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A SHORT
FISCAL & FINANCIAL HISTORY
OF ENGLAND, 1815-1918

CHAPTER 1
INTRODUCTORY

HE details of the annual Exchequer receipts and
issues' may be approached either analytically or
historically :* they may be examined in their

present implications or expounded by reference to their
origin and development. If the latter method be adopted
the items and amounts suggest contrasts which serve to
indicate the main changes in the history of public finance.
The historian would probably first apply to the figures the
distinction between tax and non-tax revenue, and he
would discover the fact that the former now enormously
exceeds the latter. He would recall that in the Middle
Ages the maxim that ** the king should live of his own”
was constantly appealed to as a guarantee against taxation
in normal times. The theory was that the king had non-
tax sources of revenue, consisting chiefly of the rents of
Crown lands, the feudal dues, and the profits of justice,
which supplied him with sufficient income to discharge the
ordinary functions of government. Taxation was regarded

1A summary of the Exchec;uer Receipts and Issues for 1913-4
will be found in Appendix “ B.”

2 An excellent analysis for the general reader is given in Henry
Higgs, ** A Primer of National Finance.”
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A FISCAL & FINANCIAL HISTORY OF ENGLAND

as exceptional} a device only to be resorted to when
special circumstances, such as the expenses of a war,
demanded it. This distinction between revenue strictly
so-called (which was a non-tax annual income) and taxation
(which was an extraordinary charge imposed by Parlia-
ment at irregular intervals) survived until the seventeenth
century. But it was already becoming a little blurred
during the Tudor period, for a variety of causes contributed
to make the non-tax revenue inadequate. While the
expenses of government were growing progressively
heavier the yield of the various sources of revenue was
shrinking. For instance, the grants of Crown lands to
individuals, in order to reward their services or to secure
their support, tended to outrun the rate at which land
reverted to the Crown by forfeiture or escheat. Conse-
quently, the annual rental was not maintained. Tines and
fees were usually fixed in amount and with the rise in
prices in the sixteenth century they depreciated in value.
The inevitable result was a more frequent use of taxation.
Financial embarrassment was at the root of most of the
difficulties experienced by James I and Charles I, and
the attempts of the latter to discover new sources of income
-were largely responsible for the friction between him and
Parliament which led to the Civil War. In that struggle
the traditional system was destroyed. Crown lands were
extensively sold during the interregnum and the feudal
dues were abolished at the Restoration. Meanwhile new
experiments had been made. In 1643 John Pym intro-
duced the excise, a form of tax well known on the Continent
but regarded with great disfavour in England. Accepted
asTafwar tax, it gained for itself a permanent place, and
provided a revenue which compensated for the loss of the
feudal dues.

The adoption of the excise suggests a second feature of
the modern Exchequer receipts, namely, the proportion
of direct to indirect taxation. At present a larger propor-
tion of revenue is raised by direct than by indirect taxation.
This is a complete departure from the method employed
when the deficiency of the non-tax revenue had to be
supplied by the imposition of new taxes in the seventeenth
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INTRODUCTORY

century. Practically all of them were indirect taxes. It
is true that attempts were made to devise a satisfactory
direct tax, but they all ended in failure. So, while the
Government under William III depended, like that of
modern times, on an annual tax revenue, the basis of
taxation was different. The objections to indirect taxation
have been so often urged in our own days that it is a little
difficult to understand the complacency with which it was
regarded in the seventeenth and eighteenth centuries.
There were, of course, practical administrative advantages
in levying taxes by means of customs and excise on the
consumption of certain commodities. It did not involve
any assessment of means or income. Collection was com-
paratively easy for the tax would normally be paid by
merchants who would recover it from their customers by
making an addition to the price of the commodity. The
Government thus secured the money with the minimum of
effort and the consumer paid whenever he made a purchase.
Writers on taxation, however, were not content to adduce
these practical considerations: they advanced much
higher claims in favour of indirect taxes. Taxation on
expenditure, they held, enabled everyone to tax himself by
regulating his consumption of the taxed commodities in
accordance with his ability to pay. Some went further
and argued that indirect taxation was in reality optional
because an individual might refrain from consuming any
of the commodities on which a duty was charged. These
two propositions could not both be true. If a tax can be
evaded at will it cannot also be distributively just. As a
matter of fact expenditure is not a fair criterion of ability
to pay : it is absurd, for instance, to suppose that a wealthy
man will pay the same proportion of his income as a poor
man if taxation falls on necessaries. With his superior
resources he may also find evasion, by consuming some
alternative commodities, much more easy than the poor
man does. The supposed optional nature of indirect
taxation is so often insisted on by contemporaries that it
deserves notice. Against this view it may be urged that
there is no peculiar sense in which indirect, as distinguished
from direct, taxes are optional. All taxes are optional
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because the individual can avoid the condition which
makes him chargeable; for instance, the income tax may
be evaded by refusing to take an income above the exemp-
tion level, and the inhabited house duty may similarly be
evaded by living in a house below a certain rental. To
this the eighteenth century writers would probably reply
that they considered that indirect taxes ought properly to
fall on luxuries and therefore they could be evaded if
wished. This plea, however, cannot be admitted. What-
ever the theory may have been, indirect taxes were by no
means confined to luxuries, for the sufficient reason that
the Exchequer found that necessaries gave a larger and
an expanding return. Further, the distinction between
luxuries and necessaries is always difficult to draw.
Throughout the eighteenth century the idea that tea was a
luxury was fanatically held by some in spite of the fact
that its use was becoming almost universal. Pitt taxed
newspapers because he regarded them as essentially
luxuries, and he thought houses ought to be exempted
because they were necessaries ; a position which now seems
to be reversed.

By the end of the seventeenth century annual taxation
(largely indirect) supplied the main source of revenue. But
it in turn was proving insufficient to meet the charges of
government. During William III's war with France,
taxes failed to yield the necessary supplies. The third
point which would strike the historian in examining the
modern Exchequer issues is the presence and amount of
the charge for ‘ National Debt Services.” It would
remind him that at the end of the seventeenth century the
funding system was introduced, the principle, that is, by
which the Government borrowed money in anticipation of
the yield of certain taxes specially imposed to pay the
interest on it. It is true that borrowing on the security of
the taxes had long been practised in an informal and
ruinously expensive way. Montagu, William IIT’s financial
minister, placed it on a regular and permanent basis. The
pressure of urgent necessity had forced him to resort to
every possible expedient for raising money. After all
inducements in the way of heavy commissions, premiums
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and appeals to the gambling instinct had failed to attract
the public lender, he resolved to adopt a scheme which had
been strongly advocated by William Paterson,' namely,
that a public bank should be founded on the basis of a loan
to the Government. The suggestion was that £1,200,000
should be raised by subscription and lent to the Govern-
ment in return for a guaranteed annual payment of
£100,000 to meet the charge of interest and management.
The subscribers were to be incorporated as ‘‘ the Governor
and Company of the Bank of England "’ and were to enjoy
certain privileges enumerated in the charter. Among
these the most important was the right to issue bank-notes
to the extent of the total capital, that is, up to an initial
maximum of £1,200,000. The appeal for subscriptions
met with an immediate response and the Bank of England
was duly incorporated on July 27th, 1694. The conse-
quences of this experiment, so largely political in its incep-
tion, were far-reaching. It gave a central institution to
the growing London money market and exercised a pro-
found influence on its development. Provision was made
in the Bank’s charter for the possible repayment of the
Government loan before a fixed date. But new Govern-
ment necessities precluded this possibility. From time to
time the charter was renewed ; further loans were made
to the Government and the Bank’s privileges extended
until it enjoyed a highly favoured position in the banking
world. Through the Bank the Government did its busi-
ness, of which the National Debt Services constituted the
most important item in the eighteenth century. Every
war in a century of wars added a larger sum to the total of
public indebtedness than its predecessor. Considerabie
alarm was felt about the increase of this burden and opinion
was prepared for any plan which promised some relief.
The problem, like others of a statistical nature, attracted
the attention of Dr. Richard Price, the well-known

William Paterson (1658-1719) was a native of Dumfriesshire.
He travelled extensively and took a particular interest in questions
of trade and finance. His project of a trading settlement at Darien
ended in failure and had important consequences in Scotland.
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Nonconformist minister and publicist.! He put forward a
series of proposals for dealing with what he called * the
monstrous accumulation of artificial debt.” It is probable
that Lord Shelburne, who was impressed by Price’s argu-
ments, would have adopted some of his suggestions had he
succeeded in establishing a strong Ministry in 1782. His
failure, however, postponed the question for four years.

To recapitulate—the returns of Exchequer receipts and
issues suggest three main historical generalisations. First,
that the tax revenue has now taken the predominant place
in the receipts ; second, that a greater amount of revenue
is now raised by direct than by indirect taxation ; third,
that by means of loans the State has contracted immense
liabilities which are a heavy charge on its annual income.
A more detailed commentary on the development of the
modern financial system need not be pressed back beyond
Pitt’s tenure of the Chdncellorship of thé Exchequer.

William Pitt entered the House of Commons in January,
1781. He was not yet twenty-two, and bore a name which
seemed to justify the highest hopes, and thercfore courted
the keenest disappointment. Fortunately for the young
man his maiden speech was judged to be a brilliant success,
and he soon gained the respect which was due to his own
merits. The occasion he chose is significant. It was the
second reading of Edmund Burke’s bill to effect certain
reforms in the expenditure on the Civil List, which raised
the vexed question of what was then called “ economical
reform,” and in particular the large sums spent on sine-
cures. Pitt declared himself in favour of the bill because

! Richard Price (1723-1791) was born at Llangeinor in Glamorgan-
shire. He spent most of his life in London.  Apart from his writings
on political and moral questions he conducted several inquiries
on the mathematical theory of probabilities. This led him to deal
with questions of the expectation of life, the problems of population
and the possible redemption of the National Debt. He is now
remembered as the preacher of the discourse on ‘“ Love of our
Country,” in which he acclaimed the French Revolution and
provoked Burke to write his ‘“ Reflections.”
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he thought economy was ““ essentially necessary to national
salvation,” and he ridiculed the view, which had been
expressed in the course of the debate, that the saving
effected would be negligible, for, he declared, it was absurd
to hold that, having spent millions, thousands were beneath
consideration.” It is difficult to say whether his own
aptitude for finance or the circumstances of the time
determined the course of Pitt’s parliamentary career.
There can be no question that the country had drifted into
such a position that bankruptcy seemed imminent. The
war against the American Colonies had brought with it one
disaster after another. The chief European powers had
ranged themselves in open hostility. Mismanagement and
corruption had thrown the public finances into hopeless
confusion. Pitt’s opportunity came at the end of the year
which witnessed the return of peace. In December, 1783,
George III sent for him and entrusted him with the offices
of First Lord of the Treasury and Chancellor of the Ex-
chequer. He had had nearly three years’ experience of
public life and had already filled the office of Chancellor of
the Exchequer in the short-lived Shelburne Administration,
His accession to power, however, proved a new departure ;
it marked the end of the recent instability of Governments.
Pitt was destined to remain in office continuously for seven-
teen years.

The outlook in December, 1783, was sufficiently depress-
ing to challenge the optimism of youth. The Government
3 per cent. stock stood at 56; the National Debt, when
account was taken of the wealth of the country and the
yield of the taxes, seemed an almost insupportable burden ;
a huge floating debt demanded immediate attention, In
the face of these problems the remedies proposed by Pitt
do not now seem by any means heroic. But they im-
pressed contemporaries and restored confidence. He
decided that it was impossible to balance income and
expenditure in the first year and proposed to raise a loan
of £6,000,000 to meet outstanding accounts. In the

cli'éThe Speeches of William Pitt "’ (1806 edition), Vol. I, pp. 3
an o
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existing state of the market this was an expensive operation.
In addition, he had to deal with an unfunded debt of
£14,000,000 for which Parliament had made no provision.
To fund the whole of this he considered to be out of the
question, but he provided for £6,600,000 by issuing 5 per
cent. stock at 93. To the modern mind his handling of the
instrument of taxation appears far from courageous. In
his first Budget the most striking feature was the reduction
of the duty on tea from 119 to 12} per cent., for the possible
loss on which he sought compensation by additions to the
window tax. The excessively high duty had been a
premium on smuggling, the Exchequer gaining little or
nothing from the growing habit of tea drinking. The new
taxes were in keeping with eighteenth-century practice,
Instead of attempting to construct a tax which would yield
a substantial return the greatest ingenuity was exercised
in trying to find a variety of objects of taxation which, it
was supposed, spread the burden so broadly that it would
not weigh heavily at any point. Pitt accordingly taxed
horses kept for pleasure, hats and bricks ; he increased the
taxes on candles, paper, printed linen and calico ; he intro-
duced a sporting licence and also a licence on the dealers in
excisable articles. The plea that it was inadvisable to
make any important new departures may well excuse this
side of the Budget for 1784; but the fact remains that
Pitt did not improve on this performance during the years
of peace. The explanation is that the taxational practice
of the eighteenth century had hardened into a doctrine
from which it was very difficult to break away.

The presumption in favour of indirect taxes has alrcady
been noticed. It rested partly on the conviction that
direct taxes involved methods of assessment which were
highly objectionable. Adam Smith voiced this opinion,
declaring that it was very difficult to impose a tax on stock
or money without very arbitrary proceedings. These
proceedings, he considered, would amount to ** an inquisi-
tion more intolerable than any tax.” Anything in the
nature of an income tax was therefore ruled out. The
only important direct tax was the Land Tax, which had
been originally designed under William III to cover real
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and personal property. The latter, however, had soon
evaded the charge, and the tax on the former continued to
be paid on the old basis of assessment. In the course of
time it came to fall unequally on ditferent parts of the
country and was generally recognised to be unsatisfactory
from the point of view of the Exchequer. But all objec-
tions were overruled by the single merit to the minds of
contemporaries that it did not necessitate any new asscss-
ment.’ This attitude towards direct taxes precluded the
possibility of finding any very lucrative single tax. It
threw the Chancellor back on the principle of diffusion,
that is, on a complicated system of indirect taxes and
licences of various kinds. Here again opinion prescribed
certain limits. He was expected to avoid taxes on
necessaries. This rule was based on two theories which
were really contradictory : some held that the poor could
not be taxed, others that they ought not to be taxed. The
first contention depended on the assumption that the poor
lived at a bare subsistence level, and, consequently, if a
tax added anything to the price of a necessary, it merely
meant a rise of wages to that extent. In other words, the
tax was shifted on to the employer. Higher wages tended
to cripple the country in its competition with other coun-
tries. A tax on necessaries was therefore mischievous in
its operation. [Expression was constantly given, however,
to the view that the poor ought not to be taxed on the
consumption of necessaries on compassionate grounds, the
assumption being that they could pay but would suffer
hardship in doing so. “ Our taxes, for the far greater
portion,” Burke boasted,’ ‘‘ fly over the heads of the
lowest classes.” Pitt frequently noticed this objection to
taxes on necessaries, apologising when he had to resort to

1 Pitt ultimatecly recognised that it had become a mere rent-
charge by converting it into a redeemable rent-charge in 1798.
For the future it was to fall on land at the old rates in perpetuity,
unless it was bought out for a capital amount. A certain proportion
has been redeemed, but the Land Tax still figures in the Exchequer
receipts, yielding about £700,000 a year.

2 '* Letters on a Regicide Peace,’” I11. He adds : * They escape
too, who, with better ability, voluntarily subject themselves to the
harsh discipline of a rigid necessity.”
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such a tax as that on candles and pleading that the need of
a productive tax forced him to do so. The Chancellor,
since the objections to a direct assessment seemed insuper-
able and necessaries were considered improper objects of
taxation, was left with the positive principle that he should
raise the revenue by taxing luxuries. No assessment was
necessary. The poor were exempt and even the well-to-do
were under no compulsion to make themselves liable to
pay. ‘“ Every man’s contribution,” wrote Adam Smith,
*is altogether voluntary, it being in his power either to
consume or not to consume the commodity taxed.” A
general exercise of the option not to consume would
obviously deprive the Chancellor of any revenue from the
one taxational method which was universally approved.
Pressure of circumstances ultimately compelled Pitt to
break through these limitations. The eighteenth century
principles were openly contravened and consequently lost
their authority. Until the outbreak of the war with
France, however, Pitt observed the spirit, if not the letter,
of this body of doctrine. He made many experiments in
taxes on non-necessaries with such little success that he
had himself to abandon some of the taxes because of their
disappointing yield. These comparative failures must not
be allowed to obscure his notable achievements in reform-
ing the existing administration. Two examples will
suffice. In 1785 he grouped together a number of taxes
which had in common the character that they fell on the
luxurious expenditure of the wealthy, for instance, on
carriages, menservants, racehorses, etc, They had been
under the management of three different sets of com-
missioners working independently of one another, with the
result that irregularities were not easily detected. They
were now entrusted to one board and came to be known as
the Assessed Taxes. Two years later he grappled with the
entanglement of custom rates. Many articles paid a series
of charges which had been imposed at different times,
These were now consolidated into one rate on each article.!

! Adam Smith pointed out a number of defects in the Customs
and recommended several reforms. He advocated an extension of
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At the same time he simplified the system of public
accounts. Separate items of expenditure had been charged

warehousing in order to replace the complicated system of draw-
backs. In his opinion, ‘“ A revenue, at least equal to the present
net revenue of the customs, might be drawn from duties upon the
importation of only a few sorts of goods of the most general use
and consumption ”—* Wealth of Nations,” Book V, Chap. II.
Such simplification, however, was not undertaken until long after
Pitt’s time. He seems to have been influenced less by Adam Smith
than by the Committee of Public Accounts, which in 1785 drew
attention ‘‘ to the intricacy and perplexity that involve the collec-
tion and accounts of this part of the revenue.”—*‘ Customs Tariffs
of the United Kingdom ' (1897 ; c.8706), p. 15. Following their
advice he repealed all compound duties in favour of a single rate
for each article. Altogether 2,615 resolutions had to be submitted
to the House of Commons. The tariff still remained formidable,
for 1t contained 1,414 articles or subdivisions of articles. That
Pitt entertained liberal ideas on the question of trade is proved by
his efforts to arrange reciprocity between the Umited Kingdom
and Ireland. Although the commercial restrictions which had
hamfFered Irish development were removed in 1779 and 1780, the
tarifts between the countries were unfavourable to Ireland. Pitt’s
suggestions for moderating them were accepted by the Irish Parlia-
ment, but they aroused such an outcry among manufacturers in
Great Britain that he had to revise them. His second set of pro-
posals was not acceptable in Ireland. Consequently his efforts
proved fruitless,. —Murray, ‘‘ Commercial Relations between England
and Ireland,” Chap. XII; and O’Brien, ““ Economic History of
Ireland in the 18th Century,” Chap. XXI. There isno doubt that
Pitt put this plan beforc that of a commercial treaty with France,
The 18th Article of the Treaty of Versailles formed a basis for an
understanding with France. Vergennes had pressed for a com-
mercial agreement, and Shelburne was well disposed towards the
idea. Pitt did little to bring matters to a conclusion until he sent
William Eden (afterwards Lord Auckland) to take up the threads of
negotiations in March, 1786. The upshot was a very important
commercial treaty by which each country gave complete freedom
of navigation and trading rates in their European possessions to
the other. The tariffs were mutually lowered, some to 10 per cent.,
and none remained above 30 per cent. It was to last for twelve
years in the first instance. The trade between the two countries
made considerable progress under this arrangement, but, of course,
the war of 1793 put an end to its benefits. Gladstone, in recom-
mending the French Commercial Treaty of 1860 to the House,
called Pitt’s Treaty ‘‘ one of the best and one of the wisest measures
ever adopted by Parliament,” and declared that it contributed
‘" at least as much as any other passage of his brilliant career to the
fame of the great statesman who introduced it.” (For a further
note on Pitt’s supposed indebtedness to Adam Smith see p. 225 infra.)
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against particular taxes, involving a complicated system of
book-keeping. Pitt adopted the principle of one fund—
the Consolidated Fund—into which all the revenue should
flow (unless other provision was made in particular cases)
and out of which all payments should come.

The new taxes and the administrative reforms would
result, it was hoped, in an annual surplus which could be
devoted to the reduction of the National Debt. In 1786
it stood at nearly £245,500,000, representing an annual
charge of £9,600,000. Pitt was acquainted with the
suggestions put forward by Dr. Price and entered into
direct communication with him in January of that year.
But the precise degree of his indebtedness has never been
ascertained. On March 29th Pitt placed his proposals
before the House of Commons. He anticipated a surplus
of £900,000, which he recommended should be increased to
£1,000,000 by imposing additional taxes for the purpose.
This surplus was to constitute a Sinking Fund to operate
on the general principles advocated by Price. To prevent
the Government from raiding the fund when in difficulties
—as Walpole had done in a former experiment—the
£1,000,000 was to be paid over to independent Com-
missioners charged with the responsibility of expending it
quarterly on the purchase of Government stock. But,
again in accordance with Price’s advice, the stock was not
to be cancelled. The Commissioners were to draw the
interest on the stock they had purchased and employ it to
augment their annual £1,000,000. In this way they would
have a larger sum in each successive year, the increase
(apart from the annual £1,000,000) being in the nature of
compound interest. It was estimated that by 1812 they
would have an annual income of £4,000,000, after which
Parliament was to be free to dispose of it. Price’s conten-
tion was that the Sinking Fund would increase while the
debt would decrease and ultimately be extinguished. This
is sound enough provided the Government refrains from
borrowing during the process. At this point it is sufficient to
notice that Pitt’s £1,000,000 was a true surplus, representing
an excess of income over expenditure, His enthusiasm for
the scheme is indicated by his rhetorical peroration. * This

12
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plan,” he declared, ““ has long been the wish and the hope
of all men ; and I am proud to flatter myself that my name
may be inscribed on that firm column now about to be
raised to national faith and national prosperity.”’

In 1792 Pitt thought that he was in a position to review
the results of the reforms of the previous eight years. The
yield of the taxes had increased by about £5,000,000 and
provision had been made for the steady reduction of the
National Debt. The results of the improvements in
agriculture and the application of new inventions to
industry were reflected in the growing national prosperity.
Public confidence had been completely restored ; the funds
stood at 97. It seemed, therefore, desirable to effect a
balance between income and expenditure, employing the
figures of the previous four years in order to arrive at what
might be regarded as the estimated permanent income and
expenditure. Pitt calculated that the probable future
income would be £16,212,000 and the expenditure
£15,811,000. In the current year he anticipated a surplus,
which would involve an adjustment. He consequently
proposed to repeal taxes to the extent of £200,000 and to
add £400,000 to the Sinking Fund. A Chancellor of the
Exchequer probably reveals his point of view more clearly
in remitting than in imposing taxation. It gives him an
opportunity of indicating the particular taxes which seem
to him most open to objection. Fortunately, Pitt not only
mentioned the taxes he proposed to repeal but also gave
his reasons for his choice. “‘ In making this selection,” he
said, ‘‘ there are two objects which I wish principally to
keep in view. The first, to which it is very material to
attend, is, that the actual relief felt by the public should
be proportioned to the amount of revenue which is relin-
quished. Under thesc descriptions those taxes seem most
clearly to be included, which are raised by the mode of
assessment, because as they are paid directly out of the
pocket of the individual, and do not pass through circuitous
channels like taxes upon the articles of consumption,
where the tax is often blended with the price of the

1 Pitt's Speeches,” Vol. I, p. 317
13
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commodity, there can be little doubt that the relief intended
to be given will in these instances be effectual to its fullest
extent. The other object which I naturally have in view,
is, that the relief intended should apply peculiarly to that
class, to whom, on every account, it ought first to be
extended—I mean the most necessitous, and the most
industrious part of the community.”’ The taxes which
were considered to fall within these canons were :—(1) The
tax on female servants, which was direct and fell on the
relatively poorer families; (2) the tax on carts and
wagons, which was largely paid by the yeomanry and
smaller tenant farmers; (3) the tax of three shillings on
houses of less than seven windows ; (4) the last additional
halfpenny a pound on candles. The specific proposals
illustrate the preference for indirect taxes, and the objec-
tion felt to the taxation of the poor.

The proposal to add £400,000 to the Sinking Fund led
Pitt to make a declaration which has often been quoted
as an example of the short-sightedness of statesmen. He
was pointing out that if £400,000 were handed over annually
to the Commissioners for the National Debt their income
would reach the limit of four millions earlier than was
contemplated when the Sinking Fund was instituted. It
would roughly be a matter of fifteen years. Digressing for
a moment he warned his hearers that the present prosperity
could not with certainty be counted upon to continue for
that period, but added ‘ unquestionably there never was
a time in the history of this country, when, from the
situation of Europe, we might more reasonably expect
fifteen years of peace, than at the present moment.”*
Within twelve months Great Britain~was launched upon
the war with France which was destined to make an incom-
parably greater call on her resources than any previous
war. So far Pitt’s financial policy has been stated—as in
common justice it ought to be—without reference to the
intolerable strain to which it was subjected after 1793. It
may be granted that the war would have exposed the

1 Pitt’s Speeches,’”” Vol. II, pp. 38-9.
! “ Pitt’s Speeches,” Vol. 11, p. 36.
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weakness of any conceivable system ; but the particular
weaknesses it revealed in Pitt’s schemes are of considerable
interest.

Pitt’s financial policy during the first six years of the
war has often been severely censured. It is perfectly
obvious when the war period (1793-1815) is regarded as a
whole that initial mistakes were made from the conse-
quences of which it was impossible to recover. This is to
be wise after the event. In 1793 Pitt contemplated a
short war ; he clung to the conviction that France was on
the verge of collapse in spite of all evidence to the contrary.
His belief was based on the supposed inability of France to
endure the financial strain, a question on which he con-
sidered himself to be a good judge. The war finance of
the first phase of the war must be regarded therefore as
governed by the desire to bring matters to a conclusion
without departing from the principles which had hitherto
been followed. To Pitt’s mind the problem was how to
hasten the inevitable downfall of the enemy with the
slightest damage to the resources of his country.

First, he did not at the outset impose any considerable
additions to the taxes.

Second, he raised an undue proportion of the necessary
supplies by means of loans.

Third, he retained the Sinking Fund in full operation in
spite of the fact that expenditure now greatly exceeded
income.

In the first year Pitt proposed to increase the yield of the
taxes by an additional 10 per cent on the Assessed Taxes
and an additional one-sixth on spirits. The total increase
he estimated at £287,000 and this he intended to employ
as the interest on a loan of £4,500,000. During the follow-
ing years he steadily added to the taxes, but the annual
deficit grew at an alarming rate; it was one and a half
millions in 1793, ten millions in 1794, and twenty in 1795.
The principle of diffusion was exploited to the full, taxes
being imposed on every variety of luxury and necessary.
In the critical year 1797, however, Pitt was forced to
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recognise that an attempt had to be made to discover a
tax which would yield a considerable sum. Within the
limits of cighteenth century doctrine that was impossible.

The failure to secure supplies by taxation meant that
resort had to be made to loans every financial year. And
it was not only that excessively large sums were raised in
this way, but they involved a future charge which was out
of proportion to the present benefit. For the most part,
the loans were in 3 per cents. issued at a considerable
discount, that is, there was a great difference between the
amount actually raised by the loan and the obligation
assumed by the State when it was funded.! Pitt must be
held responsible for the undue rcliance on loans, but he
probably had no option as to the terms. For his first loan
he found only one set of subscribers who were willing to
tender ; they preferred 3 per cents. issued at 72 to 5 per
cents. at or nearer par. Personally the Chancellor of the
Exchcquer would have liked 5 per cents. because they
would probably offer an opportunity for conversion at a
fairly early date. The subscribers regarded the lower rate
as a virtual guarantee against future conversion and they
were, and continued to be, in a position to dictate their
terms.

Pitt announced in his first war Budget speech that he
intended to keep the Sinking Fund intact despite the
change of circumstances, his reason being that the situation
at the moment ought not to be allowed to damage the
permanent interests of the community. He did not wish
the outbreak of war to interrupt the beneficent work of
paying off the National Debt. But the only possible
justification of such a decision was the anticipation of a
purely temporary dislocation which would not involve any

1 For example, from 1793 to 1798, inclusive, £138,372,000 was
actually raised by loans; the amount funded was £205,900,000.
The whole question of Pitt’s loans during the period 1793-1801 is
discussed by W. Newmarch in his essay, * On the Loans Raised by
Mr. Pitt,” published in 1855. Newmarch defends Pitt's policy
partly by alleging that he had no alternative and partly by arguing
that no ultimate loss accrued from raising loans at a considerable
discount.
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great expense. A war which created a rapidly growing
deficit, however, changed the whole basis of the Sinking
Fund. There was obviously no longer a surplus. So the
sum handed over to the Commissioners had to be borrowed,
frequently on more unfavourable terms than the previous
loans, which it was intended to extinguish, had been. In
other words, the Government was borrowing money at a
high rate of interest in order to cancel stock standing at a
low rate. To maintain a Sinking Fund alongside of an
increasing debt is indefensible. If the money can be
borrowed on the sanie terms as those on which the debt is
redeemed it is merely marking time; if the money is
borrowed at a higher rate it means that the debt is being
increased. This is what actually happened. At the end
of the war the National Debt was some millions larger than
it would have been had the Sinking Fund been suspended
at the outset. The only plea advanced in defence of Pitt
is that the continued operation of the Sinking Fund
strengthened public confidence, for the underlying fallacy
was not detected.!

The maintenance of financial stability was recognised
to be an important factor in the struggle with France. It
involved much wider questions than those of taxation and
borrowing. For public finance necessarily functions within
a more or less highly developed money market, that is,
within a system which provides the requisite currency,
facilitates payment and supplies credit. In the course of
the eighteenth century a relatively complex mechanism
had evolved in England. At the centre was the Bank of
England, which in the terms of its charter as confirmed by
the Act of 1742, enjoyed a monopoly of note-issue, or rather
a guarantee against the erection of a bank which could in

1 It was exposed in 1813 by Robert Hamilton in his ‘‘ Inquiry
Concerning the Rise and Progress, the Redemption and Present
State and Management of the National Debt.” Hamilton esti-
mated the loss occasioned by the Sinking Fund at £10,861,688 up
to February, 1812. In the second edition (1814) he brought it up
to February, 1813, and put it at 412,585,580, and in the third
edition, to February, 1817, when 1t amounted to £16,450,661.
See third edition (1818), p. 198, and Note xxviii.
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any sense be arival. No partnership exceeding six persons
was allowed to issue notes payable on demand. Content
with its position in London, the Bank made no special
effort to extend its business in the provinces. The indus-
trial development of the north and west was therefore
accompanied by the rise of a great number of country banks
after the middle of the century. In order to enjoy the
right of note-issue these banks had to be limited to six
partners and consequently were fairly small businesses.
They advanced credit in their own notes. Against these
they naturally did not hold sufficient gold to meet an
unusual demand, for their profits largely depended on
remitting as much as they could to their agents in London.
The agents in turn kept their balances at the Bank of
England. A “run” on a country bank meant, therefore,
that gold had to be secured from London, that is, the
reversal of the normal procedure. The agents had to
withdraw their balances or realise securities. Even if the
country bank was perfectly solvent (whizh was by no
means always the case) it might well fail ¥ mobilise its
resources in time to ward off disaster, thetydifficulty of
communications with London considerably *%:mplicating
the position. If one bank had to refuse to cash its notes
a panic might ensue which would involve other banks
in the same fate. The mortality of country banks was
exceedingly high and their instability on more than one
occasion proved to be the weak point in the credit system.
When a crisis arose the official policy of the Bank of
England tended to accentuate it. Instead of expanding
its issues and thereby assisting all sound concerns to meet
their liabilities—for Bank of England notes were generally
accepted—it contracted them as soon as there was any
sign of an unusual outflow of gold from the reserve. The
outbreak of war in 1793, for instance, was followed by a
crisis which threatened the failure of the country banks ;
there was an acute shortage of specie and a general desire
to secure coin or notes which could be regarded with
confidence. But the Bank of England strictly limited its
discounts, refusing to make advances on good securities.
To prevent a general collapse the Government undertook
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to issue £5,000,000 of Exchequer bills in sums of £100,
£50, and £20. As soon as it became known that these
were available the panic was allayed and it was not
necessary to issue bills for more than £2,202,000.

The credit economy was therefore already characterised
by one central reserve, that of the Bank of England,
though that institution had not yet fallen upon the best
method of meeting a crisis.' Its history during the war
is necessarily closely bound up with its relations with the
Government. In spite of a clause in the original charter
of the Bank the practice had arisen of the Bank making
temporary advances to the Government without the
express sanction of Parliament, the amount being limited
by a mutual understanding. A Bill was introduced in
1793 to cover these past irregularities, but it was so drawn
that advances to an unlimited extent were allowed in the
future. Pitt used this power extensively. In the opinion
of the directors of the Bank his requests for accommodation
were excessive ; they lodged their protests, but they had
no protection apart from the extreme step of refusing to
honour his bills. Since Pitt was sending large sums to
the Continent as subsidies to the Allies, notably the loan
of £1,200,000 to Austria in July, 1796, his opponents
sought to connect this policy with the embarrassments
which confronted the Bank at the beginning of 1797. It
was no doubt an element in the situation, but other and
wider influences were also operating. The crisis of 1797
was characterised in the words of the Royal Message to the
House of Commons by ‘‘the unusual demand of specie
lately made from different parts of the country on the
metropolis.”” 'What were the causes of this demand ? In
the first place, it is certain that the country banks had not
recovered from the shock of 1793 and their note circulation
was probably not half of what it had been. Secondly, the
rise in prices and the general increase in the number of

1 Namely, by making advances against good securities at a high
discount rate ; otherwise, the securities would have to be sold at
a heavy loss. It must be remembered, however, that at the time
the Usury Laws prevented the Bank from freely manipulating its
discount rate.
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payments which had to be made created a demand for a
larger currency. Thirdly, the uncertainty of public
affairs was reflected in a desire to hold money in the form
of coins of the realm. The internal demand was probably
more acute because France was re-establishing her currency
on a specie basis and consequently exercising an attraction
on bullion." Whatever the causes may have been, the
demand for coin was inevitably reflected in the depletion
of the reserve of the Bank of England. On February 25th,
1797, it had fallen to £1,272,000. The desperate efforts of
the Bank to restrict had only increased the stringency.
The country banks were already finding it necessary to
suspend payment when the news of the landing of a French
force on the coast of Pembrokeshire produced a scare.?
On Sunday morning, February 26th, an emergency meeting
of the Privy Council was summoned, and it was resolved
‘“ that it is indispcnsably necessary for the public service
that the Directors of the Bank of England should forbear
issuing any cash in payment until the sense of Parliament
can be taken on that subject and the proper measures
adopted thereupon for the maintaining the means of
circulation and supporting the public and commercial
credit of the kingdom.” This decision was confirmed by
Parliament in the Bank Restriction Act, which suspended
cash payment by the Bank of England, or, in other words
made its notes inconvertible. Pitt explained that the
measure was to be a purely temporary one, the restriction
being limited in the first instance to June 24th. As a
matter of fact complete resumption of cash payments was
not effected until 1821.

The crisis of February, 1797, made a profound impression
on Pitt. He was well aware of the dangers which beset
inconvertible paper money. The hopes which he had

! This factor is examined by R. G. Hawtrey in the Economic
Journal, Vol. XXVIII, pp. 52-65. The article is incorporated in
his * Currency and Credit,” Chap. XVI.

2 The landing occurred on Wednesday, February 22nd, at Carreg
Wasted, near Fishguard. A group of country banks in the North
of England had decided to suspend cash payments on the 18th.—
Bisschop, ‘“ Rise of the London Money Market,” p. 182.
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entertained of the collapse of France depended on the
depreciation of the assignats. He was not likely therefore
to drift into the easy finance of an undue expansion of
inconvertible paper. But to avoid it he saw that it was
necessary to strain every effort to raise a greater proportion
of the annual supply by means of taxation, This was the
leading note in his Budget Speech of November 24th, 1797.
After noticing that the normal way of securing the amount
he wished would be by means of loan, he went on to argue
that it was necessary ‘‘ to reduce the advantages which
the funding system is calculated to afford within due
limits, and to prevent the depreciation of our national
securities.”! It was therefore necessary to find a single
tax which would yield a substantial amount. Pitt still
felt that the accepted limits of cighteenth century doctrine
had to be observed and proposed a tax—the Triple Assess-
ment—which, superficially at any rate, seemed to fall
within its canons.? Previous payments to the Assessed
Taxes were to be taken as an indication of a person’s
ability to pay, that is, the criterion was to be expenditure
on articles and services generally considered to be luxuries.
The Assessed Taxes covered a variety of charges which
ensured sufficient diffusion of the burden, they did not
involve any direct assessment of means, and they were not
paid by the poor. There could not be a better test of
expenditure, Pitt declared, than the way in which the
Assessed Taxes were combined. In a subsequent debate
he admitted that if the amount of every man’s property
could be ascertained it would be a most desirable thing to
make people contribute in proportion to their wealth. But
he had to confess that there existed no means of ascertain-
ing the property of individuals, excepting such as were of
a nature that could not be resorted to.* Since a tax on
property was impossible he adopted a tax on expenditure.
It was admittedly an attempt to raise a greater revenue

1‘* Pitt’s Speeches,” Vol. I1I, p. 180. .

8 Pitt gained little by his attempt to meet popular prejudices.
The tax was violently denounced in the House of Commons, and he
was mobbed in the streets of London.

3 “ Pitt’s Speeches,” Vol. III, p. 231.
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“ without the necessity of such investigation of property
as the customs, the manners, the pursuits of the people
would render odious and vexatious.”

The Triple Assessment was an unwieldy tax and proved
a complete disappointment, its yield not coming up to
half the estimate. Pitt had to admit that the criterion of
expenditure was imperfect and that the tax had been
shamefully evaded. On these grounds he proposed in the
following year that the presumption based on the Assessed
Taxes should be laid aside and a general tax imposed on
all the leading branches of income. He recognised that
this was a step only to be excused by the plea of emergency.
The objections to an income tax had lost none of their
force; circumstances required that they should be
temporarily overruled. It has, indeed, often been urged
that Pitt ought to have imposed an income tax on the .
outbreak of the war. But this is to misread the situation.
Every expedient was exhausted before Pitt thought he
was justified in bringing forward such a novel proposal,
and then he did not pretend that it was a better tax than
any other. It was indeed highly exceptional. Since it
was an emergency tax no serious attempt was made to
perfect it. Pitt resisted the suggestion that incomes
should be differentiated. Argument turned rather on the
old questions of the greater merits of indirect taxes and the
evils of assessment. On the former, Pitt maintained with
justice that no increase in the already heavy indirect taxes
would produce the amount needed. The latter point he
had himself often noticed, but the evasions which had
ruined the Triple Assessment had evidently led him to
realise the necessity of a degree of compulsion.

The income tax came into operation in April, %9g. It
was levied at two shillings in the pound on all incomes
above £200; incomes under £60 were exempt, and those
between £60 and £200 were charged at various rates. In
the next three years the tax produced on the average
£6,000,000 a year. This was a final demonstration of its
superiority over the tax on expenditure. The opposition,
however, remained very bitter, On the conclusion of the
Peace of Amiens (1802), Addington, who had succeeded
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Pitt at the Exchequer in the previous year, was forced to
forgo the tax because opinion would not tolerate it in
peace time. The resumption of hostilities in 1803 was
followed by its reimposition at a shilling in the pound,
coupled with the assurance that it would cease six months
after the return of peace. The assessment of the tax was
also improved by the adoption of the principle of stoppage
at the source.! In 1805 the great national emergency
recalled Pitt to office and he prepared his nineteenth and
last Budget. The income tax was raised to one and three-
pence and a general increase made in produce of the
customs. His successor, Lord Henry Petty,? advanced it
to two shillings in the next year and at that point it stood
until the end of the war, for Petty declared that to be its
“ natural limit.” Although its yield greatly increased,
the charges of the war necessitated constant additions to
the indirect taxes.

1 This change is of great importance. Previously the taxpayer
was assessed directly on his total income. Under the Act of 1803
the income was divided into schedules and, wherever possible, the
tax was made payable at the source, that is, deducted from the
sums which went fo make up the income of the individual, e.g., the
tax on the owner of a house was charged against the tenant who
deducted it from his rent. There were five schedules referring : (4)
to owners of land and houses, (b) to tenant farmers, (¢) to dividends
and annuities, (d) to property or business abroad and income from
professions, trades and employments at home, and (¢) to public
offices or employments of profit. See Seligman: ‘‘The Income
Tax,” pp. go-101.

2 Lord Henry Petty (1780-1863) became second Marquis of
Lansdowne in 1809, see p. 60, infra.
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APPENDIX TO CHAPTER 1

Since figures are given at the beginning of all the subsequent
chapters it may be useful to append to this introductory statement
a statistical summary which is, in a general way, comparable
with them. The charge of Pitt’s Sinking Fund is also added. In
this period the Exchequers of Great Britain and Ireland were
separate.

(NoTe.—Figures are given to the nearest thousand, and oco’s
are omitted.)

Year Total |Surplus(-)
(ending)| Net Public | Public or Total | sinking
October Income. Expendi- | Deficiency | - © Fund.
10th.* ture. (=) arge.
£ £ £ £ £
1782 | G.B. 13,765 | 29,234 | — 15,469 | 7,364 —
Ireland 764 838 | — 74 101
1783 | G.B. 12,677 23,510 | — 10,833 8,054 —_
Ireland 1,107 1,314 | — 207 121 —
1784 | G.B. 13,214 24,245 | — 11,031 8,678 —_
Ireland 1,014 1,142 | — 128 . 127
1785 | G.B. 15,257 | 25,832 | — 10,305 | 9,229 —
Ireland 881 1,009 | — 128 130
1786 | G.B. 15,246 16,978 | — 1,732 9,481 250
Ireland 7,128 1,179 | — 51 144
1787 | G.B. 16,453 15,484 | + 969 | 9,292 1,059
Ireland 1,228 1,178 | + 50 140
1788 | G.B. 16,779 16,338 | -+ 441 9,407 1,113
Ireland 1,260 1,350 | - 90 148
1789 | G.B. 16,669 | 16018 | + 651 | 9,425 | 1,187
Ireland 1,233 1,235 | — 2 143
1790 G.B. 17,014 16,798 | |- 216 9,370 1,207
Ireland 7,381 1,296 | + 85 141
1791 G.B. 18,506 17,996 | -4~ 510 9,430 1,256
Ireland 1,313 1,384 | — 71 129
1792 | G.B. 18,607 16,953 | + 1,654 9,310 | 1,730
Ireland 1,368 1,396 | — 28 133

* Until 1800 the Irish Financial Year ended on March 25th ; there-
after it coincided with that of Great Britain. The Irish figures up
to and including 1799 are therefore six months in advance of those
for Great Britain. All amounts are expressed in British currency.
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Year Total |Surplus(+)
(ending | Net Public | Public ot Total | ginking
October Income, Expendi-| Deficiency | D€Pt | Fund.
10th.)* ture, - Charge.
£ £ £ 4
1793 | G.B. 18,131 19,623 | — 1,492 9,149 | 1,622
Ireland 1,364 1,363 | + 1 133
1794 | G.B. 18,732 | 28,706 | — 9,974 | 9,797 | 1,610
Ireland 1,179 1,681 | — 402 147
1975 B. 19,053 | 38,996 | — 19,943 | 10,470 | 2,069
Ireland 1,475 2,609 | — 1,034 214
1706 | G.B. 19,391 42,372 | — 22,981 | 11,602 2,462
Ireland 1,55 2,803 | — 1,251 245
1797 | G.B. 21,380 [ 57,649 | — 36,269 | 13,594 | 3,184
Ireland 1,703 ,102 | — 1,399 408
1798 | G.B. = 26,045 | 47,422 | — 20,477 | 16,029 | 3,844
Ireland 2,084 4,678 | — 2,594 561
1799 | GB. 31,783 | 47,419 | — 15,636 | 16,856 | 4,260
Ireland 2,146 3873 | — 3,227 628
Gross Surplus (+)| Total Lo
(Ending | Gross Public | _Public or Debt | Sinking
Jan. 5th.) Income. E’g’x‘r’:d“ Defzcxe)ncy Charge. | Fund.
t180o1 | G.B. 41,260 | 63,374 | — 22,114 | 20,136 | 5,837
Ireland 4,222 | 11,242 | — 6,020 | 1,909
1802 G.B. 35,890 §8,641 | — 22,751 | 18,481 5,118
Ireland 3,204 7,198 | — 3,994 1,583
1803 G.B. 37,403 48,644 | — 11,241 | 18,981 5,688
Ireland 3,804 6,174 | — 2,370 1,447
1804 | G.B. 39,130 | 46,957 | — 7,827 | 19200 | 5,968
Ireland 3,361 6,117 | — 2,756 1,518
1805 | G.B. 46,544 $5,655 | — 9,111 | 18,919 | 6,521
Ireland 3,714 7,257 | — 3,643 1,818
1806 | G.B. 51,150 64,454 | — 13,304 | 20,350 7,181
Ireland 3,904 7,029 | — 3,125 1,979
1807 | G.B. 35,707 | 65,728 | - 10,021 | 21,103 | 7,830
Ireland “4,515 7,214 | — 2,699 | 2,173
1808 | G.B. 59,791 | 65,835 | — 6,044 | 21,585 | 8,909
Ireland 5,072 7, — 2,458 | 2,240

. 11t should be noticed that there is a change in the financial year
in 1799 which makes the ** year '’ ending January sth, 1801, fifteen

months long

in the case of Great Britain and twenty-one months

long in the case of Ireland. From January, 1801, the figures give
gross Income and Expenditure.
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Year Gross  |Surplus (+
ending | Gross Public | Public por + TM;‘;: Sinking
}anuary Income. Expendi- | Deficiency De Fnnd.
s5th.) ture, -). | Charge.
£ £ £ £ £
1809 G.B. 62,921 69,981 | — 7,060 | 20,744 9,556
Ireland 4,283 R — 2,802 2,306
1810 G.B. 64,102 73,410 | — 9,308 | 21,662 | 110,158
Ireland 65,116 8,280 | — 3,164 2,639
1811 G.B. 69,559 73,743 | — 4,184 | 21,822 10,813
Ireland 4,714 ,204 | — 4,490 2,614
1812 G.B. 67,498 78,866 | — 11,368 | 21,732 11,544
Ireland 5,042 9,910 | — 4,868 R
1813 | G.B. 64,672 86,628 | — 21,056 | 23,510 | 12,440
Ireland 5,731 9,953 | — 4,222 2,964
1814 G.B. 72,808 | 102,614 | — 29,806 | 24,044 | 14,181
Ireland 6,879 11,260 | — 6,371 3,311
181§ G.B. 74,289 | 104,089 | — 29,800 | 26,409 | 12,748
Ireland 6,429 11,349 | — 4,920% 3,592

(These figures are extracted from ‘“ Accounts and Papers,” 366,
of 1868-9.)

1 Certain deductions were made from the Sinking Fund in and
after 1810, and applied to the payment of life annuities.
% The comparative inelasticity of the Irish public income, the
increasingly heavy deficits and consequent enormous Debt Charge
should be noticed. The income tax was not extended to Ireland,
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(Note.—Figures are given to the nearest thousand, and
000’s are omitted).

Year Surplus
(ending | Exchequer| Exchequer| (+) or Debt
January | Receipts. | Issues. |Deficiency | Charge.
5th). (=).
1816 72,111 92,135 } — 40,266 32,281
20,242
1817 62,265 64,846} - 3,095 32,924
514
1818 52,056 53,g54} - 3,225 | 31,486
1,824
1819 53,748 51,g24} 4+ 399 31,169
1,625
1820 52'649 52,215 } 2,729 31,355
3,163
1821 54,283 52,40§ } - 37 31,105
1,01
1822 55,834 53.007} - 1,277 || 29,723
4,104

These figures are taken from the * Fourth Report from the Select
Committee on Public Income and Expenditure, 1828,” except
those for the Debt Charge, which are from the ‘“ Return of the
Whole Amount of the National Debt, 1691-1857,” (Vol. XX XIII of
1857-8). It should be noticed that the figures here given are for
net amounts and therefore are on a different basis from those given
for 1801-1815 on pp. 25-26, supra. The Exchequers of Great Britain
and Ireland were amalgamated from January sth, 1817. The
Irish figures, however, are included in the above table for 1816
and 1817. It is extremely difficult to give a summary statement
of the financial operations of these years. Large sums were devoted
annually to the discharge of debt, but they were mostly consider-
ably outbalanced by the amount of new debt contracted. Under
Exchequer Issues I have added as a second sum the net result of
these operations in each year. It will be noticed that only in 1819
was there a margin on the right side.
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CHAPTER II
THE AFTERMATH OF WAR—1815-1822

HE peculiar interest which now attaches to the period
immediately after a great European war would
seem to justify the devotion of a somewhat dis-

proportionate amount of space to the seven years which
followed the overthrow of Napoleon. Then the conse-
quences of the long contest were so acutely felt and the
social and industrial problems appeared so complex that
the Government adopted repressive measures to prevent
what it conceived to be the impending dissolution of
society. This was the inevitable result of the lack of any
kind of a constructive policy. Lord Liverpool’s ministry
had been formed in 1812, and it remained in power until
1827 largely owing to the pliability of the Prime Minister.
His chief asset was his skill in securing the co-operation of
men who differed from one another on personal and public
grounds. On more than one occasion he professed liberal
sympathies ; but he could be depended on not to press any
question which a group within the Cabinet did not wish to
be raised. Eldon, the Lord Chancellor, has become the
typical example of the opponent to all change. Addington,
now Lord Sidmouth, was Home Secretary, a mediocrity
whose weakness and readiness to give credence to the
wildest rumours ill-fitted him for the responsibility of
dealing with the widespread unrest. At the Exchequer
was Nicholas Vansittart, the son of a former Governor of
Bengal. A financier of average ability, he was quite
incapable of coping with a situation of unprecedented
difficulty. The Foreign Secretary, Lord Castlereagh, was the
most striking personality in the Ministry, but, whatever

29



A FISCAL & FINANCIAL HISTORY OF ENGLAND

his merits were as a diplomatist, he was extremely
unpopular at home.

The return to peace conditions was gradual. Napoleon,
bowing to the inevitable, abdicated and retired to Elba in
April, 1814. His conquerors then began to confer on the
future of Europe at Vienna ; but a glance 4t Vansittart's
Budget of June of that year will show that it was a war
Budget, differing in no important respect from that of
1813. Part of the explanation is that the war with
America continued to the end of the year. By that time,
however, questions began to be asked about the effects of
peace, particularly with regard to lightening the burden of
taxation. When Parliament reassembled in November,
the Government gave no indication of its intentions, con-
tenting itself with pointing out that the yield of the taxes
was well maintained and that the long war had entailed
heavy arrears for which provision. had to be made. This
reticence was suspected by some to mean that the income
tax was to be retained after the expiry of six months from
the date of peace. The City of London prepared a petition
on the subject in December, an example which was followed
by other towns. On the reopening of Parliament in
February, 1815, Vansittart announced that the Govern-
ment intended to drop the tax. At the same time he
promised to submit to the House a new financial scheme.
The speech in which he did so is notable for the stress he
laid on the benefits which the country had derived from
the income tax. He claimed that it should be considered
as ‘‘ a great and powerful resource which, in times of public
emergency, might and ought to be resorted to.”' The
objection to it was still that it was inquisitorial. Vansit-
tart argued that it was perfect as applied to funded
property, for there could neither be evasion nor overcharge ;
it approached perfection with respect to landed property ;
but it was imperfect with regard to trade, for here the
Commissioners had to be given extensive powers to secure
regular returns. He confessed that he had contemplated

! Smart : * Economic Annals,” Vol. I, p. 422, quoting Hansard,
xxix, 853.
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the continuation of the tax to cover the winding-up charges
of the war, a step which he held could be justified, but,
owing to the fluctuations in prices, which would render it
“ peculiarly vexatious and disagreeable,” he had decided
not to renew it.

The abandonment of the income tax would mean a
loss to the Exchequer of over £14,000,000. There was no
prospect of an immediate reduction in expenditure to any-
thing like that extent. Consequently it would be necessary
to continue all the other war taxes, to impose new taxes
which would produce £5,000,000, and also to raise a loan.
Vansittart followed precedents in proposing to find the
additional revenue by increasing the Assessed Taxes,
Customs and Excise, and Stamp Duties. While the
promised repeal of the income tax was received with
enthusiasm the suggested means of getting some com-
pensation met with considerable opposition. Attempts
were made to prove that the Chancellor of the Exchequer
was providing for the peace establishment at an extravagant
rate and greater economy was demanded. George Rose,
however, drew the true moral, and his long association with
Pitt lent weight to his opinion." He contended that in the
circumstances the income tax in some modified form ought
to be retained. It was obviously the only way to avoid
fiscal confusion. Vansittart’s own tribute to its efficacy
in the past seems to indicate that he had allowed public
clamour and the prejudice against the tax to override his
own opinion on the subject.

Vansittart was also challenged on the question of the
resumption of cash payments by the Bank of England.
The Restriction Act was supposed to lapse six months
after the signing of a definitive treaty of peace. In July
of the previous year it had been stated that the Bank
would be required to resume payment on March 25th.
The Chancellor now indicated that he intended to propose
a further postponement. This intimation elicited the

! George Rose (1744-1818) sat in Parliament from 1786 to his
death. His abilityin finance was not supported by other personal
qualities, and he never occupied a high position,

3z



A FISCAL & FINANCIAL HISTORY OF ENGLAND

strongest protests, but the Government held that an
extension of the period was absolutely necessary.

These discussions in February, 1815, are often overlooked
because the escape of Napoleon from Elba later in that
month and his amazing success in gathering an army
around him completely upset the calculations on which
they were based. Still, it will be seen that they have an
important bearing on what happened in the next year.
But even at the time financial questions were overshadowed
by the agricultural crisis which was declared to be a matter
of special urgency. It was indeed the one direction in
which Parliament had some appreciation of the probable
consequences of the return to peace conditions. During
the war high prices had naturally encouraged farmers to
extend the area under cultivation. In the absence of any
kind of guarantee against a sudden fall in prices this was
highly speculative. Enclosure and cultivation of waste
lands, however, commended itself to the governing classes,
and it seemed wise to promote it by endeavouring to
secure and maintain a high level of prices. With this
object in view the Corn Laws were adjusted in 1804 ; when
home wheat fell below 63s. a quarter a high duty was
imposed on imported wheat, but when the price rose to
66s. the import duty became nominal ; if home wheat fell
below 48s. a duty of 5s. was to be paid on exportation, but
when it was above 54s. exportation was prohibited. As a
matter of fact this law remained inoperative during the
war because the home price was above 66s., that is, wheat
came in on paying a nominal duty and export was pro-
hibited. At the time it seemed a sufficient safeguard
against a sudden and disastrous fall of prices. But a
decade of high prices stimulated agriculture to such an
extent that much capital was invested and resort had to
inferior soils. The competition for land had driven up
rents and the general standard of living among tenant
farmers had been considerably raised. Until 1813 the
agricultural interest accepted the prosperity which in-
different harvests and the restrictions imposed on inter-
national trade by the war afforded it. Then a Select
Committee of the House of Commons was obtained by Sir
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Henry Parnell to inquire into the corn trade of the United
Kingdom.! Parnell was himself an Irish landlord and it is
clear that the original purpose was to draw attention to a
specifically Irish grievance. The cultivation of wheat in
Ireland was, owing to the dietary of the peasantry, primarily
for export. It had greatly extended during the war period,
and the Corn Law of 1804 was actually operating as a
restriction ; the prohibition on export meant that the
surplus could not be sent to foreign countries, where there
was a good demand, for, as long as the high prices ruled,
Great Britain was the only market, and there it had to
compete with foreign supplies admitted on payment of a
nominal duty. The Irish landlords, therefore, wished the
embargo on export to be removed and also to secure a
stronger position for themselves in the British market.
The inquiry revealed the fact that considerable quantities
were imported into Great Britain from the Continent every
year. This was represented as a source of weakness and
the suggestion was made that advantage should be taken
of the investment of new capital in agriculture so to
increase home supplies as to be independent of foreign
imports. Sir John Sinclair cxpressed the opinion that the
country’s financial difficulties were due to the fact that
enormous sums of money were sent abroad to pay for
wheat.? This was to overlook the important fact that the
industrial developments in England had led to a great

1 Sir Henry Parnell (1776-1842) had been a member of the Irish
Parliament.  He was elected to the Parliament of the United
Kingdom in 1807. His reputation as an authority on financial
matters grew steadily. He was a member of the Bullion Committee
and Chairman of the Finance Committee of 1828. On economy
he had strong views, and he came to favour Free Trade. He is best
'knogvn on account of his * Financial Reform,” which was published
i 1830.

s Sgir John Sinclair (1754-1835) was an agricultural enthusiast
and the first president of the unofficial Board of Agriculture of
which Arthur Young was secretary. It is interesting to notice
that Napoleon agreed with the above theory. He encouraged the
export of corn to England in the hope that it would so drain the
country of gold that bankruptcy would ensuc. Had he forbidd_en
export, particularly during the year 1810-11, when the English
harvest was bad, the position would have become critical. See
Holland Rose, ** Life of Napoleon,” 11, 221.
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increase in the export of manufactured goods. The oppos-
ing interests of landlords and manufacturers, however,
were not yet clearly revealed.

The discussion was carried a stage further in 1814. The
previous year’s harvest had been abundant and prices had
consequently fallen considerably, but not quite so low as to
bring the provisions of the Act of 1804 into operation.
The disastrous effects of a good harvest, however, enabled
Parnell to appeal to the landed class in favour of a higher
import duty to save agriculture from a complete collapse.
He secured a Bill to remove the prohibition on export and
a new Select Committee was appointed to consider proposed
changes in the duty on importation. It is significant that
this Committee reccived petitions against an increased
duty from most of the industrial centres. But the members
of it were chiefly impressed by the rapid progress of agricul-
ture during the war—the application of new capital, the
conversion of pasture into arable and the reclamation of
waste—and they came to the conclusion that all this would
be undone unless the farmer could count on a minimum
price of 8os. a quarter.

A second good harvest brought matters to an issue.
The House of Commons had before it the findings of two
Select Committees and in the last two years the whole
question had been fully discussed. The distress in agricul-
ture was acute. Resolutions of special urgency were
introduced on February 17th, 1815. It was proposed that
no wheat should be imported until the home price rose to
80s. a quarter, the prohibition to apply to other kinds of
grains at the accepted proportionate rates. The objections
of the manufacturing interest were clearly stated by George
Philips, who argued in favour of cheap corn. He criticised
the policy of encouraging the cultivation of inferior soils
by means of protection and asserted that a manufacturing
country had nothing to fear from the importation of corn,
for it would be balanced by the export of goods. It merely
encouraged foreign countries to establish and protect new
industries. In spite of the renewal of protests, on a
much more extensive scale than in the previous year, the
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resolutions were carried and a Bill introduced accordingly.!
The second reading was the occasion of rioting at
Westminster. In the Houses of Parliament, how-
ever, the strength of the landed interest ensured its safe
passage.

To sum up :—When the Government considered its post-
war policy in February, 1815, it decided (1) that the income
tax should be repealed; (2) that it was necessary to
continue the Bank Restriction Act, and (3) that high

protection was required to prevent the collapse of
agriculture.

The hope of returning to Vansittart’s peace establish-
ment was completely dissipated by Napoleon’s escape from
Elba and the welcome he received in France. The Allies
declared him a public enemy and made preparations to
bring him to justice. Large sums were at once voted by
the House of Commons for the equipment of the fighting
forces. Vansittart announced that the continuation of
the income tax was necessary and he accordingly did not
propose to go on with the Bill which authorised the
increases in the Assessed Taxes. Protests, in the circum-
stances, were futile. The suggestion that the tax should
be extended to Ireland and the plea that special relief
should be given to farmers were both met by the argument
that any extension or modification was not worth con-
sidering in view of the fact that it would only be levied for
one year. The tax was therefore reimposed without
change. The Budget, which was introduced on June 14th
—four days before the battle of Waterloo—was the heaviest
of the whole series of war Budgets. In addition £39,000,000

! The opinion of Robert Owen represents that of the manu-
facturers, " The direct effect of the Corn Bill lately passed will
be to hasten this decline, and prematurely to destroy that trade
(d.e., the exrort trade). In this view it is deeply to be regretted
that the bill passed into law; and I am persuaded its promoters
will ere long discover the absolute necessity for its repeal, to prevent
the misery which must ensue to the great mass of the people.”—
! Observations on the Effect of the Manufacturing System,” by
Robert Owen, of New Lanark (published 1813).
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was raised by loans, the interest on which more than
exhausted the yield of such new taxes as seemed feasible.!

When Parliament assembled in February, 1816, Van-
sittart had again to forecast a peace establishment. The
position was in every way worse than it had been a year
ago. Agricultural distress had been deepened and to it
was added widespread industrial dislocation. Napoleon’s
reappearance had involved heavy expenses and additions
to the National Debt. In the opinion of the Government
it was necessary to maintain large military forces to ensure
the settlement of Europe. The Chancellor intimated that
he wished to reduce the burden of taxation and to
strengthen public credit. Under the former head he
proposed the reduction of the income tax by half to
5 per cent. and the repeal of the war tax on malt, together
with other minor modifications in customs duties. He
estimated that these changes would relicve agriculture to
the cxtent of £4,000,000. To effect the stabilising of
public credit he hoped to avoid resort to borrowing and at
the same time pay off £14,000,000, through the Sinking
Fund. The attempt to represent the continuation of the

1 The total yleld of the taxes was £67,266,000, distributed in the
following manner

Direct Taxes : (a) Land Tax 1,196,000
(b) Assessed Taxes . 6,500,000 Total
(¢) Income Tax 14,600,000 ¢ £25,438,000
(d) Succession Tax . 1,297,000
(¢) Miscellaneous .. 1,845,000
Indirect Taxes : (a) Food :
Salt, Sugar,
Currants, etc. 5,068,000
(b) Drinks :
Hops, Malt and
Beer .. 9,596,000
Wine and Spmts 8,600,000
Tea and Coffee 3,868,000 Total
(c) Tobacco 2,025,000 % £39,085,000
(d) Coal and Raw
Materials 6,062,000
(¢) Manufactures .. 3,866,000
Stamp Duties : Bills, Notes Receipts, Total
2,743,000  £2,743,000

This does not include the sep£§ate Irish revenue, see pp. 24 and 25
supra. Dowell : * Taxation and Taxes,” Vol. II, pp. 239-251.
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income tax at half rates as a concession was somewhat
disingenuous. Vansittart had apparently been influenced
by arguments in favour of the tax and the wisdom of his
continuing it would hardly now be questioned. But he
was singularly lacking in insight if he supposed that the
proposition would seem either just or reasonable to a
majority in the House of Commons. The old objections
were restated with greater violence than ever; the tax
was characterised as ‘‘ detestable,”” ‘‘shameful,”’ ‘‘ mis-
chievous,” and ‘‘immoral.”’ Lord John Russell asserted
that ““ there could be no more dreadful calamity for this
country than its continuance.” It was said to be largely
responsible for the general distress in the country. Petitions
poured in from all parts. No doubt the opposition was
reinforced by the conviction that the Government was
proposing to maintain excessively large military forces at
home and abroad. Castlereagh was accused of having
imbibed Continental ideas, and, forgetting that Britain was
an island, of attempting to make her one of the great
military powers. He further irritated feeling by his
contemptuous attitude towards the clamour. The Govern-
ment indeed underestimated the strength of the opposition
and seemed to count on its majority in the House to carry
its proposal. Vansittart was himself conciliatory; he
declared that he did not contemplate a permanent tax but
merely the continuation of a war tax for two or three years,
and he was willing to give some relief to farmers. After
prolonged discussion of the question the Chancellor at
last, on March 18th, moved a resolution in favour of the
retention of the tax. Henry Brougham,' who had been
the soul of the opposition, immediately before the division
read the preamble to the Act of 1815—" this Act shall
continue in force during the present war and until April 6th
next and after the definite signing of a treaty of peace, and
no longer.” Feeling ran high; 201 voted for the resolution,
238 against. Brougham followed up his success by carrying
a motion that all the records of the tax should be destroyed.

. ' Henry Peter Brougham (r778-1868) became Lord Chancellor
in 1830.
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This defeat, unexpected but decisive, was accepted by
Vansittart. It upset all his calculations and presented to
him a problem which would have challenged the ingenuity
of a much abler financier. His project of avoiding & loan
had to be abandoned. But he decided to carry out his
original intention of remitting the malt tax and the other
duties. As he had to resort to the money market he held
that it was of little consequence if he borrowed £2,000,000
more than was represented by the loss of the income tax.
This complacent view—with which Castlereagh agreed—
has often been quoted as an example of Vansittart’s incom-
petence. He was no doubt led to this decision by the fact
that the repeal of the malt duty was a direct concession to
the agricultural interest. His resolve to cling to this part
of his scheme, even at the cost of raising a proportionately
larger loan, can be defended : his acceptance of his defeat
on the income tax resolution was the origin of a1l fus later
troubles. A Chancellor who is deprived of the means
which he thinks necessary to meet the national charges,
should resign. Vansittart did not do so. His attempts
to make the necessary adjustments did not secure the
gratitude of his contemporaries nor have they gained him
the sympathy of posterity.

The results of the adoption of the income tax, 1798-1815,
are dealt with in a well-known passage by Gladstone in
his Budget speech of 1853. He reminded his hearers how
Pitt, finding that the resources of taxation were failing
under him, fell back on the income tax. He went on to
compare three phases in the financing of the war. From
1793 to 1798 there was no income tax ; from 1799 to 1802
it was in operation but not yet perfected ; from 1806 to
1815 it was in full force. Then he made the striking
assertion that if the tax had been imposed earlier the
National Debt would not then (1853) have existed. Taking
the charge of government, war and pre-war debt (but
omitting that of debt contracted during the war), he
demonstrated that it amounted to £15,404,000 a year in
excess of the revenue from 1793 to 1798. Then Pitt
introduced the income tax, and in spite of increases in the
annual expenditure, the excess over revenue from 1799 to
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1802 was reduced to £13,689,000. In the last period—
1806 to 1815—it was only £2,004,000 a year. Deducting
the charge for the pre-war debt, Gladstone reached the
conclusion that during the last and most trying period of
the war taxes exceeded the charges of government and
war by as much as £7,000,000 a year. *“This, then, is the
purpose which the income tax has served,” he concluded,
“ that, in a time of mortal struggle, it enabled you to raise
the income of the country above its expenditure (at the
time) of war and civil government.”?

The immediate effect of the loss of the income tax is to
be seen in the 1816 Budget. At 5 per cent. it would
have produced rather more than £7,000,000. The
adverse vote had deprived Vansittart of this amount ;
he chose to adhere, it has been noticed, to his intention to
repeal the war malt duty, which meant a further loss of
£2,790,000 and the other remissions came to over £1,000,000.
Consequently he had to borrow, and he announced that
the Bank of England had, in return for permission to
increase its capital and other concessions, agreed to advance
£9,000,000 to the State. He had to find money to pay
interest on the necessary loans and for that purpose he
raised the excise on soap and imposed duties on butter
and cheese. To the first, as falling on a necessary, Pitt
had felt the objections were so strong that he had avoided
making any increase during the war. Brougham now
revived the old argument that it would inevitably involve
a rise in wages. The Chancellor’s excuse was that the
increase was a small one—from 2}d. to 3d. a pound—while
it would give him about £150,000 and also encourage the
whale fisheries. The duties on butter and cheese were
primarily protective; an attempt to give to the dairy
farmer something corresponding to the benefit conferred

! W. E. Gladstone : * Financial Statements of 1853, 1860-1863,"”
PP- 14-18. Vansittart himself pointed out on February zoth, 1814,
that the Income Tax had produced since the Peace of Amiens
(roughly Gladstone’s third phase) £126,000,000, which meant that
the addition of (180,000,000 to the Debt, involving an annual
charge of nearl¥ £9,000,000, had been avoided. Smart: * Economic
Annals,” Vol. I, p. 422 (" Hansard,” XXIX, 853).
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on the agriculturist by the Corn Law. They were expected
to bring in about £100,000. The total tax revenue for
the year proved to be £56,214,000, of which over
£34,000,000 came from the Customs and Excise. In-the
same financial year the National Debt charges amounted to
£32,894,000, that is, to about 57 per cent. of the whole tax
revenue. As the Sinking Fund was still in operation a
further sum of £11,000,000 had to be handed over to
the Commissioners for the Redemption of the National
Debt. The total receipts of the Exchequer—tax and
non-tax—were quite inadequate to meet the expenses of
government in addition to these charges.

The problem of how to escape from this burden of
national indebtedness seemed to defy solution. Year after
year loans had to be raised to supply the deficit. The
difficulties of the Chancellor become clearer if the possible
ways of balancing income and expenditure are explored.
(1) Why not impose taxes which would reduce, if not
eliminate the adverse balance ? The answer is simple.
Without the income tax this was not possible. Already
the resources of indirect taxes were drained to the full.
In 1819, for instance, Vansittart did attempt to raise an
additional three millions by increasing the duties on malt,
spirits, tobacco, coffee, tea, etc, but the taxes proved a
failure. Except in the year 1818, when there was a tem-
porary improvement in trade, the existing taxes had
shown no increase; in some cases the yield had shrunk.
The general view of contemporaries was that taxation had
reached its maximum. Subsequent events were to demon-
strate that the total produce of the taxes was more likely
to be increased by reductions than by additions, or, in other
words, the high rates were seriously restricting consump-
tion. (2) If a larger revenue could not be raised by
taxation, was it not possible to reduce the difference
between income and expenditure by effecting economies
in the latter? The Opposition naturally pressed this
claim for economy. It was held that the fighting forces
were much too large and that there was much waste in
other directions. Economy was no doubt possible and
desirable, but the sphere of its operation was relatively
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limited. J. R. M’Culloch, who strongly advocated it,
recognised this fact. ‘‘ Assuming that the Government,”
he wrote in 1816' “is justly compelled to be much more
economical, both in the military and the civil departments,
and supposing that the expenditure is thereby lessened
twelve or fifteen millions, the effect of this would be to
allow the half of the property (i.e. income) tax proposed
to be continued to be taken off, and about seven or ten
millions of other taxes. We must not deceive ourselves
by thinking that this great reduction, greater we are afraid
than will be speedily realised, would be anything like
adequate relief to our distresses. We must reflect, that
our peace establishment would still be fourteen or seventeen
millions, besides being oppressed with the interest of the
national debt, amounting to about thirty-four millions and
with ten or eleven millions more, raised to be expended in
the worse than quixotic attempt of paying it off. The
taxes would still be excessive ; and such a reduction would
neither enable the manufacturer to stand a competition
with foreigners, now that peace has restored a free inter-
course among natious, nor would it enable the landholder
to enjoy the comforts and necessaries of life.”” Economies,
it will be noticed, were in M’Culloch’s opinion to result in
remission of taxes, a form of relief essential to the pros-
perity of commerce and agriculture. But the extent of
the relief would remain inadequate so long as money had
to be found for the interest on the National Debt, the
maintenance of the Sinking Fund and the lowest conceiv-
able peace establishment., The Debt charge and the
Sinking Fund not only made remission of taxes practically
impossible, they also made the annual deficits inevitable,
(3) Were there no means of reducing the Debt charge and
amending the expensive Sinking Fund ?

Take, first, the Sinking Fund ; every year the Chancellor
had to hand over an appreciable proportion of his income

1 An Essay on a Reduction of the Interest on the National
Debt,” by J. R. M'Culloch (1816), pp. 38-9. M’Culloch (1789~
1864) abandoned law for journalism. For two years he was editor
of the Scotsman, and from 1828-32 Professor of Political Economy
in University College, London,
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to the Commissioners for the Redemption of the National
Debt. It will be recalled that Pitt retained his Sinking
Fund on the outbreak of war. In principle it was still in
operation, though it had been modified in several parti-
culars. The first important change was made by Addington
in 1802. He removed the limitation of four millions, that
is, the Fund was to go on accumulating after the income of
the Commissioners (made up of the annual million and the
interest on the stock they had purchased) exceeded that
sum. At the same time the special Sinking Funds of one
per cent. of each loan raised after the beginning of the war
were amalgamated with the main Sinking Fund to form a
single whole. As the purchases of the Commissioners did
not relieve the Debt charge—for they continued to draw
the interest—the revised Sinking Fund involved an increas-
ingly heavy burden on the Exchequer year after year.
Addington’s computation was that this system would
redeem the whole National Debt in forty-five years. But
by 1813 it became clear that the country could not bear
the annual charge. Vansittart therefore introduced an
amendment of the 1802 plan. He returned to the original
suggestion that when the stock in the hands of the Com-
missioners was equivalent to the debt at the inception of
the Sinking Fund in 1786 it should be cancelled. This
point had been reached in 1813. The cancellation meant
such a relief in the payment of interest that no new taxes
would be necessary for four years. But new loans, with
their special arrangements for redemption and the con-
tinuation of the payments from the Consolidated Fund to
the Commissioners, soon raised the annual charge again to
such figures that further relief became necessary. By
1819 the annual charge for Sinking Fund had reached
£15,500,000. Apart from this, income exceeded expendi-
ture by £2,000,000; consequently the Fund made it
necessary to borrow £13,500,000. The criticisms of the
policy of borrowing in order to pay off debt were now
beginning to carry weight. One member described the

1 The Debt at the inception of Pitt’s Sinking Fund in 1786 stood
at £245,000,000.
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operation as ‘‘ creating a new debt for no other purpose
than to extinguish an old one ; selling new stock cheap in
order to buy old stock dear; buying at a very high rate
of interest to pay off a debt contracted at a very low one.”!
At first Vansittart repeated the old argument that the
regular purchases by the Commissioners caused a steadiness
in prices and maintained a feeling of security in the money
market. Later, however, he himself introduced a series of
resolutions, which included a proposal to take from the
Sinking Fund £12,000,000 for the services of the year.
This course was followed in 1820 and 1821. Although the
Commissioners still received their quarterly payments they
were not devoted to the buying of stock but lent to the
Government for other purposes. It was a complicated
arrangement by which the charge of the Sinking Fund was
really evaded ; the money nominally set aside for the
redemption of the debt was actually spent to meet current
expenses. Ricardo expressed the common-sense point of
view when he said in the House, ‘‘ Let us have no Sinking
Fund ; let the money remain in the pockets of the people.
When Ministers want supplies . . . let them come down
to the House and ask for them, without having any such
fund to resort to.”

Secondly, the debt charge might be reduced by effecting
a conversion, that is, by lowering the rate of interest.
This was the solution advocated by J. R. M’Culloch in the
pamphlet already noticed. He argued that the weight of
taxation was the real cause of distress in commerce and
agriculture and that an all-round fall in prices was essential
to the renewal ot prosperity. On this ground he con-
demned the policy of the 1815 Corn Law. Just as the
artificial maintenance of the high price of corn tended to
prevent a fall in other prices, so the high interest on stock
precluded an adjustment. The general level of prices had
been raised by the undue expansion of the paper currency.
The subscribers to the loans had lent in this depreciated
paper money. Had they any right to demand the same
nominal rate of interest if the old standard of value were

1 Smart : ‘ Economic Annals,”’ Vol. I, p. 683.
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restored ? He quoted the opinion of MaltKus that, if the
currency were reduced to proper proportions, “ there is
great reason to fear that the country would be absolutely
unable to continue the payment of the present interest of
the National Debt.”! In justice a public creditor ought to
be paid in paper that is as depreciated as that which he
lent ; in other words, if the depreciation no longer existed
the nominal rate of interest should be correspondingly
reduced.® This line of argument could hardly carry any
weight with a Government which officially denied the
underlying assumption that the currency had depreciated.
There was also the practical difficulty that most of the
loans had been raised in 3 per cents. and offered no margin
for conversion. Nothing was actually done until 1822,
when Vansittart succeeded in effecting a conversion which
relieved the Exchequer of an annual charge of £1,400,000.
He chose for this operation the part of the Funded Debt
called the Navy 5 per cents. This stock was above par—
a necessary condition for an effective conversion—and the
holders were given the option of being paid off at par or of
receiving for every £100 of old stock £105 in a new issue at
4 per cent. About £150,000,000 were converted, as the
holders of a mere fraction—f{2,600,000—asked to be paid

off.

Thirdly, the debt itself might be extinguished by the
adoption of heroic measures. No less a person than
Ricardo himself advocated the immediate repayment of
the National Debt by means of a general assessment on all
property. He pointed out that a temporary sacrifice
would remove an evil which militated against the recovery
of trade and industry. The country, he held, was quite
able to make this effort, and the object was so desirable
that it was worth while to grapple with the difficulties it
involved. As long as taxation remained at the high level

1 M’Culloch’s “ Essay on Reduction of Interest,” p. 46.

* William Cobbett insisted that to allow the holders of stock
created during the restriction to benefit from the effect of the
resumption was to place an unfair burden on the other taxpayers.
He called for the abolition of the National Debt as a preliminary
to the return to the gold standard.
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which the debt charge necessitated there could be no
stabilising of prices and capital would tend to leave the
country.! It is a curious fact that while Ricardo was
expressing these views in the House of Commons Shelley
was committing to writing his opinions on reform. He
thought that the abolition of the National Debt was an
essential preliminary. Shelley contended that if the debt
remained unpaid it would be ““ an eternal rent-charge”
levied on industry for the benefit of the fund-holders. It
was essentially an obligation contracted by the privileged
classes—the actual rulers of the country—to a section of
themselves. Consequently, he proposed to value the
whole of the property of those who possessed any and to
make a levy which would repay the capital of the debt.
It would be a mere transfer of wealth among the same
individuals. ‘“ The payment of the principal of what is
called the National Debt, which it is pretended is so difficult
a problem,” he sums up, ‘‘ is only difficult to those who do
not see who is the debtor, and who the creditor, and who
the wretched sufferers from whom they both wring the
taxes which under the form of interest is given by the
former and accepted by the latter.” Shelley even goes so
far as to distinguish between wealth gained by legitimate
and illegitimate means. All professional persons, as well
as all tradesmen who are not monopolists, would stand to
benefit from the plan he proposes; for the rest, he con-
ceives the repayment of the debt as a simple matter of
cancellation of indebtedness between two sections of the
wealthy class. Ricardo’s scheme was regarded as one of
his crotchets ; Shelley’s discussion of the subject remained
in manuscript for a hundred years.! At the time the
project of a levy on capital was not seriously considered or
even widely canvassed.®

! For a summary of Ricardo’s statements on this question see
Edwin Cannan ;: ‘‘ The Economic Outlook,” pp. 133~7.

' P. B, Shelley: ‘‘A Philosophical View of Reform " (first
printed in 1920), pp. §5~66.

3 The idea of a levy on capital was not new. In the reign of
George I a member of the House of Commons—Archibald Hutche-
son—proposed to pay off the existing National Debt by means of
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The question of restoring the currency to a healthy
condition attracted a considerable amount of attention.
Vansittart was constantly told that his financial difficulties,
and even the general public distress, were largely due to
the state of the currency. The over-issue ot bank notes,
it was held, had resulted in their depreciation and there
could be no return to normal conditions until the gold
standard was restored and the Bank of England required
to convert its notes on demand. Consequently the Govern-
ment was persistently pressed to repeal the Bank Restric-
tion Act and the management of the Bank of England was
often severely criticised. Vansittart’s attitude towards
this question has probably done more to influence the
verdict of posterity on his ability as a financier than any-
thing else in his career. After the suspension of cash
payments in 1797 the directors of the Bank of England
failed to realise that the problem of regulating note-issue
had become more complicated. Previously they had
contracted their issues when there were signs of an undue
outflow of gold from the reserve. This policy, it will be
remembered, they had pursued in a mechanical way, which
tended to precipitate the crisis they wished to prevent.
It was, however, a recognition of the fact that it was
dangerous to have a great quantity of notes outstanding
when preference was given to gold. But why should
preference be given to gold ? Firstly, because circum-
stances might arise in the foreign exchanges which would
create a demand for gold. The consequence would be a
drain of gold from the country. Secondly, public con-
fidence might be so shaken within the country that a
demand for gold might arise. The notes merely repre-
sented gold and if there was any indication that they did
not represent it perfectly the holders of them would demand
their conversion. Granted complete convertibility, there-

a contribution of 10 per cent. on all property, real and personal.
Proprietors of estates were to be given power to setaside entails and
settlements and sell as much as would be required to meet the assess-
ment. David Hume, in his ‘* Essay on Public Credit,” noticed some
of the difficulties of this plan, particularly that of avoiding inequali-
ties. See J. R. M'Culloch, ‘A Treatise on the Principlesand Practical
Influence of Taxation and the Funding System.” pp. 463—4.
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fore, any discrepancy between the value of notes and gold
would lead to their return to the Bank.

When the bank notes became inconvertible the directors
were launched on an uncharted sea. The old method of
regulating issues did not operate—for notes could not be
presented for payment—and consequently the gold
standard was endangered.! For some years a strict limit
was set to the issue of notes, but, following a speculative
boom, there appeared the peculiar phenomenon of a rise
in the price of gold bullion to £4 10s. an ounce. It was
accompanied by a fall in the foreign exchanges. What
was the explanation of this? Ricardo, in a series of
letters to the Morning Chronicle, contended that the high
price of bullion was a proof that bank notes had depreciated.
The state of the exchanges was, he held, a further demon-
stration of the fact that there had been an over-issue of
bank notes. In Fcbruary Francis Horner? raised the
question in Parliament and asked for a Select Committee.

1 The gold standard was finally established in Great Britain
by the Coinage Act of 1816. It was, however, virtually a recogni-
tion of an established fact, for silver had long been relegated to
an inferior position in practice. A given quantity of gold of a
given fineness was said to be worth so much and on this equation
all measurements of value were based, and thus converted into
prices. An ounce of 22-carat gold was interchangeable with
£3 17s. 6d. The abundance or scarcity of gold would obviously
not effect this equation, though it would change the purchasing
power of £3 17s. 6d., or, in other words, would raise or lower the
general level of prices of other commodities. When the Mint will
buy gold offered to it at the above price and there are no restrictions
on its export or on its uses in the arts, the standard is as perfect
as such a single standard can be.

¢ Francis Horner (1778-1817) was the son of an Edinburgh
merchant and was educated at the High School and the University,
but he spent two years in England to rid himself of ‘' the disadvan-
tages of a provincial dialect.”” He was associated with Jefirey and
Brougham in founding the Edinburgh Review. Unfortunately his
health failed him and he died early in 1817 while in Italy, at the
age of thirty-eight. His reputation at Westminster was consider-
able, but the Bullion Report was his only notable achievement.
The remarkable tributes to his ability and character, evoked by
his early death, are somewhat marred by the suspicion of patronage.
For a brief description of him by one of his friends, se¢ Cockburn’s
“ Memorials of His Times,” pp. 268-9.
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His request was granted and a Committee appointed “ to
inquire into the cause of the high price of gold bullion, and
to take into consideration the state of the circulating
medium, and of the exchanges between Great Britain and
foreign parts.” Its report—the famous Bullion Report!—
confirmed Ricardo’s diagnosis and recommended as a
remedy that cash payments should be resumed in two
years’ time whether the war was over or not. The Com-
mittee laid it down that the directors of the Bank ought
to ‘“advert to the price of bullion and the foreign ex-
changes’ as the true means of regulating the issue of
notes. The directors, however, would not accept these
principles. They alleged that there was an actual scarcity
of gold, and therefore it had risen in price. To this the
Committee replied that the continental markets did not
reveal any such scarcity, and at home any amount of gold
could be obtained at a price. Even if there were a shortage
it would not cause a discrepancy between the market and
mint price of gold to emerge, for ** the price of gold, being
itself measured and expressed in gold, cannot be raised
or lowered by an increased or diminished demand for it.”
Scarcity would be revealed in a fall in the general level of
prices. The opponents of the Bullion Committee’s analysis
sought to explain the fall in the exchanges by the con-
dition of trade and large balance of payments due by
Great Britain to other countries. Here it was a question
of the extent of the fall. If two countries each have a
metallic currency, the exchanges between them can only
vary within certain limits. A par of exchange can be
established, i.e., the value of the metal in the standard
coin of one country can be expressed in terms of the
currency of the other. But at normal times payments are
not made in coins. The cost of transporting and insuring
them is a consideration. Consequently the exchanges
may rise above and fall below par. The fall in either
country cannot exceed the cost of transporting the precious

1 The Bullion Report is now accessible to students in a convenient
form. Professor Cannan reprinted it with a valuable introduction
under the title of the “ Paper Pound of 1797-1821 " in 1919,
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metals themselves in payment. The automatic working
of this principle is suspended if the countries, or either
of them, adopt a paper currency. The contention of the
Bullion Committee was that in such circumstances a fall
below par beyond the limit defined above might occur.
Close inquiry, it was asserted, showed that this had in
fact happened. There was therefore a percentage of the
fall which could not be explained by the state of trade and
the volume of payments. This proved that bank notes
had been over-issued and had consequently depreciated.
That there was an over-issue the directors strenuously
denied. They maintained that it could not occur so long
as they issued notes to meet solid bills in the course of
trade. The old method of making advances was therefore
continued, although the check effected by the return of
notes and demand for cash was no longer in operation.
It is only fair to add that the directors were not alone in
their opinion; it was shared by the merchants and by
the Government itself. When Horner, in May, 1811, moved
a series of resolutions on the lines of the Bullion Report
he failed to secure a majority in favour of a single one of
them. A few days later Vansittart introduced another set
of resolutions, one of which asserted that * the promissory
notes of the Bank of England have hitherto been, and are
at this time, held in public estimation to be equivalent
to the legal coin of the realm, and generally accepted as
such in all pecuniary transactions to which such coin is
lawfully applicable.” These resolutions were passed in
spite of the protests of the supporters of the Bullion
Committee’s theories. One of them—ILord King—deter-
mined to put Vansittart’s resolutions to the test. He
wrote to his tenants requesting them to pay their rent
either in guineas or in bank notes for a sufficient sum to
buy, at the existing market price, the weight of gold the
guineas contained. The challenge was taken up in Parlia-
ment, and King defended his action by pointing out that
it was only just that his rents should be paid in money of
the same intrinsic value as it possessed when he made the
agreements with the tenants. Lord Stanhope thought it
necessary to meet the challenge by introducing a Bill
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which would make it illegal to pay more than twenty-one
shillings in paper for a guinea, or to receive a note as worth
less than its face value. This Bill to prevent the emergence
of two prices was supported by the Goverment and became
law. What the House of Commons had declared in
supporting Vansittart’s resolutions to be self-evident was
thus enforced by law during the period of the Restriction.

The difference of opinion regarding the effects of the
Restriction became even more acute after the war.
According to the Restriction Act cash payments should
have been resumed six months after the signing of a
definitive treaty of peace. The Chancellor of the
Exchequer announced in July, 1814, that the notes would
become convertible in March of the following year. Lord
Liverpool, however, made it clear on a subsequent occasion
that his Government did not propose to take this step
because of any evil effects of the Restriction; on the
contrary, he asserted that it had been the means of bring-
ing the country through the great contest with success and
had proved its salvation. In February, as has already
been noticed, Vansittart proposed a further extension of
the Restriction Act. Horner protested against this course
and was told by Vansittart that events had controverted
all the opinions of the Bullion Committee. In November,
1816, the directors of the Bank decided to offer gold on
demand to the holders of all notes dated earlier than 1812.
But they did not continue this policy because a strong
drain of bullion to the Continent supervened. Note-issue
was again expanded and resumption seemed to be in-
definitely postponed. Early in 1819, however, the two
Houses of Parliament appuinted Secret Committees to
inquire into the condition of the Bank. It was arranged
that the State should pay oll £10,000,000 of Exchequer
bills held by the Bank, and that in return the Restriction
should completely lapse in 1823. Provision was made for
redemption in the meanwhile of large quantities of notes
in ingots of bullion at a fixed price in order to prevent a
run for coin by holders of small notes. All these pre-
cautions proved unnecessary : the Bank sought and obtained
permission to resume full cash payment on May 1st, 1821.
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The effects of a depreciation of the currency followed
by its restoration are clear enough when they are regarded
in isolation. Lord King and all others who were obliged
to accept payment in the depreciated paper stood to lose
if they could not revise former agrcements. Similarly,
as M’Culloch pointed out, those who lent to the Govern-
ment during the period of depreciation would gain by the
resumption of cash payments. But the part which the
Restriction played in the distress of the war and post-war
years is more difficult to assess. It is a curious fact
that the Bullion Committee merely asserted that there
had been a rise in prices, but took no evidence on the
question. It was true that prices had risen during the
period of Restriction. To what extent this was due to
over-issue of paper money was not preciscly ascertained.
There were obviously other causes in operation. Even in
1810, apart from grain, there were marked indications of a
fall in prices. It is well known that this movement became
pronounced in 1814, and a steep and almost continuous
fall occurred between the end of the war and the resumption
of cash payments. Of course, prices might have fallen
more had the currency been on a sound basis. The facts,
however, go to show that it was misleading to assert that
the over-issue was the main factor in price movements.
Opponents of the Bullion Committee alleged war conditions
as an explanation of the rise. This does not carry the
argument to any practical conclusion without a full analysis
of what war conditions mean. Joseph Lowe accused the
framers of the Report of having no accurate knowledge
of the increase of productive industry consequent on the
war and the growth of population. He maintained that a
large addition to the currency was indispensable to transact

1 Ricardo asserted in the House in 1822 that ‘‘ to recover from
the de}preciatlon the country had found it necessary to undergo
a painful process which had been the cause of a great part of the
present distyess.  Smart, “ Economic Annals,” Vol. II, p. 83.
Lord Liverpool in 1822 stated that the depreciation of paper had
been 25 per cent. in the last three years of the war. Smart,
“ Economic Annals,” Vol. II, p. 71. In his ‘‘ Present State of
England " (1823), p. 56, Joseph Lowe put it at 15 per cent. ““in
the latter years of the war.”
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extended business and he minimised the effect of the
Restriction. A fuller examination of the effects of war on
prices was undertaken by Thomas Tooke in his *“ History
of Prices.” As far as the French war was concerned he
insisted on the relation between the character of the
seasons and the fluctuations of prices. His conclusion was
that there were causes in operation, “arising out of the
circumstances affecting the cost of production, and the
supply of and demand for each commodity, which account
fully for the great variations of prices . . . without having
recourse to the supposition of alterations in the quantity of
money as having been calculated to produce these effects.”*

Reference has already been made to Vansittart’s Budget
of 1819 ;? he intended it to be the basis of the permanent
peace establishment which his critics were always challeng-
ing him to produce. The loan from the Sinking Fund
relieved the immediate pressure and left him with a true
surplus of £2,000,000. He held, however, that it was
essential to secure a balance of £5,000,000 annually for the
Sinking Fund, and therefore proposed that a series of new
taxes should be levied. These were all indirect—increases
of customs duties on a number of articles, additions to the
excises on malt, tobacco, and spirits—and proved a
disappointment. The failure of the taxes coincided with
the beginning of an irresistible demand for remissions.
Although Vansittart felt forced to yield, he was
quite unable to discover means of compensating the
Exchequer for immediate losses.® In 1822 he introduced
a complicated scheme by which an annual expenditure
of £5,000,000 on officers’ pensions, retired allowances, etc.,
was spread over forty-five years by means of annuities.

1 Thomas Tooke, ‘‘ History of Prices ' (1838), Vol. I, p. 376.
His demonstration that the consequences of the Restriction had
been exaggerated was complete. M’Culloch was probably right,
however, in maintaing that Tooke had pressed the effects of the
seasons too far and was in danger of underestimating the part played
by the currency. M’Culloch, “Literature of Political Economy,” p. 196.

3 See p. 40 supra.

3 The position had been complicated by the consolidation of the
Exchequers of Great Britain and Ireland in 1817. According to
Article 7 of the Treaty of Union, Ireland was to pay the interest
on and provide for the redemption of her pre-Union Debt. For
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It was simply a device to lighten the present burden at the
expense of the future, and, as was pointed out, both in
fact and principle opposed to the Sinking FFund which was
at the same time to receive £5,000,000 a year of supposed
true surplus. The scheme was to save, nominally at any
rate, £2,200,000, that is, this amount was to disappear
from the headings of army, navy, and ordnance. But
the balance on the £5,000,000 paid on pensions, etc., after
this annual charge of £2,200,000 was subtracted, namely,
£2,800,000 a year was vested in trustecs for forty-five years
and they were required to pay the pensions. This really
meant that they had to borrow on the sccurity of their
future annuities until the pension charge had been con-
siderably reduced by the death of the pensioners. The
trustees would be able ultimately to pay off these loans,
because after a certain point their annuity of £2,800,000
would exceed the total of pensions still payable. This
was Vansittart’s last expedient. In 1823 he was transferred
to the Chancellorship of the Duchy of Lancaster and
elevated to the Second Chamber as Lord Bexley. Already
new principles were beginning to influence the Liverpool
Administration, and some of its more advanced members
were disposed to undertake importr=t fiscal reforms.

twenty years following the Union the ordinary expenses of the United
Kingdom were to be met jointly by Great Britain and Ireland in the
proportion of 15 to 2. For the time the Exchequers were to remain
distinct, and the Irish tax system was not to be assimilated to that
of Great Britain. All debts incurred after the Union were to be
regarded as joint debt and the charge was to be borne in the above
proportions, viz., 15 to 2. The war upset these financial arrange-
ments. The average Irish expenditure during the fifteen ycars
before the war was £2,733,000 ; during the war it was £9,866,000.
Less than half of the war expenditure was met by taxation. Ireland
could only raise her proportion of the war costs by rcsorting to
borrowing. The Irish Debt therefore grew from £32,215,000 to
£112,634,000. By 1816 Irish liabilities under the settlement at
the Union amounted to £11,200,000. The separate Irish revenue
was less than half that sum. It was obvious that Ircland could
not pay her way. Consequently arrangements were made for the
consolidation of the Exchequers as from January, 1817. This
meant that the revenue of the United Kingdom had to meet the
annual deficit. Murray, ‘‘ Commercial and Financial Relations
between England and Ireland,” pp. 332~4, 371-9.
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(Note.—Figures are given to the nearest thousand, and
000’s are omitted.)

Year Surplus(+-)
(ending | Exchequer| Exchequer, or Debt
January | Receipts. | Issues. Deficiency | Charge.
5th.) ().
£o00 £o0o £000 £000

1823 55,664 53,710 | +1,054 || 30,143
1824 57,673 56,223 | 41450 || 29,174
1825 59,362 50,232 + 130 28,088

1826 57,274 61,520 — 4,246 29,415
1827 54,895 55,081 — 186 29,329
1828 54,933 55,787 | — 854 | 20,168
1829 55,187 54,171 + 1,016 20,068
1830 50,787 51,835 — 1,048 28,326
1831 50,057 49,078 | + 979 | 28330
1832 46,424 49,797 | — 3,373 | 28,351
1833 46,989 40,380 + 609 28,481
1834 46,271 45,782 | —1489 | 28517
1835 46,425 46,678 — 253 29,136

1836 45,803 45,669 | 4 224 || 29,667
1837 48,501 48,093 + 498 29,537

1838 46,475 49,117 | — 2,642 20,433
1839 47,333 47,686 | — 353 29,385
1840 47,845 49,358 | — 1,513 || 29,416
1841 47,568 49,162 | — 1,504 | 29,382

(From the ‘* Fourth Report from the Select Committee on Public
Income and Expenditure, 1828,” the Return of the Whole Amount
of the National Debt, 1691-1857,” and ** Finance Returns,”)
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CHAPTER III
A TRANSITIONAL PERIOD-—1823-1841

HE seven years immediately following the war
exhibit the magnitude of the financial problem
which it had bequeathed. Deprived from the

outset of the assistance of the income tax, the Chancellor
of the Exchequer had been forced to rely on one expedient
after another to meet special difficulties as they arose.
It was essentially makeshift finance without the slightest
indication of a considered policy. The burden of war
indebtedness remained. The taxational system, which
had to supply the mecans of reducing it, was unreformed.
It was a clumsy instrument, inflicting considerable damage
on the community, but of little service to the Chancellor
if he wished to increase the revenue. From about 1820
indeed two lines of criticism had begun to make some
impression on public opinion. It was dogmatically
asserted that the distress of the period was to be traced
directly to taxation. It was also claimed that the restric-
tions on commerce, involved in the complicated tariff,
prevented the recovery of industry. These criticisms,
although they would both lead to a demand for the remis-
sion of taxes, are to be distinguished from one another.
The first was particularly associated with the distress in
agriculture and took the form of agitating for the repeal
of certain taxes; the second embodied a doctrine, namely,
the free trade principle that unfettered enterprise would
promote prosperity. This the agricultural interest denied.
Consequently, while there was a superficial agreement in
‘avour of reduction of taxation, there was a fundamental
ypposition which was bound ultimately to emerge. The
Corn Law of 1815 was intended to guarantee the position
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of agriculture by protecting it against foreign competition.
Any relaxation of the protective system would inevitably
raise the whole question of the relative position of agri-
culture and industry, for if the farmer preserved the home
market for his products the manufacturer would find it
difficult to gain access to foreign markets.

For the moment, however, there was substantial agree-
ment in favour of reducing taxation. The case of the
agricultural intercsts is simpler and may be taken first.
Complaints of distress had been almost continuous since 1815
in spite of the Corn Law. It will be remembered that no
foreign wheat was admitted until the home price had
reached 80s. a quarter. This price was supposed to be
remuncrative if wheat were grown on inferior soil, that is,
to afford good profits on better land. The farmers, how-
ever, seem to have expected an average annual price in the
neighbourhood of 80s. The experience of thrce or four
years strengthened their conviction that war conditions
were to continue in time of peace. The area under cultiva-
tion was well maintained and rents remained high. Then
a succession of good harvests rcvealed the fact that the
Corn Law did not prevent a fall in prices. In 1819 and
1820 the home supply, including the heavy shipments from
Ireland, caused a glut. A monopoly will not secure
uniformly high prices for those who enjoy it if they
cannot regulate the supply. The farmers were in the
position that an abundant harvest was a disaster to them ;
the vagaries of climate being beyond their control. Still
a demand was made for more effective protection by raising
the price at which importation was to be allowed, a measure
which would only accentuate the difficulty by widening
the range of speculative farming. It could not safeguard
the farmer against a fall in prices in a good year, while it
would induce him to resort to inferior land in anticipation
of a possible bad year. This meant an increased cost
which necessitated high prices. Was it possible to keep
inferior soils under the plough by means of an improved
Corn Law ? If possible, was it worth while to doso ? The
Government, under the influence of the new economic
teaching, was inclined to answer both questions in the
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negative. In 1821, however, in answer to innumerable
petitions, it consented to the appointment of a Committee
to inquire into the distress of the agricultural interest.
Its Report stated that the petitioners were right in assert-
ing that at the existing price of corn the farmer was not
adequately remunerated. The explanation was to be
found in the high rents, investment of capital in cultivating
the waste, and the depression of prices following the return
to cash payments. In these circumstances good harvests
were ruinous becausc the farmer’s charges exceeded his
income. Fluctuations in supply were inevitable and the
question was how their effect could be minimised. The
Corn Law of 1815, prohibiting the importation of wheat
until it reached 8os. and then allowing unlimited forcign
competition, certainly did not make for stability of prices.
The abandonment of prohibition in favour of a fixed duty
recommended itself to the Committee as a sounder principle,
but it was not prepared to support its immediate adoption,
It is clear that the reasoning of Ricardo and Huskisson
had made a strong impression on the Committee.® The
expression of the doubt whether the prosperity of agriculture
was really promoted by prohibition or protection, and the
statement that causes were in opcration over which legisla-
tion could have no control indicate the force of their
arguments.

The Committee was a disappointment to the agricultur-
ists. They had clung to the idea that in some way or other
the area under cultivation would be maintained—any
reduction they regarded as a national disaster—but there
now seemed no alternative to making adjustments, includ-
ing the revision of rents. This led them to throw all their
weight in 1822 into the agitation for the repeal of taxes

The Committee included Castlereagh, Robinson, Althorp,
Brougham, Huskisson, Parnell, Western and Ricardo. The landed
interest ascribed the authorship of the Report to Huskisson and
Ricardo, but in some important respects it departed from their
opinions. When Huskisson was taxed in the House with being the
author he admitted that he had submitted resolutions to the Com-
mittee, and, after they had been discussed and amended, he had
been asked to draw up the Report. Smart, *‘ Economic Annals,”
Vol. II, p. 68.
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as a means of relief. William Cobbett, who had been
denouncing heavy taxation ever since the return to peace,
found himself supported by Tory landowners and farmers.
He encouraged them to send up petitions, and practically
all of them condemned ‘‘the overwhelming and all-
devouring taxation,” as it was called in the widely-noticed
Kent petition. An amendment to the address was moved
by Joseph Hume,' who had now constituted himself the
great opponent of taxation, against excessive charges out
of all proportion to the reduced value of property. Henry
Brougham attempted to detach the country gentry from
the Government by tracing the agricultural distress to its
financial incompetence. To these criticisms Castlereagh
(now Marquis of Londonderry) replied, denying that the
distress was so widespread as was alleged, and asserting
that the total remission of taxation would not eliminate
such distress as did exist. Still he announced economies
in public expenditure and the reduction of thc malt tax.
He also suggested that the Committee of the previous year
should be reconstituted. Its second Report was confined
to practical proposals for the relief of distress. Although
it considered the idea of purchasing the surplus corn by
means of Exchequer bills and storing it, the principle of
making the Government a dealer in corn was regarded as
a dangerous precedent. But it found no objection to
inviting farmers to deposit part of their stock in ware-
houses and advancing money to them on the security of
it until prices would recover. It was also recommended
that the Corn Law of 1815 should be amended so that
wheat should be imported when the price reached #7os.
on the payment of a duty which would range from 15s. to
1s. as the price rose from 70s. to 85s. The proposal to make
advances on stored corn was withdrawn by the Govern-

! Joseph Hume (1777-1855) studied medicine and went to India
as a surgeon in the service of the East India Company. He first
entered Parliament in 1812 and became leader of the Radicals.
His view was that ‘‘ the more money that was left in the pockets
of the people, the stronger would be the Government and the more
secure the public credit.”” It is said that he employed a stafi of
clerks to analyse the returns of public expenditure.
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ment when it met with some opposition in the House.
The amendment of the Corn Law, with certain modifi-
cations, was accepted and incorporated in the Corn Law
of 1822. Buta proviso was added that the new Act was not
to begin to operate until the home price reached the old level
of 80s.; and the consequence of this was that it remained
a dead letter, for, in the following years, this price was
not reached. The result of the agitation for reduction of
taxation was reflected in Vansittart’s last Budget with its
conversion of the Navy 5 per cents. and the spreading
of the pensions charge over a term of years," He was thus
enabled to make considerable reductions in the salt and
leather taxes. But the presumption in favour of the repeal
and reduction of taxes had now become so strong that
much more extensive reforms were necessary.

Meanwhile, depression of trade had stimulated a dis-
cussion of possible means of re-establishing it on sounder
principles. A lead was given by the notable Petition
which was drafted by Thomas Tooke for certain London
merchants. It laid down principles which are at the basis
of free trade: for example, ““ that freedom from restraint
is calculated to give the utmost extension to foreign trade,
and the best direction to the capital and industry of the
country,” and “ that the maxim of buying in the cheapest
market and selling in the dearest, which regulates every
merchant in his individual dealings, is strictly applicable
as the best rule for the trade of the whole nation.”? It
called for an investigation into the effects of the restrictive
system, as the petitioners believed that it would be found
that the distress was aggravated by its operation. The
Government received the Petition sympathetically. In
the House of Commons Robinson, the President of the

1 See pp. 44 and 52-3 supra.

% The whole of the Merchants’ Petition is printed in Smart’s
‘“ Economic Annals,”” Vol. I, pp. 744-7, and with slight omissions
in Bland, Brown and Tawney, ‘‘ English Economic History : Select
Documents,” pp. 698-701. Thomas Tooke (1774-1858) was the
author of the ‘ History of Prices,”” already noticed. He was
associated with Ricardo, Malthus, James Mill and others in
founding the Political Economy Club in 1821,
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Board of Trade, admitted the soundness of the principles
it laid down, but pointed out that any change of the
commercial system must be gradual. In moving for a
Committee in the Lords, Lansdowne ventured to indicate
directions in which reforms might be effectcd. He thought
that therc ought to be no prohibition or prohibitory duties,
that the Navigation Laws ought to be relaxed, and that
the duties on timber and silk ought to be revised. To this
Liverpool replied that, while unrestricted trade was desir-
able, it could not be easily attained. TForeign countries
would not give any reciprocal advantages so long as their
agricultural produce was virtually excluded. They would
say, “ Admit our agricultural produce and we will admit
your manufactures.” The country had risen to its present
greatness under a restrictive system. Some supposed it
had done so in consequence of the system, but he personally
agreed with those who thought that it was in spite of it.
Still it was utterly impossible with the present debt and
taxation suddenly to adopt the principle of free trade.
Relaxations in certain directions might perhaps be feasible.

The two Houses appointed Committees on Foreign
Trade to explore the whole question. Robinson' and
Huskisson® were on the Commons’ Committee and its
Report favoured the concession to manufacturers and
merchants of ““ as unlimited a freedom from all interfer-
ence as may be compatible with what is due to private
vested interests that have grown up under the existing
system.” It recommended a complete revision of the
mass of legislation which enforced the restrictions, and a
relaxation of the Navigation Laws. The way of the
reformers, however, was beset by two formidable obstacles.
There was the fear that the revenue would suffer if any

1 Frederick John Robinson (1782-1859) became Viscount Goderich
in 1827 and Earl of Ripon in 1833, see pp. 72 and 91, and infra.

* William Huskisson (1770-1830) had attracted some attention by
the publication of his ‘‘ Depreciation of the Currency "’ in 1810.
His loyalty to Canning to some extent retarded his career. He
represented Liverpool in the House of Commons. His death was
due to an accident at the opening of the Liverpool and Manchester
Railway.
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extensive changes were made, for there seemed to be no
means of guaranteeing the Exchequer against any tem-
porary loss. Then there were the powerful interests
which had enjrenched themselves behind the restrictions
and would suffer from their removal. This issue was
raised by the first attempt of the Government to give
effect to the new policy. It was proposed that the timber
duties should be revised. During the Napoleonic Wars
heavy duties had been laid on timber from the Baltic—
which was then the chief source of supply—in favour of
the North American possessions. These duties had become
practically prohibitive and consequently the timber trade
had been diverted to Canada. Therc were strong colonial
interests involved as well as thosc of British shipowners
who were engaged in the carrying trade. The Government
wished to lower the duties so that, while the colonists
enjoyed a certain measure of protection, the consumer
might have a fair opportunity of buying the supecrior
kinds of timber which came from the Baltic, It was not
a proposal that the convinced free traders could be en-
thusiastic about because it hardly went far enough. But,
moderate as it was, it was bitterly fought by the interests
concerned. The Government, however, succeeded in
carrying their Bill. In the following year the revision of the
Navigation Laws was undertaken. They were intended to
encourage the growth of English shipping. As far back
as the reign of Richard II the attempt had been made to
limit the carrying trade to native vessels. In practice
this restriction had constantly to be relaxed to meet the
requirements of other interests. The seventeenth century
witnessed such an expansion of the maritime power of
Holland that the old policy was revived and strengthened
with the purpose of countering it. Goods were only to be
imported into England in English and !colonial ships, or in
those of the country of origin. Since the Dutch were
mainly carriers, the aim of these provisions was perfectly
obvious. Contemporaries differed as to whether the pur-
pose was being achieved, but it is now generally agreed
that little or no damage was actually done to the
Dutch. The Acts, however, were retained and elaborated,
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particularly with respect to the colonial trade. Adam Smith,
as is well known, approved of the Navigation Acts as a
device dictated by considerations of national defence. He
made it quite clear that they were unfavourable to the
development of foreign trade and he condemned their
operation as far as the colonies were concerned. It was
possible for Huskisson to contend that the political argu-
ment in favour of the system was no longer relevant. He
proposed to make a number of modifications in the Acts,
repealing the clauses which had fallen into disuse, con-
solidating more recent regulations, and relaxing the rule
that foreign ships should only carry to this country the
produce or manufactures of their own. His main object
was to substitute the principle of reciprocity for that of
prohibition by entering into agreements with other States
on the basis of mutual concessions.

Events now conspired to give the exponents of more
liberal views a dominating influence in the Liverpool
Ministry. In August Londonderry committed suicide
and Canning succeeded him at the Foreign Office. Sid-
mouth had retired from the Home Office earlier in the
year and Robert Peel took his place. When Vansittart
resigned the Exchequer, Robinson was promoted from the
Board of Trade to the Chancellorship, and the vacancy thus
created was filled by the appointment of Huskisson.
Robinson was an aristocrat, good-natured and liberal-
minded, but not possessed of the higher qualities of leader-
ship. The promotion of Canning, Peel, and Huskisson,
however, strengthened an important element in the
Government ; they were not merely enlightened, each
understood the point of view of the new industrial middle
class better than the older statesmen did. Canning’s
attention was for the time concentrated on questions of
foreign policy in which he vigorously asserted Great
Britain’s independence of action against reactionary forces
on the Continent. His brilliancy contrasted sharply with
the more solid qualities of Peel, who was slowly building
up a reputation by the competent discharge of his official
duties. His name was mostly associated with the Act of
1819, which required the resumption of cash payments—
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for, characteristically enough, he had promoted the Bill
and publicly acknowledged that the vote he had given
against Horner’s resolutions in 1811 was a mistake. For
the present he devoted himself to the reform of the criminal
law, a task which was much overdue. Huskisson's
opinions had been well advertised in the discussions of the
last two years. He combined a firm grasp of the principles
of the new political economy with an unrivalled knowledge
of trade and commerce. As a parliamentarian he was not
a striking success, for his voice and manner were against
him. But, when the circumstances of the time are con-
sidered, his achievements in the next four years are a great
testimony to his strength of purpose and ability to con-
ciliate opposition.

Huskisson’s reforms constitute the first phase of the
movement towards free trade. It must not be supposed,
however, that he was a thorough-going free trader.’
There was ample scope for reforming the tariff by abolish-
ing prohibitions and reducing duties to reasonable propor-
tions without raising fundamental issues. Huskisson was
in favour of retaining a degree of protection, for manu-
factures at any rate; and, even had he not been, the
profession of any desire to break completely with the
protective system would have jeopardised his prospects
of attaining the immediate objects he had in view. His
ideas had, for the most part, to find expression through
the annual financial expositions with which it was Robin-
son’s practice to prepare the way for his Budget statements.

1 This is put very well by Sir Henry Parnell in his treatise ‘* On
Financial Reform '": ‘* No greater error can be made than supposing
that Mr. Huskisson established free trade in this country. In his
speeches in 1825, he certainly proclaimed and proved the policy of
this system ; but he did no more than strike a balance between
the Free Traders and the Prohibitionists in taking a duty of 30 per
cent. as the standard of regulation. . . . He uniformly maintained
that the rates of duty he selected were high enough to prevent the
foreign from coming into competition with the English manu-
facturer. . . . It must not, however, be forgotten that he was, in a
great measure, forced into this course by the prejudices and interests
he had to deal with.”” Parnell, * On Financial Reform,” Fourth
Edition, 1832, pp. 73-3.
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The co-operation between the two appears to have been
complete. They were undoubtedly fortunate in that their
accession to office happened to coincide with a great
improvement in trade and industry-—even the perennial
complaint of depression in agriculture was almost hushed
in 1824—and consequently opinion was better disposed
towards innovations. The Budget of 1823 must be
regarded as a preliminary survey of the field in order to
find a foundation for the new schemes. Robinson put
in the forefront reduction in the burden of taxation, which
was made possible by economies in expenditurc and the
prospective improvement in the yield of the taxes due to
rcturning prosperity. He estimated that there would be
a surplus of over £7,000,000, and proposed to set aside
£5,000,000 for reduction of debt and to remit taxes to the
extent of the balance. These remissions were confined to
the Assessed Taxes and amounted to a reduction of 50 per
cent. on windows, horses, carriages and servants in Great
Britain, while these taxes were completely repealed in
Ireland. Robinson’s exposition was well received in the
House, though some of his critics suggested that he would
have done greater immediate service to the country if he
had used the whole surplus for the relief of taxation. His
contention was that an efficient Sinking Fund was neces-
sary to maintain the public credit. Consequently, he
proposed to abandon the recent practice of paying over a
large sum to a nominal Sinking Fund and then diverting
it to other purposes. The principle of Pitt’s original
scheme was to be restored in its purity, namely, the sum
was to be handed to the Commissioners to be expended
quarterly in purchasing stock, which they were to hold until
the interest on it amounted to 1 per cent. on the total debt.

By 1824 Robinson and Huskisson had matured their
plans. The Budget proposals were original and far-
reaching. Apart from the f5,000,000 for the reduction
of debt there was a surplus of £1,430,000 on the past year,
and there was likely to be a similar surplus of £1,052,000 in
the coming year." He intended to augment this by (1)

T3 Part of the surplus was due to the payment of £2, 500,000 by the
Emperor in discharge of the Austrian Loan (see p. 19 supra). As
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effecting a conversion of the 4 per cents. to 34 per cents.,
thus saving an annual charge of £375,000, (2) by allowing
the bounties on whale-fishing and fish-curing to lapse at
the end of the year, and (3) by providing for the gradual
extinction of the linen bounties. Instead of using this
surplus for the reduction of the debt, he proposed to give
precedence to the remission of taxation by employing it
“as a means of commencing a system of alteration in the
fiscal and commercial regulations of the country.” In the
first place, he announced an important change with regard
to wool. There had long been a prohibition on the export
of raw woel in order to ecnsure an ample supply for thec home
industry. The farmers naturally complained of this
restriction, but their interest was to some extent consulted
by the imposition of a duty of a penny a pound on imported
wool. In 1819 Vansittart had raised the duty to sixpence
to give them more effcctive protection. Robinson’s pro-
posal rather cleverly met the demands of both parties by
means of a compromise ; the duty on the import of foreign
wool was reduced to the original figure of one penny to suit
the manufacturers, whilc the farmers were given the right
of export on the payment of the samc charge. A long-
standing prohibition on export was thus removed, and
foreign wool was admitted on the same conditions as home
wool was exported. This arrangement was accepted with-
out serious opposition. Secondly, Robinson grappled with
the much morc contentious question of the protection
afforded to the silk industry. It was admitted to be the
extreme example of an industry maintained by artificial
means.” There were duties on the importation of raw
silk, thrown silk was highly protected, and the importation

this was a windfall it was devoted to special purposes, including
the building of the National Gallery. The Emperor’s debt, capital
and interest, was estimated at f£22,000,000. His ‘‘ bankruptcy ”’
was the subject of much comment.

1 In a review of the state of industry, Lord Liverpool had, in 1820,
expressed the wish that there had never been a silk manufactory
in England for it was completely artificial, but, as there was much
capital invested in it and it employed 50,000 persons, he could not
see how it could be abandoned. Smart, ‘“ Economic Annals,”
Vol. I, p. 754.
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or use of foreign manufactured silk goods was strictly
prohibited by law. The Government wished to reduce the
duties on the importation of raw and thrown silk—a step
which would, of course, meet with the approval of the
manufacturers—but it combined with this a proposal that
silk goods should be admitted on the payment of a duty
of 30 per cent. ad wvalorem. There was an immediate
outcry. The industry, it was alleged, was peculiarly in
need of a monopoly of the home market. It was exotic
and enjoyed no natural advantages. France would prove
a formidable rival, partly because labour and the cost of
living were much cheaper there, and partly because fashion
would certainly show a preference for the finer French
fabrics if they could be obtained. To these arguments
Huskisson replied himself. Cotton, he pointed out, was
exotic, but it had made phenomenal progress since it had
been freed from restrictions. It had also led the way in
adopting new inventions. That the silk industry could
not compete with the French trade was due to the monopoly
it had enjoyed, for that had ‘‘ a chilling and benumbing
effect” on enterprise. Fashion certainly did show a
preference and the result was the wholesale smuggling of
French goods into the country.? This evil, which repre-
sented nothing but loss to the revenue, would be removed
by the admission of the goods at a reasonable rate. In the
end it was agreed that the reduction of the import duty on
raw material should be adopted at once, while the pro-
hibition on the import of manufactwed goods should not
be removed until July, 1826, so that the manufacturers
might have an opportunity of preparing for competition.
In 1825 Robinson was able to announce that the reforms
of the previous year so far from involving the Exchequer
in loss had been followed by the yield of a larger surplus
than he had expected. He proposed to use it with a view
to the extension of commerce, restriction of smuggling,

1 Robinson drew the attention of the House to the fact that
Joseph Hume had ‘‘ produced his bandana handkerchief even in
this place, and, having triumphantly unfurled the standard of
smuggling, blew his nose in it, and deliberately returned it to his

pocket.”
66



A TRANSITIONAL PERIOD-—1823-1841

and the relief of the burden of direct taxation. The
prohibitory duty on the import of bar iron was reduced
and the high duties on hemp, coffee, cocoa, and wines
were moderated. The Assessed Taxes were simplified by
dropping a number of unimportant items, and poorer
householders were relieved by the remission of the Inhabited
House Duty on houses below £10 rental, and of the Window
Duty on houses of not more than seven windows. Hus-
kisson himself dealt with the Government’s commercial
proposals. He took up, first, the question of Colonial
Policy and met the criticism that the colonial establish-
ments were a burden on the Mother Country by adumbrat-
ing a new attitude towards the Colonies. He held that the
monopoly principle must be abandoned, because the
restrictions on colonial trade were harmful both to Great
Britain and the Colonies. Al friendly foreign statcs were to
be allowed to trade directly with the Colonies, their imports
to pay duties which would afford a measure of preference
to the products of the Mother Country and yield a revenue
to the Colonies. Second, he dealt with British protective
duties in a comprehensive way. Taking the most impor-
tant industries he examined what protection they had, and
suggested a lowering of the tariff in each case. Cotton,
although Britain had no scrious rival, was actually pro-
tected by import duties ranging from 50 to 75 per cent. ;
this was reduced to a uniform duty of 10 per cent. on all
cotton manufactured goods. Wool was given a protective
duty of 15, and linen of 25 per cent. In no case was an
article to have a higher protective duty than 30 per cent.!

! In consequence the codification of the Customs laws had to
be undertaken. It was performed by James Deacon Hume. ‘‘Mr.
Hume’s labour was the greatest codification of Customs law that
had ever been attempted. It is thus described in the first Customs
Report : ‘ The importance and utility of the work can never be
sufficiently appreciated. In a short time it will cease to be known
that in the interval between the 1st and s53rd, George III, there
were 1,300 laws of the Customs passed, whereof Goo passed in the
eighteen years between 1797 and 1815. In June, 1815, there were
1,100 Customs Acts in force. All these, with the additions between
1815 and 1825 were repealed on July sth, 1825, by one Act (6 Geo.
IV, c. 105), in which 443 Statutes were enumerated and the rest

67



A FISCAL & FINANCIAL HISTORY OF ENGLAND

The argument for this maximum was cogently stated.
“If the article be not manufactured much cheaper or
much better abroad than at home, such a duty is ample
protection. If it be manufactured so much cheaper, or
so much better abroad, as to render £30 per cent. in-
sufficient, my answer is, firstly, that a greater protection
is only a premium to the smuggler ; and, secondly, that
there is no wisdom in attempting to bolster up a com-
petition which this degree of protection will not sustain.
Let the State have the tax, which is now the reward of the
smuggler, and let the consumer have a better and cheaper
article, without the painful consciousness that he is con-
sulting his own convenience at the expensc of daily
violating the laws of his country.”

The chief plea in favour of the removal of restrictions
on commerce—and also in favour of Government economy
and reduction of taxation—was that individual enterprise
should enjoy greater freedom, the assumption being that
by this means the prosperity and well-being of the country
would be promoted. The very remarkable recovery in
1823, followed by the feverish activity of 1824 and 1825,
seemed to be an immediate justification of the new policy
of the Government. Ministers were inclined to regard it
in this light and therefore were slow to realise that there
were real dangers ahead. There can be no doubt that there
was in the country a considerable amount of capital seeking
investment. It had been augmented by the remission of
taxation and also by the successive conversions of Govern-
ment stock which tended to make fund-holders seek more
profitable openings for their money elsewhere. Commercial
reforms tended to stimulate foreign trade, the Continental
States were recovering from the effects of the long wars,
and the recent establishment of thc independent Latin
Republics of South America seemed to open up prospects
of most lucrative speculation. At the same time the

repealed by a general definition ; thus sweeping away all the laws
of the Customs accumulated during the space of 550 years. ™
‘“ Customs Tariffs of the United Kingdom,” 1800-1897, C. 8706

(1897), p. 38.
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progress of the Industrial Revolution called for large
capital outlay at home; not only were the new machine
industries rapidly developing, but the ports needed docks,
and already about £14,000,000 had been invested in
canal and navigation schemes.! In these circumstances
everything depended on the direction which investment
would take and the ability of the credit economy to stand
the strain of extensive operations.

The direction which investments took was governed by
the special inducements of the moment, and was, un-
fortunately, not controlled by the normal amount of
prudence. When the speculative mania was at its worst
the companies which promised an early and large return
were preferred to those of a more solid nature. Large sums
were invested in foreign loans, and companies to promote
mining in Mexico, Chili, Peru and Brazil were especially
favoured. The most optimistic opinions of the quantities
of manufactured articles which could be disposed of
inspired increased production and purely speculative
trans-shipment to likely markets. In 1825 all the
characteristics of a trade boom emerged : credit was in-
flated, prices rose, and the exchanges became unfavourable.
The inevitable collapse came in December ; the failure of
Sir Peter Pole & Co. beginning a panic which involved
nearly seventy banks.? The drain of gold for shipment
abroad had so depleted the reserve of the Bank of England
that it suggested a restriction on payment. To this the
Government was opposed and, with the support of London
merchants who declared their confidence in its solvency,
the Bank faced and weathered the crisis by freely dis-
counting all solid bills offered to it. When Parliament
assembled in 1826 it was expected to relieve the
existing distress and take precautions against any future
disaster of the same nature. The demand that the Govern-
ment should advance loans on security in the form of
Exchequer bills was resisted by the Ministry, but an

! E. A, Pratt : “ History of Inland Transport and Communications
in England,” p. 234.
3 Peter Pole & Co. acted as agents for about forty country banks.
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arrangement was made with the Bank of England by
which it agreed to lend assistance to individuals against
goods and other securities, and this proved sufficient to
restore confidence, It was one thing to have averted
complete disaster by emergency measures, it was another
to lay down principles which would prevent it occurring
again. A remedy must be based on a complete analysis
of the causes. This was hardly possible, for the rami-
fications of the movement defied precise statement. The
most obvious featurc was the general spirit of unreasoning
speculation. How could this be restrained in the future ?
The Government’s answer was simple. Speculation had
been fostered, supported and encouraged by the country
banks with their excessive issue of one-pound notes. It
was therefore necessary to place banking on a firmer
foundation and to forbid the issue of notes for low denomi-
nations. The Government held that the credit system
was inadequately organised to meet the requirements of
the country, the restriction of country banks to six part-
ners allowing ‘“ any small tradesman, a cheesemonger,
a butcher, or a shoemaker, to open a country bank, while
persons with a fortune sufficient to carry on the concern
were not permitted to do so.” Any modification of this
rule meant a departure from the monopoly enjoyed by the
Bank of England, and could not be forced upon that
institution until its Charter was due to be renewed. In the
end, however, a compromise was arranged by which the
six partners restriction was removed on condition that the
Bank of England should retain its rights within a radius
of sixty-five miles of London. This understanding was
embodied in an Act (7 Geo. IV, c. 46), and the foundation
of joint-stock banks with the right of note-issue became
possible. The alleged danger of one-pound notes was met by
forbidding the circulation of notes for less than five pounds.®

1 Lord Liverpool’s statement, see Smart, ‘‘ Economic Annals,”
Vol. 11, p. 350.

3 The proposal to extend the prohibition to Scotland was strenu-
ously resisted by Sir Walter Scott. Under the pseudonym of
Malachi Malagrowther he wrote to the Edinburgh Weekly Journai
ridiculing the passion for uniformity in the two kingdoms.
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The question was also raised whether the terms of the
Bank Charter Act of 1742 made it impossible to establish
joint-stock banks in London itself, provided they were not
banks of issue. The London private banks confined them-
selves to deposit banking,' and it was contended that such
banks might become joint-stock without any infringement
of the privileges of the Bank of England. The Act of
1826 did not settle this question. An agitation in favour
of the reform was maintained until the Bank Act of 1833
fully recognised the claim. The exclusive privileges of the
Bank of England applied to it as a bank of issue. In the
next year the first London deposit joint-stock bank—the
London and Westminster—was founded.

The crisis of 1825 naturally encouraged the opponents of
Huskisson’s policy to accuse him of precipitating it by
pursuing a mistaken course. He was urged to take
advantage of the fact that the prohibition on the import
of manufactured silk goods had not yect been removed to
abandon that measure. To this special plea he replied
that there was no reason to believe that the silk industry
had suffered more than others in the depression, and the
Government did not propose to return to the principle of
prohibition which it had been destroying. He recalled to
the memory of the House the underlying basis of the recent
reforms by reading the Merchants’ Petition, which he
insisted did not emanate from the much disparaged
economists but from practical men of high standing in the
commercial world. The maximum protective duty of
30 per cent. was sufficient in the hardest cases, and he did
not intend to accept any revisions. This firm attitude
defeated the instinctive reaction against the recent reforms
and disappointed the hopes of the vested interests. The
manufacturers, however, could retaliate by challenging the
Government to relieve the general distress by modifying the
Corn Laws. Why should prohibition of imports be main-
tained in this case and not in others ? Huskisson answered

! The cheque and deposit system had become well established
among London private bankers in the course of the eighteenth
century.
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that there was not time to go into the whole question of
the Corn Laws that session. The Prime Minister, however,
sought special power for the King in Council to deal with
any emergency in view of the approaching dissolution of
Parliament. The main question was thus shelved. In
September an Order in Council threw open the ports to
cereals, other than wheat, at a fixed duty. The new
Parliament—the General Election had taken place in July
and had returned the Government to office—was sum-
moned in November to confirm the action of the executive.
Liverpool promised that in the following year the Corn
Laws themselves would be considered.

On February 17th, 1827, Lord Liverpool had a sudden
seizure from the effects of which he never recovered. The
Ministry which he had so long held together showed
immediate signs of dissolution. It fell to Canning to
introduce the new Corn Bill. Taking the averages for
past years the Government came to the conclusion that
Gos. was the price which it should aim at securing. The
proposal therefore was that a protective duty of 24s. 8d.
should be imposed when the price stood at 60s., the duty
rising by 2s. for every shilling fall in price, and falling by
2s. for every shilling rise in price up to 7o0s., after which
wheat was to cnter on paying a registration duty of 1s.
only. In spite of strong opposition the Bill passed the
Commons, but the Government was defeated in the Lords
on an amendment moved by the Duke of Wellington.
Robinson, who had been created Lord Goderich and
appointed Secretary for the Colonies in the Canning
Adminstration, intimated that the Bill would be dropped.
A Bill of a temporary nature was then substituted, the
subject to come up for discussion in 1828. Canning, who
had been struggling against ill-health for some months
died on August 8th at the age of fifty-seven. Goderich

1 Canning formed a Ministry in April, but he failed to retain
the distinctively Tory elements, Eldon, Wellington and Peel
refusing to serve under him. Huskisson, always a loyal follower
of Canning, remained at the Board of Trade ; Canning himself filled
the office of Chancellor of the Exchequer. He secured the
co-operation of the Whigs.
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tried to hold the Ministry together, but abandoned the
task before Parliament reassembled. The Duke of
Wellington was then induced to form an administration
of a predominantly Tory nature, though Huskisson and
three other Canningites agreced to join him. It was
announced in the King’s Speech that the new Ministry
intended to fulfil the promise made by Canning, and
introduce a Corn Bill on the same principles as that of
the previous session. It is a tribute to Huskisson’s
strength of purpose that the Wellington Administration
should have made itsclf responsible for a Bill which in-
corporated his idea of a sliding-scale. That the scale
should be more definitely protective than that proposed
in 1827 was the price he had to pay for his success. When
home wheat stood at 66s. the duty was to be 2o0s. 8d.,
rising by one shilling as the price fell by that amount, and
falling by one shilling for every shilling rise in price to 66s.,
then by two shillings to 69gs., by three shillings to 71s., and
by four shillings to 73s., when it became 1s. The Bill
was passed without amendment, and thus became the Corn
Law against which the great Anti-Corn Law agitation was
launched ten ycars later.! Huskisson saw the Bill through

1 The Act 9 Geo. 1V, c. 60, repealed that of 1815 and established
the following sliding scale :

When the average home price of Wheat was : Bill of 1827
66/~ and under 67/~ the duty was to be 20/8 a quarter. (12/8)
67/~ . ., 68/— » » 18/8  ,, 10/8)
68/~ , ., 69/~ " " 16/8 6/8)
69/~ ., . 79/- » " 13/8 4/8)
70/~ . 71/- » ” 10/8 2/8)
7= . 72/- " " 6/8 ., 1/-)
72/ . » » 2/8

73/-
at and above 73/~ . " 1/~

When the price was under 66/~ the duty was to be increased
from 20/8 by 1/~ for every shilling or part of a shilling in the fall.
Similar sliding scales were drawn up for barley, oats, rye, pease and
beans. The weekly average prices were to be sent to the officers
of the Customs at each port, and on these the duties were to be
assessed.

The differences between the Act of 1828 and the Bill which was
defeated in 1827 are shown in brackets. In the Bill, however, the
duty was to}be increased by 2/- for every fall in the price below
66/~, i.e., when the price was 52/~ the duty would have been 40/8.
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the Commons, but differences with his colleagues led him
to vote against the Government on a question of trans-
ferring a borough franchise, and formally to submit his
resignation to the Duke. Wellington, who found the
Canningites troublesome, promptly accepted it.

The passing of the Corn Law of 1828 marks the end of
the movement initiated and guided by Huskisson. Henry
Goulbourn,! Wellington’s Chancellor of the Exchequer,
returned to the narrower questions of financial reform, in
which he was assisted by the appointment of a new Finance
Committee. His most notable achievement was the repeal
of all previous legislation dealing with the Sinking Fund
—thus sweeping away the last remnants of Pitt's scheme—
and the foundation of what came to be known as the Old
Sinking Fund, based on the actual realised surplus of each
year.? The promises of recovery in 1827 were disappointed,
and by 1829 there were complaints of general and acute
distress. Economy was urged upon the Ministry from all
sides. Goulbourn effected considerable reductions in the
charges of the Army and Navy and also in the Civil Service
cstimates. In 1830 he admitted that he was faced by the
alternative of meeting the persistent demands for remission
of taxes, either by reductions of existing taxes, which
would represent an absolute loss to the Exchequer, or by

1 Henry Goulbourn (1784-1856) had been Irish Sccretary and,
like Peel, he resigned on the succession of Canning. He was Home
Secretary in Peel’s 1834 ministry. In 1841 he returned to the
Exchequer, but the fact that Peel introduced the important Budgets
himself tended to obscure Goulburn’s achievements. He was an
intimate friend of Peel and supported him loyally in the crisis of
1845-6.

3 This form of Sinking Fund was recommended in the * Fourth
Report from the Sclect Committe on Public Income and Expendi-
ture: 1828,” pp. 23-5. The Committee expressed the opinion
that it was a sound policy to apply *‘ a surplus revenue perseveringly’’
to the reduction of the Debt. They added that they would have
recommended that the resolution made in 1819, that £5,000,000
should be annually devoted to this object, should be persisted in,
had not experience shown that it involved additional borrowing.
There,was no clear surplus to that amount, nor any immediate
prospect of such a surplus arising. Consequently, they fell back
on_the realised surplus and abandoned the idea of a fixed amount.
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a redistribution of the burden, which might be effected
through a tax on income or property. The Government
had decided against the latter course, though Goulbourn
was careful not to condemn the principle. His problem
was how to give relief to those who most needed it without
seriously impairing the yield of the taxes. He had to
weigh the interests of the Exchequer against those of the
taxpayers, that is, he had to decide what remissions would
be likely to be most beneficial to the latter, while he was
precluded from seeking compensation for loss to the former
by imposing a new tax. Consequently he fixed upon
indirect taxes which fell on articles generally consumed,
and the cost of collection of which took much more out of
the pockets of the consumers than reached the Exchequer.
He announced that the tax on beer would be entirely
repealed ; this involved a loss of £3,000,000 to the
Exchequer, but amounted to much greater relief to the
taxpayers as the restrictions on manufacture and the
expenses of collection would lapse with it. The same
considerations applied to the duty on cider and the surviving
portion of the leather tax. In all he estimated that he was
giving real relief to the extent of £5,000,000 at the cost of
about £3,500,000. The Chancellor’s statement suggested
—though he did not follow up the idca—that the time
was come for the equalisation of taxation. In the dis-
cussion, however, the old sectional view, that each tax
should be considered on its merits and not as part of
a general scheme for distributing the burden according to
ability to pay, still predominated. The objection was
made that reduction of the debt should take precedence of
further remission of taxes. But Althorp reiterated his
opinion that the debt was a perpetual charge which the
State had to meet each year and not a capital amount to
be paid off.! He was becoming, through his membership
of the Finance Committee, the leading spokesman of the
Whigs on financial questions. His contention was, that

1 Althorp had expressed this opinionin 1825. Smart, " Economic
Annals,” Vol. I, p. 270. John Charles Spencer, Viscount Althorp,
(1782-1845) succeeded to Earldom in 1834.
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any surplus should be employed to reduce taxation, a
process which would be followed by the increased yield of
the taxes retained through the greater prosperity of the
country. Goulbourn, however, succeeded in reducing the
debt charge by means of a conversion of the 4 per cents.
which had been created in 1822. They now became 34 per
cents., irredeemable for ten years. The operation involved
about £175,000,000, and the claims of the dissentients did
not come to more than £3,000,000.

The Wellington Administration sealed its fate by its
declaration of opposition to Parliamentary reform. It was
defeated in November, 1830, on a motion of Sir Henry
Parnell for a Select Committee to inquire into the details
of the Civil List. Earl Grey consented to form a Ministry
on condition that Parliamentary reform was undertaken,
and the Whigs at last returned to power. Their financial
policy was one of retrenchment and was destined to prove
to be the weakest side of their work. Althorp, who now
became Chancellor of the Exchequer, had already fully
expressed his views in the House of Commons, and he had
the assistance of Poulett Thomson,! who was appointed
Vice-President of the Board of Trade, in attempting to
put them into practice. Poulett Thomson combined
experience as a merchant with knowledge of the teaching
of Ricardo and had more than once made a valuable
contribution to the discussion of financial questions. They
were both greatly influenced by the opinions of Sir Henry
Parnell, who had been Chairman of the Finance Committee.
He published in 1830 his comprehensive treatise ‘“ On
Financial Reform,” which might well have been accepted
as their programme. In spite of all their apparent ad-
vantages, however, the Whigs during eleven years of
almost continuous enjoyment of office effected little in
financial reform, and finally drifted into annual deficits.
The explanation of this failure, which contrasts very sharply
with their activities in other directions, is fairly obvious.

1 Charles Edward Poulett Thomson (1799-1844) had been in
business in Russia; he was subsequently Governor-General of
Canada and was raised to the peerage as Baron Sydenham.
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The truth is that repeal and remission had gone so far
that any further reform depended on a reconsideration of
the whole basis of taxation. It was full time to turn from
an agitation against particular taxes to the establishment
of new principles. Reduction of taxation had become
something of a fetish, while the problem of its incidence
had been overlooked. The Whigs had used the old cry,
and when they were returned to office they found them-
selves unable to fulfil popular expectations. Althorp was
handicapped partly by his past record and partly by the
diffidence which prevented him from advocating the proper
remedy. As far back as 1822 he had traced distress to ex-
cessive taxation and had suggested that the Sinking Fund
should be suspended in order to effect reductions. In
Budget debates he had asked for the repeal of the leather
tax, the window tax and other duties, maintaining that all
surpluses should be used for such purposes. His future
colleague, Poulett Thomson, was more interested in
Huskisson’s financial measures and wished to remove the
taxes which hampered the development of trade and
industry. His point of view is clearly indicated in a
speech he made on Goulbourn’s proposals in 1830. The
Chancellor of the Exchequer, he contended, had given too
much weight to the complaints against the amount of
taxation and not enough thought to the nature of it. It
was raised in such a way as to check industry ; for instance,
raw materials were taxed on coming into the country, and
manufactures paid such charges that their consumption
was restricted. Turning to the possible loss to the
Exchequer if these taxes were repealed he argued that
Government expenditure could be reduced and better
taxes discovered. After enumerating several possibilities
he said that he was personally in favour of a direct tax
on income. Althorp apparently agreed with him in
principle but was afraid to declare himself. Grey and other
Whig chiefs, on the other hand, were strongly opposed to
the income tax, and consequently no comprehensive
reforms were possible.

The practical ruling-out of the income tax meant that,
while Althorp and Poulett Thomson wished to follow the
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programme sketched in detail by Parnell, they were
deprived of the means which he considered essential.
“If an income tax were imposed,” he writes,® *“ and if, at
the same time, Government made those retrenchments
which it has the power of making without any difficulty,
a reduction of some millions of taxes might be attempted
in the first year; and if the business of retrenchment were
steadily and vigorously perscvered in, a further reduction
of one or two millions of taxes might be effected in each
subsequent year, till the whole plan of reform might be
carried into execution.” He laid down the important
principle that ““ the securing of a sufficiency of revenue
should never be a matter of doubt,” and the provision of
it should be a condition precedent to a thoroughgoing
reform. That the income tax alone would serve this
purpose was demonstrated by the fate of Althorp’s first
Budget. He proposed extensive repeals—of the taxes
on coal and slate, printed calicoes and cotton, tallow
candles and glass—and reductions in the duties on news-
papers and advertisements. The whole amounted to an
estimated loss of £3,170,000. To compensate the Ex-
chequer he suggested new taxes, the chief of which fell
on the transfer of real and personal property, the exporta-
tion of coal, travelling by steamboat, and additions to the
duties on Canadian timber and wines. They were esti-
mated to yield £2,740,000. But the new taxes were so
severely criticised that Althorp had to withdraw them.
Peel pointed out that the tax on transfers, in as far as it
applied to the Public Funds, was contrary to the terms of
the Loan Acts. Others showed that the remaining
proposals were ill-considered. The Budget had, therefore,
to be completely revised. The failure of this ambitious
effort reacted throughout the whole period.

In the Reformed Parliament Althorp had to meet the
demand for reduction in taxation, and in the Budget of
1833 applied the surplus of £1,571,000 to that purpose.
He refused to repeal the malt tax on the ground that the
increased yield showed that remission was not urgently

1 Parnell : ‘‘ On Financial Reform,” p. 270.
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needed, and he postponed dealing with the newspaper
duty until he could afford its total repeal. The relief he
offered to industry was reduction and repeal of a variety
of minor taxes, for instance, the duty on property insured
against loss at sea, on agricultural stock insured against
risk of fire, on windows, on advertisements, on tiles, and on
soap. This did not satisfy influential sections in the
House : an amendment in favour of the repeal of the malt
tax was carried against the Government, and a strong
movement was set afoot against the continuation of the
window and inhabited house taxes. Althorp decided to
meet the situation by asking the House to agree that such
repcals would involve a change in the wholc financial system
of the country which at the present was inexpedient, as it
would necessitate a gencral tax on property. This resolu-
tion was carried by 355 votes to 157. The presentation of
the unacceptable alternative, however, merely won a
temporary respite. Althorp was still strongly urged to
repeal the inhabited house duty. In 1834 he felt that he
had to choose between the window and inhabited house
tax as he could not repeal them both. The window tax,
although objectionable in principle, was levied so as to
fall more heavily on the wealthy; the house tax was
assessed on such a basis that it was comparatively light
on very large houses. On this ground Althorp decided
to submit to the clamour and repeal the inhabited house
tax, although his first intention was to abandon the window
tax. Thus he forfeited another £1,200,000 of revenue.

It was Althorp’s misfortune that previous administrations
had left him little scope for the policy of repeal and re-
mission ; and he was not equal to the carrying out of a
new scheme of taxation. It should also be remembered
that he was one of the main supports of his party, and his
time was occupied with the general reform programme
which it promoted. He did not care for public life and
had been persuaded to accept the Chancellorship against
his own inclination. It is, however, a tribute to his ability
and influence that both Grey and Melbourne in turn felt
that they could not go on without his assistance as leader
of the Commons, But the death of his father, Lord
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Spencer, in 1834, removed him to the Upper House. In
the reconstruction of the Whig Administration, which
followed Peel’s failure to gain a working majority in 1833,
Spring Rice became Chancellor of the Exchequer. He had
to face the fact that during the past five years taxes
which had yielded £7,000,000 had been repealed. In his
second year he actually managed to reduce the duties on
paper and on newspapers, but this was the last considerable
reduction. Expenditure, particularly on the Army and
Navy, began to rise, and a succession of bad harvests
impaired the produce of the taxes. The Government was
involved in annual deficits of over £2,500,000 in 1837-8,
of nearly £500,000 in 1838-9, of over £1,500,000 in
1839-40, and of rather more in 1840-1. Francis Baring,
who succeeded Spring Rice in 1840, tried to remove the
deficit by means of a general increase of 5 per cent. in
the Customs and Excise duties. This expedient proved a
disappointment. In the next year he resolved to attempt
to find additional revenue by lowering the protective duties
on timber and sugar in order to increase consumption.
The Government was defeated on the Sugar Duty Bill.
Lord John Russell’s announcement that he was in favour
of a fixed duty of 8s. a quarter on wheat in place of the
sliding scale gave the Opposition its opportunity. Peel
carried a vote of no confidence and Melbourne resigned.
The Whigs had long lost whatever reforming energy they
had ever possessed, and were drifting when circumstances
demanded action. Already the promulgation of the
People’s Charter and the foundation of the Anti-Corn
Law League had challenged the rulers of the country
to reconsider fundamental principles.!

1 The Charter was drafted in 1838, the same year in which the
Anti-Corn Law League was founded. Both the Chartists and the
supporters of the League drew particular attention to the general
distress of the period.
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(NoTE.—The figures are to the nearest thousand, and
000's are omitted.)

Year Surplus(+)
(ending | Exchequer| Exchequer or Debt
January | Receipts. | Issues. |Deficiency| Charge.
5th) (—).
£000 £000 £000 £000
1842 48,084 50,186 — 2,102 20,450
1843 40,966 50,945 | — 3,979 | 29,428

1844 52,583 51,140 | 41,443 | 29,269
1845 54,004 50,648 | 43,356 || 30,496
1846 53,060 49,243 | +3,817 | 28,254
1847 53,700 50,944 + 2,846 28,078
1848 51,546 54,503 | — 2,957 | 28,141
1849 53,389 54,185 | — 796 | 28,563
1850 52,052 50,854 + 2,008 28,324
1851 52,811 50,232 + 2,579 28,0092
1852 52,233 49,507 + 2,720 28,017

(From the ‘* Statistical Abstract,” First Number, 1854.)
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CHAPTER IV
FISCAL AND FINANCIAL REFORM—1842-1852

HE achievements of the Reformed Parliament in
other directions have served to obscure its weakness
in the management of finance. This was present

from the first, but became obvious from 1837 onwards.
By that time only the most strenuous efforts could have
availed to re-establish public confidence, for then a series
of bad harvests and acute depression in trade created
a position which demanded heroic measures. The crisis,
however, revealed the incompetence of the Whigs and
called into being an opposition, official and other, before
which they at last succumbed. Sir Robert Peel was
summoned to grapple with problems of the first magnitude.
The manner in which he dealt with them invested fiscal
and financial questions with a dramatic interest which has
never been paralleled in our history. He entered upon
his task backed by a strong majority, but determined that
he would not remain in power unless it allowed him freedom
to pursue his own course. At the moment the triumph of
the Tories, or Conservatives as they now came to be called,
seemed sufficiently decisive to crush all misgivings as to
what their leader’s assertion of independence might
eventually mean. Lord John Russell had declared in
favour of amending the Corn Laws by adopting a fixed
duty and had been hopelessly defeated. The victory at
the polls was generally regarded by the agricultural
interest as a guarantee against any such change of policy.
The agitation of the Anti-Corn Law League, which, under
the leadership of Cobden, had been making alarming
progress in the north, seemed to have been successfully
countered. The general situation in the country was
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admittedly bad; but Peel was particularly strong in
finance and would doubtless find a solution. What was
not realised was that Peel would not be hampered by any
prejudices when he came to deal with the facts. His past
record was a proof of this. He had voted against the
adoption of the recommendations of the Bullion Report in
1811, and yet in 1819 was responsible for the Bill which
required the resumption of cash payments by the Bank of
England. Nor did he avail himself of the specious plea
that circumstances had changed and that he was en-
lightened enough to recognise the fact. He said frankly
that he had been wrong ; that he had now read the Bullion
Report with the same attention as he would read the
proof of a proposition in mathematics and could find no
defect in the argument. This example of his candour might
have appeared quixotic to politicians, but it did not
constitute any breach of party understandings. There
was a more serious change of opinion. Peel had differed
from Canning on the question of Catholic Emancipation
and had refused to serve under him on this ground. Yet
he had changed his mind by 1829, and was a prominent
member of Wellington’s Ministry when this reform was
carried. He might have voted against the resumption of
cash payments in 1811 because he had not closely con-
sidered the question. But he had been the most notable
opponent of Catholic Emancipation, and had allowed that
issue to govern his public conduct. In this case he did
not admit a change in his convictions, but pleaded that
it was no longer expedient to oppose the demand. And,
had his supporters examined with attention his utterances
on the Corn Laws, they would have been somewhat shaken
in their confidence that this was a question on which he
could be trusted to resist amendment. It is true that he
had been in office when the 1815 and 1828 Acts were passed
and he had fully approved of both. He voted as a protec-
tionist and paid little attention to the theoretical basis >f
his belief until he was faced by a practical issue. Then
on this, as on other questions, he weighed the facts with-
out reference to his preconceived antipathies. In support-
ing the sliding scale in 1828 he pointed out that, with the
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growth of population, the country would come to depend
more largely on foreign supplies of food. Later he justified
protection to agriculture on the ground that other interests
enjoyed protection and heavy national burdens fell on the
land. By 1839, however, he was prepared to admit that
agriculture ought not to have any advantages which were
inconsistent with the general interests of the community,
especially with those of the labouring classes.

Some conception of the man is essential to the under-
standing of the method in which he performed his task.
Peel was by nature an administrator with no instinct for
or interest in abstract thcorics, apart from the guidance
they afforded in the solution of practical difficulties when
they arosec. He had a great capacity for work, and when
a question was forced on his attention, always dealt with
it comprehensively. The failure of a line of policy made
as great an impression on his mind as the success which
attended an experiment. TFailure and success alike
indicated the limits of the practicable. When he had
envisaged a problem he tested every solution, discarded
those which were ruled out by practical objections, and
accepted that which scemed best, even if it involved a
break with his past professions and imposed an almost
intolerable strain on the loyalty of his party. Having
decided on his course he kept to it without thought of
compromise or concern for consequences. While he
enjoyed the implicit confidence of a small group of lieu-
tenants, he had no gift for disarming criticism by personal
charm or apparent accommodation to the views of others.
‘He was sencitive and, under the strain of office, irritable
and taciturn. But his chief characteristic was his straight-
forwardness ; in opposition he was never factious, when
in power his chief ambition was to get that done which a
wide survey of the position proved to be necessary, and
in the way which promised the surest and best results.
Approaching his problems with the knowledge that the
country had put its confidence in him, he took time to
inquire into the facts and to mature his plans. He assumed
office in September, 1841, but did not expound his financial
proposals until the following March. His first duty,
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however, was to define his attitude towards the Corn Laws,
for the agitation in the country had been carried on with
renewed vigour by the Anti-Corn Law League during the
winter. He deprecated the opinion that the Corn Laws
were the special cause of the general distress, pointing out
that the country was suffering from the consequences of
the commercial crisis of 1837~8, and expressing the belief
that a manufacturing country could not avoid the de-
pression which followed a period of undue activity. It
seemed to him that the agricultural interest bore special
public burdens, and he could not contemplate without
misgiving the extension of the country’s dependence on
foreign food supplies. But he felt that there was a strong
case for a revision of the sliding scale. The 1828 scale
was steep, and dealers in foreign corn were tempted to
hold back supplies to get higher prices. Peel therefore
proposed a scale which would present less opportunity for
speculative dealing, and, at the same time, secure a remu-
nerative price for home-grown corn. This two-fold pur-
pose he thought would be attained if the scale was made
less steep and had two “ rests.” Average prices for the
last series of years showed that wheat could be profitably
grown for about 56s. a quarter. These considerations led
to the conclusion that the scale should range between 20s.
when wheat was under 51s. to 1s. when it rose above 73s.,
with a “rest” from 52s. to 55s. at a duty of 18s., and
from 66s. to 6gs. at a duty of 6s.” Against these proposals

!5 and 6 Vict. ¢ 14 repealed the Act of 1828 and imposed the
new scale. For Wheat it worked out as follows :
When under 51/~ a quarter at home, 20/~ duty.

51/~ and under 52/~ 19/~ ,,

*s52/- ,, . 55/- 18/~ ,, On the
55/, . 56/- 17/~ ,, | importation
56/~ ., w57/~ 16/~ of Wheat
s7/~ . »  58/- 15/- ,, from

§8/- ,, w59/~ 14/- ,, foreign
59/~ ., . 60/~ 13/~ ,, countries.
6o/~ , ., 61/- 12/~ ,,

61/-, ., 62/~ /-, J

Other cereals on a corresponding but lower scale.
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Lord John Russell moved the official Whig amendment
in favour of a fixed duty which, as he claimed, would rule
out speculative dealing. Charles P. Villiers also moved his
annual motion in favour of the total repeal of the Corn
Laws. But both Whig and Radical were defeated by
overwhelming majorities, and Peel’s revision of the sliding
scale was accepted. The retention of the sliding scale,
although greatly modified, did not satisfy the Anti-Corn
League, and their propaganda was immediately turned to
the exposure of its weaknesses.

Having disposed, temporarily at any rate, of the most
contentious issue, Peel turned to the pressing question of
the revenue. He realised that everything depended on
the success which attended his attempt to escape from the
annual deficits which had begun in 1837. How was this
to be done? It was obvious that the deficit was not
accidental ; it was becoming chronic. Peel satisfied himn-
self that it could not be eliminated by economies in expendi-
ture. He repudiated “ the wretched expedient of con-
tinued loans.” So he was thrown back on increased
taxation. Here the experiments made by his predecessor
offered a warning against the effort to adjust income and
expenditure by any manipulation of the existing system
of taxes. In 1840 Baring had tried a general increase of
the custom and excise duties, and it had not produced
what he had expected. This Peel took as a demonstration
that the limits of taxation on articles of consumption had
been reached. The following year Baring had adopted
the opposite principle—so closely associated with the
reforms of Robinson and Huskisson—of reducing duties

62/~ and under 63/~ 10/~ duty

63/~ ., . 64/- 9/~ .

64/~ ., n  65/- 8/~ ,, On the
65/~ ., »  66/= 7/~ . importation
*66/- ,, ., 69/- 6/- ,, of Wheat
69/~ ,, . 79/~ 5/~ . (from

70/~ . o 71/- 4/~ ,, | foreign
71/- . " 72/~ 3/~ . countries.
72/~ ., w o 73/- 2/~ ,,

73/~ and upwards /- ., ]

Other cereals on a corresponding but lower scale.
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in the hope that increased consumption would more than
compensate the Exchequer for loss. Peel was convinced
of the soundness of the general principle, but, after a
survey of the effects of previous reductions, was able to
demonstrate that a considerable time had to elapse before
the Exchequer reaped the full advantage of its application.
The very fact that it had been done so often also restricted
the field for its further operation. Moreover, the emergency
precluded the possibility of waiting on events. It was not
that he was opposed to remission and reduction of taxes—
in fact, he wished to undertake such reform on a more
comprehensive scale than any of his predecessors in order
to stimulate a revival of trade—but he put in the first
place the maintenance of public credit and the securing of
a surplus revenue. The conclusion to which his analysis
of the whole problem had driven him, since it is the most
momentous decision in the history of the nineteenth
century taxational policy, must be given in his own words :
““ I propose for a time at least—(and I never had occasion
to make a proposition with a more thorough conviction of
its being one which the public interest of the country
required)—I propose that, for a time to be limited, the
income of this country should be called on to contribute
a certain sum for the purpose of remedying this mighty
and growing evil [i.e., the deficit]. 1 propose that the
income of this country should bear a charge not exceeding
7d. in the pound, which will not amount to £3 per cent.,
but, speaking accurately, £2 18s. 4d. per cent., for the
purpose of not only supplying the deficiency in the revenue,
but of enabling me, with confidence and satisfaction, to
propose great commercial reforms, which will afford a
hope of reviving commerce, and such an improvement in
the manufacturing interests as will react on every other
interest in the country ; and, by diminishing the prices of
the articles of consumption, and the cost of living, will, in
the pecuniary point of view, compensate you for your
present sacrifices; whilst you will be, at the same time,
relieved from the contemplation of a great public evil.”
The long abeyance of the income tax in spite of the
financial difficulties of successive Governments is some
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measure of Peel’s courage in proposing to impose it even
for a limited period in time of peace. Since the publication
of Parnell’s treatise on financial reform in 1830 the case for
the income tax had become generally known. Still the
old objections seemed to have lost none of their weight.
Peel himself fully shared the feeling that the tax ought
to be avoided. He had, indeed, never shown any dis-
position to accept it. On the contrary, he had declared
himself against its adoption on more than one occasion.
When Huskisson stated that he thought that the substi-
tution of a direct tax on income in place of the innumerable
indirect taxes would be beneficial to industry, Peel ex-
pressed his doubts as to the effects of such a step and
asserted that the Government had, after full consideration,
decided against it. That he was not merely voicing the
opinion of the majority in the Cabinet is proved by the
fact that in 1833, when in opposition, he commended
Althorp for not proposing an income tax, and went on to
say that only extreme necessity would justify its imposition
in time of peace. Two years later he warned the agri-
cultural interest not to press for a repeal of the malt tax
as it might lead to the infliction of ‘‘ the scourge of a
property tax.” He made the same point when the Whigs
introduced the penny post in 1839 and thus threatened
to destroy all profit arising out of the Post Office, though
then he, for the first time, showed an inclination to accept
an income tax in certain circumstances. But, in the
following year, he approved of Baring’s policy of attempt-
ing to remove the deficit by increasing indirect taxation.
It is clear therefore that Peel began with the conventional
view about the income tax and only abandoned it when he
had satisfied himself that an emergency had arisen which
demanded a new policy. There could be no greater error,
however, than to suppose that he had adopted the principle
of direct as against indirect taxation, or that he wished to
effect a redistribution of the burden of taxation. He was
severely practical. Every way of escape from the annual
deficits had been explored and the income tax alone promised
to be successful. That is why he adopted it, and to him
it was essentially a means of escape ; when the income tax
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had served its turn it was to be abandoned. At first he
contemplated asking Parliament to agree to the retention
of the tax for five years, for inquiry revealed the fact that
such a period was required to allow increased consumption
to reward the Exchequer for reducing indirect taxes. In
the end, however, he decided on a limitation to three
years. The main principles of the tax were identical with
those of the war income tax which had been repealed in
1816. The rate was 7d. in the pound, and a deduction
of £150 was allowed on all incomes. The tax was not
extended to Ireland as there was no machinery for its
assessment and collection, and it was not worth while to
improvise it for a temporary tax. But additional revenue
was to be raised in Ireland by increasing the duties on
spirits and stamps.

It will be remembered that Peel wished to revive the
income tax not only to meet the deficit but to undertake
extensive fiscal reforms, which he hoped would lead to
greater prosperity, that is, it was to wipe out the old
deficit and to provide against the emergence of a ncw one
as an immediate result of the simplification of the tariff.
He had been convinced that the recovery of industry was
in some degree retarded by the existence of a complicated
network of prohibitive and protective duties. Although
still nominally a protectionist he thought that a movement
in the free trade direction was imperatively demanded by
the circumstances of the time. The abstract arguments
of the economists were calculated to make much less
impression on his mind than the detailed evidence pre-
sented before the Committee on Import Duties which had
been appointed in 1840 on the motion of Joseph Hume.
The testimony of James Deacon Hume' and George
Richardson Porter,? who were officials of the Board of Trade,

1 James Deacon Hume (1774~1842) as Controller of the Customs
undertook the consolidation of the laws relating to the tariff, ses
note, pp. 67-8n supra. He was appointed Joint Secretary of the
Board of Trade in 1828.

3 George Richardson Porter (1792-1852) was the head of the
Statistical Department of the Board of Trade. He was the author
of the well-known * Progress of the Nation,"
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was particularly impressive. They showed that the
system handicapped the trader by its complexity and
consequently discouraged enterprise and competition. It
was expensive to work and conferred no benefit on pro-
ducer, consumer, or taxpayer. The Report of the Com-
mittee revealed how much remained to be done in spite of
all the efforts of Huskisson and Poulett Thomson when
they were at the Board of Trade. From the revenue point
of view the Committee stated that of the whole customs
receipts £20,800,000 out of £22,120,000 was yielded by
eighty-two articles, and £18,600,000 of this by nine articles
only. It therefore recommended that duties should be
charged on a small number of productive articles so as to
‘“ facilitate the transactions of commerce, benefit the
revenue, diminish the cost of collection, and remove the mul-
titudinous sources of complaint and vexation.”  The
Report, issued in 1840, had exercised some influence on
the Whigs and, in a tentative way, they began to adjust
their policy in accordance with its recommendations.
Peel, however, determined to deal with the question on
comprehensive lines.! He had appointed the Earl of
Ripon (formerly Viscount Goderich) as President of the
Board of Trade, but he rclied mainly on the assistance
of W. E. Gladstone, whom he had chosen as Vice-President.
On him the burden of reviewing the tariff fell, and he
admitted in after years that the task involved six times
the labour that he expended on the three subsequent
revisions of 1845, 1853, and 1860 put together. The
principles on which the new tariff was constructed were :
(1) The removal of prohibitions and the relaxation of
prohibitory duties ; (2) The reduction of the duties on the
import of raw materials of manufacture to a point not
exceeding five per cent. ad valorem ,; (3) The reduction of
the duty on partially manufactured articles to a point not
exceeding 12 per cent. ad valorem ; (4) The reduction of
the duties on manufactured articles to a point not exceed-
ing 20 per cent. Gladstone found that the revision

1 Peel himself had not read the Report in December, 1841,
C, S. Parker: “ Peel,” Vol. II, p. 509.
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necessitated changes in the rates charged on some 750 out
of a total of 1,200 articles on which duties were paid. It
was claimed that these reductions would lower the general
cost of living while they did not expose home industries
to unfair competition. Taking them altogether they would
represent an estimated loss to the Exchequer of £3,780,000.

The Government’s proposals for the reform of the tariff
were, on the whole, well received. Their supporters may,
indeed, have felt uneasy about the future but they could
hardly convict either Peel or Gladstone of actual departure
from protectionist principles. On the other hand, the
convinced free traders, while they welcomed the simplifica-
tion of the tariff, had to recognise that a moderate system
of protection might offer a more serious resistance to their
assaults than one which was disfigured by anomalies and
absurdities. But the confidence felt in Peel’s judgment
was strong enough to cnsure the acceptance of a reform
for which the discussion of the past year or so had prepared
the way. It was the means by which he proposed to
attain his end that aroused the strongest opposition. All
the old arguments against the income tax were restated.
It was “‘ inquisitorial,” ‘‘ oppressive,” and “ unjust.” The
Whigs opposed it in the Commons and Lords. Lord John
Russell fought the proposal at every stage in the former,
while Brougham, aroused by the prospect of seeing his
victory of 1816 reversed, brought forward a long series of
resolutions in the latter. Peel met all the criticisms by
asserting that, in his opinion, the income tax was essential
to the financial stability of the country. There was a
general agreement that an end had to be put to the annual
deficits. Additional indirect taxation was condemned by
the experience of 1840 : a simplification of tariff might, in
time, effect a balance of income and expenditure, but
previous experiments had proved that the Exchequer
would suffer an immediate loss. Therefore the income
tax was the keystone of the arch. Without it the deficits
could not be stopped, nor could industry be relieved from
the pressure of a heavy and clumsy tariff. The House of
Commons eventually accepted the whole scheme by a
majority of 106.
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1t is a curious fact that the Budget of 1842, although the
income tax yielded more than was expected, did not pro-
duce the surplus which Peel had anticipated, but actually
resulted in a deficit of £3,979,000. This was partly due
to the overlooking of an obvious and perfectly simple
administrative detail. The income tax was to be collected
half-yearly, and Peel had taken credit for a full yecar’s
yield without noticing that the second instalment would
not be available within the period. There had also been an
over-estimate of the amount which the Customs duties
would produce and the Excise had suffered from the fall
in the consumption of malt. The shrinkage of the indirect
taxes, however, confirmed Peel’s wisdom in resorting to
the income tax. Its productiveness, taking the two pay-
ments of the first year together, was most gratifying.
Peel had estimated it at £3,770,000; it proved to be
£5,100,000. Consequently he was content to allow the
principles of the 1842 Budget to mature, particularly as
there were indications of an improvement in trade. His
Chancellor of the Exchequer—Goulburn—confined himself
to a few necessary adjustments to meet the unexpected
deficit. This course was justified by the yield of the
taxes in the year 1843-4. There was a surplus of
£4,165,000 which left a considerable sum in hand when the
deficit of the previous year had been wiped out. Goulburn
also estimated that 1844-5 would give him a surplus of
£2,376,000. Of this he proposed to employ £400,000 for
the remission of taxes, reducing the duties on coffee,
currants, and certain kinds of glass. He also abolished
the protective duties on raw wool which Huskisson had
substituted for the prohibitive duties in 1825.' A serious
crisis was almost precipitated by the Government’s
attempt to deal with the sugar duties on the same lines
as those on other imports. In 1841 the Whigs had been
defeated on a motion to admit sugar on the payment of
a protective duty of I2s. per cwt., partly on the ground
that it would place British West Indian planters, who were
precluded from using slave labour, at a disadvantage in

} See p. 65 supra.
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competing with those rivals outside the Empire, who were
under no such restriction. Foreign grown sugar therefore
continued to be charged the prohibitive rate of 63s. a cwt.
while Colonial sugar paid 24s. In pursuance of their
general policy the Government proposed to remove the
prohibitive duty and to reduce the protection to a reason-
able amount. After their attitude towards slave-labour
sugar in 1841, when they were in opposition, they had to
limit the concession to foreign free-labour sugar. They
now proposed to admit it at 34s. per cwt., arguing that the
differential duty of 10s. was sufficient protection for
the West Indies. Goulburn declared the object of the
Government was to securc larger and cheaper supplies of
what was now recognised as a necessary, without thereby
abandoning opposition to the slave trade. The West
Indian interest was aroused by the prospect of the com-
petition of foreign free-labour sources of supply. The
Whigs criticised the distinction between free and slave
sugar, contending that a tariff should not be framed on
considerations of morality. An amendment was carried
against the Government, but Peel refused cither to abandon
the new scale of duties or resign. He moved the restoration
of the original clause and, in spite of the protests of Lord
John Russell, reinforced by the sarcasms of Disraeli who
now openly opposed the Government,' he carried his
amendment by a majority of twenty-two.

It will be noticed that Goulburn devoted a relatively
small proportion of his surplus to the reduction or remis-
sion of taxes. The rest was employed to strengthen public
credit. Deficiency bills were all paid, the Exchequer
balances were augmented so that the Government had no
need to resort to the Bank of England for advances in
anticipation of the taxes, and the amount of Exchequer
bills in circulation was reduced to modest proportions.
Consols reflected the result of this policy. They had

1 Disraeli had spoken in favour of the commercial reforms of
1842 and sought to prove that free trade was the traditional policy
of the Tory Party. Later he had drifted into criticism of the
Government on other issues and did not receive the Prime Mipister's
whip on the assembling of Parliament in 1844,
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risen from 89 in 1841 to g9 in 1844. The promise of
revival of trade and industry in 1843 was more than ful-
filled in the following year. To what degree this was due
to the financial policy of the Government it is impossible
tosay. But it may be contended that Peel had contributed
to the establishment of confidence, and he certainly took
the opportunity which the favourable condition of the
money market afforded to lighten the burden of the
National Debt. In 1844 was carried through a conversion
of dimensions hitherto unprecedented. Some £250,000,000
of stock standing at 3} per cent. was reduced to 3} per cent.
for ten years, to be followed by a further reduction to 3 per
cent. in 1854, with a guarantee that no change would then
be made for twenty years when the debt was redeemable.
This meant a saving of £625,000 annually for the first ten
years, and of £1,250,000 annually for the next twenty.
The operation was completed by Goulburn with remarkable
success. He had, of course, to pay off all dissentients, but
their claims did not amount to more than £250,000, and
this charge he was able to meet out of his surplus revenue.

The chief interest in the year 1844, however, will always
centre round the Bank Charter Act. To Peel’s mind it was
the complement to the Act of 1819, which required the
Bank to resume cash payments and restored the gold
standard. At that time the convertibility of notes seemed
to be a sufficient guarantee against their over-issue. In
the crises of 1825 and 1836—9 experience went to show that
this belief was ill-founded. The banks were allowed to
exercise their own discretion about the amount of gold
they held against their issues, the obligation to cash their
notes on demand being supposed to act as a check. But
the country banks were tempted to expand their issues
even when the state of the exchanges and the drain on the
reserve of the Bank of England gave cause for anxiety.
Failures had been frequent and disastrous. It appeared
therefore that it was necessary to prevent the banks from
indulging in an excessive issue of notes when a boom in
trade presented them with apparently sound opportunities
for advancing credit. For, if they went beyond a certain
point, the convertibility of their notes was merely nominal,
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The question was primarily a currency question. If
absolute convertibility was, in certain circumstances,
endangered, Peel thought that it was the business of the
Government to devise a method of safeguarding it. It was
not, he claimed, any interference with ordinary banking
transactions but a perfectly legitimate attempt to regulate
the currency. Banks enjoyed the right of note-issue as a
privilege from the State and consequently the Government
might justly define its conditions. The discussion of this
question had been going on for some years before Peel
announced in 1844 that he intended to take advantage of
a clause in the Bank Charter Act of 1833, which empowered
the Government to suspend the Charter at the end of
twelve years. He proposed to introduce another Act
which would incorporate the new principles he had adopted.

Controversy had revealed two distinct schools of thought.
The one maintained what is usually called the Banking
Principle, namely, that there was no danger of over-issue
so long as the notes were always convertible ; the other
upheld the Currency Principle, namely, that the issue of
notes must be regarded as an addition to the currency and
for that reason strictly regulated. The exponents of the
Banking Principle argued that the number of notes put
into circulation would depend on the course of business,
for they would only be issued in making advances against
securities. Thomas Tooke, who argued strongly in favour
of this view, denied that it was in the power of the banks
to make any direct addition to the amount of notes in
circulation. They would be guided by the needs of their
customers, which was an index to the state of trade. The
theoretical exposition of the Currency Principle is to be
found in the pamphlets of Samuel Jones Loyd.! In its
simplest form his contention was that if the currency of the
world was entirely gold each country would get its share
by the operation of a natural law. When it became scarce

! Samuel Jones Loyd (1796-1883) was the son of a Welsh
Nonconformist minister who became a banker in Manchester. The
son succeeded to his father’s position and also entered Parliament
in 1816. He exercised a great influence in financial affairs, In
1850 he became Lord Overstone.
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in a particular country it would appreciate in value, prices
would fall, imports decrease and exports increase, a process
which would continue until a proper proportion of gold
had been secured. If gold was abundant the opposite
process would redress the balance. Suppose, however,
one country adopted paper money. Then the process
might be hindered, for a drain of gold might be accom-
panied by an issue of notes to fill the void thus created,
prices would not fall, and the natural adjustment would
not take place. The problem, therefore, was to regulate the
issue of notes in such a way that they would be susceptible
to the movements of gold. Loyd proposed to attain this
automatic fluctuation by a limitation of note-issue to a
certain amount, all additions to be covered by the deposit
of an equivalent of coin or bullion in the reserve.

Peel’s own conclusions on the question were summarised
by him in an important Cabinet inemorandum.! In
characteristic fashion he asked his colleagues to consider
the possible courses of action. He pointed out that the
maintenance of the existing system would satisfy both
the interests and the prejudices of the majority, but it
would be discreditable to the Government to acquiesce in
its continuance when they knew of its impertections and
dangers in order to please their supporters. It was obvious
that the Bank of England had a very imperfect control
over note-issues for, even when it recognised that con-
traction was necessary, it could not count on other issuers
following its example. Nominal convertibility into gold,
where there was unlimited competition as to issue, did
not ensure the value and practical convertibility of the
paper. Since the Government could not honourably
evade its responsibility it might be urged that the oppor-
tunity should be seized to prohibit the issue of paper payable
on demand by the Bank of England and all other banks.
The issue of money is the prerogative of Sovereignty ; such
paper possesses the character of money; the Sovereign
has to protect the holders of it from the consequences of
its depreciation and should enjoy all profits on its issue.

} It will be found in C. S. Parker's ** Peel,” Vol. III, pp. 134-9.
97




A FISCAL & FINANCIAL HISTORY OF ENGLAND

In theory, all this was incontrovertible. Peel held,
however, that anyone responsible for the conduct of public
affairs would shrink from proposing this course as a practical
measure. They were not beginning with a new state of
society ; use and wont could not be disregarded. There
was no uniformity of practice throughout the British
Isles, and a purely Government paper would, in times of
political danger be more likely to be distrusted than that
issued by private banks. On these and other grounds he
recommended a middle course. No new banks of issue
should be established. The existing ones should be
subjected to strict regulations in the exercise of their
privilege of note-issue. In every case such publicity
should be secured that the public would be able to judge
of the soundness of the bank. The Bank of England was
the centre of the English system—he did not propose to
deal with Scotland and Ireland at the moment'—and it
should separate its issue department from its other busi-
ness. Constant publicity should be demanded as to the
notes in circulation, and the quantity of coin, bullion, and
securities held against them.

The Bank Charter Act gave legislative effect to these
recommendations. The Bank of England was divided
into the Issue and Banking Departments. Special regula-
tions were applied to the former. It was allowed to issue
notes against public securities to the extent of £14,000,000 ;
beyond that amount, notes could only be issued against
coin or bullion. Weekly accounts in a specified form were
to be submitted to the Government for publication in the
London Gazette. The problem of the country banks was
met (1) by confining the right of note-issue to those which
already enjoyed it, ?2) by limiting their issue to the average
of the twelve weeks preceding April 27th, 1844, and (3) by

1 The circulation of the Scottish Banks was regulated in the
following year. Existing banks of issue were allowed to retain an
authorised circulation equal to the average during the year ending
May 1st, 1845, i.e., no particular bank was given a predominant
position. In the same year similar restrictions were applied to
the Irish banks of issue, though the Bank of Ireland was to have
the right of increasing its note issue if any other bank surrendered it,
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providing that their notes should not be legal tender. 1In
certain circumstances a country bank would lose its right
of note-issue, for instance, by amalgamation with another
bank, and the Bank of England could then increase its
issue against securities to the extent of two-thirds of the
lapsed issue. The result has been that the issue of
the country banks has become almost negligible, while the
“uncovered’’ issue of the Bank of England has been
augmented.! It may be said therefore that the Act gave
legislative effect to the contentions of the exponents of the
Currency Principle as far as that was compatible with a
recognition of the practical questions involved. The
currency system of the country rested on the foundation
laid down by Peel until 1914. Controversy has never
ceased to rage round the merits and demerits of its prin-
ciples. Here it is only necessary to notice that Peel shared
the belief of the currency school, that a limitation on
note-issue would restrict the expansion of credit. No
doubt an exaggerated importance was attached to notes.
The limitation of note-issue by no means prevented over-
trading. Crises continued to occur. In 1847, 1857 and
1866 the Government thought it necessary to suspend the
Bank Charter Act, that is, it allowed the Bank of England
to disregard the limit on note-issue which the law had
imposed. Step by step, however, the technique of banking
was improved and the effect of raising the Bank rate as a
check on undue speculation was more fully recognised.

The fact that the income tax was due to expire in 1845
made it necessary for Peel to review the effects of the
Budget of 1842 and to indicate his proposals for the future.
The Queen’s Speech at the opening of the session had
prepared the way for the renewal of the tax and had
naturally aroused the widest interest. Peel took the
earliest opportunity to introduce the Budget himself.? He
pointed out that his measures had met with success, and
there was every prospect of a surplus of about £5,000,000

! By the recent absorption of Messrs. Fox, Fowler & Co. (estab-
lished 1787) by Lloyds Bank, the process has been completed.
3 On February, 17th, 1845.
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in the current year. This was roughly the amount yielded
by the income tax. In the year 1845-6 he anticipated
that there would be a balance even if the income tax was
allowed to lapse. The increase of expenditure, however,
would in that case probably involve a deficit in the follow-
ing year. He held that it would be imprudent to allow
such a contingency to arise, and thercfore recommended
the renewal of the income tax for another three years.
In 1842 he had calculated that it would take five years for
the reform of the tariff to compensate the Exchequer for
the reductions then made. It would have been possible to
plead that three years had proved insufficient and to ask
for an extension on that ground. But Peel’s real object
was not merely to make sure of the tax until the ordinary
income had fully recovered ; he was now convinced that
the experiment of 1842 had demonstrated that a more
extensive reform of the tariff was desirable. He wanted
a renewal of the tax to cover this operation. His policy
had undergone a subtle change in the last thrce years; he
had come to regard the mass of indirect taxes as un-
profitable and even harmful, while the income tax had
revealed itself to be highly satisfactory. He did not
contemplate that it would become a permanent part of
the revenue, but its usefulness for a special purpose had
been amply demonstrated. Its success had made a
similar impression on the Opposition. Lord John Russell
and his followers repeated their objections to the tax, but
they did not refuse to vote for its continuance.’

If Peel’s belief in the income tax had been strengthened
by the experience of the past three years, his attitude
towards the tariff had also hardened. In 1842 he had
confined himself to reductions of duties; he was now
prepared to undertake repeals on an extensive scale. The
issue of direct as against indirect taxes was clearly involved.
It has been well said that the Parliament of 1845 deliber-

1 The Prince Consort expressed the case very well in a note to
Peel on February 18th. * You got the income tax voted yesterday
with an extraordinary majority. It is evident that everybody
wants you to bear the abuse of it and still to have the five millions
in case of getting into office.’” Parker’s ‘‘ Peel,” Vol. III, p. 170.
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ately adopted the income tax—for other arrangements
were quite feasible—‘ at a time when the tax was not
proposed as a measure of urgency, as in 1798, or even in
1842 ; but when it was calmly weighed in the balance
against cheap sugar, cheap glass, cheap cotton, and the
rest, and found to be a price worth paying for these
countervailing benefits.”?* No wonder the country gentle-
men in the Commons were becoming restive; Peel's
approach to frec trade could no longer be disguised. The
reformed tariff of 1845 was a very considerable advance
on that of 1842 because of the number of articles which
were now struck off. All duties on exports, including that
on coal, were abolished. Some 430 articles, mostly the
raw materials of manufactures—such as silk, flax, furniture
woods, animal and vegctable oils, minerals, and dyes—
were to be imported duty free. The sugar duties were
further reduced at a loss to the revenue of about £1,300,000,
which meant that the consumer would have it 14d. per lb.
cheaper. The excise duty on glass was abolished, to the
great advantage of the industry.? Peel also dropped the
duty on property sold by auction, which had been in
existence since 1775, partly because it was a burden on the
transfer of property in a particular manner and partly
because fraudulent evasion was common. Altogether Peel
made remissions and reductions amounting to £3,338,000,
that is, nearly three times as much as in 1842. But
neither on Customs nor Excise did he lose so much in the
first year as he expected. The estimated surplus on the
year 1845-6 was £072,000 ; the actual, £3,817,000.

The Budget had been introduced on February 17th, and
on March 2oth Peel was able to announce to the Queen
that his most sanguine expectations had been fulfilled.
“ The Income Tax Bill, the Sugar Duties Bill, and the
Tariff,’ he wrote,® “ have been passed by the House of
Commons hefore Faster.”  He might well have reflected

1 Northcote : ‘ Twenty Years of Financial Policy,” p. 77.

2 Buxton suggests that the subsequent development of the
industry made it possible to construct the Crystal Palace for the
Great Exhibition of 1851. ‘‘ Finance and Politics,”” Vol. I, p. 61.

3 Parker : ‘‘ Peel,” Vol. III, p. 171.
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that he had carried his party as far as he could along the
lines of tariff reform and that it was now necessary to
allow the new system time to consolidate itself. Public
credit had completely recovered and the country was
enjoying the benefits of a revival in trade and industry.
A succession of good harvests had enabled him to maintain
the Corn Law of 1842 in spite of the agitation of the
Anti-Corn Law League. Peel, however, had his misgivings.
The speculation in railways, which led many to commit
themselves to an ultimate capital obligation quite beyond
their means, seemed to him to threaten a collapse of the
market. He recalised that a renewed outbreak of distress
would have far-reaching consequences. ‘‘ I shudder,” he
wrote to an intimate correspondent, ‘I shudder at the
recurrence of such a winter and spring as those of 1841-2.”
This was written at the end of August.’ A damp summer
was then turning into a drenching autumn. Peel knew
very well that a failurc of the harvest would immediately
precipitate the question of the Corn Laws. For his own
part the success of the application of free trade principles
to other commodities and the cogency of Cobden’s argu-
ments in favour of extending them to corn had convinced
hii that agriculture could not be protected much longer.
But his party was intimately concerned with this interest
and the proposal to repeal the Corn Laws could hardly
fail to shatter it. The crisis, however, proved to be much
more acute, and in its consequences much more appalling
than Peel's worst apprehensions. When the corn was
rotting in the ear reports came from Ircland that a blight
had fallen on the potatoes. The meaning of this was
obvious enough to one at all well acquainted with Irish
conditions.® The Irish peasantry lived largely on potatoes,
bargaining to work for farmers in return for a piece of
land on which to grow them. Failure of the potato crop
demanded immediate precautions against famine. Peel
fully realised all that was involved. ‘‘ The remedy,” he

! Parker : “ Peel,”” Vol. III, p. 194.
2 1t will be remembered that Peel had been Chief Secretary for
Ireland (1812-19).
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wrote to the Lord Lieutenant,! “is the removal of all
impediments to the import of all kinds of human food ;
that is, the total and absolute repeal for ever of all duties
on all articles of subsistence. You might remit nominally
for one year. But who will re-establish the Corn Laws
once abrogated, though from a casual and temporary
pressure ?’  The fact that he wrote this on October 15th
is sufficient proof that his future conduct was not dictated
by the course of political events.

Peel summoned his Cabinet at the end of the month
and insisted that it was necessary to decide whether they
would recommend Parliament—which, he thought, ought
to assemble before Christmas—to maintain, modify, or
suspend the Corn Laws. He declared himself in favour
of suspension. His view was accepted by only three of his
colleagues,? and the country became aware from the
frequent and apparently fruitless deliberations of the
Cabinet that there were acute differences. Lord John
Russell was watching events from Edinburgh. On
November 22nd he wrote a letter to his constituents in
the City of London condemning the indecision of the
Government in the face of a serious crisis and abandoning
his advocacy of a fixed duty in favour of the total repeal
of the Corn Laws.? Peel admitted that this was a dex-
terous blow ; for, as he said, it left the Government no
option but either to do nothing or to act in apparent con-
formity with the advice of the leader of the Opposition.
A majority in the Cabinet now rallied to the support of
the Prime Minister, but Lord Stanley remained uncon-
vinced. As the position seemed untenable, Peel decided
toresign. Lord John, however, failed to form a Ministry,
and the Queen commanded Peel to withdraw his resig-
nation. He reconstructed his Cabinet! and appeared at
the head of a free trade Government when Parliament
assembled on January 1gth, 1846. Then ensued the

! Parker : ‘‘ Peel,”” Vol. II, p. 224.

* Lord Aberdeen, Sir James Graham and Sidney Herbert.

3 The letter appeared in The Times on November 27th.

¢ Gladstone, who had resigned on the Maynooth question in
January, 1845, now accepted the Colonial Secretaryship.
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culminating incident in his career. He had undertaken to
carry the repeal of the Corn Laws through a House of
Commons which had been elected to maintain the pro-
tection of agriculture. The irony of his position led Peel
to attempt to tack on the corn question to the wider 1ssue
of tariff reform. Writing to Goulburn on December 27th,
1845, he said: ‘“ My wish would be not to give undue
prominence to corn, but to cover corn by continued opera-
tion on the Customs tariff ; expunging all articles which
are not worth retaining either for revenue or protection ;
diminishing duties which have been—though not so
intended—prohibitory or nearly so ; reducing, as far as it
may be safe, all protections where there is no special case
to be made out for retaining them ; and thus applying to
corn a principle of nearly universal application. . . . I attach
great importance to our doing, and doing now, what yet
remains to be done. Let us put the finishing stroke to the
good work.”!?

Peel’s proposals therefore were presented to the Com-
mons as ‘‘ the continued and more extensive application
of those principles which governed the introduction of the
taiiff in 1842.” He definitely professed his intention to
deprive the agriculturist of the argument that he was
entitled to protection because the manufacturer was
protected. Protective duties, he told the House, were,
abstractedly and on principle, open to objection, and could
only be defended on some special ground of public policy
or justice. The last three years had demonstrated that
reduced protection was the means of increasing revenue,
the demand for labour, commerce, comfort, and public
contentment. For these ends all interests ought to be
prepared to make present sacrifices. He appealed to the
manufacturers, in the first place, to do so, announcing the
removal of the remaining protection enjoyed by the linen,
cotton, and woollen industries, and the general adoption
of a duty of 10 per cent. (in lieu of the 20 per cent. of the
1842 tariff) on the importation of foreign manufactured
articles. Even Disraeli could not refrain from paying a

1 Parker: “ Peel,” Vol. III, p. 204.
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tribute to the skill with which Peel dealt with the House.
“ And to-night the manner in which he proceeded to deal
with the duties on candles and soap, while all were thinking
of the duties on something else ; the bland and conciliatory
air with which he announced a reduction of the impost on
boot-fronts and shoe leather; the intrepid plausibility
with which he entered into a dissertation on the duties
on foreign brandy and foreign sugar; while visions of
deserted villages and reduced rentals were torturing his
neighbours, were all characteristic of his command over
himself and those whom he addressed.”' When he came
to the vital question he tried to moderate the blow by
postponing the complete repeal of the Corn Laws for three
years, retaining, in the meanwhile, a revised sliding scale.?
Nothing was gained by this tactful method of approach.
The protectionists thought that they had been betrayed
and, under the leadership of Lord George Bentinck, they
fought the proposals with the greatest pertinacity and
bitterness. Disraeli skilfully directed their parliamentary
manceuvres, and, although Peel was able, with the assist-
ance of the Whigs and the Cobdenites, to carry the third
reading in the Commons by a majority of ninety-eight, and
the Lords acquiesced in the decision, his enemies were
determined to be avenged. On the night that the Corn
Law Bill passed its third reading in the House of Lords
the protectionists voted with the Opposition against the
Government’s Irish Coercion Bill. Peel was defeated by

1 Disraeli’s ‘“ Lord George Bentinck: A Political Biography,”
PP. 69-70.

2 By 9 and 10 Vict.,, c. 22 the duties on corn were altered on
June 26th, 1846, to the following scale to continue until February 1st,
1849 :
When under 48/~ a quarter at home, 10/~ duty. On the

48/- and under 49/~ 9/~ importation
49/~ . ., 50/~ 8/= | of Wheat
50/- " !n 51/— 7/_ ” from
5 ;;— v 22;- ‘;’;* | foreign

=~ » ”» 3/- o i
53/~ and upwards 4/~ ., ] countmes.

With corresponding modifications for other cereals,
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seventy-three. Three days later—June 2gth—he resigned,
expressing the hope in the concluding words of his speech
that his name would sometimes be remembered in the
homes of those whose lot it is to labour and to earn their
daily bread by the sweat of their brow.

The next six years are in the nature of an epilogue.
Political parties did not recover from the strain exerted
on them in 1846. Lord John Russell’s Administration,
which succeeded Peel’s, survived until 1851 because the
Peelites did not wish to endanger the cause of free trade.
But it was weak in the Commons and the Lords were often
hostile. When Russell was at last forced to resign in
February, 1852, Stanley—now Lord Derby—formed a
Government of the defenders of protection, but his appeal
to the country in the summer proved that a return to the
old system was out of the question. Disraeli, who was now
Chancellor of the Exchequer, recognised that it was
‘“ obsolete.” The maintenance of Peel’s reforms is there-
fore the most significant fact of this period. In itself
the Whig finance hardly deserves the condemnation which
has usually been meted out to it. The difficulties of the
years immediately following 1846 were formidable. With
famine in Ireland, a serious financial crisis in England, and
continued bad harvests, any Government might have been
seriously embarrassed. Despite the protests that it was
not the business of Government to interfere with the laws
of supply and demand, relief measures had to be under-
taken in Ireland, and these involved an expenditure of
éz,ooo,ooo out of Exchequer balances, as well as a loan
or an additional £8,000,000. The consequences of the
“ railway mania’ of the previous years contributed to
bring about the acute crisis in the money market which
threatened to become a disastrous panic in the autumn
of 1847. The Government had to consent to a suspension
of the Bank Charter Act to prevent a complete collapse.
Even as it was the failures are said to have amounted to
a total loss of £30,000,000. The revenue naturally suffered
from these disasters. Lord John Russell anticipated a
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deficit of over £3,000,00 in the year 1848-9, even
provided that the income tax were renewed. But it was
now due to expire at the end of the second three years.
The Government, however, held that it was indispensable
and proposed that it should be extended for another five
years ; for the first two at 1s. and the remaining three at
the existing rate of #d. in the pound. This proposal was
so strongly resisted in the Commons that it had to be
abandoned in favour of a renewal for three years at the
old rate.

The year 1849 is notable on account of the lapse of the
Corn Laws under the provisions of the Act of 1846. It
also witnessed the repeal of the Navigation Laws. There
is a real connection between the two events. Owing to the
shortage of cereals it had been necessary to suspend the
limitations on importation in 1847 so as to allow foreign
ships to take part in the trade. The contention that this
competition would mean lower freights—and consequently
cheaper corn—would obviously support the plea for their
complete abolition. The Conservatives fought to retain
the power of negotiating separate treaties of a reciprocal
nature on the general lines laid down by Huskisson in the
’twenties. Free traders pointed out that Great Britain
had not waited for other countries to abolish their duties
against her manufactures before she admitted their corn.
Reciprocity is based on the assumption that restrictions
benefit the country which adopts them. This the free
traders denied and, in the words of Sir James Graham,
they were opposed to any principle “ which makes the
folly of others the limit of our own wisdom.” Sir Robert
Peel regarded the abolition of the Navigation Laws as the
necessary corollory of his free trade policy.! In the House
of Commons he and his followers gave full support to the
Government. Lord Stanley led the opposition in the Lords
but, through the good offices of the Duke of Wellington,

! After his defeat in 1846 Peel declared that he would not again
accept office. He was ungrudging in the assistance he gave his
successor. Peel was thrown from his horse at Constitution Hill
and died as a result of his injuries on July 2nd, 1850.
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the Bill secured a majority of ten. The next three
sessions afford little of interest except the growing strength
of the movement for economy. In 1851 the window tax
was repealed and a house tax imposed in its place, thus
reversing Althorp’s decision in 1834. Controversy still
turned round the income tax. The Government declared
in 1851—when it was again due to determine—that it could
neither do without it nor find a substitute. Lord Stanley
protested against it being allowed to degenerate into a
permanent tax, recalling the circumstances in which the
House had consented to its imposition in 1842, and con-
tending that its renewal in 1845 was merely a carrying
out of Peel’s original scheme. It had been retained in
1848 to support the credit of the country after the disasters
of the previous year. When the Bill to continue the tax
for three years was in committec Joseph Hume succeeded
in carrying an amendment which limited it to one year in
order to refer the whole question of assessment and collec-
tion to a Select Committee. The next year, as has already
been stated, Stanley (now Earl of Derby) formed a Ministry
with Disraeli as Chancellor of the Exchequer. In his
Budget statement Disraeli spoke of the need of reviewing
the basis of taxation and establishing the principles
according to which the revenue should be raised. As a
provisional arrangement he proposed to retain the income
tax for still another year. The subsequent Dissolution
and General Election did not give Derby a working majority
independent of Whigs and Peelites. In December, 1852,
Disraeli introduced his second Budget. The financial
position forced him to recommend the retention of the
income tax for three years, but he attempted to give
compensation to the interests which had suffered from the
reforms of the tariff—a matter on which he had always
held Peel had not redeemed his promises.,' The Budget,

1 The claim was also made that the method of local rating imposed
an undue burden on the classes which had suffered from the repeal
of the Corn Laws. An Act of 1840 had definitely settled the ques-
tion that rates could not be levied on movable property. It was
therefore argued that grants should be made from the Exchequer
to assist in meeting the charges of Local Government, for that wag
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however, was rejected by the House of Commons by a
majority of nineteen after it had been submitted to
damaging criticism by Gladstone.

the only means of securing some contribution from personal property
and industrial incomes. Disraeli pressed for such an arrangement
in 1850 and 1851. Already Parliament voted certain annual
amounts towards the cost of administration of justice and poor
relief. Later the improvements in sanitation and education were
held to strengthen the case for grants in aid, see pp. 150-154, and
163-4 infra.
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(Note.—Figures are given to the nearest thousand, and
000’s are omitted.)

Year
(ending Surplus(-+)
Jan. 5th | Exchequer| Exchequer or Debt
18534 and, Receipts. | Issues. |Deficiency) Charge.
Mar. 31st ().
thereafter).

£ £ £ £
1853 53,210 | 50,792 | +2,418 | 27,935
1854 54,430 51,175 -+ 3,256 27,805

1855* 76,568 83,187 | — 6,616 | 35,431
1856 70,397 03,121 —22,724 28,113
1857 72,963 76,218 — 3,255 28,681
1858 67,882 68,129 — 247 28,745

1859 65,477 | 64,664 | 4+ 813 || 28,673
1860 71,090 69,502 + 1,587 28,754
1861 70,284 72,792 — 2,508 26,335
1862 69,674 71,116 — 1,442 26,331
1863 70,604 69,302 + 1,302 26,232
1864 70,209 67,056 + 3,153 26,212
1865 70,313 66,462 + 3,851 26,369,

*In 1854 a new method of keeping the public accounts was intro-
duced. The whole gross revenue was brought into the Exchequer,
i.e., no reductions were made for the costs of collection, these being
met in future by votes in supply on account of the révenue depart-
ments, It should also be noticed that there was a change in the
financial year, which was to end on March 31st and not on January
sth as hitherto. The figures given for 1855 above are therefore
not only gross but also for the five quarters between January, 1854
and April, 1855.
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CHAPTER V
THE COMPLETION OF FREE TRADE-1853-1865

who had followed Peel on that issue had been out of

office. The split in the Tory ranks had led to the
formation of a Whig Government which, after effecting
some important reforms, seemed to be drifting back to
that condition of financial ineptitude which had called
for the intervention of Pecl in 1842. Lord Derby, however,
found it impossible to emulate the example of Peel when
the defeat of the Whigs in 1852 at last gave him his oppor-
tunity. His Ministry consisted of untried men, and its
hold on the House of Commons was precarious. He was
hampered by the protectionist traditions of his party,
which put the Peelites on their guard against a possible
reversal of policy. His appcal to the country in July also
proved that the electorate had no desire to undo the work
of Sir Robert Peel. Derby was, therefore, presented with
the problem of how to arrive at financial stability without
departing from general free trade principles or unduly
disappointing the expectations of his immediate followers.
To this Disracli addressed himself. He admitted, when
Parliament assembled, that the country did not wish to
return to protection. But he could not entirely overlook
the demands of the agricultural interest. As has bcen
noticed, he proposed compensations ; he suggested that the
malt tax and the hop duty should be reduced by one-half,
and that farmers should be assessed for income tax on one-
third instead of one-half of their rent. He combined with
this a considerable increase in the house tax, which was
calculated to impose a heavier burden on the towns. The
defeat of the Government on these Budget proposals
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brought to a head a suggestion which had already been
informally discussed—a possible coalition of Whigs and
Peelites, After much negotiation a Ministry was formed
under the leadership of a Peelite—Lord Aberdeen—and
with five others in the Cabinet, although their party only
numbered thirty in the House of Commons. Gladstone
was appointed Chancellor of the Exchequer.

Finance has rarely so completely dominated the political
situation as it did in 1853. The two traditional parties
had failed to find any permanent basis for taxation, or to
enunciate principles which had won any wide acceptance.
On one ground or another they had contrived to secure
the temporary continuation of the income tax, while
protesting that it was not to be considered as an integral
part of the revenue. When and by what means it could
be dispensed with, neither party had clearly indicated.
Meanwhile the Committee, which Hume had moved for in
1851, had examined a great number of witnesses with a
view to discovering whether the income tax could be so
reformed that its more objectionable features might be
eliminated. Special attention was paid to the question of
differentiating the rate according to the kind of income on
which it was charged. It seemed obviously unjust that
a temporary income, such as that derived from a profession,
should pay at the same rate as a permanent income, such
as that secured from the ownership of land. In the former
case a provision would have to be made for old age and for
the support of members of the family out of current income
which would not be necessary in the latter. Actuaries
suggested that all kinds of incomes should be capitalised
and then assessed on that basis, but this recommendation
presented serious practical difficulties." There was, how-
ever, a strong body of opinion in favour of differentiation,

1 J. S. Mill, who gave evidence before the Committee in favour
of differentiation, also maintained that their arguments were
fallacious. His point was that it fwas misleading to capitalise
the income and to omit to capitalise the payments, i.e., if allowance
be made because an income is terminable, the fact that it paéya
the tax for a limited period must also be taken into account. Ses
Mill’s ** Principles of Political Economy,” Book V, Chap. 11, § 4.
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though, in the end, the Committee had to confess its
failure to arrive at an agreement as to the method of
making it by submitting the evidence it had taken to
Parliament without any recommendations. Gladstone
was therefore faced with the necessity of defining his
attitude to the income tax. He recognised that the whole
of his Budget would have to rest on his decision with regard
to it.

The Budget was introduced on April 18th in a speech
which lasted nearly five hours and revealed a remarkable
grasp of detail as well as a real unity of conception. The
proposals with respect to the income tax Gladstone de-
clared to be the corner-stone of the whole financial plan.
His first object was to remove the feeling of uncertainty.
‘““ We think it unfortunate,”’ he declared,! *“ that political
circumstances have, for the last two or three years, led to
a state of doubt in regard to the continuation of the tax
and have even begotten by degrees a feeling on the part
of the public, that the country is about to be entrapped
unawares into its perpetuation.”” He had decided to
arrest the movement towards the retention of the tax
simply as a means of balancing the annual accounts. The
income tax was a special instrument hitherto employed
for special purposes. In an historical retrospect Gladstone
showed what Pitt had achieved by using it as a “ fiscal
reserve,” and how, when its object had been secured, it
was allowed to lapse. It was also for a definite purpose that
Peel had “ called forth from repose this giant, who had
once shielded us in war, to come and assist our industrious
toils in peace.”? Consequently he held that the tax was
neither intended nor suited to be a permanent portion of
the ordinary financial system. Even those who wished to
retain it agreed that its inequalities ought to be removed
by undertaking its reconstruction. To any alteration of
the existing basis of the tax, however, he was strongly
opposed. Relinquishment, he urged, was a possible
course ; when an emergency arose the weapon could be

1 Gladstone’s ‘‘ Financial Statements,” p. 48.
§ Ibid, p. 18,
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taken down from the shelf and used as formerly for the
ends of honour and of duty. But to break up the basis
of the tax by revising the schedules and extending the
exemptions on one ground or another was to impair its
possible usefulness in the future. ‘‘\Vhatever you do in
regard to the income tax,” he concluded,' *“ you must be
bold, you must be intelligible, you must be decisive. You
must not tamper with it. . . . I believe it to be of vital
importance, whether you keep this tax or whether you
part with it, that you either should keep it or should leave
it, in a state in which it will be fit for service on an
emergency ; and this it will be impossible to do, if you
break up the basis of your income tax.”

The income tax was due to lapse. Should the Govern-
ment allow it to do so ? Gladstone asserted that it was a
possible course to take. By means of a tax on real property,
a universal system of trade licences, and a change in the
levy of legacy duties, a sufficient sum could be raised to
dispense with the income tax at once. But there were
serious objections. The threefold substitute would cause
more dissatisfaction than the income tax itself, and it
would arrest the beneficial reform of taxation. He there-
fore proposed that, having marked out the income tax
as essentially a temporary expedient, and having preserved
it from amendments which would detract from its effective-
ness in a possible future emergency, the House should
agree to its extension for another seven years; for two
years at 7d., for another two years at 6d., and for a final
three years at 5d. in the pound. It was then to expire
on April 5th, 1860. The merit of this plan was, that by
taking a sufficiently long period it was possible to adjust
the taxational system to meet the loss of the income tax.
Aslong as it was renewed from year to year a comprehensive
view was out of the question. The certainty that it would
be levied for seven years also made it worth while to con-
sider extensions of the tax, for the argument against any
alteration of the basis obviously did not apply to an
enlargement of its scope. Gladstone therefore proposed

1 ¢ Financial Statements,” p. 47.
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that incomes between £100 and £150—which had been
exempt—should pay at the rate of 5d. in the pound for
the whole seven years. He justified this lowering of the
exemption level by contending that the class thereby
included had benefited considerably from the revision of
indirect taxes which had been effected by means of the
income tax. On the same ground he argued that the
exemption which Ireland had hitherto enjoyed ought to be
removed. In 1842 Peel had intended to secure an equiva-
lent to the income tax in Ireland by raising the spirits
duty and augmenting the stamp charges.! The former
had never been done, and the latter had only operated
until 1850, when the stamp duties were reduced. There
had been some opposition in the Cabinet to Gladstone’s
present proposal, but it was finally overruled by the
decision to forego the repayment by Ireland of the
£4,500,000 of consolidated annuities, a debt which had
been incurred in the extension of the Poor Law to Ireland
and in relieving the distress caused by the Famine.
Gladstone was also quite prepared to consider the
inequalities of the income tax provided that the basis was
left intact. He agreed that intelligence and skill paid
too much and property too little, but he refused to vary
the rate according to the source of income. It was possible
and desirable in his opinion to effect an equalising of
burdens by other means. To the plea that a man ought
to be able to invest his savings, he replied that the sugges-
tion was impracticable, except in one form, which the
Government had decided to accept. If the savings, to
the extent of one-seventh of the annual income, were
invested in a deferred annuity or life assurance, it was to
be exempt. While this concession was offered to all
classes Gladstone argued that in actual practice it would
benefit those who earned their incomes by their own
exertions. He also allowed the recipient of an income
from a profession the privilege, already enjoyed by traders,
of assessing themselves on the average of three years instead
of on each year separately. But his main effort to equalise

1 See p. 90 supra.
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burdens fell completely outside the structure of the income
tax. He proposed to do so by reforming and extending
the existing legacy duty. From the time when it had
been imposed by Pitt in 1796, the duty had been anomalous,
for his attempt to levy it on all collateral successions to
property, real and personal, had failed; real property
remaining exempt. In 1805 the duty had been applied to
direct succession to personal property by bequest or
inheritance, though personalty passing under the trusts
of a settlement was not charged. Bequests payable out of
real property were subject to duty, but real property
passing by settlement or inheritance was not. As it stood,
therefore, the legacy duty was manifestly unfair. It pre-
sented Gladstone with an opportunity to remove a number
of injustices and at the same time to construct a tax on
property which would redress the balance between the
undue charge on incomes derived from professions as
compared with that on incomes arising from property. He
proposed to apply the legacy duty to all successions without
distinction. But he did not intend to charge the same
rate in every instance. Some property had to meet several
other public charges—Gladstone suggested that it might
be called ‘‘ rateable property’ because it included more
than the term real property—and therefore ought not to
pay so much as the kinds of personal property which
escaped such charges. He laid down the general principle
that the successor to rateable property should only pay on
the estimated value of his life interest. The duty was
also to fall more lightly on direct succession than on that
of more remote relatives or strangers.

It was an essential part of Gladstone’s argument that
the income tax should serve some special purpose. He
therefore proposed to associate it, in the seven years of its
extension, with the remission of duties, ““ in order to bring
to completion the noble work of commercial reform” ; in
other words, he wished to continue the policy of Sir Robert
Peel, and to employ the same means for that end. He
undertook a further general revision of the Customs tariff.
The duties on 123 articles were abolished, and those on
133 reduced. Revision was based on the general principles
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that semi-manufactured goods should enter the country
duty free, while manufactured goods, if retained in the
tariff, should not be charged more than 10 per cent. ad
valorem. The estimated loss to the Exchequer was
over £1,250,000. Onec important effect of the rcduction
of the tariff on manufactured goods was that the
preference hitherto given to Colonial manufactures by
differential rates was eliminated. Gladstone was con-
vinced of the merits of simplification, and insisted that
indirect taxes should fall heavily on a limited number of
commodities rather than more lightly on a much wider
range. The other reductions and remissions, which fell
outside the Customs tariff, also aimed at simplification.
He repealed the excise duty on soap at a loss of over
£1,000,000. Inplace of stamp duties on reccipts, graduated
according to the amount, he introduced a uniform rate of
a penny for £2 and upwards. The Assessed Taxes were
reformed by abolishing the p1ogressive scales, compositions,
and cxemptions which had rendered them extremely
complicated. Gladstone hoped by this means to make
the charges ‘few, simple, and as ncarly as possible,
uniform.” All the reforms did not come into immediate
effect, but it was cstimated that, when they did, they
would amount to a total loss of more than five millions.
This, it was hoped, would be more than compensated for
by increased consumption before the income tax was due
to lapse.

The Budgct of 1853 was primarily conccived as the basis
of a policy which would, if pursucd for scven years, stabilise
the system of public finance. Considered as an effort to
group a mass of complicated details by the application to
them of considered principles, it was a great cssay in
financial reconstruction. Everything, however, depended
on what happened within the prescribed period. Had it
been one of normal development Gladstone’s hopes would
probably have been realised. But it must be admitted
that he had his disappointments before the outbreak of the
Crimean War completely upset his calculations. His
purpose in the intervening seven years was to find a secure
tax income and to effect economies in expenditure so that
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the income tax could become a ‘‘ reserve” after 1860.
The chief new sources of income on which he relied were
the legacy duty and the increased yield of the articles
retained in the simplified tariff. In the latter his expecta-
tions were more than realised,’ but his estimates with
regard to the former proved to be very wide of the mark.
He anticipated that it would bring in by the end of four
years, when it would be in full operation, an additional
£2,000,000 to the revenue. As a matter of fact it did
not produce more than £600,000. The error seems
to have arisen from the assumption that the property
which became chargeable to the new tax would be as
valuable as that which paid the old legacy duty.? But
Gladstone met with a more serious failure in his attempt
to reduce the annual charge of the National Dcbt Dy
carrying through a conversicn. Previous reductions of the
rate of interest on Government securities had left little
margin for the operation unless an effort was made to
create 24 per cents. Gladstone admitted that 3 per cent.
had been taken in the past as the lowest possible limit,
but he thought the general fall in the rate of interest
presented him with an opportunity which ought not to be
lost. The prevalent opinion at the time, indeed, was
that interest had fallen permanently ; in some unexplained
way it had settled down after the violent fluctuations of
the past. If this was so, it was the clear duty of the
Chancellor to effect a reduction in the annual debt charge.
He therefore decided to undertake a conversion which
presented difficulties of considerable magnitude. Goulburn
had, in 1844, dealt with £250,000,000—an operation
without precedent at that time—but Gladstone proposed
to deal with nearly twice that amount. The stock in

1The Customs amounted to £20,552,000 in 18s52-3, and
£23,306,000 in 1860-1.

# The opponents of the tax believed, or affected to believe, that
Gladstone underestimated its yield in 1853. They spoke of four
millions ; probably to secure support in resisting what Lord Morley
calls *“ the first rudimentary breach in the ramparts of the territorial
system.”” For a discussion of the reason for the miscalculation
see Northcote, *“ Twenty Years of Financial Policy,” pp. 207~-10.
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question was, for the most part, either 3 per cent. ““ con-
solidated”” or ‘‘ reduced’ annuities, and, under the terms
on which they were held, twelve months’ notice had to be
given before they could be redeemed. It was impossible
to announce that the interest would be reduced and
dissentients paid off at the termination of the notice, for
the Government would thus pledge itself to a course
which might prove a bad bargain. Gladstone’s plan was
conceived in order to induce holdeis voluntarily to yield
their 3 per cents. for new stock. It was a highly ingenious
scheme. They were offered three options: (1) The holders
of 3 per cents.—then standing at par—could exchange
them for new 3% per cents., secure against redemption for
forty years, by giving £100 of the old stock for £82 10s. of
the new. This involved a reduction both in the capital
and the interest. (2) As an alternative they could exchange
their 3 per cents. for 2} per cents., each £100 of the old
stock to purchase £110 of the new. The capital was in this
case increased, but the interest was reduced. This, it
was expected, would prove very attractive, for there was
no margin for future conversion, and it thus seemed to
offer a permanent form of irredecmable stock. Conse-
quently Gladstone limited the issue of 2} per cents. to a
total of £30,000,000. (3) In addition to these alternatives
there was a third option of a different nature. Exchequer
bonds were introduced bearing a fixed rate of interest—
2§ for ten years, and 24 for the following thirty years—and
redeemable at par. These terms were offered to the
holders of certain eighteenth century stocks, such as South
Sea stock, as well as to those who had *‘ consolidated
and ‘‘ reduced,” but the former were warned that unless
they took advantage of the offer they would be paid off
in January, 1854. They objected to the terms. As the
year wore on it became increasingly obvious that Gladstone
had misread the situation when he propounded his con-
version scheme in the spring. The international outlook
was threatening, and the harvest happened to be a bad
one. Government securities fell below par, and conse-
quently the set of options lost all their attractiveness.
Less than £3,000,000 were converted under all the
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options put together. Fortunately the Government had
not committed itself to pay off the holders of any stocks
cxcept those already mentioned. When January came
round consols were down to g1, and the dissenting holders
of South Sea stock and other old annuities had to be paid
off at par, for which £8,000,000 had to be taken from
the Exchequer balances. Gladstone afterwards acknow-
ledged that he had committed an error in not discerning
the signs of the times. He failed to sce that the high-water
was just past and that, although the tide had not per-
ceptibly fallen, yet it was going to fall.' But the rcception
which the proposals received in financial circles proves
that his scheme was not regarded as rash or ill-considered
when he introduced it. The blame does not attach to the
financicr, but to the statesman. Gladstone, it is alleged,
ought to have known that the country was about to be
drawn into a continental war. This criticism is casy to
make after the event. It was, indeed, inevitable that his
opponents should fasten upon the failure of the conversion
and the consequent depletion of the Exchequer balances
in the financial discussions of the following year. This
miscalculation, however, did not affect the merits of the
1853 Budget. The country cntered upon the Crimean
War with its financial stability well established, and in
this department at any rate it revealed its rcal strength.
Had not Gladstone laid the foundations of a compre-
hensive scheme the outbreak of war would have contributed
to the growing financial confusion.

The Budget of 1854 was introduced on March 6th, a few
weeks before the actual declaration of war against Russia,
but the cstimates were already seriously affected by the
increased military charges. Although the reforms of the
previous year had met with a gratifying success, Gladstone
anticipated a deficit of over two and a half millions. He
pointed out that it would be possible to meet this by
going back on some of the resolutions of 1853, as, for

1 Letter of March 8th, 1861, printed in Morley's  Gladstone,”
Vol. I, p. 473 ; see also short memorandum in Appendix of same

volume, pp. 647~8.
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instance, by reimposing the excise on soap and suspending
the reduction on tea. At the moment, howcver, he saw
no reason for revising their previous decisions, or indeed, for
resorting to any additional indirect taxation. Nor did he
propose to raise a loan. He urged that it was highly
desirable to pay the expenses of the war by means of
taxes and, as far as he could see at present, by direct taxes.
His proposal was that the income tax should be doubled
for the first half of the year, which would give him a
surplus of nearly £500,000. This was admittedly pro-
visional. The declaration of war opened up the whole
question again, and Gladstone presented a sccond financial
statement on May 8th. His new estimates required some
£6,850,000 more than he had asked for in March, In
accordance with his contention that the war, in its early
stages at any rate, should be paid for by means of taxes,
he proposed to secure the whole amount by this method,
so distributing the burden that it would fall equally on all
classes. In the first place, the doubling of the income tax
was to be extended to the second part of the financial year
and to remain as the war rate until the conclusion of
hostilities. Secondly, there was to be a further rise in
the duties on Scottish and Irish spirits. Thirdly, the
duties on different kinds of sugar weie to be revised so that
the finer qualities should pay at a higher rate than the
coarser. Fourthly, the malt duty was to be raised from
2s. 84d. to 4s, a bushel. Since the money was needed
before the taxes would be collected, Gladstone issued
Exchequer bonds in anticipation of their yield. He
contended that this was not a departure from the principle
he had already laid down, because the bonds would be
redeemed in a comparatively short time by the proceeds of
taxes which had been voted. This, however, was hardly
a safe assumption. War is usually progressively more
expensive. It was probable that when the bonds fell due
the whole available tax yield would be necessary for the
conduct of the war, and the Chancellor of the Exchequer
would be faced by the alternative of increasing taxation
or of renewing the bonds for a new period. Gladstone was
not justified in ignoring the possibility that he was making
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a considerable addition to the unfunded debt by the
method he adopted.

It:has often.been pointed out that Gladstone unneces-
sarily embarrassed himself by enunciating broad general
principles. A practical politician, it is argued, should
avoid generalisations, because he will find the deductions
from them highly inconvenient at some subsequent stage
of his public career. As a matter of fact, Gladstone was
not so reckless in this matter as some have supposed.
There is usually some reservation behind his most sweeping
statements. But he certainly had the gift of focussing
attention on the main principle so effectively that, when
he pointed out the more or less implicit qualifications, he
was accused of casuistry. In 1854 he provoked a great
deal of discussion by his assertion that wars should be
paid for by present taxation and not by loans which
shifted the burden on to posterity. His argument in
support of this thesis was partly based on moral con-
siderations and partly on economic. * The expenses of a
war,” he declared, *“ are a moral check which it has pleased
the Almighty to impose upon the ambition and lust of
conquest, that are inherent in so many nations. . . . The
necessity of meeting from year to year the expenditure
which it entails is a salutary and wholesome check, making
them measure the cost of the benefit upon which they may
calculate.”” This doctrine finds little confirmation in
history. The risks of war are sufficiently appalling, it
might appear, to deter the nations from embarking upon
it without insisting on the additional terrors of high
taxation. War, however, is not contemplated, even by
those nations in which ambition and lust of conquest are
supposed to be inherent, as a nicely calculated affair of
material benefits. At the worst, there is the belief that
the advantages will greatly outweight the costs. More
usually each side is able to convince itself that war is an
inevitable outcome of the machinations of the other. The
fear of increased taxation will not dispel international
suspicions or mitigate racial animosities. To contem-
poraries, however, it was the preaching of this doctrine
by a member of the Government engaged in the prosecution
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of a war that seemed incongruous. Why should he want to
check the warlike ardour of the people by throwing the
whole cost on the present and by safeguarding the interests
of future generations ? Was it not his business to proclaim
that no expense was too lavish to achieve the ends for
which the country had gone to war ? Was not national
honour involved ? Gladstone did not seem to realise that
to talk of moral checks was to arouse some suspicion of the
strength of his patriotism.

The economic reasons adduced for and against the
practice of borrowing reveal some confusion of mind.
Gladstone spoke as though the Government had the
alternative of imposing the burden of war cost on posterity,
if it wished. He also seemed to regard loans as subscribed
out of accumulations of capital, thereby diverting it to
unproductive purposes and damaging the position of the
working classes. His opponents, of whom Newmarch'® was
the most notable, were content to argue that heavier
taxation would ultimately encroach on capital, but that
there was sufficient capital to meet any loans that were
likely to be floated without diminishing the amount
profitably employed in productive industry. Stafford
Northcote similarly contends that there are certain con-
ditions of national existence under which it is less injurious
to part with capital than with earnings, the assumption
being that taxes would fall on the latter and borrowing
would secure the former. This capital he concelves as
withdrawn from the market, thus reducing the fund which
supports labour. He thinks, however, that heavy taxation,
would hit the workers harder than this diminution in

1 William Newmarch, in his essay ‘ On the Loans raised by
Mr. Pitt,” already referred to on p. 167. supra, is obviously dealing
with Gladstone’s arguments, although he does not mention his
name. His idea that there were sufficient ‘‘ overflowings of the
National Capital ” to float loans without doing any damage to
the fund is taken from Mill, *“ Principles of Political Economy,”
Book V, Chap. VII. Northcote, ‘“ Twenty Years of Financial
Policy,” pp. 259-262, is also concerned about the effects on the
wages-fund. The theory, which caused some of the confusion in
the arguments noticed 1n this passage, was ultimately abandoned
by Mill in 1869.
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the wages-fund. The antithesis between capital and
present earnings or current production is unreal, and the
idea that posterity can lend any assistance misses the
real point. A war must be carried on by means of existing
resources, whether they be commodities or services. The
question is whether the State should secure command
of these means by acquiring purchasing power through
taxation or through borrowing. Whichever methoa it
employs it limits the amount available for other purposes.
By taxation it imposes economies on those who are obliged
to pay; by borrowing it induces persons to limit their
present demand in consideration of a future payment.
Taxation difters from borrowing in that it does not involve
any future charge. At the time, however, both taxation
and borrowing are means of gaining a lien on present
production. Gladstone was certainly right in suspecting
the results of the fatally easy method of borrowing.
It always tends, when proper banking facilities exist, to
be partly based on credit and not on current savings.
When this happens purchasing power is manufactured
which is not represented by any increased production.
Prices tend to rise, and what is in effect disguised taxation
of general consumption results. To impose additional
taxation at the beginning of a war is a sound policy. If
once the oppot tunity is missed experience has demonstrated
again and again that it is impossible to recover lost ground.

How Gladstone would have met the financial problems
of the later stages of the war can only be inferred from
his subsequent statements. The Aberdeen Ministry fell
in January as a result of the outcry against the mis-
management in the Crimea, and, although he accepted
office in the reconstituted Government under the leader-
ship of Lord Palmerston, Gladstone (and his Peelite
colleagues) resigned when the Prime Minister agreed to
the appointment of a Committee of Inquiry into the
conduct of the war. He was succeeded at the Exchequer
by Sir George Cornewall Lewis.” The Budget was intro-

1 Sir George Cornewall Lewis (1806-1863) was a native of Radnor-

shire. He was Financial Secretary to the Treasury from 1850 to
1852,
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duced on April 20th, 1855; the new Chancellor had so
recently assumed office that he followed the main lines
which his predecessor had intended to propose. There
was an estimated deficiency of £23,000,000 to be provided
for in the coming year, and a loan was incvitable. Lewis
contracted with Messrs. Rothschild for a loan of £16,000,000
and issued £3,000,000 of Exchequer bills; the remaining
4,000,000 required he raised by taxation, chiefly indirect,
alling on sugar, tea, coffee, and spirits. He added two-
pence in the pound to the income tax, thus raising it to
1s. 4d. Itis possible that Gladstone would have attempted
to impose heavicr taxation in 1855, but it is quite clear
that he would have been unable to avoid a loan. The
costs of the war continued to outrun the estimates and
Lewis had to supplement them from time to time. Still
the country stood the financial strain with comparative
ease, a fact which was largely due to the unimpaired
prosperity of trade and industry, and the special effort
to meet the war charges out of current income. Glad-
stone’s insistence on increased taxation in 1854 was fully
justified. The total cost of the war was computed by
Lewis on the basis of a comparison of the years 1851-1854
and 1854-1857, which gives a general indication of the rise
in public income and expenditure. He showed that the
war had involved the net addition of over £32,000,000 to
the National Debt, and a special taxational effort amount-
ing to about £38,000,000. Of the latter the yield of direct
taxes was about 65 per cent. of the whole. It would,
however, be misleading to suppose that, even from the
narrow point of view here taken, that the Crimean War
merely represented the spending of £70,000,000; there
was no return to the scale of public expenditure in 1851~
1854, for the war had broken the European peace and
ushered in a period of international unrest which resulted
in a general increase of armaments.

The Budget of 1856, although it was brought forward
after the conclusion of peace, was to all intents and pur-
poses a war Budget. Retaining all the war taxes, the
Chancellor had still to borrow £5,000,000 in order to avoid
a deficit. He submitted that, apart from the charge of
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the debt, the country’s expenditure per head of the
population was not greater than that of other nations. But
the necessity for economy was insisted upon by both
Disraeli and Gladstone. The former argued that the
maintenance of a considerable military establishment in
time of peace so far from strengthening the country, would
impair its resources should another crisis arise ; the latter
regretted that more stringent reductions had not been
proposed. There was already an indication of the differ-
ences of opinion which were to shape the financial dis-
cussions of the next three years. The hopes that had been
placed in the year 1860 had by no means been dissipated
by the Crimean War. It was still expected to mark an
era in finance, and the problem was how to secure that
excess of income over expenditure which would enable
the Chancellor to dispense with the income tax in accord-
dance with the plan of 1853. Neither Lewis nor his
opponents faced the fact that the Crimean War had so
upset calculations that the prospect of adhering to that
plan was hardly worth contemplating. They differed as
to the method which ought to be pursued in order to attain
an end about which they were in agreement. Lewis wished
to continue the war taxes as far as practicable so as to pay
off part of the debt recently contracted by meeting the
Exchequer bonds on maturity and maintaining a special
Sinking Fund. Disraeli expressed the popular feeling
against the retention of war taxation in time of peace.
His protest was supported by Gladstone, who insisted that
economy in expenditure was an urgent necessity. The
Chancellor’s critics did less than justice to his efforts to
reduce the National Debt, and thereby to lighten the annual
charge as soon as possible. They represented the issue
as a choice between high taxation accompanied by high
expenditure, and remission of war taxation with a corres-
ponding revision of the estimates. In 1857 Lewis proposed
to retain the income tax at 7d. in the pound until 1860—
instead of the 5d. rate provided for by the arrangement of
1853—and to reduce the duties on tea and sugar from the
war figure, but not so low as had been originally intended.
But he resisted other demands for remissions and aroused
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Gladstone’s indignation by associating himself withTthe
eighteenth century doctrine, that a good system should
press lightly on a number of points and heavily on none.!
This reduction of taxation, however, meant a smaller
surplus in the coming year, and seemed to threaten a deficit
in the following two years, when it would take full effect,
for there was not a corresponding revision of expenditure.
Disraeli drew attention to this danger, pointing out that it
would probably make the removal of the income tax in
1860 impossible.

The assumption that the Government could, if it wished,
return to the standard of expenditure in 1853 was groundiess.
War in Persia and China, and reconstruction of dockyards
and building of the new battleships meant increased
estimates. The General Election of 1857 showed that the
country approved of Palmerston’s policy, and inferentially,
of the expenditure it involved. Consequently the opposi-
tion to the estimates had to be modified and Lewis’s Budget
accepted. His calculations, however, werc upset by the
unexpected costs of operations in the East and the compli-
cation introduced by the outbreak of the Indian Mutiny.
Still more serious was the financial collapse which came
in the autumn. This crisis had its origin in the United
States, where speculation had been stimulated by the
recent gold discoveries. Banks had advanced credit for
the construction of railways to such an extent that many
of them 2ould not meet their liabilities when the failure of
the Ohio Life Insurance and Trust Company precipitated
a panic. The effect was immediately felt in Great Britain,
for some £80,000,000, it was estimated, had been invested
in American stock. The Western Bank and the City of
Glasgow Bank had to suspend payment. So strong was
the drain on the reserve of the Bank of England that the
discount rate was advanced to 10 per cent. Still the
demand for accommodation continued until by November

1 He declared that Arthur Young’s opinion that * simplicity in
taxation is the greatest additional weight that can be given to taxes'’
was full of wisdom and a useful practical guide in the arrangement
of a system of taxation.
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11th the stock of coin and bullion had fallen so low that
it was impossible to make any further advances. At this
point the Chancellor of the Exchequer intimated to the
Directors of the Bank that, if they were unable to meet the
demands for advances on good securities without exceeding
the limits of note circulation defined by the Act of 1844,
the Government was prepared to propose a Bill of
Indemnity to cover a breach of its provisions. This
announcement restored confidence, though, in this instance,
the Bank had actually to issue notes to the extent of
£2,000,000 beyond the statutory limit.!

The financial outlook in 1858 was not so bright as it had
been at the beginning of the previous year. The money
market had been through a period of acute strain and
needed time to recuperate. With its commitments in the
East the Government had little opportunity for retrench-
ment in expenditure. But the year 1860 was drawing
near and it was hard to abandon the hopes which had
been built on it. By a peculiar irony the accidents of
politics called to the Exchequer in the two remaining
years Lewis’s leading critics—Disraeli and Gladstone—
and they had in turn to put forward their practical proposals.
Palmerston was defeated in February on the Conspiracy
Bill. He was succeeded by Lord Derby, who found himself
as in 1852, at the head of a Government which did not
command a majority in the House of Commons. His
Chancellor—Disraeli—could plead that the cstimates had
been prepared before he assumed office, and that the
delicate balance of parties greatly restricted his action.
He had also identified himself while in opposition, with
the general demand for reduction of taxation. The
estimated expenditure of the year was over £67,000,000,
but of this £3,500,000 was due to the arrangements which
had been made for the redemption of the war debt. Since
he held that there was an obligation to reduce the income
tax to 5d.—the rate contemplated by the *“ compact” of
1853—he had to face the alternative of increasing taxation

! This is the only instance in which it was found necessary to
exceed the limit. But see p. 207n. infra.
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or abandoning the attempt to redeem the debt. He chose
the latter, proposing the repeal of the War Sinking Fund
Act and renewing the Exchequer bonds which were falling
due. By this means he converted an estimated deficit of
£4,000,000 into one of f500,000. To meet this he
raised the spirit duties in Ireland to the English level' and
imposed a penny stamp duty on bankers’ cheques. Dis-
raeli, in preferring to prepare for the removal of the income
tax rather than to continue the redemption of the debt,
was no doubt giving expression to the popular feeling on
the question ; but a broader survey reveals that it was a
mistake. In 1859 the Derby Ministry was defeated on its
Reform Bill and, on appeal to the country, failed to secure
a majority. The Whigs, Peelites, and Radicals came to
an understanding, and Palmerston returned to power. He
now conceived a strong suspicion of the designs of
Napoleon III, and the country supported him in preparing
by the building of ships and the construction of defences
for any eventualities. There was a consequent increase in
the naval and military estimates which defeated the hopes
for economy. Gladstone, when he introduced his Budget
in June, had to announce an estimated deficit of nearly
£4,500,000. It was too late in the year to con-
template anything more than a provisional arrangement.
He was as opposed as ever to the policy of borrow-
ing, and the indirect taxes still remained at their war level.
Necessity compelled him to resort to the income tax which
he proposed to raise to gd. in the pound. As this would
fall short of what was nceded, he also reduced the length
of the credit period allowed to maltsters, which would have
the effect of bringing an additional three-quarters of a
million of the duty within the current financial year.

The time had now arrived to put the hopes so persistently
centred in 1860 to the test. Gladstone took the unusual

t There had been a considerable difference between the duties
on spirits in England, Scotland and Ireland. Gladstone raised the
Scottish and Irish duties in 1853, and again in 1854. Sir George
Lewis assimilated the Scottish and English duties in 1855, and in
1858 Disraeli removed the remaining difference by bringing up the
Irish duty to the same level.
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course of presenting his Budget as early as February 1oth,
for he was anxious to explain the details of a scheme which
was even more comprehensive than that of 1853. With
his wonted skill he put in the foreground the facts which
gave a peculiar significance to the coming financial year.
There was the unprecedented relief to the annual charge of
the National Debt caused by the falling in of annuities
to the amount of £2,146,000. As the law stood, the duties
on tea and sugar, yielding nearly £12,000,000, would
lapse on March 31st. At the same time the income tax
would terminate and thus deprive the Chancellor of between
£0,000,000 and £10,000,000. On the side of revenue
the House seemed to have the opportunity of making
decisions of far-reaching importance. Gladstone main-
tained the illusion. He estimated the income for 1860-1
on the basis of the understanding of 1853—omitting the
income tax and taking the tea and sugar duties at the
minimum rates—in order to demonstrate the extent of
the deficit and allow his hearers to exercise the largest
and freest choice as to the means they would adopt to meet
it. The total income would be £60,700,000 ; he cstimated
the expenditure at £70,100,000—leaving a deficit of
£9,400,000. A simple solution of the problem, he suggested,
would be to renew the tea and sugar duties at the existing
“war’’ rates and impose an income tax of gd. in the
pound. But this would be a curious sequel to the calcula-
tions of 1853. In an interesting digression he showed
where those calculations had broken down. The succession
duty had been a disappointment, and the Crimean War
had not only wiped out the annual surpluses which would
have reduced the National Debt, but had also considerably
increased it. Additional taxation of the war period,
however, was sufficient to meet these charges and make
the abandonment of the income tax possible. The real
difficulty was the steep rise in expenditure. In 1853
estimates of future expenses were based on the fact that
there had been hardly any increase for about twenty-five
years. The assumption that there would be no perceptible
rise in the seven years had been completely falsified, and
the principle of economy could not be drastically applied.
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To accept increased expenditure and then make the
requisite additions to taxation was not Gladstone’s method.
As a financier he sought for some unifying principle as
the basis of his Budgets. In 1853 it was the provision
for the ultimate extinction of the income tax accompanied
by commercial reform as a justification for its temporary
retention. The key stone in 1860 was the Commercial
Treaty with France. Everything fell into its place with
respect to it. He was profoundly dissatisfied with the
rapid growth of public expenditure. The only hope of
abating it was to remove the suspicion of French motives,
which was inspiring the outlay on forts and ships. ‘‘ For
this panic,” he wrote at a later date,! ““the treaty of
commerce with France was the only sedative. It was, in
fact, a counter-irritant ; and it aroused the sense of
commercial interest to counteract the war passion.” The
Treaty also made it possible to continue the task of reform-
ing the tariff which had been suspended for seven ycars.
The very fact that expenditure had reached such a high
level was, he urged, a reason for persevering in that course.
Former revisions had enabied the country to bear an
increased burden ot taxation without staggering under it.
There was every cause to believe that a further simplifica-
tion would contribute to the general prosperity and thereby
strengthen the resources of the community. Further, the
continuation of the policy of commercial reform would
justify the retention of the income tax, for it would again
be associated with the work which Peel had ascribed to
it. In short, the Treaty with France enabled the Govern-
ment to complete the process which had been initiated in
1842, and continued in 1845, 1846, and 1853 ; it opened
up the prospect of economy in public expenditure ; and it
promised such an adjustment of revenue and expenditure
that ultimately it might be possible to dispense with the
income tax.

The suggestion of a commercial understanding with
France had been thrown out by John Bright during a

1 See undated memorandum quoted in Morley’s ‘‘ Gladstone,”
Vol. II, p. 23.
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speech on expenditure and taxation in the previous session.!
It had come to the notice ot the French economist, Michel
Chevalier, who wrote to Cobden urging him to take up the
question. Cobden discussed it with Gladstone, and came
to an agreement that he should get into touch with the
French supporters of the project in Paris, where he had
already arranged to spend a holiday. He found that the
French Minister of Commerce, Eugéne Rouher, was well
disposed to frec trade ideas. The Emperor himself also
entered into the discussions. It is clear, however, that
he was much less influenced by the commercial aspects of
the proposal than by the possible political advantage of
better relations with Great Britain. He was somewhat
chary of arousing the opposition of the strong protectionist
interests in France, and it was only after much vacillation
that he ultimately decided in favour of a treaty. Under
the constitution of the Second Empire Napoleon claimed
that he had the power to amend the tariff in a foreign
treaty without reference to the French Chamber. But
Cobden had to contend with many other serious difficulties
before the details of the scheme were finally adjusted.
He made it a fundamental principle that Great Britain
should not grant France any exclusive privileges. This
meant that, as fa1 as Great Britain was concerned, the
concessions given to France were to be offered to all other
countries. But what the concessions were to be was
the subject of negotiation between the two contracting
parties. In this way Great Britain did not depart from
its free trade attitude, though it was taking the final step
in that direction, with the help of an agreement with
another State. To doctrinaire free traders this seemed a
departure from strict principles, for they held that the
country ought to remove 1ts tariffs without consultation
with, or guarantece from, any other. Cobden’s view was
that practical considerations in this instance outwcighed
mere theoretical objections. Great Britain’s offer was
simple. She proposed to abolish immediately and totally
all duties on manufactured goods, to reduce the duty on

1 G. M. Trevelyan : ‘‘ Life of John Bright,” p. 285.
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brandy to the colonial level, and to adopt a lower scale on
the importation of wines. These were, in fact, concessions
to France, though they were also freely offered to all other
countries without any conditions. France, however,
limited her concessions to Great Britain only. She
engaged to reduce the duty on British coal and coke, bar
and pig iron, steel, tools and machinery, yarns, and flax
and hemp manufactures. From October 1st, 1861, she
agreed to remove all prohibitions and to reduce high
duties to 30 per cent. or less ad valorem. After 1864 the
maximum was to be 25 per cent., and an arrangement was
made for the conversion of ad walorem into specific duties
by further negotiation. The treaty was signed on January
23rd, and was to run for ten years in the first instance.
Within that period its influence became more potent than
its authors had anticipated, for it included a most favoured
nation clause, by means of which any further concessions
made by one of the parties to another State automatically
accrued to the other. France entered upon a period of
commercial negotiations, and Great Britain secured a
further reduction of duties on many articles as a result.}
Gladstone estimated the loss to the revenue of the first
year’s operation of the Commercial Treaty at £1,190,000.
He also proposed to abolish the duties on a variety of
articles quite apart from the treaty—including butter, eggs,
cheese, nuts and tallow—at a further loss of nearly
£1,000,000. The tariff was thus reduced to forty-eight
articles and, except for the remaining nominal duties on tim-
ber and corn, was not in any sense protective. To cffect
these commercial reforms the income tax was raised from od.
to 10d. in the pound for one year. This naturally aroused
opposition, and in the discussion of the Budget proposals
the issue was narrowed down to the extra penny which, it
was alleged, was necessitated by the suggested repeal of
the paper duty. The case against the duty as one of the
surviving Excise charges on manufactures was peculiarly

1 See C. J. Fuch’s ‘‘ Trade Policy of Great Britain,” Chap. I;
P. Ashley, "“Modern Tariff History,” Part III, Chap. III; and
J. A. Hobson, “ Richard Cobden, the International Man,”” Chap. X,
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strong ; it was expensive to collect, it tended to prevent
improvement in manufacture, and it was, as its critics
insisted, a ““ tax on knowledge,” for a uniform charge on
all qualities of paper affected the price of all publications.
But the capitalists interested in the industry did not wish
competition to be introduced, and their original objections
were soon converted into more general terms. The
Government’s majority in the House of Commons fell to
nine, and when the Paper Duty Abolition Bill reached the
Lords it was so successfully identified with the increase
of the income tax that the Second Chamber rejected it.
This interference with a money Bill led to a strong re-
monstrance from the Commons; but the matter was
allowed to drop for the moment.

The Budget Speech of 1861 is remarkable for the space
given to an analysis of the financial history of the past
year. It was, Gladstone freely admitted, an unfavourable
statement. Taxation and expenditure had rcached the
highest point known in time ot pcace. The harvest had
been one ot the worst for the last half-century. There was
a deficiency of £2,000,000 on the estimated receipts.
He demonstrated, however, that the reforms in the tariff
had been followed by increased consumption, and had
therefore been fully justified. The presentation of his
argument was a complete contrast from that of the previous
year. Then he wished to bring the deficiency of revenue
into relief, and did so by assuming that the taxes which
were about to expire could not be counted on. Now he
took for granted that the income tax at 1od. and the
sugar and tea duties were to be continued, and by this
means he produced a prospective surplus of nearly
£2,000,000. This was too much to keep in hand, and con-
sequently he proposed remission of taxation. The surplus
was not sufficient to enable him to do anything effective
with the sugar and tea duties, Besides, the income tax
had the prior claim. His plan was therefore to take the
penny off the income tax at the loss of rather more than
£1,000,000 and to associate it with the repeal of the paper
duty, which had been defeated in the previous year. The
Opposition had so closely connected the extra penny with
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the proposed repeal of the paper duty that Gladstone was
in a position to gain his end by admitting their argument
that the two were linked together. He also took occasion
to repudiate the idea that he was opposed to indirect
taxation as such, and to point out that the free trade
movement had meant the extensive repeal of indirect
taxes and the concentration of the burden on a few pro-
ductive indirect taxcs. As to the opinion that it was
peculiarly his duty to abolish the income tax because of
the promises of 1853 he pleaded that it was imposing an
impossible task on him in the existing circumstances.
“1 should like very much,” he added,” * to be the man
who could abolish the income tax. I do not abandon
altogether the hope that the time may come.”

From the beginning of the Palmerston Ministry Gladstone
had never disguised his uneasiness about the high level of
expenditure. At first he had to struggle as best he could
against popular opinion which supported the Prime
Minister’s efforts to strengthen the national defences. It
is a tribute to his courage and resourcefulness that, in
spite of the increasing estimates of the first three years,
Gladstone was able to carry through the Budget scheme
of 1860. After 1862 he began to reap his reward. In that
year he had such a limited surplus that, in view of the
complications arising out of the American Civil War, he
decided that he could neither remit any taxation, nor
did he thiik it necessary to impose any. The only import-
ant altcration of the ycar was the commutation of the hop
duty for a new scale of brewers’ licences. It proved to be
the turning-point. The international situation became
easier, and the principle of economy won general acceptance.
Year after year the Chancellor had substantial surpluses.
The last four of his series of eight consecutive Budgets are
characterised by reduction of expenditure and remission
of taxation. He tried to balance the relief given to direct
and indirect taxes so as to distribute it as evenly as possible.
In 1863 he reduced the income tax to 7d. in the pound
and the duty on tea to 1s. In the following year the

! Gladstone’s * Financial Statements,” p. 244.
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income tax was brought down to 6d., and the complicated
question of the sugar duties was taken in hand. Gladstone
not only effected a reduction, but also simplified the duties
by adopting a new system of classifying the different kinds
of sugar. The changes he made removed the last remnants
of the “ war”’ duty on the commodity., In the Budget of
1865 he employed a handsome surplus to reduce the income
tax to 4d.—the lowest point it had ever touched—and the
tea duty to 6d. The legislative inactivity of the Palmerston
Ministry brought out into sharper relief the work of its
Chancellor. So, when its seven years had run it was no
wonder that its appeal to the country secured a vote of
confidence. In the new Parliament Gladstone was able
to announce another surplus. He completed his work by
repealing the duty of 1s. the load on timber which,
though low, was distinctively protective. But the death
of Palmerston reopened the question of Parliamentary
Reform, and on this issue the Government resigned in
June, 1866,



STRAINS AND STRESSES—1866-1892

(NoTe.—Figures are given to the nearest thousand, and 00o’s are
omitted.)

Year surplus(-)
: Ex- Ex-
(ending che or Debt
quer chequer :
Mg:sﬁ) Receipts. Issues. Def(lfi(;'ncy Charge.
£ooo £o000 £ooo £o000
1866 | 67,812 65,914 | 41,898 || 26,233
1867 | 69,435 67,780 | + 2,655 || 26,082
1868 69,600 71,236' | — 1,636 || 26,572
1869 72,502 74,973' | — 2,381 || 26,618
1870 | 75434 68,865 | + 6,569 || 27,054
(73,081)% (67,111)
1871 | 69,945 69,548 | + 397 | 26,826
(68,174) (67,778)
1872 74,708 71,490 | + 3,218 || 26,840
(73,088) (69,870)
1873 | 76,609 70,714 | + 5,805 || 26,805
(74,722) (68,828)* -
1874 | 77,336 76,467 | + 869 | 26,707
(75.474) (74,605)
1875 | 74,921 74,328 | 4+ 593 || 27,004
(73,599) (73,005)
1876 | 77,132 76,622 | + 510 | 27,444%
(75,488) (74,978 (280)
1877 | 78,565 78,125 | + 440 | 27,993
(76,769) (76,330) (625)
1878 79,763 82,403 | — 2,640 28,413
(77,740) (80,380) (765)
1879 | 83,116 85,408 | — 2,292 || 28,644
(81,155) (83,446) (634)
1880 | 81,265 84,106 | — 2,841 || 28,763
(79.344) (82,185) (651)
1881 | 84,041 83,108 | + 933 | 29,575
(81,872) (80,939) (351)

! Including Supplementary Votes for the Abyssinian Expedition, etc.

* See note ! on next page.

3 Including £3,200,000 for the Alabama claims.

4 From 1876 the amount of the New Sinking Fund — which is
included in the Debt Charge—is given in brackets in each year.
It was suspended in 1886 and 1887.
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(NoTe.—Tigures are given to the nearest thousand, and ooo’s are
omitted.)

Inter-

Year - Surplus(+)
X Ex- | cepted Ex- P
(cndxtng chequer forliocal chequer D ﬁqr Cgebt
M3alrih) Receipts./Taxation| Issues. c( ciency arge.
) Accounts | —)-

i £000 £000 £o000 £000 £000
1882 | 85,822 85,473 | + 349 || 29,605
' (83,955) (83,600) (270)
1883 | 89,814 89,716 | + o8 || 20,679
' (87.387) (87.288) (214)
1884 ‘88,085 87,880 | + 205 29,652
' (86,160) (85.054) (600)
1885 00,043 91,093 | — 1,050 | 29,548
(87,088) (80,038) (508)
1886 89,581! 92,224 | — 2,043 || 23,450
1887 | 90,773 80,097 | + 776 | 27,958
1888 | 89,802 87,424 | + 2,379 || 26,214
. (679)
1889* | 88,473 | 1,400 | 87,684*| -+ 489 || 26,225
(1,164)
180 89,304 | 5,186 | 86,083 | - 3,221 25,227
(700)
1891 | 89,489 | 6,974 | 87733 | + 1,756 | 25,207
(1,272)
1892 | 90,995 | 7,582 | 89,928 | + 1,067 | 25,200
! (1,542)

! In comparing the figures of 1886 and subsequent years with
those of previous years it should be noticed that in the former the
Army and Navy Extra Receipts and the Contributions by India
for Military Charges arc cxcluded. The revision which is necessary
to make the figures comparable has been carried back as far as 1870,
the revised amount being given in brackets, see ‘' Statistical
Abstract,”” Thirty-second Number, 1885.

2 From 1889 part of the yield of certain taxes (Customs, Excise
and Death Duties) was paid to Local Taxation Accounts and did
not appear—although collected by the Imperial Government—in
the Exchequer Receipts, see p. 23¢%., for details.

3 Inclusive of expenditure incurred under the National Debt
Conversion Act, 1888, which amounted to £2,009,958, and which
thdugh not in the Budget Estimate was met out of revenue.
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CHAPTER VI
STRAINS AND STRESSES—1866-1892
I

IR ROBERT GIFFEN expresscd the opinion that
S Gladstone was preparing for another great coup in
the series of Budgets from 1863 to 1806." The
annual cxpenditure had been reduced from £72,792,000 in
1861 to £05,914,000 in 1806. The income tax stood at
4d. in the pound, and the duties on tea and sugar were
modcrate. Still the revenue was proving eclastic and
further surpluses seemed certain, \What was to be the
next step? Would Gladstone take the favourable oppor-
tunity to consign the income tax to the “ reserve” of
which he had spoken in 1853 ? Or would he retain it in
order to cffect reforms in the taxational system ? It was
clear enough that the policy of reduction of dircct and
indirect taxcs would reach a point when it would be
necessary to adopt a more positive coursc. A compre-
hensive survey and consolidation of the existing taxes was
a task which would have made a peculiar appeal to Glad-
stone. But the coup which Giffen surmises was in con-
templation was not to be brought off at this juncturc. The
years from 1863 to 1866, with their remarkable surpluses,
did not prove to be the inauguration of a new period.
They were in many ways highly exceptional. The
Chancellor had a rcal passion for cconomy, and public
opinion had rallied to his support. A wave of prosperity
was passing over the country and the public revenue was

1 Giffen : ‘“ Essays in Finance,” first series, p. 223. Giffen’s
essay on ‘' Mr. Gladstone’s Work in Finance '’ was written in 1869,
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rising. Appearances might well encourage the hope that
Gladstone would attain the object he had set before himself
in 1853. The year 1866, however, dispelled the illusion.
It was not only that the Government resigned in June—
though the breach in continuity was important. Gladstone
had been able to accomplish so much because he had been
at the Exchequer for eight years; his successor could
hardly be expected to have the same grasp of details.
But, altogether apart from personal considerations, 1866
was a critical year. The prosperity of the previous years
had stimulated speculation to a dangerous extent. Recent
legislation had also contributed to assist in the inflation of
credit. In 1862 the amended Companies Act had facilitated
the formation of joint stock enterprises with limited liability.
Immediate advantage was taken of this law to found a
great varicty of new companies as well as to reconstruct
old companies on the new basis. In order to dispose of the
stock issued by these companies the practice of *“ financing *’
was generally adopted, i.e., instead of waiting until its
stock was placed among subscribers a new company would
hand its securities over to a finance company which would
make an acceptance in its favour. It was then possible
to raise money at once on the credit of the finance company.
The finance companies themselves obtained their funds
by placing their shares at high prices. This arrangement
had considerable advantages (for instance, a railway
company could begin construction at once), but it obviously
depended on the sound management of the finance company
and the ultimate success ot the enterprises which they were
backing. The real question was that of their ability to
meet theit acceptances when they fell due. One of the
most important of the finance houses was that of Overend,
Gurney & Co. It financed railways in Great Britain, cotton
in the United States, and also had investments in India.
Such was the confidence in its operations that money was
pressed on it by the public and, as long as the speculative
mania continued, it had little difficulty in finding outlets
for it. The crash came on May roth, 1866, when Overend,
Gurney & Co. suspended payment with liabilities amount-
ing to nearly £19,000,000. It was a failure on an
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unprecedented scale and led to a collapse of confidence.
On May 11th—" Black Friday ”’—there was a general run
on the banks, and conditions of complete panic prevailed.
The Bank of England did what it could by advancing
£4,000,000 in the course of the day.! But its reserve was
so depleted that it had to intimate the position to the
Government. The suspension of the Bank Charter Act
was authorised with the proviso that the Bank was to
maintain the rate of discount at 1o per cent. The
announcement of this decision allayed the panic and the
Bank did not require to exceed the legal limit of its note
issue. But the crisis left an acute feeling of uneasiness
and the money market was slow in recovering from its
consequences. The damage to trade and industry, how-
ever, was not scrious, because it had been essentially a
credit crisis. Unfortunately it coincided with the visita-
tion of the rinderpest, which caused the loss of farm
stock of the cstimated value of £3,000,000, as well as
the temporary intermission of the cattle trade. The
harvest also proved unsatisfactory. In these circumstances
the revenue lost that clasticity which had characterised the
past few years.

In June, 1866, Lord Derby assumed office for the third
time without a party majority in the House of Commons.
Disracli again became the Chancellor of the Exchequer.
There was no professed change in financial policy. The
new Government was as committed as its predecessor to
the principles of free trade, and in introducing supplemen-
tary estimates in July, Disraeli declared that it was his
intention to observe the precepts of public economy which
he had preached while in opposition. England’s real
strength, he insisted, was her financial reserve and not her
actual fighting forces. Accordingly, when the time came
for the presentation of the Budget of 1867, it included no
novel features. In spite of the Chancellor’s good intentions

1 The Bank of England had reluctantly refused to advance
£400,000 to Overend, Gurney & Company because the security
offered was not sufficient. Andréadés: ‘' History of Bank of
England,” p. 358.

141



A TFISCAL & FINANCIAL HISTORY OF ENGLAND

there was a rise of considerably more than £1,000,000 in the
estimated expenditure of the coming year. But he
anticipated a surplus of £1,200,000, most of which was to
be applied to the scheme of debt reduction. This was
following the lead which Gladstone had given in the
previous year. Events had conspired to draw attention
to the fact that, considering the increase of national wealth
and the buoyancy of the revenue, very little had been
done to reduce the debt charge. Preference had been
given to the remission of taxes, a course which offered the
greatest possible present rclief but did not lighten the
burden which posterity would have to bear. The question
was asked whether they would be likely to be able to meet
the charge. On this serious doubts were expressed. It
was pointed out that the country’s industrial supremacy
was based on its coal supplics, and they would be exhausted
within a comparatively short time.! Instcad of remitting
taxes in face of the increasing annual yield, prudence
demanded that the large surpluscs should be devoted to
the repayment of the debt. Therc were also suggestions
that the Government should acquire railway debentures,
or even invest in ordinary or preference railway stock, in
order to secure the means to pay it off. The actual plan
adopted by Gladstone was much less ambitious. It was
that of turning part of the funded debt into terminable
annuities, i.e., of cancelling debt on which interest had to
be paid in perpetuity in favour of debt which would be
wiped out in a fixed number of years by annual payments
which included interest and return of capital. These
annual payments were, of course, heavier than the interest
on the funded dcbt, and conscquently the annual charge
of the debt was temporarily increased. But when the
annuities terminated there would be a considerable relicf,

! William Stanley Jevons had drawn attention to the matter
in his “ Coal Question ”’ (1865), and a Commission was appointed
to go into the whole problem.

John Stuart Mill, who had becn returned for Westminster in
1865, made a speech in which he insisted on the duty of paying
off the National Debt before the coal supplies were exhausted.
‘* Autobiography,” p. 165,
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It was really a method of creating a practically inviolable
sinking fund. The difficulty about terminable annuities
was that they offered very little attraction to the public.
As a matter of fact, however, they were not offered directly
to individual investors. There had accumulated at the
Post Office Savings Bank a considerable surplus represent-
ing the excess of deposits over withdrawals. This was
invested in Government stock. The Chancellor of the
Exchequer could convert this stock into terminable
annuitics. By this means he would pay to the Savings
Bank a larger annual sum for a fixed number of years.
In all probability the capital portion of the annuity, ie.,
the amount by which it exceeded the interest the Savings
Bank would have received on the stock had it not been
converted into terminable annuities, would be available
for rcinvestment m the funds. So that, at the end of the
period, the Savings Bank would hold as much stock as at
the beginning, and the whole operation had enabled the
Government to extinguish part of the permanent debt.
Owing to the change of Government Gladstone had not
carried through his debt reduction scheme of 1866. But
Disraeli took it up in the following ycar on the same
general lines. He proposed to convert £24,000,000
of Savings Bank stock into terminable annuities to
run until 1885. The interest on this stock had been
{720,000, while the annuity was to cost £1,700,000; in
other werds, the annual charge was to be incrcased by
£1,040,000 until 1885, when it was to terminate. As it
happened, other annuitics—those created by Vansittart
in 1822'—fell in this year, and they represented a saving
of £586,000; so that Disraeli was only faced with an
increase of £454,000 in the debt charge. Since he could
not anticipate anything more than a moderate surplus in
the year 1867-8 it was fortunate that the creation of new
annuitics coincided with the extinction of old ones. The
estimates for the ycar, however, werc upset by an un-
expected turn of cvents. The King of Abyssinia had
committed certain British subjects to prison, and, prolonged

1 Pp. 52-3 supra.
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negotiations having failed to securc their rclease, the
Government reluctantly came to the conclusion that it
would be necessary to send an expedition. To meet the
probable charge an autumn session was held.  The expense
of the expedition was estimated at £3,500,000. It was
proposed to raise part of this by an additional penny
to the income tax in the current year, the balance being
postponed to the next financial year, for the Indian Govern-
ment was bearing the cost in the first instance. The
Abyssinian expedition was successfully conducted, but the
estimated expenditure proved to be very wide of the
mark. It actually amounted to £8,750,000. In1868-9
the income tax was raised by another penny, but
this did not prove sufficient. There was a general increase
in expenditure accompanied by a failure of several items
of taxation to show the usual buoyancy. The result was
that the high-water mark of expenditure of 1861 was
again reached, and there was a deficit of over £1,500,000.
With the income tax at sixpence and the reduction
in expenditure effected by Gladstone in his last four
Budgets wiped out, it seemed necessary to review the whole
financial position. The Government depended on the
divisions betwcen their opponents in the House of Com-
mons. In February Derby resigned and Disraeli became
Prime Minister, Ward Hunt' succeeding to the Chancellor-
ship of the Exchequer. Gladstone defeated the Govern-
ment on the Irish Church question in April, and Disraeli
decided not to resign but to dissolve Parliament. In the
subsequent General Election the Conservatives experienced
the fate of 1852 and 1858. Gladstone now formed an
Administration, which entered upon office pledged to
promote far-reaching reforms.

Retrenchment was the key-note in finance. Gladstone
himself declared that he could sec no justification for the
recent additions to expenditure. The new Chancellor of
the Exchequer-—Robert Lowe*—was determined to effect

1 George Ward Hunt (1825-1877) had been Financial Secretary
to the Treasury in the Ministry. In 1874 he was given the post
of First Lord of the Admiralty, see p. 152n., infra.

3 Robert Lowe (1811-1892), first Viscount Sherbrooke, had spent
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reductions. As usual, the Army and Navy as the great
spending departments seemed to offcr the best opportunities
for economy. But the cry that the Government is impair-
ing the efficiency of the services is one which is more
likely than any other to endanger its popularity. The
issue, however, was complicated by the simultaneous
reforms effected in the Army and Navy. Forces were
withdrawn from the Colonies and concentrated at home,
short service followed by a period in the reserve was intro-
duced, and the system of purchase of commissions abolished.
These changes naturally involved new expenditure, but at
first they madc it possible to reduce the number of men
serving with the colours, and therefore lessencd the total
cost. A similar policy was pursued by the Admiralty ;
foreign squadrons were reduced, a system of compulsory
retirement for officers introduced, and the dockyards
reorganised. In both services many vested interests were
disturbed by the rigorous application of the principle of
economy, and the Government had to bear the opprobrium
of the blunders which could hardly be avoided in attempt-
ing to accomplish so much. Here it is only necessary to
notice that economies were secured and that the Govern-
ment was not responsible for the turn shortly to be given
to events by the outbreak of war on the Continent. In
the new circumstances the expenditure on the services
again rose considerably. It should also be remembered
that Gladstone’s first Administration differed in an import-
ant respect from Palmerston’s last. In the first part of the
sixties there was comparatively little legislation. The
passage of the Reform Act of 1867 inaugurated a new
period. There was a quitc unprecedented legislative
activity, and the State was beginning to assume responsi-
bilities, as, for instance, for the health and education of its
subjects, which were bound to mean greater outlay.

Lowe’s first Budget was in many ways a remarkable

some years in Australia. He is chiefly remembered as a Liberal
opponent of reform and the leading spirit in the *“ Cave of Adullam.”
He was inclined, as Bright complained, o take ‘ a Botany Bay
view of the great bulk of his countrymen.”
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achievement. In presenting it, he drew a dark picture of
the public revenue. He stated that it showed no sign of
elasticity, and that the decline in the yicld of the Customs
went to prove that the spending power of large sections of
the community had decreased. But by means of economy
he thought that he could sccure a balance of accounts in
the coming year if the income tax was retained at sixpence.
Like Gladstone in 1860, he presented an alternative course,
which was as depressing as it was obvious, in order to
bring out the full significance of his real proposals. To
produce a surplus of £3,350,000, not only without imposing
any new taxation, but actually while making considerable
remissions, secemed something of a conjuring trick. Lowe
proposed to do, on a much more extensive scale, what
Gladstonc had done in 1859 and 1860 with the malt and
hop credits, that is, he put forward a scheme by which the
collection of certain taxes should be advanced and thus
bring within the financial year more than their normal
yield. It was in its very nature an operation which could
not be repeated ; but it did not prejudice the revenue of
subsequent years, for each would make the same claim on
its successor, though how the question would be settled
at the end of the world Lowe confessed he was at a loss
to know. The income tax was to be collected in one sum
in January instcad of three times a ycar.! Under the
existing system the last quarterly payment fell outside
the financial year in which it was charged ; the whole was
to be brought within the year, and the transition from the
one method of collecting to the other meant that 1869-70
had the advantage of the deferred quarter of 1868—9 as well
as the four quarters which properly belonged to it. For
the Assessed Taxes Lowe substituted licence duties, to be
paid prospectively. The old method was to charge the
tax on a return which the taxpayer was under an obligation
to make in April in respect to the previous year. Under the
new system he was required to declare what dutiable

1 The tax was normally imposed in April, two quarters were
paid in October, a third in January, and the fourth in the following
April. In Scotland, however, it was already paid in one lump sum.
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articles he intended to keep or use in the coming year, and
was assessed accordingly. Here again the cffect was to
bring additional revenue within the financial year 1869-70.
Finally the land tax and the housc duty were to be
paid annually in January instcad of in two instalments
falling in October and April. The reforms proved con-
venient to the taxpayer and also enabled the State to
economise on the cost of collection. They placed the
Chancellor in a position to contemplate the reduction of
taxation. He decided to take a penny off the income tax,
to repeal the duty on fire insurance (which Gladstone
condemned in 1853 and reduced in 1804), and to abolish
the corn registration duty. The last was the only survival
of the Corn Laws. It was a nominal duty which had
been retained as a means of registering the importation of
forcign corn.  When the home harvest was deficient it ran
up to £800,000 or £90o,000. Although it was a low duty
it could not be defended on strict free trade principles,
and it was the only remaining customs duty which had no
corresponding excise duty on the home-produced com-
modity. As a practical question Lowe pointed out
registration was quite possible without imposing a duty.
The Budget of 1869 was followed by a notable recovery
of the revenue. Lowe had a surplus of £3,570,000 at the
end of the year.

Except for one miscalculation the Chancellor might have
been regarded as onc of the most fortunate occupants of
the office. le enjoyed ycar by year unprecedented
surpluses, and consequently was able to make substantial
remissions of taxation. In 1870 he took another penny off
the income tax and reduced the sugar duties by half.  He
also consolidated the stamp dutics and made them less
onerous. But the outbreak of war between Prussia and
France in the summer introduced an element of uncertainty
which Lowe found it difficult to assess. Great Britain
was under certain treaty obligations to Belgium which, in
the cvent of the violation of the neutrality of that country
by one of tlie belligerents, might necessitate intervention.
In the circumstances, therefore, prudence demanded that
the Army and Navy should be prepared for events. The
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Government asked for a vote of credit for £2,000,000,
and the economies which had been effected in the services
disappeared. These consequences of the Franco-German
War, however, were more than counterbalanced by the
advantages Great Britain reaped as a ncutral. But Lowe
took a pessimistic view. IIe thought that the revenue in
1871-2 would reveal an actual decrease in the yield of the
taxes. He estimated the expenditure at £72,300,000 and
the revenue at £69,000,000; he therefore proposed to
provide for a deficiency of £2,700,000. As the past policy
had been to relieve direct and indirect taxation by con-
ceding the claims of each in making rcmissions, so he
endeavourced to apportion the additional burden between
them. His plan was ambitious and raised a storm of
opposition. As an indirect tax he proposed to impose one
on the manufacture of matches, calculated to produce
over £500,000. The additions to direct taxation were to
be divided between property passing by death and the
income tax. The probate and administration duty was
to be extended in its scope, and the rate of charges in the
legacy and succession duties was to be raised. As the
yield of these additional taxes would leave only £1,950,000
to be provided by the income tax Lowe was faced by a
difficulty. The practice had bcen to add to or take a
penny off the tax as occasion required. A penny meant
rather more than £1,500,000, i.e., Lowe wanted some-
thing between a penny and twopence. To meet the
difficulty he proposed to adopt a percentage instead of the
penny in the pound method. This would enable a Chan-
cellor of the Exchequer to operate on a much more
manageable scale and to adjust the income tax charge to
the necessities of the moment with considerable precision.
But there was no general desire to meet the convenience
of the Chancellor in this direction, for it would tend to
confirm the permanence of the tax. The whole Budget
aroused so much criticism—and Lowe had no gift for
conciliating opponents—that it had to be entirely recast.
In the end the simple device of adding twopence to the
income tax was adopted. The failure seriously damaged
the Chancellor’s financial reputation. As it turned out,
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his apprehensions of a fall in the revenue were ill-founded.
There was, at the end of the year, a surplus exceeding in
amount the yield of the additional twopence on the mcome
tax which was supposed to be necessary to eftect a bare
balance.

The country was now beginning to experience the effects
of one of the greatest trade booms of the century. Confi-
dence had at last recovered from the shock of 1860.
Speculation again became rife and innumerable joint stock
companies were formed to take advantage of the increasing
demand for commodities. Investment in foreign loans
became especially attractive, and reacted particularly on
the coal and iron industries, because the loans were mostly
raised in order to lay down or extend railway systems.
The opening of the Suez Canal also stimulated new shipping
enterprise. Prosperity was reflected in the rapid rise in
prices which was followed by an increase of wages in a
surprisingly short time. Abroad there were indications
that the foundations of this great trade activity were
none too sccure ; but for the time there were no serious
apprehensions of a collapse at home. The result of the
growing volume of trade on the Exchequer receipts might
well have suggested that the time had arrived for the
financial coup which Gladstone had not yet becn able to
make. Lowe, however, acted with caution. He could not
overlook the fact that expenditure, in spite of strict
economy, had not fallen to the old level, though, when
allowance is made for the rise in prices, it cannot be denied
that he achieved some success in his cfforts. With a
surplus of over £3,000,000 in 1871-2 he took the two-
pence off the income tax, which he had imposed in the
previous year, and accompanied it with the reduction by
half of the duties on coffee and chicory. In spite of these
heavy remissions the rcalised surplus of the year was
£5,895,000. In the Budget of 1873--his last-—Lowe
continued his two-fold principle of remission : the income
tax was reduced from fourpence to threcpence, and the
sugar duties were again halved. He also proposed to
meet half of the compensation which was due to the
United States under the arbitration award, for the damage
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done by the Alabama, i.e., £1,600,000." Before the year
had closed a special charge of £800,000 was incurred by
the Ashantee War. The taxcs, however, still showed such
an increasing yield that it proved possible to meet this
charge and the whole of the Alabama award out of the
surplus on the year without completely exhausting it.

The Government had long outlived the popularity with
which it had entered upon its legislative programme in
1869. Its majority was breaking up under the strain to
which its component parts had been subjected when the
Ministry tried to redeem its election promises. The
by-clections were going steadily against it, and the Irish
University Bill led to a defeat in the House of Commons.
Disraeli refused to form a Ministry while the existing
Parliament remained. Conscquently Gladstone continued
in office until the beginning of 1874. He tried to strengthen
his position by reconstructing the Cabinet and, recognising
that Lowe’s unpopularity was one source of weakness, he
transferred him to the Home Office and assumed the
Chancellorship of the Exchequer himself. This step
seemed highly significant. When he took it Gladstone was
merely deferring to the opinion of his colleagues but,
reflecting on the cmbarrassments of the Ministry, he came
to see that he had an opportunity of rehabilitating it by
appealing to the country with a programme of financial
reform. The idea of recommending a dissolution was
conceived early in January; the dccision was made
public on the 24th, when the Prime Minister issued an
election address to his constituents. His purpose was to
precipitate a contest on financé. He anticipated a surplus
in the coming year of rather more than £5,000,000. He
suggested that it should be employed, (1) to assist local
taxation on the condition that certain reforms in local
government were effected, (2) to repeal the income tax,

! The Alabama, which was building on the Mersey, was allowed
to put to sea, although it was evident that she was intended for
the assistance of the Southern States in the American Civil War,
It was eventually agreed that Great Britain should refer this
alleged relaxation of her neutrality to arbitration. The Geneva
Tribunal granted America heavy damages.
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and (3) to remove the tax on some article of popular
consumption. He hinted that these great remissions
would necessitate a ‘‘ judicious adjustment of existing
taxes,” and added that he would not be a member of a
Government which did not practise economy. The address
was a bold stroke. Apparently it was decided upon with
confidence that it would be successful. Had the subsequent
General Election turned upon finance it might have been.
But the Prime Minister could not impose that condition.
Disraeli cleverly evaded the direct issue. The surplus, he
declared, would be used by either party to remit taxation,
and the abolition of the income tax and the relief of local
charges had always been favoured by the Conservative
Party. The impression was created that whichever party
won the election, the income tax would lapse. So wider
questions of policy were discussed in the contest and the
Liberals were defeated. Whether Gladstone was justified
or not in attempting to force an election on financial
reform cannot be discussed here. He chose his ground
and lost ; but, had he won, he would have been able to
redeem his promises. That fact makes the juncture an
important one. There was a momentary chance of realis-
ing the aim of 1853. The goal which he had consistently
kept in view and more than once had approached seemed
to be reached at last ; his ambition to be the Chancellor
who would abolish the income tax was almost attained.

II

Gladstone’s failure to carry the country with him in
1874 may be said to mark the close of that great period of
financial policy which was opened by Pecl’s reforms of
1842. The income tax had then been adopted as a means
to an end, and the retention of it in 1853 and 1860 had
been justified on the ground that it had not fully achieved
its purpose. But it had come to be employed as a con-
venient make-weight in taxation, though Gladstone’s
contention that its basis ought not to be interfered with
because it was a temporary tax had scrved to prevent any
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attempt to remove its alleged inequalities. The economies
of 1862 to 1805 and the surpluses of 1870 to 1873 scemed
to be preparing the way for the relinquishment of the tax,
which Gladstonc had argued in 1853 was the honourable
course. Circumstances, however, did not prove propitious.
The direct issue was not raised in 1866, but the result of
the 1874 clection was decisive ; the prospect of repeal
faded away and, for his own part, Gladstone felt that he
was absolved from the promise of 1853. The defeat of
the Liberals also marked the transition to a new attitude.
They had been dominated by the idea of reducing public
expenditure to a standard which made little or no allow-
ance for the extension of State action. While it is true
that their successors mainly drove up expenditure through
their active foreign policy, the additional charges for
education and public health-—accompanied by assistance
to local authoritics—indicate that social policy was already
beginning to make heavier demands. The severe trade
depression of the later seventies further complicated the
position by raising doubts about the wisdom of the free
trade principles which had hitherto seemed to be reinforced,
in practice, by the prosperity with which their application
had been attended.

The Conservative Government of 1874-80 had a
scrviceable majority. Disraeli invited Sir Stafford North-
cote to accept the Chancellorship of the Exchequer. He
had already served as President of the Board of Trade
and Secretary for India. His *“ Twenty Years of Financial
Policy,” published in 1862, had revealed his interest in
and grasp of financial questions." Northcote was neces-
sarily influenced by Gladstone’s January pronouncement.
He had the surplus of £5,500,000 in contemplation and had
to decide how he would dispose of it. On the ground that
he had not had enough time to consider the problem in all

! Disraeli, when he became Prime Minister in 1808, would have
given his post at the Exchequer to Northcote had he not felt it
necessary to retain him at the India Office during the Abyssinian
War So the appointment went to Ward Hunt. Buckle, * Life
of Disraeli,”” Vol. IV, p. 595. Northcote (1818-1887) became Earl
of Iddesleigh in 1885,
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its bearings, he promised to introduce a comprehensive
scheme in the following year. His Budget was therefore
intended to be a preliminary treatment of the question. It
effected one important change in the method of presenting
the annual financial statement. Gladstone, in arguing in
favour of his plan, had adopted the course of estimating
the future yield of the taxes on the basis of a normal
increasc year by year. It had become the custom to take
the receipts of the previous year for the purpose-—hence
the large realised surpluses under Lowe. To ignore the
probable increased yield, when the taxes revealed great
elasticity, was a safe but hardly a businesslike way of
making estimates. Tt had, however, one advantage ; the
estimated was much smaller than the realised surplus, and
consequently the rate of taxation was maintained for the
current year and a much larger sum was available for the
redemption of the debt under the operation of the Old
Sinking Fund. But the large realised surplus then con-
stituted a case for remission of taxation, although here
again the extent of the relief would be limited by omitting
to consider the probable incrcased return from the taxes
in the next year. Northcote abandoned the old system
by allowing for an annual increment in the estimates. He
recognised that this would tell against the efficiency of
the Old Sinking Fund, and in 1875 he introduced new
proposals for expediting the paying off of the debt. His
first Budget, however, was dominated by the surplus which
the election had brought to the notice of the public.  What
was he to do with it? A thorough review of the fiscal
position was, as has been noticed, postponed ; consequently
his proposals were not to prejudice the future. Repeal of
the income tax would necessitate other adjustments—
Gladstone had alluded in general terms to this in his
address, and in after years revealed that he had in mind
the reconstruction and extension of death duties—but
those could not now be considered. Northcote, therefore
decided to retain the tax at 2d. m tne pound, a rate so low
that he argued that the incqualities of the tax were hardly
worthy of mention. He relieved indirect taxation by the
total abolition of the sugar duty, a step which the successive
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reductions had made almost inevitable.! Finally, he did
something to assist local rates which had been burdened
by new obligations imposcd by legislation. The Govern-
ment was to bear an additional part of the cost of police
and to contribute to the charge of maintaining pauper
lunatics. These concessions, however, werc not associated,
as Gladstone intended his to be, with any reform of the
organs of local government.

The distribution of the surplus in 1874 proved to be the
most popular of Northcote’s achievements. His promised
revision of the whole basis of taxation in 1875 could not
be undertaken, for the depression in trade now began to
make its influence felt. There was no possibility of doing
anything considerable with a surplus of only £417,000.
The Budget neither imposed new taxes nor did it make
any remissions ; it was estimated that a balance of receipts
and issues might be attained in the coming yecar. The
interest of 1875 centres round the proposals for reducing
the debt by means of a new form of Sinking Fund. Under
the existing arrangements provision was made each year
in the estimates for the payment of interest, annuities, and
management as National Debt Services, thc amount
allocated varying with the charges. When there was a
realised surplus, i.e., when the total Exchequer receipts
exceeded the issues, it was handed over to the National®
Debt Commissioners to be applied to the purchase and
cancellation of Government stock according to the principles
of the Old Sinking Fund of 1829. The essence of North-
cote’s plan was to provide in the estimates each year for
a sum, fixed in amount and cxceeding that required for
interests, annuities and management ; the excess was to
be used for redemption of debt. As stock was purchased
and cancelled and annuities fell in, a greater proportion of
the annual sum would be applicable to this purpose. By

1 Gladstone’s promise of ‘‘ some great remission in the class of
articles of consumption '’ was privately admitted to mean sugar.
Morley’s ‘‘ Gladstone,”” Vol. II, p. 487. Disracli wrote privately
to Northcote : ‘‘ The repeal of the sugar duties will satisfy the
Free Traders and the democracy.” Buckle's ‘ Disraeli,”” Vol. V,
Pp. 306.
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this means, so long as the debt was not increased, the
annual sum would cffect reduction of the burden at an
accelerating rate without any addition to taxation. The
principle of this New Sinking Fund was perfectly sound
provided that the fixed annual sum came out of taxation
and that therc was no resort to borrowing. From 1875
the two Sinking Funds—for the New did not supersede the
Old—were to work side by side, and it was hoped that
their operation would bring about a rapid fall in the capital
obligations of the State. These hopes were hardly realised.
The OIld Sinking Fund lost its eflectiveness with the
disappearance of the annual surpluses ; the New Sinking
Fund was not to be in full operation until the end of three
years, for, by successive stages, the Debt charge of 1875—
£27,215,000—was to be brought up to the £28,000,000, at
which it was to stand in order to supply the means to
work it. By that time, however, cxpenditure had outrun
the public income and the Chancellor was actually resorting
to borrowing

Northcote’s difficulties from 1876 to 1880 were due to
two sets of causes. The depression in trade and agricul-
ture was so acute that the possibility of a considerable
increase in taxation seemed out of the question. At the
same time the more active foreign policy which the Con-
servatives had promised to initiate led to heavy commit-
ments, particularly after the Eastern question had entered
upon a critical phase in 1877. In these circumstances the
Chancellor found the balance of income and expenditure
seriously upset. He put a penny on the income tax in
1876, and another twopence in 1877, but this did not
remove the deficit. On the plea that the charges were ex-
ceptional and the taxes had for the present lost their clasticity
he issued Exchequer bonds in order to spread the expendi-
ture over a number of years. This policy ot borrowing
has been severely criticised. It has been argued that
Northcote ought to have met the expenses of preparation
for possible war out of additional taxation. To resort to
borrowing before actual hostilities had begun was a bad
augury of the method which would be employed to finance
the war itself should it come. That war was averted is no
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justification of the Chancellor’s conduct. At one time
Great Britain was on the verge of action, which would have
involved her in war with Russia. The revolt of the
Christian subjects of Turkey in the Balkans raised a
difficult issuc. Great Britain could co-operate with other
Powers in pressing upon the Sultan the necessity for
reform, but when Russia decided to go to the assistance
of the rebels, the old suspicion of her ultimate motives
revived. British interests scemed to demand that the
Russian advance towards Constantinople should be stopped,
and the fleet was ordered to the entrance of the Dardanelles.
Fortunately, an agreement was arrived at, and the sub-
sequent difference about the Treaty of San Stefano—
which again aroused war feeling in England—was success-
fully adjusted. But it is obvious enough that war was
narrowly averted. It is therefore useless to pretend that,
in spreading out the special charge by temporary borrow-
ing, Northcote was meeting a situation that mercly
demanded a show of firmness but never threatened actual
war. His apologists are on firmer ground when they
allege the general distress at home as an excuse for not
imposing the whole burden of the war preparations on
current taxation. The boom of the early ’scventies was
followed by a collapse in trade and industry. Prices and
wages fell ; unemployment became extensive. The coal,
iron and steel industries immediately felt the consequences
of the cessation of demand. Short time was introduced in
the textiles. Agriculture was suffering from the increase
of foreign competition, and had also to face a series of bad
harvests at home. As early as 1876 every branch of public
income showed a falling off. In the following year North-
cote estimated for a contraction in the yield of the taxes.
After that increasing expenditure would have required
considerable additions to the taxes if it was to be met
at the time. The Chanccllor refused to take this
‘“ heroic”’ course because ‘‘the present time is not a
time in which additional taxation would be borne without
distress.”

The experience of the later 'scventies naturally aroused
some misgivings about the free trade system. Alarm was
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expressed at the excess of imports over cxports. The
question was asked whether the balance of trade was not
unfavourable, and whether it would not remain so as long
as Great Britain persisted in her free trade attitude while
other countries had protective tariffs. Reciprocity, it was
contended, would force other countries to open their
markets on cqual terms to British goods and ultimately
sccure free trade all round. The matter was raised in the
House of Lords in 1879 by Lord Bateman, but the Prime
Minister (who had become a member of the Upper House
as Lord Beaconsfield) asserted that ‘“ practically speaking,
reciprocity, whatever its merits, is decad.” The criticism
of free trade, however, grew in volume in the ’eighties and
assumed new forms. But meanwhile the Conservative
Government of 1874 was nearing its term. Troubles in
Afghanistan, Egypt, and South Africa had made new
claims on the national resources, and the financial position
was very unsatisfactory. Northcote’s seventh Budget—
that of 1880—revealed an ecstimated expenditure of
£82,076,000, and he anticipated a surplus of £184,000.
Even to obtain this balance he had to fall back on the
New Sinking Fund to provide the means of extinguishing
the debt he had recently contracted.  The only new source
of income he discovered was an improvement in the probate
and administration duty, calculated to produce £700,000.
The Budgcet was soon followed by the dissolution of Parlia-
ment. As a result of the General Election, Gladstone was
recalled and formed an Administration in which he took
upon himself the duties of First Lord of the Treasury, and
Chancellor of the Exchequer. He introduced a supple-
mentary Budget in June, for the meagre surplus Northcote
had estimated for in March was already eliminated by
new charges.

Since any immediate reduction in expenditure could not
be effected, Gladstone sct himself to the task of securing a
sufficient increase in revenue to avoid a possible deficit.
He had to keep in mind that it might be necessary to make
a grant to the Indian Government to meet the hcavy costs
of the Afghan war, and that the rcvision of the French
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Commercial Treaty—then under consideration'—might
involve a loss on the wine duties. His Budget was a
characteristic production. It included one great fiscal
change. Throughout the century the question of the malt
tax had been constantly a matter of discussion and agita-
tion. It was admittedly objectionable in many ways,
falling as it did on the first stage in production and
requiring a good deal of regulation and inspection on the
part of the State. Reduction of the charge would not
remove these defects and complete abolition meant a loss
which the Exchequer could not afford. Gladstone now
proposed that the tax should be commuted into one on
beer, which would necessitate less interference and reduce
the chances of evasion. It would also involve no sacrifice
to the Government after the charges incidental to the
commutation had been met. The Chancellor made pro-
vision for these and other charges, and an estimated surplus
of £385,000 by mecans of additional taxation. Publicans’
licenses were increased and a penny was added to the
income tax. The latter, Gladstone argued, was justified
because it was associated with fiscal reform, “ the original
purpose and distinction of the tax.” A slight revival in
trade renewed the elasticity of the revenue, the extra
expense of the Transvaal expedition was partly met by
the fact that the French Treaty was not concluded, and
the upshot was a realised surplus of £933,000.

With such a surplus Gladstone naturally gave precedence
to the remission of the extra penny added to the income
tax in 1880. His second Budget made adjustments in the
spirit duties and revisions of the probate and legacy
duties which were estimated to yield over half a million.
With continued high expenditure and the promise of
recovery of trade hardly maintained, there was no oppor-
tunity for dealing with the duties on the succession to
property on the scale Gladstone would have liked. On
April 24th, 1882, he introduced his thirteenth and last

1 The French Government gave notice of withdrawal from the
Treaty of 1860 in January, 1879. There were protracted negotia-
tions for its renewal, but they ended in failure.
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Budget. He had a realised surplus of £350,0c0, and he
estimated that, with practically no changes, he would have
a surplus of £315,000 in the coming ycar. These calcula-
tions werc upsct by the necessity of financing the Egyptian
Campaign. A vote of credit for £2,300,000 was asked for,
and threepence was imposed on the income tax for the
second half of the year in order to discharge it. In
December, Gladstone, finding that he could no longer
combine the Chancellorship with his other duties, sur-
rendered it to H. C. E. Childers.! Since 1853 Gladstone’s
influence on public finance, whether in office or not, had
been the most dominant. He had defined the attitude
towards the income tax, which only pressure of circum-
stances had insensibly modified ; the view that its basis
should not be tampered with had also ruled cut all attempts
to remove its inequalities. He had simplified the tariff
and thereby completed the free trade system, which had
won general acceptance in the middle years of the century.
He had always taught the necessity for economy. It must
have been with some apprehension for the futurc that he
saw the total public expenditure mount up from the
£55,500,000 of 1853 to the £85,000,000 of 1882.

The abnormal increase in expenditure within recent years
again directed attention to the possibility of reducing the
annual debt charge. It will be remembered that the
terminable annuities created from time to time had becen
so arranged that they would all expire in 1885. This year,
therefore, was looked forward to, as 1860 had been, with
considerable interest. The Exchequer would be relieved
of the payment of some five millions. \What was to be
done with the surplus which would thus emerge? The
danger was that it would be swallowed up in additional
expenditure or employed to remit taxation. Childers
proposed to use the windfall of 1885 as the means of

! Hugh Culling Eardley Childers (1827-1896) had occupied public
posts in Victoria as a young man. He returned to England in
1857. In 1865 he became Financial Secretary to the Treasury.
Gladstone subsequently appointed him Chancellor of the Duchy
(1872) and Secretary of State for War (1880). He was a successful
administrator,
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making further provision for the reduction of the debt.
He carried through his scheme two years before the
annuities would fall in. The new Sinking Fund was to
stand as originally intended, i.e., £28,000,000 was to be
the fixed annual charge for the debt. The amount saved
by the termination of the annuitics was to be employed
to create new annuities. In this way the whole of the
£5,000,000 would be applied to the further reduction of
the debt, and the annual cxpenditure would remain as
before. Childers attempted to follow up this arrangement
by effecting a conversion of 3 per cents. in 1884. Since
(ladstone’s failure of 1853 no such operation had been
seriously contemplated. The holders of 3 per cents. were
now offered either 24 stock at £102, or 24 stock at £108
for every hundred. No compulsion was adopted and the
scheme fell flat.

When 1885 came 1t proved a year of hcavy commitments.
The Government had not been able to escape entanglements
which drove up the estimates. In 1884 there was a
realised deficit. Relations with Russia again became
strained, and a vote of credit of £11,000,000 was asked
for. Consequently Childers had to face a deficiency of
£15,000,000 in his Budget proposals. His plan was
to increase the income tax from fivepence to ecightpence,
to raise the succession duty, and make additions to the
beer and spirits duties. These changes, he estimated,
would give him exactly half of the amount he required.
For the rest he proposed to suspend for one year the
payment of the capital portion of the new annuities and to
carry over the balance of the deficiency. When the
emergency passed Childers was in a position to modify his
Budget proposals, but the Government was defeated on
an amendment which dealt with the increase in the beer
duty. Gladstone resigned. He was succeeded by Lord
Salisbury, who contrived to carry on business in the
existing House of Commons for some months. The new
Chancellor—Sir Michael Hicks-Beach'—felt under an

t Michacl Ldward Hicks Beach (1837-1916) became Viscount
St. Aldwyn in 1906.

100



STRAINS AND STRESSES —1866-180)2

obligation to drop the proposed additions to thc beer and
spirits duties, though he did not try to find compensation
by raising the tea duty, as he had suggested should be
done when criticising Childers’ Budget. He also abandoned
the suggested changes in the succession duty. Otherwisc,
he retained the scheme outlined by his predecessor and
added to it the temporary suspension of the New Sinking
Fund. The year which had witnessed a Budget, an
amended Budget, and then an Opposition Budget, was
naturally one of financial confusion. In the autumn came
the Dissolution, and in the General Election the Conserva-
tives were not confirmed in power. \When Parliament
assembled they were defeated on an amendment to the
Address. Gladstone was therefore called upon to form his
third Administration. But 1886 was destined to be a still
more troubled yecar. The Liberal Party was split on the
Home Rule issue ; a second Election resulted in the return
of an anti-Home Rule majority. Every department of
public life was affected by the great political uphceaval.
The consequences, as far as the Chancellorship of the
Exchequer is concerned, are somewhat peculiar. The
Budget of 1886 was introduced by the Liberal Chancellor,
Sir William Harcourt, and calls for no particular comment.
After the General Election Salisbury formed a Ministry with
Lord Randolph Churchill at the Exchequer. Churchill
was ambitious to restore the financial reputation of his
party and wished to enforce strict economy. He found
that he could not cut down the demands of the Admiralty
and War Office, and suddenly resigned in December.
Apparently he had calculated on being asked to reconsider
his decision. Salisbury, however, decided to offer the post
to George J. Goschen,' a Liberal who had seceded on the
Irish question. Goschen’s acceptance was important in
many ways. It created a precedent for a Liberal-Unionist
to serve in a Conservative Government ; it also strength-
ened Salisbury’s position by giving him a financier of

! George Joachim Goschen (1831-1907) had been Chancellor of
the Duchy of Lancaster, President of the Poor Law Board, and
First Lord of the Admiralty in Liberal Administrations.
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considerable experience in the place of a brilliant, but
troublesome, colleague.

The new Government surmounted its early difficulties
and ran its course without encountering any scrious
obstacles. Goschen was responsible for six successive
Budgets. As they were all conceived in the same spirit
they need not be considered chronologically. He was
extremely fortunate, as compared with his immediate
predecessors, in thc absence of complications abroad.
Apart from the new Naval programme, which made heavy
demands from 1889 onwards, the fighting services did not
embarrass him. At home he had to provide for free
education in 1891 and 1892. But, on the whole, he had
a fair opportunity to carry out new schemes. By tempera-
ment cautious, he was loath to undertake any far-reaching
reform, while intricate technical details secmed to have
had a positive fascination for him. The consequence was
that he touched upon a great number of questions but
made no fundamental change in any. Ilis caution was
partly due to the doubts he entertained about the taxational
system which had resulted from the simplification effected
since 1842. It seemed to him that the basis had become
too narrow and the remaining taxcs on general consumption
threatened to be ineclastic. Simplicity had been pressed
beyond the point of safety, and it was now necessary to
increase the number of sources of revenue in order to meet
the rise in public expenditure. But, while this view found
constant expression in his Budget statements, Goschen
did nothing definite in this direction. In fact, his pro-
phecies were belied by the remarkable yicld of the indirect
taxes, particularly those on the consumption of alcoholic
drinks,’ and consequently he could not substantiate the
case for departing from the accepted policy of the last
half-century. His apprehension about the future yield of
indirect taxes must be coupled with his conservative
opinion of the possibilities of direct taxation. He made
frequent reference to the unfair incidence of the income

1 In 1892 they amounted to about one-third of the total revenue,
i.e., 30 out of 9o millions.
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tax, especially on small earned incomes, and admitted that
it needed full reconsideration. For his own part, however,
he merely reduced the rate from eightpence to sixpence,
and did not attempt any differentiation between incomes.
In his first Budget he mentioned as tasks for the future, the
reform of the death duties and the stamp duties. Four
years later he said that a reorganisation of the death
duties would demand more time than he could afford, and
his changes in the stamp dutics were of a minor kind.
Goschen’s treatment of the debt was much criticised.
In his first Budget he increased the estimated surplus by
reducing the charge for the debt service to £26,000,000,
thus impairing the efficacy of the new Sinking Fund. In
1889 he made a further reduction of £1,000,000 in the fixed
annual charge. The result was not so serious as his critics
affected to believe it would be. TFirst, because his cautious
estimates gave him substantial annual realised surpluses,
which went to reduce the debt under the Old Sinking
Fund. Second, because he carried through, in 1888, a
conversion of the 3 per cents., which meant a saving of
£1,400,000 a year. On the balance, therefore, Goschen
was able to claim that he had done much better than his
immediate predecessors. He might well be pardoned for
pointing to the conversion with pride. It was an extensive
operation, carried through with complete success. He
offered the holders of the stock the option of redemption
or the conversion of their stock into a new 2} at par, which
was to fall to 24 in 1903. The moment was opportune,
for the funds stood well and money was cheap. It was the
first extensive conversion since Goulburn’s in  1844.
Goschen fully demonstrated that his knowledge of the
money market was unrivalled. His reputation as an
expert on the problems of local taxation, however, was
not enhanced by his treatment of that subject. Legislation
had imposed increasing burdens on local authorities which
depended for their income on rates mostly levied on
property. The ratepayers complained that the existing
arrangements penalised them, and asked for some relief.
Goschen had prepared a report on the question as long ago
as 1871 ; Gladstone had;raised the whole issue in 1874 ;
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and Northcote had made grants for specific purposes in that
year. Goschen’s first step was to employ part of his surplus
in 1887 to create the Local Loans Fund in order to elimi-
nate the confusion caused by making advances out of the
Exchequer balances, or out of ordinary State loans. The
old system of mcludmg these advances and the interest
received on them in the annual statement of receipts and
issues tended to complicate the accounts.  In the following
year he introduced a much more important change. All
the existing grants-in-aid’ were to cease, and in their place
certain sources of Imperial revenue were to be diverted to
local purposes. The newly constituted county councils,
for instance, were to have the proceeds of publicans’
licences, as well as those of gun, game, dog, and carriage
licences.  Two years later he made further extensions of
this principle. The innovation was hardly free from
objections, but Goschen contended that ‘‘ the mode of
giving local assistance by hypothecating certain Imperial
revenues”’ could not be improved upon because it was
impossible to find a local tax at once equitable and
acceptable.

The growing rapprochement between the Conservatives
and the Liberal-Unionists in these years had its effect on
the reaction against free trade. There scemed some
prospect that the former would identify thomsdvcs with
the doctrines of the supporters of “ fair trade.” These
argued that trade was not fair unlecss home and foreign
producers were on an equal footing with regard to the
artificial conditions of production; for instance, a bounty
on export paid by one country ought to be ncutralised by
countries dealing with it, by means of an equivalent import
duty on the commodity. Natural difterences in the
conditions of production were not to be interfered with ;
to this extent fair traders dcclared themselves free traders.
Joseph Chamberlain, when President of the Board of

! The annual votes for prosecutions, poor-law medical officers,
poor-law school teachers, police, pauper lunatics, disturnprked and
main roads, etc., were discontinued — ‘These grants had been made
from time to time from 1834 onwards, sce pp 108-on supra.
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Trade in Gladstone’s Ministry, had strongly resisted the
agitation for a countervailing duty on bounty-fed sugar
in 1880 and 1881. He was not, therefore, likely to be
impressed by the specious arguments of the fair traders.
Still, the continued depression of the early ’eightics gave
life to their agitation. When Salisbury appointed a
Commission to inquire into the causes of the depression—a
Commission which had been refused by Gladstone—it was
not a matter of surprise that the Minority Report was in
favour of fair trade. In 1887 it secemed probable that the
rank and file of the Conservative Party would force the
policy on their lcaders. Co-operation with the Liberal-
Unionists precluded this possibility, and the revival of
trade suspended the agitation for the time.!

11t is worthy of note that the crisis of 18go—usually known as
the Baring Crsis—was so skilfully handled that 1t had no adverse
effect on trade. Speculation had again threatened a sudden
collapse of credit  Baring Brothers had made cxtensive acceptances,
and the Governor of the Bank of England learned that the house was
in difficulties, He arranged that the Bank, supported by guaran-
tors, should assume 1ts liabilities  The Bank rate was maintained
at 6 per cent. and no necessity arose for suspending the Bank
Charter Act. Barnngs was reconstituted, and 1n 1894 the guarantors
were discharged from further hability. The cnisis was thus con-
fined to the City and did not there involve any failures. One
reason given for the speculations of 1838-90 was that Goschen’s
conversion had induced holders of stock to seek more remunerative
forms of investment,
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(Nore.—Figures are given to the nearest thousand, and
000’s arc omitted.)
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1 In the second column is given the total of the taxes (Customs,
Excise and Estate, etc., Duties) paid to Local Taxation Accounts
and not appearing in Exchequer Receipts, although collected by
the Imperial Government, see p. 234n. for detatls.  Mr. Asquith put
an end to this system 1n 1907.  The omission of these amounts makes
no difference to the Surplus or Deficiency column, but they have to
be taken into consideration in comparing the gross revenuc of
these years with that of others.

2 In the fifth column the Fixed Debt Charge is given with the
amount of the New Sinking Fund-—which 1s included in it—in
brackets in each year. It was suspended in 1901 and 1903,
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(Note.—Figures are given to the necarest thousand and
000’s arc omitted.)

Debt
Charge.

£oo0o
23,217

(20)
19,835

21,686

27,282
(74)
27,000
(1,464)
27,000
(2,238)
28,025
(3,449)

| Inter- |
cepted :
Year Ex- for . Surplus (+)!
Ex- )
(ending | chequer | Local cheaue or
3Ist Re- | Taxa- | 15T Deficiency |
March.) | ceipts. | tion SSUES. (=).
Ac- !
counts. |
: I
fooo | £000 £ooo  fooo \‘
1900 | 119,840 | 0,965 | 133,723 | — 13,883
i :
1901 | 130,385 | 0,740 | 183,502 | — 53,207
i ?
1902 | 142,008 | 0,714 | 195,522 | — 52,524
! i
1003 | I51,552 [ 0,707 | 184,484 - 32,032
| |
1004 | 141,540 | 0,705 | 146,061 @ — 5415
i |
1905 r43,37oi 0,812 | 141,056 ' - 1,414
1906 143,978;' 0,001 | 140,512 | 4 3,466
1007 | 144,814 .’ 10,222 | 130,415 | -+ 5,300
1908 156,53,8:E — 151,812‘| 4,720
|
1909 |[151,578 | — |7152,292 — 714

28,500
(5,083)

Il 29,500

(8,363)
28,000
(7.455)
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(Note.—Figures are given to the ncarest thousand and
000’s are omitted.)

Inter-
cepted
Year Ex- for Ex. |[Surplus(+)
(ending | chequer | Local chequer or Debt
31st Re- | Taxa- IS;& es. | Deficiency || Charge
March.) | ceipts. | tion T (=)
Ac-
counts.
£ooo | fooo £000 £000 £000
1910 [ 131,666 | — | 157,045 21,758
4+ 5,607 (1,000)
1911 | 203,851 — | 171,096 24,554
(4.112)
1912 (185,090 | — |178,545| + 6,545 || 24,500
,' (4.448)
1913 |188,802 — | 188,622 -+ 180 | 24,500
(1,620)
1914 198,243 | — 197,493 | -+ 750 || 24,500
(5.228)

1The Revenue Act of 1911 directed that the income and ex-
penditure of the years 1909-10 and 191o-11 should be aggregated
for the purpose of determining the Old Sinking Fund for 1910-11.
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CHAPTER VII
ARMAMENTS AND SOCIAL REFORM-~1803-191.4
I

N one of his periodical lectures to the House of Commons
I on economy Sir William Harcourt declared that it was
a lost art. “‘ There is,” he complained, *“ a universal
demand for more and more expenditure every ycar, for
every conccivable object, all of them excellent objects,
but all of them pursued absolutely without regard to their
cost.”” He spoke of Gladstone and himself on another
occasion as the last survivors of a vanished creed.  Growing
expenditure, indeed, was the driving-force of the period.
Both Harcourt and Sir Michael Hicks-Beach, who suc-
ceeded him, had to accommodate themselves to its demands,
though they still professed their allegiance to traditional
doctrine. In retrospect, the discussions of the years 1893
to 1903 have a significance which was not so clear to the
disputants. On the side of expenditure, while the heaviest
charges were due to the building up of a larger Navy, there
was a considerable increase under other hecads, for the
State was forced by the Collectivist tendencies of the time
to extend its functions beyond the limits prescribed by the
principles of laissez-faire. The art of economy, of which
Harcourt deplored the loss, was merely part of the
Individualist teaching of the middle years of the century.
It then seemed the best policy to leave as much money as
possible in the pockets of the tax-payer, because it was
believed that social well-being was more likely to be
promoted if it was allowed to fructify there. The theory
of expenditure must obviously rest on that of State function.
If it is agreed that public provision for certain contingencies
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has greater social merits than the free operation of private
interests can claim, more money will tend to be taken from
the pockets of individuals. This raises important questions
on the side of revenue. Taxation had been regarded as a
method of supplying the State with the means of discharging
well-recognised duties of defence and administration. It
had been raised by direct and indirect taxes in a certain
proportion of one to the other, which was observed when
increases werc made or remissions conceded. The supposi-
tion was that these taxces fell cqually on the different classes
of the community. If, however, a social purpose was to
be accepted by the Chancellor of the Exchequer, taxation
assumed a diffcrent aspect. It would not only need to
be heavier, but it would have to be so designed that those
who had the greater ability to pay would be charged at
more than a proportionate ratc. This idea is implicit in
the discussions of incidence of taxation and of the principle
of graduation which aroused considerable interest in the
ecarly 'nineties. Taxation might not only supply the wants
of the State, but actually become an instrument to redress
social inequalities.

The immediate and pressing question was the alarming
growth of expenditure. Could it be met without departing
from the taxational system which had been built on the
foundation of free trade ? Would it be necessary to broaden
the basis ? Goschen, if will be remembered, constantly
prophesied that the existing taxes would prove inadequate.
The same conviction grew on Hicks-Beach, and in 1899 he
expressed the opinion that new sources of revenue would
soon have to be found. There scemed to be two possi-
bilities. The existing direct taxes might be reconstructed
so as to produce a larger yield. This would involve reform
of the death duties and of the income tax, and the accept-
ance of the principle of a graduated as against a proportion-
ate charge. The alternative was a broadening of the basis,
which in practice would mean the extension of indirect
taxes. Such an extension was virtually impossible without
departing from free trade policy. It was also open to the
objection that indirect taxes would press more heavily on
the general body of consumers than on the wealthy. The
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problem of incidence was therefore a vital one. It was
brought before the public by the Report of the Royal
Commission on the Financial Relations betwcen Great
Britain and Ireland, which was published in 1896.! The
majority of the Commissioners agreed that Ircland was,
in comparison with Great Britain, over-taxed. In the
course of the nineteenth century there had been an approxi-
mation to a uniform system of taxation in thc United
Kingdom. On the face of it this would secm to ensure that
the burden would be equal. Ireland, however, was a
poorer country. The Commissioners estimated that, while
the contribution of Ireland in direct taxes was one-twentieth
of the total rcceipts of the United Kingdom, the yield of
the indirect taxes was onc-ninth. This is to be explained
by the high duties on certain commodities, e.g. tea,
tobacco, and spirits, and the fact that the proportion of
familics with a very low range of incomes is much larger
in Ireland than in Great Britain. In other words, indirect
taxes falling on articles of general consumption exact a
greater contribution from the poor. It is more obvious in
Ireland because of the number of the relatively poor ; but
the same generalisation applies to the lower classes in a
wealthier country. Indirect taxation, therefore, scemed
to rule out the possibility of adjusting the burden to ability
to pay. On the other hand, the intensification of foreign
competition in the 'ninctics kept alive the agitation for
the adoption of a protective tariff. It was pointed out
that all other countries were promoting their commercial
interests by means of tariffs, bounties, and reciprocal
agreements. The agricultural depression was accentuated
by the fall in freights and the opening up of new sources of
supply. Arable land continued to go out of cultivation.
In industry, however, there was a marked revival in the
summer of 1895, and the prosperity was well maintained
until, and even after, the outbreak of thc Boer War four
years later. Consequently the agitation for a change in

1 Final Report of Her Majesty’s Commissioners appointed to
Enquire into the Financial Relations between Great Britain and
Ireland,” 1896. (C. 8262.)
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the fiscal system failed to secure any considerable popular
support. But there was always the possibility that it
would gather strength, particularly as it was becoming
more closely associated with the idea of Imperial unity.

Although the country was not called upon to face the
alternatives of heavier direct or more diffused indirect
taxation until 1903, it had been prepared for the issue, and
decisions had already been taken which strengthened opinion
in favour of the former. The Budgets of Sir William Har-
court —especially that of 1894-—are particularly significant.
In 1892 Gladstone formed his fourth Administration
supported by a small majority in the House of Commons.
The financial situation was not satisfactory. At the end
of the current financial year therc was only the meagre
surplus of £20,000, and several items of revenue seemed
to prove that the decline in yield, which Goschen had so
often anticipated, was at last a reality. Expenditure was
still rising and Harcourt estimated that there would be
a deficit of £1,574,000 in the coming year. Additional
taxation, he held, was essential. He hinted that he was
going to undertake the reconstruction of death duties with
the intention of extracting more from that source; but
for 1893~4 he proposed to secure the necessary income by
putting a penny on the income tax. There was no
corresponding addition to indirect taxation. Harcourt
held that the defeat of Childers’ Budget in 1885—followed
by the increase of the income tax by the Conservatives—
had made an irreparable breach in the old understanding,
and had created a presumption in favour of direct taxes.
In practice this meant that the wealthier section of the
community would have to pay more than they had in the
past. For the moment, however, the fact that the income
tax was levied without making a differentiation of incomes
or introducing the principle of graduation in the higher
reaches to some extent obscured this implication.

The Budget of 1894 put matters in a clearer light. At
last the reform of the death duties, which had so often
been contemplated, was dcfinitely undertaken. The
Chancellor was faced with the task of providing for an
expenditure of over £100,000,000, the_figure which Lord
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Randolph Churchill had seen looming in the future. The
charges for the Navy, education and local expenditurc
accounted for the greater part of the recent increases.
There had been a small deficit in the past year, but Har-
court estimated that it would amount to £4,502,000 in
1894-5. He refused to consider the expedient of borrow-
ing. In the first place, he revised the arrangement by
which Goschen had spread the charge of outlay under the
Imperial Defence Act and the Naval Defence Act over a
number of ycars. He proposed to appropriate the Sinking
Funds in order to effect the immediate repayment of the
greater part of this sum. This reduced his estimated
deficit to £2,379,000. To meet such a deficit he argued
that it was necessary to explore the possibilities of “ the
great staple branches of the revenue.” So, secondly, he
grappled with the complicated problem of the death duties.
The set of taxes comprehended under this gencral title had
grown out of the legislation of two centuries. The point
of contact between them was that they were all attempts
to take for public purposes some proportion of the property
which passed at the death of one person to others.  Compli-
cations had arisen because the State had recognised
differences between the kinds of property—real and
personal ; had distinguished betwcen the methods by
which it passed—whether it was settled or not, or whether
the person died intestate or not ; and had graded the charge
according to the degree of relationship of the beneficiaries
to the deceased. Attempts to arrive at some uniformity
of practice date as far back as the time of Pitt. He had
failed to impose the legacy duty, which he placed on the
collateral succession to personal property, on succession
to real property. Later he extended the duty to bequests
chargeable on real property, but at the same time brought
personal property in direct succession within its scope. It
will be remembered that Gladstone in 1853 abolished the
exemption from the duty cnjoyed by the bulk of real
property.! Lowe, in his abortive Budget proposals of
1871, suggested a number of changes which would have

P, 116 supra,
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increased the yield of the duties. The ““ judicious adjust-
ment of existing taxes,” which was part of Gladstone’s
1874 programme, was intended to cover their reconstruction
and extension. But by far the most comprchensive scheme
was that worked out by Lord Randolph Churchill in
preparation for the Budget which he never introduced.’
There were four sets of duties, cach with its own peculiari-
ties. The probate duty and the account duty were
designed to be complementary to one another. The
former was charged on personal property, which was
valued as a whole before the executor was empowered to
administer the estate, and no question of the ultimate
destination of it was involved : the latter was mcrely an
attempt to intercept personalty included in a voluntary
settlement in order to prevent an evasion of the former.
These duties were in a different category from the legacy
and succession duties. They were charged on the amount
passing to the beneficiaries at rates which depended on
their relationship to the deccased. Together they applied
to personalty and realty. In the case of rcalty the duty
fell on the capitalised value of the life interest. Churchill
had intended to sweep away all these distinctions. He
proposed to treat personalty and rcalty alike, and to
abandon the considerations based on consanguinity. The
result would have been a single succession duty. This he
dcecided to graduate according to the total benefit received
by cach individual and not according to the valuc of the
whole estate before distribution. Goschen made several
references to the reconstruction of the death duties, but he
was far too cautious to commit himsclf to a drastic scheme.
He did, however, make onc important innovation in 1889
by adding a new duty to thosc already enumerated—the
estate duty. It was a charge of 1 per cent. on all estates,
whether personal or real, above the value of £10,000 when
they passed by death. He contended that this was not
a recognition of the principle of graduation ; cstates under
the value should be regarded as enjoying an abatement

1 For full details of Lord Randolph’s scheme see *“ Lord Randolph
Churchill,”” by Winston S. Churchill,” Vol. 11, c. xv.
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similar to that granted to small incomes under the income
tax

This summary may serve to elucidate Harcourt’s
proposals. He did not adopt Churchill's solution of
reducing all the duties to one. There were to be two
categories. In the first was to be placed a new cstate
duty to be charged on the total value of all property,
whether real or personal, settled or unsettled. It was to
take the place of the existing probate, account, and
estate duties. The rate was to be graduated from 1 to
8 per cent. in accordance with the value of the estate. In
the second category came a duty produced by assimilating
the old legacy and succession duties. This was done by
adopting the same consanguinity scales and charging the
successor to a real estate on the capital value (as in the
case of personalty) and not, as formerly, on the value of
his life interest. Thesc changes, Harcourt submitted,
would substitute two dutics for five, and these two would
be equal in their incidence on all kinds of property. His
plan, it will be seen, differed from Churchill’s in two
respects. In the first category he retained the principle
of valuing the whole cstate before distribution as the
basis for the graduated charge. Churchill would have
imposed the duty on each beneficiary graduated according
to the amount received. The criticism was made when
the Budget was under discussion, that the beneficiary was
penalised because his portion happened to be part of a
large estate. The reply to this was that the State had the
right to the first charge on the property. Obviously, too,
the method adopted was simpler and more remunerative
to the Exchequer. Tt was also pointed out that the
testator knew that his estate would be subject to the
charge, and if he did not wish cach legatee to bear his
share he could make provision for the whole to fall on the
residuary legatee. In the second category Harcourt
retained the principle of regulating the graduation accord-
ing to the degree of consanguinity. Churchill, it has been
noticced, would have eliminated this altogether. His
argument was that the testator, when he knew that all
beneficiaries would pay at the same rate, would normally
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so disposc of his estate that those ncarest of kin would be
left rather more than if they were subjected to a lighter
charge. The controversy aroused by Harcourt’s Budget,
however, ranged over a much wider field than that of
technicalities of this nature. It was alleged that the State
was assuming that it had the right to a man’s property
on his death, and that his heirs were only granted a pro-
portion through its indulgence. The effect on landed
estates would be disastrous. The principle of graduation
was altogether vicious. The attempted dispersion of
capital would not, in practice, result in social betterment.
All these and many other arguments were employed by
the Opposition. Harcourt met them with remarkable
skill. He piloted his proposals through the House of
Commons, and Lord Salisbury, although he disliked them,
held that the House of Lords would not be justified in
rejecting the Bill.

The new death duties were only to apply to the estates
of those who died after they became law. In the current
year, therefore, they were not expected to yield more than
£1,000,000. Ultimately, it was estimated they would pro-
duce between £3,000,000 and £4,000,000 more than those
they superseded. So at the moment they did not solve
all the Chancellor’s difficulties. There was still a possible
deficit of £1,379,000 uncovered. He proposed, therefore,
to raise the income tax from #d. to 8d. But he accom-
panicd this by the startling declaration that he was con-
vinced that the principle of graduation was a perfectly
sound one, and that only administrative difficulties pre-
vented him from applying it. Such a departure from the
traditional attitude towards the income tax is highly
significant. For the present he contented himself with
a change in the exemptions and abatements to relieve
smaller incomes. There was to be a total exemption up to
£160 ; from f160 to £400 there was to be an abatement
of £160, and from £400 to £500 of £100. Also in Schedule
“ A under which real property was assessed at its gross
income, an allowance of one-eighth in respect of lands and
of one-sixth in respects of houses was made. These
changes meant that the full yield of the extra penny could
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not be expected. To wipe out the remaining part of the
estimated deficit and secure a small surplus Harcourt put an
additional 6d. a gallon on spirits and 6d. a barrel on beer.

The Budget of 1894 was successful in its primary purpose
of removing the possibility of a heavy deficit. Harcourt
had estimated it would yield him a surplus of {291,000 ;
the realised surplus proved to be £765,000. In the follow-
ing year he remitted the extra duty on spirits, the yield of
which had disappointed anticipations, but retained that on
beer. He estimated that there would be a surplus of
£181,000 in 1895-6. It was Harcourt’s last Budget
statement. Defeated in the Commons the Government
resigned in June, and was succeeded by a coalition of
Conservatives and Liberal-Unionists, which now entered
upon a long period of power. Sir Michael Hicks-Beach
became Chancellor of the Exchequer, and was responsible
for a scries of seven Budgets. Four of them were peace
Budgets, which provided large sums for national defence,
and the last three fell within the years of the Boer War,
He began with a realised surplus of £4,210,000, a remark-
able increase on Harcourt’s estimate, which was partly due
to the general improvement in trade, and partly to the
unexpected productivity of the reorganised death duties,
The surplus, however, was not allowed to go to the Old
Sinking Fund ; it was diverted to capital cxpenditure on
dockyards and other naval works under the provisions of
a special Act.® Although Harcourt’s Budget of 1894 had
been roundly denounced, its principles were now accepted.
But it was felt that it was necessary to do something to
meet the complaints of agriculturists, in view of the
continued depression of prices. A substantial part of the
estimated surplus for the coming year was set aside for this
purpose. Occupiers of agricultural land were to have their
rates reduced by half, the deficiency to be made good to
the local authorities by grants out of the yield of the death
duties.® This proposal was naturally attacked as con-

1 The Naval Works Act, 1896.
% The grant comes from that portion of the new Estate Duty
which is levied on personalty.
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stituting a precedent for giving State assistance to a
particular industry. It did amount to a decision to
ear-mark for a particular section, relief which the Chan-
cellor could have distributed over the whole community
by reducing the amount of direct or indirect taxation. The
opposition was so strong that the Agricultural Rates Act,
which embodied the proposal, was limited to five years.
The arrangement, however, has been continued.

In 1897 Hicks-Beach again found himself in possession
of a large surplus—amounting to £2,473,000-—and again
he appropriated it for special capital expenditure.’
Although the revenue displayed continued elasticity,
expenditure was rising so rapidly that the Chancellor
resisted all plcas for remissions. He was apprehensive of
what would ensue when the present wave of prosperity had
spent itself. The Budget speech, however, was character-
ised by a review of the material progress which had been
effected in the sixty years of the Queen’s reign.  Its tone
and content irritated those who were persistently denounc-
ing what they were pleased to call the shibboleths of free
trade. For the moment their protests were drowned in
the general chorus of self-congratulation. Satisfaction
with the unparallcled achievements of the country no
doubt served to stimulate the optimism which resultedin a
record revenue of over £116,000,000 in the financial year.
There was a realised surplus of £3,678,000.% It was
impossible to refuse to consider the question of reductions
in these circumstances. The concessions made to the
taxpayer were carefully balanced.  Under the heading of
direct taxes new abatements in the income-tax were
granted on incomes between £400 and £700.>  The indirect
tax chosen for reduction was the tobacco duty, which
was lowercd qlxponcc a pound For three years there had

t This time it was devoted to the purposcs of the Military Works
Act.
2 12,500,000 of this was used for the purposes of the Public
Bulldmgs Act.
¢ Above £400 and not cxceeding £500 the abatement was to be £150
" £500 - )y £600 . " L120
. £6u0 " ” {700, » £70
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been abnormal surpluses ; in 1898-q there was a surplus,
but a very modest onc.” The revenue was still well main-
tained and cxcecded the estimnate, but supplementary
estimates had made more than a corresponding addition to
expenditure. The coming year, it was estimated, would
witness an excess of expenditure over revenuc of £2,600,000,
unless steps were taken to provide against it. Hicks-
Beach attempted to justify the heavy outlay, on the Navy
in particular, and expressed the hope that the coming
Peace Conference would limit the competition in arma-
ments. He also (as has been noticed)* suggested that the
time was coming when increases in the existing taxes
would prove inadequate. But he did not venture to
introduce a new tax to mect the probable deficiency. His
proposal was to reduce the expenditure to the extent of
£2,000,000 by the far from heroic course of taking that
amount from the fixed charge for the redemption of the
debt.  The main argument in favour of invading the New
Sinking Fund was that Consols stood at 110, and it was a
Joss for the Commissioners of the National Debt to purchase
them at a premium and in such quantities as to drive them
still higher. The remaining £600,000 was covered by
minor additions to the stamp duties and a revision of the
wine dutics. Had 1899-1900 been a normal year, as it
was expected to be when the Budget was introduced, the
Chancellor would have been open to the reproach that he
had resorted to devices to avoid a deficit which errors in
the cstimates had led him to anticipate. As a matter of
fact there would have been no such deficiency. But the
whole situation was changed by the outbreak of war in
South Africa early in October.

Parliament was summoned for October 17th. Hicks-
Beach announced that he had already had in view a
surplus of £3,000,000, and conscquently it would only
be necessary to provide for another £7,000,000 on
account of the war. There was, in his opinion, no strong
case for extra taxation, becausc the war would probably not
extend beyond the financial year, the income tax was already

t (186,000, 2 P. 10 supra.
:
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at 8d. in the pound, and it was not worth while to disturb
trade by imposing indirect taxes. So he asked for power
to issue Treasury bills up to the limit of eight millions. This
loan was to be regarded as temporary; the Transvaal
itself would be required to pay from its wealth towards
its liquidation. This optimism, which was not confined to
finance, had fatal consequences. In 1900 the Chancellor
had to make four separate statcments, cach of which
revealed the growing scriousness of the position. But he
failed to recover lost ground. The vote of October had
to be supplemented in February by an additional one of
£13,000,000. It was clear, therefore, that increased
taxation was necessary. He estimated that the deficit of
1899-1900, together with that which would accrue in the
coming year on the existing basis of taxation would amount
to £60,000,000. To meet this he introduced his Budget
so early as March sth. Ilc proposed to distribute the
burden between loans and taxes. The Budget followed
the usual course of making increases in direct and indirect
taxation, and scrupulously avoided any experiments in new
taxes, or what was called “ fiscal reform.”” The income-tax
was raised to Is. in the pound, additions were made to
the beer and spirits duties, and also on those charged on
tobacco and tea. Altogether these additions were esti-
mated to yield £12,317,000. The remainder—when certain
savings in expenditure were effected by suspending the
Sinking Fund—was to be met by loans. This involved the
renewing of the £8,000,000 of Treasury bills of the
previous year and the floating of a special War Loan of
£30,000,000. Criticism of the Budget turncd on the
Chancellor’s failure to find new sources of revenue rather
than on the difference between the amount raised by loan
as compared with that produced by additional taxation.
To the charges that his proposals were commonplace he
replied that he was content that they should be so, for he
did not wish to raise fundamental fiscal issues in facing

! Stock, redeemable in ten years and bearing interest of 2§ per
cent. was offered at £98 10s. od. per cent. It was heavily over-
subscribed.
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a temporary emergency. No further changes in taxation
were made within the financial year, though, in July and
December, Hicks-Beach presented revised estimates of
expenditure and obtained additional powers to borrow to
the extent of £13,000,000 and £11,000,000 respectively
The Government appealed to the country in December
and was confirmed in power. But the war, which it was
returned to conclude, dragged on for over another two
years. Financially the outlook became much darker.
The hope of a substantial contribution towards the
expenses from the Transvaal had to be abandoned; in
fact, that country was so wasted by the prolonged fighting
that ultimately Great Britain had to advance credit
facilitics in order to assist it to recover. While the revenue
retained its stability expenditure continucd to increase.
In his Budget statement of April, 19or, Hicks-Beach
estimated that it would amount to £187,602,000 in the
current year. The taxes, hec anticipated, would yield
£132,255,000 ; so he was faced by a deficit of £55,347,000.
He pointed out that the war did not account tor the total
increase: there was a growth m the ordinary annual
expenditure. The time had come, therefore, to attempt
to broaden the basis of taxation by finding other sources
of revenue. The Chanccllor made it quite clear that he
did not wish to abandon free trade principles, and he
definitely refused to consider a tax on imported manu-
factured goods. He wanted a largely productive tax
levied * on some article of universal consumption which
is very cheap.” He proposed to find this in a revival of
the sugar duty at 4s. 2d. per cwt., which would yield
£5,100,000." In addition he imposed an export duty on
coal at the rate of 1s. a ton, which he expected would
produce £2,100,000. For the latter there were precedents,
but they carried little weight because the export trade in
coal had become by 1gor a totally different business in
nature and extent from what it had been in the *forties of

* The duty on sugar, it will be remembered, was repealed by
Ngorthcote in 1874. It was free of all charge on and from May 1st,
1874.
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the previous century.! The duty appealed to Hicks-
Beach as neither a direct nor an indirect tax on the ground
that it could be passed on to the foreign consumer. This
view was contested by colliery proprietors and exporters.
They pointed out that it could only be true where there
was a monopoly, as, for instance, in the case of Welsh
steam coal. Other coal, such as that exported from the
Humber and Scotland, had to compete with that of Ger-
many and America in foreign markets, and conscquently
it would handicap the trade to raise the price to the extent
of the duty. Others showed how coal supplied an outward
cargo which facilitated the importation of other com-
moditics. In the end the Chanccllor met some of the
objections by conceding that there should be a rebate on
the cheaper kinds of coal. Also, he exempted all coal
exported until the end ot the year under existing contracts.
These concessions mcant a reduction of £800,000 in the
estimated yicld of the duty. To maintain the balance of
direct and indircct taxation a further 2d. was added to the
income tax. These new taxes and the continued suspen-
sion of the Sinking Fund still left a decficit of over
£40,000,000. The already large proportion of the unfunded
debt forced the Chancellor to raisc this in the form of
Consols.

On April 14th, 1902, Hicks-Beach introduced his seventh
and last Budget. The end of the war now seemed to be in
sight. But the state of the finances demanded that
further provision should be made to meet expenditure.
Although the existing taxcs were estimated to produce
£147,785,000, that revenue would come short of the require-
ments of the year by £45,500,000. Consequently he

1 The taxes on the export of coal, which had been imposed in the
eighteenth century and increased during the French Wars, were
condemned by Parnell in lus “ Financial Reform,” and repealed
by Althorp, except with respect to that which was exported in
foreign ships. Peel reimposed a duty of 2s. a ton in 1842 on coal
exported on British ships, but withdrew it in 1845. Hicks-Beach
invoked the authority of Peel. But since he repealed the tax
and the export trade was altogether different in his time, this was
hardly relevant.
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proposed additional taxation, direct and indirect. The
former was found in the easy device of adding a penny to
the income tax; the latter might also have been secured
by raising the rate of the sugar or other duty. But Hicks-
Beach thought it was necessary to impose a new tax.
He dccided in favour of the revival ot the registration duty
on corn which Lowe had abolished in 1869. It was to
take the form of an import duty of 3d. per cwt. on corn
and of 5d. on flour and meal. The yield was estimated at
£2,650,000. The Chanccllor, although he had often
deplored the narrow basis of the taxational system, had
never given any reason to suppose that he would com-
promise free trade doctrine. He had, indeed, on more than
onc occasion professed his unfaltering allegiance to its
principles. In advancing this proposal for an import duty
on corn he did not anticipate that it would be denounced
as protectionist. This was a curious oversight. Possibly
the tax would have been accepted without demur at another
juncture. But there had been a growing agitation for a
return to a protective tariff and the duty seemed to the
prime movers in it an indication that the Government was
coming round to their views. It also put the free traders
on their defence. This tax, possibly not very important
in itself,’ was regarded as a challenge. It was the spark
which caused a highly-charged atmosphere to cxplode,
Harcourt denounced the proposal as most objectionable,
and Sir Henry Campbell-Bannerman regarded it as a first
step towards protection. The suggestion was made—
though it was <‘rongly repudiated by the Government—
that the cor.. duty was intended to be the foundation of
a policy Jf Imperial preference. Hicks-Beach, for his
part, insisted that the only purpose was to augment the
yield of indirect taxes by introducing a new one. When
the news arrived at the beginning of June that hostilitics
had ceased in South Africa, the Chancellor had an oppor-

! That the corn duty was no serious infringement of free trade
principles may be proved by the fact that Buxton, in his ** Finance
and Politics,"”” Vol. 11, pp. 158-9, questions the wisdom of its repeal
by Lowe.
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tunity of revising his financial scheme. But he refused to
drop the corn duty. Had he foreseen the consequences
of its retention there can be no doubt that his decision
would have been different.

Lord Salisbury retired from the Ministry in July. Mr.
A. ]J. Balfour became Prime Minister and, among other
changes, C. T. Ritchie' succeeded Hicks-Beach as Chancellor
of the Exchequer. The Budget statement of 1903-4 has
a two-fold interest. It glanced back at the cost of the war,
and it precipitated the disruption which was threatened
in the discussions of the previous year. Ritchie estimated
that the total cost of the war amounted to £217,000,000, of
which less than one-third had been met out of current
revenue. There had consequently been a heavy increase
in national indcbtedness. The {unded debt had been
raised by the addition of £92,000,000 in Consols, there was
a special War Loan ot £30,000,000, and outstanding
Exchequer bonds and Treasury bills for £24,000,000 and
£13,000,000, respectively. The Chancellor maintained
that his predecessor had been remarkably successful in
reconciling the interests of the nation and those of the
money market in the arrangements he had made. In
view of the fact that the trade boom was not checked by
the outbreak of war and the ordinary revenue remained
well above the pre-war average, it scems obvious that the
country could easily have borne a larger proportion of the
war cost at the time. The difficulty was to find the means
of increasing taxation. Hicks-Beach had been enabled to
meet the increasing expenditure before the war by the
surprising productiveness of Harcourt’s death duties, but

1 Charles Thomson Ritchic (1838-1906) had first come into
prominence in the later 'seventies as an advocate of the counter-
vailing duty to equalise the effect of the bounty paid on the export
of Continental sugar. He had consequently come into collision
with Joseph Chamberlain, who was strongly opposed, as a Free
Trader, to that policy. Subsequently Ritchie had served in Con-
servative Governments as Financial Secretary to the Admiralty,
President of the Local Government Board, President of the Board
of Trade, and Home Secretary. He accepted the Chancellorship of
the Exchequer with reluctance. It brought him again into conflict
with Chamberlain—but now he was the champion of {ree trade.
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he did not explore the possibility of securing more from
this source during the war. Nor did he attempt to alter
the basis of the income tax ; he merely made automatic
increases which could hardly go beyond a certain point
when they fell equally on all incomes. It has been noticed
how he kept within the accepted canons of taxation. His
interpretation of the meaning of broadening the basis did
not reveal any important new sources of revenue. The
first post-war Budget is nccessarily affected by outstanding
war charges. Ritchic, however, cstimated that total
expenditure would be £40,000,000 less than in the previous
year. The existing war taxation, he anticipated, would
give him a surplus of £11,000,000: so he turned to the
difficult task of making remissions. He reduced the
income tax from 1s. 3d. to 11d. With this he associated
the total remission of the corn duty, admitting practically
all that the opponents of it had alleged against it in the
previous year. Behind this announcement there was a
serious difference of opinion in the Cabinet. Although
the duty had been imposed for revenue purposes only, the
possibility of retaining it as the basis of a scheme of
Imperial preference was suggested by the resolutions of
the Colonial Prime Ministers adopted on August 1rth,
19o2. The Colonial Secretary—Joseph Chamberlain—at a
Cabinet mecting in November pressed his colleagues to
take this course and he understood that they had agreed to
do so. On his return from his South African tour, how-
ever, he found that Ritchic definitely refused to embody
the tax in the Budget for preferential purposes. Chamber-
tain lodged a protest, but did not consider that it was
incumbent upon him to resign. On May 15th, Mr. Balfour
assured a deputation, which asked for the continuation of
the duty, that Imperial preference was not yet a practical
question. The same day Chamberlain, addressing his
constituents at Birmingham, declared himself in favour of
preference for the Colonies, and if necessary, retaliation
against foreign countries.
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II

Reference has often been made to the reactions against
free trade policy, which were apt to gather strength at
times of industrial depression. The form they took
depended on the conditions of the time. It is also signifi-
cant of the predominance of free trade opinion that the
advocates of both reciprocity and * fair trade” repre-
sented themselves as anxious to secure tree trade all round.
The Tariff Reform movement launched by Chamberlain
was moulded by new influences of which the idea of effecting
a closer union of the Empire was the most powerful. The
taxation of imported foodstuffs was an essential part of
any genuine scheme of preference. This Chamberlain
frankly acknowledged and set himself to prove that the
consequent rise in prices would be slight compared with
the other advantages of the scheme. He saw that it was
necessary to promise that the increased revenue which the
tariffl would produce was to be spent on social reforms.
But it proved impossible to confine the discussion to the
merits of Imperial preference and the possibility of raising
by such means the revenue necessary to pay for schemes
of social betterment. Chamberlain drifted into wider
questions of protection of home industries and retaliation
against the methods adopted by other countries. The
controversy soon covered the whole field and was conducted
with increasing vigour and bitterness. In reply to his
opponents’ challenge to draw up a draft of the kind of
tariff he had in mind Chamberlain proposed in his Glasgow
speech 2s. a quarter on foreign wheat and flour and a 5 per
cent. duty on meat and dairy produce (excluding bacon),
as well as substantial preference on colonial wines. He
followed this up by speaking at different industrial centres
and paying particular attention to local conditions. It
was inevitable that his original programme should be
overweighted by continual accretions. His critics
demanded that he should correlate his proposals. He had,
however, exposed himself to attack at so many points that
in the later stages of the campaign the free traders had
little difficulty in scoring successes.
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The championing of the case for a departure from the
established fiscal policy by a prominent member of the
Cabinet had a profound effect on the Government itself.
Some were prepared to adopt the new policy and others
remained convinced free traders. The Primec Minister
did not wish to see the party split on the issue and struggled
to find a formula which would prevent such a calamity.
He thought this might be obtained by a gencral agreement
that the Government was open to conviction on the
question and in favour of asserting its freedom of action in
its commercial relations with other countries. In the end
the negotiations led to the curious result of the simultaneous
announcement of the resignations of Chamberlain and the
free traders Ritchie, Lord George Hamilton and Lord
Balfour of Burleigh, on September 18th. The Duke of
Devonshire, who had imperfectly understood the cross-
currents in the correspondence betwcen the parties within
the Cabinet, resigned a few weeks’ later.! The Govern-
ment was thus rid of the chief exponent of the new policy
and the firm defenders of the old. It now consisted of
persons committed to the general principle of “fiscal
reform,” but unpreparcd to make any definite practical
proposals. The solution was not altogether a happy one,
for Chamberlain’s campaign absorbed the attention of the
country and the attitude of the Government towards it
seemed unsatisfactory to the great majority of the people.
One result was that the Budgets of 1904 and 1905—Dboth
introduced by the new Chancellor of the Exchequer, Mr.
Austen Chamberlain—did not bear on the facc of them any
mark of the fiscal controversy. They are concerned with
the immediate question of balancing revenue and expendi-
ture which was rendered more difficult by the depression
in trade. This was no doubt in part due to the conse-
quences of the war on the money market. Although short
the depression was acute, and had the effect of upsetting
the possibly rather optimistic estimates of Ritchic in the

1 The letters incorporated in Bernard Holland’s “ Life of the
Duke of Devonshire,” Vol. II., Chap. xxvii., throw a good deal
of light on the Cabinet difficulties.
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previous year. Instead of the expected surplus of £316,000
there was an actual deficit of £5,415,000. There was a fall
in the yield of the customs greater than the estimated loss
on the repeal of the corn duty. Excise and the death
dutics proved disappointing. Mr. Austen Chamberlain
proposed to meet the large deficit by taking £2,800,000
from the Excchquer balances and £1,000,000 from the fund
which was formed of the unclaimed dividends on Govern-
ment stock ;' the remainder he hoped would be wiped out
by the surplus of the coming year. On the existing basis
of taxation, however, he estimated that there would be a
deficit of £3,820,000. In order to cover this and restore
the balances, additional taxation was necessary. Although
the Government was not convinced that the fiscal system
was based on sound principles it did not propose to do
anything which was contrary to its spirit. A penny was
added to the income tax and twopence a pound to the duty
on tea. The dutics on tobacco were also readjusted in
order to incrcase the yicld. Apart from concessions with
regard to the tobacco duties, the proposals were adopted.
In 1905 the Chancellor was able to announce that the
revenuc had practically come up to expectations and
certain savings in cxpenditure had given him a realised
surplus of £1,414,000, which he intended to devote to the
repayment of the temporary advances. The outlook was
now brighter. Trade was recovering and there was a
fall of £3,500,000 in Naval expenditure, largely due to
the fact that suspicions of the designs of Russia and
France, which had long dictated an expensive policy, had
been dissipated. The subsequent competition in construc-
tion with Germany had not yet begun. Mr. Austen
Chamberlain estimated that the maintenance of the
existing taxes would produce a surplus of £2,972,000.
What was he to do with it ? He insisted that the unfunded
debt, amounting to the total of £71,633,000, claimed first

1 The Unclaimed Dividend Account consists of unclaimed stock
and the dividends which have accrued on it. As the dividends
go to augment the capital the Account becomes larger than the
liabilitics. Gladstone had employed part of the Account in 1866.
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attention. Of this £14,000,000 of Exchequer bonds were
to fall due in the next December. He was in a position to
pay off £4,000.000 of these from funds at his disposal.
For the rest, he proposed to substitute new bonds running
for ten years, on the understanding that one-tenth of them
should be withdrawn and repaid cach year. To provide
the means to do this he increased the fixed debt charge
from £27,000,000 to £28,000,000. This arrangement
reduced his surplus to £1,972,000, not cnough to justify
taking the penny of the previous year off the income tax,
but sufficient to remove the additional twopence from the
tea duty. Hec therefore adopted the latter course. It
could not be said that he was putting the heavier burden
on indirect taxes.

In December the Government resigned. The subse-
quent General Election was partly fought on the fiscal
issue and resulted in the return of an overwhelming free
trade majority. Campbcll-Bannerman’s Ministry was also
more definitely committed to a programme of social reform
than its predecessor had been. IHow this was to be
financed soon became the dominant political issue, the
advocates of tariff reform contending that within the
limits of the free trade system sufficient revenue could
not be found. The first Budget, introduced by Mr. H. H.
Asquith, on April 3oth, 1906, was necessarily provisional
because the Liberals had not bcen long in office. He
was able to announce that the revival of trade had been
reflected in a yield of the taxes which had exceeded
the estimate by over £1,500,000. Practically the
same amount had been saved in cxpenditure. Conse-
quently, with the small surplus budgeted for in the last
session, he had a total realised surplus of £3,466,000. On
the same basis of taxation he cstimated that there would
be a surplus of £3,074,000 in the coming year. Before
disposing of the realised surplus of 1905-6 and the estimated
surplus of 19o6—7, the Chancellor directed attention to the
recent risc in the level of public expenditure and the
alarming proportions of the debt. In the previous ten
years the population had incrcased 10 per cent., the
naticnal expenditure 39 per cent., and the National Debt
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21 per cent. The wholc effect of the great reductions in
the capital liabilities of the State since 1871 had been wiped
out by the Boer war. He insisted that it was necessary to
make further and immediate efforts to reduce the unfunded
debt, as its existence had an adverse influence on the
revival of trade. He proposed, therefore, that the surplus
of the past ycar should go, as in the ordinary course,
to the Old Sinking Fund, and that £500,000 of the
estimated surplus of 19o6-7 should be added to the
New Sinking Fund, which would raisc it to £9,500,000.
The total effect of this provision for redemption of
the debt was not so considerable as appearcd on the
surface. A practice had grown up of meeting capital
expenditure by means ot special loans for which the
department concerned had provided for interest and
repayment in its estimates. Mr. Asquith strongly con-
demned this method and made arrangements by which it
would be brought to an end. In the current year, however,
indebtedness would be increased under this head to the
extent of £6,500,000, while £1,000,000 would go towards
the liquidation of such loans. Having placed the debt
charge in the forefront and taken the first step in the
direction of substantial reduction, the Chancellor turned
to possible remissions of taxation. £1,000,000 he devoted
to the abolition of the export duty on coal as from Novem-
ber 1st, and the remainder at his disposal to the reduction
of the tea duty from 6d. to 5d. For the moment the
income tax was to remain at 1s. in the pound, though
Mr. Asquith acknowledged that such a high rate raised
the questions of differentiation and graduation. A Select
Committee under the chairmanship of Sir Charles Dilke
was appointed to conduct an enquiry on this subject.

The Budget of 1go7-8 laid the foundations of the new
financial policy. The auspices seemed good. Under all
the important heads of revenue, receipts had exceeded
estimates. Death duties alonc had yielded £1,200,000
more than was expected. Economies had also been
cffected, including a saving of nearly {2,500,000 on
the Army and Navy. The realised surplus turned out
to be £5,399,000. In the coming year Mr. Asquith
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anticipated a revenue of [144,190,000 and an ex-
penditure of £140,757,000, leaving an estimated surplus
of £3,433,000.] He declared that his proposals would be
governed by three general principles. In the first place,
he reiterated his warning against allowing the outstanding
national liabilities to remain at a high figure and insisted
that a substantial effort ought to be made to reduce the
debt. Seccondly, he considercd it was full time to invade
the “ still unconquered ficld of social reform.” Thirdly,
he laid it down that the necessary money would have to
be found within the free trade system. The practical
conclusion was that he could not afford to ascribe any part
of his estimated surplus to the reduction of taxation.
Indirect taxes were to remain untouched and the revisions
of direct taxes—important as thecy were—were not to
result in any change in their total yicld. The Select
Committee on the income tax had reported in November,
1906, that both graduation and differentiation were in
certain forms practicable. Graduation, however, presented
some difficulties which impressed the Committee. In
theory a progressive tax rising so much per cent. as the
amount of total income becomes larger might secm simple.
But it presented administrative problems of which the
most formidable was the fact that two-thirds of the tax
was stopped at the source. The Committee would not
contemplate the abandonment of a method which they
regarded as ‘ mainly responsible for the present develop-
ment of the tax and the ease with which it is collected.”
Alternatives were proposed and accepted, but the Com-

1 It will be remembered that Goschen had, in 1888, diverted
certain taxes to augment local rates, These did not appear in the
annual Imperial balance sheet, although they were collected by the

.State. Mr. Asquith condemned this method and arranged in this
ear that the sums should first be paid into the Exchequer and the
cal Authorities should receive an equivalent from the Consolidated
Fund. The consequence was that the total revenue seemed con-
siderably larger, e.g., for 1907-8 the figures given above would need
to be corrected to £154,235,000 and £150,802,000: the surplus, of
course, remains the same. In subscquent issues of the ** Statistical
Abstract "’ the figures of the years prior to 1907-8 were revised
so as to include the amounts paid to Local Taxation Accounts.
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mittee did not arrive at the same degree of unanimity on
graduation as on differentiation.! Mr. Asquith recognised
this in the scheme he now put forward. He argued that
it would be imprudent to attempt to apply the two
principles at the same time. For the present, he proposed
to distinguish between different kinds of incomes, but not
to complicate this by imposing a progressive tax according
to the amount of income. A distinction was to be drawn
between earned and uncarned income and the former was
to be charged at a lower rate than the latter. While the
general rate was to remain at 1s. in the pound, persons
with an income of not more than £2,000 could claim that
any part of it was earned ; the rate on earned was to be gd.
The existing allowances up to £700 were to be retained,
but it was provided that they could only be deducted from
earned income. The Chancellor claimed that these changes
gave relicf to those who bore an undue share of the tax and
made it much more suited to be a permanent part ot the
fiscal machinery. At last Gladstone’s objection against
tampering with the basis was set aside and the permanent
nature of the tax frankly acknowledged.

The ultimate loss involved in the acceptance of the
principle of differentiation was estimated at £1,250,000.
Mr. Asquith, in accordance with his aim to keep up the
revenue to its present standard, had to find compensation.
This he proposed to do by revising the rates of the death
duties. Estates under {150,000 were not affected by the
changes. After that figure the duties were raised, reaching
10 per cent. at £1,000,000 in place of the previous 7} per cent.
Estates valued at more than £1,000,000 were to pay an
extra percentage on the amount by which they exceeded

1 “ Report from the Select Committee on Income Tax.” The
problem of differentiation, i.e., of distinguishing between the nature
of different kinds of income had long been discussed, p. 112 supra.
Graduation, i.e., progressive taxation based on the amount of
income seemed a more revolutionary proposal. The abatements
allowed to incomes under £700, as the Committee pointed out,
really constituted a graduation in favour of small incomes. The
question was whether the principle could be applied to the whole
range of incomes,
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that figure. Ultimately the increased yield was expected
exactly to balance the loss on the income tax. The burden
was thus transferred from the shoulders of the payers of
income-tax below a certain figure to those of the successors
to estates above a certain value. The primary object was
to find additional revenue, but the relation between the
death duties and the income tax had long been recognised.
They had alrcady effected a differentiation in the latter.
Large fortunes might escape with what was, relatively to
small fortunes, a light tax during the life of their possessors,
but at death they had to meet a heavier charge. Similarly,
while smaller incomes paid at the same rate as large ones,
the latter ultimately came within the scope of the death
duties. Mr. Asquith, however, added to the differentiation
effected by the complementary nature of the two taxes,
(x) by introducing the principle directly into the income
tax, and (2) by increasing the death duties. He thereby
took a very important step in the strengthening of direct
as against indirect taxation.

The first great measurc of social reform which the
Government intended to undertake was the granting of
Old Age Pensions. To prepare for it Mr. Asquith proposed
to forego the remission of taxation to the extent of
£1,500,000, which his cstimated surplus would have
enabled lim to concede when all the temporary charges
of the alterations he was making had been covered. 1lis
plan was to add the sum to the Sinking Fund for the year :
in the future, however, it was to go towards the financing
of Old Age Pensions. The Budget of 1907 was therefore
a preparation for that of 1908. Campbell-Bannerman’s
state of health forced him to resign in April, 1908, and
Mr. Asquith became Prime Minister, Mr. David Lloyd
George succeeding to the Chancellorship of the Exchequer.
It was arranged, however, that the Prime Minister should
introduce the Budget which he had prepared. The revenue
during the past year had shown unexpected elasticity
under all the main heads. The income tax was the
greatest surprise, for it produced £1,880,000 more than the
estimate. The total realised surplus was £4,726,000.
Mr. Asquith was able to assure the House that the changes
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in the income tax had created no administrative difficul-
ties. A plan which had been thought unworkable for
sixty years had proved “ not only practicable, but smooth
and easy in its operation.” In the coming year the
existing taxes were estimated to yield a surplus of
£4,901,000. He proposed, therefore, to make a beginning
with Old Age Pensions. The Government scheme, which
was non-contributory, was to come into operation on
January 1st, 1909, and was expected to cost £1,200,000
in the current financial year, and about £6,000,000 a year
afterwards. Instead of keeping the balance of his esti-
mated surplus to mecet the future charge of Old Age
Pensions—which he might have been expected to do in
accordance with his own example of last session—he
reduced the sugar duty from 4s. 2d. to 1s. 10d. per cwt.
at an estimated cost to the revenuc of £3,400,000. To the
argument ot the Opposition that this sum should have
been provisionally devoted to the reduction of the debt,
Mr. Asquith was able to point to what he had achieved in
in the last three years. Altogether he had provided
£46,700,000 for repayment of debt, and he did not think
he was justified in maintaining taxation in order to con-
tinue reducing it at this rate. The reduction of the sugar
duty, it was also alleged, further changed the proportion
of direct and indirect taxes at a moment when a heavy
burden was placed on the revenue in favour of the poor.
But to this redress of inequalities of income by means of
the heavier taxation of the wealthy, a considerable body of
opinion in the House found no objection.

After reducing the sugar duty Mr. Asquith estimated
that there would be a surplus of £241,000. But a tem-
porary depression in trade reacted unfavourably on the
yield of the taxes, and it fell short of what was expected
by over £1,500,000. When Parliament assembled the
King’s speech called attention to the fact that increased
Naval Estimates and the charge of Old Age Pensions would
involve heavy expenditure in the coming year. With a
deficit on the basis of the existing taxes, and prospective
additional charges, the potentialities of free trade finance
were sharply challenged by the advocates of tariff reform.
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Mr. Lloyd George might have vindicated the former by
relying entirely on increases in the income tax and death
duties, with a corresponding revision of indirect taxes.
In other words, he had to his hand the means of meeting
the emergency without departing from principles which
had, since Harcourt’s 1894 Budget, won general recognition.
As a matter of fact, as far as immediatc revenue was
concerned, this is what he did. But he chose to raise new
issucs. The Budget was rcally twofold. The one part,
which was on the lines indicated, was calculated to provide
him with what was necessary in the coming yecar, and,
although it made considerable changes in the income tax
and decath duties, the circumstances were such that it
could hardly have been strongly opposed. The other part
was highly contentious. The Chancellor wished to insti-
tute new taxes, which were at first not only unproductive
but even involved expenditure, in order to lay the founda-
tions of an expansive revenue to meet the future claims of
social reform. This was a unique proposal. It opened up
two questions, namely, whether the Chancellor was justified
in contemplating the supposed requirements of an undefined
period in making provision for the following year, and
whether (if he was justified in doing so) this was the right
time to attempt to graft new taxes, prospectively pro-
ductive, on to the trunk which had to bear the strain of
the present pressure. Purists had often contended that
the Chancellor ought to confine his attention to the year
for which he was budgeting. Strong arguments, however,
could be adduced on the other side. Pcel had a number of
years in view when he revived the income tax, and Glad-
stone’s Budget of 1853 was framed in anticipation of the
position in 1860. More recently, Mr. Asquith had, in 1907,
earmarked moncy for subsequent use. Hard and fast
rules have often to be set aside in practice. It was really
a matter of expediency. \Was Mr. Lloyd George well
advised in attempting to grapple with the problems of a
succession of years—for he seems to have thought that it
would not have been necessary to impose fresh taxation for
some time to come—and thereby overburdening the
Budget of 1909-1910, when he was faced by so many
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immediate charges ? If it was desirable to introduce new
taxes not at once productive—and it is impossible to
maintain that the Chancellor is precluded from imposing
such taxes—ought he not to have waited for a year or so ?

Mr. Lloyd George described his Budget as a war Budget.
It was intended to raise money to wage implacable warfare
against poverty. He conducted his campaign in this
spirit. The result was the most prolonged and bitter
contest which had ever been experienced in the discussion
of a year’s financial proposals. The Budget was presented
on April 29th, 1909, and it did not receive the Royal assent
until the anniversary of that day. Mcanwhile there had
been an appeal to the country, and considerable dislocation
had been caused becausc the Treasury had no authority to
collect the taxes. Tt is difficult now to appreciate the
passions which were aroused in the conflict, the free use
of the word “ revolutionary’ on the one side, and the
enthusiasm displayed by the other. Mr. Lloyd George
undoubtedly had to face a difficult problem when he
reviewed the financial possibilities of 1gog-10. The exist-
ing taxes would yield him, it was estimated, a revenue of
£148,300,000, while the expenditure would be £1064,152,000.
He had therefore to meet a prospective deficit of
£15,702,000. His first step was to adjust the estimated
expenditure by reducing the fixed charge for the debt
from £28,000,000 to £25,000,000." To make up the balance
he relied, as has been pointed out, on increases in the staple
taxes. (1) Important changes were introduced in the
income tax, which the Chancellor described as ‘‘ the sheet
anchor of our financial system.” Hec raised the gencral
rate to 1s. 2d. in the pound; but persons whose total
income did not exceed £3,000 were to be charged at the
old rate of gd. on earned income, if the total income was
not more than £2,000, and 1s. between £2,000 and £3,000.
A new abatement was also added of £10 for each child for
those whose incomes were under £500. But the great

1 It was subsequently reduced by another £500,000 to £24,500,000.
This would leave £6,380,000 for the New Sinking Fund. As a
matter of fact, only £3,531,419 was allotted in the year.
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innovation under this head was the acceptance of the
principle of graduation in the higher reaches. Mr. Lloyd
George agreed with the Committee of 1906 that a complete
system of graduation would involve the abandonment of
the method of stoppage at the source, and therefore was
not desirable. So he adopted their suggestion of a super-
tax on incomes over £5,000, to be based on personal
declaration. Such incomes were to pay an additional 6d.
in the pound upon the amount by which they exceeded
£3,000. When the machinery was in full working order
he cstimated that the super-tax would produce £2,300,000.
These proposals met with little direct opposition. (2) The
death duties were made much heavier. From estates of
£5,000 and above, a new and steeper scale of duties was
exacted, ranging from 4 to 14 per cent. (instead of from
3 to 10 per cent)), as the valuc of the estates rose from
£5,000 to £800,000. The revision was expected to yield
£2,850,000. (3) Various increascs were made in the stamp
duties, estimated to produce an additional £650,000.
(4) With regard to indirect taxation, tobacco and spirit
duties were raised, with a view to bringing in a further
£3,500,000.

The main contest, however, raged round the *‘land
taxes.” Mr. Lloyd Gceorge proposed to take for national
purposes a proportion of the increase in the value of land
when it could be shown to be due to the growth and
activities of the community. This involved a complete
valuation of the land in order to provide the basis for
assessing the ‘‘ unearned increment’ as from April 3oth,
1909. There were four new duties introduced. A tax of
20 per cent. was to be imposed on increases in the site value
of land after the fixed date,' to be paid whenever the land

1J. S. Mill had pointed out in his *“ Principles of Political
Economy " that the ordinary progress of society tends to augment
the income of landlords, and he advocated the approprnation of a
portion of this *“ unearned increment '’ by the State. (‘“ Principles,”
Book V., Chap. ii, 5). In the 'ecighties the influence exercised by
Henry Georges “ Progress and Poverty '’ strengthencd the con-
viction of Radical reformers that something ought to be done.
The advocates of the Single Tax and of the taxation of land values
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passed from hand to hand, either by sale or on account of
death. On the reversion of a lease, the lessor was to pay
10 per cent. on the benefit he received. An annual tax
of 4d. in the pound on the site value of undeveloped land
was to be charged. This was intended at first to apply to
ungotten minerals, a proposal which was withdrawn in
favour of a duty of 1s. in the pound on mining royalties.
During the Committce stage attention was concentrated on
this aspcct of the Budget, but, although the original
proposals suffered a good deal of amendment, the main
principles were established. When the controversy was
transferred to the Lords it rcached a new stage, for it
became increasingly clear that they would take the fateful
step of rejecting the Budget. The Government accordingly
appealed to the country and was returned, but with a
greatly reduced majority. The Budget proposals were
incorporated in the Finance (190g-10) Bill, and duly found
their way to the Statute Book.!

One consequence of the rejection of the Budget was
that it was impossible to state the annual accounts in the
usual way. In the circumstances it is remarkable how
much rcvenue was actually collected. Customs and
excise dutics were largely paid under an arrangement that

werc in agreement on the point that causes of a natural or public
nature increased the value of land. Ilenry George would have
ascribed the whole of the * cconomic” rent to State purposes,
thus making it possible to dispense with all other taxes. Mill had
merely contended that a valuation should be undertaken and a
tax placed on future increases in value. The taxation of land
valucs has been in operation for some years in Austrahia and New
Zealand, and the municipalities of Western Canada employ 1t for
local purposes.

1 The Land Value Duties never produced more than £715,000
(in 1914) : in some years they fell far below that amount. In his
Budget statement of 1919 Mr. Chamberlain announced that not
only had the yield been disappointing but, for a varnecty of reasons,
the duties had become unworkable. It was therefore necessary
either to amend or repeal them. He had agreed with Mr. Lloyd
George to refer the question to a Select Committee. The upshot
was that in 1920 the Government, of which the author of the duties
was the head, abandoned them, with the exception of the duty on
mining royalties.
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part would be refunded if thc Budget was ultimately
rejected. Death duties werc accepted at the old or new
rate, subject to later revision. Income tax was deducted
at the source on the same condition. Still, when the
Chancellor summed up the result, he had to announce a
deficit of over £26,000,000, which was due to the fact
that payments were in arrears. The difficulty had been
tided over by borrowing under the provisions of the
Treasury (Temporary Borrowing) Act. Mr. Lloyd George
introduced his sccond Budget two months after the passing
of his first. In it he did not proposc any additions to the
new taxes, nor did he make any reductions. He had by
that time received the greater part of the arrears of the
last year, and the deficit had been wiped out. Assuming
that there would be a ycar of good trade, the Chanccllor
estimated for a total revenue of £199,791,000, which would
give him a surplus of £309,000, after he had provided for
the removal of the pauper disqualification which had so
far barred claims for old age pensions. On the side of
expenditure he mentioned the charges to be met for labour
exchanges, education and development grants; he also
indicated that in the next year he would take up the ques-
tion of national insurance against sickness and uncmploy-
ment. In the meantime the constitutional issues, which
had been raised by the action of the Lords in 1909, were
attracting more attention than finance. The Government
eventually decided to dissolve Parliament and make a
second appeal to the country. As the Finance Bill had
not yet passed through all its stages Mr. Asquith announced
that only the essential portions would be taken. At the
General Election the Government obtained a further
lcase of power, and the remaining part of the Budget was
carried through early in 1911,

In his third Budget statement Mr. Lloyd Gcorge was
in a position to review the results of the abnormal conditions
of the previous two sessions. Taking them together he
was able to show a realised surplus of £5,607,000."  He had

1 This did not all go to the Old Sinking Fund. /1,500,000 was
set aside for the building of sanatoria and a similar sum was ascribed
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been justified in anticipating a good year in 1910-11, the
Exchequer receipts having exceeded the estimate by
£3,469,000. Apart from some small changes in the cocoa
duty and liquor licence duty—involving an estimated loss
of £05,000 in all—no changes werc made in 1911. The
Chancellor expected a surplus of £337,000. During the
session the Chancellor was again the central figure in a
heated controversy. He had introduced his National
Insurance Bill on May 4th. It was a measure on a com-
pulsory contributory basis, providing sick pay and medical
aid, together with an unemployment benefit scheme for a
defined group of trades. As in Germany, where such a
scheme was in operation, a State contribution was granted.
Such obligations, however, seemed well within the possi-
bilities of the new finance.. In 1912 Mr. Lloyd George was
able to announce the largest realised surplus on record,
namely, that of £6,545,000. The greater part of the excess
of revenuc over estimates was due to the hecavy yield of
the customs, itself an indication of the general prosperity
of the year. Expenditure had been increasing at an
average of over £6,000,000 a ycar since 1909—one-half of
it being due to the naval programme, and the other to
social reform projects—and yet the revenue provided a
handsome balance. Some alarm was expresscd when
Mr. Lloyd George suggested that the surplus should be held
in temporary suspense and not devoted to the redemption
of the debt. He eventually met the strong protests against
this course by handing over £5,000,000 of it to the Old
Sinking Fund. The remainder was to meet the special
charges of the Navy and the development of Uganda.
Therc were again no changes in taxation in 1913. The
past year had justified optimistic expectations. The
Chancellor boasted that overseas trade had reached a
higher point than ever before, and unemployment at home
was almost eliminated. The great coal strike had resulted
in a temporary dislocation, but the Joss had soon been made

to the Development Fund. £250,000 was lent for public works in
Uganda. £2,357,000 remained for the Sinking Fund. The Develop-
ment Fund was established under an Act of 1909.
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up. His realised surplus, however, was not to be compared
with that of the previous year. It was merely £180,000.
In the coming year he estimated that the expenditure
would amount to £105,640,000, while the income, allowing
for the increased yield of the taxes, would not be more
than £194,825,000. To sccurc a balance he proposed to
take £1,000,000 of the surplus of 1g11-12, which he had
retained in hand to meet outlays on the Navy and Uganda
but had not needed to spend. This, he anticipated, would
give him a surplus of £185,000. As a matter of fact he
realised £750,000. But expenditure had at last caught up
with revenue, and in his Budget of 1914 he had again to
face the question of imposing additional taxation. His
estimates for 1914-5—expenditure, £210,455,000, and
revenue, on the basis of existing taxes, £200,655,000—
presented him with a prospective deficiency of £9,800,000.
The Budget of 1914 followed the precedents of 1gog.  The
additional money was to be found by changes in the income
tax and death duties. The tax on carned income was to
remain at gd. up to £1,000, then it was to be raised to
104d. up to £7,500, Is. up to £2,000, and 1s. 2d. up to the
limit of £2,500. The uncarned rate was raised to 1s. 3d.,
and the supcr-tax was also stiffened.  Under death duties
the scale was revised on estates above £60,000. It was
surmised that Mr. Lloyd George was budgeting for a large
surplus in the following year, and that possibly he had in
mind not only new schemes for expenditure, but also the
remission of indirect taxation. What would have been the
final result of the new finance can only be conjectured.
Many werc of opinion that the limit of tolerable taxation
had been almost reached, and that retrenchment in expendi-
ture would soon become incvitable. Armaments and social
reform had together exerted an enormous influence on the
national finances.  The advent of the £200,000,000 Budget
seemed a portent. But events were at hand which were
to make a Budget of that dimensions seem to belong to the
distant past and the still more remote future.’

1 In the Estimates of Expenditure for 1920-1 the item ‘‘ Interest,
etc., on War Debt '’ alone amounts to £320,500,000,
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(Note.—Figures are given to the ncarest thousand, and
000’s are omitted.)

S
car
Year Ex-

((.‘Tld- Ch(\qucr i Ex- . Dkbt Charge.'
ing . chequer | Deficiency.
S Receipts. y
31st Tesues.
March. | ; N
{&)o fooo [v(mo_vw 'ﬁ;{,’(’)ao WZ:)OO B

1915 | 226,004 500,474 333,780 || 20,0977 2,171
19106 | 330,707 | 1,550,158 | 1,222,391 || 20,338 39.91I
1917 |573,428 | 2,198,113 | 1,024,085 || 19,782 107,467
1918 | 707,235 | 2,000,221 | 1,088,086 | 19,828 170,023
1919 | 889,021 | 2,570,301 | 1,600,280 | 23,638 246,327

1 Under ** Debt Charge ”’ the fixed charge is distinguished from
the charge for mteiest, ete., on the War Debt.
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CHAPTER VIII
WAR FINANCE—1914-1918

THE fact that public inance functions withina complex
system and is affected by disturbances which tend
to throw it into dislocation has been fully demon-

strated by the review of the history of the nincteenth

century.  General prosperity has been attended by great
elasticity in the yicld of the taxes and depression of trade
bas always involved the Chancellor of the Lxchequer in
difficultics. But, in addition to the alternate rise and fall,
there have been critical moments when exceptional mea-
surcs have been necessary in order to prevent a collapse
of the whole credit economy. Of these crises those of
1847, 1857 and 1800 have been noticed. .On these occasions
the Government empowered the Bank of England to assist
the commercial world to meet its obligations by advancing
money, in the form of notes, on all sound bills presented
for discount. The mere knowledge that such facilitics were
available proved sufficient in two of the instances to allay
patic ; only once had it been necessary to exceed the legal
limit in issuing bank notes.! Past experience had indeed
so perfected the skill of the bankers in dealing with emer-
gencics that in 1890 a serious situation was successfully
handled without resort to the device of the suspension of
the Bank Charter Act.* One natural consequence of the
fuller understanding of the working of the credit system
was that it became more elaborate ; for confidence is the
basis of all financial operations. The preservation of peace,
however, was the underlying assumption on which the
whole fabric rested,  \When peace was endangered it hegan

» Pp. 106, 128 and 141 su_/;r‘a T ap, ibsn., supra.
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to totter, and when war between the Great Powers seemed
imminent, it came down with a crash.

The emergency measures of August, 1914, can only be
noticed in briefest outline. A fatal train of events was set
in motion by the dispatch of the Austrian ultimatum to
Serbia on July 24th. Continental Bourses experienced a
panic and onc after another they closed down. The
London Stock Exchange was thercfore flooded with selling
orders from abroad. Prices fell rapidly and were in
danger of a complete collapse. On July 3ist—the day
before the German ultimatum to Russia—the Stock
Exchange closed, a stcp unprecedented in its history.
This had an immediate effect on the banks. They were
being pressed by depositors who wanted cash. But they
now had no means of sclling the sccurities which they held
against their liabilitics. Through no fault of their own
they found themselves in the position which it had always
been their policy to avoid; their asscts were no longer
fluid. They could ncither sell their own investments nor
could they dispose of the stocks and bonds which they
held as collateral security against loans. A run on the
banks might develop at any moment with serious conse-
quences. To meet it they had only their cash in hand,
their balances at the Bank of England and their loans at
call or short notice. Some of them showed a disinclination
to pay out what gold they had, and handed Bank of
England notes to their customers. This had the effect of
suggesting that it was advisable to hoard gold, and of send-
ing the recipients of notes to the Bank of England itself for
cash. The calling in of loans at short notice from the
bill-brokers, to whom they are usually made, also drove
them to the Bank of England for assistance. Consequently
the pressure on the central institution became increasingly
heavy The Bank rate went up from 4 to 8 per cent. on
July 31st, and the following day it was raised to 10 per
cent. The reserve fell below £10,000,000.

The extent of the collapse, however, can only be realised
when its effect on international trade is examined. A
highly complex system had been evolved for facilitating
payments. It was centred in the London money market.
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In fact, the bill on London was the chief medium of mter-
national exchange. The seller of goods in one part of the
world did not normally wait until they had been delivered
and paid for by the buyer in another part. The buyer’s
promise to pay at the end of threc months or so was con-
verted into present money by the mechanism of the bill
of exchange. He opencd a credit with an accepting
house in London in favour of the scller, the effect of which
was that the acceptors assumed responsibility for the
payment of the amount. The bill drawn by the seller
and duly ‘“ accepted”’” in London became a first-class credit
instrument and could be presented to a bank for discount,
that is, a bank would advance money on it because the
ability of the acceptors to meet it on maturity was beyond
doubt. Obviously, however, the accepting house would
depend on the buyer remitting the money before that date.
At ordinary times the system worked smoothly, and bills
of exchange were looked upon as excellent investments,
becausc they usnally represented goods on their way to
market and they were not long outstanding. It was
estimated that prior to the crisis of 1914 there were bills
of exchange for over £300,000,000 duc to mature in London
within the next few months. Miilions fell in daily. But
the danger of war completely dislocated the machinery.
The foreign cxchanges broke down, and it was impossible
for the foreign customers to remit funds to the London
accepting houses. They were therefore thrown back on
their own resources, which were not sufficient to enable
them to remain solvent.

It was not merely a question of the losses which the
accepting houses would have to face because the vast sums
for which they were responsible were not forthcoming
from abroad. The machinery of international trade had
broken down, and it was of the utmost importance to
repair and set it in motion again. How was this to be
done ? The first step taken by the Government was to
issue a Proclamation which allowed accepting houses to
re-accept bills, originally accepted before August 4th, as
they fell duc and to postpone payment for a month. This
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was part of the moraforium.! It saved the accepting houses
for the moment, but offered no ultimate relief unless the
remittances from abroad were paid within the time. The
fact that one country after another was drawn into the
war ruled out this possibility. Nor did it give any assist-
ance to the banks and discount houses, for they depended
on the acceptors meeting their bills on maturity. Business
was thereforc at a standstill. This problem was met on
August 12th by the Treasury arrangement with the Bank
of England, by which the Bank offcred to discount bills
accepted before August 4th, the State assuming the
responsibility for any ultimate loss. Any bank or discount
house could thus sell the bills it held, if accepted before
August 4th and otherwise satisfactory, and be free from all
future responsibility. The effect was to give the banks
large credits at the Bank of England by rendering their
assets in the form of bills fluid once more. They were now
in a position to discount new bills and advance money for
other purposes. The liability of the acceptors still re-
mained and consequently they did not undertake new
business. To remove this difficulty the Government
decided to empower the Bank of England to advance money
to the accepting houses to enable them to pay all bills they
had accepted before August 4th. The Bank engaged not
to scek repayment of the loan until twelve months after the
conclusion of the war. Relicved of their obligations for
pre-war bills for a definite period, the accepting houses wére
in a position to resume their activities as far as conditions
would allow.

It will be recalled that the crisis in August occurred on
the eve of the holidays. Many who formed the queuec at
the Bank of England on July 31st and August 1st wanted
to change bank-notes into gold because the latter would be

1 A moratorium, which is a legal authorisation to postpone the
payment of debts, can hardly be partial without involving hardship.
On August Gth, therefore, a Proclamation was issued which made
the moratorium much more comprehensive. Originally intended
to run until September 4th, it was continued until November.
Before that time the Courts (Emergency Powers) Act of August 31st
had provided for the protection of debtors in hard cases.
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more convenient when away from home. The approach
of Bank holiday—Monday, August 3rd--seemed an
embarrassment. It was really a blessing in disguise. The
banks remained closed for three additional days, and steps
were taken to deal with the emergency. Ar adequate
currency was the first necessity. Precedent would have
required that the Bank Charter Act should be suspended
in order that bank notes in sufficient number to meet
requirements might be issued. This course, however, was
not adopted.! The Treasury itself supplied the requisite
paper money in the form of one pound and ten shilling
notes, under the provisions of the Currency and Bank
Notes Act of August 6th. The currency notes were made
legal tender for any amount, and no limit was set to the
issuc. Technically, they were convertible into gold, for
a clause in the Act provided that the holder of a curreniy
note should be entitled to obtain, on demand, payment in
gold at the Bank of England. 1In practice this apparent
safeguard against an over-issue came to mean very little.
The so-called * emergency’” currency remained as a
reminder of the financial crisis which heralded the war : it
playcd an important part in the financing of it, and is an
element in the difficulties it has bequeathed.  What would

_have happened had the Bank of England supplied the notes
required 1t is impossible to say. The Currency and Bank
Notes Act did include a clause which indemnified the Bank
of England if it issucd notes in excess of the legal limit.
But the ample provision of currency notes did not make
this nccessary.  They were issued to the bankers up to
20 per cent of their labilitics on deposit and current
accounts. The Treasury’s sccurity was a floating charge
upon the bank’s asscts, and the notes were to bear interest
at the current Bank rate.

The re-establishment of the credit system was an essential
preliminary to the prosccution of the war. By September
the Banks werc provided with currency to meet their
requircments and their assets were again fluid. The
assistance given to the accepting houses, together with the
arrangements made for shipping insurance, had promoted

! There seems to have been a temporary over-issue on August
7th and 8th, but it was correctéd by 1oth,
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the resumption of international trade. Meanwhile the
Government had to secure immediate means to cover the
expenses of the early days of the war. A vote of credit
for £100,000,000 on August 6th enabled the Treasury to
take what steps it thought necessary without submitting
any details of expenditure to the House of Commons.
This was in accordance with the recognised procedure of
the House in the case of an unforeseen national emergency ;
but the vote was enormously larger than on any previous
occasion. The method of giving the Treasury authority
for expenditure by means of votes of credit was retained
throughout the war, partly because the publication of
estimates and supplementary estimates would have given
some indication to the enemy of the sums spent on various
services, and partly because it was impossible to foretell
the costs with any degree of certainty. After the first vote
of credit, however, the practice arose of giving some idea
of the total cost by attempting to express it in terms of
the cost per day, thereby informing the House how long
the vote of credit under consideration might be expected
to last. The Government was also given wide powers in
deciding how it would raise the money it was from time to
time authorised to spend. At first it mainly relied on
Treasury bills, which were to run for six months. The
early issues werc over-subscribed by the banks at a com-
paratively low rate of interest. The explanation of this
was that the banks had, owing to the assistance the State
had given them in realising their assets, very large balances
and Treasury bills offered the most attractive investment
at the moment. It soon became essential, however, to
arrange for a long-dated loan. The first War Loan was
opened for public subscription in November. It was issued
at 95 bearing 34 per cent. intcrest and repayable in 1928
or, at the option of the Government, in 1925. The net
yield was £331,798,000. On November 15th the Govern-
ment asked for a second vote of credit for £225,000,000.
The first attempt to answer the difficult question of how
much of the expenses of the war was to be met by taxation

1 A third Vote of Credit for £37,000,000 was granted on March 1st,
1915, making in all £362,000,000 in the financial year.
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was the special Budget introduced by Mr. Lloyd George on
November 16th. He proposed that the Budget of the
previous May should remain intact and that increases should
be made within the scheme then laid down, that is, he did
not try to discover any new taxes. His declared policy
was to raise as much as possible by means of taxes without
doing damage to productive industriecs. The public was
certainly prepared for heavy taxation, and the Budget
proposals seemed to err on the side of moderation. The
income tax was doubled for the last four months of the
financial year. Spreading the increase over the whole
year this raised the rate on carned income to 1s., and on
unearned incomes to 1s. 8d. The indirect taxes chosen for
increase were those on beer and tea ; the tax on beer was
raised to 17s. 3d. per standard barrel, and 3d. a lb. was
added to tea. The estimated result of these changes was
an additional yield of f£12,500,000 from the income tax
(including the super-tax), and of £3,000,000 from beer and
tea. If the estimated tax income in the two Budgets of
1914 is compared it will be seen that the outbreak of war
had necessitated a revision of the figures for Customs and
Excise, and that the additions to beer and tca did not
cover the expected shrinkage in their yield. The total
estimated produce of taxes was only £175,866,000. To
this must be added the non-tax revenue of £35,430,000,
making a total revenue of £211,290,000, which was not a
substantial increase on the pre-war basis.' The Chan-
cellor’s task was extremely difficult because it was too
soon to assess the full significance of the change from peace
to war. How long the war would last, what it was likely
to cost, how national production would be affected, and
many other questions contributed to produce an unpre-
cedented element of uncertainty. In the circumstances
it is hardly remarkable that he contented himself with
strengthening the May Budgct, which had been regarded as
one that imposed very heavy burdens on the community.
1t is remarkable, however, that Mr. Lloyd George's second

1 The realised revenue for 1914-15 proved that the estimate was
conservative. It amounted to £226,694,000.
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war Budget did not reveal a fuller appreciation of the
situation. It was presented on May 4th, 1915. The review
of the yield of the taxes was highly satisfactory, all of
them having produced morc than had been expected.
Without any alteration it was cstimated that the revenue,
tax and non-tax, would amount to £270,332,000 in 19:5-16.
The Chanccllor thercfore did not propose to make any
changes but to allow those of the previous November to
stand. In view of the rapidly increasing cost of the war
and the great sums which werc being raised by borrowing,
Mr. Lloyd George missed an opportunity. Experience had
often demonstrated that it was of first importancce to impose
adequate war taxes as carly as possible. The temper of
the pcople was such that considerable sacrifices would
then have been borne without complaint.

Up to March 31st, 1915, the net borrowing was almost
double the total revenue, and there was every prospect
that in the coming financial year the proportion of borrow-
ing to revenue would be much larger. Was this a satis-
factory outlook ? The precedents of the financing of the
later stages of the Irench wars of a century ago, and of
the Crimean \War were quoted in favour of raising more
by means of taxation. An analysis of the consequences
of the transition from peace to war would have served to
confirm the wisdom of this course. War means that
public finance is called upon to play the predominant part
in national economy. The State has its functions enor-
mously enlarged, and the result of the contest on which it
is embarked is so vital to all other interests that they are
necessarily subordinated to the requirements of the war.
There is such a demand for the commoditics and services
essential for the conduct of the war that the whole face of
industry is changed. To cxcrcise and strengthen this
demand the State needs to acquire great spending power.
But it is important to notice that the real demand is for
commodities and services. There are ways and means of
creating money, and there are devices for saddling posterity
with repayments of debts, but they do not increase the
total of goods available at the moment. In other words,
if the State is to get what it requires, current production
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must be largely directed to supply what it wants. This
can only be effected if thec demands of individuals are
curtailed. If they remain in possession of purchasing
power to the same extent as in normal times and choose
to exercise it, the demand for commodities will obviously
outrun the supply. The general level of prices will rise,
and social consequences will follow which tend to produce
friction between different scctions of the community. A
proper adjustment of purchasing power is therefore ncces-
sary. The State can acquire a greater control over current
production if individuals transfer part of their purchasing
power to it. This they may be induced to do by lending
their money, or forced to do by the imposition of taxation.
By these methods the whole of current production might
conceivably be transferred to the State after provision has
been made for the maintenance of the cfficiency of the
producers and the necessary plant. As far as the im-
mediate cffect is concerngd it is immaterial whether the
State sccures its control over commodities and services by
means of taxation or loan. The difference is that, in the
former case, it assumes no obligation, while, in the latter,
it recognises a claim on future production. It may be
admitted that in practice it is necessary to employ the
two methods. The question then arises whether any
proportion between taxation and borrowing ought to be
observed. A fixed ratio, however, is out of the question.
The Chancellor of the Exchequer must be guided by
practical considerations and not bound by a mere
formula.

What these practical considerations are may be discovered
by examining the mecrits of taxation and borrowing in
time of war. Both are means of diverting part of the
productive capacity of the community to public purposes.
Taxation has the psychological effect of impressing on the
people the reality of the burden which they have to carry.
It also compels them to limit their demands on current
production, which enforces the necessary economies.
Borrowed money, on the other hand, is lightly spent. An
impression of prosperity is created and public lavishness
stimulates private expenditure. At every step the re-
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sources of the future are more deeply mortgaged. After
the war the burden of taxation has to be maintained in
order to meet the charges of the heavy debt which has been
contracted. Extensive borrowing, however, leads to other
scrious complications. So far it has been assumed that
the State borrows from the current savings of the people,
that is, money which might be taken by taxation, if it was
thought advisable. It is also possible to sell existing
securities abroad and to raisc a forcign loan. Both these
courscs were taken later, with important results. The
sale of sccuritics abroad either means that the interest
would have to be remitted trom this country in future, or
that the receipt of interest from abroad would be foregone,
according to the nature of the sccurity. A foreign loan,
while it may be a temporary convenience, is ultimately a
heavy handicap. But the real danger of too great depend-
ence on borrowing is that undue resort is made to temporary
borrowing from the banks on a purely credit basis. The
money involved in this transaction has no real existence.
The Government wishes to pay for commodities and
services. It contracts with a bank to credit the amount
to the individuals to whom it is due, and the Governent
pays interest on the advance. If such advance is employed
for productive purposes the temporary effect of the increase
in deposits—which is the result of the transaction—is in
the end climinated by the sale of the articles produced,
and purchasing power is again contracted. During war,
however, the commodities and services are unproductively
consumed, and the loans remain outstanding. The pur-
chasing power is therefore not contracted and a condition
of inflation arises, that is, the purchasing power has been
increased relative to the amount of goods which are to
be purchased. This is a condition associated with high
prices. With a paper currency to which no limit applied
in practice the whole process was fatally casy. Excessive
borrowing, in fact, results in an objectionable form of
taxation, for the rise in prices is equivalent to a tax on
general consumption. Consequently there was all the
more reason to attempt to restrict borrowing. The possi-
bilities of overt taxation ought to have been fully explored
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as a check on, even if it could not be regarded as a safe-
guard against, these cvils

In June, 1915, Mr. Lloyd George became Minister of
Munitions, and Mr. Reginald McKenna succceded to the
Chancellorship. It soon becamce obvious that the increase
in expenditure demanded a revision of thc Budget. In
asking for a vote of credit for £250,000,000 the Prime
Minister announced on June 15th that the estimated cost
of the war had reached £3,000,000 a day. This figure was
passed in the autumn, and an average of £5,000,000 a day
was within sight. In thesc circumstances Mr McKenna
introduced a ncw Budget on September 21st. It was a
belated, but courageous, attempt to impose adequate war
taxation on the country. The revised estimated expendi-
ture of the year came to a total of £1,590,000,000, while the
revenue, on the existing basis of taxation, was expected to
yield f£272,110,000. Mr. McKenna's task was to find
sources of revenue which would enlarge the latter amount.
(1) He increased the income tax, adding 40 per cent. to
the rate, and also applying a new scale to the super-tax.
The exemption level was reduced to £130, and the abate-
ment was lowered to £120. (2) The tea duty was raised
from 8d. to 1s. a lb., and the sugar duty from 1s. 10d. to
0s. 4d. a cwt. The duties on cocoa, coffce and tobacco
were increased 50 per cent. The motor spirit and patent
medicine duties were doubled. (3) Import dutics at the
rate of 33% per cent. ad valorem werc imposed on motor-
cars, motor-cycles, clocks, watches, etc., and (4) a duty
of 50 per cent. was placed on excess profits.  The first two
of thesc divisions come within the traditional system and
represent the apportionment of the charges between direct
and indirect taxes. It was, however, impossible to main-
tain any ratio between the yield of these two main types
of taxes. War experience was to prove that the countries
which relied heavily on indirect taxes found them a dis-
appointment. They served to limit consumption—a
desirable end in some cases—but they did not thereby
assist to augment public income. It is a proof of the
superiority of direct taxes, from this point of view, that
while the yield of the Customs and the Excise was
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£10,000,000 more than that of the income-tax in 1914-15,
it was £8,000,000 less in 1915-16, in spite of the substantial
increases made by Mr. McKenna. The last two divisions
enumerated above include the innovations of the Budget.
The first was put forward as a means of restricting the
importation of the articles mentioned because some
limitation of imports was desirable. There was no intention
of protecting the home manufacture, though naturally some
objection was raised to the principle of these duties. But
the Excess Profits Duty proved to be the strongest point
of the Budget. It was rcally of the nature of a special
income tax. Any trade or business in which the profits
exceeded the pre-war standard—which normally meant
those of any two of the three pre-war ycars—had to pay
50 per cent. of the cxcess. The undoubted flaws in the
tax were immediately exposed. But the Treasury found
it unexpectedly remunerative and naturally wished to
retain it ; while the public felt that, if no means could be
adopted to prevent the earning of high profits, the State
ought at least to appropriate a share of them.

Mr. McKenna’'s Budget was estimated to produce
£107,000,000 of additional revenue within the year, which
would mean a total of £305,000,000 in 1915-16. It
actually realised £336,767,000, an increase of over
£100,000,000 on the previous year. In introducing his
sccond Budget,! however, he proposed to go beyond the
£500,000,000 figurc because the rate of expenditure was still
rising steeply. The graduation of the income-tax was
amended so that earned incomes over £2,500 and unearned
incomes over £2,000 reached the maximum charge of 5s. in
the pound. The Excess Profits Duty was raised to 6o per
cent. These changes were expected to produce an ad-
ditional £54,000,000, or three-fourths of the increased
taxation now imposed. The remaining quarter was to be
raised, (1) by increases in the sugar, cocoa, coffee, etc.,
duties, and (2) by new taxes on matches, mineral waters
and entertainments. A £500,000,000 Budget scemed a
daring proposal. As a matter of fact the estimates were

3 On April 4th, 1916,
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greatly exceeded. The realised revenue was £573,427,000
a result largely due to the fact that the Excess Profits
Duty produced £53,000,000 more than was anticipated.
In the meanwhile the second War Loan had becn issued in
the summer of 1916. It was more complicated in its
provisions than the first, because arrangements were made
for the conversion of old loans into the new onc. The
loan was issued at par bearing 4% per cent. interest, and
was redeemable in 1945 with an option of repayment in
1925. Various terms of conversion were offered to the
holders of consols, annuities and the first loan. Con-
sequently the actual amount which would be received in
subscriptions could only be estimated. It was expecled
that £600,000,000 of new money would be forthcoming,
a result which was practically attained.' The Bank of
England was the Government’s chief agent in disposing of
the loan, but the needs of small investors were met by
selling bonds for £5 and £25 through the Post Office, and
these subscriptions were facilitated by the offer of scrip
vouchers for 5s., 10s., and £1, which might bc used in
making purchases.

With the change of Government in December, 1916,
Mr. A. Bonar Law became Chancellor of the Exchequer.
He introduced the fifth war Budget on May 2nd, 1917.
No new taxes were proposed, but additions were made in
three existing taxes: the Excess Profits Duty was raised
to 8o per cent. and changes were made in the tobacco duty
and entertainments tax with a view to incrcasing their
yield. It was estimated that the threc taxes would
produce an additional £27,500,000, but much more was
expected from the elasticity of the existing taxes. The
Chancellor anticipated that the total tax revenue in 1917-18
would amount to £569,700,000, which, together with a
non-tax income of £68,900,000, would give him a revenue
of £638,600,000. Large as this figure was it was entirely
dwarfed by the estimates of expenditure. Thcy amounted
to £2,290,000,000, that is, £1,651,400,000 had to be raised
by the various forms of borrowing. In the circumstances

1 The net yield was £592,346,000.
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a Budget which virtually marked time scemed quite
inadequate. It was characterised as a retrograde step
in the war financial policy and a movement was sct on foot
in the House of Commons to review national expenditure.
Taxation, it was urged, could be more casily borne during
war than after the return to peace. Borrowing would
make the debt charge so heavy that it would be necessary
to maintain the same scale of taxation after as during the
war, unless the ratio of borrowing to taxation was lowered
by increasing the yield of the latter while the war was in
progress. The method of finance aggravated the condition
of inflation. And apart from the immediate effect in
raising prices, this meant that the Government was borrow-
ing in depreciated currency and assuming the obligation of
paying the interest in good money, if and when the standard
was restored. These considerations, howcver, were not
allowed to carry much weight in the remaining months of
the war.

The system of borrowing went through a number of
phases in the course of the war. At first, as has bcen
noticed, money was secured by means of Treasury bills of
a temporary kind, Enormous sums falling due at short
intervals soon created a pressure which had to be relieved,
partly by the issue of Treasury bonds running for three to
five ycars and partly by the flotation of large war loans
which postponed repayment tor a longer period. Of these
long-dated Joans those of 1914 and 1915 have already been
recorded. By the end of 1916 outstanding Treasury bills
alone amounted to £1,115,815,000 and the time had
arrived for a further attempt to reduce the amount of
unfunded debt. Early in January it was announced that
the sale of Treasury bills and Exchequer bonds would be
suspended. On January rrth the terms of the third war
loan were outlined by Mr. Bonar Law. It was to be issued
in two forms (1) a 5 per cent. loan, subject to income tax,
and repayable in 1947 or, at option ot the Government, in
1829, and (2) a 4 per cent. loan, free of income tax, and
repayable in 1942, or 1929 as in the former case. The
5 per cent. stock and bonds were issued at 95 and the 4 per
cent. at par. A widespread publicity campaign was under-
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taken to popularise the loan. The banks offered to
advance money to would-be subscribers. The Press also
lent the strongest support to the Government’s appeal
during the period of subscription. On February 26th the
Chancellor announced to the House of Commons that his
anticipations had been cxceeded and the total amount
applied for had been more than £1,000,000,000. He com-
puted that there had been 5,289,000 subscribers. The
success which attended the efforts to attract large numbers
of subscribers made it possible for the Government to
consider a change in policy. In September it adopted the
suggestion of continuous borrowing, that is, instead of fixing
subscription periods for specific loans, it olfered National
War Bonds. These could be bought at any time and no
limit was set to the issue. The Chancellor estimated that
the minimum amount required week by week was
£20,000,000. This method had the double advantage of
drawing on the savings of the people towaids Government
expenditure and of avoiding calling for heavy advances
from the banks, a procedure which was incvitable in
raising a large loan within a limited snbscription period.
The National War Bonds ran through four sciies between
October, 1917, and May, 1919, when the sale of the last
series was suspended because it was proposed to issue the
fourth, or Victory, loan in the following month. During
the last yecar of the war the National War Bonds secured a
steady weckly  subscription.  But  their  yield was
augmented by loans negotiated abroad. It has already
been pointed out that external loans have a distinctive
character of their own. Subscriptions to an internal loan
must come either from current production or from bank
advances. In the first case, they turn part of the available
surplus into a particular channel with important conse-
quences on future production and distribution. To the
extent that the loan represents credit created by the
banks it contributes towards inflation. An external loan,
on the other hand, affords the means for increasing the
supply of commodities and services which may be secured
from abroad. The only possible market for a considerable
loan was in the United States. As early as 1915 a joint
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Anglo-French loan had been negotiated with an American
syndicate on terms very favourable to the lenders. The
main purpose was to strengthen the exchanges by securing
a credit in America against future purchases there. This
policy was continued on a rather different basis. Great
Britain, as is well known, derived a large income before the
war from forcign investments. Necessity was driving her
as the war proceeded to buy increasing quantities of food
and war supplies in the United States. The unfavourable
balance of trade caused by this could be redressed by
borrowing in the United States and the foreign invest-
ments were excellent collateral security to assist in such
an operation. The Government, therefore, took steps to
acquire the foreign investments—which were, of course, in
private hands—by buying them outright or borrowing
them on certain conditions. It even requisitioned
specified sccuritics under the Defence of the Realm Regula-
tions. A series of loans were raised in the United States
by this mcthod before that country joined in the war and
collateral security was no longer necessary.!

Mr. Bonar Law opened the sixth and last war Budget on
April 22nd, 1918. He was able to announce an excess of
receipts over estimates under every head of taxation.
The total revenue had yielded £68,000,000 more than he
had cstimated for in the previous year. An examination
of the figures reveals the fact that the Excess Profits Duty
was pressing up to the level of the income tax. Out of a
total tax revenue of £613,040,000, it accounted for
£220,214,000. It was regarded as essentially a temporary
war tax ; but it was obvious that its repeal at the end of
the war would be a considerable sacrifice, for there would
be heavy burdens which would have to be met out of
taxation. The total receipts—tax and non-tax—came to
more than £700,000,000 and some spoke of them as three

1« The association with the United States of America as a co-
belligerent. . . . relieved the British Treasury of all pressing necessity
as regards supplies from North America, and to this extent the
most important problem of external finance, which existed during
the carlier period of the war, practically ceased to exist.,””—Report
of War Cabinet, 1918, p. 320,
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and a half times more than those of the highest pre-war
Budget. The comparison, however, was fallacious. There
had been a change in the general level of prices which made
it extremely misleading. Turning to the expenditure
side, it will be found that the excess over estimates was no
less than £405,800,000. When every allowance had been
made for recoverable items—loans to the Dominions and
Allies as well as the probable result of the sale of war
stores—it was obvious that the rate of war expenditure
was creating a post-war financial problem of unprecedented
dimensions. But the demand for cconomy in expenditure,
although it was strengthened by the work of the Committee
on National Expenditure, could have little practical effect
as long as the war continued. The Budget provided for
an estimated expenditure in 1918-19 of £2,972,197,000 or
£275,000,000 more than the actual expenditure of the
previous year. In the face of the increasing costs of the
war per day the Chancellor proposed additional taxation.
The standard rate of the income tax was to be raised to
6s. in the pound and the super-tax limit was to be lowered
to £2,500. The duties on spirits, becr, tobacco, sugar and
matches were to be increased. Various changes were also
made in postal rates. It was estimated that these additions
would yicld £64,800,000 in 1918-19. A proposed new tax
on luxuries was discussed but was ultimately abandoned
on the ground that the idea was not practicable. Mr.
Bonar Law’s actual Budget proposals, however, passed
through the House with hardly any amendment. The
armistice on November 11th suspended hostilities in the
main theatre of war.'

The fiscal and financial problems of the nineteenth
century took form during the long war with France ; those
of the twentieth century have been set by the Great War

1 The total revenue of 1918~19 reached the £889,021,000, cxceed-
ing the estimates by £46,971,000. Of the tax revenue of £622,058,000
the income tax produced £291,186 ooo and the Excess Profits Duty
followed it closely with £285,028,000,
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of 1914-18. Here, it might be supposed, is a striking
historical parallel from the examination of which some
clue to future developments could be discovered. But
the circumstances of two different periods, however
similar in broad outlines, present such discrepancies in
details that the candid enquirer will refuse to draw definite
inferences. To attempt to find in history a formula which
will solve any specific problem or indicate the course of
future events is to misunderstand the nature of that study.
The appeal to history does not give unequivocal guidance
in practical affairs. This is not to say that a knowledge of
history is not necessary. It is essential. The real value
of an historical survey, however, is not that it yields the
key to the future but that it tends to create the type of
mind which knows what it is looking for. Without some
acquaintance with what has happened in the past it is
impossible intelligently to formulate the questions to be
asked of the future. But—to return to the parallel
suggested—more is to be learnt from contrasts than from
comparisons., It has been shown that the country entered
upon the war in 1793 with a presumption in favour of
indirect taxation and that the considerable use of this
method made a tariff, already sufficiently complicated, so
unwieldy that its simplification was the chief fiscal achieve-
ment of the following half century. The resort to the
income tax was for the period of the war only. During
the later stages of the struggle it was remarkably successful
in adjusting the burden between taxation and borrowing,
and therefore in lessening the indebtedness which posterity
had to bear. During the late war the example of the
proportion of the cost which was borne by taxation in the
earlier war was constantly appealed to in support of
heavier taxation. It was alleged that nearly half of the
charge was covered by taxation. If the whole period of
the war is taken this is certainly a considerable exaggera-
tion, but from 1806 to 1815 the taxational effort was
notable. The post-war problems were accentuated by the
repeal of the income tax, which precluded the possibility
of immediate reform of indirect taxation. The debt,
together with the Sinking Fund, was such a heavy item in
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public expenditure that attention was concentrated on it
and the fact that fund-holders derived so much from their
Investments was constantly pointed out. But the un-
funded debt was relatively small and the complications of
heavy foreign loans were not present. It is true that the
currency was in an unsatisfactory condition, but the over-
issue of notes seems almost negligible when compared with
modern conditions. To appreciate the real contrast
between the two periods a wider view must be taken.
The earlier war was fought between States which were not
vitally dependent upon one another. It was not then
entirely absurd for writers to contend (as some did) that
this country could dispense with its foreign trade. An
international cconomic unity had not been created. But
the great achievement of the ninetcenth century was the
foundation of such a unity, within which large industrial
communities grew up dependent on a complicated system
of international exchange. Tt follows, therefore, that a
century ago the nations could not do so much damage to
one another as they were able to do in the late war. This
means also that recovery was then sltogether a simpler
process than it is now. Continental States were then still
largely agricultural. Great Britain was only becoming
industrialised, a fact which no doubt contributed very
materially to her recovery.

The present post-war problems are all ultimately
dominated by the fact that a complex economic society
has received a heavy and possibly fatal blow. It is im-
possible for the industrialised communities to work out
their salvation independently. They have to be inter-
related or they die of inanition. A hundred years ago the
States had to face internal economic problems ; now they
have to grapple with international ones. Superficially, of
course, there are similarities. There is a crushing war
debt. There is heavy taxation. There is a deranged
currency. Of these a few words may be said. It is obvious
that they are all intimately connected with one another.
The debt charge represents an item in annual expenditure
which cannot be reduced by economy. It, together with
war pensions, makes heavy taxation inevitable. As
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prices fall the burden will become proportionately heavier.
The bulk of the loans were contracted when money was
worth less than it is likely to be in the post-war period.
Consequently the debtor will have to pay the creditor a
premium or, in other words, the taxpayer will have to pay
to the fundholder an increasingly heavy tribute. If the
debt charge remains constant every step towards monetary
deflation will make it more onerous. The reduction of
public indebtedness therefore stands out as the most
pressing problem in post-war finance. First, it is generally
agreed that it is desirable to strengthen the general financial
position by dealing with the large floating debt. Second,
there are strong reasons in favour of discharging as soon as
possible the part of the debt raised abroad. Third, the
internal debt is sometimes regarded with more com-
placency. It is pointed out that the debtor and creditor
are really the same person ; in his capacity as taxpayer he
pays himself as fundholder. The total national income is
not affected by this operation. But this is to overlook the
fact that the payments do affect the distribution of the
national income and therefore must exercise a considerable
influence on production.

The orthodox ways of dealing with a heavy annual debt
charge are to take the earliest opportunity of effecting a
conversion in the rate of interest and to provide out of
taxation for the repayment of capital by means of a sinking
fund. The first must depend on the terms on which the
loan was raised and also on whether the circumstances are
favourable when the State has the option of effecting a
conversion. Unless the stock is at par and provision can
be made to pay off dissentients the operation cannot be
profitably or equitably carried through. It will be remem-
bered that the State can exercise an option with regard to
part of the war loan in 1927, but whether conditions will be
in favour of it remains to be seen. A sinking fund depends
on a surplus of income over expenditure. With a debt of
the present dimensions a substantial sinking fund would
involve a considerable addition to an already high rate of
taxation. No immediate relief therefore can be looked
for in these directions. There is, however, a strong case
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for not postponing the question. It would to some extent
undo the errors of war finance if a levy could be imposed on
war-made wealth and a considerable reduction in the debt
effected while the currency is still depreciited. The
administrative problems of valuation would be formidable
but not insuperable If this step is not taken within a
limited period the advocates of a gencral levy on capital,
which is in many ways to be preferred to the special levy
on war-made wealth, will hold the field. Probably they
are working with the grain of the post-war socicty which
is slowly being built up. The burden of indebtedness will
become more obvious when public finance returns to a
more normal condition. A restoration of the currency will
accentuate it. The pressure of the claims of social reform,
which cannot be successfully resisted in a modern State,
will also mean that it will be impossible so to frame future
Budgets that economy on public services is set off against
the charge of the debt. The international situation, with
the vast system ot inter-Allied indebtedness as well as the
obligations imposcd on Germany, must long remain one of
uncertainty.
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A.—Notes on Books.

B.—i. Total Exchequer Receipts and Issues, 1913-14. (The year
1s chosen because it was the last normal peace year.)

ii. The yicld of the Staple Taxes, i.e., of Customs and Excise,
1815 to 1842, of Customs, Excise, and Income Tax, 1843
to 1894, of Customs, Excise, Income Tax and Istate, etc.,
Duties, 1895 to 1915, and of Customs, Excise, Income Tax,
Estate, etc., Duties and Excess Profits Duty, 1916 to 1919.

iii. Population of England, Wales, Scotland and Ireland at each
census from 1811 to 1911,

APPENDIX A.
NoTEs oN Books.

An excellent introduction to public finance will be found in
Henry Higgs’ * Primer of National Finance,” mentioned in the note
to p. 1 supra. The same author’s *“ National Economy,” which
deals with the administrative side, and his ‘* Financial System of
the United Kingdom,” which explains procedure, will also prove
valuable. C. F. Bastable’s “ Public Finance ’’ is a comprehensive
treatise on the subject. On the historical side Stephen Dowell’s
« History of Taxation and Taxes in England ** (4 vols. ; published
in 1885) is useful for reference. It takes taxation as a whole
chronologically in the first two volumes and gives the history of
particular taxes in the last two volumes. * The Economic Annals
of the Nineteenth Century,” compiled by William Smart (Vol. I,
1801-1820, and Vol. II, 1821-1830) is a convenient analysis of
« Hansard,” together with many refcrences to other contemporary
sources. It is always particularly full in the treatment of financial
questions. ‘‘ Commerce and Industry,” (1919), edited by William
Page, proceeds on the same plan of using Parliamentary Debates
as the basis. It is much less discursive than the ‘‘ Economic
Annals,” and covers the whole period from 1815 to 1914. The
sections which deal with the important Budgets are among the
most satisfactory, probably because the subject suffers less than
others from being set out as it was discussed in Parliament. A
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second volume gathers together in a convenient form an cxtensive
collection of statistical tables. ‘‘ Finance and Politics: An
Historical Study, 1783-1883,” by Sydncy (now Lord) Buxton,
in two volumes (published in 1888) is an interesting attempt to
combine a treatment of finance with a narrative of political develop-
ments. It is admittedly discursive and uneven ; but it 1s always
readable and suggestive. ‘‘ British Budgets,” by Sir Bernard
Mallet (1913) covers the period irom 1887 to 1913. It is a lucid
and concise interpretation of the tendencies of the period, and is
furnished with a useful analysis of the Budgets. L. R. A. Seligman’s
“ The Incomc Tax ' (1911) devotes a long section to the history
of the income tax in England, paying particular attention to con-
temporary discussions. G. Armitage-Smith’s ‘‘ The Frec Trade
Movement and its Results *’ (1903) is a good guide to the history of
tariff policy. For the history and problems of local taxation
the reader may be referred to ‘‘ National and Local Finance’’
(1910), by J. Watson-Grice, “ llistory of Local Rates in England,”
(second edition, 1912), by LEdwin Cannan, and “ Grants in Aid "’
(new cdition, 1920), by Sidney Webb.

I.—INTRODUCTORY.

The best recent discussion of the taxational theorics of the
eighteenth century is the late Wilham Kennedy’s * Enghsh
Taxation, 1640-1799,” published in 1913. He contests the view
that Adam Smuith, in the ‘“ Wealth of Nations,” ‘‘ brought to the
world a new revelation of the principles of taxation.” In his
opinion (pp. 141~-2), ‘‘ He (Smith) gave a wide intellectual sanction
to a set of opinions already very influential. Apart from Pitt’s
commercial treaty of 1786 and Pecl’s and Gladstone’s reform of
the taritf between 1842 and 1860, no important change in Fnglish
tax policy is connected with Adam Smith’s influence; on the
contrary, all the large changes since his day, such as the imposition
of the income tax in 1799, have been made indcpendently, or in
spite of, the influence of his ideas.”’t TPitt’s financial policy is

t J. Holland Rose in ‘“ William Pitt and the National Revival,”
pp. 183-4, contends that the influence of Adam Smith on Pitt
has been exaggerated. He adds that, ‘it seems certain that the
later cditions of the ‘ Wealth of Nations ' were modified so as to
bring them into line with some of Pitt’s enactments.” A footnote
acknowledges the indebtedness of the author to Archdeacon Cun-
ningham for ‘ this interesting fact.” I have failed to discover any
ground for the statement. Pitt began his fiscal reforms in 1784.
Between that date and the death of Adam Smith (1790) two editions
of the “ Wealth of Nations "’ appeared—those of 1786 and 1789—
and they are both practically identical with the third edition, which
was published in 1784, and could not have been influenced by Pitt’s
proposals.
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noticed, though not so fully as other aspects of his career, in Holland
Rose’s ““ Pitt and the National Revival '’ and ‘‘ Pitt and the Great
War.” A somewhat unfavourable view of his relations with the
Bank of England is taken in A. Andréadés’ ‘“ History of the Bank
of England,” where the main criticisms of his war finance are
summarised. For the latest discussion of the causes which led
to the restriction of cash payments R. G. Hawtrey’'s * Currency
and Credit " (1910) should be consulted. W. R. Bisschop’s *“ The
Rise of the London Money Market, 1640-1826 " (1910) traces the
consequences of the monopoly of the Bank of England and throws
a good deal of light on the operations of ‘ country banks.” Robert
Hamilton’s “ Inquiry Concerning the Rise and Progress of the
National Debt  is still well worth attention (p. 17n. supra).

II.—THE AFTERMATH OoF WAR. 1815-1822,

The relevant chapters of Smart’s ‘“ Economic Annals” supply
much useful material. They should be read in conjunction with
the second chapter of Page's ‘‘ Commerce and Industry.” Buxton
passes briefly over these years. J. H. Clapham dealt with some
aspects of this period in his Presidential address to the Economic
Section of the British Association in 1920 (see the December number
of the Economic Journal). There is an article on “ Trade after the
Napoleonic War,” by J. S. Nicholson, in the Scottish Historical
Review for July, 1917, which is reprinted in his ‘ War Finance."”
Thomas Tooke's ‘* History of Prices' would well repay study.
The first two volumes appearcd in 1838, but his ** Thoughts and
Details on the High and Low Prices of the last Thirty Years”
(1823) anticipated his main conclusions. The less well-known
essay by Joseph Lowe on the ‘“ Present State of England in regard
to Agriculture, Trade, and Finance "’ (1822) is an able performance.
He deals with the financial consequences of the war and examines
the effects of the transition to peace. His remarks on the relative
taxable capacity of England and France, his estimate of the total
national income and his conception of index numbers are all worthy
of attention. The resumption of cash payments 1s discussed in
E. Cannan’s ** Paper Pound.”

3.—A TRANSITIONAL PBRIOD. 1823-1841,

Huskisson’s reforms are noticed in detail in Smart’s second
volume of ‘‘ Economic Annals.” Dowell summarises the changes
in taxes. The most comprehensive guide to the fiscal problems
of the period is Sir Henry Parnell’s treatise ‘* On Financial Reform."’
The first edition was published in 1830 and was followed by a second
in the same year. A third came out in 1831, and an enlarged and
revised edition in 1832, Parnell indicated quite clearly the lines
along which reform was destined to run. His work should be
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supplemented by the study of the “ Report from the Select Com-
mittee appointed to inquire into the Duties levied on imports into
the United Kingdom and how far these Duties are for protection to
similar articles, the produce or manufacture of this country, or of the
British Possessions abroad, or whether the Duties are for the purpose
of Revenue alone "’ (1840). Parncll was a member of the Committee
and Joseph Hume took a promuinent part in the inquiry. It re-
ported that ‘‘ the Tariff of the United Kingdom presents neither
congruity nor unity of purpose.’” The evidence of J. Deacon
Hume and G. R. Porter is significant, as it expresses official opinion
at the Board of Trade. Hume declared, * I conceive myself, if I
were compelled to choose, that food is the last thing upon which
I would attempt to place any protection ''—Minutes of Evidence,
p. 97. When G. R. Porter was asked whether he thought that the
probable effect of the removal of protective duties would be to
promote commerce and improve the condition of the people he
answered ‘“ I have no doubt that it would do so in this country to
a degree of which the world has hitherto seen no example (1bid.

PP- 194-5).
4.—~F1SCAL AND FINANCIAL REFORM. 1842-52.

Sir Stafford Northcote's ““ Twenty Years of Financial Policy
(1862) is the earliest and still the most suggestive general com-
mentary on the changes which took place between 1842 and 1861.

R. McCulloch’s ‘‘ Treatise on the Principles and Practical
Influence of Taxation and the Funding System ™ (1845) provides
a comprehensive review of taxes and taxational policy. The “ Fall
of Protection’ (1840-1850), by Bernard Holland (1913), retells
the story with vigour and charm. The personal element plays
such a large part in the critical years, that the standard
biographies should be consulted—Morley’s ‘‘ Gladstone ' and
“ Cobden,” Monypenny’s ‘ Disraeli,” and Disraeli’s own ‘‘ Life of
Lord George Bentinck.”” C. S. Parker’s ** Sir Robert Peel from His
Private Papers,” 3 vols. (1899) is very valuable. J. R. Thursfield’s
“ Peel ”’ (English Stalesmen Series) is an excellent summary of
his career. There are some interesting comments on the free trade
movement in Alfred Marshall’s ‘ Industry and Trade” (1919),
especially in Appendix “ E,” pp. 733-750. Discussion of the merits
of the Bank Charter Act has never ceased since it was placed on the
Statute Book, e.g. the late Sir Edward Holden criticised it adversely
in 1919. The Committee on Currency and Foreign Exchanges
(Cd. 9182) practically recommended a return to its principles in
1918,

5.—THE COMPLETION OF FREE TRADE. 1853-66.

Gladstone’s * Financial Statements ” (1863) contains the 1853,
1860, and three subsequent Budget speeches. The speech of 1853
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should be made the basis of any study of the period covered by
this chapter. Buxton’s ‘‘ Finance and Politics '’ now becomes
much fuller ; it carries on the story after the conclusion of North-
cote’s survey. J. A. Hobson re-examines the negotiations which
preceded the Anglo-French Treaty in his  Richard Cobden : The
International Man *’ (1918). C. J. Fuchs, in his *‘ Trade Policy of
Great Britain and Her Colonies since 1860’ (English translation,
1905), traces the consequences of the Treaty in building up a
complicated system of commercial treaties,

6.—STRAINS AND STRESSES. 1866-92.

Sir Robert Giffen’s * Essays in Finance* will be found useful
for the carlier part of this period. In the First Series appears the
essay on ‘‘ Mr. Gladstone’s Work in Finance,” written in 1868.
““ The Liquidations of 1873-76 "’ and ‘‘ The Fall of Prices of Com-
modities in Recent Years ™ also throw light on problems of these
years. Buxton is particularly good in dealing with Gladstone’s
Budgets, and his ** Finance and Politics ”’ may be supplemented by
his ‘* Mr. Gladstone as Chancellor of the Exchequer.” Morley’s
“ Gladstone ** is indispensable, because of the access to special
material which the author enjoyed. Mallet’s ‘‘ British Budgets ™
summarises Goschen’s work at the Exchequer. Winston S.
Churchill’s *“ Lord Randolph Churchill "’ should be consulted.

7.—ARMAMENTS AND SOCIAL REFORM. 1893-1914.

For thesc years Mallet’s ‘‘ British Budgets ”’ is an invaluable
guwde. The tariff controversy, precipitated by Chamberlain, was
responsible for the appearance of numerous books and pamphlets,
mostly of ephemeral interest. Of more permanent value are
W. Cunningham’s ** Rise and Decline of the Free Trade Movement "’
(1905), W. J. Ashley’s “ Tariff Problem "’ (1904), and W. Smart’s
‘“ Return to Protection ”’ (1906). *‘ Customs’ Tariffs of the United
Kingdom from 1800 to 1897, Cd. 8706 (1897), supplies abundant
material for an historical retrospect of the British tariff,

8.—WAaAR FINANCE. 1914-18,

A convenient summary is provided by F. L. McVey’s * Financial
History of Great DBritain, 1914-18" (1918). It is admittedly
provisional ; but there are several slips which might have been
avoided with a little more care in compilation. F. W. Hirst
published in 1915 his * Political Economy of War’’, which attempts
to set out the economic consequences of past wars. ‘‘ The
Economics of War and Conquest ”’ (1915), by J. H. Jones, should also
be consulted. The series of reports and inquiries edited by A. W.
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Kirkaldy for the Economic Section of the British Association, under
the title of * Credit, Industry, and the War,” and ‘‘ Industry and
Finance,” contain summaries of the public finance of each year.
Hartley Withers's “ War and Lombard Street ” (1915) describes
the crisis of August, 1914, and how it was met. Some .omments
on the conduct of war finance will be found in the same author's
‘“ War-Time Financial Problems’ (1919). There are valuable
articles in the “ Economic Journal” and “lhe Rornd Table.”
R. G. Hawtrey’s * Currency and Credit "’ (1919) 1s highly suggestive.
J. S. Nicholson (1017) has collected his war-time essays in his
““ War Finance,” and has also published a short course of lectures
on inflation under that title. Some of the problems of the future
are discussed in J. A. Hobson’s ‘“ Taxation in the New State”
(1919). Pethick Lawrence, in his ““ Levy on Capital,” advocates
that scheme. It 1s discussed 1in a number of articles in the
“ Economic Journal” for 1918. A. C. Pigou devotes a chapter of
his ‘“ Economics of Welfare ' (1920) to the question, and has also
published a short statement of the case in “ A Capital Levy and
a Levy on War Wealth *’ (1920).
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RECEIPTS
Customs - - - - - -
Excise - - - - . .
Estate, etc., Duties - - -
Stamps - - - - - -
Land Tax - - - - -
House Duty - - - - -
Property and Income Tax - -
Land Value Duties - - - -

Total Tax Revenue -

Postal Service - -
Telegraph Service - -
Telephone Service - -
Crown Lands (net reccipts)

Receipts from Suez Canal Shares

Miscellaneous - - -

Total Non-Tax Revenue

Total Revenue -

230

and Sundry Loans

TOTAL EXCHEQUER RECEIPTS

£

35,450,000
39,590,000
27,359,000
9,966,000
700,000
2,000,000
47,249,000
715,000

163,029,000

21,190,000
2,080,000
6,530,000

530,000
1,579,972
2,303,925

35,213,897

198,242,897

Surplus,
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AND ISSUES, 1913~14.

Issues

CONSOLIDATED FUND SERVICES @
Fixed Charge for the National Dcbt -
Road Improvement Fund - - -
Payments to Local Taxation Accounts-
Other Consolidated Fund Scrvices -

Total Consolidated Fund Services-

SUPPLY SERVICES :
Army - - - - - -
Navy - - - - - -
Civil Services :
. Public Works and Buildings -
. Salarics and Expenses of Civil
Dcpartments - - - -

[

3. Law and Justice - - -
4. Education, Science and Art -
5. Foreign and Colonial Services -
6. Non-cffective and  Charitable

Services - - - - -
7. Miscellancous - - - -
8. Isurance and Labour Exchanges

(including Old Age Pensions) -
Total Civil Services- - - -
Customs and Excise - - -
Inland Revenue - - - -
Post Office Services - - -

Total Supply Services - - -
Total Expenditure - - -

£749,928.
231

£

3,338,000

4,287,000
4,491,000
19,450,000
1,523,000

824,000
322,000

19,666,000

£

24,500,000
1,394,951
9,734,128
1,093,890

37,322,969

28,340,000
48,833,000

53,901,000
2,431,000
2,052,000

24,607,000

160,170,000

197,492,969
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THE YIELD OF THE STAPLE TAXES, 1815-1918.

(Note.—Tigures are given to the nearest thousand, and 000's are

omitted.)

Year

(ending | Customs. | Excise.

January £000 £o00
sth).
1816 10,522 26,538
1817 9,716 24,566
1818 11,258 21,483
1819 11,039 24,742 The other taxes, of which the
1820 10,871 24,895 chief were © the Land Tax, the
1821 9,837 27,030 Assessed Taxcs, and the Stamp
1822 10,583 28,183 Duties, produced between ten
1823 10,664 27,283 aud twelve millons a year on
1824 11,499 25,343 an average, from 1816 to 1842.
1825 11,328 26,7638 Customs and Excise, it will be
1826 10,542 21,004 seen, yielded together between
1827 17,281 19,172 thirty and thirty-six millions
1828 17,894 18,439 on an average in the same
1829 17,235 20,7060 period, i.e , they produced two-
1830 17,212 19,540 thirds of the tax revenue. For
1831 17,540 18,644 details of the additions to, and
1832 16,516 16,303 reductions from, the rates of
1833 16,975 16,611 Customs and Excise Duties
1834 16,209 16,544 during the years 1800-1853,
1835 18,403 14,892 reference may be made to
1836 20,367 13,249 “ Accounts and Papers,” s1I,
1837 21,488 14,554 of 1857-1858.
1838 20,539 13,419
1839 20,8406 13,632
1840 21,584 13,510
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THE YIELD OF THE STAPLE TAXES, 1815-1918-—contd.

Year

(ending | Customs. | Excise. | Income

January £ooo £000 Tax.
5th). £o0o
1841 21,784 | 13,752 -
1842 21,899 13,679 —
1843 21,025 12,518 571
1844 21,033 12,878 5,249
1845 22,505 13,308 5,192
1846 20,197 13,586 5,026
1847 20,569 | 13,988 5,395
1848 20,024 12,88, 5,451
1849 20,999 14,154 5,347
1850 20,637 13,985 5,408
1851 20,442 14,316 5,383
1852 20,615 14,442 5,308
1853 20,552 14,835 5,510 The other taxes,
1854 27,638 18,877 8,270 of which the most
18551 21,630 16,696 10,643 important were the
1856 23,242 17,117 15,071 Stamp Duties, pro-
1857 23,532 18,165 16,090 duced between ton
1858 23,109 17,825 11,586 and twelve millions.
1859 24,118 17,902 6,634
1860 24,461 20,361 9,590
1861 23,306 19,435 10,924
1862 23,674 18,332 10,365
1863 24,034 17,155 10,567
1804 23,232 18,207 9,084
1865 22,752 19,558 7,958
1866 21,276 19,788 0,390
1867 22,303 20,670 5,700
1868 22,650 20,162 0,177
1869 22,424 20,462 8,618
1870 21,477 | 21,737 10,044
1871 20,135 22,760 6,350

1The amounts are nct up to 1855, and thereafter gross, i.c.,

including the costs of collection,
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THE YIELD OF THE STAPLE TAXES, 1815-1918—contd.

Year Income
(ending | Customs. | Excise. Tax.
March £ooo £000 £ooo
31st).
1872 20,355 23,326 9,084
1873 21,033 25,785 7,500
1874 20,339 27,172 5,691
1875 19,289 | 27,395 4,306
1876 20,020 27,626 4,109
1877 19,922 27,736 5,280
1878 19,969 | 27,404 5,820
1879 20,316 27,400 8,710
1880 19,326 25,300 9,230
1881 19,184 25,300 10,650
1882 19,278 27,240 9,045
1883 19,657 26,930 11,900
1884 19,701 26,952 10,718
1885 20,321 26,600 12,000
1886 19,827 25,400 15,160
1887 20,155 25,250 15,900
1888 19,630 25,620 14,440
1889 20,067 25,600 12,700
18901 20,424 24,160 12,770
(27,154)
1891 19,480 24,788 13,250
(19,686) | (29,243)
1892 19,736 25,610 13,810
(19,950) | (30,183)
1893 19,715 | 25,360 13,470
(19,913) | (29,954)
1894 19,707 25,200 15,200
(19,904) | (29,808)

1 Between 1889 and 1907 certain duties were collected for the
Local Authorities by the Imperial Government and assigned to the
three divisions of the United Kingdom in the manner prescribed by
the Acts 51 and §2 Vict., ¢. 41; §I and 52 Vict,, c. 60; 52 and 53
Vict., c. 50; §3 Vict,, c. 8; 53 and 54 Vict., ¢. 60; and 57 and
8 Vict., ¢. 30. They were a share of the Probate Duty and (after
1894) of the Estate Duty, additional Beer and Spirit Duties
(Customs and Excise) and the yield of certain Licenses. The part
of the taxes so allotted to Local Taxation Accounts was not included
in Exchequer Receipts. Consequently, it is necessary to revise the
figures for these years in order to render them comparable with
those of other years. The revision required is indicated in brackets.
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THE YIELD OF THE STAPLE TAXES, 1815-1918—contd.

Year Income
(ending | Customs. | Excise. Tax.
March
31st.) £ooo £000 £000
1895 20,115 26,050 15,600
(20,311) | (30,173)

1896 20,756 20,800 106,100
(20,959) | (31,510)

1897 21,254 27,0640 16,650
(21,463) | (32,367)

18938 21,798 28,300 17,250
(22,008) | (33,267)

1899 20,850 29,200 18,000
(21,054) | (34,285)

1900 23,800 32,100 18,750
(24,028) | (37,330)

1901 26,262 33,100 26,920
(26,489) | (38,397)

1902 30,993 31,600 34,800
(31,203) | (36,794)

1903 34,443 32,100 38,800
(34,050) | (37,415)

1904 33,850 31,550 30,800
(34,053) | (36.940)

1905 35,730 30,750 31,250
(35,908) | (36,066)

1906 34,475 | 30,230 31,350
(34.645) | (35,003)

1907 32,930 | 30,350 31,600
(33,115) | (35,704)

1908 32,490 35,720 32,380

1909 29,200 33,050 33,030

1910 30,348 31,032 13,295

1911 33,140 40,020 61,946

1912 33.649 | 38,380 44,804

1913 33,485 38,000 44,800

1914 35,450 39,590 47,249

1915 38,662 42,313 69,399

1916 59,6006 61,210 128,320

1917 70,561 56,380 205,033

1918 71,261 38,772 239,509

1919 102,780 50,440 291,186

Estale,
etc.,
Duties.
4000

8,754
(10,872)
11,600
(14,053)
10,830
(13,963)
11,100
(l 5‘3‘)’8)
11,400
(15,633)
14,020
(18,521)
12,980
(17,195)
14,200
(18,510)
13,850
(18,080)
13,000
(17,190)
12,350
(16,609)
12,970
(17,329)
14,400
(19,084)
19,070
18,370
21,766
25,452
25,392
25,248
27,359
28,382
31,035
31,232
31,674
30,202

o .lncludmg Munitions ‘L'evy.
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(* Indicates a Chancellor of the Exchequer).

A

Aberdecn, Lord, 103n, 112, 124,
Abyssinian Expedition, 1.43-4.
Accepting Houses, 205-6.

Act :—

Bank Restriction (1797), 20,
31, s0.

Coinage (1816), 47n1.

Companies (1862), 140.

Agricultural Rates (1896),
178.

Currency and Bank Notes
(1914), 207; see Bank of
England, Coyn Laws, Navi-
gation Acts.

*Addington, Henry (Lord Sid-

mouth), 29, 42.

Afghan War, 157.

Alabama Award, 150, 150n%.

Althorp, Viscount (Earl
Spencer) ; sce Spencer, John
Charles.

. Anti-Corn Law League, 80, 87,

102.
Ashley, Percy, 133n.
* Asquith, Henry Ilerbert :

Budget of 1906, 189 ; Budget
of 1907, 190-1; introduces
Budget of 1908, 195-4.

Assessed Taxes :

Origin of, 10; Basis of Triple
Assessment  (1798), 21
Robinson simplifies (1824),
67; Gladstone modifies
(1853), 117; Lowe sub-
stitutes license duties for
(1869), 146.

B

Balfour of Burleigh, Lord, 187.
Balfour, Arthur James, 184.

)

Bank of England :

Foundation of {(169y4), 3;
privileges of uuder Charter
of 1742, 17-18; makes
temporary advances to
Government, 19 ; cash pay-
ments suspended (1797),
20; Secrct Committces on
State of (1819), 30;
resumes cash payments
(1821), thid ; Bank Charter
Acts of 1826 and 1833, 71;
Bank Charter Act of 1844,
95-9 ; suspension of Bank
Charter Act, 106, 128, 147,
203 ; position of in August,
1914, 204-7.

Bank oy Banks :

Country, 13,
98-9.

City of Glasgow, 127.

of Ircland, 98n,

Lloyds, 99#n.

London and Westminster, 7r1.

Post Oiliice Savings, 143.

Scottish, 98#.

Western, 127.

Banking Principle, 96-7.
Baring Crisis (1890), 165.

* Baring, Francis, 8o, 87.
Bateman, Lord, 157.

Bentinck, Lord George, 105.
Boer War, 179-184.

Bright, John, 131-2, 1.45%.
Brougham, Henry Peter (Lord

Brougham), leads opposition

against retention of Income

Tax (1816), 37; member of

committee on agricultural

distress (1821), 571 ; traces
distress to financial incom-

petence of Government, §8;

opposes re-imposition of In-

come Tax (1842), 92.

20, 20m2, 70,
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Budgets, see wunder vespective
Chancelloys of Exchequer.

Bullion Report, 48-49, 481, 49.

Burke, Edmund, 6, 9, 9n.

C

Campbecll-Bannerman, Sir
Henry, 183, 189.

Cannan, Edwin, 43n, 48n.

* Canning, George, succeeds to
Foreign Office, 62; Prime
Minister and Chancellor of
Exchequer (1827), 72; intro-
duces new Corn Bill, bid ;
death of, ibid.

Castlereagh, Lord (Marquis of
Londonderry), 29, 37, 38,
571, 58, 62,

* Chamberlain, Austen, Budget
of 1904, 187-8; DBudget of
1905, 188-0.

Chamberlain, Joseph, resists
principle of countervailing
duty, 164-5; Colomal Secre-
tary, 1854 declarcs for Im-
perial Prefercnce, ibid; con-
ducts Tariff Reform Cam-
paign, 186-8.

Charter, The People’s, 80.

Chevalier, Michel, 132.

* Childers, Hugh Culling
Eardley, 159n; failure of
conversion scheme of, 160 ;
Budget of 1884 dcfeated,
ibid.

* Churchill, Lord Randolph,
161 ; his scheme for recasting
Death Dutics, 174-5.

Churchill, Winston S., 174n.

Coal, export duty on (1901),
181-2, 1821 ; repeal of (1906),

100.

Cobbett, William, 58.

Cobden, Richard, 83, 102, 132.

Cobden, Treaty with France
(1860), 1314 ; lapses, 158,

Commission on Causes of In-
dustrial Depression (1886),
165.
on financial relations between

Great Britain and Ireland
(1896), 171, 1719,

Committees (Select) :
on Corn Trade, 32-3, 34,
on High Price of Gold Bullion,

48, s1.
on  Agricultural  Distress
(1821), 57.; ditto (1822), s8.
on Foreign Trade (1822), 6o.
on Import Duties (1840),
90-1.
on Income Tax, 190, 191.
on National Expenditure, 219.

Conversions :

Vansittart’s  (1822), 44;
Goulburn’s first (1830), 76 ;
Goulburn's second (1844),
95; Gladstone’s (1853),
118-120; Childers’ (188g),
160 ; Goschen'’s (1888), 163.

Corn Laws :

of 1804, 32, 34.

of 1815, 34-3, §5-6, 57.

amendment of recommended °
(1822), 58.

of 1822, 59.

Lord Liverpool engages to
reconsider (1827), 72.

Canning’s proposals of 1827
defeated in Lords, 72.

of 1828, 73, 73m.

of 1842, 86~7.

Pcel favours repeal, 102-3.

Repeal of (1846), 105.

see Corn Registvation Duty.

Corn Registration Duty :

removed by Lowe (1869), 147.

reimposed by Hicks Beach
(1902), 183, 183n.

repealed by Ritchie (1903),185.

Crimean War, 117, 120~1, 124,
126, 130.
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Crisis :
of 1793, 18-19.
of 1797, 19-20.
of 1825, 68-70.
of 1847, 106-7.
of 1857, 127-8.
of 1866, 140-1.
of 1890, 16§,
of 1914, 203-7.

Crown Lands, 1, 2.

Currency principle, 96-7.

D

Death Duties :

Legacy duty imposed by Pitt
(1796), 116; extended in
1805, tbid; revised by
Gladstone 1n 1853, bid;
disappointing yicld of, 118 ;
Lowe makes an unsuccessful
attempt {o raise the rates

(1871), 148 ; Gladstone’s
intention to extend (1874),
153 ; Lord  Randolph

Churchill’s plan of reform
(1886), 174-5; Harcourt’s
simplification and cxtension
of (1894), 173, 175-6;
subscquent increases of
192-3, 197.

Derby, Earl of, see Stanley, Lovd.

Devclopment Fund, 199-200%.

Devonshire, Duke of, 187.

Dilke, Sir Charles, 1g90.

* Disracli, Benjamin (Earl of
Beaconsfield), opposes Peel,
94 and 947 ; inspires resist-
ance to repeal of the Corn
Laws, 105 ; Chancellor of the
Exchequer in Derby’s First
Administration, 106 ; Budget
proposals defeated, 108-9,
111; on need for economy,
126 ; Chancellor in Derby’s
Second Administration, 128 ;
Budget of 1858, 128~9 ; Chan-
cellor in Derby’s Third Ad-
ministration, 141 ; Budget of
1867, 141~2 ; becomes Prime

*Disraeli, Benjamin—continued.

Minister, 144 ; defeated,
ibid ; forms Second Adminis-
tration, 152; opmion on
Reciprocity, 157,

Dowell, Stephen, 36x.

E

Eastern question, 755-6.

Economic Annals, see
Walliam.

Economic Journal, 20m.

Eden, William (Lord Auckland),
117,

Edinburgh Weekly Jouvnal, j0mn.

Edinbuvgh Review, 47n.

Egyptian Campaign, 159.

Emergency Currency, 207.

Exress Profits Duty, 213, 214,
215, 218.

Smart,

F

Fair Trade, 164-5.

Feudal Dues, 1.

‘“ Financing,” 140,
Franco-German War, 147-8.
Free Trade :

Huskisson’s  reforms,  first
phase of, ©9-63; Huskis-
son’s attitude towards, 63n ;
Peel’s approach to, 9o-94 ,
100-101, 104-6; Chap. V.,
passim ; reactions against,
see Reciprocity, Fawy Tyade
and Tarff Reform.

Fuchs, C. J., 133n.
Funding System, origin of, 4.

G

* George, David Lloyd, Budget
of 1909, 195-8; Budget of
1910, 199 ; Budget of 1911,
199—-200 ; scheme of National
Insurance, 200; subsequent
peace Budgets, 200-1; first
War Budget, 209; second
War Budget, 210; Minister
of Munitions, 213.
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George, Henry, 197%.

Giffen, Sir Robert, 139, 1397,

* Gladstone, William Ewart,
Vice-President of Board of
Trade (1841), 91; work on
tariff (1842), 91-2; resigna-
tion on Maynooth Question

(1845), 103%;  appointed
Colonial Secretary (1845),
ibid; secures defeat of

Disracli’'s Budget proposals
(1852), 109 ; becomes Chan-
cellor of Exchequer in Aber-
deen’s Ministry, 112 ; Budget
of 1853, 113~120; {faijlure of
his conversion scheme, 118-
120; Budget of 1834,
argues in favour of increased
taxation during war, 122-4;
resignation, 124 ; in opposi-

120 ; !

ton, 126; Chancellor in
Palmerston  Administration,
129 ; Budget of 1859, 129;
Budget of 1860, 129-134;
Budget of 1861, 134-5;
Budgets of 1862-6; 135-6;
Giffen on his finance, 139;

forms his First Administra-
tion (1868), 144; resumes
Chancellorship (1873), 150;
resolves to appeal to the
country with a financial
reform programme, I§50-I;
defeated at the polls (1874),
151; forms Second Adminis-
tration (1880), 157; DBudget
of 1880, ibid; Budget of
1881, 158; thirteenth and
last Budget, 159; resigna-
tion, 160; forms Third Ad-
ministration (1886), 161 ; de-
feated, ibid; forms Fourth
Administration (1892), 172;
defeated, 177 ; his opinion of
Pitt’s Commercial Treaty with
France, 11#; his analysis of
the results achieved by Pitt's
Income Tax, 38~9,
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.
* Goschen,

George  Joachim
(Lord Goschen), six successive
Budgets, 162-3; successful
conversion  scheme, 163 ;
treatment of problem of local
taxation, 163—4.

* Goulburn, Henry, Chancellor

of Exchequer in Wellington’s
Administration (1828), 74 and
74n ; sweeps away remnants
of Pitt’s Sinking Fund, ibid ;
his Budget of 1830, bid;
effects a conversion in 1830,
76 ; Chancellor of Exchequer
in Peel's Second Administra-
tion (1841), 93; Budgets of
1843 and 1844, ibid; revises
Sugar Duties, 94 ; effects a
conversion (1844), 95.

Graham, Sir James, 1031, 107.

H

Hamilton, Lord George, 187.
Hamilton, Robert, 17%.
* Harcourt, Sir William, Chan-

cellor of Exchequer in Glad-
stone’s Third Administra-
tion (18806), 161; ditto in
Gladstone’s Fourth Adminis-
tration, 172 ; Budget of 1893,
172 ; Budget of 1894, 172~
177 ; revises Death Duties,
175~6 ; Budget of 1895, 177 ;
denounces Corn Registration
Duty  (1902), 183; on
economy, 169.

Hawtrey, R. G., 20n1.
Herbert, Sidney, 1o3x.
* Hicks-Beach,

Sir  Michael
(Viscount St. Aldwyn), Chan-
cellor of Exchequer in Salis-
bury’s First Administration
(1885), 160 ; ditto in Salis-
bury’s Third Administration,
177 ; Budget of 1896, 177;
Budget of 1897, 178; War
Budgets, 179-184; imposes
export duty on coal (1g901),
182 ; imposes import duty on
corn, etc. (1902), 183.
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Hobson, J. A, 133n.

Holland, Bernard, 187#.

Home Rule, see Iveland.

Horner, Francis, 47, 4712, 49.

Hume, David, 46n.

Hume, James Deacon, 67-81,
90, 9on.

Hume, Joseph, advocates
economy, 58, 58n; moves
for Committec on Import
Duties, 9o ; cairies amend-
ment limiting Income Tax to
a year (1851), 108 ; presents
report of the Select Com-
mittee on Income Tax, 112-3.

* Hunt, George Ward, Chan-
cellor of Exchequer in
Disraeli’s First Administra-
tion (1868), 144, 144n, 152n.

Huskisson, William, publishes
his ‘‘ Depreciation of the
Currency ”’ pamphlet, 6onz ;
member of Committee on
Agricultural Distress, 57, 577 ;
member of Committee on
Foreign Trade, 60 ; proposes
modification of Navigatior
Acts, 62; appointed Pre-
sident of Board of Trade
(1823), 62 ; undertakes com-
mercial reform, 63 ; note on
his attitude to free trade,
63n; defends commercial
reforms of 1824, 66; his
Colonial policy, 67 ; on effect
of protective duties, 67-8 ;
resists reaction of 1826, 71-2;
joins Wellington Administra-
tion, 73 ; resignation of, 74.

Hutcheson, Archibald, 45-6#.

I

Income Tax, condemned by
Adam Smith, 8; imposed by
Pitt (1799), 22; repealed in
1802, 23 ; reimposed in 1803,
ibid ; principle of stoppage
at the source adopted, 23,
23n, Vansittart announces
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Income Tax—continued.

Government’s intention to
drop (February, 18135), 30;
retained in June, 1815, 35;
50 per cent, reduction pro-
posed by Vansittart, 36;
strong opposition to retention
of, 37 ; opposed by Brougham
(1816), ibid ; proposed reten-
tion of defeated, :bid ; Glad-
stone’s analysis of effects of
Pitt’s adoption of, 38-9;
Poulett Thomson in favour of,
77 Parnell’'s advocacy of,
78 ; Althorp’s failure to im-
pose, 79; reintroduced by
Peel (1842), 88-go; report
of Committeo of 1851-2 on,
112-3; J. S. Mill on differen-
tiation of, rr2n; Gladstone’s
proposals regarding in 1853,
113-8; again  associated
with  commercial reform
(1860), 133; Gladstone does
not abandon hope of abolish-
ing (1861), 135 ; Lowe alters
times of collecting, 146;
Gladstone proposes to repeal
(1874), 150; Select Com-
mittee on (1906), 190-I ;
differentiation of introduced

(1907), 192; graduation of
adopted (1909), 197; in-
creases in  during War

(1914-18), 209, 213, 214, 219.
Indian Mutiny, 127.

Indirect Taxation, seventeenth
and eightecnth century pre-
sumption in favour of, 3-4,
8-10; Adam Smith on, 10;
increased by Vansittart
(1819), 40; principle of
diffusion, 127%n; effect of
broadening basis of taxation
on, 170 ; effect of incidences
of, 171; relative decline of
172, 193; during War
(1914-18), 213-4.
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Ireland, Pitt attempts to
establish reciprocity between
Great Britain and, 112 ; the
amalgamation of the Ex-
chequers of Great Britain
and (1817), s52-3n; the
famine (1845-6), 102—3; In-
come Tax extended to (1853),

115 ; spirits duties assuni-
Jated to those of Great
Britain, 1297; Report of

Commission on Financial Re-
lations between Great Britain
and, 171.

J

Jevons, William Stanley, 142n.

K

King, Lord, 49, 51.

L

Land Tax, original plan of, 8;
becomes stercotyped, 9 ; Pitt
makes perpetual at old rates,

9gnI.

Land Value Duties, 197-8, 198n.

* Law, Andrew Bonar, Chan-
cellor of Exchequer in Lloyd
George Administration ;
Budget of 1917, 215-6;
Budget of 1918, 218-9.

* Lewis, Sir George Cornewall,
Chancellor of Exchequer in
First Palmerston Adminis-

tration (1855), Budget of
1855, 124~5 ; Budget of 1856,
125-6; Budget of 1857,
126~7.

Liverpool, Lord, 29, 50, 60, 72.
London Money Market, 204-5.
London Stock Exchange, 204.
Lowe, Joseph, 51, 517,
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* Lowe, Robert (Viscount Sher-
brooke), Chancellor of Ex-
chequer in First Gladstone
Admunistration (1868), Budget
of 1869, 145-7; Budget of
1870, 147-8 ; Budget of 1871,
148-9; Budget of 1872 and
1873, 149-150 ; meets charge
of Alabama Award out of
surplus, 150 ; transferred to
Home Office, 1b1d.

Loyd, Samuel Jones (Lord
Overstone), 96-7, 96m.

M

M'Culloch, J. R., 41, 411, 43.
* McKenna, Regmald, Chan-
cellor of Exchequer in Asquith

Administration, Budget of
1915, 213—4 ; Budget of 1916,
214~5.

Malthus, T. R., 44, s59n.
Merchants' Petition, 59, 59, 71.
Mill, James, 59#.

Mill], John Stuart, on differentia-
tion of Income Tax, 112n; on
war loans, 123; on exhaus-
tion of coal supply, 142n;
on tax on unearned incre-
ment, 1977,

Montagu, Charles
Halifax), 4.

Movatoyium, 206, 206n.

Morley, John (Lord Morley),
118n, 120n, 131n, 154n.

Morning Chyonicle, 47.

Murray, A. E. (Mrs. Radice),
In, 53n.

(Viscount

N

Napoleon II1., 129, 132.

National Debt, origin of, 4-5;
Dr. Richard Price on, 6;
burden of in 1783, 7 see
Conversion and Sinking Fund ;
Commissioners for redemp-
tion of, 12, 42, 154, 179.
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National Insurance, 200.

Navigation Laws, history of,
61-2 ; proposed relaxation of,
60; revised in 1825, O1;
repeal of, 107.

Newmarch, William, 16n, 123n,

* Northcote, Stafford (Earl of
Iddesleigh), Chancellor of
Exchequer in Second Disraeli
Administration (1874), Budget
of 1874, 152-3; Budget of
1875, 154-5; his difficulties,
155 ; later Budgets, 155-7;
author of Twenty Years of
Financial Policy, 118n, 1231 ;
establishes New Sinking Fund,
(1875), 155.

(¢]

O'Brien, George, 1171,

Ohio Life Insurance and Trust
Company, 127.

Old Age Pensions, 193, 194.

Overend, Gurney & Co., 140,

1410,
Owen, Robert, 357n.

P

Palmerston, Lord, 124, 127, 128,

Parker, C. S., a1n, 97n, 100n,
1011, 1020, 1031, 1047,

Parnell, Sir Henry (Lord Congle-
ton), calls attention to state
of corn trade, 33, 33%;
member of Committee on
Distress in Agriculture (1821),
s7n; on Huskisson’s Com-
mercial Reforms, 63n ; Chair-
man of Finance Committese,
76 ; moves resolution which
defeats Wellington Adminis-
tration, tbid ; his ‘ Essay on
Financial Reform,” 63, 76,
78, 182; advocates an In-
come Tax, 78.

Paterson, William, 5, 5.

Peel, Sir Robert, introduces
Bill for the Resumption of
Cash TPayments (1819), 62
succeeds to Home Oifice, ibid ;
forms his Second Admunistra-
tion (1841), 84; his alleged
inconsistencies, 84-5; char-
acter of, 85 ; attitude towards
Corn Laws, 86 revises slid-
ing scale, B86-7; proposes
Income Tax (1842), &8;
nature and purpose of new
tax, 90 ; revises tariff, gr1-2;
suspends Bank Charter Act,
96 ; his new proposals, 968 ;
introduces new Bank Charter
Act, 98—-9 ; his second revision
of tariff (1845), 99-101; his
approach to free trade, 100-1 ;
favours repeal of the Corn
Laws, 102-3; carries repeal
(1846), 104-5; defeat and
resignation of, 105-6 ; favours
abolition of Navigation Laws,
107 ; death of (1850), 1072,

* Petty, Lord Henry (Marquis
of Lansdowne), 23, 6o.

Philips, George, 34.

* Pitt, William, enters House of
Commons (1781), 6; maiden
speech of, 6-7 ; becomes First
Lord of Treasury and Chan-
cellor of the Exchequer (1783),
7, Budget of 1784, 8;
recogniscs objections to taxes
on necessarics, 9; groups
Assessed Taxes, 10 ; simplifies
Customs Rates, tbid ; adopts
a Consolidated Fund, 12;
attempts to establish re-
ciprocity with Ireland, 11im;
concludes Commercial Treaty
with France, 11n; intro-
duces his Smking Fund,
12-13; Budget of 1792,
13~14; strengthens Sinking
Fund, 14; his war finance
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*Pitt, William-—continued.
criticised, 15 et seq.; his
dealings with Bank of Eng-
land, 19-20; Budget of 1797,
21 ; imposes the Triple Assess-
ment, 21; adopts an In-
come Tax, 22; Gladstone's
analysis of results, 38-9.

Pole, Sir Peter & Co., 69, 69n.

Political Economy Club (1821),
597,

Porter, George Richardson, 9o,
qQon.

Pratt, E. A., 69n.

Price, Dr. Richard, 5-6, 6#, 12,

Pym, John, 2.

R

Rates, see Taxation, Local.
Reciprocity, 157.
Reports :

of Committee on Agricultural
Distress (1821), 57; (1822),
8

58.
of Committee on Foreign
Trade (1822), Go.
of Select Committce on
Income Tax (1851-2),
112-3.
of Royal Commission on
Financial Relations between
Great Britain and Ireland
(1896), 171 and 171n.
of Select Committee on In-
come Tax (1906), 191-2.
Ricardo, David, opinion of
Pitt’s Sinking Fund, 43;
advocates a levy to pay off
National Debt, 44-5; on

depreciation of bank notcs,
47; on results of deprecia-
tion, s1%#; on effects of Corn
Laws, 57.

244

* Ritchie, Charles Thomson,
Chancellor of Exchequer in
Balfour Administration
(1902), Budget of 1903,
184-5 ; resigns, 187.

* Robinson, John Frederick
(Viscount Goderich : Earl of
Ripon), President of Board of
Trade, 59-60; Chancellor of
Exchequer in Liverpool Ad-
ministration  (1823), 62;
Budget of 1823, 64; Budget
of 1824, 64-6; Budget of
1825, 66-7; becomes Secre-
tary for Colonies, 72 ; Prime
Minister, 73; President of
Board of Trade in Second
Peel Administration, g1.

Rose, George, 31, 31n.

Rose, J. Holland, 33n2.

Rouher, Eugéne, 132.

Russell, Lord John (Earl
Russell), opposes retention of
the Income Tax (1816) 37;
announces himself in favour
of fixed duty on corn (1841),
80 ; defeat of, 83; opposes
re-introduction of Income
Tax (1842), 92; objects to
continuation of Income Tax
(1845), 100; declares for
repcal of Corn Laws, 103;
forms Administration (1846),
106 ; retains Income Tax, 107.

S

Salisbury, Lord, forms First

Administration (188s5), 160 ;
defeat of, 161 ; forms Second
Administration (1886), ibid ;
forms Third Administration
(1895), 177 ; retires, 184.
Scott, Sir Walter, 7omn.
Shelley, Percy B., 45.

Sinclair, Sir John, 33, 33n2.
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Sinking Fund :

Pitt  introduces, 12-13;
strengthened, 14; main-
tained during war, 17;
fallacy of, exposed by
Robert Hamilton (1813),
17n; burden of, after
(1815), 40, 41-2 ; amended
by Addington (1802) and
Vansittart  (18:3), 42;
Vansittart borrows f{rom,
43; Ricardo’s opinion of,
43 Robinson’s revision
of (1823), 64 ; end of Pitt’s
(1829), 74; new form of,
recommended by Select
Committee of 1828, 74m;
Goulburn establishes Old
(1829), 74 ; Northcote in-
troduces New (1875), 15.4-5;
reduction of New, 163 ; ap-
propriation of Old and
New, 173; deductions from,
199-200.

Smart, William, 3on, 39n, 43n,
5In, 571, 591, 70n.

Smith, Adam, condemns tax on
income, 8 ; on indirect taxa-
tion, 10; on defects in
customs, 10-11%2; attitude
of towards Navigation Laws,
62.

* Spencer, John Charles
(Viscount  Althorp : Earl
Spencer). attitude of towards
National Debt, 75; becomcs
Chancellor of Exchequer in
Grey Administration (1830) ;
has to recast his first Budget,
78 ; Budget of 1833, 78-9;
succeeds to Earldom, 8o.

* Spring-Rice, T., Chancellor
of Exchequer in Second Mcl-
bourne Administration (1835),
8o.

Stanhope, Lord, 49.

Stanley, Lord (Earl of Derby),
resists repeal of Corn Laws,
103 ; forms First Administra-
tion (1852), 106; opposes
abolition of Navigation Laws,
107 ; protests against reten-
tion of Income Tax, 108;
forms Second Administra-
tion (1858), 128 ; forms Third
Administration (18G66), 141 ;
resigns, 144.

Sugar Duties :
deleat of Melbourne’'s Ad-

ministration on (1841), 8o.
Peel introduces new scale
(1844), 93—4.
Gladstone revises (1854), 121,
Northcote abolishes (1874),
153—4, 154n, 181n.
Hicks-Beach revives (19o01),
181,
heavy increase of (1915), 213.

T

Tanff Reform, 186,

Taxation, Local, 108-9n, 154,
164n, 191n.

Terminable annuities, 142-3.

Thomson, Charles Edward
Poulett (Baron Sydenham),
76, 76n, 77.

Tooke, Thomas, 52, §2n, 59,
59H.

Trevelyan, G. M., 132n.

Triple Assessment, 21, 22.

v

* Vansittart, Nicholas (Lord
Bexley), Chancellor of Ex-
chequer in Liverpool Ad-
ministration, Budget of 1814,
30; announces intention to
drop Income Tax (February
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*Vansittart, Nicholas—cont.
1815), 30; retains Income
Tax (June, 1815), 35 ; Budget
of 1815, 35-6; proposes 50
per cent. reduction of Income
Tax (February, 1816), 36;

defeated on proposal to retain
Income Tax, 37; subscquent

difficulties, 38; Budget of
1816, 39; increases indirect
taxation (1819), 40, 5§52

amends Pitt’s Sinking Fund,
42; borrows from Sinking
Fund for services of the year,
43 ; effects conversion of
Navy 5 per cents. (1822), 44
attitude of towards

Bank

*Vansittart, Nicholas—cont.

Restriction Act, 46; intro-
duces resolutions in opposi-
tion to finding of Bullion
Report, 49 ; creates ‘‘ Dead-

weight ”’ Annuities, 52-3;
becomes Chancellor of the
Duchy, 53.

Villiers, Charles P., 87.
w
Wellington, Duke of, 73, 108.

Y
Young, Arthur, 3302, 1272,
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A WANDERER IN LONDON, 105, 6d. nmet.
LoNDON REVISITED, 105, 64. sef. A Wan-
DERER IN PARIS, 105. 67. mef and 6s. wef. A
WANDERER IN FLORENCE, 10s. 64, mef.
A WANDERER IN VENICE, 105. 64, nef. THR
Oren Roap: A Little Book for Wayfarers,
6s. 6d. met and 7s. 6d. net. Tur FriENDLY
Town : A Little Book for the Urbane, fs.
net. FIRESIDE AND SUNSHINE, 6s. met
CHARACTER AND CoMEDY, 6s. ner. THE
GENTLEST ART: A Chon:e of Letters by
Entertaining Hands, 6s. . met. Tue
Seconn Post, 6s. met. Her INFINITE
VARriETY: A Feminine Portrait Gallery, 6s.
net. Gooo Company: A Rally of Men, 6s.
nel. ONE DAY AND ANOTHER, 6s. mef.
OLp Lamrs ror NEw, 62, sef.  LOITERRR'S
HARVEST, 6s. #¢Z, CLOUD AND SILVER, 6s.
net. LisTeNER'S LURE: An Oblique Nar-
ration, 6s. mef, OVER BEMERTON'S: Am
Easy-Going Chronicle, 6s. mef. MR. INGLE-
SIDE, 6s. nef. LONDON LAVENDER, 6s. met.
LANDMARKS, 6s. mef. A BOsweLL or
BAGHDAD, AND oTHER Kssavs, Gs. net.
'TwixT EAGIE AND Dove, 6s. net. THR
PHANTOM JOURNAL, AND OTHER EssAvS AND
DIVERSIONS, 6s. nef. THE BRITISH SCHOOL ¢
An Anendotal Guide to the British Painters
and Paintings in the National Gallery, 6s. nes.
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lchougn!l Wllllu.m) AN INTRODUC-
CIAL PSYCHOLOGY.
I'zﬂz:ntll Edman Cr. 8vo. 7s. 6d. net.
BODY AND MIND: A HISTORY AND A
DevrRNCE OF ANIMISM. Fowrth Edition.
Demy Bvo. 125, 6d. met.

Maaterlinck (Maurice} —
Tue BLug Birp: A Fairy Play in Six Acts,
6s. net. Mary Macnaiene; A Play in
Three Acts, 5. met. DEATH, 35, 64, net.
OuR ETERNITY, 6s. net. THE UNKNOWN
GursT, 6s. nef.  Porms, ss. mef. The
Wrack OF THE Storm, 6s. nef. Tur
MIRACLE OF ST. ANTHONY : A Play in One
Act, 35. 6. net. Tur BURGOMASTER OF
StiLeEmonDE : A Play in Three Acts, ss.
net. THE BETROTHAL ; or, The Blue Bird
Chooses, Gs. met, Mouu-mm PATHS, 6s.

Hllno (A, K.jo Tue Dav's Prav. Trr
HoLipavy Rounp. Once & WEEk. AN
Cr. 8vo. 7s. mef. NoOT THAT IT MATTERS.
Feap. 8vo.  6s. met.

Oxenham (John)—

Bers IN Ampex ; A Little Book of Thought-
ful Verse. ALL's WiLL: A Collect.on of
Wart'oems. Tue King's Higu Way., Tur
Viston SrLenpin, THe Fiery Crous.
Higu ALTars: The Record of a Visit to
the Battlefields of France and Flanders.
Hearts Courageous. ALL CLrar!
Winps oF THE DAwWN., AU Small Port
Svo. Paper, 1s. 3d. net; cloth boards, s
net. GENTLEMEN—THE ch, 28, met.

Petrie (W. M, Flinders) A HISTORY
OF EGYPT. llustrated. Six Volumes.
Cr. Bvo. Eacl gs. net.

Vor. I. From 'tug Ist To THE XVitn
DynasTy. Ninth Edition. 10s. 6d. net.
Vor. II. Tue XVIIin anp XVIlin

DYNASTIES. Stvik Ldition.

Vor. 111, X1Xtk To XXXTH DYNASTIES.
Second Edition.

Vor. IV. EGvPT UNDER THE PTOLEMAIC
DynasTY. J. P. MaHArFY. Second Edition.

Vor. V. EGver UNDER ROMAN Rurk. J. G.
MILNE. Second Fdition.

Vor. VI. Ecver IN THE MipDLE AGES.
STAN.EV LANE PooLr. Second Ldition.
SYRIA AND EGYPT, FROM THE TELL
EL AMARNA LETTERS. Cr. S8vo.

58, nels

EGYPTIAN TALES. Translated from the
Papyri. First Series, 1vth to xutth Dynasty.
Dlustrated.  Zhird  Editiom. Cr. Bvo.
58, nel.

EGYPTIAN TALES. Translated from the
Papyri. Second Series, XVINTH to XIXTH
Dynasty. Illustrated.  Second Zdtios.
Cr. 8vo. 55 met.

Pollard (K. B.). A SHORT HISTORY

OF THE GREAT WAR. With 19 Maps.
émmo’ Edition. Cr. 8o, 105 6d. nel.

PUBLICATIONS 3

Price (L, L.), A SHORT HISTORY OF
POLITICAL LCONOMY IN ENGLAND
FROM ADAM SMITH TO ARNOLD
TOYNDEE. WNinth Zdition. Cr. 8vo.

55, met.
Reld (G. Archdalll THE LAWS OF
EhRLDlTY Second Editics. Demy 8vo.
115,

net
Robertson (0. Grant), SELECT STAT-

UTLS, CASES, AND DOCUMENTS,
1660 1831. Thivd Edifion. Demy 8oo.
155. nel.

Baloun (Bdmund). TOMMY SMITH'S
\NIMALS lllquleJ F.gh/tmt/l Edi-

TO\{\]Y SMI’(‘HSyOl‘IH‘R ANIMALS.

Nlustrated. Llevent’r Ko'ition. Feap. 8ve
5. 6. net.

TE)MMY SMITH AT THE 200. Ilus-
trated.  fowrth  Sdition.  Feap, 8w,

28, 9d.
TOMMY SMITH AGAIN AT THE ZOO.
Ilustrated. Secoxd Edition. Feap., 8vo.

JAClzd INSECTS. Illustrated. Cr.8vo. &

net.

]ACK'S INSECTS. L'opular Edition. Vol
1. Cr.8ue. 3. 6d.

Shelley (Percy Bysehe), POEMS. With
an Introduction by A. Cl.L”)“l OoN-Brock and
Notes by C. D, Locock. Zwwe Volumes.
Demy 8vo. L1 15, net.

Smith  (Adam). THE WEALTH OF
NATIONS. Edited by Epwin CANNAN.
Two Vowewse . Second Ldition.  Demy
Bzo. L1 ss. net.

Stevenson (R. L), THE LETTERS OF
ROLERT LOULS STEVENSON. Edited
by Sir Stoney Cowvine A New Ke-
arranged Edition s four volumes. Hourth
Lduition, Leap. Bvo. Lach s, wet

Surtess (R. B.). HANDLEY CROSS.
Hlustrate 1. Ntk s.duwn.  Beup, 8oo.

75, 6d. met.

MR. SPONGE'S SPORTING TOUR.
Wustiated.  #iftk Ldion.,  Feap. 8ou.
75, 6d. net.

ASK MAMMA: or, THE RICHEST
COMMONER IN ENGLAND. Illus
lruud Second Edition. Fecp. 8ve. 7s.6d.

JORROCRSS JAUNTS AND JOLLI-
TIES. Ilustrated.  Sevewth  Adition.
Fcap. 8oo, 6. nel.

MR. bA(,LY ROMFORI'S HOUNDS.
Dlustiated.  Zhird Eaitios.  Feap. 8vo.

75, Gd. net,
JIAWBUCK GRANGE; ox, THE SPORY-

ING ADVENTURES OF ‘THOMAS
-(,0 l T Esq. lustrated.  Frap. 8vo.
I'LA[N OR RINGLL’I‘ ! Illustrated.

Fea, 6d. ne

HIS, I/l'\l(,I)ON HALL With 12 Coloured
Plates by WiLor4kE, HEATH, and )xuir-
con. Heap. 8vo. 78, 6d. wat.
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'l‘llonton (Nary W.). DAILY STRENGTH
DAILY NEEDS. Twenty-.nxtb
Edztmn Medium 16mo.  3s. 6d. net.

Underhill (K¥velyn). MYSTICISM. A
Study in the Nature and Development of
Man's Spiritual Consciousness.  Eighth
RBdition. Demy 3vo. 15s. rat.

Yardon (Harry). HOW TO PLAY GOLF.
Wustrated. Thirteenth Edition. Cr. 8vo.
5. nel.

Waterhouse (Rlfzabeth). A LITTLE
BOOK OF LIFE AND DEATH.
Twentieth Edition. Small FPoit 8uvs.
Cloth, 2s. 6d. net.

Wells (J.)» A SHORT HISTORY OF
ROME. Seventeentk Edition. With 3
Maps. C». Bvo. 6s.

Wilde (Oscar). THE WORKS OF OSCAR
WILDE. Fcap. 8vo, Eack 6s. 6d. net.

1. LORD ARTHUR SAVILE'S CRIME AND

MEessks. METHUEN’S PUBLICATIONS

THE IMPORTANCE OF BEING
EArngsT. vin. A House or Pome-
GRANATES. IX. INTENTIONS. X. DE PrO-
FUNDIS AND PrisoN LET1ERS. X1. Essavs.
x11. SaLomtt, A FLORENTINE TRAGEDY,
and Lo SAINTE COURTISANE. XuL A
CriTic IN PALl MaLL. x1v. SELECTED
Prose or Oscar WILDE. XV. ART AND
DECORATION.

A HOUSE OF POMEGRANATES. Ilus-
trated. Cr. 4f0. 21s. met.

Wood (Lieut. W. B,) and Edmonds (Col.
. B.). HISTORY OF THE CIVIL
WAR IN THE UNITED STATES
‘}61-65) With an Introduction by SPiNSER

ILKINSON. With 24 Maps and Plans.
Thivd Edition. Demy Bve. 155, net.

Wordsworth (W.). POEMS. With an
Introduction and Notes by NowerL C.
SMITH. Three Volumes. Demy 8vo. 18s.

BAND.. VII.

THE PORTRAIT ofF MR, W. H. 1. Tue | net.
Ducugss or Papua. 1 Poems, 1v. | Yeats . B). A BOOK OF IRISH
Lapy WINDERMERR'S FAN. v. A WomaN VERSE. Fowrtk Edition. Cr. Bre.
oF No IMPORTANCE. vI. Auw IpEaL Hus- 78, net.
Part Il.—A SEeLECTION OF SERIES
Ancient Cities
General Editor, Sir B. C. A, WINDLE
Cr. 8vo. 6s. met each volume
With Illustrations by E. H. NEw, and other Artists
Bristor. CANTERBURY. CHESTER. Dus- | EDINBURGH. LincoLN. SHREWSBURY.
LIN, WELL: and GLASTONBURY.

The Antiquary’s Books
General Editor, J. CHARLES COX

Demy 8vo.

os. 6d. net each volume

With Numerous Illustrations

ANCIENT PAINTED GrAss IN ENGLAND,
ARCHAOLOGY AND FALSE ANTIQUITIES.
Tue BeLLs or ENGLAND. THE BRAssES
or ENGLAND, THE CASTLES AND WALLED
Towns oF ENGLAND. CeLTIC ART IN
PAGAN AND CHRISTIAN Times. CHURCH-
waRDENS' Accounts. Tur Domespay
INQuesT. EncLisSH CHURCH FURNITURE.
EnGLisH CosTuME, ENGLIsH MonasTic
Lire. ENcrisn SEALS, FoLk-LoRE As
AN HistoricaL SciBncE. THr Giips AND
CompaNiEs or LonpoN. Tur HerMmiTs
AND ANCHORITES OF EnGLanp, T

MANOR AND MANORIAL REcorps. Tue
MepigvaL  HosritaLs or ENGLAND.
OLp ENGLISH INSTRUMENTS oF Music.
OLp ENGLisSH LiBRARIES, OLD SERVICR
Books or THE ENGLISH CHURCH. PARISH
Lire 1N MupimvaL EncLAnD., THE
Parisu ReGisTERS OF ENGLAND. RE-
MAINS OF THE PREHISTORIC AGE IN ENG-
LAND. THE RoMaN ERA IN BRITAIN.
RomANO-BRrITISH BUILDINGS AND EARTH-
works. TueE Roval Forrsts oF ENG-
LaND. Tug ScHoors oF MEDIEVAL ENG-
LAND. SHRINBS OF BRITISH SAINTS,
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The Arden Shakespeare
General Editor, R, H. CASE

Demy 8vo.

6s. met eack volume

An edition of Shakespeare in Single Plays ; each edited with a full Irtroduction,
Textual Notes, and a Commentary at the foot of the page.

Classics of Art
Edited by Dr. J. H. W. LAING

With nun:erous Ilustrations.

THE ART OF THE GREEKS, 155, »¢f. THE
ART OF THE ROVANS, 16s. nef. CHARDIN,
155. mef. DONATELLO, 16¢. mef, GEOKGE
ROMNEY, 155. nef. GHIRLANDAIO, 155, mel.
LAWKENCE, 255, mef. MICHELANGELO, 158,

Wide Royal 8vo

nef.  RAPHARL, 155. mef. REMBRANDT'S
ETcHINGs, Two Vols., a5s. #ef.  TINTOR-
ETTO, 165, nez. T1TIAN, 16s. nef. TURNER'S
SKETCHES AND DDKAWINGS, 158, mel.
VELAZQUEZ, 155, wets

The ‘Complete’ Series
Fully Hlustrated, Demy 8vo

Tie COMPLETE AMATEUR BOXER, 105, 6.
net. Tnue CoMyLKTE ASSOCIATION For-
BALLER, 105, 6d. nef.  THeE COMPLETE
AtHiLeric TRAINER, 1os. 64, mef. THE
CoMprLETE BiLLIAKD PLAYER, 12s. 6d.
net. THe CoMpLETE COOK, 105, 0. met.
T'ur. ComPIETE CRICKETER, Y08, 6d. wel.
Tue COMPLETE FOXHUNTER, x6s. mel.
Tue CompLyTk GOLPER, 1325, 6d. nef.
The CompLETE HoCKEV-PLAYER, 105, 6.
net. THE COMPLRTE HOKSEMAN, 12s. 64.

net. THE COMPLETE JUJITSUAN, Ss. mef,
Tur ComrieTeE LAwN TENNIS PLAVEE,
125, 6d. net. THE CoMmrik1E MOTORIST,
105, 6d. met. THE CoMrLETE MOUNTAIN.
EER, 165. nel. Tug COoMPLEYE QOAKSMAN,
155. nef.  THE COMPLETE PHOTOGRAPHKR,
155. nef. THE CompLeETE Rucpy Foor-
BALLER, ON THE NEwW ZEALAND SyYSTEM,
12s. 6d. net. THe COMPLETE SHOT, 16s.
net. THE COMPLETE SWIMMER, 108, 6d.
net. THE COMPLETE YACHTSMAN, 162, nef.

The Connoisseur’s Library

With numerous Illustrations,

tingLisH CoLourep Books. ENGLISH Fur-
NITURK. ETCHINGS. KurRoPEAN ENAMELS.
Fine Books. GLAss. GOLDSMITHS' AND
SiLvERSMITHS'  WORK.  ILLUMINATED

Wide Royal 8vo.

255, net eackh volume

M ANUSCRIPTS. 1lvORIES.  JEWELLERY.
MEzZOTINTS. MINIATURES. PORCELAIN.
SeaLs. Woop SCULPTURE.

Handbooks of Theology
Demy 8vo

Tue DOCTRINE OF THE INCARNATION, 15s.
net. A HisTorY oF EARLY CHRISTIAN
DOCTRINE, 165, mef. INTRODUCTION TO
THE HISTORY OF RELIGION, 135. 6d. mef.
AN INTRODUCTION TO THE HISTORY OF

Health

Feap. 8w,

Tug Bapy. Tur CARE oF THE Bopv. THE
Care oF THE TeETH. THE EvES OF OUR
CHILDREN. HEALTH FOR_THE MIDDLE-
Acep. Tug HeaLtH or A Woman. Tue
HearTh oF THE SkiN. How To Live

THE CREEDS, 125, 6d. mef. THE PHILQSOPHY
oF RELIGION IN ENGLAND AND AMERICA,
x23. 6d. net. Tug XXXIX ARTICLES OF
THE CHURCH OF ENGLAND, 155. nef,

Series

25, 6d. net

LonG. THE PREVENTION OF THE COMMON
CoLp. STAYING THE PLAGUE. THROAT
anDp Ear TrousLEs. TumercuLosis. THE
HEALTH OF THK CHILD, 25, ne/.
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Leaders of Religion
Edited by H, C. BEECHING. Witk Fertraits
Crown 8wo. 3s5. met each volume

The Library of Devotion
Handy Editions of the great Devotional Books, well edited.
With Introductions and (where necessary) Notes
Small Pott 8vo, cloth, 3s. net and 3s. 6d. net

Little Books ont Art

With many Iilustrations.

Each volume consists of about 200 pages, and contains from 30 to 40 Illustrations,
including a Frontispiece in Photogravure

AuBrRECHT DURER. THE ARTS OF JAPAN. BOUCHER. HovsrIN, ILLUMINATED
BookPLATES. BoTTICELLI Buxms-gouns. MANUSCRIPTS. JEWELLERY. JoHN Hopp-
CELLINL, CHRISTIAN SYMBOLISM, CHRIST NER. Sir JosHua REvNOLDS. MILLET.

Demy 16mo.  55. net eack volume

IN Art. CLAUDE. CoNsTaBLE. COROT. MiNIATURES. OURLADY IN ART. RAPHAEL.
EarLy Encrisn WATER-COLOUR. ENa- Repin. Turnek. VANDYCK. VELAZQUEZ,
MELS.  FREDERIC LEIGHTON. GEORGE WATTS.

GRRUZE AND

The Little Guides

With many Illustrations by E. II. NEW and other artists, and from photographs
Small Pott 8vo. 4s. net and 6s. net
Guides to the English and Welsh Counties, and some well-known districts
The main features of these Guides are (1) a handy and charming form ; (2)
illustrations from photographs and by well-known artists 3 (3) good plans and
maps ; (4) an adequate but compact presentation of everything that is interesting

in the natural features, history, archa:ology, and architecture of the town or
district treated.

RoMNEY, GREEK ART.

The Little Quarto Shakespeare
Edited by W. J. CRAIG. With Introductions and Notes

Pott 16mo. 40 Volumes. Leather, price 1s. 9d. net eack volume
Cleth, 15. 64,

Nine Plays

Feap. 8vo.

Across TuE BorpEr. Beulah Marie Dix.
Cr. 8vo.

HonevMooN, THE. A Comedy in Three Acts.
Arnold Ecnnett.  Third Ed:tion.

GREAT ADVENTURE, THE, A Playof Fancyin
Four Acts. Arnold Bennett. X2k Edition.

MiLesToNES. Arnold Bennett and Edward
Knoblock. Ninth Editior.

Inrat Hussanp, AN, Oscar Wilde. Acting

Ldition,

3s. 6d. snet

Kismer., Edward Knoblock. Fowrth Edi-
tion.

TrrrooN. A Play in Four Acts. Melchior
Lengyel.  English Veision by Laurence
Irving. Second Kdition.

Warx Casg, Tug. George Pleydell.

GennraL Post. J. E, Harold Terry.  Second
Kdition.



MESSRS. METHUEN’S PUBLICATIONS 7

Sports Series

Illustrated.,  Feop. 8vo, 25, met and 3s. net

Arr Asour FLYING, 35. mef. Gorr Do's
AND Dont’s.  THE GOLFING SWING. How
TO SwiM. LAwWN TENNIS, 35. mef, SKAT-

ING, 3. #ef. Cross-COUNTRY SxI-ING, ss.
net. WRESTLING, 35, mef. Quick Cuts
TO Goop Govr, as, 6d. nef.

The Westminster Commentaries

General Editor, WALTER LOCK
Demy 8vo

THE ACTs OF THE APOSTLES,
Awmos, 8s. 6d4. net. 1. CORINTHIANS, 8s.
6d. met. Exopus, 135, wmef. EzEKIEL,
125, 6d. net. GENESIS, 16s. mef. HEBRRWS,

165, mel.

8s. 6d. mef. ISAIAR, 165, Wef. JEREMIAH, |

165. met. Jos, 8. 6d. mel.
ErisrLES, 85, 64. wet.  Tie PuiLiprians,
8s. 6d. met, St. JAMES, 8s. 6d. met, ST,
MATTHEW, x85. %et.

THE PASTORAL

Methuen’s Two-8hilling Library

Cheap Editions of many Pepular Books
Feap. Svo

Part II1.—A SerLection oF Works orF FicTion

Bennett (Arnold)—

CLAVHANGER, 8s. nef. HILDA LEsswavs,
8s. 6d. met. Tuesk Twain. Tee Carp,
Tue REGENT: A Five Towns Story of
Adventure in London. THE Prick orF
Love. Buriep ALIVE, A MAN FROM THE
NorrH, THE MATADOR oF TUE FIVE
Towns. WHoM Gop HATH JOINED. A
GreaT Man: A Frolic. AU 7s. 64. net.

Birmingham (George A.)—
SeanisH  Goup. THE SEARCH PARTY.
LaLAGE's Lovers. THE Bap Timgs, U,
THE REBELS, A/ 75, 64. net.

Burroughs (Edgar Rice)—

TARZAN or THE Apgs, 6s. mef. THE
RETURN oF TARZAN, 6s. nef. THE BEASTS
or TARZAN, 6s. nef. THE SoN or TARZAN,
6s. net. JuncLe Tarks or TaRrzaN, 6s.
met. TARZAN AND THE JEWELS or OFAR,
65, met. TArRZAN THE UNTAMED, 75. 6d. net.
A PrincEss oF MARs, 6s. nef. HE Gops
or MAaRs, 65, net. Tur WARLORD oF
MaRs, 6s. et

Oonrad (Joseph). A SET OF SIX. Fourt/
Edition. Cr. 8vo. 7s. 6d. net.

VICTORY: AN IstAND TALE.
Rdition. Cr.8vo. gs. net.

Sixth

Corelll (Marie)—

A RomaNCE or Two WORLDS, 7s. 6d. net.
VENDETTA: or, The Story of One For-
gotien, 8s. wef. 'THELMA: A Norwegian
Princess, 8s. 6d. net. ArpaTth: The Story
of a Dead Self, 7s. 6d. net. Tue SouL or
LiLrtH, 5. 6d. set. ' WokMwooD : A Drama
of Paris, 8s. mef. BARABBAS: A Dreain of
the World’s Tragedy, 8s. wez. THE SorRrOWS
OF SATAN, 75. 6d. nef. Tux MASTER.
CHRISTIAN, 8. 64. net, TeMPORAL POwER ¢
A Study in Supremacy, 6s. mef. Gon's
Goop Man: A Simple Love Story, 8s. 64.
net, HoLy OrpErs: The Tragedy of a
Quiet Life, 8s. 64. met. THE MicH 1Y ATom,
78, 6d. met. Bov: A Sketch, 7. 6d. met.
CAMEOs, 65, #ef.  Tue Lire EVERLASTING,
8s. 6d. net.

Doyle (8ir A. Conan). ROUND THE RED
LI:MP. Twelfth Edition. Cy. 8vo. 7s. 6d.
“et.

Hichens (Robert)—

ToNGUES oF CONSCIENCE, 7s. 6d. met.
FeLIX : Thiee Years in a Life, 75. 62. net.
THE WOMAN WITH THE FAN, 75, 6d. net.
BYEwAYs, 75. 64. nef. THE GARDEN ox
ALLAR, 8s. 6d. wet. Tug CALL OF THE
Broon, 8s. 6d. met. BarBArY SHEEP, 6s,
net.  THE DWELLERS ON THI THRESHOLD,
75, 6d. net. 'TnE WAV or AMBITION, 7s.
6d. net. In THE Wit DERNESS, 75, 6d. net.
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Hoye (Anthony)— 3

A Cuance o¥ AR, A MaN or Mark.
THE ChrONICLES of COUNT ANTONIO.
SivoN Dare.  THE King's Mirxor
uisaNTé,  THE DorLy  DiALoGuEs.
'ALEs oF Two PeorLR. A SERVANT OF
THg PusLic. Mgs. MAxon PROTESTS.
A Youne Man's Year. Bsaumazoy
HoME FrROM THE WaRs. AU 7s. 6d. net.

Jacobs (W. W.)—
MANY CARGOES, ss. mef and 25. 64, mef.
SEA URCHINS, 55. mef and 3s. 64, mef.
A MasTER oF CRAFT, 5. mef.  LIGHT
FREIGHTS, 5. #ef. THE SkirpEr's Woo-
ING, 5. met. AT SUNWICH PORT, 58. mel.
DiaLsTONE LANE, 5s. mef, Opp CRAFT,
gs. net. THE LADY OF THE BARGR, §s5. net.

ALTHAVEN, 5. #ef.  SAILORS' KNOTS, 55
ned. SHORT CRUISES, 58. nef.
London (Jack). WHITE FANG. Ninth
Edition. Cr.B8vo. 7s.6d. net.
MoKenna (8tephen)—

Sonia: Betwean Two Worlds, 8s. mef.
NineTv-S1x  Hours' LEAVE, 75. 6d. net,
TuR SIXTH SENSE, 65. mef. MIpAs & Son,
8s. met.

Malet (Lucas)—
Tue HisTORY OF SIR RicHARD CALMADY
A Romance, THE WaGEs oF SIN. TuE
CaRrisSIMA. _ THE GATELESS BARRIER.
DeanuaMm HAkp. Al 7s. 6d. net.

Mason (K. E. W.). CLEMENTINA.
Nlustrated. Ninth Edition. Cr. Bvo. 7s.
6d. net.

Maxwell (W. B.)—

Vivien. Tur Guarpep Frame. Obp
LengtHs. HitL Rise. THE Rest Cure.
Al gs. 6d. net.

Oxenham (John)—

A Weaver or Wess. ProriT anp Loss.
THe SoNG or HyaciNTH, and Other
Stories. LaurisTons. Tue CoiLov CARNE.
Tur QUEST of THE GOLDEN RosE. MRy
ALL-ALONE., BROKEN SHACKLES. ‘‘1914.”
All 7. 6d. net.

Parken (Gilbert)—

PIERRE AND n1s PEopLE. MRS, FAi.CHION.
THE TRANSLATION OF A SAVAGE. WHRN
Varmonp caMe To PonTiac: The Story of
a Lost Napoleon. AN ADVENTURER OF THE
Noxkti: The Last Adventures of ‘Pretty
Pierre.” THE SEATS OF THE MiGHTY. THE
BATTLE OF THE STRONG: A Romance
of Two Kingdoms., THE PomMP oF THE

LAviLETTES. NORTHERN LiGHTS. A4
75, 6d. net.
Bhillpotts (Eden)—

CHILDREN oF THE MisT. SONS OF THE
MorniNg. TuHr River. THrE AMERICAN
PrisSONER. DEMETER'S DAUGHTER. THE
HuMAN Boy AND THE WAR. A/ 75, 6d. net.

Ridge (W. Pett)—
A SoN OF THE STATE, 75. 64. nef, THE
REMINGTON SENTENCE, 7s.  6d. .mef.
MADAME PRINCE, 75, 64. nef. Tor Sprep,
7s. 6d. net. SPECIAL PERFORMANCES, 6s.
net. Tur Bustring Hours, 75 6d. met.

Rohmer (Sax)—
The Dgvi. Docror. The Sr-Fan.
MvsTERIES. TALES oF Secrer Eover.
THE ORCHARD oF Tears. THe GoLpRN
Scoreion. AU 3s. 6d. net.

Swinnerton (F.). SHOPS AND HOUSES.

Third Edition. Cr. 8vo. 7s. 6d. net.
SEPTEMBER. Third Edition. Cr. 8vo.
74. 6d. nel.
Wells (H. G.). BEALBY. Fowrth Edition.
Cr. 8vo. 75.61. net.

Williamson (C. N. and K. M.)—

Tug LIGHTNING CoNpUcTOR ¢ The Strange
Adventures of a Motor Car. LApy BrrTY
ACKOSE THE WATER. SCARLET RUNNER.
Lorp  LOVELAND DISCOVERS AMERICA.
Tur Guests or HErRcuLES. IT HAPPENED
IN EGvpT. A SOLDIER OF THE LEGION.
Tue SHop GirL, THE LiGHTNING Con-
pucTress. SECREr HisTorv. Thr Love
PrraTe. AU 7ps. 64. met. Crucirix
CORNER. 65, met.

Methuen’s Two-8hilling Novels
Cheap Editions of many of the most Popular Novels of the day
Write for Complete List
Feap, 8vo












