality of ‘The rich man in his castle,
the poor man at his gate, God made them high and
lowly and ordered their estate’ to a world which
accepts equality, not merely of opportunity, but
actually of disposable income, as a goal of policy. In
another aspect the transition is from the intense
individualism of the liberal state to the group conscious-
ness of the welfare state.

This change in outlook has implied a drastic altera-
tion in the balance of the different parts of the economy.
That part which undertakes the job of satisfying
consumers’ individual wants, directly or indirectly,
because it expects to make a living in the business—
that part, in other words, which statisticians now refer
to as ‘the private sector’—has shrunk, not absolutely
indeed, for the whole process has been accompanied
by an enormous rise in the real standard of living,
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but in relation to the other part, which it is fashionable
in the same quarters to refer to as ‘the public sector’.
Workers in the public sector are indeed also largely
engaged in satisfying consumers’ wants in some way,
but less those wants which are revealed by their own
preferences on the market than those which the
government chooses for them.

Not merely has the size of the public sector, and
hence its demands on the real resources of the economy,
expanded enormously, both absolutely and relatively,
over the lifetime of our imaginary citizen, but the
character of the public services, and even of the
authorities which provide them, has changed almost
beyond recognition. An exhaustive account of public
authorities at different times during our period would
take us into detail which would be quite irrelevant to
our main task; but a clear idea of the principal
components of the public sector and of their relative
importance at different stages is necessary for a proper
appreciation of the veritable revolution which has
come upon us.

The traditional authorities for conducting the
business of the public sector which the nineteenth
century inherited from an earlier period, were the
Home and Foreign departments of the central govern-
ment (of which the Treasury was already something
more than primus inter pares), the local justices, the
bodies governing certain towns, and the parish
vestries. Of these traditional authorities even those
which still survive function in ways that are sub-
stantially different from their former habits. In default
of any general system of elected local authorities,
the justices performed a number of administrative
duties which would now be carried out by the councils.
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Some of the departments of the central government
still carried on a substantially independent life; the
Navy had been the hardest of all to bring into line,
although the Younger Pitt, at the beginning of the
nineteenth century, had subjected it to a first round of
financial discipline. When our period opens, the process
of integrating the work of the Departments with the
policy of the government was being completed. On
the financial side this was the work mainly of two
great Gladstonian institutions (established some
twenty years earlier): the Public Accounts Committee
in Parliament and its administrative partner, the
Department of Exchequer and Audit.

Some, but by no means all, of the borough corpora-
tions had undergone a first stage of reform as a result
of the Municipal Corporations Act of 1835; even
earlier than this several of the new industrial towns had
found their more or less village types of government
quite inadequate to deal with the urgent social
problems posed by their rapid growth, and had
promoted private legislation to appoint Improvement
Commissioners, exercising many of the functions of
modern city councils.

A more notable portent of the shape of things to
come had been the creation of Poor Law Unions by
the first reformed House of Commons. These were
managed by elected Boards of ‘Guardians of the
Poor’, whose very title suggests the existence of a
submerged social conscience which was gradually to
surface by the end of the nineteenth century. Then
there were the local Highway Boards, whose business
it was to convert the medieval road system to the needs
of more rapid transport, and especially to fit it to
feed the great new railway system. In 1870 the School
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Boards Act added to the number of ad hoc authorities,
and made it possible to fill in the gaps in the existing
system of charitable education, thus giving the govern-
ment its first opportunity of taking a direct hand in
educational policy.

Finally, and most prophetic of all, came the Sanitary
Boards in 1872, the result of repeated cholera epi-
demics, and the gradual realization that these were
not an Act of God, but the direct consequence of dirt
and vermin. The importance of this forward step in
public health was that for the first time the entire
country was mapped out under the jurisdiction of
elected bodies concerned with the welfare of the whole
population. Thus the public sector at the beginning
of our period consisted of an incoherent motley of
authoritics, some more or less popularly elected,
others resting on a frankly arbitrary although traditional
basis. So far as it is possible to speak of public policy
at all in respect of home affairs, it was a policy only of
individual services, such as education or the relief of
the poor.

The decisive step in modernization from the
organizational point of view was the creation of
the system of popularly elected multi-purpose Local
Authorities covering the whole country: County
Councils, County Borough Councils, Municipal
Borough and District Councils, essentially as we know
them today, by legislation extending from 1882 to
1894. This followed rapidly and naturally from the
completion of adult male franchise (except for the
paupers who got in with the women in 1918). The
new local authorities took over the work of the Sanitary
Boards, the Highway Boards, and most of the adminis-
trative work of the Justices. Once this transfer had
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been made, we can see with hindsight that it would be
only a matter of time before all the ad hoc local bodies
were merged in the system of multi-purpose authori-
ties. The School Boards fell in—protesting loudly—
in 1902, and finally the Guardians were absorbed in
1929.

The next decisive step in the development of the
public sector was the result of the work of the Poor
Law Commission, appointed by the Conservatives in
1906 but reporting under the Liberals in 19og9. More
particularly important for the shape of the public
sector was the Minority Report, inspired by the Webbs
and the Fabians. The aim of this was the removal of
the nineteenth-century stigma of pauperism, and a
reversal of the harsh treatment of the poor of the
mid-century. The Pcor Law was to be ‘broken up’
by removing from public assistance all groups for
whom more appropriate treatment could be found:
pensions for the elderly, insurance for the sick and
unemployed. Their recommendations in this direction
were largely implemented by the ambitious young men
of the Liberal government of 19go6, Winston Churchill
fathering health insurance and Lloyd George un-
employment insurance, while old age pensions was the
work of their leader, Asquith.

It is especially significant that the pensions and
insurance schemes were organized on a national basis;
although controlled by ad hoc bodies and not directly
under government departments, for the first time a
national social policy became possible. This was
decisive not merely for the structure, but also for the
rate of growth of the public sector. So long as the
assistance services were a local responsibility their
expansion was limited by the rigidity of local financial
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resources; a centrally controlled administration could
at need draw on the whole national system of finance.

Thus, on the social side, the present structure of
the public sector was almost complete in outline by
the eve of the first world war; it awaited only the
absorption of the Guardians (carried out as we have
seen in 1929) and the amalgamation of the insurance
schemes into an integrated system of social security,
finally achieved in 1948.

One more strand in the development of the public
sectot requires to be noticed, although it only indirectly
affected its size: the growth of the central departments
responsible for the social services. The early Victorians
had created a central department (later known as the
Local Government Board) whose primary duty it was
to look after poor law administration. As the services
of the local authorities widened, the Department’s
coverage also extended and after the first world war
this was recognized in a new name: the Ministry of
Health. Since 1945 it has undergone more frequent
changes of name, emphasizing now one, now another
of its functions, but the Department continues in the
old tradition. In 19oo was created the first central
department with a definite long-run policy of pro-
moting an integrated national social service: the
Board of Education. Thus at the central end, also,
the modern structure of the public sector was virtually
complete on the side of the social services by 1914.
Much rationalization was required, however, before it
assumed its present form; the National Insurance Act,
for instance, requited the repeal of more than thirty
measures before an integrated social security system
could be established.

Pari passu with the growth of their social duties



GROWTH OF PUBLIC AUTHORITIES 7

the local authorities had gradually been acquiring a
series of economic powers which were in fact the first
steps on the economic side of the development of
the public sector. At first boroughs got their powers
by ad hoc private Acts, but some national legislation,
especially the Electricity Acts, definitely encouraged
boroughs to undertake ‘municipal trading’. With
water, gas, electricity, and trams (not to mention a
motley of minor trading services), becoming quite
generally attached to their administrative duties, both
the character of the local authorities and the size of the
public sector were noticeably changed, and in a way
that reacted favourably on the standard of local
administration, by making the work more interesting.

Last of all, but ultimately most important, came the
development of local authority Housing. London and a
few of the larger cities had put their hands to the job
before 1914, but generalized and compulsory legislation
and the regular development of local Housing Depart-
ments came only in the 1g20s. From the point of view
of service, Housing is partly social, partly trading,
but from the point of view of the relative importance
of the public sector it has had an entirely new signifi-
cance, through the potentially enormous demands
which it creates on the supplies of constructional
materials and of specialized labour.

These trading and semi-trading services were
different in character from the previous activities of
local authorities. For the most part local councils
were here engaged on services to be bought voluntarily
by consumers in a way that was closely parallel to the
services supplied by the private sector. On the whole
these services catered for individual and not for
collective needs.
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For the greater part of our period the Post Office
was the only significant economic activity carried on
by the central government. Primarily regarded as an
administrative service of strategic importance, the
Post Office became more definitely a trading service
after the purchase of telephone rights from the private
sector; but even today the post office services and
finances are conducted on a basis that is more adminis-
trative than economic in outlook. If we ignore the
roads—which might properly have been, but were not,
conducted according to an economic plan—no further
expansionof the central government’s trading activities?
took place until shortly before the outbreak of the
second world war. The Agricultural Marketing Boards
as they finally emerged in the later 1930s were the
parents of a vast new activity of the public sector:
a combined system of commodity dealing and sub-
sidization which reached its maximum in the second
world war and the years immediately succeeding it.

On the heels of the second world war came the great
spate of nationalization; production and manufacture,
as well as trading, now became the responsibility of
the public sector on a national basis. Of the four
great nationalized industries operating in 1950—coal,
transport, electricity, and gas—only the first two
were additional to the public sector, and transport
not completely at that. Both electricity and gas
had been substantially ‘socialized’ already under
municipal ownership for several decades. Thus the
process of nationalization implied an important transfer
of control within the public sector as well as an

1 Neglecting also the semi-independent Public Corpora-
tions, such as the Central Electricity Board, whose position
is discussed in the next chapter.
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extension of its influence; but the new comers to the
public sector—coal and transport—were much the
largest of the nationalized industries. For the sake
of completencss we should also bear in mind the
publicly-owned financial institutions: the traditional
savings banks and, from 1946, the Bank of England
also. The latter had for long been regarded as a public
institution, and for some time previous to nationaliza-
tion its relations with the Treasury had been so close
that de jure ownership added little actual power to the
public sector. These public credit institutions make
negligible demands on the country’s supply of real
economic resources, but can nevertheless play a vital
part in implementing policy.!

Thus at the end of our period we should think of the
public sector as consisting of (1) the administrative
activities of the central departments; (2) the centralized
but nominally indcpendent activities of the social
security system; (3) the administrative departments of
the local authorities, together with the remnant of
their trading services left by the tide of nationalization,
above all their housing dcpartments; and (4) the
economic activities of certain central departments
(such as the Board of Trade and Ministry of Food)
and of the great nationalized industries.

The picture that emerges is much more coherent
and unified than anything which had previously been
seen; but, significantly, it is one in which the central
government not only makes direct demands on a very
substantial—even predominant—share of the economy’s
supply of economic resources, but also, by its control
on the one side of the supply and distribution of fuel,
power and transport, and on the other of the country’s

1 See Chapter VI.
2327 B
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financial institutions, plays, for good or ill, a pre-
dominant part in the direction of economic life.

A quantitative picture of the change in structure
which underlies this revolution in the size and signifi-
cance of the public sector, and which is directly relevant
to our subject, can be obtained by watching the course
of change over our period in the size of the public
sector in relation to the total of all incomes in the
economy (the net national income). Although this
proportion does not precisely indicate the real changes
that have taken place, since it inevitably measures
flows of money and not of the real goods and services
which money could buy, it does provide a reasonably
good idea of the strength of the demands of the public
sector at different periods on the economic resources
of the economy, since it automatically makes allowance
for changes in the value of money and for the growth
of population.

Chart I shows the proportion which total current
public expenditure bore to national income over the
whole of our period. Public expenditure covers
the current expenditure of the central government
(including the insurance funds) and of local authorities,
as well as the gross expenditure on current account of
public trading services. This is not, of course, a
complete record of the demands of the public sector
on economic resources; we need to include also
expenditure on fixed assets ! and stocks of raw materials
and finished products; but for the moment we may
concentrate on the current account.

In interpreting Chart I it must be borne in mind
that short-period changes in the relation between

1 See below, pp. 19 ff.
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CHART 1

PuBLiC EXPENDITURE AS A
PERCENTAGE OF THE NATIONAL INCOME
(Including gross current expenditure of Local Trading
Services but excluding Public Corporations)
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public expenditure and the national income may have
no particular relevance for the long-period growth of
the public sector, although they may be of the utmost
importance for budgetary policy and for questions of
economic stabilization. Public expenditure reacts in
different ways to changes in the national income;
but on the whole, and especially in the past, there has
been a tendency for expenditure to expand in good
times, although to a less degree than the rise in the
national income (so that the proportion tended to fall),
and to contract in times of depression, but not by so
much as the fall in the national income, owing to the
rigid nature of contractual expenditure (so that the
proportion tended to rise). In Chart I the boom
years—for instance 1906, 1913, 1928, and 1936—
clearly conform to this rule, as do, in the opposite
direction, the depression years of the early ’3o0s.

Even allowing for this factor, and neglecting the
periods of the two major wars, two things emerge
clearly from the steady upsurge of the public sector
revealed by the chart. In the first place the period
divides very definitely into three sub-periods: (1) up to
1913, when the outlay of the public sector did not
exceed 15 per cent. of the national income; (2) the
inter-war years when the norm had risen to a little
over 30 per cent.; (3) the years since the end of the
second world war, when it seems pretty clear that a
norm of about 40 per cent.! has been established. On
closer inspection we might plausibly divide the first
sub-period into two stages: (i) the 188os and 18gos,

1 The transfer of local trading services to public corpora-
tions implies that on a strictly comparable basis the figures
for the most recent years should be slightly higher; in any
case they can only be regarded as provisional.
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when a percentage of 10 or 11 was normal; and (i7) the
first decade of the present century when 14 per cent.
or 15 per cent. was the rule. Although this difference
seems small by later standards, it was, as we shall see,
of very real significance.

Secondly we see that the change in level in every
case followed on war. The 1870s were a period of
relative calm; income tax touched its lowest level of
2d. in the pound; defence expenditure was as low as
£26 mn. But the 1880s were troubled by a number of
wars and rumours of wars: in the Transvaal and
Bechuanaland, in the Sudan and on the Afghan
frontier. In 1886 defence was costing half as much
again as it had cost in 1870; but, although a slight
upward stirring is discernible, the position of the
public sector seems to have been remarkably stable
for about three decades prior to the outbreak of the
Boer War. The change which followed this—still
minor—operation is far more definite. It is clear that
a new level of public expenditure was already estab-
lished before the whole picture was distorted by the
outbreak of the first world war.

It would be going too far to claim that the marked
changes in the size of the public sector which followed
on war resulted from it,! because there were clearly
many other causes at work also; but in an important
sense wars have been responsible. On the one side the
high level of taxation which can be established in
wartime, almost without protest, conditions taxpayers
to permanently higher exactions; on the other side in

! Apart from the interest on the expanded national debt,
which is different in kind from ‘real’ expenditure, and is
perhaps better regarded as negative public income rather
than as positive public outlay.
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wartime the activities of the public sector (or rather
of the central government) expand enormously, and
at the end of the war the receding tide, no matter how
fast it flows, inevitably leaves some new responsibilities
behind it. This was especially true of the second world
war, when in addition to new activities directly
reflected in a rise in public outlay, a large part of
the structure of wartime control, and rationing was
continued long after the close of hostilities and used
for the purpose of implementing the government’s
social and economic policy.

Yet although the recurrent need for defence expendi-
ture has been the occasion of repeated expansions of
the public sector, there is no very conclusive evidence
that it is itself a cause of permanent expansion; its
claim to be such a cause is set out in Table I, tracing
in selected years over our period the importance of
defence, both in relation to total central expenditure

TABLE 1

Expenditure on Defence
(Selected Years)

As Percentage of As Percentage
Year Total Central of Net
Current Expenditure National Income

1880 33 2'5
1890 38 2°

1895 39 2

1905 41 33
1913 38 37
1923 14 27
1933 14 28
1938 a2 53
1948 22 7'5
1950 2§ 69
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and to national income. Although it is true that in
1890 only 2-4 per cent. of the national income was
used up in this way, while in 1950 6-9 per cent. was
required, in the inter-war years of the twentieth
century the percentage devoted to defence was hardly
larger than at the close of the nineteenth century;
again the relative rate of reduction after the second
world war was no less rapid than after the first. Much
more striking is the decline in the importance of
defence expenditure in the budget; it swallowed up
38 per cent. of central government outlay in 1890,
41 per cent. in 1903, but only 22 per cent. in 1948.
Although this fall has a significance of its own, it is
of course mainly the reflexion of the expansion of other
forms of outlay.

The major explanation of the growth of the public
sector has been, as is indeed well realized, the expansion
of the social services. From 1-6 per cent. of the national
income (or 14-4 per cent. of total public outlay) in
1890 social expenditure had risen to about 14 per cent.
of the national income (or over 38 per cent. of total
public outlay) by 1950. We might very well also
include expenditure on general food subsidies (4 per
cent. of the national income in 1950) since after the
end of the war the ‘social’ element in these steadily
expanded. The rise in ‘constructive’ social services
(as we might call them, in contrast to the ‘rescue’
services of unemployment pay and public assistance)
has been even greater than these figures suggest. In
the inter-war period a large proportion of social
expenditure (over 30 per cent. in 1935) was taken up
by the rescue services; in 1950 they required little
more than 4 per cent. In the next chapter we shall
have to investigate the genesis of these most significant
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changes; here we need only note that as the national
income per head has risen the nation has chosen to
devote an increasingly large proportion of its resources
to social betterment. In all this there has certainly
been no logical development, either of the services as a
whole or in their relative importance. We may however
say that development has taken place through a fully
democratic process of ascertaining the strength of
demand through a process of legislative trial and error.

Hardly less striking is the change which has occurred
over our period in the attitude to the economic
activities of public authorities, and in the scope of those
activities themselves. From the last decade of the
nineteenth century the traditional local trading services
began to develop, and were soon rapidly expanding.
Their importance rose from 2-3 per cent. of the national
income in 1913 to 4-5 per cent. in 1938. In the years
since 1945 this growth has been abruptly checked by
the transfer of local electricity, gas, and tramway
undertakings to national ownership. The establishment
of the nationalized industries, together with the
expansion of the trading activities of government
departments and agencies (such as the Raw Cotton
Commission), brought the total of gross current public
expenditure on production and trading to 18-4 per cent.
of the national income in 1948. (In the most recent
years, however, some of these trading activities have
been dismantled.) On investment account the expansion
has been even more striking, as we shall presently see.
In addition to production and trading by public
authorities, state aid to different sections of agriculture
and industry, non-existent before the inter-war period,
had risen from £14 mn. in 1938 to £94 mn. in 1948.
(In this sphere also there has since been some small
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decline.) Moreover, the expenditure has been much
more influential than the figures suggest, since it has
been backed up by a large array of controls and
allocations.

Traditionally the social services, and indeed the
cconomic activities of the public sector (other than the
Post Office) were mainly the business of the local
authorities. It was held that local organization would
be more closely in touch with individual needs and
demands. From the time of the establishment of the
social insurance funds at the end of the first decade of
the twentieth century the process of local expansion has
tended to be reversed. All the newer social services
have been set up on a national basis, with the exception
of Housing, and in respect of this there is very strong
central control. As a result of this process, and more
recently of the loss of their major trading services,
local authorities have gradually lost ground, not only
in relation to the central government, but recently in
respect of their position in the national economy. In
1880, before the great development of social services
and trading activities, local expenditure amounted to
over 42 per cent. of total public outlay; by 1950 it
had declined to about 15 per cent. The great period
of local activity was the first decade of the present
century: of recent years local expenditure has declined
in relation to the national income; between 1938 and
1948 it fell from just over g per cent. to just over
7 per cent.

Thus, in spite of the relative decline in defence
expenditure (which is peculiarly the business of the
central government), a strong tendency to centraliza-
tion is apparent, pari passu with the growth of the
public sector. This is partly the result of war: the
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central government tends to increase its powers
during emergencies, not only vis-g-vis the private
sector, but in relation also to local authorities, whose
work, in contrast, tends at such times to contract.
The increasing degree of centralization is also partly
deliberate, the reflection of a greater emphasis on
uniformity of standards and of a stronger desire for a
national policy in the socio-economic field.

The changes in the structure of public expenditure
have been accompanied by a change in its character.
The primary purpose of government expenditure, the
satisfaction of wants that are not only collective by
nature, but can only be collectively supplied (such as
police and justice as well as defence), has declined
relatively to the satisfaction of individual wants. Even
within the framework of social expenditure, which is
primarily concerned with individual satisfactions, there
has been a similar shift of emphasis.

Apart from public assistance, expenditure on which
is primarily governed by the level of economic activity,
the first social services to attain any importance were
education and public health provisions of the nature of
sewerage and cleansing scrvices, services which are
almost as much of communal as of individual benefit.
More recently the expansion of the social services has all
been in the direction of services accruing directly to
particular citizens (for instance pensions and the
national health service), and ardently desired by them,
as a means of individual satisfaction—more especially
perhaps when the benefits come in the form of direct
money payments.

A similar shift of emphasis seems to be discernible
also on the side of economic expenditure. The newer
trading services—domestic gas and electricity supplies,
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and more especially the services of the nationalized
industries in contrast to water supply or street lighting
—tend to be concerned with sales to individuals and
firms exactly parallel to services supplied by the
private sector. The increased scope of expenditure in
aid of particular industries is a further instance of
the growth of individual, or more precisely group,
benefits accruing from public outlay.

This shift in the character of public expenditure is
of very great significance for the general attitude to the
public sector. More and more there are individual or
group benefits to be obtained, benefits in which certain
citizens (for instance pensioners) or industries have a
vested interest, and whose expansion will improve
their personal or profit prospects. In this situation the
largesse of the welfare state becomes something to be
striven for, in the same way as an increase in wages or a
tax concession on a certain type of profits.

The public expenditure which we have so far been
considering consists of outlay on goods and services
for current use or consumption; but expenditure on
capital account is also of great and growing importance.
In a sense its expansion is even more significant than
the expansion of current expenditure, for it represents
the assumption of responsibilities which are largely
new to the public sector. In the nineteenth century,
apart from the occasional purchase of existing assets
(such as the shares of the Suez Canal Co.) the invest-
ment activities of the central government were confined
to the development of the postal system, including
telegraphs and telephones. Expenditure on highway
development which might well have been considered
a capital item never has been so regarded, to the
detriment of the efficiency of our road system. From
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the closing years of the nineteenth century, however,
local trading services began to call for considerable
amounts of fixed capital formation; there was also a
growing investment in non-trading assets such as
schools, sewerage works, and municipal buildings. In
the inter-war period these investment activities were
entirely eclipsed by the expansion of local authority
housing.

The end of the second world war was quickly
followed by the establishment of the basic nationalized
industries; in the first instance existing assets were

TABLE 2

Public and Private Gross Fixed Capital Formation at Home
(£mn.) (Calendar Years)

Year 1913 | 1938 | 1948|1949 1950|1951 !

Central Government
(including National-

ized Industries) . 4 34 286 377 416 | 515
Local Authorities . 23 206 384 384 | 411 | 444
Total Public . o227 240 | 670 | 761 | 827 | 959
Private (Personal and

Company) . . ? 530 | 723 | 773 | 847 | 904

Total Capital Forma-
tion
at Current Prices . .. 770 | 1393 | 1534 | 1674 | 1863
at 1948 Prices . .o 1155 | 1393 | 1491 | 1562 | 1545
Public Capital Forma-
tion
as a Percentage of
the Total . . .. 31 48 49 49 51

! From National Income and Expenditure, 1946-52.
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acquired from the private sector or from the trading
departments of local authorities, but in all cases it was
realized that a large volume of new investment would
have to follow. Table 2 shows the relative importance
not only of central and local investment in the public
sector, but also of the public and private sectors
respectively. It will be seen that the growth of local
relative to central investment in the inter-war period
was no less striking than the growth of central relative
to local after the establishment of the nationalized
industries.

Official figures are not available before 1938, but it
is evident that public has rapidly been overhauling
private investment and in this too the decision to
nationalize has been vital. At the same time, when the
figures are revalued at constant prices the increase is
not spectacular; between 1948 and 1951 there was a
rise of only 10 per cent. To some extent special causes
of physical shortage have held down the volume of
investment in both the public and the private sectors
since 1945, but the slow rate of expansion, especially
in the public industries with their heavy problems
of rationalization and integration, is nevertheless
disturbing.

It goes without saying that the expansion of the
public sector which we have so far regarded from the
outlay side is reflected on the tax side also; indeed
the three stages of expansion are even more precisely
marked here than on the outlay side. Revenue collec-
tions on the whole pursue a steadier course, less
interrupted by short period fluctuations than expendi-
ture. Up to the first world war tax revenue averaged
about 10 per cent. of the national income; in the
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inter-war period the norm had risen to about
25 per cent. and since 1945 a norm of something like
40 per cent. is apparent.

The increase in total revenue has been accompanied
by a marked change in its composition. Income and
capital taxes (death duties), which were relatively
insignificant in Gladstone’s day (15 per cent. of total
tax revenue in 1885), had expanded to 47 per cent.
by 1950; during the war they had been very much
higher. The change in the character of these taxes
through the introduction of progression (beginning
with death duties in the early ’nineties), and through
the extension (early in the second world war) of income
tax to include a large proportion of weekly wage
earners, is of even greater significance; but we must
postpone discussion of these factors until Chapter ITI.
It is worth noting here however that the tendency of
the fiscal system which we saw on the outlay side
to discriminate between different groups and industries
has made its way into the tax system also. A most
important step in this direction was taken by the
reintroduction of protective import duties in 1932;
more recently the same influence has been manifest in
purchase tax. Increasing differences between particular
groups and industries in respect of rebates and reliefs
in income tax have also been made.

It is noticeable further that an even stronger tendency
to centralization is evident on the tax than on the
expenditure side. The local rate, which has a special
significance as the only substantial independent source
of revenue available to local authorities, declined
from a norm of over 30 per cent. of total tax revenue
before 1913 to one of about 17 per cent. in the inter-war
period, and from 1946 to 1950 did not exceed 7 per cent.
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In relation to the national income rate revenue fell
from over 4 per cent. to under 3 per cent. between
1938 and 1948. At this level it differs very little from
its position in the 1880s before the modern development
of local government. The difference in the position
of the local authorities on the outlay and on the tax
sides wis-a-vis the central government is of course
accounted for by the extensive system of exchequer
grants which has grown up over our period; these
are matters which we shall have to investigate in
Chapter IV.

The change—amounting almost to a revolution—
whose outward structure we have been examining
factually is not unique to Britain; some, perhaps most,
of its features are to be found in virtually every country,
more particularly in the countries of Western Europe.
Even those, such as the U.S.A., which cling most
faithfully to the nineteenth-century tradition of
individualism have experienced a notable growth in
the functions of the state. Since the end of the second
world war the public sector in the United States
(measured in terms of the relation of taxation to national
income) seemed—at least before the Korean emergency
impinged on the economy—to have settled down to
something like the 25-30 per cent. level in relation to
the national income, which characterized Britain in
the inter-war period. This change has been marked by a
considerable expansion of the social services, although
against continued opposition in some quarters; it has
also been accompanied by a conspicuous growth of
the activities of the federal government relatively to
that of the states.

The revolution in Britain is nevertheless particularly
interesting, because although the swing over our period
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has been greater than in most countries, it has been
carried through with remarkable unanimity, almost
on what the Americans would call a ‘bipartisan’ basis.
It will facilitate later judgement if we focus attention
for a moment on some of the more striking aspects
of the change for, as one recent writer has put it,
‘the revolution in public finance has been the means of
a revolution in society’.!

Of most significance of all perhaps is the change
in the attitude of the generality of citizens to the
activities of the public sector, and hence to public
expenditure. To Gladstonian England government was
the means whereby society satisfied its basic collective
needs, for justice and defence, at home and abroad.
Taxes represented an unavoidable but regrettable
transfer of resources for this purpose from more
fruitful uses, including in the forefront the raising of
the general standard of living by personal effort. The
social services were at first tolerated because the need
for them was assumed only to be temporary. In these
circumstances it was obviously desirable to spend on
the activities of the government as little as was com-
patible with their adequate performance. Hence the
forces of liberality and progress were thrown heavily
on the side of economy in the public services.

We owe a great debt to Gladstone for establishing a
well-founded system for the control of public expendi-
ture; for, with the expansion of the public sector,
the urgency of avoiding waste has become greater than
ever. But it cannot reasonably be denied that the
rapid development of the social services, and of the
progressive principle in taxation, when it came, was
partly the reaction from the Grand Old Man’s obstinate

! Bertrand de Jouvenal: The Ethics of Redistribution.
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clinging for so long to economy at any price, even at
the price of the primary needs of defence. In the
anxious years of the middle 188os it became clear that
this policy would no longer serve; public expenditure
must needs expand to meet the calls of defence. At
the time it seemed only that the country had been
driven off the ‘tuppenny income tax’, and that
Gladstone was finally thrown out of his plan for
abolishing the tax completely. With hindsight we can
perceive the significance of the discovery that income
tax on a permanent basis was after all compatible
with national prosperity and expansion.

As we have seen, the new urge for expansion of the
public services after the retirement of Gladstone is
apparent even on the small scale of Chart I. From 1888
the activities of the new local authorities were steadily
growing; 1894 saw the acceptance of the progressive
principle in direct taxation. Although for the moment
it was confined to death duties, a concrete proposal
for its extension to income tax had already been
prepared within the heart of Gladstone’s own party.
The dictum of its author, Harcourt, that ‘we are all
socialists now’ did no more than record the new
outlook, in a world where public expenditure was
becoming respectable and even desirable. The state
had set its foot upon the road which has led to its
becoming primarily an agent of social and economic
development.

Yet in the longer sweep of history it can plausibly
be argued that it was the Gladstone era which was
out of the normal line of development. With greatly
enhanced wealth and opportunity, it is true, the new
policy, it may be said, did no more than pick up again
the threads of the sort of state the eighteenth century

227 C
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and early nineteenth century had envisaged. Even
Adam Smith, for all his individualism, had stressed
the importance of the ‘third duty’ for the state—
beyond justice and arms—of developing public works
for *facilitating the commerce of society and promoting
instruction of the people’. Public assistance at the
beginning of the nincteenth century, under the
Speenhamland ‘system’, had been a crude but genuine
effort to maintain a minimum standard of living, in
conditions of inflation such as the Victorians never
had to struggle with. The primary development of
transport and communications remains today in
underdeveloped countries (as England was in 1790) a
service for which the state must needs take ultimate
responsibility.

Thus the economic duties of the state, which today
seems a notable innovation, were in reality very early
recognized. Even in late Victorian times the tide of
municipal socialization of the public utilities was
flowing hardly less strongly than the tide of social
reform. The two aspects of the economic activities
of the state which are substantially new are, first,
the acceptance (in practice if not so openly in principle)
of the contention that the state has a right and duty
to discriminate in favour of particular branches of
industry—as we have seen this cannot be dated much
before the 1930s; secondly, the assumption of respon-
sibility for maintaining cconomic stability at a high
level of economic activity. Given the economic analysis
which makes this policy in any way practicable (which
is itself very modern) this function follows with easy
logic from the earlier cconomic responsibilities of the
state. It is notable that it is as readily accepted in the
still individualistic United States as in Britain.
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It is, however, on the tax side that the change from
1880 has been most momentous. Welfare costs money,
and to an important degree the cost must inevitably
come from the pockets of the same income groups as
the beneficiaries—by lateral transfers from the working
to the retired population, from the strong to the
weakly, and from the childless to the family. Never-
theless it is inevitably on those with higher than average
income or wealth that the responsibility for financing
the enlarged public sector mainly falls.

The change from a maximum rate of income tax
of 2d. in the pound in the 1870s to an effective maxi-
mum of over 19s. 7d. in the pound in 1950 is too great
for the imagination easily to grasp its implications;
but it is implied that since 1941 there has been a
definite ceiling of between f7000 and f8ooo above
which spendable income cannot rise. To look at the
matter another way, the impact of a 2s. 6d. initial
rate of tax, followed by successive increments up to
9s. 6d.—not to mention surtax—may only too easily
cause the taxpayer to reconsider the respective attrac-
tions of work and leisure to the detriment of work, in
a way in which a tax of some fraction of a shilling
would be most unlikely to do. The bogey of Victorian
Chancellors was that if exploited too far in normal
times income tax revenue would fail to expand
adequately in an emergency. Because they cried
‘wolf’ so much too soon it would be rash to overlook
the reality of the danger inherent in present tax rates.
Income tax has come perilously near its limits on the
upper incomes, while the extension of the tax to include
large numbers of weekly wage carners implies in-
flationary dangers of compensatory wage demands
which are an entirely new factor.
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Up to the present probably the most important
consequence of the changed position of direct taxation
(including the effect of profits tax and progressive
death duties with an effective level of 8o per cent. on
the largest estates) is not so much the levelling of
disposable incomes, which after all is just onc aspect
of the passion for equality which has swept the country
from the beginning of the second world war, but
rather the cffect on saving. Personal saving has virtually
disappeared; Victorian England relied on personal
saving for the provision of industrial capital, especially
risk capital. The failure of this source implics not
merely a reduction in the volume of spontaneous
saving out of a given national income, but also a
change in the type of saving that can be made available,
both of which can hardly fail to be detrimental to
the trying out of new projects. The international
aspects of this change arc hardly less scrious than the
internal.

A great part of the responsibility for filling the gap
in the supply of savings now inevitably falls on the
government, either directly through budgetary policy
or indirectly through tax concessions to firms who will
undertake it. It is precisely to deal with the problem
of insufficient savings that the new technique of using
the national income as an instrument of policy has
been developed; this is a matter which we shall have
to examine in Chapter V. The changes in the financial
structure which this aspect of the revolution in public
finance have brought about are hardly less important
than the changes in the social structure.

The welfare state as we now understand it has been
in existence in Britain for only a few years. So far as
it has gone, and in spite of certain obvious incon-
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veniences, it is clearly generally acceptable. Up to
the present indeed its benefits have been more
conspicuous than its inconveniences; it is not generally
realized how much of this is due to substantial help
from abroad. It will be our task in the following pages
to analyze the various aspects of the revolution in
more detail, as a basis for an evaluation of the type of
fiscal adjustments which will be required in the longer
period.



Chapter 11

THE FORMS OF PUBLIC
EXPENDITURE

IN the last chapter we saw that, apart from the greater
needs of defence in our unquiet age, the expansion
of the public sector was due to two causes: the growth
of social expenditure and the re-establishment of
economic activities and policy as an accepted function
of the state. Expenditure on defence is a technical
matter which it is difficult for the layman to criticize.
The most the economist can hope to do is to enquire
into the means available for checking that, given certain
decisions, the money has been wisely laid out, and to a
considerable extent even this can only be discovered by
the test of war. Of recent years the Select Committee
on the Estimates has devoted special attention to
examining defence expenditure, although handicapped
by an obsolete system of Accounts. We shall have
something to say on their activities at a later stage;
our business in the present chapter is to examine the
genesis and content of the expansion of social and
economic expenditure.

We have seen? that expenditure on the social services
as a whole grew from less than 2 per cent. of the national
income in 18go to about 18 per cent. (including the
general food subsidies) in 1950. Table 3 traces broadly
the relative fortunes of the major social services over
the period. To start with, over go per cent. of public
outlay on the social services was devoted to two

1 See p. 151 above.
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purposes: Education (in Victorian language ‘Public
Instruction’) and Relief of the Poor. A small amount
was also spent on health services, mainly on the
provision of mental hospitals. Then, and until much
later, private charity was the sole provider of general
hospitals; only the mental patient and the pauper were
a charge on public funds.

At the end of our period education still held
its place as a major social service (accounting for
20 per cent. of the expenditure in 1951), but relief
of the poor (now known as national assistance) had
shrunk to a quite minor place (5 per cent. of the total
in 1951). This was of course mainly the result of the
development of social security with its statutory
unemployment pay and other contractual payments;
partly, however, it reflects the full employment situa-
tion of the years since 1940. In the meantime other
services had arisen: housing and expanded health
services in the inter-war period, family allowances,
additional care of children and above all the national
health service in the years since 1945. The war legacy
of general food subsidies was closely analogous to
this expenditure but was not counted formally among
the social services, since it was uncertain how much of
the apparatus would be put on to a permanent footing.

Few if any of these services shows any sign of
having reached a limit of demand; on the contrary
they are typically what the Americans call ‘open-
ended’: at the subsidized price at which the services
are offered there is no apparent limit to demand.
Hence total expenditure on a service, and its relation
to other services, cannot depend on technical considera-
tions (except in so far as these can be artificially
introduced, for instance by defining the permissible
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number of pupils per teacher or persons per room).
Hence policy decisions are operative in every case.
Thus a very heavy responsibility rests on Parliament,
oiten in the face of strong vested interests, to secure
an appropriate development of the different services
on the one hand and a reasonable balance between
social expenditure and other public needs on the other.

Within the space available it is obviously impossible
to attempt a detailed survey of the social services;
nevertheless a brief examination of the development
of the major services and of the policy underlying
it scems cssential for an understanding of present
policy trends. We shall therefore sketch in turn the
fortunes of the major services (those costing more
than f300 mn., either on current or capital account,
in 1950), namely: Education, Social Security, including
Health and Pensions, Housing, and the Food Subsidies.

Of all the social services Education is the one in
which a consistent long-term policy has longest and
most steadily been followed by those responsible for
the administration. It is as well that this has been so
since education was never an aggressive social service;
it 1s not one for which the beneficiaries—or their
parents—are as a rule prepared to fight hard. For this
reason perhaps education has usually been the first
victim of economy campaigns, and these in turn have
hampered its orderly development. Thus it is not
surprising that in relation to the national income
public expenditure on schooling has only risen
moderately over the years since the early *20s (3 per
cent. in 1951 as compared with 2.2 per cent. in 1923);
in relation to the other social services it has lost
ground steadily.
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Public policy in education effectively dates from
the Act of 1870, because although grants had been
made much earlier in aid of charitable effort, now for
the first time a special rate could be imposed for
educational purposes, and, further, this could be
supplemented by a system of grants from the exchequer,
making a national policy practicable. Almost from the
first the education grants developed a double-headed
aim: to raise the standard of performance by the
carrot-and-stick method, but at the same time to
make allowance for local difficulties, especially those
of poor areas. The establishment of a central depart-
ment in 1goo and the abolition of the ad hoc school
boards in 1goz (so that education became the business
of the ordinary local authoritics) greatly facilitated the
development of a national policy.

The history of the development of education policy
divides naturally into three phases: (1) from the
(Forster) Act of 1870 to 1914; (2) from the (Fisher)
Act of 1918 to the eve of the second world war, and
(3) the latest phase dating from the (Butler) Act of
1944; thus education expenditure conforms closely to the
timing of the expansion of the social services in general.

The early administrators inevitably concentrated
their attention on the ‘Three R’s’, more specifically
on attaining 100 per cent. literacy; nevertheless from
a very early period the need for full development of
the child’s capacities, both physical and intellectual,
has explicitly been present in statements of official
policy. On the physical side from 19o7 it became
possible for local cducation authorities to provide
meals for undernourished children—it having been
discovered that many children were physically unable
to take advantage of the opportunities offered to them.
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In 1908 the Children’s Act gave special protection
against neglect, exploitation, and ill treatment. Even
more important than these was the development of
the school medical services, legislation for which dates
from 1907, but from 1913 inspection and treatment
were greatly stimulated by the provision of a specific
grant. From these small beginnings have developed
the present important nutrition and child care services,
as well as the special schools for handicapped children.
If these services be added to the direct expenditure
on normal education, as would be not unreasonable,
education in a broad sense had considerably more than
maintained its place in the national economy.

On the intellectual side the achievement of the
administrators between 18go and 1910 was the
establishment of a universal and compulsory system
of primary education—the last fees in clementary
schools were abolished by the Fisher Act. Education
above the elementary level, however, figured in policy
from an early date. It was first sought in technical
schools (under legislation of 1889) whose vocational
curricula were selected ad hoc rather than in relation
to the main stream of public education. From 1907,
however, frec places were made available in secondary
schools for exceptional pupils from the elementary
schools. The idea of a national system of universal
secondary education, although present from an early
date in the century, did not find its way on to the
statute book until the Fisher Act; even now it has not
been fully achieved.

In the first stage of policy universal literacy had
been attained; the achievement of the inter-war period
was undoubtedly the generalization, if not the uni-
versalization, of secondary education. This constituted
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a major step forward in educational policy. State-aided
or state-provided secondary schools became for the
first time the leading factor in post-primary education
in the country. The importance of the change that had
taken placc was immediately apparent in the second
world war: a trained and disciplined public was
available, not only to operate the complicated machinery
of modern defence, but also for the scarcely less
complicated requirements of civilian life under total
war conditions. The second world war was won not so
much on the playing fields of Eton (although the
status of the Public Schools had not actually declined)
as in the classrooms of the public elementary and
secondary schools.

The importance of the new secondary education
was scen no less in the type of student entering the
universities; for the first time in the 1930s the talent
of the country was being effectively mobilized by
drawing on the state secondary schools and aided
grammar schools as well as on the traditional public
schools. Important as this achievement was it can
reasonably be criticized in that the system of education
provided was still only really appropriate for the
limited number of intellectually outstanding adolescents
for whom it had initially been planned; it would not
well bear generalization over the whole school popula-
tion. In particular the war revealed the much greater
effectiveness of technical training elsewhere, especially
in the U.S.A.

The Butler Act of 1944 opened a new phase in
educational policy, although its application was
inevitably delayed by the final stages of the war.
This aims at universal secondary education, emphasized
by the compulsory raising of the school leaving age
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to 15 (already abortively attempted both by the
Fisher Act and by the (Trevelyan) Act of 1930) and
by the abolition of fees in secondary schools. On the
basis of the development which had already taken
place in the 1930s this implies concentration on
secondary education for the normally and subnormally
gifted child, in contrast to the above-average child
who was already fairly well catered for.

While admirable as a policy, and indeed no more
than the logical development of what had gone before,
the full implementation of the Butler system is fraught
with considerable difficultics, by no means all of a
strictly financial nature. It will inevitably be very
expensive both in terms of schools! and of teachers,
if only because the normal and subnormal are so much
more numerous than the gifted. If funds cannot
casily be found for all there is a real danger of the
neglect of the gifted child, who after all presents the
most fruitful ficld for education, and from whose
ranks the lcaders of the future must come. The
experience of other countries suggests that in education
it is fatally easy to sacrifice quality for quantity. In
Britain this danger is emphasized by the financial
difhiculties of the traditional Public Schools—the best
of which have always concentrated on fitting the
training exactly to the capacities of the child—due to
the heavy taxation of middle class parents.

Secondly, the Butler policy implies a substantial
increase in the centralization of educational administra-
tion, and hence to a considerable extent of policy.
The educational powers of the county Districts have

1 A forthright Report of the Estimates Committee in
June 1953 emphasized that this problem had not yet been
adequately faced.
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been taken away, and administration concentrated
under the less numcrous (and hence more easily con-
trolled) authorities of county council status. Further, in
the interests of a uniform policy, the Minister has
been given much wider powers than ever before,
powers of direction and of the withholding of grants
for various reasons, including deviations from national
policy. The significance of these powers isenhanced bya
very great increase in the exchequer grants for education.

In no part of the educational system is this change
more apparent than in the relations between the state
and the universities. It is now exceptional for a student
to come up to the university without state aid
(73 per cent. were so assisted in 1950); not only have
the grants made by the exchequer to the governing
bodies of universities increased more than eightfold,!
but in effect they now extend to the constituent
Colleges of the older universities as well as to the
Faculties. This is a situation in which, no doubt,
university training for the many becomes much more
practicable, but it carries with it dangers of a control
which might spell loss of initiative and freedom which
could be fatal for the advancement of knowledge.
Happily up to the present these dangers remain a mere
potentiality.

The relief of poverty is by far the oldest of the
public social services, dating from the time of
Elizabeth T and even earlier. The direction of policy
has however been very different from that of education.
As education has always been the most centralized of
the social services administered locally, so public

! 65 per cent. of University income now comes from the
state as compared with 34 per cent. in the middle 1930s.
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assistance has been the most decentralized. There have
indeed been three important declarations of policy by
the central government, the results of which in turn
set the stage during the years succeeding them; but the
developmenthas been played out with much local variety
and often very far from the intentions of Whitchall.

At the beginning of our period the code of the
‘New’ Poor Law, as established by legislation in 1833,
inspired by Chadwick and Senior, was still in operation.
Its emphasis was heavily on the trcatment of the
pauper as less than a normal citizen, and on the
avoidance of relief in the home as far as possible.
From 1909, as we have scen, largely due to the work
of the Fabians, an entirely new approach captured the
field, aiming at a practical reversal of Chadwick’s
ideas. The third declaration of policy, that embodied
in the (Beveridge) Report of the Interdepartmental
Committee on Social Insurance and Allied Services of
1942, although revolutionary in many respects, must
properly be regarded as a logical development of the
ideas which had already been made explicit in 19og.

Although the austerity of the ‘new’ poor law code
was from an early date (and well before the opening
of our period) considerably softened in practice by
the natural humanity of the Guardians who ad-
ministered it, policy continued to be dominated by
two (not very openly acknowledged) aims: to protect
the rest of the community from a potentially criminal
class of able-bodied paupers, and to secure the relief
of destitution at minimum cost.

Thus, in a period when other social services were
increasingly being aided by grants from the exchequer,
Treasury assistance towards the relief of the poor was
steadily refused. This had the result of minimizing the
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costs to the community in general, since local resources
of the areas most affected were strictly limited; but
it also resulted in the development of very varying
standards of relief between rich and poor areas, and
at the same time led to an intolerable burden of poor
rates in the poorer areas. These difficulties were
intensified when after 1918 the political disabilities on
paupers were removed and the ‘pauper vote’ became
of importance in local politics.

As we have scen, the 19og Report aimed at the
removal of the stigma of pauperism and at the ‘break
up of the poor law’ by removing from public charity
all those who could appropriately be aided on more
self-respecting lines. A small beginning had been made
in this direction by the Workmen’s Compensation Act
of 1897, the scope of which was much extended in
1906. This gave assistance for industrial injuries
entircly outside the range of poor relief. The main
implementation of the new policy however came (as
we have seen) with the three notable liberal reforms of
the early years of the twentieth century: Old Age
Pensions (at 70 with a Means Test), in 1908, in 1912
National Health Insurance and a limited scheme of
Unemployment Insurance. The heavy unemployment
which succeeded the first world war led directly to the
extension of unemployment insurance in 1920, and
indirectly to the introduction of contributory pensions
in 1925 (at 65 and 6o for the insured worker and his
wife or widow respectively). Both these extensions
were carricd by Conservative governments; but in
1925 Winston Churchill who had played such a leading
part in the establishment of social insurance in the
second decade of the century, was the Conservative
Chancellor of the Exchequer.
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Thus the foundations of the present social security
system were already laid early in the inter-war period.
When the Interdepartmental Committee came to
examine the situation in 1942 it found a social security
system in operation superior to that of most countries
(save perhaps in respect of direct cash payments);
nevertheless a number of difficult problems had
emerged in the thirty years of operation.

Unemployment insurance in particular had been in
repeated difticulties through the 1920s; if contributions
were moderate the fund was in chronic danger of
insolvency; if they were raised they constituted a
severe tax on employers and the employed. If assistance
was moderate, in order to relieve the fund, the un-
employed, especially the long unemployed, would be
thrown back again on public assistance with all its
local vagaries, just what it was desired to avoid. On the
other hand if assistance was more generous, for the
man with a large family it approximated too closely
to the wages he would have earned in employment.
On the whole, through the ’20s, the trend had been
in favour of steadily increased assistance, far above
anything which had been contemplated on the
introduction of the scheme.

These embarrassments were partly solved in 1934
by the Unemployment Act which transferred financial
responsibility for the able-bodied unemployed to an
Unemployment Assistance Board, thus partly, but by
no means wholly, relieving the rates; at the same time
the level of contributions was considerably raised.
Ironically these changes took place just at the moment
when the employment situation was at last recovering,
and from that time the Unemployment Fund steadily
accumulated a surplus.

227 D
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National Health Insurance had never suffered from
the difficulties of the Unemployment Fund, and
remained in respect of contributions and payments
substantially as first established. This implied that
by 1942 it was completely out of step with the relief
available on the unemployment side. The most serious
problems in social security were, however, posed by
Pensions. Owing to the combined effect of the fall
in the birth-rate and the rise in the expectation of life,
the pensioner was coming to dominate the demo-
graphic scene, while his vote had become a factor
which no party could neglect. In the twenty inter-war
years, and in a period of falling rather than of rising
prices, the charge for pensions had more than quad-
rupled; and this was only the beginning of what was
to be expected.

The Beveridge Report was written in the optimism
evoked by the first assurance of ultimate victory in the
war; it put forward a bold programme for the total
abolition of Want, through a universal system of social
insurance, with public assistance reduced to the position
of a final net to catch the few remaining hard cases.
What was aimed at was <ffectively a national minimum
above the ‘subsistence level’ as it had been defined in a
number of social surveys. (It should be noted that this
minimum was susceptible of very varying interpreta-
tion, and over the course of time the social investigators
have quite noticeably, although perhaps unconsciously,
raised their sights.)

The ‘Beveridge Plan’ thus demanded an entirely
new degree of income redistribution, both vertically
from the better off (who would be the main contribu-
tors) to the poor (who would be the main beneficiaries),
and, through the extended maternity benefits and
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proposed family allowances, horizontally from the
small to the large families in each income group.
Nevertheless the Plan as put forward in the Report
was carefully balanced, and designed to take account
of the particular difficulties which had been encountered
in the inter-war years. For the first time a compre-
hensive and integrated social security scheme was to
be established, with special benefits at the normal
crises of life: birth, marriage and death; disincentives
to work arising from prolonged payments of unemploy-
ment assistance, were to be guarded against by making
payments conditional upon retraining. Finally the
menace of the rising pensions charge was to be
mitigated, both by postponing the operation of an
extended scheme until funds had accumulated, and by
giving a bonus on postponed retirement. The proposed
contributions were high, even though the Report
(very reasonably) assumed a much lower level of
unemployment than that of the inter-war period.

The implementation of the spirit, although not
of the detail, of the Interdepartmental Committee
programme was carried out hurriedly in a series of
important Acts in the first flush of victory. We have
already observed in Table 3 the change in the structure
of the social services which resulted. Virtually all the
expenditure proposals were accepted, even more
generously than had been recommended (the continued
rise in prices made this almost inevitable), but the
Beveridge precautions were by no means respected.
An increase of pensions was allowed immediately,
not after a period, and, it would appear, there was
little attempt to estimate in advance the cost of the
whole scheme, including the annexed national health
service. In one respect the scheme encountered much
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smoother waters than the Committee had anticipated:
with full, and overfull, employment the demands on
the unemployment side have so far been negligible.
The inflationary pressure of which this is the reflection
has however tended to increase the difliculties of other
aspects of the scheme.

The establishment of a national health service did
not fall within the Beveridge terms of reference, but
its existence was assumed in the Report as a necessary
move in the campaign against Want. The idea of a
universal public health service was not new; it had
been mentioned as early as 1920 by the Consultative
Committee of the newly reformed Ministry of Health;
during the inter-war period the idca was gradually
gaining ground and concreteness until it became a
definite programme of the British Medical Association
in 1938 (‘A General Medical Service for the Nation’).
The second world war, both by evacuation and by
conscription, demonstrated to all how unsatisfactory
the health of many still was.

A more unified health policy was clearly called for;
health insurance payments, with the rise in prices,
were no longer of much use to the sick, while their
great weakness was that they covered only the insured
worker himself, making no provision for his family.
The Local Authorities had inherited in 1929 a motley
collection of hospitals from the defunct Poor Law
Guardians; the voluntary hospitals were of very
differing size and standard, and, save in the large
towns, their services were almost completely unco-
ordinated. Moreover, and this was the crucial point,
their finances were breaking down. On the one hand
modern treatment called for unbelievably expensive
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drugs and apparatus, on the other surtax and death
duties were reducing the stream of charity to a trickle.
In order to deal with this problem, at the same time as
the national health service with free trcatment was
introduced, the hospitals (both voluntary and local
authority) were nationalized under regional boards
responsible to the Minister of Health.

The new Health Service came into operation in
July 1948; almost at once its finances began to get
out of hand. At 100 per cent. subsidization the demand
for prescriptions and for treatment (especially for
dentures and spectacles) cnormously cxceeded such
vague expectations as had been formed. Total outlay
on the service (as appears in Table 3) rapidly climbed
to over [400 mn., of which only a very minor part
could be covered by insurance contributions. Attempts
to contain the flood were made in two directions:
ceilings were fitted on to the costs of those parts of the
service where they could be made to stick: first on
the dentists and then on the general practitioners. On
the other side a gradual retreat from the principle of
frec treatment began. Small charges were made for
dentures and spectacles; finally came a general charge
for prescriptions (proposed by the Labour Government
in 1951 but implemented by the Conservatives). While
the initial attempts at ceilings and charges may have
been somewhat clumsy, it is clearly necessary in the
interests of the service itself, no less than those of a bal-
anced developmentof the social services, that the finances
of the Health Service should be properly controlled.!

A more lasting difficulty of the new social security
system is the still unsolved problem of the burden

! A Committee was set up in the spring of 1953 to examine
this question.
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of the Pensions charge. As we have seen, contrary to
the Beveridge proposals, increased pensions were
made available immediately, and with the continued
rise in prices it became neccessary to raise them more
than once. At these high levels the gap between
contributions and outlay begins to be serious; it is
estimated at £100 mn. in 1957, rising to £200 mn. ten
years later, even if no further expansion in benefits
takes place.! But, ironically the scheme is as far as
ever from abolishing Want, in the sense that year by
year since its inauguration, increasing numbers of
pensioners have needed to apply for, and have received,
public assistance; indeed this is the most important
cause of the rise in assistance expenditure between
1949 and 1951, shown on Table 3.

Thus the social security programme, which in the
19208 and ’3os was mainly devoted to providing a
livelihood for the unemployed of working age, in the
19508 was fast becoming a gigantic scheme for
supporting the elderly. It would seem that the realiza-
tion of the Beveridge ideal, if indeed it is practicable,
requires either that the elderly work much longer and
harder than at present, or that still higher taxation be
imposed on those of working age. The seriousness of
this alternative will become apparent when we examine
the tax structure in the next chapter.

House building by local authorities is from the
economic point of view by far the most important
social service added to the list within the last genera-
tion; though its significance is mainly on investment
account,? it is apparent from Table 3 that outlay on

1 See A. T. Peacock: The Economics of Social Insurance.
3 See pp. 65 below.
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current account is by no means negligible. On the
average, in the inter-war years more than 1 in every
4 houses in England and Wales were built by a local
council, while in Scotland, where for a number of
reasons building was less attractive to private enterprise
than in England, the proportion was still higher.!
After the end of the second world war the public
demand became altogether dominant; on the average of
the years 1946-50 between 8 and g of every 10 houses
erected were built by a public authority, using however
for the most part private contract labour. Although
there has been from 1951 a slight revival of direct
private house building the local councils remain the
great providers of new houses.

The causes which led to the establishment of
housing as a social service are complicated, and the
policy followed at different periods reflects cross
currents of opinion. A first interest in the ‘Housing of
the Working Classes’ can be traced from the 189os,
but it was not an interest in good accommodation as
such; rather it was what has been called a ‘sanitary’ 2
policy of clearing the slums, considered as breeding
grounds of disease, ignorance and crime. Under this
view local authorities were permitted, at their own
expense, to pull down slums and to rehouse the
inhabitants; the results were the dreary ‘tenement’
houses prominent in a number of large cities on the
eve of the first world war. Only wealthy cities could
afford to take action, and that only in a very small way.
Until the 1920s there were no local Housing Depart-
ments in the modern sense. Although the tenements
were built as cheaply as possible, in the absence of a

1 See M. E. A. Bowley: Housing and the State.
? See Bowley, op. cit.
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subsidy, the rents were still out of range of the people
for whom they were really intended.

In spite of this unpromising start the ‘sanitary’
aspect of local housing is of great and continuing
importance. In the 1g3os legislation was passed which
made slum clearance and rehousing (without which
clearing one slum merely produces another) much
more eftective; the experience then gained may be
expected to bear fruit when the present phasc of new
building has passed its peak. The secret of successful
slum clearance as discovered in the 1930s seems to be,
first, to provide a subsidy which is directly related to
the numbers rehoused, thus concentrating attention on
the larger families; and secondly to substitute for the
vague concept of a ‘slum’ which must always be a
matter of opinion, that of ‘overcrowding’ which can
be objectively measured. Apart from the immediate
benefit to slum dwellers, should we ever again need
large scale public works to combat unemployment in
the constructional industries, slum clearance and
rehousing provides an almost perfect answer; by
stepping up the criterion of ‘overcrowding’ new
demand is automatically created; cconomic improve-
ment proceeds pari passu with social betterment.

Direct slum clearance however has never played an
important part in local authority housing. A positive
policy of additional housing emerged from the first
world war. In the pre-war decade building costs had
been high and the output of houses consequently low;
there was thus a back log to make up, even apart from
the war years. Further there was a general desire to
improve standards, to make ‘homes fit for heroes’. At
prices of the early 1920s it was certain that these
would be beyond the reach of working class families
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unless heavily subsidized. At the same time the
persistence of controlled rents on pre-war small houses
made it less likely that private enterprise would again
build large numbers of small houses to rent. The
immediate answer to these difficulties, it was generally
agreed, was subsidized local authority building. After a
somewhat slow start, due to inexperience with sub-
sidies on the part of the central government and to
dealing with contractors on the part of the local
authorities, local authorities worked up to an output of
104,000 houses in 1928, not far short of the 135,000
built in the same year by private enterprise.

This was essentially a short-term policy; there was
less general agrecment concerning the longer-term
place of local housing in the economy; the Labour
party viewing subsidized housing as an important new
social service, the Conservatives tending to regard
subsidies as mainly appropriate to slum clearance and
rehousing, the normal provision of new houses being
adequately taken care of by private enterprise and
unsubsidized local authority building. In the 1930s the
turn of events secmed to favour this view. Thanks
to the fall in building costs, especially the cost of
borrowing,! in 1939 local authorities built 100,000
houses without subsidy, while of the 230,000 erected
by private enterprise in the same year, a high proportion
were of a size which catered roughly for the same
income groups. The fact that these were for sale
rather than rent was not of first importance, since
Building Societies were now prepared to offer mortgages
on very favourable terms.

By the end of the second world war however the
situation had again drastically changed. Owing to the

" 1 See next page
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temporary cessation of new building and to damage
by enemy action, the housing situation had once more
become serious. Moreover rent control, more rigid
and more universal than after the first world war,
was preventing the most economic usc of existing
accommodation. In the longer run it would also give
rise to a serious deterioration in its quality, but this
was not yet fully apparent.

In these circumstances it was decided by the Labour
government to concentrate the whole of the provision
of new houses under the local authorities. For this
there were plausible economic arguments; scarce
supplies could be more easily controlled and allocated
to a limited number of local authoritics than to a
myriad of small private builders. Interest rates,
already low, could be made still lower to local
authorities, through a new system of re-lending by the
Treasury established in 1946.! Above all it was clear
that by concentrating responsibility in the hands of the
local authorities, with their extensive housing estates,
opportunity could be taken of still further improving
the standard of accommodation and the lay-out of
houses. Supplementary to this policy, although it
proved far harder to achieve, was the establishment
of entirely new towns by public corporations.

The local authorities, now possessing experienced
housing departments, for the most part responded
enthusiastically to the challenge; moreover with the
removal by nationalization of the major local trading
services, housing became the most interesting aspect
of Council work. Already in 1947 by building 83,600
houses the local authorities had surpassed their
pre-war record in all but two peak years; 1948 output

1 Sce below p. 128.
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more than doubled the 1947 figure. But the 83,000
houses of 1947 had cost £250 mn. as against some
£40 mn. for the roo,000 of 1939; and housing costs
were continuing to rise. Moreover, building labour,
sadly less productive as compared with the 1930s,
showed if anything a retrograde trend. In the absence
of private building it was only with the most strenuous
efforts that the total supply of new housing was brought
up to the level of the worst years of the 1930s.

One explanation of the somewhat disappointing
results of local authority building between 1945 and
1951 was the larger size and superior amenities
provided in council houses. While quality is in itself
an excellent thing, when it means slow building the
few are bencfited out of proportion to the many.
Indeed one of the troubles with local authority housing
all along has been the tendency to concentrate on the
relatively large ‘three bedroom parlour house’, which
fails to take into account the fall in the size of the
typical family. Between the censuses of 1931 and 1951
the small family increased substantially at the expense
of the larger, while the ‘one person’ family actually
doubled, as compared with an average population
growth of only g per cent. In 1952, by concentrating
on somewhat smaller houses, and by introducing
more variety and especially by reducing building
delays, a remarkable increase in productivity was
brought about. As a result, by 1953 local authority
new houses had been stepped up to the unprecedented
rat