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PREFACE

THE purpose of this book is to investigate in the light of
modern economic science the fundamental problems
involved in the organization of human productive activity
for the satisfaction of human needs in a society based upon
the twin postulates of economic freedom (both for the worker
and for the consumer) and economic equality. During the
investigation, fundamental issues regarding the price system
are raised. The significance of the pricing process for a
socialist community is dealt with, and the interrelations of
pricing and planning are discussed. The author believes
both in the significance for a socialist community of the indi-
cations of the pricing process based upon free individual
choice of occupation and consumption, and in the practica-
bility of its adoption by such a community. Thus, while
developing his own theme, he joins issue with three different
schools of thought. First, with the scientific or technocratic
xponents of an ‘Age of Plenty’, according to whom the
problem of scarcity, and hence of pricing, will not exist in a
rationally planned society. Second, with those socialists who
deny, wholly or in part, the relevance of the categories of
rent and interest in a socialist community. Third, with those
economists who assert that socialism is an impossible ideal
because under socialism all rational economic calculation
would be impossible.

While the author’s original purpose in this book was to
make a contribution to pure economic theory, he found
himself, in’ developmg this theme, more and more ob-
liged to take into account the purposes of ‘econemic activity
and to eonsider the significance of suth institutional
devices as planning and the market in the light of these
purposes. Hence he was led to keep constantly in mind the
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interrelations of economic factors with wider social (sometimes
called political) factors: thus such fundamental concepts as
welfare, freedom, and equality are here discussed, not only
in their economic aspects but in their more general social
aspects. It is inevitable that the author should have pro-
ceeded upon certain assumptions regarding social ends. It
may therefore be made explicit at the outset that the present
work is based upon the liberal and democratic assumption
that the ultimate purpose of social and collective action is
the enlargement of opportunity for the development of
individual personality as far as this is compatible with the
equal opportunity of all other individuals.

This book, like all products of human labour, whether
material or intellectual, is the result of a social and not an
individual process. Thus its author is deeply indebted for
encouragement and inspiration to a great multitude of
conscious and unconscious collaborators. 'T'hose who have
helped him by their writings are mentioned in the biblio-
graphy. Those who have helped him by talk and discussion
are so numerous that he cannot mention them all by name.
He would like, however, to acknowledge the contributions of
members of the Grangetown Advanced Tutorial Class
(W.E.A)) in Economics of 1935-6. A special word of grati-
tude is due to J. D. Bernal and Lancelot Hogben for their
endeavours to widen the author’s intellectual horizon
beyond the narrow perspectives of academic economics.

H. D. D.
25 August, 1939.
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CHAPTER 1
INTRODUCTORY

1. THE EcoNoMICc PROBLEM

HE fundamental purpose of all economic life is the satis-

faction of human needs with resources that are limited in
comparison with the needs clamouring for satisfaction. On
the one hand are neceds—needs for nourishment, shelter,
entertainment, fellowship, solitude—complicated by infinite
gradations in quality and variety, and by countless vagaries
of individual taste and of collective fashion. On the other
hand are the resources at the disposal of society—raw mate-
rials, sunlight in its protean manifestations, the time of
human agents. These resources, either in their crude form,
or combined and recombined into instruments of produc-
tion, semi-manufactured goods, and finished goods, are
requisite to the satisfaction of most human needs. Even the
most intellectual and spiritual needs make some call upon
material resources, or upon human labour-power, for their
satisfaction: for paper, printing-machines, and typographers’
labour; for masonry and timber, and the labour of architects
and builders; for maple-wood and catgut, and the time of
skilled fiddle-makers. These resources are scarce, relative to
the possible needs for which they could be used. There
may be enough rough cloth in the world to give every one a
simple garment, but there is probably not enough to give
every one all the sumptuous robes he may desire; moreover,
the making of cloth takes its toll of the producers’ time,
which might otherwise be spent in leisure, or in other kinds
of labour, satisfying other needs. Even if ultimate material
resources were so abundant as to obviate any need for econo-
mizing them, human labour would be scarce in comparison

4527 B



2 INTRODUCTORY

with the multifarious purposes on which it might be ex-
pended. There are only twenty-four hours in the day, and
everybody could use them all in work, without satisfying all
their own or their neighbours’ desires. But man must rest
from labour in order to enjoy the fruits of labour; hence the
demand for leisure competes with the demand for produc-
tion, and time must indeed be carefully husbanded if the
needs of man are to obtain anything like the greatest satis-
faction of which they are capable.

The fundamental problem, then, of every economic society
is the allotment of limited resources (including human labour
power among the resources) to the satisfaction of needs (in-
cluding the need for lcisure), so as to secure the maximum
of satisfaction. It is essentially a quantitative problem as well
as a qualitative one. It is not only a question of what needs
are to be satisfied, but to what extent, as compared with
other needs requiring satisfaction; not only a question of
what resources are to be made use of, but the proportions in
which a given quantity of resources is to be divided among
different uses, all yielding different and competing satisfac-
tions. It is this quantitative problem that is the essential
economic problem.

It is here that we must distinguish between technology
and economics. The agronomist can tell us the most efficient
method of growing wheat under given conditions, and, given
the quantity of wheat desired, can tell us the quantity of
land and labour required for the production of that quan-
tity. He can tell us the same for the growing of cotton and
the rearing of cattle. But the determination of the quantity
of wheat, cotton, and meat required for a certain population,
with certain tastes and standards of living, balancing the
relative satisfactions afforded by wheat, cotton, and meat as
against the quantities of land and labour required for their
production—this is the problem of the economist. Similarly,
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the metallurgist can advise on the best methods of producing
steel of a given quality, and on the quantitative relations
between ore and coke, while the expert in structural steel-
work can explain the advantages of steel for building pur-
poses as compared with brick, stone, or wood; but the
ultimate problems regarding the quantity of steel to be pro-
duced, considering its possible uses and the consumption of
resources used up in its making, the allotment of the steel
produced to different uses, the balancing of steel against
alternative materials in various branches of construction,
taking into consideration the resources consumed in the pro-
duction of the various alternatives—these are all economic
problems. We may say that the proper work of the econo-
mist begins after that of the technician has been done.

Any society must have a method of determining what and
how much is to be produced, of choosing between alterna-
tives and of achieving its ends with the greatest economy of
means. The method of a capitalist society is the system of
production for profit and exchange upon the market,! modi-
fied by monopolistic combinations of capitalists, by trade-
unions and by such occasional and irregular intrusions of
deliberate social intervention as tariffs, marketing-boards,
railway-rate regulation, factory acts, social insurance, &c.
The productive energies of socicty are continually being
diverted by the motive of private gain into the channels in
which they will yield most profit to those who control them—
that is to say, the greatest surplus of selling price over cost
of production. Meanwhile competition, even if imperfect,
is tending to equalize selling price and cost. Therefore, in
theory, since sale price is determined by the consumer’s

! It is also the method of an economic system without large-scale pro-
duction or large-scale marketing, but having private property and division
of labour, 1n which goods are produced by small independent producers
directly for a local market. This system 1s what Marx calls ‘simple com-
modity production’.
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effective demand, and cost depends upon the capacity of
productive resources to satisfy demand in alternative uses,
there should emerge the maximum satisfaction of needs
with the minimum expenditure of resources. In reality this
desirable result is attained only very imperfectly. Under
capitalism, four causes contribute to falsify the readings of
the price-index and hence to pervert the allocation of re-
sources to production.

(@) The inequality of consumers’ incomes systematically
distorts the measurement of social needs. A rich man wanting
a country cottage for a few weck-ends in summer can outbid
two farm labourers who need shelter all the year round; two
cottages are thrown together to make one week-end dwelling
and two bread-winners have to scek work elsewhere at grave
risk of unemployment or else add a six-mile tramp to their
already fatiguing labours.

(b) Another all-pervasive cause of the falsification of the
price-and-cost calculus is monopoly. The ‘invisible hand’
which is presumed to maximize satisfaction operates only
under conditions of perfect competition. But perfect com-
petition is not a real entity; it is an abstraction born of the
economist’s urge to rationalize the working of the economic
system. Even that degree of competition which, in John
Stuart Mill’s day, was enough to give the ‘invisible hand’
good scope for its beneficent work only exists during a
period of exceptionally rapid technical development: it is
a fleeting transitional phase between one period of monopoly
(mercantilism) and another period of monopoly (imperial-
ism). Monop_oly is the natural offspring of competition.
Once it is established, the presumption no longer holds
good that the distribution of resources produced by the
self-interest of private entrepreneurs corresponds to the
maximum satisfaction of consumers.

(¢) The meretricious modern art of publicity makes it often
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more profitable for the manufacturer to spend money in
making people want to buy the things that he produces,
rather than on producing the things that people want to buy.
This tendency is reinforced by the inevitable ignorance of
the consumer, called upon to discriminate between the pro-
perties of rival brands of tooth-paste, vacuum-cleaners,
canned peaches, radio-sets, and artificial silk cami-knickers.
It is often more profitable to advertise poor goods than to
improve their quality.

(d) On the production side, money costs not infrequently
fail to correspond to true social costs. Cheap goods can be
made out of sweated labour; the costs of salvaging the human
wreckage of industry being thrown on the relatives of the
workers or on the general tax- or rate-payer. Costs can be
cut by means involving the neglect of safety precautions, the
pollution of the air by smoke, the contamination of rivers
by noxious affluents, or the sacrifice of human life on the
roads.

Nevertheless, the price-and-market system does give some
sort of a solution, even though it be distorted and per-
verted by class privilege and exploitation, to the problem of
the economic allocation of resources to the satisfaction of
various and competing needs. However much this solution
may be criticized, it is urged that some solution, even an
imperfect one, is better than none.

2. SOCIALISM

(1) General notion of socialism. Ever since the early
days of industrial capitalism, men have sought a remedy for
its abuses and defects in some material reorganization of the
economic system. In particular, the private ownership of
the means of production has appeared to many reformers as
the fundamental source of evil in the system. T'o some, such
as James Mill and Henry George, it is the private ownership
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only of land and natural resources; to others, such as Major
Douglas and Professor Soddy, it is the private ownership
only of credit, that is the source of evil; but to the majority,
the private ownership of all non-human means of produc-
tion—factories, railways, machinery, and raw materials, as
well as land and natural materials, and credit—has appeared
as a barrier to the full utilization of the resources of the
world in the service of the needs of mankind. The author
holds this last-expressed view. However important histori-
cally may have been the special role played by private
property in land and minerals, or in credit facilities, as a
factor in the evolution of class privilege, in the present stage
of development of capitalism all forms of land and capital
have become merged in a single mass of privately owned
means of production. The concrete goods of which this is
composed have become interchangeable with one another;
their special nature—whether land, produced means of pro-
duction, or intangible ‘productive relations’ such as credit—
has become irrelevant. The ownership of a portion of this
mass confers the right to appropriate a certain part of the
income of society. If private ownership of productive re-
sources is to blame for the disharmonies of capitalism, it is
private ownership of all/ means of production, and not of land,
or credit, or some other part of the whole, that must be set
in order.

Nor, in view of the intimate interlocking of share-capital
and loan-capital in modern business organization (especially
that effected by holding companies, so that loan-capital con-
trols share-capital and vice-versa), is it possible to establish
a distinction, such as the theorists of ‘National Socialism’
do, between creative capital (schaffendes Kapital) and preda-
tory capital (raffendes Kapital), and to make of the latter
(generally loan-capital: hence the ‘tyranny of interest’—
Zinsknechtschaft) a scapegoat for the sins of the twain.
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Once private property in land and capital is established,
there is a constant tendency for its ownership to become con-
centrated in fewer hands, until a definite class of owners of
means of production (‘capitalists’) emerges. The interests
of this class are distinct from, and in many ways antagonistic
to, those of the rest of the community. The class division
between owners and workers begins.

The distribution of property tends to inequality and there-
fore the distribution of incomes derived from property tends
to incquality. On the other hand, the distribution of incomes
derived from work tends to be much less uncqual. The
reagons for this are legion. A few are:

1) Owing to the diminishing marginal utility of income,
the larger one’s income the easier 1t is to save out of it or
otherwise usc portions of it for the purpose of adding to
one’s property. The marginal disutility of labour, however,
increases steeply after a certain point. Thus, while it is pro-
gressively easier to add to a property-income, it is progres-
sively harder to add to a work-income.!

(2) Owing to the working of the law of averages, the
chances of total loss of capital diminish the greater the num-
ber of different portions into which it is divided for purposes
of investment. The ‘small man’ cannot easily or cheaply
spread his risks in this way, and is thus more subject than
the big investor to loss due to the vagaries of the market.
(This is particularly noticeable in the general depressions
that, under capitalism, periodically devastate the market
economy). If the ‘small man’ seeks safety in gilt-edged
securities or in conservatively managed investment trusts, he
has to put up with a distinctly lower rate of return than the
big operator can get on his capital with equal safety.

\/g(3) Exclusive market information and exclusive opportuni-
ties for investment on profitable terms are more likely to

I Sece the present author’s Institutional Revenue, ch. v, § 26. .
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come to those who are already rich than to men of small
means. Similarly, employment at a high remuneration is
more readily obtained by those who are already well-to-do
or who are connected by birth, education, or social ties with
the/rich than it is by poor men.

v(4) Once a society has begun to be stratified into classes
on the basis of differences in income, the wealthier sections of
the community in general contrive to monopolize the educa-
tional machine so that the necessary training and equipment
for the better paid employments can only be acquired by those
who already belong to the higher income classes.’

All these (and other) influences are cumulative in effect.
There are, of course, counteracting influences, such as the
tendency of the rich to relative sterility, extravagance and
spendthrift behaviour (Veblen’s consplcuous waste’), the
voluntary endowment of public institutions by the rich,
and progressive taxation. But the general tendency, in a
system of private free enterprise and private ownership of
the means of production, is towards greater inequality and
towards the stratification of society into antagonistic classes
on the basis of wealth and of the origin of wealth. While
minor divisions may be important, the division that domi-
nates social life is that between the owners and the non-
owners of the material means of production.

Socialism thus arises as the political objective of the non-
owning class. In order to diminish inequality of wealth and
to abolish the class stratification of society, socialists propose
to abolish private ownership of_ the material means of pro-
duction. Some method my#tbe devised of administering
the economic systerp,_afq‘" the expropriation of the existing
private owners, s 1§"the problem of the economics of a
socialist o nity.

! See E. Ll. Lewis, The Children of the Unskilled; Institutional Revenue,
pp. 58, 156; and Political Arithmetic (ed. L. Hogben), chs. viii, ix, x.
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(2) Definition of socialism. The definition of socialism
that was generally accepted during the half-century between
1875 and 1925 is ‘social ownership of the means of produc-
tion’, Since that time the phrase ‘planned production’ has
been tending to take its place. There is a close connexion
between these two definitions. On the one hand, one of the
chief advantages claimed for the socialization of the means
of production is the elimination of the waste due to un-
planned, chaotic, individualistic production. Individualistic
production is co-ordinated, it is true, by the mechanism of
price and the market; but it is subject to gross disturbances
even in this sphere and it is fundamentally blind, purpose-
less, irrational, and incapable of satisfying many of the most
urgent of human needs. On the other hand, so it is claimed
by socialists, the planning of production is impossible on any
basis less radical than the complete elimination of individual
property rights in the means of production, at least in all the
major branches of economic activity, and the transfer of these
means of production to organs of collective economy. Only
so can the community sweep away the secrecy, arbitrary
boundary lines, vested interests, overlapping of functions,
waste, and monopoloy that characterize private enterprise.
One fundamental difference between socialism and capitalism
will be the existence of an authority able to view the econo-
mic system as a whole and with power to make decisions
involving the system as a whole. Another fundamental dif-
ference will be the fullest publicity of all relevant economic
statistics throughout the whole system. All organs of a
socialist economy will work, so to-speak, within glass walls.

Socialism has also been defined tout court as equality
of income' and, although few socialists would adopt this
definition without reserve, socialism of nearly all schools has

! G. Bernard Shaw, The Intelligent Woman’s Guide to Sociaii:m and
Capitalism, pp. 19, 49, 68, 94, 297, 343.
4527 C
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been held to imply equality in one or other of the following
senses:

(@) a greater approach to equality in the distribution of

wealth;

(b) equality of economic opportunity, in a more genuine

sense than that of bourgeois liberalism;

(c) distribution according to need rather than according

to effort or product.

In effect, these three tend to the same result, since both
equality of opportunity and distribution according to need
would lead to greater equality of actual income than exists
under capitalism, although not to an absolute arithmetical
equality. Nor is the concept of greater equality unrelated
to the definitions in terms of social ownership or of planned
production. Since the most glaring inequalities of actual in-
come and nearly all the inequalities of opportunity are based
on the private ownership of land and capital, social owner-
ship will almost certainly tend to greater equality. Also, since
the object of genuine economic planning (as opposed to
the sham ‘planning’ which, like so-called ‘rationalization’,
is simply a euphemism for the restriction of production
and the destruction of machinery organized by monopoly-
capitalism) is to substitute a conscious and direct relation
of production to human needs for a relation arrived at by
an indirect mechanism through the unconscious pushes
and pulls of innumerable private interests in the market, a
true planned economy would approach to some extent the
ideal of distribution according to need.

The formal definition of socialism that will be used in this
book is as follows:

Socialism is an economic organization of society in which the
material means of production are owned by the whole com-
unity and operated by organs representative of and responsible
r; the community according to a general economic plan, all
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members of the community being entitled to benefit from the
results of such socialized planned production on the basis of
equal rights.

This definition includes the three elements of

(i) social ownership of the means of production,

(ii) economic planning,
~ (iii) equality.

It purposely, however, leaves vague two points:

(a) how society is to work the productive equipment that
it owns, whether through government departments,
public utility corporations, national guilds, co-opera-
tive societies, or what not;

(b) exactly how the social product is to be distributed,
whether according to service or need, whether in sepa-
rate shares to individuals, or in communal supplies and
services.

But it does explicitly rule out irresponsible private enter-
prise, and the continuance of any form of privileged in-
come or of class inequality in the division of the social
product.

(3) Criticisms of socialism. Criticisms of socialism
have their fashions just as socialism itself appears from time
to time in various guises. During the first half of the nine-
teenth century the Malthusian bogy was most consistently
invoked by opponents of communistic schemes. It was held
that population was always pressing upon the means of
subsistence and that only private property coupled with
individual responsibility for the support of offspring could
prevent an increase of population up to the point of famine.
Communism might establish equality, but_jt would be an
equality of misery. As the bourgeoisie lost their fear of over-
population, new arguments against socialism had to be
found; and thus, until recently, the question of incentives
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has occupied the front place in discussions on the possibility
of collectivist socialism. It was held that socialism would
lack the incentives to work and efficiency that under capital-
ism force men to give of their best in the service of the com-
munity—the magic of ownership, the ambition of making a
pile, or, for those not fortunate enough to inherit or win an
independent business command, the hope of promotion and
the fear of dismissal. Socialism might eliminate exploitation,
but it would be at the price of universal mediocrity and in-
efficiency. But this has not happened in such public enter-
prises as the Post Office, the B.B.C., and the Central
Electricity Board in Britain; nor has it in the Soviet Union,
where, under a collectivist economy, there have taken place
an unprecedented rise in productivity and a spectacular out-
pouring of human energies and enthusiasm. Thus the ‘in-
centive’ argument appears less convincing. Accordingly, there
appears in orthodox economic circles a new critique of social-
ism, more subtle and technical than the previous ones, based
on the supposed inability of a socialist community to solve
purely economic proBTems It is admitted that such a com-
munity mlght acquire a mastery over technique not inferior
to that achieved under capitalism; that new psychological
incentives to do and give of one’s best might be developed,
as powerful as the love of gain or the fear of destitution;
that, even though every child born were guaranteed a share
in the resources at the disposal of the community, philopro-
genitiveness would not necessarily bring the law of diminish-
ing returns into rapid and fatal action; what is asserted is
that, even with highly developed technique, adequate incen-
tives to activity, and rational control of population, the eco-
nomic directors of a socialist commonwealth would be unable
to balance against each other the worthwhileness of different
lines of production or the relative advantages of different
ways of producing the same good. L. von Mises, in his
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Gemeinwirtschaft' makes two definite charges against social-
ist economy:

(1) where the state is the sole owner of intermediate or in-
strumental goods there can be no price formation for
such goods, hence no rational reckoning of cost and
hence no rational economy;

(2) under planned economy the managers of industry can
have no discretionary power and no pecuniary respon-
sibility for production; therefore, rational risk-bearing
becomes impossible.

The conclusion to be drawn from these two propositions
is that a socialist economy would have no guiding principles
and would, as soon as it lost any parasitic support that it
might get from comparison with neighbouring capitalist eco-
nomies, degenerate into an affair of wild guesses and random
decisions.> One of the objects of this work is to refute this
criticism of socialism and to show that, as far as pure eco-
nomics is concerned, a socialistic economy is at least theoreti-
cally possible.3

Another line of criticism, which was run in double harness
with the incentive arguments by such critics of socialism
as Mallock, and is paraded to-day by Mises and Gregory
alongside of the ‘rational calculation’ argument, is that
planned collective economy is inconsistent with any kind of
freedom of choice for consumers or freedom of employ-
ment for workers. This point, too, will receive attention in
this work.

' Translated as Socialism, 1936.

* For other critiques along these lines see F. A. Hayek, Collectivist
Economic Planning, B. Brutzkus, Die Lehren des Marxismus im Lichte der
russischen Revolution, G. Halm, Ist der Sozialismus wirtschaftlich méglich ?

3 For slightly different solutions of the problems see F. M. Taylor,
‘Production in a Socialist State’, American Economic Review, March 1929.
G. Morreau, ‘De Economische Structuur eener Socialistische Volks-
huishouding’, De Economist, June, July~August, September 1931.
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3. PLANNING

(1) General notion of planning. The words ‘planned
production’ and ‘economic planning’ have been used in
section 1 of this chapter. It is time to give a more precise
definition to the concept. For the purpose of this book the
following definition is adopted:

Economic planning is the making of major economic decisions
—what and how much is to be produced, how, when and where
it is to be produced, and to whom it is to be allocated-—by the
conscious decision of a determinate authority, on the basis of a
comprehensive survey of the economic system as a whole.

This definition emphasizes three characteristics of planned
economy:

(1) conscious nature of economic decisions,

(ii) unity of control,

(iii) basing decisions on survey of economy as a whole.

Item (i) restricts the designation ‘planning’ to forms of
deliberate conscious control of economic life. An economic
plan involves more than an economic system or an ordered
scheme of economic life. A pure market economy gives rise
to an ordered scheme of economic activity, in the sense that
definite laws of economic behaviour are discoverable in it;
but the order that exists under it is not one that is con-
sciously willed by any economic agent, it emerges as the re-
sultant of the separate and independent wills of a large
number of economic agents, each of which makes his deci-
sion in ignorance of all the others. Such an economy ex-
hibits orders of a sort, but no plan.

Under (ii), the possibility of deputed or federal authority
is not excluded, nor is the existence of a field of minor
economic decisions that need not be made in detail according
to plan, but simply fitted into the plan in their totality. In
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the ultimate analysis, however, the responsibility for eco-
nomic decisions must be single and undivided.

Under (iii), partial planning of particular industries and
enterprises is excluded. Planning must be general if it is to
deserve the word. However, we may apply the term planning
to schemes of economic control that deal with the broad
outline of economic activity, without regulating details, pro-
vided that, so far as they go, they treat the economic system
as a whole. Thus, schemes for deliberate control of the
price-level, of the proportion between consumption-goods
industries and capital-goods industries, or of the distribution
of the national income between different classes might all be
referred to as examples of economic planning.

In this connexion it is convenient to give more exact and
specialized denotations to certain terms in common use, to
wit: planning, rationalization, and scientific management..
The meanings of all three terms contain a common element:
the idea of rational co-ordination_of means and ends. It
would be convenient, and would agree with common usage,
if we used the word planning to denote such rational co-
ordination in the economy as a whole, rationalization to de-
note rational co-ordination in an industry or group of indus-
tries, and scientific management to denote the same in an
enterprise or group of enterprises.

We must also distinguish planning from intervention.
Intervention involves some degree of deliberate interference
with the working of the free-market system of economic co-
ordination, but heed not involve planning the system as a
whole. Intervention may be exercised by the State, as by
protective duties, quotas, marketing boards, factory acts,
minimum-wage laws, and regulation of the hours of labour;
or it may be exercised by private associations, such as trade
unions or manufacturers’ associations, and take the form of
collective wage bargains, of price and output control, of
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delimination of sales territory, and of other restrictive cove-
nants that modify the normal working of market equilibrium.
The point about intervention of this type is that, while it
modifies the conditions under which the market system
works itself out, it still leaves the ultimate result of the eco-
nomic process to be determined by the mutual interaction
of a large number of independent economic agents. It does
not create a deliberate, conscious control of economic life.

It is clear that economic planning, in the sense in which
the word is used here, implies the unification of-property
rights in the means of production. The powers of control
over the land and capital of the community that must be
vested in the planning authority will give the latter the effec-
tive substance of ownership. It may be that individual pro-
prietors of means of production may be allowed to retain
nominal titles of ownership; but, if so, this will amount to
little more than a vested right to receive certain incomes
secured on the general product of planned industry. Plan-
ning thus, by its nature, implies unified ownership of the
means of production. This does not of logical necessity
mean public ownership : we shall examine later whether there
are rcasons for believing that, in fact, planning must involve
public ownership of the means of production.

(2) Planning and socialism. The terms Socialism and
Planning have been defined. It remains to examine the rela-
tion between them. Although socialism has been defined so
as to include planning, let us for a moment take it to mean
only public ownership and control of the means of pro-
duction (better called collectivism) and consider whether it
necessarily involves planning. We must also consider whether
planning necessarily implies public (as distinct from unified)
ownership. In other words, can unplanned socialism or
planned capitalism exist?

(1) Unplanned Socialism. We can, in abstract theory, con-
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ceive the transformation of an unplanned capitalist economy
into collectivism in the following way: () all the separate
enterprises existing under capitalism are converted into pub-
lic bodies without further unification or co-ordination, in such
wise that each trades on the basis of market prices as an
autonomous concern, having no connexion, except through
the market, with any other undertaking; (b) all rights of
property in land and capital are transferred to the commu-
nity in such wise that the latter appropriates the shares of
the national income imputed to these factors by the process
of price-determination in the market and redistributes these
shares to its members as individual income. Such an economy
would be unplanned collectivism. It is easy to see, however,
that it would almost inevitably slide into a planned system.
The separateness of the various enterprises and the mutual
blindness of those who conduct them, while natural under
private ownership, would be a highly artificial state of affairs
under public ownership. The organs of public economy
would have every reason for mutual consultation and pub-
licity, none for separateness and secrecy. In particular, the
organs responsible for the investment of savings and the
creation of new capital would, by the very nature of their
functions, tend to envisage their task from the viewpoint of
the social economy as a whole, and thus become, whether
they would or not, planning organs. Thus, unplanned
collectivism, although logically thinkable, is unlikely to occur
in practice.

(2) Planned Capitalism. Can a planned organization of
economic activity be combined with private ownership of
the means of production? As we have seen, planning in-
volves a de facto unification of property rights in the means
of production. Must this unification lead to public owner-
ship and to the abolition of income from property, i.e. to
socialism, or is it possible that a planned economy would

4527 D
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continue to hand over a large proportion of its total product
to a small class of rentiers? This question is so important
that a separate section has been allotted to its discussion.
The broad conclusions that emerge from the discussion are
that planned capitalism, although a possible form of eco-
nomic organization, is unlikely to be durable, because of its
social and political consequences.

(3) The consequences of planned capitalism. It now
remains to consider the reasons which, in the present writer’s
opinion, render impracticable any mixed system of public
and private enterprise or combination of planning with pri-
vate property in the means of production. Mixed systems
may be divided into two classes. (1) Those of which un-
planned private enterprise forms the essential basis and
fundamental pattern, but which have been extensively in-
vaded and infiltrated by various kinds of state intervention
in particular industries, such as public ownership, public
control of prices and profits (e.g. in public utilities), or tariff
privileges and subsidies from public funds granted to indus-
tries which remain in private ownership. (2) Those which
consist of a system of planning superimposed upon and co-
ordinating a system of private enterprise and individual
ownership. Into this class come the various projects of
planned capitalism, including the Corporate State in its
various forms, Sir Arthur Salter’s Ordered Society,’ Mr.
Harold Macmillan’s Industrial Self-Government,? and Mr.
Walter Elliot’s Bucolic Utopia.

(1) Intervention, whether in the form of state ownership,
of state control, or of fiscal manipulation, which is confined
to particular industries and stops short of planning the
national economy as a whole, suffers from all the defects of
unplanned economy and from some peculiar to itself. As in

T A. Salter, Recovery and Framework of an Ordered Society.
* H. Macmillan, Reconstruction and The Middle Way.
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a completely unplanned economy it is liable to cyclical fluc-
tuations and to unexpected variations in economic data. The
state, if it runs an enterprise, is simply one entrepreneur
among many, competing with the others in the capital market
and in the labour market. It is as much at the mercy of
fluctuations in the supply of capital as a private entrepreneur,
and in its relations with labour it is forced willy-nilly into
the role of the exploiting employer. This is the position of
the London Passenger Transport Board wvis-d-vis its em-
ployees. In a capitalist society even a socialist government
has to consider the interests of rentiers and to resist ‘un-
reasonable’ wage demands from its employees. An example
of this is afforded by successive ‘Front Populaire’ govern-~
ments in France. If the state does attempt any different
policy, it is as likely as not, working in an unplanned economy
in ignorance of many of the relevant data, to do things which
defeat its own ends. A case in point is the dilemma of a
socialist government in a capitalist state trying to deal with
unemployment under the stipulation, imposed by capitalist
interests, that it will not compete with potential private
enterprise and that it will do nothing to disturb ‘confidence’.

Unless the state can consider the economic system as a
whole—i.e unless it plans—intervention is likely to do more
harm than good. As an example, we may adduce the usual
consequences of tariff protection: one industry is benefited
and a number of others are harmed. Moreover, such piece-
meal intervention can rarely envisage the true objectives of
economic policy. Thus the natural attempt of the state,
dealing with unemployment in a fundamentally unplanned
economy, is to give help of some kind, financial or adminis-
trative, to declining industries and obsolete processes, thereby
prolonging their uneconomic existence, rather than to de-
velop new and more efficient processes and new industries
satisfying hitherto latent wants.
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Finally, the peculiar bane of all state intervention that
falls short of complete socialism is political interference by
sectional interests. Once the state deviates from the policy
of laisser-faire (or more precisely from the individualistic
minimum of intervention') it immediately puts a premium
on political corruption. It becomes advantageous for any
compact economic interest to capture the machinery of the
state and to use it to further its own private purposes. The
tariff history of all protectionist countries? and the annals of
economic imperialism? offer ample illustration of this.

(2) A completely planned capitalist economy* could avoid
‘most of these difficulties. It would be free from the defects
of piecemeal intervention. Through the glass walls of a
planned economy the consequences of favouring one section
at the expense of another could be clearly seen—so clearly
seen in fact that inequalities of personal advantage, not based
on functional differences of generally accepted utility, would
soon cease to be tolerated in a politically democratic com-
munity. Moreover, the economic functions of the capitalist
—the provision of new capital, the assumption of risk, the
introduction of new materials and processes—that in an un-
planned economy afford some sort of social justification for
his existence would be wholly or largely superseded in a
planned capitalism by the planning authority, leaving the
capitalist as a mere rentier, a receiver of socially unjustified
and therefore privileged income.

Thus a planned capitalist economy would come up against

T See H. Sidgwick, Elements of Politics, ch. iv; Principles of Political
Economy, Bk. iii, chs. ii, ii, iv.

2 F. W. Taussig, Tariff History of the United States.

3 J. A. Hobson, Imperialism; V. 1. Lenin, Imperialism; P. T. Moon,
Imperialism and World Politics; L. Woolf, Economic Imperialism.

+ Completely planned in the sense that the planning authority would
be in a position to review the economic system as a whole, not in the
sense that every detail of economic life must be regulated by it.
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one almost insuperable difficulty. This is the division of the
product of industry, not only between the owning class and
the working class, but among different sections of the owning
class. As long as the market is the ultimate arbiter between
the claims of the different parties to the production process,
so long can the illusion be maintained that the division of
the product is governed by forces as impersonal and inevit-
able as those which govern the weather. Even in a society
where many industries are in fact carried on by the public,
but as isolated enterprises not part of a general social plan,
this illusion of inevitability may persist. But as soon as the
state, through a definite planning organ, makes itself respon-
sible for the consideration of economic activity as a whole,
this illusion is destroyed, and the essentially social nature of
all economic relations is revealed.

If, under private enterprise or under unplanned piecemeal
state enterprise, the coalminers ask for an advance in wages,
they may be told that their demands cannot be granted
because they go beyond the capacity of the industry to bear.
If they ask why the industry cannot afford to pay higher
wages, they will be told that it is because the price of coal is
too low. If they ask why the price of coal is as low as it is,
they will be told that it is because the demand for coal is
small; and so on. But in a planned economy the whole
system of quantities, prices, wages, &c., is the result of the
deliberate decisions of a responsible planning organ. If
wages are too low in any one industry, it is the duty of the
planning organ to adjust prices and quantities produced, so
as to yield equal wages to work of equal skill, responsibility,
and difficulty in every industry. If, then, wages are low in
all industries, it is either because productivity per head is
low, or because factors other than labour are taking a large
proportion of the total social product. But the proportions
in which the social product is divided between labour and
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other factors, while in an unplanned economy they are the
apparently fortuitous result of the interaction of innumerable
uncontrollable factors, are, in a planned economy, the result
of decisions for which the planning authorities are directly
responsible. The illusion of objectivity thus stripped from
the process of income-formation, the non-wage elements in
distribution will be seen clearly for what they always have
been in essence—the fruits of exploitation (Marx’s Surplus
Value, Veblen’s Free Income, my Institutional Revenue).
Once this occurs, the pressure of the organized working class
for a continually increased share of the social product, leading
ultimately to a complete expropriation of the property-
owner, can only be resisted by the destruction of the organized
working-class movement and the abolition of all democratic
institutions. In other words, capitalist planning can exist
only on the basis of Fascism.

Not only the distribution of the product between labour
and property, but also the division of the share of property
among the various groups of property owners will be attended
by a similar difficulty. In a planless economy, a ceaseless
process of competition, modified by partial and usually tem-
porary monopoly, allocates varying amounts of surplus value
to one group and another in a manner that seems inevitable
and ‘natural’. Once planning is complete, the share of each
section has to be determined by a deliberate decision of the
planning organ. Unless the property-owning class is content
to accept once and for all an allocation of shares in the surplus
product according to the relative competitive strength of
different sections at some definite moment before full plan-
ning was established, the planning organization will be the
object of ceaseless attempts on the part of vested interests to
seize control of it for their own profit. (Observe that this is
equally true of national groups—e.g. British finance-capital
as against French finance-capital—and of industrial groups
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within a country—e.g. export industries against home-market
industries, capital-goods industries as against consumption-
goods industries). It is in the highest degree unlikely that
conflicting interests—whether national or industrial—within
the owning class will acquiesce in such a stabilization of any
particular status quo. On the international scale war and on
the national scale organized political corruption will be the
result. Planned capitalism will not only be a fascist society
but a gangster-fascist society. A socialist society can avoid
this difficulty by distributing the surplus product on a basis
of equality. Capitalism, however, is based on the creation
and preservation of privileged income for a particular class.
Since its essence is the denial of equity, it is impossible for
it to find any ‘equitable’ formula for the division of the
social product either between Labour and Property or among
the different sections of Property.

In this connexion it is interesting to note the objection
made by defenders of the existing system to ‘bringing eco-
nomics into politics’. In truth, economics have been in poli-
tics all the time, but in a concealed form. What the sup-
porters of capitalism object to is the making manifest of the
economic implications of existing social institutions of pro-
perty, inheritance, and educational inequality. They attempt
to divert the workers’ interest from fundamental social insti-
tutions—the true subject of politics—to the superficial inanities
of party-political sham-fights. Itis to their interest to prolong
the illusion of a ‘natural’ economic order, working by im-
personal and irresistible economic laws; it is to their interest
to conceal the exploitation of the worker behind the veils of
a system of objective market relations which allot wages to
the worker and interest to the capitalist equally in the form
of the price of a ‘service’.

Of all forms of piecemeal nationalization or state-control,
that of the banking system would come closest to setting up a
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planned economy at one stroke. Once the state was respon-
sible for the conduct of the banking system it would be
obliged to look beyond the purely commercial criteria of
banking practice (reserve ratios, liquidity of assets, &c.) and
consider demands for credit from a social-economic point of
view. It would have to consider the balance of saving and
investment, the proportion between consumption-goods and
production-goods industries, the volume of speculative com-
pared with productive transactions, &c. In other words, a
state-controlled banking system would be obliged to consider
the economic activity of the community as an organic whole;
thus it would already be in embryo a planning organ. Ulti-
mately, therefore, the nationalization of banks would make
manifest that fundamental conflict of classes which is latent
all the time in the system of market economy. This probably
accounts for the fact that proposals for the nationalization
of the banks arouse much more bitter opposition from the
capitalist ranks than proposals for the nationalization of any
other industry.

4. THE EcoNomic ProBLEM UNDER SOCIALISM

(1) In general. A socialist society will have to solve the
problems that are solved in a capitalist society, however
imperfectly, by the method of production for sale in the
market at a price. Must it work out a brand-new solution
ab origine for these problems, or may it make use of some of
the machinery evolved during the period of petty commodity
production that preceded capitalism and perfected under
capitalism itself? In other words, the field of our investiga-
tion is the extent to which price and its correlates, money and
the market, can be adapted to a planned socialist economy.

With regard to the significance of pricing for a socialist
economy, socialists are divided into two schools of thought:
those who hold that the individualistic assumptions behind



THE ECONOMIC PROBLEM UNDER SOCIALISM 25

the pricing process have no relevance for a socialist com-
munity, and those who hold that they have.

(a) The first school would reject in principle the notion
that the demand schedules of individual consumers give any
adequate indication of human needs. The most brilliant
exposition of this view is probably Lancelot Hogben’s Re-
treat from Reason.' It rejects the two corner-stones of indi-
vidualistic economics: the doctrine that the individual knows
best what is good for him, and the doctrine of the insatiability
of human wants. It asserts rather that the basic needs of
humanity can be ascertained better by scientific study than
by offering people a choice of goods in the market-place, and
that non-basic needs are the result either of class standards
of consumption (Veblen’s ‘conspicuous waste’ and ‘pecuniary
emulation’) or of profit-mongering advertising campaigns,
which multiply satisfactions without increasing satisfaction.
If these views be accepted, social production will be carried
out not in response to the indications of the market but ac-
cording to a planned survey of human needs.

(A further point made by these theorists is that the nor-
malizing of consumption, following on the scientific study
of human needs, would make possible standardization in
production to an extent previously unheard of, and thus
reduce greatly the cost of satisfying those needs. In this way,
it is hoped, the goods that are required for human consump-
tion can be so few and so easily produced that they will
become free goods and the economic problem as such will
disappear.) Later (Chapter II, section 1(3)) we shall examine
the contentions of those who reject the concept of the
insatiability of wants. Also (in Chapter II, section 1 (4)) we
shall deal with the view that scarcity will be abolished, and
economic calculations thereby rendered unnecessary, by

! See also the same author’s ‘Introduction’ to Political Arithmetic and

Lewis Mumford’s Technics and Crurlisation, ch. viii, sections 6 and 7.
4527 E
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technical progress in the future ‘age of plenty’. Meanwhile,
however, we shall adhere to the more orthodox views.

() The second school of socialists starts off with the liberal
individualistic conception of welfare as consisting in the
satisfaction of particular individuals’ particular wants, inter-
preted by those individuals themselves by an act of deliberate
conscious choice. It entrusts the satisfaction of those wants
to a collectivist economic organization rather than to private
enterprise, because it believes that collectivism can, when the
distribution of income as well as the organization of produc-
tion is taken into account, provide a greater aggregate of
individual satisfaction than private enterprise can. A social
order of this type may be called libertarian socialism. Adhe-
rents of this school desire socialism in order that they may
establish, for the first time in human history, an effective
individualism.

(2) Pricing under socialism. Whichever view, there-
fore, be taken of the process of satisfying human wants—
whether we accept or reject the relevance of the individual’s
demand schedule—there remains the economic problem, the
problem of disposing of limited resources so as to provide
the maximum satisfaction of human needs, which needs are,
if we interpret the word needs in its widest sense, capable
of indefinite expansion. This implies that the economic
organizers of the community must adopt some system of
valuation. That is to say, there must be established a scale
of relative importance (in other words ‘value’) among the
different possible ends of economic activity; resources must
be valued according as they contribute to these ends (‘im-
puted value’ of the Austrian School); the most advantageous
uses of resources must be discovered and scarce resources
must be husbanded (‘costing’ and ‘principle of substitution’).
According to the first school of socialists the alternative ends
of economic activity will be comparatively few and will be
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laid down by some authority acting on behalf of the com-
munity as a whole. According to the second school they
will be determined by the individual preferences of millions
of separate economic subjects; in this case the problem of
balancing one man’s preference against another’s will arise.

Analogous to the problem of consumers’ preferences for
goods is that of workers’ preferences for jobs. Here too,
two solutions are possible. Either people can be allocated to
different occupations in accordance with some objective test
of capacity (e.g. by some development of industrial psycho-
logy) or they can be allowed to choose according to their
own preferences. In both cases the fact that some kinds of
labour are scarcer than others must be taken into account in
the social cost-accounting scheme; in both cases it will be
economically desirable to increase the supply of the scarcer
types of labour. In the first case, however, the only problem
will be the balancing of the cost of training against the pro-
ductivity of the factor; in the second case an additional
problem arises of offering inducements to workers to move
into occupations where labour is relatively scarce out of
occupations where it is relatively superfluous. A libertarian
socialist community cannot dispose of human factors of
production by administrative order as it can dispose of non-
human factors. It must respect individual workers’ prefer-
ences for one job over another.

In what follows we will assume a libertarian form of social-
ist community; not because it is necessarily the best or the
only possible form of socialism, but because it raises in the
most acute form the economic problem. If it is soluble
under libertarian socialism, it is a fortiori soluble under
authoritarian socialism.

The problem before a libertarian socialist economy is three-
fold. First, there is the measurement of demand, in order
that production may be directed so as to yield the maximum
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of satisfaction. Second, there is the measurement of cost,
in order that the satisfactions that are procured may be
procured with the minimum expenditure of resources; the
calculation of costs affords a criterion for deciding between
alternative plans of production. Third, there is the prob-
lem of distribution—that of allotting to particular members of
society definite shares in the goods produced.

In capitalist society’ the price system solves, after a fashion,
all three of these problems at once.? Thus the pricing pro-
cess has a threefold function in the individualistic system,
corresponding to the pricing of consumption goods, of
intermediate goods, and of ultimate factors of production.’

(1) The pricing of consumption goods acts as a regulator

of demand. Hence it (i) allocates already produced
goods to consumers according to the scarcity of the
goods and the intensity of the consumers’ demand;
and (ii) indicates the kind and number of goods that
should be most worth while to produce in the future.
(2) The pricing of intermediate goods (and of ultimate fac-
tors of production) yields a measure of relative cost and
hence acts as a guide to the worth-whileness of pro-
duction, as well as to the best method of production.

(3) The pricing of ultimate factors of production affords an

automatic method of distribution. By allowing owners
of such factors to appropriate their economic value as
personal income the value of the whole mass of the
social product is allocated without residue and without

! Also under simple commodity production.

2 Price also is a means of comparing physically and technically dis-
similar goods, and hence of calculating a measure of aggregate production.
This function of price 1s derived from those numbered (1) and (2) follow-
ing. It will be discussed under heading (2), the pricing of intermediate
goods. (See Chapter III, section 6).

3 The phrase ‘ultimate factors of production’ 1s used to designate pro-
duction goods (such as land and human labour) that cannot be resolved
into other production goods.
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deficit, among the collective producers of it, according
to a process that, apparently, takes place independently
of the wills and preferences of any individual in
authority.

A socialist society that adopts the price system may also
use the same device for all three purposes. If, however, the
socialist community jettisons the system of sale at a price in
a free market, then it will have to develop new machinery to
deal with these three problems. It is possible that three
ditferent kinds of machinery will be necessary for these three
separate purposes. In other words, there is no necessity in
the nature of things that a device for the measurement of
consumers’ preferences should serve at the same time for
the allocation of producers’ shares in a collective product.

A socialist community might adopt the price system for
function (1) only, or for functions (1) and (2), or for all three
functions. That is to say, it might price finished goods and
allow the consumer free choice of goods already produced
at the prices fixed, but might adopt a completely separate
and distinct method for the calculation of costs and a third
system for the distribution of individual income. Alterna-
tively, it might extend the pricing process to include a costing
system based on imputed prices of intermediate goods and
ultimate factors of production, while completely divorcing
individual earnings from the value of factors of production.
Finally, it might adopt the price system in its entirety, thus
setting up within the socialist community a simulacrum of
capitalist economy.

5. SOME GENERAL ASSUMPTIONS

We postulate an economic society of the Occidental (West
European, North American, and Australasian) type, at a
fairly high level of technological development. Economic
self-sufficiency is not postulated. (Foreign trade under
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socialism is discussed in Chapter VII.) In this society we
shall assume that private property is recognized in goods used
for personal consumption but not in goods used for trade or
for producing goods to be sold in the way of trade. Natural
resources and instrumental goods are owned by the com-
munity, and all production is undertaken by organs of the
community. (Later we shall consider the possibility of
modifying the assumption that all production is socialized;
see Chapter VI.) We shall assume the existence of a number
of separate production units, grouped according to the nature
of the product or the nceds of the market into larger units,
and these larger units into still larger units, and so in a
hierarchy with a Supreme Economic Council (S.E.C.) at the
head. (This need not preclude a multiformity of types of
organization: government departments, autonomous com-
missions, national guilds, co-operative societies, and non-
profit-making voluntary associations.) The S.E.C. will be
provided with the appropriate organs for statistical research
and control and will have powers of inspection and audit
over the entire economic system.

We shall not, however, concern ourselves with the details
of economic organization. It is tempting to draw a picture of
a planned socialist system of industry—the constitution of
the planning organs, the hierarchy of combines, trusts, and
enterprises, the special organizations required for banking,
transport, housing, agriculture, &c. But to do this would
lead us away from our central topic, which is the part played
by the price system in a socialist economy."

I For a discussion of problems of economic organization the reader 1s
referred to such works as B. and S. Webb’s Constitution for a Socialist
Commonwealth of Great Bnitain, G. D. H. Cole’s Principles of Economic
Planming, or Britain Without Capitalists.



CHAPTER 11

CONSUMPTION GOODS—THE REGULATION OF
DEMAND

1. SociAL NEEDs

E shall take it as axiomatic that a socialist community
'» & must produce in order to satisfy the needs of its mem-
bers. But, first, we must clarify this concept of needs. A
socialist community must give a broader interpretation to
the term ‘needs’ than does a capitalist economy. Broadly
speaking, we may say thatorthodox economic theory identifies
needs with wants, and considers only such wants as can be
expressed in terms of individuals’ preferences for particular
concrete goods or for particular services that are capable of
being rendered to particular individuals. Closely related to
this individualistic interpretation of needs are the concept of
the insatiability of wants and the concept of scarcity, which
latter may be said to be the leading idea of bourgeois eco-
nomic theory.

(1) Needs and wants. The distinction between needs
and wants is the distinction between the objective and the
subjective. Needs are what we really—require-for life, cffi-
kiency, and enjoyment: wants are what we think we require.
Obviously the method of sclling goods for money on the
market, especially if the process is backed by all the arts of
salesmanship, lays emphasis on wants as distinct from needs.
The assumption of the individualistic school of economists
is that every consumer is the best judge of his own needs and
that his own conscious want is a reliable guide to what will
give him most satisfaction. This would be controverted by
many, who point out that even in such elementary things as
food the individual’s conscious wants are no guides to what
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is really wholesome, while in such matters as housing, public
health, education, and insurance it is generally admitted that
people will not buy in the open market as much of these
services as is good for them. Hence arises the necessity of
providing social services otherwise than through sale on the
free market. It is suggested that many other things, such as
food and some forms of recreation, should be provided in the
same manner as the existing social services and on the same
principle, that of some objective standard of need rather than
the subjective velleity of want. Give people more money to
spend and they will feed themselves on tinned goods, pickles,
and cream buns. To raise their real standard of living, there-
fore, they should be provided with nutritious food whether
they consciously want it or not. Thus runs the argument.
Thus there is a case for the intervention of a body of
experts whose function is to mould the individual’s schedule
of wants into uniformity with his real needs. But in view of
the resentment that most people feel when their conscious
choice is interfered with, it would appear best that this
intervention should take the form of persuasion rather than
compulsion. The powerful engine of propaganda and adver-
tisement, employed by public organs of education and enlight-
enment instead of by the hucksters and panders of private
profit-making industry, could divert demand into socially
desirable directions while preserving the subjective impression
of free choice. If the meretricious but effective arts of the
salesman and the publicity expert were placed at the disposal
of impartial and disinterested bodies of experts—dieticians,
architects, heating engineers, textile specialists, orthopae-
dists, psychologists—what an improvement in the standard
of food, houses, clothes, footgear, and toys would result!
(2) Communal and individual consumption. The
existing system of production for the market emphasizes
‘commodities’—i.e. concrete goods destined for individual
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consumption or particular services rendered to particular
individuals—rather than human needs (or even wants) in
general. Now many needs are satisfied by such individualized
commodities. Every one needs his own particular tooth-
brush. Human feet arc so little standardized that A’s shoes
are not kind on B’s corns.! Cricket bats, musical instru-
ments, books, and bicycles (or motor-cars) are individual
things that soon acquire an individual relation to their user.
In all these instances there is a strong case for the satisfaction
of nceds through individual provision of concrete goods and
services. A very large number of needs whose satisfaction
requires the use of scarce resources are individual needs, in
the sense that they arc felt by individuals, that their intensity
varies from one individual to another, and that their satis-
faction requires that the individual should have the power of
disposal over spccific goods. 'T'o the last statement there are
many exceptions—parks and museums are instances of an
important class of exceptions—but a vast number of nceds
do call for individual disposal. A communally provided
becf-steak, tooth-brush, pair of trousers, book, or bicycle must
be actually in my possession before it can satisfy my needs.
In some cases, such as the beef-stcak, I must have the power
of absolute disposal, even unto destruction. In others, such
as the tooth-brush, and the trousers, I require exclusive con-
trol over the whole period of its employment. In others,
such as the book and the bicycle, a right of temporary dis-
posal will sometimes satisfy my nceds, but I must be able
to get the particular book or bicycle that suits me—not any
book or bicycle will do. In these cases, it is not social nced
but individual need that requires satisfaction even in the

! The application to shoc design of one-tenth of the skill and efiort
nowadays devoted to sclling shoes and creating fashionable novelties,
lines of sales talk, &c , might well abolish corns and other foot troubles
within a generation.
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most communistic society. Granted that no individual exists
except as a social being, and that all individual needs arise
within a social framework, nevertheless the need when it
arises is the need of an individual and requires for its satis-
faction individual power of disposal over goods.

But many human needs are of a different kind. Without
relapsing into the nonsensical (and fascistically tendentious)
belief in a super-personal entity capable of experiencing
satisfaction apart from the individuals composing it, we may
subscribe to the view that many individual needs can be
satisfied better (or can only be satisfied) by a certain set of
social relations, involving in some cases the entire social
economic system, rather than by the provision of concrete
commodities. 'T'he desire for leisure can only be satisfied by
an economic system in which work is deliberately planned
so as to allow of short hours. The desire for country walks
and scenery cannot be satisfied (except for an aristocratic
minority) by providing cach individual with a private park
and woodland; but it can be satisfied by collective action on
a national scale with regard to the utilization of land. The
desire for children and a normal family life can be satisfied
to a certain extent by the redistribution of income in conso-
nance with family nceds, each family being left to spend its
income on commodities as it thinks best; but far more effec-
tive, up to a certain point, is planned social effort in the
matter of housing, medical services, domestic help, and the
collective supervision of children in order to guarantee to
their mothers a certain minimum of free time.

It thus appears that there is an important distinction to
be made between two categories of goods and services. On
the one hand there are such goods and services as satisfy
essentially collective needs—such as security and order,
beauty in the city and countryside, public health, education—
and on the other there are such goods and services as satisfy
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essentially individual needs. In the first category may also
be included many needs, such as a minimum of food, clothing,
and shelter, which are strictly speaking individual, but
which, being relatively unspecialized and common to the
bulk of mankind, may possibly be more easily supplied by
collective provision than by individual provision. This will
leave in the other category the relatively more specialized
necds which vary from person to person and which only the
individual concerned can adequately estimate in intensity or
balance against the intensity of other needs. Consumption
thus falls into two main divisions. We will call the first the
division of communal consumption,' and the second the divi-
sion of individual consumption.?

(3) The insatiability of wants. If we think of the satis-
faction of human needs entirely in terms of individual con-
sumption, we are likely to magnify the importance of ‘com-
modities’ and to conceive of satisfaction entirely in terms of
the number and variety of such individually consumed goods.
"T'hus arises the concept, basic in orthodox economic theory,
of the insatiability of human wants: the idea that, however
many goods an individual is provided with, it will always be
possible to make some addition to his welfare by adding to
the stock of goods in his possession; that, even if saticty has
been attained in one department of wants, others remain to
respond to the stimulus of novelty, so that the point of satia-
tion with goods in general is never reached.

' The division of communal consumption does not correspond exactly
to what are called ‘social services’, since some social services (e g socal
insurance) take the form of money payments made to individuals, who
then enter the market as individual demanders of goods (see Chapter 1V,
section §).

% Note the distinction between communal and individual consumption,
as defined above, and sociahzed and private production (sce Chapter VI,
section 1). For the lattcr, I use the terms socialized and private sectors,

following the soviet terrunology, while for the tormer, I use the terms
divisions of communal and 1individual consumption
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If, on the other hand, we think of the satisfaction of human
needs entirely in terms of communal consumption, we may
be tempted to reject this concept of the insatiability of human
wants. It can be argued very plausibly that the majority of
the wants whose satisfaction keeps busy the productive re-
sources of society at the present day are factitious wants,
the result either of competitive standards of expenditure in
a class society or of high-pressure salesmanship impelled by
the desire for profit. It is obvious how capitalist enterprise
in the consumption-goods industries stimulates the produc-
tion of articles serving ephemeral and fantastic wants (the
numerous industrics battening on women’s fashions in
clothes and cosmetics illustrate this point). Even in the case
of genuinc needs, capitalism multiplies varieties beyond all
necessity, and stultifies frecdom of choice by making intelli-
gent choice impossible. Moreover, capitalist enterprise,
having embodied much skilled labour and other resources
in the production of superfluous goods, proceeds to utilize
more labour and material resources in the task of selling
what has been produced. The great bulk of the effort spent
in salesmanship, of the skilled printing and other work in-
volved in advertising, of the floor-space, glass, and concrete
devoted to elaborate show-rooms—the bulk of all this repre-
sents one waste caused by another waste. As a general rule,
the more useless the commodity the more effort is wasted
on pushing the sale of it. Moreover, even if we set aside
wants obviously ephemeral and fantastic, and variety that is
hypertrophied to the point of being meaningless, a very large
part of the wants that are satisfied by the goods produced in
a capitalist society are not real human needs at all, but are
wants based on what Veblen calls ‘conspicuous waste’.!
Things are desired not because they serve some purpose of
convenience or comfort or beauty, but simply because they

U Th. Veblen, Theory of the Leisure Class.
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are expensive and their possession is a mark of social supe-
riority—in a society stratified by pccuniary wealth. 1llustra-
tions of this are the use of platinum in jewcllery in spite of
its dull appearance (it is significant that the quantity of
platinum that the market will buy falls as the price falls—a
reversal of the normal law of demand), the high rents of
uncomfortable and badly appointed flats with a ‘good ad-
dress’, the demand for old furniture that is good neither to
use nor to look at, and the racket in limited editions of books.
In such cases it is pedantry in the cconomist to talk of
scarcity as determining the price: it is the price that causes
the scarcity.

A society that was free from these factitious wants arising
out of competitive display and competitive salesmanship
would find it very much easier to organize the satistaction of
the genuine human needs that remained. ‘T'he goods serving
these needs could be standardized much more than at present
by the elimination of trivial and meaningless varieties without
sacrificing any real freedom of consumers’ choice. Suppose,
for example, that the skill and energy that is spent in design-
ing new models of motor-car or radio, with slight variations
in order to make people discontented with their last ycar’s
model or in order to make them think there is some essential
difference between A’s product and B’s, were pooled in one
organization instead of being dissipated over several mutu-
ally sccretive and antagonistic establishments; supposc fur-
ther that they were set to work, first in analysing what the
consumer really wants (as distinct from what he can be made
to think he wants), second in designing a small range of
models embodying these desired propertics, each of which
would be technically the best possible in its line, and third
in organizing the production of the selected models on as
large a scale and as cheaply as is technically possible: can it
be doubted that goods of the highest quality could be turned
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out in quantities that would enable every family, perhaps
every individual, to possess one? Probably many goods—
almost certainly the staple foods, and possibly some articles
of clothing and furniture—could become free goods; but it
is somewhat extravagant to suppose that all goods could be
multiplied up to the point of satiety of the needs that they
served.

Some element of scarcity, and hence some necessity for
choice, would remain. House-room and garden-space cannot
be indefinitely increased and, even after ample allowance
had been made for the needs of children, people would have
to choose between increased living accommodation and other
desirable things. Even were all elements of ostentation absent
in the design of clothes and furniture, some people’s desire
for these commodities would outrun the community’s power
to produce them as free goods. Moreover, even the most
drastic simplification and standardization could not elimi-
nate all varieties in design. Differences in purpose would
still necessitate differences in design. It is impossible to
imagine the motor-car or the wireless set: therc must be a
range of different powers and sizes. As soon as such a range
is produced it is necessary to compel the consumer to choose
which article he will have: it would be uneconomic to provide
one of everything for him.

Moreover, tastes ditfer, even in the most simplified com-
munity: one man would prefer a big garden to a motor-car,
another would prefer a grand piano to a radio set. To multi-
ply up to the point of satiety a narrow range of standardized
goods for mass consumption would mean renouncing the
opportunity of producing some other goods, satisfying other
wants, less widespread perhaps, but still more intensely felt
than those satisfied by the less urgently desired units of the
mass-produced goods. That is to say, some at least of the
recipients of a standard motor-car issued free to all citizens
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might prefer that the time and labour embodied in it might
have been embodied instead in an astronomical telescope or
a chest of viols.

Human enjoyment may be active or passive: in the one
case, an individual actively does something—makes a chair,
plants a garden, plays a musical instrument, or climbs a
mountain ; in the other case, he simply lets himself be amused
— by radio, cinema, musical comedy, football match, or light
novel'—or passively enjoys the pleasure of mere possession,
as the rich vulgarian with a gallery of old masters or a library
of first editions that an agent has got together for him. It is
characteristic of satisfactions of the first type that, in general,
they require less in the way of material equipment than satis-
factions of the second type. For this reason, an economic
system based on private profit-making fails to develop active
enjoyment as fully as it might be developed, while it stimu-
lates all forms of passive or acquisitive enjoyment to the
full. Moreover, in many cases, the equipment needed for
active enjoyment can convenicently be provided as means of
communal rather than of individual consumption (public
libraries, swimming baths, sports grounds, parks of culture
and rest, and workers’ clubs with their provisions for games,
dancing, study, and hobbies).

'Thus, it is reasonable to suppose that, under socialism,
active enjoyment would be stimulated much more than it is
at present and therewith the tendency to the multiplication
of ephemeral toys and pastimes would be lessened. Never-
theless, there will probably remain some craving for passive
enjoyment and the acquisition of personal property: more-
over, in most cases even active enjoyment requires a certain

' T am not suggesting that it 1s impossible that any one of these occu-
pations may be the occasion of a genuine effort of understanding and
appreciation, 1in which case 1t enters into the category of active enjoy-
ment. But, 1n most cases, 1t 1s a form of passive enjoyment.
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minimum of some sort of gear, personally owned and used—
woodworking tools, a garden in which to grow things, the
books that a student needs constantly at hand-—and thus we
cannot suppose that even under socialism, at least within a
measurable period of time, the need for ‘commodities’ (in
the sense of goods provided for individual consumption)
will entirely disappear, nor that the productive resources of
even a socialist community will be so enlarged that none of
these commodities will be ‘scarce’ in the economists’ sense
of the word.

But even if we accept the possibility of satiation, so far
as individual wants arc concerned, the spectre of scarcity is
not yet exorcized, and the economic problem as such will
not be climinated. Even if individual wants are satisfied by
a limited quantity of consumption goods, requiring for their
production a comparatively small part of the community’s
available resources, the possibility of an almost indefinite ex-
tension of collective activitics requiring material resources—
such as scientific research, artistic production, athletics, public
buildings, and communal pageantry—will continuc to exem-
plify the insatiability of wants and will raisc in a new form
the old problem of alternative ends. In scientific research
alone it would be possible to draw up a quite reasonable pro-
gramme of investigations, likely to result in immediate bene-
fit to humanity, which would absorb all the resources of the
community above a bare subsistence level. Once it is decided
that the whole programme cannot be undertaken at once,
the question of priority arises. The resources available for
research become scarce and must be economized.

(4) The age of plenty. It is necessary to deal with the
contentions of those who claim that economic calculations
will be unnecessary in the ‘age of plenty’ which modern
technical invention will usher in, or would usher in were it
not for the resistance of financiers (usually conceived of as
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in some way opposed to the genuine industrialists) aided by
the obscurantism of economists. Many writers, such as
Lewis Mumford,' Lancelot Iogben,? and the technocrats,
consider that standardization and mass-production methods
will make it possible to increase the supply of all commodities
up to the point of complete satisfaction of all needs—in other
words, that all goods will become free goods.

One argument to the contrary, that founded on the in-
satiability of wants, has alrcady been considered in the
previous sub-scections.  Another is that technics alone will
never produce an age of plenty, since the absence of a way
of relating technical means to the needs whose satisfaction is
desired may easily dissipatc the means in wasteful forms
of production, so stultifying the potential age of plenty at the
outset. Further, one factor of production will never cease
to be scarce, but will on the contrary become more scarce;
its use will, therefore, have to be economized more im-
peratively as productivity advances. 'This factor is human
labour. As productivity advances, the value of human labour
increases proportionally (or even more than proportionally)
with the income per head of population. Ience emerges the
necessity of a strict economic accountancy applied to labour
and to all goods into the production of which a high pro-
portion of direct labour enters. Under this heading come:

(1) Personal services. Apart from menial domestic service,
which an equalitarian society will eliminate, cither by mechani-
zation of the home or by people learning to do their own
domestic work, there are a variety of services such as those
of sick-nurses, restaurant waiters, hairdressers, drivers of
hired cars, &c., which, with the rise of the remuneration
of those who render them nearly to the level of pro-
fessional salaries, will become relatively extremely expensive.

' L. Mumford, Technics and Civilisation, ch. vui, sections 6-7.

? L. Hogben, The Retreat from Reason.
4527 G
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Some, like sick-nursing, will probably be organized almost
entirely in the communalized division of consumption—the
private nurse will become as rare as the private tutor, the
private chaplain, or the private orchestra of musicians. Others
will be climinated by mechanization—the cafeteria will dis-
place the restaurant waiter, and the chambermaid will perhaps
be replaced by such arrangements as H. G. Wells fore-
shadows in his Modern Utopia." But hairdressing is not yet
mechanized, nor can public-service vehicles entirely take the
place of hired cars. The pcople who perform work of this
type will probably acquire the status and pay of professional
workers in a class society, and their services will cost their
fellow citizens correspondingly dear. It is important to note
that, however cheap private cars become in a mechanized
socialist community, a taxi drive will still be fairly expensive.

(2) Distributive, clerical, and transport services. 'T'hese in-
cvitably make up a considerable part of the cost of any fin-
ished consumption good—i.e. the good as ready for the actual
consumer. As the cost of manufacture 1s reduced so the cost
of checking, handling, wrapping, &c., will increase relatively.
These processes can be simplified and rationalized, in part
they can be mechanized, but the human element will always
remain and must be paid for.

(3) Goods that cannot be produced by mechanical means.
The production of some goods cannot be reduced to mass
production methods; such goods will remain relatively
scarce even in a socialist society. It is conceivable that some
very important foodstuffs come into this category. While the
production of many vegetable substances can, given suitable
material conditions, be mechanized in a high degree (wheat
is an example), animal husbandry seems to call for a con-
siderable expenditure of human labour per unit of product.
Hitherto, the urban population of the high-wage regions of

' H. G. Wells, A Modern Utopia, pp. 107-8.
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the world have maintained their high standard of life at the
expense of underpaid and overworked peasant farmers or
agricultural labourers. If cowmen are to work an eight-hour
day and be paid at the rate of skilled mechanics, beet and
milk are going to become comparatively scarce goods.

These considerations suggest the possibility that, in an
equalitarian economy which had attained a very high level of
technical efficiency, human labour might be so scarce com-
pared with other factors of production that costing might be
based on it alone. If, furthermore, equal educational oppor-
tunities and occupational mobility levelled out the distinc-
tions between labour of different kinds, labour might come
to be costed on the simple basis of time. In this way the
costing system of the socialist community would gradually
come to be based upon the Labour Theory of Value.

2. "T'ne ESTIMATION OF NFED

Thus we have seen that even a socialist community must
proceed on the assumption that human nceds are insatiable.
As soon as it begins the task of organizing the processes of
production so as to satisfy the needs of its members, it comes
up against the fundamental economic fact of scarcity. In
plain language there is not enough to go round. 'T'o what-
ever heights of cfliciency the productive organs of society are
raised, however abundant the yield of products, the wants of
the consumer are insatiable and will always tend to race
ahead of the production of the means of satisfying them. A
few of the simpler needs may be satisfied fairly casily with a
limited supply of staple goods, but all the more will the more
complex and individually specialized wants assert them-
selves. Since it will never be possible to satisfy all nceds, a
choice must be made among them. A choice must be made
of what goods are to be produced, and, when they have been
produced, some equitable and efficient method must be



44 CONSUMPTION GOODS

devised of getting them into the hands of those consumers
who most need them.

There are at least six possible methods of allocating goods
to consumers: they all involve to some degree the estimation
of the intensity of social need for a good or service. These
are:

(1) Rationing.

(2) Soliciting Consumers’ Opinions.

(3) Advisory Bodies of Consumers.

(4) A Representative Assembly.

(5) Experts’ Opinions.

(6) Choice at a Price on a Free Market.

(1) Rationing. Rationing is the simplest method of ap-
portioning goods to consumers, although it is a very rough-
and-ready solution of the problem of estimating social need.
Rationing is a brusque refusal of the right of choice to the
individual consumer. In an emergency, when supplies of
absolute necessities are scarce and hard to replace, rationing
may be justified, but it has no place in the economics of a
community that has the means to produce and distribute
abundance. (In a capitalist order it may be resorted to in a
time of scarcity when the unimpeded working of the price
system would mean that the rich would overbid the poor for
the necessities of life. It is then not so much a way of appor-
tioning goods as a palliation of inequalities of purchasing
power.) Rationingis least inappropriate when applied to bare
necessities, since differences between individuals’ needs are
probably less important in the case of neccessities than in the
case of other things. The extension of a system of rationing
to the multiplicity and variety of consumption goods available
under conditions of normal productivity would involve enor-
mous difficulties. What should a single ration consist of?
As long as it is only a question of prime necessities of a simple
type, each ration can consist of an identical collection of
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objects—so many pounds of bread, sugar, meat, potatoes,
and so on, so many yards of cloth and pairs of standard boots.
But as soon as more elaborate goods begin to be issued, how
is the ration to be made up? In the case of books, for in-
stance, each citizen cannot receive one copy of every book
published, unless the rationed number of cubic feet that
makes up his dwelling is nearly as large as the British Mu-
seum Library. Some system of book-tokens would have to
be instituted. In the case of clothing, so many yards of cotton
or woollen fabric would have to be equated to so many yards
of silk, one pair of silk stockings issued in licu of more than
one pair of lisle. Thus the concept of the relative value of
goods would emerge. Possibly even the market itself would
emerge, surreptitiously. Just as in the war-time army the
teetotal soldier, unless unusually conscientious, bartered his
rum ration for cigarettes or bully-beef, so one can imagine
the more frivolous citizenesses of a rationed socialist society
exchanging their book-tokens for their more serious sisters’
issue of silk stockings.

But over and above these difficulties, rationing sutlers
from the disadvantage that, even if it can allot goods already
produced, it can afford no guiding principle for deciding
what should be produced in future. By assuming the previous
existence of a stock of goods that simply have to be issued
somehow to consumers, instead of allowing the kind of goods
that come into being to be dictated by consumers’ prefer-
ences, it commits in an egregious form the fallacy of putting
the cart before the horse.

(2) Soliciting consumers’ opinions. To some extent
individual variety in taste and desire can be allowed for by
obtaining the opinion of users of goods and services, by
personal interviews, questionnaires, newspaper ballots, &c.
While useful as an adjunct to other methods in cliciting
consumers’ views on quality, variety, convenience, &c., this
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method suffers from the fatal defect of not being quantita-
tive. If the consumer prefers 4 to B, but if 4 costs more
than B in the sense of absorbing more scarce resources in
its production, is it worth while making 4 rather than B,
and if so how much A compared with how much B? It
must be possible to balance the ‘how much more’ of prefer-
ence against the ‘how much more’ of cost. Moreover, this
method is incapable of dealing with the case, which must be
regarded as normal, in which the desire for a good outruns
the technical and administrative means available for its satis-
faction: in other words, it does not take into account the
fundamental fact of scarcity. Ask people to express prefer-
ences for goods, without tying them down to the inexorable
limits of a fixed quantum of disposable purchasing power,
and they will express desires for far more goods than their
collective labour can ever produce. Even as an indication of
a simple order of preference, without endeavouring to assess
quantitatively the intensity of preference, this method is
essentially unreliable owing to this element of irresponsi-
bility in the mentality of consumers.

(3) Advisory bodies of consumers. An advisory body
of consumers (consumers’ council) appointed for the purpose
of sifting and formulating consumers’ preferences may give
more reliable results than a canvass-of unorganized opinion.
A body of consumers that has been appointed or elected for
other purposes, such as local administration (see no. 4) or as
the managing board of an organization supplying goods ac-
cording to the decision of the market (a consumers’ co-opera-
tive society), is more likely to give reliable indications than
an ad hoc consumers’ council, with no other and more respon-
sible functions to fulfil.

(4) A representative assembly. Where a supply of
goods or services is to be given to a determinate body of
people (residents in a certain area, members of a certain occu-
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pation) the quantity and quality of these services may be
determined by a representative body chosen by and from the
whole number of the beneficiaries, and the cost of the goods
or services defrayed out of the aggregate income of the body
as a whole. Thus the assembly will be an administrative
organ, financially responsible for its decisions, and not a
merely advisory body. In this way responsibility and a cer-
tain adjustment of value to cost will be secured. But the
experience of individualist societies suggests that this scnse
of responsibility is strengthened if the members of the con-
suming body receive some part of their income in a freely
disposable individual form, and if they are made in some
way to realize that an increase in their collective consump-
tion as a group must be balanced by a reduction in their
consumption as individuals. This could be achieved if the
remaining portion of their income was regulated by the price-
and-market method. This is achieved under individualism
by the familiar devices of public finance (taxes, cstimates,
budgets, &c.). Under socialism, public finance ceases to
be a thing apart and becomes part of the normal economic
process. 'The method of representative asscmblics is thus
complementary to that of individual choice at a price (no. 6).

(s) Experts’ opinions. T'he mcthod described above
suffers from the disadvantage that, while an increasing num-
ber of social services are of a highly specialized type involving
expert knowledge (e.g. health and medical services, cduca-
tion, transport, prevention and detection of crime), the repre-
sentative assembly is usually composed of ordinary members
of the public devoid of expert knowledge in all these branches
of applied social science (in fact the more rcpresentative it is
the more it should be so composed). This has led to the
view that such services should be controlled by experts. Let
the doctors decide on what health services are necessary, the
teachers draw up the educational programme, the sanitary
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engineers plan the sewers, the police commissioners decree
universal finger-printing, the dieticians control our food, and
the publishers give us the books we ought to read. To a very
great degree this is sound. By all means let the experts say
how their own service is to be carried on and decide the
details of policy. But it is unsafe to leave to the expert the
decision of how far the service is to be developed, and what
proportion of the total social income should be allotted to its
cost. Left to himself each expert will draw up an admirable
plan for his own department, but the aggregate costs of all
the plans will absorb more than the total available social
income. Some one must co-ordinate the experts. A super-
expert? No, the common man, for whose welfare all the
experts exist. 'T'he representative assembly, as described
under (4), will be able to receive and discuss the experts’
reports and plans, examine their estimates, and then allot the
available funds.

(6) Choice at a price on a free market. Free choice of
goods, at a price that equates demand and supply, allows
each consumer a maximum of frecedom in consumption com-
bined with the maximum regard to other consumers’ needs
and preferences.

It enables a double process of adjustment to be effected.
(a) As Dbetween different commodities entering into the’
consumption scheme of a single consumer, it enables him to
compare the relative attractions of the commoditics, taking
their scarcity into account as mirrored in their relative
prices. Then, as relative scarcity, and so price, of certain
goods changes, the consumer can substitute one good for
another and effect other adjustments of the relative quantity of
different goods consumed. (b) As between different claimants
for limited supplies of a single commodity, itallocates the avail-
able supply in accordance with consumers’ own estimates of
the intensity of their needs (modified by their income-levels).
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It has the further advantage not only that it allocates goods
to consumers but also that it serves as an indication of
what goods are most worth while to produce. Unlike the
five methods described up to now, it can be articulated with
the measurement of costs of production. (See Chapter III,
sections 2 (3), and 4 (1).)

The sale of goods in the market, at a price, necessarily
implies the use of money—not necessarily, of course, full-
value metallic coins of specific weight and fineness, but some
form of undifferentiated, freely disposable, impersonal pur-
chasing power. How it gets into the consumers’ hands in
the first place we shall inquire in the chapter on Distribution
(Chapter 1V). How its issue is to be regulated and its pur-
chasing power controlled, we shall inquire in the section on
the General Price Level (Chapter VIII, scction 3). We shall
simply assume its existence, and, provisionally, that it con-
sists of metallic or paper tokens each representing a definite
number of units of fixed purchasing power in terms of fin-
ished goods.

A compromise between rationing (no. 1) and the price-and-
money system (no. 6) would be the issue to consumers, in
definite quantities, of tokens of different kinds, available
only for the purchase of specific kinds of goods. Thus a
man’s income might consist of a certain number of food-
tickets, of clothing coupons, of notes accepted only by the
municipal authorities in payment of house-rent, of book-
tokens, of coupons exchangeable against theatre or concert
tickets, of mileage-books available on the community’s rail-
way, motor-coach, and steamship services, and soon. T his
method would give greater flexibility than simple rationing
but less than the free market, since it would not permit the
individual to shift the relative proportions of his income
spent in procuring different kinds of satisfaction. Of course,
if the tokens were transferable, a rate of exchange between,
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say, food-tickets and book-tokens, would be set up, which
would simply restore the conditions of the frce market, with
small but probably irritating inconveniences.

The chief objections that have been made to the method
of the free market are:

(a) As an index of social need it is distorted by inequalities
in individual demanders’ incomes. Upholders of the existing
system are wont to compare the direction of production by
price on the open market to a continuous general election
held under a meticulously accurate form of proportional
representation. They omit to press the comparison further
and point out that, so long as inequalities in individual in-
come persist, the election is conducted with plural voting of
a most exaggerated type. Nevertheless, if the inequalities
of distribution could be abolished or reduced to negligible
dimensions (see Chapter 1V, section 4), the free exercisc
of effective demand by consumers on the market would give
a very representative and sensitive index of consumers’ real
preferences. Under these conditions there could be no ob-
jection from socialists to the extension of price and the free
market to the allocation of consumable goods and the direc-
tion of production over a very wide range of social economic
life. In a society which had secured virtual equality in the
distribution of income, free choice of goods at a price would
result in an allocation of goods to consumers very closely in
accord with their needs, or, at any rate, with their wants,
that is to say, their own individual estimates of their
needs.

(b) Estimates made by one individual of the intensities of
his own wants fail to take into account the fact that the con-
sumption of some goods affects other members of society
besides the consumer. In the case of some goods, such as
high-powered motor-cars, cocaine, or noisy wireless sets,
their consumption reduces the utility enjoyed by other
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people. In the case of other goods, such as higher education,
physical exercise, or private houses of pleasing architectural
aspect, their consumption increases the utility enjoyed by
other people. These effects on other people’s welfare are
not taken into account in the money-offers made on the
market by the consumers of these goods. In such cases,
the free-market method can be modified by suitable taxes
and subsidies, designed to weight the individual’s personal
estimate of worth-whileness with a correcting factor which
would represent the interests of the other parties involved.

It would seem, then, that of the methods of estimating de-
mand enumerated above, two are especially adapted, one to
the division of individual consumption and one to the divi-
sion of communal consumption. The method of free choice
at a price should be adopted for the first, and that of the
representative body for the second. (As auxiliarics to both
of these recourse may conveniently be had to some or all of
the other methods—direct solicitation of consumers’ views,
advisory bodies, and experts’ opinion.) ‘I'he economic activi-
ties of the community thus fall into two main divisions. On
the one hand, there is the production of goods and services
to satisfy the demands expressed by individual purchasers in
a market. On the other hand, there is the provision of goods
and services free of charge to all members of society, as the
result of a decision based on other grounds than market
demand, made by some administrative economic organ of
the community as a whole.

3. THE DivisioN oF CoMMUNAL CONSUMPTION

(1) Its range. We must particularize more closely the
goods and services that are to be included in the division of
communal consumption. Three kinds of provision for hu-
man needs come under this heading.

(i) Goods and services that are individually consumed and
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that might therefore be supplied through the market, but
which the community decides to supply communally. Many
services such as education, cultural amenities, roads, water-
supplies, domestic heating and lighting, local transport, pos-
tal services, insurance against various kinds of misfortune,
accident and loss, may be provided by individual purchases
at a price in the market (or by specific charges assessed on a
definite consumer or group of consumers), or they may be
provided by a levy on the total social income. Some kinds
of material goods, also, may be provided communally, in the
same way as these immaterial services are provided. Some
existing social services are of this type, e.g. milk and free
meals for schoolchildren, surgical appliances and spectacles
supplied through the National Health Insurance, &c. Several
conditions may be suggested for the selection of goods (in-
cluding services) to be provided communally for individual
consumption. (a) The good must be such that an increase
in its consumption is calculated to add to social welfare.
(b) It must be of such a nature that it is unlikely to be used
wastefully if provided without payment. (c¢) It must not be
too directly competitive with goods sold in the individualized
division. These are necessary conditions. If they are ful-
filled other circumstances may be suggested which would
strengthen the case for communal provision. The method of
the free market is inapplicable to many of the most impor-
tant social services—open spaces and public amenities gene-
rally, education, health and medical services—either because,
as in the case of open spaces, making a charge for admission
is an intolerable nuisance; or because, as in education and
health services, people will not pay voluntarily beforehand
for what they are only too glad to have once they have it;
or, as in the case of medical services and many other services
for relief in cases of emergency, because people do not en-
visage the emergency and provide for it beforehand; then, if
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they are required to pay for relief at market prices, their
whole scale of preferences is turned topsyturvy. In these
cases, therefore, and also in many others where the trouble of
making individual charges and the consequent book-keep-
ing, issuing and checking of tickets, salaries of pay clerks,
money collectors, inspectors, &c., is large compared with
the revenue received, the method of the free market is un-
suitable, and communal provision is indicated. It may
reasonably be expected that in a socialist community many
things now provided through the market would enter the
circle of the social services. There seems to be no reason
why bread, milk, simply cooked meals, clothing of a plain
standardized type, and many other things should not be pro-
vided as free unrationed issues, leaving the more luxurious
and varied qualities to be provided in response to market
demand.

(i) Goods and services that are communally consumed
and that must therefore of their very nature be communally
supplied. Such arc defence; the maintenance of internal
order; the administration of civil justice; many public health
services; the inspection of factories, food and drugs, water-
supplies, sewers, &c. The cost of these services, that is to
say the cost of armaments, the construction and erection of
offices, public buildings, the salaries of the police, of the
army and navy, of judges, ambassadors, many civil servants,
the ministers of statc and the president (or other ceremonial
head of the state), must be a charge upon the general re-
sources of the community.

(iii) Satisfactions less definite in character than goods and
services, which cannot be divided or graduated among indi-
viduals but which must be enjoyed to the same extent by all
or none. They, like the second category of human nceds,
involve preferences which cannot be expressed by any
mechanism of individual choice in a market, since they are
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preferences for one pattern of social life as against another
pattern of social life. Liberty (for the consumer or the
worker), equality, security (of occupation or income), sta-
bility of social relations, the amenities of town and country,
the opportunities of bringing up children under favourable
conditions—all these are satisfactions to the enjoyment of
which the ‘all or none’ principle does most certainly apply,
at least within the bounds of one territorial community. (It
is possible that a socialist world might consist of a number
of territorial communities enjoying a large measure of ad-
ministrative independence and frec to experiment collec-
tively in patterns of social life.!) In this category comes the
choice between more leisure in the form of shorter working
hours and the product of more work, the choice between
more rapid technical progress with its resultant insecurity of
occupation and less rapid progress with greater sccurity, the
choice between ruralization and urbanization, and many
more choices of an all-or-nothing character. These cannot
be balanced by the method of individual calculations of less
or more, but must be solved by the collective decision of
some central authority.? This point will be returned to in
Chapter IX, section 2.

(2) Its delimitation. The drawing of a line of demarca-
tion between the divisions of individual and communal con-
sumption is, as in the individualist economy, a matter of
social policy rather than of strict economic calculation. Ac-
cording to the principles of the Austrian school of economists,
resources should be allocated between these two divisions so
that the marginal utility of resources used in communal con-
sumption should be equal to the marginal utility of resources
used in individual consumption. But, since there is no such

' See W. Beveridge, Planmng Under Socialism, essay on ‘My Utopia’.
2 See ‘The Social Significance of the Theory of Value’, § 3, by E. FF. M.
Durbin, Economic Journal, December 1935.
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thing as the marginal utility of resources in general—only to
a determinate economic subject—this formula has significance
only if applied to a particular individual. If we can identify
a large group of individuals in society whose utility position
we can describe as typical, then we can restate the formula
in terms of the marginal utility of resources to any one such
representative individual. ‘This approach to the subject re-
veals its theoretical difficulties. Morcover, in the absence
of any means for measuring the marginal utility of an operat-
ing table in a hospital, of a fume cupboard in a University
chemical laboratory, or of a rock garden in a public park, this
theory is of little practical usc. It will probably be difficult in
practice to find any method better than the rough and ready
adjustments of public finance in an individualist socicty.
The practical problem, however, would be simpler in a
socialist community than in a capitalist one, for two reasons:
(1) In the first place, owing to incqualities in income and
differences in the standard of living, it is impossible, even
theoretically, in capitalist society to allocate resources satis-
factorily between communal and individual consumption.
Gross incqualities in individual income render the marginal
utility of resources spent in the free market an almost mean-
ingless concept; differences in the standard of living make
the marginal utility of resources used in communal consump-
tion very different to persons of different social classes; it
is impossible to make an cconomic balance. Under thesc
circumstances, the process of allocation becomes not an
economic but a political process; power and not welfare
determines the issue. Thus, under capitalism, when a demo-
cratically elected body votes social services, the forms of
economic allocation merely conceal a struggle between the
haves and the have-nots; hence the complaints of injus-
tice and corruption which are voiced by all parties to the
transaction. In a fundamentally equalitarian community, on
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the other hand, there would be differences of individual
taste, but no great differences between the standards of living
of different classes. In such a community, therefore, the
allocation of resources on the marginal utility principle as
between individual and communal consumption would be
theoretically possible. In practice, any representative body
of men, whatever the details of the method of their selection,
might be trusted to arrive at a dccision in the matter that
would give substantial satisfaction to the majority of people.
The representative body might be chosen by lot. (This is
the application of the principle of the jury.) But we are
used to the process of democratic election, and this process,
purged of the disorders engendered in it by class divisions
and by the vested intercsts arising out of the private ownership
of business, is probably the best for the purpose. This argu-
ment suggests the necessity for the establishment in any
socialist commonwealth, however much addicted to the rule
of experts and specialists in their own fields, of democrati-
cally chosen assemblies, occupational, regional, and national,
which would have the ultimate decision upon the broadest
issues of economic planning.

(i1) The other reason is that, with all production carried
on by organs of public economy, many of the obstacles that
now exist to an extension of social services would be swept
away. In a private-profit economy the scope of such com-
munal provision is seriously limited for two reasons. (a) The
competition of public enterprise diminishes the profit margin,
and so discourages private enterprise. (b) The provision of
goods and services free by the public diminishes some con-
sumers’ money-demand for goods and services of the same
or a simflar type provided by private enterprise. If the
communify provides milk for schoolchildren or houses for
slum-dwellers on the basis of objective indications of need
(such as malnutrition or a high tuberculosis rate), the machi-
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nery for supplying milk or houses to all other consumers is
put out of gear. Hence the ridiculous situation that, when
public works are undertaken for the relicf of unemployment,
the more useless the works the less they interfere with
‘recovery’.

A more difficult problem than the allocation of resources
between the two divisions would be that of the allocation of
resources between different communal uses. The same
methods of budgeting and of making appropriations and the
same methods of audit and control as obtain in the public
finance of capitalist states will have to be applied here, im-
proved perhaps in detail, but not in essence.

In addition to providing free of charge things like mu-
scums, schools, baths, hospitals, parks, sports grounds, &c.,
the community might consider it desirable to promote the
consumption of some goods that could not economically be
provided free, such as useful and instructive literature, travel
in scarch of work or in the course of study, certain kinds of
surgical equipment, &c. The best way would be to votc a
definite subsidy out of the division of communal consump-
tion and then pay it over to the appropriate productive organi-
zation in aid of cost of production. In the same way the
consumption of some things that were considered socially
‘undesirable but could not convenicntly be prohibited, such
as alcoholic beverages, could be checked by a tax whose
proceeds would contribute to the cost of communal con-
sumption.! In this way it would be possible to adjust

! During a transitional stage, while production was temporarily at a
low level and before equahity of income had been achieved, it might be
considered desirable to check certain forms of consumption as diverting
resources to socially unnecessary ends. Thus a tax might be imposed
upon silk underclothing, elaborately prepared food, frivolous entertain-
ment, and house-room above a certain standard of space per person. In
a fully developed socialist society there is no reason why these commodi-
ties should not be provided as well as any others in response to the
effective demand of the consumer-citizens.
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quantitatively the extent to which certain forms of consump-
tion could be controlled in the social interest, instead of rely-
ing on the clumsy all-or-nothing machinery of free issue or
prohibition.

It is possible that such a system as is here described would
in time, by the gradual expansion of communal at the ex-
pense of individual consumption, evolve into a condition of
complete communism. Even at the present stage of economic
productivity there are great possibilities of extending the
communal provision of goods and services. Why should not
transport within an urban area such as Birmingham or Leeds
be a free service? Why should not the local telephone service
be as free to all as it is in some countries to residents in an
hotel or boarding-house? Why should not letters, at least
within the country, be carried free? Consider the saving
effected by cutting out the printing and punching of tickets,
the emptying of coin boxes, the sale and cancellation of
postage stamps, &c.

A wealthy community such as Great Britain or the United
States could surely afford to maintain public dining-rooms
at which a plain but nourishing meal would be served free
of charge to all comers. It would not be a charity soup-
kitchen but a place to which the director of a trust or a
popular novelist might go as readily as a simple labourer.
Those who wanted something more luxurious could still in-
dulge their fancy in a restaurant where more dainty and more
varied food was sold at a price. In populous places there
could be stalls at street corners where a cup of tea or coffee
and a slice of bread and butter could be had for nothing by
the passer-by.

In time standardized suits, boots, and underwear might
be issued free from local clothing stores, especially if the
forecast of a recent scientific writer is realized, of making
‘from cellulose materials such as wood, by direct chemical
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and mechanical methods, a light and porous material which
could be moulded or pressed into clothes without spinning,
weaving, or tailoring. As such clothes could hardly cost more
than a few pence, laundering would be superseded.’!

(3) Its cost. The cost of all goods provided in the division
of communal consumption must be defrayed by a levy on the
general resources of the community. This levy will differ
from that made for similar services in an individualist com-
munity in that it can be made on thc undivided social
product instead of by taxes on portions of the social product
that have already been individually appropriated.

Thus, what is usually known as public finance will become
an integral part of the economics of a socialist community.
Certain technical problems in taxation will, however, assume
a very different aspect in a socialist economy. For example,
in a community where incomes arc roughly equal, problems
of the incidence of taxation on persons of different income-
levels (e.g. the choice between direct and indirect taxes) are
unlikely to give rise to serious conflicts of opinion. On the
other hand, the allocation of the cost of services as between
national, regional, and local areas will remain of importance.
For in a socialist community, no less than in an individualist
one, economy in the use of resources will be promoted if the
cost of amenities and services of purely local interest are de-
frayed out of the social product of the local population con-
cerned. The same applies to groups of persons organized on
a basis other than local—such as occupational. If social ser-
vices come to be administered largely by trade unions, as in
the U.S.S.R., the whole body of persons engaged in an
industry will dispose of a certain proportion of their aggre-
gate income by communal decisions in the same way as
municipalities and counties do to-day.

T J. D. Bernal, ‘Science 1n Industry’, in The Frustration of Science
(ed. D. Hall), 1935.
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The prices at which labour and materials will be reckoned
in the costing of social services and the rate of interest charged
will be those determined in the division of individual con-
sumption (sec Chapter III, section 4 (1)). In the valuation
of services that are used only in the communal division,
such as those of teachers, research workers, and (perhaps)
doctors, the same difficulties will be found as are found to-day
in analogous cases. T'hey must be equated roughly to services
requiring similar skill, responsibility, or training in the pro-
duction of goods for the market. According to strict eco-
nomic theory, an error is involved here, since the cost of
such services will be determined entirely by the use of these
services in the division of individualized consumption. How-
cver, the error is unlikely to be serious unless (a) the services
are highly specialized and mobility of labour is restricted, or
(b) the division of communalized consumption expands until
it includes the major part of all production.

4. Tue DivisioN oF INpIvIDUAL CONSUMPTION

The pricing of consumption goods. We have seen that
a considerable part of the national income of a socialist com-
munity will consist of goods and services sold at a price to
members of the public, who are free to buy as much or as little
as they choose of each kind of commodity at the price at
which it is offered. (See section 2 (6) of this chapter.) We
must now consider, therefore, price formation in the division
of individual consumption. With regard to the pricing of
consumption goods, no difficulty, at any rate in theory, need
be found. The shopkeeper-state can sell goods at a price to
its citizen-customers and, according to their response, regu-
late the quantity and quality of goods that it supplies. We
will assume the existence of retail selling agencies, having in
their hands stocks of goods for sale to the public. These
agencies may be general shops for the sale of many kinds of
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goods, like co-operative stores and department stores; or they
may be for the sale of one particular kind of goods, such as
bicycles, wireless, or books. 'T'hey can experiment, by raising
and lowering prices or by varying qualities and designs,
exactly as capitalist retailers do. How their stocks are re-
plenished we shall inquire later.

In the case of goods whose supply is seasonal (such as
strawberries) or is not under the control of the productive
organs of the community (such as antiques, works of art,
out-of-print books, services of celebrated actors and singers,
&c.) the rates of supply must be taken as given quantities,
independent of the retailers’ control. The selling agencies
will then adjust their prices so as just to clear their stocks,
raising the price when stocks fall short and lowering it when
they accumulate.

In the case of the majority of goods, however, the rate of
supply can be affected by the decisions of the productive
organs of the community. Instead of one variable, price, that
is susceptible of deliberate adjustment, we have two, price
and quantity, that can be adjusted. 'T'he principles of rational
economy require that in such a case the price and the quantity
disposed of should be varied until the quantity is as great and
the price as small as possible consistent with the condition
that the selling price just covers cost. (In what sense precisely
‘cost’ is to be understood we shall consider later in Chap-
ter 111, section 4.) The most convenient way of effecting this
is for the productive organs to produce according to the
orders of the selling agencies. 'The latter will then vary their
orders according to the state of demand. 'I'wo procedures for
accomplishing this end seem feasible. One is for the selling
agencies to vary their prices so as to keep their stocks at a
minimum, but to increase their orders as the selling price rises
and decrease them as the price falls. Losses would be avoided
by reducing sales, profits would be absorbed by increasing
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sales. The other procedure is for the selling agencies to sell
at cost (or cost plus a small margin to cover contingencies),
rather as the co-operative societies tend to do to-day, and to
regulate their orders according to the rate at which their
stocks were exhausted. They would endeavour to keep their
stock of each particular good at a certain definite figure, and
increase or diminish their orders according as the good sold
quickly or slowly. In either case the productive organs of
society will deliver fresh supplies against payment at an
appropriate price (determined as in Chapter I11I, section 4 (1)).
'These prices will enter into the costs of the selling organiza-
tions. "The latter will be so conducted as to reduce to a mini-
mum the margin between cost and sale-price; the small
surplus which they make, after deduction of casual losses and
perhaps small bonuses on turnover, will either revert to the
community as a whole or be paid back to consumers as a
dividend on purchases."

The general principles of price-determination here laid
down will not preclude the possibility of fixing the prices of
some goods (especially services) at definite figures, subject to
revision only over long periods, and leaving demand to adjust
itsclf to the price. This is the method adopted at present with
regard to postage and telegraph rates; railway, bus, and tram
fares; railway freight rates; port dues; and fees for various
legal and administrative services. It is not, however, capable
of being generalized for all commodities. Such fixed prices
are only compatible with economic equilibrium if they are
exceptions to the general rule of free price-formation.

This method of determining prices is essentially one of
trial and error, and it requires for its successful carrying out
that the process of selling goods be decentralized into a large
number of autonomous trading bodies between which there

I For price-formation 1n a socialist economy see Cassel, Theory of
Social Economy (2nd ed.), ch. my, § 15.
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will exist a sort of competition. It will be suggested, why not
centralize the determination of prices in some sort of central
statistical office?

It is true that the rule-of-thumb methods described above
are capable of being much improved and gaining in precision
and rapidity of adjustment by a proper use of statistical data.
On the basis of its experiecnce with changing prices and
quantities the statistical service of every sales agency would
be able to draw up a demand schedule for cach type of good
sold. (Indeed, the construction of demand schedules both for
consumption and production goods will be onc of the most
important duties of the statistical services attached to selling
agencies, productive organs, and the S.15.C. itself.) Theoreti-
cally, the task is a very difhicult one, since the demand for one
commodity is not a function of its price alone but of the prices
of all other commodities.! (Joint demand and composite
supply are special cases of this gencral proposition.) Practi-
cally, the task could be solved, to an approximation sufficiently
close for the guidance of the managers of industry, by taking
groups of more closely related commodities (composite supply
or joint demand) in isolation from other groups. Under
capitalism, demand schedules are apt to exist in the realm of
faith rather than in that of works,? but with the greater publi-
city and fuller statistics of the socialistic economy they would
become much easier to draw up.

The information so obtained and made available through-
out the economic system (together with much other statistical
material) would be of the greatest use to the managers of the
various selling agencies and productive organs; it would
enable them to adjust prices and quantities with much greater
accuracy than is attainable nowadays and would speed up the

t Cf. G. Cassel, Theory of Social Economy, ch. iv, § 16, pp. 139-47;
L. Walras, Eléments d'économie politique pure, p. 162.

2 Sce, however, Henry Schultz, Theory and Measurement of Demand,
and the literature quoted therein.
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process of achieving equilibrium; but it is unlikely that it
would enable the trial and error method to be superseded
entirely. The statistical determination of demand schedules
will be a valuable aid to the managers of the various selling
agencies, but it will not relieve them of the task of quasi-
individualistic price-determination. This matter will be
discussed in more detail in Chapter III, section 4 (1),

Pp. 104-5.



CHAPTER I1I

PRODUCTION GOODS—THE MEASUREMENT
OF COST

1. Tue Conceptr oF CosT

N the production of the goods and services that ultimately

satisfy human needs (consumption goods), various things
are used up. Human labour and raw materials are embodied
in goods as they are produced, together with a proportionate
amount of various kinds of indirect labour and of the wear-
and-tear of machinery, buildings, and other fixed plant. The
raw materials used in industry are either naturally occurring
materials in a state of nature, or they have undergone some
intermediate processing and represent a mixture of natural
materials and the wear-and-tear of fixed plant. Further,
since the surface of the globe is limited and since different
portions of it are suitable in varying degrees for the activity
of human beings and for the extraction of raw materials
(differences in fertility or convenience of situation), certain
portions of land acquire scarcity; their use in production
becomes an element in cost, generally referred to as rent.
Machinery, buildings, and other fixed plant can be further
resolved into human labour, raw materials, &c. Ultimately,
all goods produced can be resolved into a combination of
human labour, natural materials, and land. These we may
term the ultimate factors of production, while partly manu-
factured raw materials, machinery, buildings, and other pro-
duced means of production may be called intermediate goods.
The ultimate factors and intermediate goods alike may be
styled means of production or production goods.

Now, means of production are scarce relative to the almost
unlimited possibilities of consumption that they can be used

4527 K
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to satisfy. In fact it is the scarcity of means of production
that is responsible for the scarcity of consumption goods. If
scarce means of production are used for producing a given
quantity of consumption goods, they are not available for
producing other consumption goods. They constitute the
costs of the goods in which they are embodied. In a rational
economy, costs are the ultimate measure of economic scarcity.
They afford an index of the relative worth-whileness of pro-
ducing different kinds of goods or combinations of goods and
of different ways of producing the same good or combination
of goods.

The cost of a given consumption good or combination of
goods is thus measured by the quantity of production goods
used up in making it. Now, rational economy consists in the
use of scarce means of production so as to produce the maxi-
mum satisfaction at the minimum cost. This involves two
things: (a) when the production of an extra quantity of goods
is under consideration, the cost of the additional product must
be balanced against the satisfaction yielded by it; () when
alternative methods of producing the same good are available
it must be possible to measure and compare the costs incurred
by the alternative methods and to choose the method that
involves the least cost. Therefore, a method of measuring
and calculating cost must be devised.

2. MEeTHODS OF CALCULATING COST

Two methods have been suggested of computing cost
upon a basis not involving the price system. They are based
upon technical, rather than upon economic, considerations.
Although they are, in the writer’s opinion, seriously defective
from the point of view of rational economic calculation, they
are logically self-consistent. These two methods are by labour-
cost and by energy-cost. There remains, as a third method,
the computation of cost according to the price system.
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(1) Labour-cost. The cost of goods may be reckoned as
proportional to the quantity of labour expended in their
production, both directly and indirectly. Indirect labour-
cost is the labour-cost of raw materials, &c., used up in
production, together with an appropriate share of the labour-
cost of maintenance and replacement of machinery and of the
labour-cost of general economic and political administration.
According to this method, raw materials in their natural state
(i.e. upon which no labour has been spent) and the uses of
land will not be taken into account; nor will any interest
charges appear, depreciation of machinery being a simple
fraction of the total labour-cost of the machine (e.g. on a
machine costing 10,000 man-hours and having an estimated
life of 10 years the depreciation charge will be just 1,000 man-
hours per annum). Quantity of labour is difhicult to define.
Labour-time is a first approximation: not nccessarily the
actual time spent on a job, but the time that would be spent
by a normal worker under normal circumstances using
standard equipment (‘socially necessary labour-time’). The
real difficulty is that labour is not homogeneous. It exists in
different forms (navvy’s labour, typist’s labour, physician’s
labour) having different concrete uses and not perfectly
interchangeable. A labour-force composed of ten typists and
ten doctors will not dig as many cubic feet of carth as twenty
navvies; nor will ten navvies and ten typists be as effective in
combating an epidemic as twenty doctors, although, perhaps,
one typist, three navvies, and sixteen doctors would be a still
more effective group. We are here driven to consider the
use-value of different kinds of concrete labour and to take
into account their relative effectiveness. But their relative
effectiveness differs according to the type of labour that is
chosen as the basis of comparison. At one time effectiveness
in growing food, at another time effectiveness in setting up
a lathe or winding a dynamo may be the standard, and the
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same worker may be graded differently by different standards.
What is the standard? There is no single and universal
standard. Since all kinds of labour are not equally available,
it seems that not only use-value but also relative scarcity
must come into the process of valuation of different kinds of
concrete labour. In practice, an hour of (say) a bus driver’s
labour does not count as equal to an hour of (say) a bus
conductor’s labour. As Marx says:

‘Skilled labour counts only as simple labour intensified, or
rather as multiplied simple labour, a given quantity of skilled
labour being considered equal to a greater quantity of simple
labour. Experience shows that this reduction is constantly being
made. A commodity may be the product of the most skilled
labour, but its value, by equating it to the product of simple un-
skilled labour, represents a definite quantity of the latter labour
alone. The different proportions in which different sorts of
labour are reduced to unskilled labour as their standard are
established by a social process that goes on behind the backs of
the producers and, consequently, appear to be fixed by custom.’

But this reduction of qualitative differences to quantitative
differences involves a process of valuation. In exchange
economy the ratio between one hour of one kind of labour
and one of another is the ratio between the value of the net
product of an hour’s work of the marginal worker in the one
trade and the value of the net product of an hour’s work of
the marginal worker in the other. In other words, it depends
on the relative scarcity of labour power in the two trades and
on the relative utility of their products. In a non-exchange
economy three possibilities are open: one is to adopt and
stereotype the values of a previously existing exchange eco-
nomy; another is to adopt, for converting different kinds of
labour into simple socially necessary labour-time, empirical
coefficients based upon some non-market estimate of relative

! K. Marx, Capital, vol. i (trans. Aveling and Moore), pp. 11-12.
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social value; the third is to charge all labour up to cost at the
same rate irrespective of the kind of work. The first solution
is so obviously an irrational makeshift that we will not con-
sider it further, except to note that it is a pitfall that a socialist
commonwealth might easily fall into in its early days. 'T'he
second solution raises the very difficult question of how to
measure relative scarcity and social utility without the
measuring-rod of price. It opens the door to the making of
purely arbitrary estimates by irresponsible authorities. The
third method is the logical result of the labour-time theory.
(Note that the reckoning for purposes of social costing of one
hour of every worker’s time at the same rate does not neces-
sarily involve the payment of equal hourly wages to all
workers.) The only deviation from the principle of equality
of labour-time that would be consistent with the strict labour-
time system would be the addition to the hourly rate of
skilled labour of an amount corresponding to the extra cost,
measured in labour-time, of training that worker. E.g. sup-
pose that a doctor’s training lasts 10 years longer than that of
an unskilled labourer and uses up 3,000 man-hours of in-
structors’ time. Suppose, further, that on the average a
doctor’s working life is 30 years, or 60,000 working hours,
then it would be justifiable to increase the hourly rate at

. 000
which doctors’ labour was costed by 60’ 000 OF § per cent.
’

But this method takes into account only the cost of special
training. It makes no allowance for the scarcity of particular
aptitudes (or, more accurately, for any degree of scarcity of
aptitude in excess of what corresponds to the cost of training).

The principle of reckoning labour-time to cost at a uniform
rate makes it impossible to make a proper economic com-
parison between two ways of doing a thing that differ only in
the amounts and kinds of labour used; e.g. if there are two
methods of producing a given product: in one way, M, x,
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hours of labour of kind 4 and y, hours of labour of kind B
are employed and in the other, M,, x, of A and y, of B, it may
be that x,+y; << x,+y, while ax,+by, > ax,+by,, where
a and b are coefficients proportional to the economic value of
an hour of 4’s labour and of B’s labour respectively.! Insuch
a case a reckoning according to pure labour-time will make
method M, seem preferable to M,, while a reckoning accord-
ing to economic costs will make M, seem preferable to M,.

The non-reckoning of interest means that although the use
of fixed capital is taken into account as stored-up labour, in
so far as it is used up in the production process, neither the
total quantity of fixed capital relative to labour nor the length
of time during which such capital is in the course of giving
out its stored-up labour enters into the calculation of cost.

For example, if there are two goods, 4 and B, and the
production of 4 involves 500 hours of direct labour plus 500
hours of stored-up labour while the production of B involves
800 hours of direct labour plus 200 hours of stored-up labour,
both goods will be reckoned as costing 1,000 hours and conse-
quently as being equal in cost, no account being taken of the
additional amount of stored-up labour involved in the pro-
duction of A. Or again, suppose that there are two goods
B and C, both of which take up 8oo hours of direct as against
200 hours of stored-up labour, but that the stored-up labour
used in producing B takes the form of one month’s use of a
machine costing 24,000 hours of labour which lasts for 10
years, while that used in producing C takes the form of one
month’s use of a machine costing 12,000 hours of labour and
lasting for 5 years; then B and C are reckoned as of equal
cost in spite of the fact that the production of B involves
the use of twice as large a stock of stored-up labour as the
production of C.

! Computed by the value of their respective marginal products in
alternative occupations.
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It is interesting to note that cost accounting in terms of
pure labour-time is appropriate to two phases of economic
development at opposite poles to each other. One is a state
in which mechanical aids to production are unimportant
relative to human labour and in which, consequently, the
supply of human labour is the chief factor limiting the creation
of wealth. The other is a state where the use of mechanical
aids has been developed to the full—to the point of capital
saturation—when once more labour is the only scarce factor
of production (see Chapter I1, section 1 (4)).

(2) Energy-cost. The cost of goods may be reckoned as
proportional to the quantity of energy (reckoned in physical
units as foot-pounds, kilogram-metres, kilowatt-hours, calo-
ries, therms, or what not) embodicd in them. 'This system of
costing has been suggested by H. G. Wells,' by Professor
Soddy,? and by Howard Scott? and the group calling them-
selves Technocrats, but its full implications have never been
worked out. Strictly applied it would involve the ignoring of
the use of land and raw materials in their native condition.
(Extracted raw materials, of course, would be costed accord-
ing to the energy expended in getting them.) Human labour
would be costed according to the energy-cost of the physical
maintenance of the human body considered as a machine.
Fixed capital would be reckoned as stored-up energy, and be
charged to cost as it is used up, but, as in the case of labour-
cost, the time-element would be ignored, i.c. interest would
not enter into energy-cost.

The defects of this method of costing are similar to those of
costing according to labour-time. In particular, it ignores the
varying degree of scarcity of different kinds of labour, since
scarcity is not necessarily proportional to energy-consump-

' H. G. Wells, 4 Modern Utopia, ch. i1, § 2.
2 F. Soddy, Cartesian Economics, p. 12.
3 H. Scott, Introduction to Technocracy, pp. 47-8.
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tion. Thus, neither method measures true economic cost in
the sense of the relative scarcity of the means of production.
By neither method is it possible to compare properly different
methods of production entailing the use of different kinds
of concrete labour. Both methods ignore the scarcity of
naturally occurring raw materials, of land, and of stored-up
past production embodied in instruments of production.!

(3) Price as a measure of cost. If consumption goods
are priced according to the scarcity principle, the goods
entering into their production can be priced in the same way.
Giving the name ‘cost’ to the sum of the prices of all the
production goods used up in the making of a given consump-
tion good, we can say that it will be worth while offering such
prices for production goods as will make the cost of a con-
sumption good not more than its price. Thus given the
prices of consumption goods, there can be derived from them
the demand prices of any given quantities of production
goods. The demand for consumption goods determines
price, which is imputed back to production goods and then
is reflected forward again to consumption goods in the guise
of cost.

One fundamental principle of economic equilibrium under
the price system is that the selling price of every good should
equal its cost as imputed from the prices of other goods. If a
good sells above cost, it is being kept artificially scarce—the
consumer is being deprived of satisfactions that might be
provided by resources that are now yielding less satisfaction
in other employments, If a good sells below cost, the con-
sumer is obtaining a certain satisfaction by the use of
resources that would, in other employments, yield greater
satisfaction. Costing is therefore linked naturally to the

' In general, those socialist theorists who propose to base cost on some
‘objective’ measure, independent of the market valuation of individual
goods, ignore rent as well as interest. See section 3 (1) of this chapter.
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process of price-determination according to scarcity and
consumers’ preferences.

Where, as in a developed exchange economy, many pro-
duction goods enter into the making of one consumption good
(joint demand) and where many different combinations of
production goods can be made to yield the same result (com-
posite supply), the demand price for a given production good
is equal to its marginal net product. The net product of a
production good may be defined as the price of the additional
product obtained by the use of one additional unit of the
production good. The marginal net product of a production
good 1s its net product at the margin of employment, i.e. at
the point at which all available quantities of the production
good are taken into use. As the available quantity increases,
the marginal net product falls, partly because of the falling
price of the consumption goods, due to increased abundance,
partly because of the diminished physical productivity of
increased quantities of one kind of production good combined
with an unchanged quantity of others. Thus the equality of
price with marginal net product means that price falls as
quantity increases—in other words, the price of a production
good is a measure of scarcity just as is the price of a consump-
tion good.

In a position of equilibrium the following conditions are
fulfilled: all means of production are fully utilized; prices of
all goods are equal to cost; if alternative methods of production
are possible, that one is chosen which yields the product at
least cost; and, finally, a production good capable of alterna-
tive uses (i.e. in composite supply) is so distributed between
different uses that its marginal net product in each use is
equal to the same quantity, namely, to its price.

In this way, prices can be established for all production
goods; first for intermediate goods and ultimately for ulti-
mate factors of production—i.e. human services and natural

4527 L
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resources. Thus labour power and natural resources can be
reduced to a common standard of comparison by the price
system.

But these ultimate factors of production are not the only
elements that must be taken into account in a rational system
of costing. When labour, land, &c., are combined to form
intermediate goods, two processes occur. (1) There is a
storing-up of ultimate factors of production over a period
of time. A mass of intermediate goods represents a stock of
resources held through time, the use of which involves more
than the use of the ultimate factors of production: it involves
the use of an accumulation of such factors (in Bohm-Bawerk’s
phrase, ‘roundabout methods of production’). At any given
moment the quantity of accumulated resources is limited or
scarce: hence the use of them involves a cost, called by
economists interest. (2) The creation of a mass of interme-
diate goods involves the fixing of resources in a form which
has only one specific use (or a narrow range of specific uses).
Once fixed in this form, they are useless for any other pur-
pose. Technical changes in the processes of production or
changes in the desires and tastes of the community, inter-
vening since the production of the intermediate goods was
begun, may destroy or diminish the usefulness of the inter-
mediate goods in question. Hence arises an element of uncer-
tainty; and the holding of stocks of means of production
involves, therefore, a further element of cost. By the devices
of a rate of interest and of a charge for uncertainty (both
analogous in nature to a price), these further elements in
cost can be reduced to comparability with labour power and
natural resources. Thus all elements in cost are welded
into a closed and self-consistent system by the method of
pricing. In no other method of costing can these results
be achieved. (See section 3, sub-sections (2) and (3), of this
chapter.)
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In the ultimate analysis, costs in an exchange economy are
the valucs of the alternative opportunitics for production
that are foregone when the decision is taken to make the
particular good with the resources in question.' Cost is the
expression and the measure, in terms of price, of the ulti-
mate economic fact of scarcity.

3. SoME SPECIAL CATEGORIES OF CosT

The methods of calculating cost according to labour or
energy suffer from the defect that it is impossible for them to
take into account the use of land and natural resources, the
time-factor in production (i.e. the use of a stack of accu-
mulated resources, held over a period of time), and the
element of uncertainty. As soon as it is required to take these
elements into account, it becomes necessary to find a common
measure for them and for labour-time or mechanical energy,
as the case may be. Although arbitrary equivalents might be
set up by an economic planning authority in a non-exchange
economy, they would have no real significance. 'I'he only
way in which they can be brought to a rational common
measure is by the process of pricing in a market. We must
therefore proceed to the examination of the part played in a
rational costing system by (1) Land (including natural re-
sources), (2) Time, (3) Uncertainty. In other words, this is
the problem of Rent, of Interest, and of the hitherto unnamed
element in social cost which is the price of Uncertainty-
Bearing, and which we shall call Uncertainty-Surcharge.

(1) Land—rent. Owing to differences in physical yield and
convenience of location between different sources of power
and natural products, it is necessary to undertake production

I See F. von Waeser, Natural Value, bk. v; E. v. Bohm-Bawerk, Positive
Theory of Capital, bk. 11, ch. 10; bk. iv, ch. 7; P. Wicksteed, Common-
sense of Political Economy, vol. 1, p. 380; H J. Davenport, Economics of
Enterprise, chs. vi and viii; G. Cassel, Theory of Social Lconomy, ch. ii1,
§ 12, pp. 91-3; H. D. Henderson, Supply and Demand, ch. x.
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at different rates of real cost to satisfy the same need with
physically similar goods (e.g. wheat of identical food value
grown on fertile and on poor land; coal of equivalent calorific
value from mines of unequal difficulty in working). Under
these conditions an increase in output can only be provided
atan increase in real cost (whether this be measured in labour-
time or in energy-units). Moreover, in the case of different
branches of production, increased output will involve different
rates of increase of cost—what we may call the cost-gradient
will be different. The production of some goods can be
indefinitely extended at constant cost. In their case there is
no doubt as to the right principle of valuation. Their value
is proportional to the average cost of production. But how
should a good be valued that is produced under increasing
costs? The natural answer is: At average cost. But this
fails to take into account that, if there are two kinds of
goods being produced at the same average cost, one with a
high cost-gradient, the other with a low (or zero) cost-
gradient, then an increase in the output of the former will
involve greater expenditure of labour-time (or energy) than
an increase in that of the latter. To be able to balance
against each other the effect on the total expenditure of
labour-time (or energy) of increased production of different
goods, given a certain rate of production already undertaken,
goods should be valued according to their marginal costs of
production, not their average costs. (These coincide in the
case of goods produced under conditions of constant cost.)
But this leads at once to the emergence of a form of surplus
value. In the case of goods produced from sub-marginal
sources of supply, the difference between their cost and
their value (i.e. between their actual cost and the cost of
production of similar goods at the margin) is a surplus value,
identical with Ricardian rent (whether or not it is appro-
priated by private owners of natural resources).
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Under market economy this surplus is naturally imputed
to the site; so that the superior field, mine, &c., is supposed to
‘earn’ a rent. If a site is capable of alternative uses, then the
rent which it can ‘earn’ in its different uses is an indication
of its relative superiority in these uses. Its owner then has
a pecuniary incentive to use it in the way in which it is
most productive.

If goods are valued according to the cost of the marginal
portion of supply, then, even under any of the arbitrary
systems of costing mentioned above (labour or energy), a
surplus would emerge which could be treated as rent. If,
however, goods were valued according to their average cost
of production (which is usually the method favoured by the
proponents of arbitrary systems of costing), then rent will be
absorbed into cost. The question whether or not rent should
be reckoned as a separate entity is thus seen to be identical
with the problem whether goods should be valued according
to marginal or average cost of production.

Two consequences flow from not including the rent of land
in the computation of cost. The first is that the measure
of cost is distorted. The second is that it is difficult to allot
parcels of land of different quality to their most appro-
priate use.

(a) As stated above, the true cost of increasing the supply
of a good will be under-cstimated if the good is produced
under conditions of increasing costs. ‘There will thus be
an over-investment of the community’s resources in the pro-
duction of such goods as compared with goods produced
under constant or diminishing costs.

(6) Under the second head it must be noted that the
charging of a rent for the use of land is the way by which, in
a market economy, land is forced into its most productive use.
It may be argued that a similar result could be achieved in
a planned economy by ascertaining the productivity of given
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parcels of land under given forms of cultivation and calculat-
ing, by means of the calculus of variations, which combination
of uses would give the maximum yield. In order, however,
to calculate the maximum yield it is necessary to express the
different products of land in terms of a common denominator,
i.e. in terms of their values. But unless the comparison was
made on the basis of their marginal and not of their average
returns, incorrect results would be obtained. Therefore,
since marginal returns must in any case be determined, the
use of rent as a device for ensuring the optimum use of scarce
natural resources seems to be justified. Furthermore, the use
of economic rent as a device for allocating land and natural
materials to their most productive uses fits in conveniently
with a decentralized economy in which a large measure of
autonomy is allowed to separate enterprises.’

(2) Time—interest. (a) Capital and interest. We must
next take into account the influence of time in production.
T'o obtain a given rate of physical output a certain quantity
of physical resources must be held in the form of intermediate
goods (machinery, buildings, stocks of raw materials, and
goods in process). These intermediate goods represent a
certain storing of resources in time, since the machinery,
materials, &c., now being used in the process of production
are the result of past processes of production. The average
length of time that clapses between the first steps taken in the
chain of production and the delivery of the finished product
may be called the period of production.? Most methods of
increasing the physical productivity of a given quantity of

! For the pricing of land under socialism see Cassel, Theory of Social
Economy, ch. vi1,§ 29, p. 289; also Henderson, Supply and Demand, ch. vi,
§ 5: for natural materials see Cassel, op. cit., ch. vii, § 30, pp. 293—4.

* An alternative expression for this quantity 1s the ratio of the com-
munity’s stock of means of production to 1ts flow of finished consumption
goods (see G. Cassel, On Quantitative Tlanking in Economics, p. 22).
Note that this expression implies the possibility of expressing both the
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resources (including land and human labour) involve the
utilization of these resources in ways which produce a greater
physical product but at a remoter period of time—in other
words, a lengthening of the period of production. For in-
stance, machinery increases the product of labour; but, in
order to make the machinery, labour must be diverted from
some other line of production to machinery-making. Now,
different uses of the ultimate factors of production may be
classified in the order of the remoteness of their ultimate
benefit (in other words, in order of the length of the period
of production in each particular use). If we assume that in
a rationally ordered scheme of production the uses of ultimatc
factors of production that yield immediate bencfit are prefer-
able to those whose benefit is deferred, we must devise some
quantitative method of estimating this preference. More-
over, we must be able to balance a greater yield at a more
distant date against a lesser yield available sooner.

An economic community, based on division of labour,
must divide its economic activities between provision for the
needs of the present and the maintenance and extension of
the equipment that makes possible provision for the needs of
the future. The proportion in which it so divides its resources
is the result of a balance between the ‘productiveness’ of
material equipment and the ‘prospectiveness’ of the members
of the community.

In an individualistic economic system the rate of interest
is the regulator of its capital-structure. Interest arises in
market economy as a payment made for the use of means of
production during time. In its simplest form it is a discount
on future values (or an agio on present values) so that the
value of a finished good tends always to exceed the sum of

stock and the flow 1n terms of a common unit, 1in other words, the possi-
bility of valuation. See also J. Marschak’s ‘Note on the Period of Pro-
duction’, Economic Journal, March 1934.
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the values of its constituent factors by an amount which is
proportionate to the time taken up in production. If interest
be reckoned on the value of all intermediate goods used in
production for the time during which they are locked up in
the productive process, this surplus is absorbed and value
tends to be equal to cost. In the idealized individualism of
the Austrian school the rate of interest is determined by the
interaction in the market of millions of individual time-
preferences, just as the prices of goods are determined by
the interaction of millions of individual marginal utilities. In
the real system of capitalism individual time-preferences are
overshadowed by the action of banks and by the strategic
reserve policy of company directors.

A socialist community that attempts to guide production
by the preferences of individuals expressed in the market
must make use of the device of a rate of interest, for two
reasons. One is for costing purposes, since otherwise there
will be relative over-production of goods whose manufacture
involves relatively more time-consuming methods than the
average. 'The second is as a rationing device, to allocate
between the various branches of production the resources
available for the satisfaction of future needs. Thus, the
marginal productivity of capital goods will establish, at any
given moment, a definite relation between the quantity of
resources so available and the rate of interest that just allo-
cates them without deficit or excess. But in the absence of
a free market for savers there is no means of deciding, on
individualistic principles, what quantity of resources should
be saved. This decision will have to be taken by the planning
authority on behalf of the community as a whole and will be,
from the liberal individualistic point of view, arbitrary. (See
Chapter IX, section 2 (2)).

To illustrate the problem of interest in a socialist com-
munity let us take the case of a railway that has to cross a
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piece of high ground. Either it may be built in the open with
two steep slopes, or it may be constructed with deep cuttings
and a tunnel. The first way involves greater cost in operation
than the second for the whole time that the line is open: the
second way involves a greater expenditure of labour and
materials at the time of construction. How can the authority
planning the railway balance the extra annual cost of opera-
tion against the additional once-and-for-all cost of construc-
tion? If the additional construction-cost is only five times
the extra annual operation-cost, it is almost certainly worth
while to build the tunnel. If it is a hundred times more, the
tunnel is almost certainly not worth while. Projected works
can be classified according to the number of ‘years’ purchase’
that they require. It is obvious that thc community should
undertake first those works in which a present outlay saves
a large annual cost before proceeding with those that effect a
less saving. Equilibrium is obtained by pushing the invest-
ment of resources up to the same number of years’ purchase
in all lines of production. 'T'he community must decide upon
a certain number of years’ purchase (in other words a rate of
interest) and apply it as a touchstone to distinguish between
feasible and unfeasible undertakings.’

Of course it would be possible to use the marginal pro-
ductivity of capital as a sieve for sorting out worth-while
projects (rationing function of interest) without actually
charging it into the price of goods (cost function of interest).
But, as already remarked, this would result in a relative over-
production of goods whose production involves a higher-
than-average ratio of capital to labour.

' G. Morreau (op. cit.), who docs not admit the propricty of including
interest 1n the cost-reckoning of a socialist economy, proposes to dis-
criminate between different uses of capital resources according to the
quantity of consumers’ surplus which they yield. This 1s an interesting
suggestion; but 1t 1s open to the objection that no one has yct shown

how to determine an objective measure of consumers’ surplus.
4527 M
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Unless interest is taken into account in the computing of
cost, it will appear equally preferable to produce either of
two commodities in each of which the same quantity of labour
and land is incorporated, although in the case of one of them
the expenditure may be spread over a hundred times the
period of time that it is in the other. The community will be
led to spend its resources on schemes that will only produce
consumable goods after centuries, while in the meantime it
will suffer penury.

To compute a rate of interest, each undertaking will have
to start with a certain capital, based on an inventory and
valuation of actual capital goods. Extensions of capital will
take the form of investments or loans made under the control
of the S.E.C. from a central fund. Each undertaking will
draw up several alternative plans of activity on the assumption
that interest is 6, s, 4, 3, &c., per cent., the schemes at the
lower rates being naturally more extensive than those at the
higher rates. On the basis of these schemes it will be able to
draw up a schedule of its demand for capital at different
rates. The S.E.C. can then construct an aggregate demand
schedule for capital to be employed in the whole of industry.
This will, in fact, be a schedule showing the marginal pro-
ductivity of different quantities of resources applied to
capital formation.!

Two procedures can now be followed, according as to
whether quantity of accumulation or interest-rate is to be
taken as the independent variable. (i) In the first case the
S.E.C. will fix the amount of capital that is to be raised ; then
the ruling rate of interest for the current accounting period

! The objection may be made that it is not legitimate to aggregate the
demand schedules of single enterprises into one social demand schedule,
on the grounds that each individual demand schedule 1s dependent on
the actual rate of interest. This 1s a valid objection theoretically, but it

could be got over practically by the process of successive approximation
(see footnote 2 to p. 83; also pp. 99—100, 102-3).
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will be determined by the schedule of marginal productivity
of capital. (ii) In the second case the S.E.C. will fix a certain
rate of interest; this will determine the corresponding quan-
tity of capital to be saved out of the total social income during
the year. In either case, the rate of interest, however arrived
at, will be used for all accounting purposes (interest on original
capital of enterprises and trusts, intcrest on short-period
balances, depreciation, insurance, hire-purchase contracts,
&c.). Capital will be supplied to undertakings in accordance
with their original demand schedules.’ 2

(i) If the amount to be saved is to be taken as the indepen-
dent variable, then the most appropriate formula would be
that of F. P. Ramsey? ‘the rate of saving multiplied by the
marginal utility of money should always be cqual to the
amount by which the total net enjoyment of utility falls short
of maximum possible rate of enjoyment’. It may be objected
that the practical application of this formula involves the
numerical determination of utilities. Nevertheless, this prob-
lem might not prove to be insoluble in a community where
individual incomes are approximately equal, given free choice
of consumption and the sale of consumption goods at a price
in the market. If it can be solved, cven approximately, a rate
of saving can be determined, and then from the aggregate
demand schedule of the socialized undertakings a correspond-

! In the foregoing 1t 1s not assumed that any capital 1s supphied by
voluntary individual saving It 1s all provided by a levy on the un-
distributed social product, in accordance with a decision of the S.E.C.
Individuals may save, 1n the sense of postponing consumption; but this
1s not envisaged as a source of capital

2 [f erther the demand for or the supply of capital 1s changing rapidly,
the error involved 1n aggregating demand schedules will be appreciable.
In this case it will be necessary to establish a provisional rate of interest,
then to allow the different organs of collective economy to re-contract
with each other on the basis of this provisional rate, and so to draw up
their final demand schedule for capital.

3 ¢A Mathematical Theory of Saving’, Economic Journal, Dec. 1928.
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ing rate of interest can be found. Changes in productivity and
demand will then be reflected in changes in the rate of interest.

(ii) If interest is to be taken as the independent variable,
what principles should be followed in deciding upon a rate of
interest? If Cassel’s argument in the Nature and Necessity of
Interest is valid, then the rate of interest depends on the
duration of human life. In an ideal individualist community
accumulation would proceed, and interest fall, until the num-
ber of years’ purchase of a perpetual income had risen to
something short of the average duration of the adult portion
of human life.! Here it is true that the socialist community
cannot determine the exact figure with the accuracy of indi-
vidual investors, balancing the attractiveness of perpetuities
against that of life annuities. Still, no extreme error in valua-
tion will be incurred if the S.E.C. accumulates until the rate
of interest falls to say 2 per cent. and then keeps the rate of
interest steady. The reason why 2 per cent.—5o0 years’ pur-
chase—is chosen is that it corresponds to the duration of
adult human life. On the assumption that a socialist com-
munity should be longer-sighted than the individual investor,
the rate of interest might ultimately be lowered to 1 per
cent.—corresponding to 100 years’ purchase (three genera-
tions) respectively. If the tempo of technical invention
increases or if public taste becomes more changeable, the
amount of new capital to be raised in a year will increase;
if invention or changes in taste fall off, the amount to be
raised will diminish.?

! See also Cassel’s Theory of Social Economy (Benn ed.), vol. i, pp.

41-5.

) l’ I?‘or the problem of interest in a socialist society see F. von Wieser,
Natural Value, bk. ii, ch. 6; bk. iii, ch. 3; also pp. 142, 163, 206; E. v.
Bohm-Bawerk, Positive Theory of Capital, bk. vi, ch. 10; G. Cassel,
Theory of Social Economy, ch. vi, § 26; H. D. Henderson, Supply and
Demand, pp. 14-16, 130; H. D. Dickinson, Institutional Revenue, Appen-

dix to ch. 1iv. For a different view see M. Dobb, Political Economy and
Capitalisin, ch. viii and Note to ch. viii.



SOME SPECIAL CATEGORIES OF COST 8s

The question is often discussed: Why should not the
socialist community accumulate capital until the rate of inter-
est fell to zero? In the writer’s opinion, this would be quite
impracticable. As the rate of interest fell, there would be a
rapid increase in the number of uses of capital that would,
under modern technical conditions, become worth while. At
zero interest, the demand for capital would absorb so high a
proportion of the social income that the real time-preference
of the members of the community would rise steeply. If, then,
the S.E.C. were to reflect their preferences correctly, it would
have to reduce the volume of collective saving and re-intro-
duce a rate of interest in order to ration the available capital.

(b) Long-term and short-term capital. The provision of
capital to industry falls under two heads, long-term capital
and short-term capital, corresponding roughly to the dis-
tinction between fixed capital and circulating capital.

(i) Long-term capital is represented by the buildings,
plant, machinery, and other durable physical equipment of
industry. Every undertaking will be capitalized at a value
corresponding to the cost of reproduction new of its fixed
capital, and will be required to pay interest at the current rate
on this capital to the organization next above itin the hierarchy
of collective enterprises. (This could be effected formally by
the issue of debentures, to be held by the controlling organiza-
tion. Increase of capital equipment would be accompanied
by an issue of new debentures, diminution of capital by a
cancellation or writing-down.) New fixed capital would
come out of the Social Fund' and would be issued by the
Investment Board on the basis of the schedules drawn up by
the various organs of collective economy.

The possibility of a loss of capital must be dealt with.
This may be due to a variety of causes, such as diminution in
the importance of the particular branch of the social economy,

I See sub-section (4) of this section; also Chapter 1V, section 5.
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rapid technical change, physical destruction, or sheer mis-
takes of judgement. If an industry or trade declines in impor-
tance, as brewing might if people became more abstemious,
the capital sunk in it must simply be written off. Tech-
nical change, if not too rapid, should be covered by allowances
made for obsolescence and risk; but violent changes in
technique (such as the supersession of existing means of
lighting by the invention of ‘cold light’) would necessitate
a drastic writing-off of capital assets. Similarly, physical
loss should be covered by insurance; but catastrophes such
as earthquakes, floods, conflagrations, and acts of war must
also entail writing-off. Finally, decisions of the planning
authorities (the S.IE.C. and of minor organs) may prove to
have been unwise, and their reversal will involve abandon-
ment of capital investments. In all these cases the fact should
be recognized that the community’s wealth has diminished
by the amount of the resources that have been sunk in enter-
prises that will yicld no return in the future. T'here should be
kept a capital account of all the community’s assets (including
non-industrial ones such as public buildings and institutions
devoted to communal consumption) and the total of this
should be kept as closely as possible in correspondence with
the actual facts.

An important problem in the theory of costs arises in
connexion with this matter of writing-off capital rendered
obsolete by technical change. In balancing the economic
advantages and disadvantages of a new process, to what
extent should the loss of capital sunk in the old process be
considered? Competitive private enterprise cannot afford to
do this. If a new process appears, every firm hastens to adopt
it (or one like it), since it realizes that if it does not its rivals
will and that it will in consequence be handicapped in the
competitive struggle. On the other hand, public bodies and
monopolistic private firms usually try to delay the adoption
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of innovations until the old capital equipment is at least
partly worn out. (Consider, e.g., the attitude of many munici-
palities owning gas and tramway undertakings towards electric
lighting and omnibuses.) Undoubtedly the competitive sys-
tem produces a high rate of technical progress, but is it
socially justified? The answer seems to be that it is, and that
a socialist economy should in this matter imitate competition.
‘In economics bygones are forever bygones.” Capital sunk in
a process represents social resources, the product of past
labour and sacrifice, locked up in an irrevocable form. Its
value to the community is not what it Aas cost but what it
will yield (its quasi-rent in Marshall’s terminology). If
society can produce the same result by other and better
means, the value of the old means is alrecady potentially lost.
New resources, not yet immobilized in means of production,
should flow into the most productive uses. The productivity
of these uses depends on the demand for their products as
compared with the sacrifice of current, fluid resources.
Present resources, not past resources, are what count. Thus
it seems that the value of sunk resources should be ignored
in deciding on the worth-whileness of new processes.

The case of labour, however, is different from that of non-
human resources. Here again bygones are bygones, and the
fact that certain workers have acquired specialized skills that
are to be rendered unnecessary by new methods should not
weigh in the balance when decisions are being taken about
the introduction of new methods. But the fact that the com-
munity owes these men the opportunity to fit themselves to
take part again in social production should weigh in the
balance. Hence the cost of re-training displaced workers (or
pensioning those too old to be re-trained) and other costs of
transfer, such as those of transport and rehousing, where the
transfer is geographical as well as occupational, should be
debited against new methods and processes.
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(ii) Short-term capital would be supplied by the socialized
banking systems. All organs of collective economy would
keep a current account with the Central Bank; they would be
debited with the value of all materials bought and wages paid,
and they would be credited with the value of all goods and
services sold. Since production is normally undertaken in
anticipation of demand, this would mean that every under-
taking would have a permanent floating overdraft at the bank
equivalent to the value of resources locked up in the process
of production. The undertaking would pay interest at the
current rate on this overdraft, thus taking the time-lag of
production into account in the system of socialist costing.

Institutions serving the division of communal consumption
(such as hospitals, schools, libraries, &c.) should follow
similar methods. They should keep capital accounts which
would be written up or down to correspond with the actual
value of their fixed assets. Their revenue and expenditure
would be checked by the bank in the same way, interest being
charged on the net balance (if negative) or paid on the net
balance (if income anticipated expenditure).

In the course of time the Central Bank and its agencies
would probably come to cxercise the function of a general
accounting, checking, and controlling organ, keeping track of
the progress of goods in process of manufacture through
their various stages, of the quantities of goods in stock at all
stages, &c. Any delay in the movement of goods along the
road to ultimate consumption would be reflected in a rise in
the demand of the various undertakings for short-term
credit.!

(c) Consumption capital. One way in which the fruits of
stored-up labour (‘waiting’) can be used is in the creation of

! For the role of the Gosbank of the U.S.S.R. in checking the execu-
tion of the Plan by the various organs of collective economy see L. E.
IHubbard, Soviet Money and Finance, chs. v and vi.
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durable articles of consumption, like dwelling-houses, swim-
ming-baths, grand pianos, motor-cars, household furniture,
wireless receivers, gas or electric stoves, vacuum cleaners,
washing machines, refrigerators, &c. Under capitalism the
use of these commodities tends to be restricted to those who
can afford to lock up resources in durable means of con-
sumption over a period of time, i.e. the rich. However, even
under capitalism, private enterprise has undertaken the
provision of dwelling-houses on hire (without which the
poorer consumers would not be able to find house-room),
and the provision of other durable goods on the basis of hire
or hire-purchase has begun to develop.

It is clear that, if a socialist community wishes to promote
the use of such amenities, it will, in the absence of large
individual incomes, be obliged to provide them in some way
other than outright purchase. In the case of swimming-
baths, sports grounds, hibraries, and many other amenities,
provision through the division of communal consumption
will be best. Where, as in the case of pianos, motor-cars,
wireless, &c., individual consumption is most convenient,
such consumption will have to be facilitated by appropriate
methods of hire or hire-purchase. It is probable that the
consumption of these goods could be extended and that
many other amenities, now almost exclusively the privilege
of the rich, could be brought within the means of the less
well-off by the development of hire services.

There is no reason why the consumption of durable goods
should not be facilitated by advances to consumers out of the
capital funds at the disposal of the community. In the case
of houses it is generally admitted that this is desirable. In
Britain and in most European countries, municipal and other
local authorities build houses and rent them to householders:
in Australia and New Zealand the state makes advances on
mortgage to individuals who wish to acquire a house or a

4527 N
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farm. There is no reason why this should not be extended to
durable consumption goods in general. As in the case of
houses, either the goods could be owned permanently by the
community and let out on hire to the consumer, or they could
be sold to the consumer on the instalment plan, the com-
munity advancing a proportion of the purchase money
against proper security.

The usual objections to instalment selling are absent or of
diminished weight in a planned economy, where the fluctua-
tions in individual income are less than in an unplanned
economy, and where the financial organs of the community
can keep a watchful eye on the aggregate amount of consumer
indebtedness and take care that no more than a reasonable
proportion of consumers’ future income is pledged for the
payment of instalments. On condition that the schemes of
payment provide for the extinction of the debt well within
the lifetime of the commodity bought, instalment selling
makes possible an increase of durable, as compared with
ephemeral, satisfactions in the average individual’s scheme
of consumption.

With regard to consumption loans, other than those
destined for the acquisition of durable goods, the propriety
of making public provision is more doubtful. A properly
organized system of social services and of publicly owned
insurance should eliminate all ordinary cases of sudden need
for a loan. Nevertheless, since cases might arise in which an
individual experienced a sudden need for disposal over a sum
of money, due to causes not covered by insurance or the
ordinary social services, some organization for making loans
on security should exist. If every adult citizen had a current
account with the State Bank, some development of the exist-
ing overdraft system would suffice; otherwise something in
the nature of a publicly managed pawnshop or mont-de-piété
would be required. Since private property in land and pro-
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duction goods would not exist, the only property available to
be pledged as security for a loan would be in the form of
durable consumption goods.

This would create a use for accumulated resources that
would compete with the use of the same resources in the
form of industrial and distributive capital. 'The demand for
the hire of durable consumption goods would have to be
added to the demand for capital in the form of production
goods, in order to arrive at the aggregate demand schedule
for capital, and hence to determine a rate of interest for the
socialist economy. This rate of interest would have to be
applied in reckoning the appropriate charge for the use of
goods under hire and hire-purchase agreements. [t would
also be applied to pure consumption loans. In this case,
however, interest would be only a small part of the charge
made by the public to the borrower; most of the charge
consisting of insurance against risk and costs of administra-
tion,

(d) Temporal variations in interest. Different rates of inter-
est may be appropriate for different points of time in the
future. If the recal income per head of the community is
going to rise appreciably within the next ten years, the com-
munity will be able to afford a more generous scale of pro-
vision for the future, and hence calculate with a lower rate of
interest, ten years hence than it can now. Thus, while it
would be in accordance with the present relation of needs and
resources to charge interest at, say, 4 per cent. on a capital
outlay made in the current year, it might be appropriate to
charge 3 per cent. on an outlay made five years hence and 2}
per cent. on one made ten years hence. In this way a com-
pound interest table by double entry might be drawn up, in
which the interest on £100 would depend not simply on the
number of years for which the investment ran, but also on
the particular year at which it started. In this case only the
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rate of interest for the current year could be determined on
the basis of actual bids from the organs of public cconomics.
The rates of interest for future years would have to be deter-
mined by more or less arbitrary deductions from (or in the
case of declining real income per head, additions to) the
current rate. These deductions or additions would not be
completely arbitrary, since (i) they would be based upon
fairly reliable estimates of the future course of production,
and (ii) they would be continually checked by a process of
trial and error. The greatest element of uncertainty in these
calculations would probably be the influence of technical
discovery and invention upon the future demand for capital
and hence upon the future marginal productivity of capital.’

(¢) Geographical variations. It is possible that the rate of
interest, however arrived at, would not be uniform throughout
all parts of a socialist commonwealth. If the latter included
regions at greatly different levels of economic development
(China and Central Europe, for example) a uniform rate of
interest would drain off all investible resources from the
more developed region to the less developed. This is, of
course, precisely that movement of resources which is neces-
sary to establish economic equilibrium and also that which
would maximize the social product; but too rapid a progress
in this direction might be undesirable. The S.E.C. would
have to divide the entire community into regions of approxi-
mately similar economic development and establish an appro-
priate rate of interest for each. It would plan a certain
transference of resources from the more to the less developed
regions, but less than that which would immediately equalize
the yield of capital. The exact magnitude of the transferences
that would be made yearly from the more to the less developed

! The problem discussed in this paragraph was raised by Mr. Maurice
Dobb in an article ‘Problems of a Socialist Economy’ (Economic Fournal,
Dec. 1933) and in his book Political Economy and Capitalism, ch. vui.
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regions and the number of years over which the process of
equalization should be spread could not be determined on
purely economic grounds. It would involve judgements of
a social character and would require to be considered as part
of the conscious planning of economic life (see Chapter IX,
section 4 (1)). The ultimate object would be the establish-
ment of a uniform rate of interest over the entire territory.

(3) Uncertainty—uncertainty-surcharge. Some of
the risks to which economic life is subject cancel each other
out if a sufficient number of cases are taken; by the statistical
rule of averages, they yield in the aggregate a precisely
calculable certainty. Such risks are those due to wind and
weather, to human carelessness or folly, and to the hazards
of fire and of the sea. These can be, and usually are, insured
against. A socialist community would have even greater
opportunities than an individualist one for the extension of
the principle of insurance. But certain risks are not destroyed
by aggregation: these are the uninsurable risks and constitute
true economic uncertainty.!

In a socialist community, it might be held, there should
be no question of economic risk: economic planning should
eliminate it. This is true of many kinds of risk. It is true of
risks due to the simultaneous action of a number of entre-
preneurs ignorant of each other’s decisions. But in any
economy where free choice is permitted to consumers and
to providers of services and where any progress in technical
knowledge occurs, an element of uncertainty is bound to
exist.

Economic uncertainty is of two main kinds. The first kind
is due to the ‘anarchy of production’ under capitalism. In
each part of the economy entrepreneurs are taking, without
mutual consultation and without exact knowledge, decisions
about output and prices which affect the decisions of other

I See F. H. Knight, Risk, Uncertainty, and Profit, chaps. ii and vu.
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entrepreneurs. Each one is ignorant of what the others are
doing, or, at the best, makes uncertain inferences from unre-
liable (and frequently deliberately misleading) indications.
It is no wonder that market requirements are now under-,
now over-estimated, that production is subject to violent
fluctuations, and that a great deal of uncertainty reigns
throughout all fields of enterprise. Where entrepreneurs
are engaged in complementary processes, things are bad
enough; but when they are actively compcting the anarchy
of production becomes a real chaos. One has only to think of
the retail distribution of coal or milk, the anarchy in the streets
during the period of ‘pirate’ competition with the L.G.O.C,,
the chaos of the coal industry and of the Lancashire cotton
industry. This kind of uncertainty would be abolished by
social ownership and planned production.

The second kind of cconomic uncertainty, however, is that
which is inherent in all production in anticipation of demand,
such as characterizes a highly developed economic system.
Production in anticipation of demand involves uncertainty
for two reasons: first, the possibility of changes in the
methods of production; second, the possibility of changes in
the wants that production is undertaken to satisfy. The first
involves the risk that new ways of satisfying old needs may
diminish or destroy the usefulness of resources that have been
invested in the old ways (e.g. the improvement of road trans-
port diminishes the usefulness of railways). The second
involves the risk that new needs or changes in the relative
order of urgency of old needs may call for a diversion of
resources to new uses that leaves some resources under-
utilized (e.g. the growth of the cinema leaves theatres half
empty: a change-over in consumption from beer to chocolates
will diminish the usefulness of brewery equipment). Un-
certainty of this kind would still exist even in a socialist
economy.
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Since the degree of uncertainty will vary as between one
branch of production and another, any economic choice
(whether of the individual consumer or of an organ of collec-
tive economy) will be a choice between economic alternatives
involving uncertainties of different degrees. A rational calcu-
lus of economic costs must reflect this fact. This means that
to the elements of cost already described—wages, rent, and
interest—an additional charge must be made, adjusted accord-
ing to the degree of economic uncertainty involved in the
particular branch of production.

To this proposal it may be objected that the greater part
of economic uncertainty can be avoided by proper planning
and that the residue should be shouldered by the socialist
administration as part of the inevitable overhead of social
economy. But the fact that a certain amount of uncertainty
is inevitable is no reason why it should be borne by the com-
munity without charge. If a consumer desires a particular
commodity whose production involves uncertainty, whether
due to technical change or to the fickleness of demand, there
is no reason why he should not have it, but he should be made
to contribute to the social costs incurred as the result of
uncertainty.

As has been already stated, unavoidable economic uncer-
tainty is due to two causes: (@) technical change in methods
of production; (b) fickleness of consumers’ demand.

(a) Uncertainty due to changes in methods of production
could be charged for by an addition to the rate of depreciation
of machinery and plant over and above the rate calculated on
the basis of physical durability and of the current rate of
interest. In other words, not physical but technological
obsolescence will be allowed for. This is in accordance with
present-day capitalist practice, especially in industries where
technical progress is very rapid and where depreciation rates
of as much as 50 per cent. are met with (in other words a
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process is not considered worth employing unless its net
proceeds are sufficient to repay its capital cost within two
years). In fact, it would not be too much to say that deprecia-
tion has ceased to have any connexion with the physical life
of fixed plant and has become (where it is not merely a device
for cooking balance-sheets) an element in cost corresponding
to what has been here called ‘uncertainty-surcharge’.

(6) Uncertainty due to changeableness of demand is likely to
arise chiefly in the provision of goods and services where the
incalculable and frivolous element of consumers’ preference
is most marked, such as in the supply of clothing (men’s and
women’s), amusements, sports, games, toys, and novelties
generally. The most efficient statistical service in the world
will not make it possible to predict, without a large margin of
uncertainty, whether spots will be more popular than stripes
next season, how a new film or musical play will go, what will
be the reception of a novel, a gramophone record, or a me-
chanical ‘Mickey Mouse’. In the minds of many people who
think that planning can eliminate uncertainty lurks the idea
that uncertainty may be abolished by abolishing consumers’
freedom of choice. But this is like cutting off one’s feet in
order to keep one’s socks from wearing out. The economic
organization of a socialist society should exist to satisfy
human needs: variety and choice are human needs no less
than so many calories of food and so many squarc metres of
floor-space. Therefore a socialist society should aim at pro-
viding a variety of gratifications and at permitting the ultimate
consumer to choose freely between alternatives. (This does
not mean to say that the economic organs of a socialist com-
munity should deliberately foster caprice. It could give the
general public opportunity to make experiments in the art of
consumption without reproducing the capitalist world’s
elaborately organized futility of luxury and fashion industries.
It need not have an exclusive clique of dress designers con-
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spiring to reshape women’s waists, shoulders, and bosoms
every six months in order to make all the clothes sold last
season unwearable; nor need it work up through press and
cinema a sudden and hectic enthusism for a craze like mah-
jong or yo-yo, in order to sell the necessary equipment at ten
times its cost price.)

On the other hand, variety and freedom of choice involves
the risk that goods may be unsold or saleable only below cost;
this is a waste, and waste must be paid for. Itis only fair that
the social cost of this waste should be borne by those persons
on whose behalf it is incurred, that is, by the consumers of
categories of goods whose demand is liable to more than
average fluctuation. This could be effected by a surcharge
depending on the degree of uncertainty involved in the
provision of goods or service. Unless uncertainty is taken
into account in social costing there will be a tendency to
devote too many resources to branches of production
where there is only a small chance that the product will
be wanted.

Goods would be divided into categories according to the
fluctuation of demand, ranging from staple foodstuffs and
standardized machine-parts, upon which no uncertainty-
surcharge would be made, up to those articles of luxury for
which the demand was particularly capricious, upon which
the heaviest surcharge would be laid.

The calculation of a surcharge for uncertainty is, in general,
a more difficult task than the determination of a rate of
interest, since it has to be done for each line of production
separately. In the individualist community it is largely a
matter of guesswork, that is to say unconscious judgement,
based on old-standing habit and a mass of assimilated experi-
ence. The socialist community would for a time make use in
the same way of the ‘hunch’ or ‘flair’ of the trained manager of
industry, but it might in time evolve a statistical treatment

4527 0
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of uncertainty based on the frequency distribution of sales
and of price changes.

(4) The Social Fund. It should be obvious that these
categories of rent, interest and uncertainty-surcharge, &c.,
are merely accounting prices: they are not paid to any actual
landowner, capitalist, or risk-bearing entrepreneur, they form
no part of any individual’s income. The social product is
composed of elements that can be distinguished analytically
as the return to labour, land, waiting, and uncertainty-
bearing; but as regards distribution, it forms a single un-
divided fund out of which individual shares may be carved
out on any desired principle. The economic return to labour
may be paid to the individual labourer: this is a point that we
shall take up later (Chapter IV, sections 2 (5) and 3 (1)). Itis
definitely against the fundamental principle of the socialist
commonwealth to pay rent or interest to any individual land-
owner or capitalist: there will be none to receive such an
income. Society as a whole will own and manage the means
of production, produced and unproduced, and as a whole
will appropriate the product. Rent, interest, uncertainty-
surcharges, and any surplus of the nature of profit will be
paid into a fund, which we may call the Social Fund, into
which also will go any part of the product of labour that is
not paid to the individual worker as wages. We shall consider
later (Chapter IV, section 5) the purposes for which payments
will be made out of the Social Fund.

4. PrRICING oF PropucTiON G0ODs—COSTING

(1) Elements of costing system. On the basis of the
orders sent back by selling agencies the manufacturing organi-
zations will be able to draw up demand schedules for their
products. In the case of composite demand they will aggre-
gate a number of different demand schedules.! In the case

¥ See note on p. 82.
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of joint supply they will have a separate demand schedule
for each product. If the proportion in which the joint pro-
ducts are obtained is invariable these can be simply aggre-
gated to obtain a demand schedule for the total output. If
the proportions are variable, a problem is presented which
is mathematically soluble, given enough observations; this
is to determine for each rate of output the proportions of the
joint products for which the total receipts would be a
maximum.

Each productive organization will be able to offer a price
for the goods that it uses in the process of manufacture. In
general, these goods will be in joint demand; therefore their
prices will not be independent. Most of them, also, are in
composite demand. 'The problem of valuation is complicated
but not impossible. Thus demand schedules can be estab-
lished for goods of higher order and, finally, for the ultimate
factors of production (parcels of land of known area and
quality, definite quantities of minerals and other natural re-
sources, and certain numbers of workers registered as willing
to do certain jobs—we need not at present discuss the
method of their recruitment or assume any connexion be-
tween work and pay).

The quantities of these ultimate factors are known. We
will assume provisionally that they are fixed. Then for each
factor the S.E.C. will fix a price, which, according to the
demand schedule, will just ensure its full employment. Let
the costs of production be calculated on the basis of these
figures. Then the productive organizations will slow down
or stop the production of those goods whose demand price
is below the cost price and will expand the production of
those goods whose demand price is above cost. Moreover,
the various productive agencies will find it possible, on the
basis of possible alternatives in methods of production, to sub-
stitute one factor for another, thus modifying their demand
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for such factors. Ultimately, by a process of successive
approximation, a true economic price for each factor will be
established, which can then be used for costing purposes
wherever the factor is used. In this way the costs are imputed
from the demand for the marginal product and then deputed
back to all other products. Also, at the same time and by the
same process, factors of production will be so allocated to
different uses as to bring in equal returns at the margin of
employment.

So far we have not considered the supply of factors of
production; or, rather, we have assumed its fixity. In the
case of natural resources the supply is fixed, or at least inde-
pendent of market changes. (The available quantities of
land or minerals may be altered by scientific discovery or
exploration, but are not directly responsive to changing in-
tensities of demand.) The supply schedules of different kinds
of labour depend on the policy of the community with regard
to distribution.

Three policies with regard to distribution are possible:

(i) The payments made to the individual labourer may be
based on some principle entirely independent of the eco-
nomic value of the labourer’s services. In this case the supply
of each kind of labour is independent of the demand for its
products: it is just the number of people that choose, or are
ordered, to engage in that kind of work. The price of labour
is in this case simply an accounting price that has no neces-
sary relation to the actual income of the labourer, but it is
the price which is relevant to the calculation of labour-cost.
Each worker would be rated at a certain price, and this price
would be used in calculating costs of alternative processes,
in considering a transfer of the worker from one job to
another, &c.; but it would not be his ‘wages’ in the sense
that he would receive it as his personal income.

(ii) As an intermediate case, the payments made for labour
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may depend on its value without coinciding with its value.
There will then be a distinction between the money paid to
the worker and the accounting price of labour, but there will
be some relation between the value of labour and the number
of workers offering themselves. (See Chapter IV, sections
2 (5) and 3 (1).)

(iii) The community may decide to distribute part of its
income as wages for work done. In this case, cach worker
may be paid as wages the economic value of his services, as
determined above, and the number of workers seeking work
in each kind of occupation will then be a function of the
price offered. In this case, supply schedules can be drawn
up for each kind of labour. Mrs. Wootton has pointed out
(Lament for Economics, pp. 229—32) that the problem of
costing will be very much easier if the worker is paid in
wages the economic value of his services than if the labour
market is an ‘imaginary’ one as well as the capital market.
In particular, the task of weighing against each other the
different methods of production involving different combina-
tions of labour and capital will be greatly facilitated. More-
over, such a procedure will be simple. Only one set of ac-
counting prices will be necessary instead of two: wages and
value of labour will coincide.

Whichever policy with regard to distribution be adopted,
there will emerge a price for each of the ultimate produc-
tion goods. These are land and natural products, and the
different kinds of concrete labour. Two more things are
necessary to a complete costing system. These are an allow-
ance for time spent in production (interest or discount) and
an allowance for uncertainty in the form of a surcharge above
the normal rate of interest or depreciation. The principles to
be followed in the determination of a rate of interest and
of uncertainty-surcharges have already been discussed (sec-
tion 3, sub-sections (2) and (3) of this chapter).
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Prices of factors of production having been determined, a
rate of interest and uncertainty-surcharges having been fixed,
the S.E.C. would have all the necessary data for establishing
a general system of costing and control throughout the pro-
ductive machine. It would be possible to balance the relative
advantages of competing methods of production and to com-
pare the worthwhileness of spending resources on alternative
lines of production. The principle of substitution would
have full application.

In this way, however arbitrary the prices at first assumed,
a set of prices can ultimately be established in consonance
with the principles of scarcity and substitution. If factors of
production are priced too high, some of them will be unem-
ployed. If too low, the demand for their use will exceed
their supply. Thus, by adjusting prices of ultimate factors
until all are just fully used, the first stage of equilibrium will
be achieved. Then those factors whose price has fallen will
be substituted for those whose price has risen. Thus a
further series of adjustments will take place. This is the
second stage. Then, by applying the principle of cost to
finished and intermediate goods, it will be seen that some
are priced above cost and others below cost. As the prices of
the ones are reduced and those of the others raised, factors
of production will be absorbed into the making of the former
goods and extruded from the making of the latter. This will
entail a further series of adjustments, making the third stage.
This completes the process, if the supply of ultimate factors
of production is taken as fixed. Where the supply of the
ultimate factors is variable, this can be taken into account in
a fourth stage, and further substitutions effected. (These
stages are logical, not temporal. In practice all four types of
adjustment would be carried on simultaneously.) Thus ulti-
mately an equilibrium will be arrived at in which full force
will be allowed to consumers’ preferences (as reflected in the
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prices of finished goods), technical conditions of production,
and producers’ preferences (as reflected in the supply of
labour at different rates of pay). It would be possible to
establish such a system, even starting from a condition of
economic chaos (such as might result from a war or from a
violent revolution) in which all rational accounting had been
abandoned. Moreover, if there is any such thing as a position
of economic equilibrium inherent in the original situation,
the adjustments, after the first, will be in a series of descend-
ing magnitude. The first will be the most disturbing and
difficult, and afterwards the process will become progres-
sively easier and converge to a definite end position. There-
after small adjustments will be sufficient to keep the system
in equilibrium, except in the case of major technical innova-
tions or of big changes in consumers’ taste. (See Chapter
IX, section 4 (1) and (4).)

In view of the possibility of gains and losses due to unfore-
seen changes in demand, it would be best to price goods at
a small margin above cost and to apply the surplus to an
equalization fund for each undertaking. All surpluses over a
certain percentage of annual turnover should revert in some
way to the community as a whole. Perhaps it would be con-
venient to divide it up, part going to the organization next
above in the hierarchy (thus ultimately into the Social Fund),
part being used by the undertaking for small additions to
plant that would not need borrowing from the general capital
fund, part perhaps being divided among employees in the
form of a bonus, and part perhaps being divided among con-
sumers as in the consumers’ co-operative movement. (See
Chapter IV, section 3.)

It can be shown that it is mathematically possible to deter-
mine, from data that are practically obtainable, the quanti-
ties and prices of a number of consumption goods and of the
factors of production that combine to make them. It seems,
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therefore, that the whole process of price-determination
could be resolved into a set of simultaneous equations,
or, since only small deviations from an already estab-
lished equilibrium need be considered, into a problem in the
calculus of variations. Given, at each end of the chain of
production, a free market for finished goods and for produc-
tive services, the prices and quantities that would exist if the
intermediate goods were sold in a market, could, theoreti-
cally, be determined.!

The suggestion has therefore been made by the present
writer? that, once the economic system of socialism has been
set going, it would be unnecessary to create in this way
within the framework of the socialist community a sort of
working model of capitalist production, but that it would
be possible to deal with the problems mathematically, on
the basis of the full statistical information that would be at
the disposal of the S.E.C. It is, however, unlikely that the
method of trial and error would be replaced entirely by
centralized price determination, based on the solution of
thousands of simultaneous equations. The reason is not so
much the difficulty and delay of solving the equations: at a
cost of much less than what is wasted under capitalism in
salesmanship, advertising, secret commissions, and other
‘frictions’, the S.E.C. could set up a machine capable of
solving two or three thousand simultaneous equations. The
reason is that the data themselves, which would have to be
fed into the equation-machine, are continually changing.
The conditions of demand and supply and the technical con-
ditions of production are not static. They cannot be ex-

! Cf. Marshall, Principles of Economics, Mathematical Appendix, Note
XXI; G. Cassel, Theory of Social Economy, ch. iv, § 16; E. Barone, ‘The
Ministry of Production in the Collectivist State’ (published in Collects-
vist Economic Planning, ed. by F. A. von Hayek).

* H. D. Dickinson, ‘Price Formation in a Socialist Community’,
Economic Journal, June 1933.
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pressed in terms of fixed coefficients that can be determined
once and for all; they can only be described by dynamic
parameters subject to perpetual alteration. To determine
these parameters requires continuous observation of the
primary data of the market. The economic organs of the
community will be engaged all the time in gathering these
data and in reporting them to the statistical organs of the
S.E.C. Since this is so it would be easier to give them at the
same time the task of making the necessary adjustment of
prices and quantities. The statistical determination of de-
mand schedules would then take its proper place as an aid
to, and not as a substitute for, the pedestrian method of trial
and error. Even so, the statistical scrvice of a socialist com-
munity might very well undertake the task of establishing
the numerical values of the constants in the Walrasian equa-
tions of equilibrium.

(2) Average cost or marginal cost? One point that
must be considered is whether, in those cases where cost
varies with output, average cost or marginal cost should be
the basis of price-determination.! Where goods are pro-
duced under conditions of increasing costs, average cost is
too low, and marginal cost seems to be indicated.? Where
diminishing cost is the rule, marginal cost gives a price that
does not enable all the costs of production to be covered.
Professor Pigou suggests that the social interest would be
best served by pricing all commodities according to their
marginal cost, subsidizing the production of diminishing-
cost goods out of taxes on increasing-cost goods.

Variation of cost with output is of two kinds, long-period
and short-period variation. The long period is defined as the

! For a discussion of this point see Pigou, Economics of Welfare, Part
I1, ch. xi, and Appendix III; and Robinson, Economics of Imperfect
Competition, chs. ii, 1ii, vii, ix, x, and xi.

2 See section 3 (1) of this chapter.
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period during which the organization and technical equip-
ment of industry can be adapted to the scale of output
chosen; the short period as the period during which varia-
tions of output take place with organization and equipment
unchanged.

(i) In the long period, variation of cost with scale of out-
put is due to two causes: (a) changes in the supply price of
factors of production, (b) changes in the efficiency of indus-
trial organization, with changes in the volume of production.
Broadly speaking, the price of a factor tends to rise the more
of it is used, thus changes under (a) always involve rising cost
with increasing output; while changes under (b) are of the
type of economies of large-scale production, and thus involve
falling cost with increasing output. Hence increasing costs
and diminishing costs are not exactly converse phenomena.

In case (a) above, the argument of section 3 (1) of this chap-
ter applies, and justifies the equating of price to marginal cost.
Since, in this case, marginal cost is above average cost, there
arises a surplus of price above cost, in other words, rent.
Thus, if price be based on marginal cost, rents are imputed
to all factors of production whose supply is not perfectly
elastic.?

In case (b) above, costs fall slowly as output increases.
Thus marginal cost i1s somewhat above average cost. The
policy of equating price to marginal cost will therefore lead
to accounting losses (negative rents). Since these losses de-
pend on permanent long-period circumstances, they will have
to be covered by permanent subsidies. Thus the marginal-
cost price policy entails the payment of subsidies to all pro-
ductive organs enjoying economies of large-scale production.

! The difference between internal and external economies vanishes in
a planned economy.

2 If these rents are included in cost, average cost including rent
becomes equal to marginal cost excluding rent.
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Against these subsidies can be set the rents imputed to scarce
factors in industries of type (a); but there is no reason to
suppose that the aggregate sum of subsidies and of rents
respectively would just balance.

(ii) In the short period, variation of cost with output is due
to the fact that equipment and organization are properly ad-
justed to the scale of production only at one point (normal
capacity). For outputs above this point, cost rises steeply
and marginal cost is much greater than average cost. For
outputs below this point, cost falls fairly steeply and marginal
cost is considerably less than average cost. The principle of
pricing goods at short-period marginal cost would mean that
plants operating below their normal capacity would sell their
products at prices well below average cost and would require
substantial subsidies;' while plants operating above their
normal capacity would sell their products at sharply en-
hanced prices and would make substantial accounting profits.
In the one case, low prices, by stimulating demand, would
raise output towards capacity; in the other case, high prices
would choke off demand to a point compatible with short-
period technical capacity.?

Under private enterprise, competition, if allowed to operate
freely, tends to approximate price to marginal cost in the case
of increasing-cost goods and to average cost in the case of
diminishing-cost goods—in other words, to whichever species
of cost is the higher. Thus only positive rents emerge.

If the S.E.C. decided to base its costing system on marginal
rather than on average cost for all types of products (diminish-
ing-cost goods as well as increasing-cost goods), the problem

' This is particularly likely to be the case where the minimum techni-
cally efficient plant in large, as in heavy industry and in most public
utilities (e.g. railway transport, electricity generation, and postal services)

2 See E. F. M. Durbin, ‘Economic Calculus in a Planned Economy’

Economic Journal, December 1936, and A. P. Lerner, ‘Statics and Dyna-
mucs in Socialist Economics’, Economic Journal, June 1937.
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would arise that, in the case of goods produced under diminish-
ing costs, aggregate receipts would fall short of aggregate costs
(in other words, negative rents would arise) and all goods
of this kind would need a subsidy. This situation might be
met by the establishment of a Marginal Cost Equalization
Fund, into which would be paid all positive rents arising
from increasing-cost goods and out of which would be paid
subsidies to maintain the production of diminishing-cost
goods. It must not be assumed that the two sets of payments,
incoming and outgoing, would balance. Under modern
technical conditions, diminishing costs are far commoner
than increasing costs. Therefore, the Marginal Cost Equali-
zation Fund would be permanently in debit and its net
outgoings would have to be met out of the Social Fund (see
Chapter IV, section 5).

(3) Divergence between social costs and individual
costs. Socialist costing could do what individualist costing
cannot do—eliminate or greatly reduce the divergence be-
tween marginal social net product and marginal individual
net product.! Ignorance of economic opportunities would
be eliminated by the publicity of a planned economic system.
Cost of movement of resources would be considerably re-
duced and many movements of resources could be made
unnecessary by knowledge and foresight. In the calculation
of costs allowance could be made for the items that are not
included in capitalist costing and that bring about the diver-
gence between the socially most desirable output and that
which is most profitable to the individual firm. Thus the
incidental benefits or disbenefits that an industry or under-
taking renders to others or to the general amenities of the
community could be taken into account in the form of deduc-
tions from or additions to the cost of production. Examples
of divergence between social and individual cost are: inade-

! See Pigou, Economics of Welfare (3rd ed.), Part II, ch. i-x.
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quate development or wasteful use of land and durable instru-
ments of production in the hands of lessees; unemploy-
ment caused by sudden changes in industrial methods or
equipment; pollution of the air by smoke or chemical
fumes; the addition to social costs, in the form of hospitals
and police, due to high-speed motoring or to the consump-
tion of intoxicating liquors. In these cases, social costs are
incurred that are not fully charged to the consumer. In other
cases, social benefits are conferred that are not fully com-
pensated by a pecuniary return. Examples are: afforestation,
soil-conserving methods of agriculture, the laying out of
parks and open spaces, the making of roads and other
transport facilities, and practically all expenditure on educa-
tion and research. Furthermore, the wasting of resources
that occurs under free competition, due to ignorance, dupli-
cation, and overlapping of effort, and lack of standardization,
could be eliminated, without the reduction of output and
consequent mal-distribution of resources that is the almost
inevitable concomitant of capitalist monopoly.

5. EcoNnomic CALCULATION UNDER SOCIALISM

We must now deal explicitly with Ludwig von Mises’s
chief objection to socialism (and indeed to any form of
planned economy). Mises holds that economic calculation
is impossible under socialism, since ‘where there is no market
there is no price system, and where there is no price system
there can be no economic calculation’.! Elsewhere in the
same book he expresses the same proposition in other words:

‘Once society abandons free pricing of production goods
rational production becomes impossible. Every step that leads
away from private ownership of the means of production and
the use of money is a step away from rational economic activity.
. . . Without calculation, economic activity is impossible. Since

! L. von Mises, Soctalism, p. 131.
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under Socialism economic calculation is impossible, under Social-
ism there can be no economic activity in our sense of the word.
... It would no longer be possible to speak of rational production.
In the absence of criteria of rationality, production could not be
consciously economical.’!

Again, referring to proposals (such as those of the present
work) to solve the problem of economic calculation under
socialism by the creation of an artificial market for means of
production, he states that

‘it is not possible to divorce the market and its functions in regard
to the formation of prices from the working of a society which is
based on private property in the means of production and in
which, subject to the rules of such a society, the landlords, capital-
ists and entrepreneurs can dispose of their property as they think
fit. For the motive force of the whole process which gives rise to
market prices for the factors of production is the ceaseless search
on the part of the capitalists and the entrepreneurs to maximize
their profits by serving the consumers’ wishes. . . . It is only the
prospect of profit which directs production into those channels
in which the demands of the consumer are best satisfied at least
cost. If the prospect of profit disappears the mechanism of the
market loses its mainspring, for it is only this prospect which
sets it in motion and maintains it in operation. The market is
thus the focal point of the capitalist order of society; it is the
essence of Capitalism. Only under Capitalism, therefore, is it
possible; it cannot be “artificially” imitated under Socialism.’?

As will be seen from the quotations given, Mises takes up
a number of slightly varying positions. One moment it is
pricing in general that is impossible under socialism.
Another moment he admits the possibility of pricing con-
sumption goods, but considers it impossible, in the absence
of independent, privately owned enterprises, to extend the
process to production goods. According to this view (which

! Ibid. p. 119. ? Ibid., pp. 137-8.
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is the one which he most consistently upholds) it is in the
pricing of production goods (which involves among other
things the problem of costing) that difficulty is alleged to
occur. In Austrian terminology, the real problem of socialist
economics is not so much that of pricing as that of imputa-
tion. At other times it is the absence of the profit-motive
that is the main point of the charge against socialism. This
argument merges with that based on the impossibility of true
entrepreneurship under socialism, which will be dealt with
later (Chapter IX, section 3).

Mises’s argument appears to involve a somewhat obvious
non-sequitur. It identifies the price system with the market,
and the market with the existence of separate enterprises and
of private ownership of production goods. This involves a
confusion of the essential nature of price with its historically
and institutionally qualified manifestation. Mises’s assertions
can be resolved into the following propositions:

(1) Rational economic activity requires the pricing of all

goods, production goods as well as consumption goods.

(2) Pricing requires the existence of a market.

(3) A market requires the existence of independent owners

of the goods exchanged.

Accepting, for the sake of argument, the first proposition,
we must first inquire what is involved in the notion of a
price, or rather what is the minimum of conditions which a
price must fulfil in order to satisfy the conditions for rational
economic activity. On reflection it would appear that the
conditions to be fulfilled are: (a) that with a definite physical
quantity of every specific category of goods is associated a
numerical equivalent or coefficient, whose magnitude is a
function of the scarcity of unit quantity of the good relative
to the wants whose satisfaction is dependent on it; (b) that
these coefficients may be used as a measure of the economic
equivalence of goods of different kinds, as in the comparison
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of qualitatively different collections of goods, the substitution
of one means of production for another, or the computa-
tion of costs; (c) that the system of numerical coefficients is
coherent and self-consistent. Now these conditions are ful-
filled by any ‘coefficients’ attached to goods and adjusted (if
necessary by trial and error), subject to the following rules:
(i) at every stage of production output is to be extended up to
the point at which the prices of the goods produced are equal
to the sum of the ‘coefficients’ of the constituent elements;
(ii) those methods of production and those combinations of
constituent elements are to be preferred which make a mini-
mum the sum of the ‘coefficients’ of the constituent elements;
(iii) available supplies of ultimate production goods (goods
of highest order) are to be just exhausted by the demand for
them at the current ‘coefficients’. If these rules are followed
by the planning authorities, the ‘coefficients’ will be prices
fulfilling the conditions enumerated above. Regarded from
this point of view, the association of price with private owner-
ship, free enterprise and the free market is an historical acci-
dent, not a logical necessity.

Let us assume that the organs of a socialistic economy
adopt any arbitrary set of coefficients attached to specific
categories of goods and operate with them according to the
principles of price-reckoning under fully competitive capi-
talism: i.e. computing costs, substituting in order to mini-
mize cost, and extending production until selling price falls
to cost. Then, if in any particular case the right price had
been hit upon by accident, the available quantities of the good
would be just exhausted without leaving unused stocks or
unsatisfied demands. Otherwise, stocks of some goods would
be exhausted before all demands at that price had been met,
and stocks of other goods would be left unused upon the
hands of the productive organs. In the former case the price
would have to be raised and in the latter case lowered. The
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price of any factor of production would be too high, just
right, or too low, according as the available supplies were
incompletely utilized, just drawn into employment, or insuf-
ficient for current demand. Consequential readjustments
would then have to be made throughout the productive
system, a fresh revision of prices would then be necessary,
and so on. Thus by a process of repeated approximation a
set of prices would emerge which would correspond to the
real scarcities of the different goods and permit a rational
calculation of costs and substitution-equivalents.

Even if these arbitrary coefficients adopted as a starting-
point of a system of collectivistic pricing were absolutely
arbitrary (e.g. numbers taken out of a table of logarithms
and applied at random to the items in a mail-order catalogue),
it is claimed that by a process of trial and error a consistent
and rational set of prices would finally emerge. But they
would probably be chosen so as to correspond in some degree
to the actual scarcities of the goods that they were attached
to; that is to say, they would not be absolutely arbitrary, but
they would not be quite rational. Examples of such semi-
arbitrary prices would be labour-values, prices taken over
from a previous capitalist era, prices current in capitalist
exchange in a neighbouring country, &c.

The system of prices for production goods so obtained
would dovetail with the market for consumption goods at the
one end and the market for productive personal services at
the other. The prices at which consumption goods were
offered for sale would be based on the prices of the goods
entering into their production (costs of production), and
would thus relate individual demand to the scarcity of the
resources available for satisfying it. The remuneration
offered for personal services would be the prices of these
services, and thus the individual worker’s preference in the
choice of occupation would be related to the intensity of the

4527 Q
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consumers’ need for his services. Thus the acceptance of
the first of Mises’s propositions (that a price system is neces-
sary for rational economic activity) does not necessarily imply
the acceptance of the other two (that pricing requires a mar-
ket and that a market requires independent ownership). In
fact, exchange of a kind, viz., the establishment of ratios of
equivalence between goods, can exist independently of the
market; and a market of a kind can exist independently of
private ownership.!

As to the essential nature of price, Cassel, who in his
Theory of Social Economy treats price as the measure of
scarcity,? shows a deeper insight than the writers of the
Austrian school. The function of price, according to him,
is to choke off demand down to the point at which the avail-
able quantity of the good is just, and only just, allocated
among demanders. If price is too high, some of the available
supply will be left over; if price is too low, there will not be
enough to go round. We thus have a criterion for the correct-
ness of any given price. Once the price of any one good 4 is
established, it becomes a point of departure in the determina-
tion of all the prices of other goods. If A4 is used for the pro-
duction of other goods, its price becomes an element in their
cost. If A is produced by means of other goods, its price
becomes one of the elements determining the demand for
them. If A4 is complementary to or competitive with other
goods the same is true, with the addition that substitution
becomes possible between 4 and its co-goods, and the extent
of this substitution is determined by the prices of the goods,
established on the basis of scarcity.

For historical and institutional reasons, we associate price

! See also A. P. Lerner, ‘Economic Theory and Socialist Economy’,
Review of Economic Studies, October 1934; and E. F. M. Durbin, ‘Eco-
nomic Calculus in a Planned Economy’, Economic Journal, December
1936.

* G. Cassel, Theory of Social Economy, ch. i1i (especially § 12).
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with individual enterprise and exchange on the market, but
the essential character and function of price exists wherever
a definite numerical relation is established between unit
quantities of different kinds of goods and where the numerical
coefficient attached to any given good is functionally related
to its degree of scarcity. It is thus independent of any par-
ticular organization of the market. Mises has confused the
essence of the pricing process (the application of the scarcity
principle) with the particular form under which it is mani-
fested in the capitalist economy (the market and private
ownership of production goods).

6. PRICE As A MEANs oF EQuaTING DissiMILAR GOODS

Physically similar goods can be added together to give a
total. Three tons of coal and six tons of coal are nine tons
of coal. Two chairs plus three chairs of the same design are
five chairs. So a figure can be given which represents the
physical volume of production and by means of which differ-
ent productivities can be compared. A mine that turns out
5,000,000 tons of coal per annum is more productive than
one which turns out 4,000,000. But as soon as we attempt
to add together dissimilar things trouble starts. What is the
sum of two tables and three chairs? Isan output of 3,000,000
tons of coal- 1,000,000 tons of iron ore greater or less than
one of 2,500,000 tons of coal+-1,500,000 tons of iron ore?
Above all, how can we calculate an index of aggregate social
productivity or of productivity per head when the total in-
cludes such dissimilar items as chairs, coal, railway engines,
dish-cloths, and gramophone records? Things not too dis-
similar can be reduced to a common denominator in terms
of some common property; coal of different qualities, peat,
and wood can be reduced to calorific power ; tables and chairs
can be compared on a basis of materials or labour; various
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textile products can perhaps be brought to a common mea-
sure; but the more heterogeneous the collection of goods,
the harder this is. The two boldest efforts in this direction
are the use of labour-time or of mechanical energy as a
common denominator of goods of diverse sorts.!

Since the end of production is use, it would appear that
the common measure of diverse goods should be their use-
values. Under capitalism price is an inadequate measure of
use-value, since the expression both of demand and of supply
is distorted by inequality in means, monopoly, immobility
of resources, vested interests, &c. But in a socialist com-
munity, price would be a fair working measure of social use-
value, and so physically dissimilar goods could be compared
on the basis of their relative prices. In fact no other basis
seems to be possible.

There is, however, an apparent contradiction in this
method, due to the so-called paradox of value, whereby as
the physical volume of output rises the value per unit falls,
and finally (at least in some cases) the aggregate value falls, in
such a way that real wealth and value move in contrary direc-
tions. This contradiction can be resolved by the use of suitable
index-numbers of production, or by measuring the volume of
production in terms of the aggregate values of goods at a
stable price-level. Methods of calculating index-numbers
of aggregate volumes of production are described by I. Fisher
in his Making of Index Numbers. (Generally speaking, corre-
sponding to every index-number of general prices there is
an index-number of production.) The general principle
underlying all these index-numbers is that, while the different
goods in a heterogeneous collection are compared on the
basis of their relative market prices, an increase in the total
quantity of goods is accompanied by an increase in the index-
number. Thus, if the number of goods were reduced to one,

I See section 2 (1) and (2) of this chapter.
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the index-number would be proportional to the physical
quantity of that one good. If a collection of goods were
uniformly increased in quantity, say by a 10 per cent. increase
in the quantity of each good, then the index would increase
by 10 per cent. If a collection of goods increases irregularly,
some goods by more and some by less, then the increase in
the index-number is the weighted mean of the different in-
creases (different index-numbers differ in detail according
to the method of weighting adopted). If a collection of goods
change in such a way that some of the goods increase and
some decrease in quantity, then the index-number is the
weighted mean of a number of positive and negative quanti-
ties: it will show an increase or a decrease according to
whether increases or decreases predominate in the collection.
Often different methods of weighting will give different re-
sults, so that with the same data one index-number will
register an increase and another a decrease.

In spite of the difficulties (more theoretical than practical)
in the way of constructing index-numbers, some sort of
index-number based on relative prices is the only way of
obtaining a measure for the magnitude of a collection of
heterogeneous goods: shoes, ships, sealing-wax, cabbages,
and chromo-lithographs of kings.



CHAPTER IV

DISTRIBUTION OF INCOME—ALLOCATION OF
LABOUR

1. INTRODUCTORY

THE socialist community has organized the production
of goods. It must now proceed to organize the distri-
bution of the product. Since the means of production are
owned and operated by organs of the whole community, the
entire product is at the community’s disposal, to allocate as
in its collective wisdom it thinks best. But the whole product
of industry is not available for consumption: a deduction
must first be made for new capital accumulation (what in an
individualist society is called savings, or, more accurately,
investment).! The remainder, the net consumable product,
must then be divided into two portions, corresponding to
the divisions of communal and individual consumption.
Since the free market has been adopted for the latter division
it is clear that, in order to establish equilibrium in the price
system as a whole, the amount of purchasing power or aggre-
gate money income distributed to individuals during any
given period must be equal in the aggregate to the sum of the
prices of goods offered for sale in the division of individual
consumption during the same period. (See Chapter VIII,
section 2.)

In the method of distribution of individual income to its
citizens a socialist community would have a certain range of
choice. It might choose precisely equal distribution, or a
system of money allowances based on presumed needs, or a
system of paying the worker according to the economic value
of his labour, or a mixture of all three methods. To persons
whose habits of thought have been formed in the environ-

1 See note 1, p. 83.
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ment of capitalism the third will appear the only feasible
method of distribution. Such persons should reflect that,
even under capitalism, the second method is in use, although
to a very limited extent, e.g. in the form of old-age pensions.

In a socialist system there is no essential connexion be-
tween the value of labour and the payment of a sum of money
to a labourer. For purposes of accurate costing it is necessary
to know the value imputed to human effort from the ultimate
consumption goods in which it is embodied; but this might
be used for accounting purposes only, each worker being
rated at a certain figure for purposes of time-sheets and
transfers from one job to another. Under the system of cost
accounting developed in the previous chapter, an economic
value will be imputed to various concrete kinds of labour-
power as well as to land and natural resources, and the
services of produced means of production. It is clear that
the return to labour might be dealt with in the same way as
the return to natural resources and waiting: that is to say,
it might all go into the Social Fund. Thus all earnings would
be pooled and divided up on some principle other than that
of imputed value, such as that of equal incomes for all, or
that of payment according to need.

The principle of distributing personal income on a basis
of making equal provision for equal need would result in a
system of roughly equal payments to all adults, with graduated
allowances to children, modified perhaps by additional pay-
ments to individuals whose needs are abnormal (e.g. expec-
tant and nursing mothers) or whose occupations require
special facilities or make special demands (a manual labourer
needs more food than a sedentary worker, a novelist or artist
more opportunity for travel than the average person). Its
effect will be very similar to that of the method of exact
mathematical equality and very different from that of the
method of paying labour according to its imputed economic
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value. The advantage of the equal payment system is that it
satisfies mankind’s deep-lying sentiment of justice. The
main disadvantage of such a system is that it deprives the
community of the very useful method of regulating the supply
of labour to different occupations by means of changes in
the remuneration offered. If accompanied by free choice of
job, it will lead to great scarcity of labour in some occupations
and to a redundance in others, as compared with the social
need for such labour. If not accompanied by free choice of
job, it will defeat one of the chief ends of a socialistic re-
organization of society: economic freedom for the ordinary
worker. It will also introduce considerable difficulties into
the problem of social costing.

2. THE ALLOCATION OF LABOUR BETWEEN OCCUPATIONS

How then can the supply of labour be regulated so as to
direct the labouring power of the community to various occu-
pations in accordance with social needs? Five methods may
be suggested.

(1) Compulsory allocation of tasks. This is the
method of military organizations and is also resorted to in
great civil emergencies, such as floods, famines, and earth-
quakes. For ordinary times it is too repugnant to the com-
mon man’s sense of freedom to be practicable. Moreover,
as any one knows very well who has had experience of mili-
tary organization, especially in work of a non-military kind,
it is incapable of maintaining a steady rate of efficient work,
and it inevitably breeds evasion and fraud. Finally, it is of
a hit-and-miss type. Under it there is no possibility of com-
paring different workers’ fitness for alternative occupations.
A characteristic example of the sporadic application of this
method was seen in the U.S.S.R. some years ago when, on
the occasion of a transport crisis, a decree of the Commis-
sariat of Labour went forth that any one who had ever
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worked on the railway and was now in a different employ-
ment was to be dismissed from his present job and must
report himself within a week to the nearest railway station.
Among the persons so conscribed for railway service there
would probably be many who had found congenial work in
other industries at which they had become eflicient and
socially useful, while on the railway they might be unskilled
labourers ; whereas there would be many persons not affected
by the decree who would be fitter for railway service, and
who would serve more willingly. To this method of regu-
lating the supply of labour apply objections similar to those
which apply to the method of rationing for the supply of
consumption goods. Like rationing, it is clumsy and incapable
of fine adjustment, destructive of freedom, and tolerable
only in cases of grave emergency.

(2) Moral suasion. It might be possible, by exhortations
and slogans, posters of the ‘King and Country Need You’
type, and other appeals to a sense of civic duty, to clicit the
necessary supply of labour and direct it to the desired
quarter ; but enthusiasm so generated, although it may suffice
to tide the community over an emergency, soon cools off,
and the efforts so evoked will quickly become as slack and
intermittent as those provided under a system of compulsion.
In the U.S.S.R., although slogans and exhortation by
speeches and newspaper articles are still much used and
although special tasks are still achieved by means of subbot-
niks (voluntary work on rest-days), nevertheless the main
emphasis is now being laid on more concrete forms of suasion
—badges of honour, extra funds for social amenities in the
factory, and more wages for individual workers.

(3) The raising and lowering of qualifications for
entry. Just as at the present time an excess of medical
students (an excess, that is to say, from the point of view of
the medical profession’s privileged standard of living rather

4527 R
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than that of the health needs of the community) is countered
by raising the standard of examinations for medical degrees,
so a strictly equalitarian socialist community could raise the
minimum standard of competence required from the aspi-
rants to the most eagerly sought-after occupations. A rush
of enthusiastic would-be aviators and dramatic critics could
be countered by a stringent process of selection that would
reject all below the standard of a Kingston Smith or a
William Archer. This method has, however, its limitations.
For one thing it is uneconomic: it will result in an unneces-
sarily high degree of competence being exacted in the more
attractive occupations and a serious shortage of even mode-
rately efficient people in the less attractive ones. For another
thing it does not work equally well both ways; one can
scarcely meet a disinclination to enter a given profession by
lowering standards. If the discipline and unpleasantnesses
of hospital life deter incipient nurses, it would not be very
practicable to recruit the profession from people who had
failed to pass the entrance requirements of the cardboard-box
making industry. Nursing must be made more attractive.
This brings us to the fourth and fifth methods.

(4) The offer of non-pecuniary incentives. It would
be possible to vary what Marshall calls the ‘net advantages’
of different occupations relatively to each other, so as to
attract workers into some and deter them from entering
others, while still preserving equality of pecuniary remunera-
tion. Money earnings are not the only incentives that can
induce workers to prefer one job to another. The relative
attractiveness of different jobs could be adjusted in various
ways, such as by varying the amounts of leisure, privileges,
or the insignia of honour attached to different occupations.
Also appeals to public spirit, to the desire for adventure, or
to the spirit of emulation (personal or professional) in
achievement rather than in money earnings (what in the
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U.S.S.R. is called socialist competition) might be a potent
way of achieving a desired allocation of labour without un-
duly stressing inequality in personal earnings.! In this con-
nexion it is worth remarking the development in the U.S.S.R.
of titles, such as ‘People’s artist’ or ‘honoured author’, and of
orders of economic chivalry, such as the Order of Lenin, the
Order of Labour, &c.

(5) The offer of pecuniary incentives. The last method
to be described is the method characteristic of exchange
economy (petty commodity production and capitalism). It
is to offer to the worker, in return for productive services,
definite quantities of general purchasing power (money) at
rates which vary with the intensity of the demand for his
services. This means, in other words, that the remuneration
offered to the worker corresponds to the imputed economic
value of his services. It need not necessarily equal the latter,
but would rise as it rises and fall as it falls. 'The adoption,
at any rate in part, of the system of paying each labourer
according to the value of his labour would simplify the tasks
of recruitment and transference of labour as well as the
problem of labour discipline. In this case free choice of
occupation would be compatible with an allocation of labour
in accordance with the economic needs of the community,
labour being attracted by higher earnings to places where it
was in demand and being warned off from unwanted occu-
pations by a shrinkage in earnings.? The advantages of such
a system are, in the first place, its flexibility and, in the
second place, the scope it gives to individual taste and pre-
ference. If more of a certain kind of labour is required, the
wages offered for it can be raised until the necessary supply

! See the present author’s article on ‘The Economic Basis of Socialism’
in the Political Quarterly, Sept.-Dec. 1930.

2 For wages under socialism see Wieser, Natural Value, bk. iii, ch.
vii; bk. iv, ch. x; also Cassel’s Theory of Social Economy, ch. vui, § 38.
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is forthcoming. No one is forced to enter the trade: those
who do are those who, at the new rate of pay, prefer that
occupation to others. In the case of the Russian transport
situation just mentioned, the offer of a higher rate of pay
plus a bonus to ex-railwaymen on re-engagement would
have elicited an adequate supply of suitable labour without
taking men from jobs in which they had acquired a higher
degree of skill or become endued with greater responsibility
than would be required from them in the railway service
(on the assumption that skill and responsibility were paid
for in other occupations, t0o).!

Under this method, which more than any other promotes
freedom of occupational choice, the human effort required in
production is hired by the community under contracts of ser-
vice, freely entered into by its citizens. The proceeds of these
contracts form part of the purchasing power at the disposal
of citizens (i.e. of their income), and will be called Wages.

This method of regulating the supply of labour through
the payment of wages and salaries may be combined with
some of the other methods. Thus it would be possible also
to alter the non-pecuniary attractions of different callings, to
revise the entrance qualifications required for an occupation
and to appeal to a sense of public spirit and civic duty. In
fact all ways could be used except that of forced labour—
and even this would be held in reserve by a socialist society
(as by any other society) for grave public emergencies.

! It is interesting to observe the development of money wages in the
Soviet Union. After a period during which equality of wages was aimed
at (though never fully achieved), a phase has now been entered marked by
definite and deliberate differentiation of wages on the basis of individual
output or effort, of the social utility of the work, and of the relation of
the supply of labour to the demand for it in the occupation. Even orders of
economic chivalry are now accompanied by money pensions. The most
recent drive towards increased efficiency of labour, the Stakhanovite

movement, is characterized by very high individual earnings for workers
who achieve high output or otherwise do good work.
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3. WaGes UNDER SoCIALISM

(1) Methods of payment. Assuming that the method
of wages is adopted, the next point that arises is: whether
wages should be equal to the economic value of labour-
power, or should merely be variable in the same direc-
tion. We have seen (Chapter III, section 4 (1)) that, once
the principle of absolute equality is abandoned, there are very
good reasons for paying the whole economic value of labour
as personal wages, except perhaps in a few special cases.’

Once the principle is admitted of paying to the worker, as
wages, the economic value of his services, there seems to be
no valid reason in principle for objecting to any particular
system of wage payments.

Time-rates, piece-rates, bonuses on output to non-process
workers and other methods of payment by results all may
have their part. Premium-bonus systems of the kind that
cuts the earnings per piece as the output rises should be
banned, since they are contrary to the sound economic prin-
ciple that the faster the worker works the less use per piece
he makes of the time, space, and machinery with which he
works, and that, consequently, the higher is the value of his
work per piece. In any case, careful time-study should re-
move all cause for rate-cutting.

Piece-rates obviously must be fixed by some quick and
simple workshop procedure. Here a combination of the
specialist on the managerial side (Taylor’s ‘time-boss’ and
‘rate-boss’) with the men’s representative of the shop-
steward type should provide the elementary mechanism; but
there must be appeal to some higher arbitral body, which
will also have the function of laying down general principles
of rate-fixing. Scientific methods of job-analysis and motion-
study, together with an absence of profit-seeking on the part

! See, however, section 5 of this chapter.
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of the management, should make rate-fixing easier than it is
in most industries to-day.

A standard working day should be fixed for manual
workers and non-responsible brain-workers. The three-
shift (with eight-hour working day) or four-shift (with six-
hour working day) system, where it can be introduced, econo-
mizes fixed plant. Every worker should be guaranteed regu-
lar days of rest (not necessarily all workers on the same day)
and annual holidays with pay. Overtime should be paid at
higher rates, as an economic inducement to the productive
organs to avoid it, and if the worker is required to work on
his normal rest-day such work should be penalized by still
higher rates. But careful planning of production ought to
reduce overtime and work on rest-days to a minimum. In-
stead of extra pay to compensate for work involving special
hardship or danger (e.g. so-called ‘dirty money’ in boiler-
scaling, and allowances for hot or cramped places in mines)
it would be better to offer shorter hours, or extra holidays on
full pay. Extra pay sometimes tends to create a vested in-
terest in overtime or in bad working conditions.

The fixing of an actual rate of wages for any given kind
of work or of a piece-rate for a given job will have to be
effected by methods not essentially different from those in
use at present. Some form of collective bargaining between
the organs of collective enterprise, representative of the citi-
zens’ interests qua consumers, and the trade unions, repre-
sentative of the citizens’ interests qua workers, will have to
be established. It is difficult to say in advance which will be
better: a system resembling the British type of Conciliation
Board, composed entirely of representatives of the parties
themselves, except for an impartial chairman appointed by
mutual agreement; or a system resembling the Australian
Arbitration Court, which is a permanent and professional
judicial body, before which the parties present their respec-
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tive cases according to a quasi-litigous procedure. There is
also room in any system of collective bargaining for the expert
professional administrator of the Ministry of Labour type.

The general principles that any arbitral organ will have to
apply in problems of wage determination are the following:
(1) a shortage of labour in any particular job affords a prima-
facie case for raising the standard wage; (2) unemployment
in any particular job affords a prima-facie case for lowering
the standard wage: (3) the net advantages (wages, hours,
holidays, public esteem, &c.) of any occupation should be
as near as possible the same as those in any other occupation
calling for the same degree of hardship, skill, and responsi-
bility; (4) differences in hardship, skill, and responsibility
should correspond to differences in net advantages. Princi-
ples (1) and (2) correspond to short-period influences, prin-
ciples (3) and (4) to long-period influences in the supply of
labour. Where short-period and long-period indications are
in conflict, the former should receive priority.

(2) Regional variations in wages. The possibility of
variations in the basic rates of wages in different regions
must now be considered. These may exist in three cases:
(a) according to variations in the cost of living, (b) according
to variations in the relative supply of labour, (¢) according
to variations in the efficiency of labour.

(a) The first case is parallel to the differences between
wage rates in different towns sanctioned by many British
trade unions. Not only might different basic rates be sanc-
tioned by a socialfst community as between one town and
another or as between town and country but also as between
different regions of the socialist territory, where the latter
included great varieties of climate and physical features. To
give equal net advantages to workers in Naples, Tromso,
Solingen, and Stalingrad would involve the adjustment of
money wages to the different costs of various foodstuffs, to
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the cost of housing under conditions suitable to the locality,
and to the opportunities for sport and culture. (The actual
calculation of basic rates would entail the difficulties known
to compilers of index-numbers in comparing expenditures
on qualitatively different collections of goods.)

(b) Where the S.E.C. desired to promote the economic
development of an under-populated region, it might very
well fix for it temporarily a scale of wages that would give the
worker net advantages above the average for his trade and
grade, in order to promote voluntary migration thither. In
the same way, labour might be persuaded by low basis rates
to move out of relatively over-populated areas.

(c) Where the socialist community included peoples of
very different cultural levels and where the economic value
of their work varied considerably, it would be impossible to
establish the same basic wage rates for all of them. Although
every effort would doubtless be made, by education and in-
vestment of new capital, to bring the backward elements up
to the same level of industrial efficiency as the rest of the
population, it would be necessary, as a temporary measure,
to sanction lower rates of wages for them than for the more
advanced elements. If, for instance, the British Empire be-
came a union of socialist republics, it would be a long time
before the same real-wage scale could be applied to Indian
and to Canadian workers. A low basic rate in a given region
would, of course, tend to promote emigration; but if the
average level of industrial efficiency in the region were low,
few emigrants would be able to hold their own among the
more advanced peoples amongst whom they settled. That
efficient individuals should do so would be all to the good.
But it would be necessary for the S.E.C. to make special
plans for the raising of the efficiency of the backward people
as a whole in order to achieve a maximum of economic wel-
fare throughout the community.
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In the two latter cases, (b) and (c), deviations from equality
of real wages are indicative of a failure to reach equilibrium.
It should be the policy of the S.E.C. to bring about equili-
brium as soon as possible and so to remove the need for such
inter-regional inequalities.

Closely akin to the subject of regional variations in wage
rates is that of regional variations in the hours of labour.
Differences in the real standard of living, due to causes (b)
and (c) above, may connote, not only variations in real wages,
but also variations in the workers’ relative urgency of demand
for leisure and for the fruits of labour. (See Chapter IX,
section 2 (3).) In such cases local variations in hours of work
should be permitted, as tending to maximize real satisfac-
tion. Here again, since the ultimate object of the S.E.C.
should be to equalize the standard of life of different portions
of the community as quickly as possible, these variations
should be smoothed out in the course of time.!

(3) Changes in demand for labour. It is clear that a
socialist community, if it desires to make the best use of the
resources at its disposal, must pay special attention to the
economic allocation of labour to jobs. If it adopts the princi-
ple of free choice of occupation at a wage, it must, above all,
avoid the temptation to retain more men in a particular job
than are really needed, either by subsidizing particular trades
and occupations at the expense of the whole community, or
by employing more men than are needed at a wage lower
than the normal rate. The latter case is specially liable to
occur in the case of agriculture. In practically all capitalist
countries, agricultural labour is worse paid than industrial
labour. This is due, in part, to the relatively large toll taken
by parasites of various kinds—Ilandlords, moneylenders,

! For a discussion of inter-regional variations in recal wages and in
standards of leisure see Chapter VIII of L. Robbins’s Economic Planmng
and International Order.
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middlemen, &c.—but in part also to inadequate mechanical
equipment and the continued use of primitive, labour-wasting
methods of production. Judged by the test of marginal pro-
ductivity, agriculture in all capitalist countries is not under-
but over-manned. Instead of aiming at the most efficient
use of human labour power and the highest output per
worker (which would probably mean a diminution of the
number employed), public policy usually aims at making
work for the largest possible number of men on the land
(especially in countries that have a large peasant population).
This excessive number is maintained in agriculture at the
cost of a low marginal productivity per worker occupied. If
there is no subsidy to agriculture in the way of tariffs and
quotas (and cven if there is such a subsidy in many cases),
the uneconomic surplus of men is maintained in the industry
at a low level of real wages. Thus, in effect, the uneconomic
employment is subsidized out of the earnings of the workers
themselves. In a capitalist state this is sometimes justified
by the plea that the men are better working on the land at
low wages than totally unemployed. In a planned socialist
community this excuse would have no validity: the men
would be needed to produce other goods and services, which
would be in demand after the community’s needs in the way
of food and agricultural products had been satisfied.

In some cases subsidies to an industry may be justified—
temporary ones in the case of sudden large changes in de-
mand and in technical methods, permanent ones in the case
of a permanent discrepancy between market demand and
real social utility—but subsidies whose effect is simply to
keep at work in an industry an unnecessarily large number
of people at a low rate of productivity per head must be
ruthlessly opposed.

The most serious problems in connexion with labour arise
when, owing to changes in consumers’ demand or to the
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introduction of improved machinery and organization, the
demand for a given kind of labour falls off. The immediate
effect of such a happening is, partly, a fall in the economic
value of labour and so of wages, and, partly, actual unemploy-
ment or short time. The number of workers originally em-
ployed could be offered work at a sufhiciently reduced wage;
but this is objectionable on both social and economic grounds.
On social grounds, because a lowering in wages (even when
wages is not the workers’ sole source of income) causes dis-
content; on economic grounds, because it perpetuates an un-
economic allocation of labour to different occupations. I'he
true solution is an outflow of workers from the affected trade,
until the economic return of labour of the particular quality
under consideration is once more equal in all occupations. 'This
transfer will, in part, be effected automatically, through the
voluntary response of workers to the change in the remunera-
tion offered, but to a large extent the transfer must be organ-
ized systematically. The S.E.C. must decide what other
occupations need labour and what openings are suitable for
the particular quality of labour displaced. It must plan the
transport and rehousing of the transferred workers, and,
most important, it must arrange for their retraining. Every
reduction in the demand for labour in one direction should
be accompanied by a definite offer of work of equivalent
skill and amenity in another direction. This policy implies
that, as invention and improved organization makes less
labour necessary to satisfy human wants, society should set
itself to discover new wants to satisfy. Of course, at some
time a point will be reached at which the utility of increased
leisure is greater than that of increased consumption. When
this point is reached, the hours of labour should be reduced,
and the days of holiday increased. But this should be done
uniformly throughout all industry. It is in accordance
neither with economic equilibrium nor with social justice to
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reduce hours in one industry, simply because the demand for
labour in that particular industry has fallen off, while other
industries work as long hours as before.

4. WAGEs AND EquaLiTy

It will be objected to the method of basing individual
income on the value of work done that it is incompatible
with the principle of equality. To this it may be answered:
firstly, that a rigid and arithmetical equality is no part of the
socialist programme ; secondly, that even if personal income
was based solely on earnings, inequality would be less than
in capitalist society ; thirdly, that this method of distribution
might be modified by a system of taxes and allowances based
on one or other of the alternative principles.

(a) The essence of socialism is the abolition of class rather
than the achievement of perfect equality of income. The
origin rather than the amount of income is here the decisive
moment. A society in which the means of production were
socially appropriated and income from ownership had disap-
peared would be a socialist society, even though it tolerated
considerable personal inequality. It would not involve ex-
ploitation, and the inequality that it tolerated would be
personal inequality and not class inequality. Nevertheless
we must admit that large personal inequalities would tend to
destroy the character of a socialist society by laying the
foundations of a new class stratification.

In an originally class-less society, economic classes can
arise out of inequalities in work-incomes, given either of
two conditions: (i) purchase of the means of production;
(ii) preference in the recruitment of personnel for high-paid
work given to persons already doing such work (or to persons
associated with them in a narrow group, such as blood-
relations, former school-fellows, &c.). The first condition is
excluded ex hypothesi in a socialist economy. (A socialist
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community that tolerated small-scale capital-less private
enterprise, as considered in Chapter VI, would have to be
specially vigilant lest capitalism re-emerge from such a
matrix.) The second condition might be fulfilled in a socialist
economy. Only free political institutions and vigilance on
the part of the lower-paid workers will prevent new class
stratifications from emerging in this way. (We may add that
so long as educational opportunities are eftectively open to
all irrespective of their means, this danger is small. This
seems a sufficient answer to those critics of the U.S.S.R. who
assert that a ‘new bourgeoisie’ is arising in that country.)
It appears, therefore, that it is desirable to achieve a large
measure of personal equality of actual income, as well as of
equality of opportunity. We shall see how a large measure
of personal equality can be attained in practice.

(b) If obstacles to the mobility of labour were removed
and if education and vocational training were really free and
available to all who cared to take advantage of them, the
supply of kinds of labour that are to-day scarce (skilled and
professional labour) would probably increase and its eco-
nomic value fall, so reducing the inequality in personal earn-
ings. Under such a system variations in personal income
would be very different to those that actually exist in a world
in which inequality of parents’ mecans, and not inherent
scarcity of natural abilities, is the chief source of disparities
in wages and salaries. In a socialist community it is possible
that the dirty and unpleasant occupations would come to be
the best paid, instead of, as at present, the worst; that a
cabinet minister or a bank director might clect to serve for
a few months as a dustman or a lavatory attendant in order
to get enough money for a holiday trip.

Nevertheless, so long as the worker is remunerated ac-
cording to the economic value of the work done, some
incomes will be markedly greater than the general average.
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These incomes will be composed chiefly of rent of ability.?
However, they will be much fewer than in capitalist society.
Most large earned incomes in the present system are depen-
dent on the existence of large unearned incomes or on the
competitive activities of large capitalistic concerns: e.g. the
earned incomes of society portrait-painters, of fashionable
physicians and surgeons, of corporation lawyers, and of
advertising experts. But even in an equal-opportunity so-
ciety, of the kind here outlined, where personal income was
for the most part roughly equal, some individuals with a
genius for appealing directly to large numbers of people—
e.g. a popular writer, singer, comedian, lecturer, or artist—
would earn big incomes. Since these incomes would be of
the nature of a rent—that is, the return to a factor whose
supply is independent of its remuneration—they could bear
a heavy weight of taxation without drying up the supply of
the services which they remunerated. Such people as Edgar
Wallace, Gracie Fields, or Harold Lloyd would probably
maintain the output of their services even if they were quite
heavily taxed, provided they retained some portion of their
more-than-average earning power.

(¢) Even though value of service is the main principle
involved in the distribution of individual income, the princi-
ples of equal division or of distribution according to need
may also find a place. Thus the existence of a large number
of free social services (medical, cultural, and recreational)
would diminish inequalities in real income due to inequali-
ties in money earnings. In addition to providing social ser-
vices free of charge, the community may decide to distribute
a portion of its income to individuals in the form of freely
disposable purchasing power. Thus a certain minimum in-
come per head (the ‘vagabond wage’) might be a first charge

' For a discussion of Rent of Ability see the present author’s Insti-
tutional Revenue, ch. v, § 29.
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upon industry. Certain payments according to need, such
as children’s allowances, mothers’ allowances, old-age pen-
sions, pensions to the blind and crippled, would come under
this head. This element in income would not belong, strictly
speaking, to the division of communal consumption, because
the purchasing power would be spent individually, but the
cost of it would be borne by a general levy on the income of
society, like the rest of the communal division. It would
come out of the Social Fund: if that was insuflicient, out of
a proportionate deduction from carnings. Thus each indi-
vidual in a socialist community might receive part of the
national income as a fixed money allowance—a real national
dividend—paid to him regularly throughout his life irre-
spective of his efforts and deserts. Varying in amount ac-
cording to the time of the recipient’s life, it would be in
succession a child’s allowance, a subsistence grant for scholars
and students, a ‘vagabond wage’ for adult workers (which
would make any special unemployment insurance payments
superfluous), and an old-age pension. It could be supple-
mented by special allowances in the event of invalidity,
blindness, and other disabilities.

Complementary to this system of allowances would be a
system of progressive taxation on large incomes. Inequality
could be reduced by a steeply graduated surtax levied on all
earnings over a certain amount. (This tax would go into the
Social Fund.)

5. GENERAL SCHEME OF DISTRIBUTION OF
INcomE

It is clear that, in a socialist society, the return to natural
resources, interest on capital and the surcharge on uncer-
tainty are mere accounting terms. They would be calculated
as described above (Chapter III, section 3 (1)<(3)), but,
instead of accruing directly to individuals as personal income,
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they would be paid into a general fund to be at the disposal
of the community as a whole. This is what has been called
the Social Fund (Chapter III, section 3 (4)): into it would
also go all net surpluses of selling price above cost realized
by the productive and marketing organs, the proceeds of
taxation on socially undesirable lines of consumption, and
the proceeds of taxation on abnormally high personal
earnings.'

The balance of the social product, after deduction of the
Social Fund, is the product of labour. It does not, however,
follow that this balance is the net sum available for distri-
bution as personal income. It is conceivable that either more
or less than this sum would be so available. For the whole
product of industry cannot be distributed as personal in-
come. There are two prior charges on the aggregate social
income. Onc is capital accumulation; the other is the cost
of communal consumption. The obvious source for these is
the Social Fund. If this fund is not sufficient, then a levy
must be made on the product of labour. If, on the other hand,
the fund is more than sufhicient to supply all the needs of
the community for social services and capital formation, then
the balance may be distributed among the citizens as indi-
vidual income.

If the Social Fund happened to be exactly equal to the
sum of the amounts required for capital accumulation, com-
munal consumption, and personal allowances, then each
worker could be paid in wages (as distinct from personal
allowances) the exact economic value of his labour. If this
coincidence was not achieved then two cases arise: either the
Social Fund falls short of the sum of the claims made upon

' If the principle of basing price on marginal cost, instead of average
cost, were adopted for diminishing-cost goods (Chapter III, section
4 (2)), the (debit) balance of the Marginal Cost Equalization Fund would
be a further charge upon the Social Fund.
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it, or it exceeds that sum. In the first case the Social Fund
must be augmented out of the product of labour. A levy
must be made on earnings. This might be either proportion-
ate to actual wages or salary or graduated progressively (it
would be in addition to the special surtax on abnormally high
earnings). In the second case part of the Social Fund would
have to be distributed, either by increasing capital invest-
ment, by expanding the social scrvices, or by making a cash
dividend. 'The latter could take the form either of a propor-
tionate bonus on wages, a graduated (progressive or regres-
sive) bonus on wages, or a flat-rate allowance per head (a true
Social Dividend).!

The general picture of distribution is, then, of a society in
which the imputed product of land, capital and uncertainty-
bearing, and a portion of that of exceptional personal gifts
would be paid into the Social Fund. Subject possibly to a
levy for new capital and for social services, the imputed pro-
duct of labour (wages) would be paid over to the worker,
under contracts of employment with the organs of collective
economy, forming part of his individual income. A large
measure of equality in wage-income could be attained,
partly by maintaining the fullest cquality of opportunity,
partly by the development of social services, and partly by
special taxation on high incomes.

"T'hus the total economic advantages cnjoyed by an indi-
vidual would be composed of two parts: onc the use of the free
goods and services (communal consumption); the other the
goods and services purchased on the market (individual con-
sumption). "The money income to purchase the latter purchase
might also consist of two parts: one would be earnings (less
taxes and levies) for work done for the community ; the other
would be a payment irrespective of work done, in the form
of allowances based on need or of a Social Dividend.

I See note on National Income, p. 238.
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6. WOMEN’s WORK AND WAGES

It is worth noting that the system of distribution of income
here described (the payment of earned income or wages,
involving a moderate degree of inequality, supplemented by
free social services and personal allowances payable from
birth) is the only one which renders possible the achievement
of the feminists’ ideal of equal pay for work of equal value,
irrespective of sex.! The variability of earnings according to
the value of labour will make possible the free choice of occu-
pation: the free services and the payment of personal allow-
ances will equalize the economic advantages of workers of
either sex who have different numbers of dependants. In the
absence of such services and allowances (or even in their
presence, if the inequality of earned incomes is great enough)
the male wage-earner with dependent children will be driven
to demand higher earnings than his female colleague and to
exclude women from the better-paid posts. But, under the
system described above, it will be possible to open up all
occupations to both sexes on equal terms and to permit the
selection of workers on the basis of their personal merits
without penalizing large families or unduly favouring the
bachelor or the spinster. Only so will it be possible for
women to make a really free choice, based on personal prefer-
ences and abilities, between the alternatives: (@) mother-
hood, (b) industrial or professional career, (c) the combination
of both activities.

‘These matters of the right to work, equal pay for equal
work, and the payment of adequate family allowances are
those most relevant to the scope of the present book. Other
matters—hours and conditions of labour, maternity leave,
the administration of the social services—are not less im-
portant to the welfare of women and children, but they cannot

! See E. Rathbone, The Disinherited Family.
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be discussed in detail here. The example of the U.S.S.R.
shows how much in this direction can be done by a socialist
community even when it is still, by occidental standards,
relatively poor. It would appear that only under socialism
can the feminist realize the aspiration that women should
become fully human beings and enjoy full citizen rights in a
community of human beings.

7. POPULATION

We have so far considered the problem of the supply of
labour as one of allocating a given supply among different
occupations; that is to say, the problem of the supply of
labour in particular. There now remains the problem of the
total quantity of labour forthcoming; that is to say, of the
supply of labour in general.

Within certain limits, the effective supply of labour as a
whole can vary without a change in the total population.
"Thus, changes in the number of hours that pcople are willing
to work, in the holidays that they demand, in the ages at
which people normally enter and retire from industry, in the
relative number of women offering themselves for gainful
employment, are some of the ways in which the supply of
labour as a whole can be stimulated or checked. But these
means are effective only within narrow limits: to effect
greater variations in the aggregate supply of labour the size
of the whole population will have to be varied. And the
means that will have to be used to influence the numbers of
the total population are quite different from those which in-
fluence the supply of labour in other ways.

Some people will object that, since every consumer is also a
producer, the absolute magnitude of the populationis of no im-
portance and the only things that matter are the proportion be-
tween workers and non-workers and the allocation of workers
to different occupations. According to this view there is no
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difference except one of scale between a socialist community
of a million persons and one of a hundred million persons; the
latter would be just the former multiplied one hundred times.

This point of view, however, ignores two things. One is
a static and the other a dynamic consideration. (i) The static
consideration is the twofold relation of population (a) to
land and natural resources, (b) to produced means of pro-
duction. (a) An increase in the number of people living in
the same limited area of ground will entail a more intensive
use of natural resources and a fall in their yield per unit of
human effort expended on them. If this were not so, then
the entire human race could be supported on the proceeds
of cultivating a single acre of ground. (b) On the other hand,
given a certain equipment of fixed plant, an increase in the
number of people directly or indirectly making use of it will
make it necessary to spread the costs of maintaining this
equipment over a larger number of persons, and so will
decrease the unit cost of maintaining a given level of output
per head. 'This proposition is true of all the capital equip-
ment of industry, but it is especially applicable to such social
capital as roads, railways, telegraphs, and telephones, supplies
of water, gas, and electricity, all of which may be termed the
overhead costs of civilized existence. Between these two ten-
dencies—which are our old friends Diminishing Returns and
Increasing Returns—there must be at some point or other
a balance. That is to say, for a country of given size and
natural resources, for a given accumulation of instrumental
goods, and for a given level of scientific and technological
knowledge, there must be a population of a determinate
magnitude such that the output per head obtainable with the
most suitable use of labour and other means of production is
greater than for a population of any other magnitude. For
a larger population the law of diminishing returns to land
and natural resources would indicate a lessened product
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per head: for a smaller population the greater burden of
social overhead would diminish product per head. The popu-
lation for which output per head is a maximum may be
termed the optimum population. With changes in the
quantity of accumulated resources and in scientific know-
ledge and industrial technique, the maximum per capita
product and with it the optimum population will change.
As accumulation increases and knowledge advances, the
maximum product will increase. But it is not certain in what
direction the optimum population will move. It may be
that, to take full advantage of technical improvement and
the increase of material equipment, population should decline
a little, or it may be that population should advance a little.
Generally, however, we may expect the optimum population
to rise with economic progress.

(11) The dynamic consideration is the fact that, the more
rapid the rate of population growth, the greater is the annual
provision that must be made out of current resources for the
annual increment of new citizens. Means of production
must be created for their useful employment, houses and
schools must be built, means of transport and other public
services must be developed, within a given period of time.
'Thus, a population of such a size as, considered in its static
relation to natural resources and other means of production,
would be compatible with quite a high standard of life might
not be so compatible if it were growing rapidly.

A society organized economically on rational lines should
aim at control of the quantity of the population so as to
achieve the maximum product per head, that is to say, to
aim at the optimum population. The size of the population
depends ultimately on two factors: natality and mortality.!

! Measured not by the ¢rude birth-rate and death-rate respectively,
but by the corrected birth-rate and death-rate (corrected for variations
in the sex and age composition of the population).
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Since it may be assumed that the lowest possible mortality
would be aimed at by a society that attempted to guarantee
the highest possible standard of life to its members, it follows
that natality is the only factor that can be varied in order to
regulate the size of the population. In other words, control
of population is, in the last analysis, control of the birth-rate.

In the matter of population a socialist commonwealth can-
not, in principle, follow a policy of laisser-faire. If society
guarantees every individual born into its fold not only sub-
sistence but a substantially equal share in the social product,
then society cannot be indifferent to the number and quality
of the individuals that come to claim its bounty. Thus we
are faced with a twofold problem, quantitative and quali-
tative.

(a) To take the quantitative problem first, there are two
opposite dangers to which a socialist society might be liable.
One is a high birth-rate, leading to over-population (in rela-
tion to the optimum); the other is a low birth-rate leading
to under-population and, finally, to extinction. Since the
days of Malthus, one of the stock objections to schemes of
communistic reorganization of society has been that, once a
livelihood is guaranteed to every member of the community
from birth, irrespective of his or her parents’ abilities and
resources, the only incentive to a prudent restraint in the
matter of procreation is removed, and the community will
increase in numbers by reckless breeding. The relation of
workers to natural resources will become progressively less
favourable to production, so that the standard of life of the
community, however high it may originally have been, will
fall steadily until it reaches the point of bare subsistence,
where a rising death-rate will arrest the increase in numbers.
No improvements in the technical arts of production, al-
though they may delay the onset of the evil hour, will avail
in the long run to avert the consequences of over-population.
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The means of checking an undesirably high rate of multi-
plication are twofold, partly in awakening in the people tastes
for comforts and amenities which will compete with the
pleasures of philoprogenitiveness, partly in enforcing strict
individual responsibility of parents for the upkeep of their
children. Under the first heading it may be noted that the
development of extra-domestic pursuits and entertainments
and, in particular, the participation by women on equal
terms with men in intellectual, political, and sporting interests,
all tend to weaken the desire for numerous offspring, since
even if the community assumes the whole material burden
of their support, the burden of responsibility and of being
tied to the nursery still remains on the parents, especially on
the mother. If, in spite of counter-attractions, the flood of
babies still tends to submerge the community’s accepted
standard of comfort, more drastic methods must be adopted.
H. G. Wells, writing at a time when men did not yet think
that the Malthusian devil had been safely chained up, sug-
gested that a community which accepted responsibility for
the education and for part of the maintenance of every child
born into the world would have to impose upon the pros-
pective parents definite conditions of health, good conduct,
intelligence, and economic efficiency. The latter condition
may be interpreted as ability to earn an income of a pre-
scribed amount above the minimum. Individuals who, not
fulfilling these conditions, nevertheless became parents would
be subject by law to some form of deterrent treatment and
forced to contribute out of their income as much as they
could of the cost of maintaining their offspring.'

The bulk of the world’s population still lives under con-
ditions that conform to Malthus’s thesis. Before these
peoples can be incorporated into a socialist society their way
of life must be changed. In some cases, education and the

' H. G. Wells, Anticipations; A Modern Utopia, p. 182.



144 DISTRIBUTION OF INCOME

opportunity of a higher standard of life would effect this. In
other cases, however, powerful social forces, especially reli-
gion, are opposed to a rational control of population. The
religious beliefs of Hindus and Chinese and, perhaps to a less
extent, of Roman Catholics and Jews, are incompatible with
the existence of a socialist society such as is here described.
But recent social trends suggest that the danger besetting
a socialist community would be not over-population but
under-population. Modern communities of the occidental
type are all rapidly approaching or have alrcady reached a
level of fertility which is insuflicient, even with the lowest
possible death-rate, to prevent the population from actually
declining. The net reproduction rate, defined as the number
of female children born to a thousand females in the course
of their child-bearing lives, is falling or has fallen below
1,000.! This is a fact: as to its explanation, opinions differ.
It may be the insecurity and pessimism engendered by capi-
talism in its decline—the unwillingness of pcople to bring
children into a world threatened by unemployment, fascism,
and war. It may be the competitive struggle for wealth and
social position and the continuous emulation by every social
group of the standards of living of the group just above it in
the income-scale, in which the possession of children is a
handicap. Or it may be that the rise in the material standard
of living has led to the development of ways of life in which
children have no place, of interests, occupations, and amuse-
ments that are incompatible with the care and attention that
young children continually need—in particular the entry of
women into spheres previously monopolized by men or the
determination of married women not to lose the social con-
tacts of the unmarried, and the extension to the middle and
working classes of leisure and leisure-time interests without

' See R. R. Kuczynski, The Balance of Births and Deaths, and Enid
Charles, The Twilight of Parenthood
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the menial service that enabled the aristocracy to combine
these with child-rearing. In the first two cases we may say
that the decline in the population is due to capitalism—in
fact, it may be that the most fundamental objection to capi-
talism is not economic but biological, that it is a system under
which society can no longer reproduce itself.! But if the last
explanation is the true one it augurs ill for a socialist com-
munity since no sooner would it have achieved the pros-
perity, freedom, and equality (social and sexual) that social-
ists desire than it would tend to die out. Between these rival
views it is difficult to decide. 'The rapid population growth
of the Soviet Union might suggest that capitalism is the
culprit, and that the sccurity and optimism of a socialist
socicty would stimulate healthy biological growth. But it
must be remembered that the Soviet Union is still a country
with a low standard of living (although rapidly rising) and
that peasant ways of life still survive in the majority of
families. And even in the Soviet Union the birth-rate is
beginning to decline.

In any case what measures could a socialist community
take to revive a flagging birth-rate? 'The most obvious
measure is to create institutions which will make leisure and
amusement, freedom, and equality for women, compatible
with child-rearing. 'The provision of creches and nursery
schools, reduction of domestic drudgery by machinery and
by communal effort, the organization of means whercby
young children could be looked after while their parents
went together to the theatre or to the evening-class—all these
would help. Above all, suitable housing must be made avail-
able for families with children—houses at ground level with

' This 1s truc only of capitalism 1n its late period of degeneration and
decline In its middle period of rapid technological expansion (exempli-
fied 1n Great Britain between 1750 and 1870) 1t was responsible for a
historically unprecedented growth of population.
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no dangerous balconies and stairs, with plenty of floor-space
and separate sleeping-rooms, with playrooms and play-
grounds, situated in the country with access to fields and
woods. If, in spite of these measures, people still refuse to
reproduce, more positive measures must be taken. Economic
advantages (as by money allowances, subsidized housing,
subsidized holiday facilities, supplies of certain goods free
or at reduced prices) must be given to parents in proportion
to the number of their children; and the unmarried and the
childless must be economically penalized (as by extra taxa-
tion, discriminating rents, or exclusion from the most desi-
rable housing sites and holiday resorts). (The one type of
economic discrimination that should zot be used is the giving
of preference in employment to parents; this should be
avoided as interfering with the choice of the most suitable
personnel and thus tending to lower the efficiency of pro-
duction.) The general principle involved might be described
as that of greater eligibility—to make the social and economic
position of the parent more eligible than that of the non-
parent and to make the position of the parent of several chil-
dren more eligible than that of the parent of few children.
It should be remarked that, in a community enjoying a high
standard of life, the application of this principle would
probably involve a far greater measure of redistribution of
income in favour of parents than any scheme of family allow-
ances hitherto contemplated.

Above all, a socialist society must endeavour to make
motherhood a career which an intelligent and educated
woman might gladly choose. Motherhood must be made
compatible with the social equality of the sexes and the eco-
nomic emancipation of women. To achieve this at least two
things are necessary. One is that the social and economic
status of the woman who chooses motherhood must be at
least as good as that of the woman who chooses paid work
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outside the home. The other is that the economic position
of the home-keeping mother should be secured to her inde-
pendently of her husband’s economic success or failure and
that she should cease to be personally dependent on him for
her and her children’s livelihood. Both of these things will
be far easier to realize in a society which does not tolerate
great inequalities of personal income and which has entirely
abolished functionless income derived from property. All
this means that motherhood must be made a professional
career and that a woman who raises efficiently a family of
children must be paid for her services by the community.

(b) The qualitative aspect of the population problem is
much more knotty. In the present stage of social biology
our knowledge of the innate qualities of different human
stocks is so scanty and uncertain that there is little scope for
any measures of discrimination between potential parents.
A few definite defects are known to be hereditary, and persons
who are genetic carriers of these defects should be encouraged
to refrain from parenthood. If necessary they must be segre-
gated or sterilized. If their unsuitability for parenthood is
biological, not social (e.g. if they are persons whose children
are liable to inherit some physical disability, but if they are
good citizens and able to make a good home for children),
they should be allowed to adopt children, if they so desire.
But beyond such measures of negative eugenics there is
little that can be done in the present state of our scientific
knowledge. Until one or two generations have grown up in
good physical and social surroundings, with equal oppor-
tunities of good food, shelter, and education for all, it is
impossible to distinguish between the effects of environment
and those of heredity.!

1 See L. Hogben, Genetic Principles in Medical and Social Science,
chaps. iv, vi, and viii; Nature and Nurture, ch. v; also J. B. S. Haldane,
Heredity and Politics, ch. i.
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On the other hand, there are some people about whose
biological fitness we can make no certain statement, but who
are socially unfit for parenthood. Such are those who, by
reason of criminality, mental defect, or physical incapacity,
cannot create an environment in which children can live a
healthy and happy life. The children of such people would
have to be maintained as wards of society, apart from their
parents,! but receiving the same advantages of environment
and education as, say, orphaned children of normal parents.
The question arises, should such people be permitted to
produce as many children as they like and leave them to be
brought up by the community free of charge to themselves?
Most people, particularly the socially fit parents, would
probably answer, No. It must be noticed that the point at
issue is not the multiplication of the unfit, in the eugenic
sense, butsimply the responsibility for the support of children.

It appears that, if parenthood is to be subsidized, the sub-
sidy should be selective. It should be restricted to those who
in the course of their life as citizens make some contribution
towards the cost of the social services which they and their
offspring enjoy. 'The economic encouragement accorded to
parents should be confined to those who rise above a certain
minimum standard of physical health, mental capacity, eco-
nomic efficiency, and absence of judicially proved criminality.
It might be necessary to restrict by law the right of parent-
hood to such persons as satisfied these minimum conditions,
and to deter the illegal production of children in some way
that would penalize the parent but not the children. Children
brought into the world in contravention of these regulations
would have to be maintained as wards of society, while the
parents would be liable to some form of forced labour as a

' This does not necessarily mean that their parents should never see
them. It does mean that they should not permanently reside in their
parents’ home.
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partial contribution towards the cost of maintaining their
offspring.

The question of migration is closely linked to that of popu-
lation. In principle, every citizen of a socialist common-
wealth should be guarantced free choice of domicile just
as he should be guaranteed free choice of occupation. This
principle has been admitted implicitly, in the section dealing
with regional variations in the efficiency of labour. One real
obstacle exists, however, in the way of the full application
of this principle. If the level of efficiency in a given region
is low, due to over-population, and if the inhabitants of that
region have procreative habits that tend to create and to
intensify over-population, then freedom of migration will
simply enable them to export their habits and their poverty
into regions inhabited by other cultural groups. Two
methods of dealing with this problem offer themselves.
One is to draw a sort of cordon sanitaire round the region in
question and, suspending for the nonce the right of migra-
tion, to leave the inhabitants to pullulate in their own squalor
until they learn sense. The other is to initiate a vigorous
educational campaign (even at the cost of restricting the
liberty of obscurantist ecclesiastics) against the social forces
that lead to increase of population beyond the point of maxi-
mum productivity per head.



CHAPTER V
PRICE POLICY OF PUBLIC UTILITIES

1. PuBLic UTILITIES IN GENERAL

PARTICULAR case of importance in the theory of pricing
A is afforded by undertakings of the kind usually known
as public utilities, exemplified by railways, electricity-works,
gas-works, postal services, telephones, &c., which are charac-
terized by three peculiarities. (a) One is a very high propor-
tion of fixed costs to prime costs (many of them can scarcely
be said to have any prime costs at all). (b) The second is that
maximum economy of operation is obtained only with a very
large output. (¢) The third is that the products of these
industries are services rendered directly to the consumer and
incapable therefore of being transferred by re-sale to another
consumer.

The first peculiarity means that the price of particular
services is almost entirely independent of cost and that,
consequently, a wide discretion in the matter of charges is
possible to the operating authority. Thus, competition, in-
stead of establishing stable prices, results in a high degree of
instability. The second peculiarity means that undertakings
of this type tend towards monopoly. The third means that
the operator of these enterprises, if he obtains monopoly
power, can charge discriminating prices.! Thus, these enter-
prises are, even under capitalism, usually subject to some
form of public control, especially with regard to their charges
and profits. If they remain competitive, their charges are
regulated by public authority, in order to secure some kind
of stability. If they become monopolistic, their charges are
regulated by public authority, in order to protect consumers

! See Pigou, Economics of Welfare, part 1i, ch. xvii.
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from extortion. Thus, in either case, they tend towards
public control of price policy. (This often takes the form of
public ownership, which of course includes control of price
policy.) The system of prices resulting from public control
may be, and generally is, discriminating. Thus, different
prices are charged for the same service (transport of a ton of
cotton and of a ton of coffee over the same distance, use of
1 kw.-hour of electricity for lighting and of 1 kw.-hour for
heating); and the same price for different services (penny
post irrespective of distance).

It may be added that even public control does not prevent
competition, in the indirect form of competition between
alternative services (railway and road transport, gas and
electricity). If there are discriminating charges in one or
both of the competing services, competition is particularly
anarchic and unstable.

'The problem before a socialist administration is, then, on
what basis it is to fix its charges. This involves the further
questions whether price discrimination is to be retained or
not, and how competition between alternative services is to
be dealt with.

'The alternative price policies are (1) charges based on cost
of service, (2) charges based on value of service. In case (1)
the charge will be uniform for services of a similar kind; in
case (2) it will tend to be discriminating.

The cost-of-service principle raises the further issue of
average versus marginal cost, already discussed in Chapter I1I,
section 4 (2). It also raises the problem of averaging in a
different form. No two ton-miles of transport are provided,
no two kw.-hours of electricity generated under precisely
similar conditions; hence their cost of production is never
exactly the same. But in practice it is impossible to make a
separate charge for each individual unit of output; services
must be classified into categories, and a uniform charge made
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for cach category. Therefore a rate system based on cost,
whether average or marginal, will have to average cost over
a whole category of services evolved under similar, but not
identical, conditions. We shall call these mean costs to
distinguish them from average, as opposed to marginal, costs.

Professor Pigou' concludes that the output proper to
simple competition (which he assumes to involve prices based
on average cost) is likely to be nearer the ideal output (from
the social point of view) than that proper to discriminating
monopoly. He admits, however, of some possible exceptions,
which he considers unlikely to occur in reality, where dis-
crimination would produce some output and simple competi-
tion none at all. Mrs. Robinson? desires to extend the scope
of Professor Pigou’s exceptional categories. She also suggests
that, if the monopolist is limited to a fixed rate of return on
his capital, discrimination may enable the weaker consumer
to be subsidized out of the surplus exacted from the stronger
consumer, so increasing output above that proper to single
competition.

This argument is plausible, and if a socialist community
desired to develop public utilities by means of discriminating
charges, this is the principle on which it should do so. But,
in the writer’s opinion, the argument is fallacious and the
practice based on it should be rejected. Although at first
sight this increased output seems to be a gain that no one
loses, yet an uneconomic diversion of resources may occur.
If the service is developed in this way, a need for increased
capital equipment will come about earlier than it otherwise
would. Thus resources will be diverted from industries
in which it is impossible to make discriminating charges.

Another way in which the imposition of discriminating
charges might be justified is the following. Assume the

! Economics of Welfare, part ii, ch. xvii.
2 Economics of Imperfect Competition, ch. xvi.
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undertaking to be yielding the maximum service under a
system of prices based on average cost (output proper to
simple competition). Suppose then that some increase of
output can be effected by charging some consumers a price
less than average cost, and that the net additional return at
this price just covers the net additional cost of the extra
service. Then, it may be argued, the favoured consumers
obtain an advantage that causes nobody any loss. There is
no subsidy, since non-favoured consumers pay no more than
they would have done had the discrimination not been made.
The additional service is provided, not at any one’s expense,
but out of the more intensive utilization of plant. It is thus
a net social gain. This argument, however, really justifies, not
discrimination, but a system of non-discriminating charges
bascd on marginal cost.

It should be remembered that a sound system of social
costing should render possible a threefold equilibrium: (1)
within the enterprise, a balance of receipts and costs in each
line of production where separate costs are ascertainable;
(2) between different ways of rendering similar services (say
gas and electricity, rail and road transport) a balance between
the economic use of each kind of service; (3) in the economic
system as a whole a balance between the relative worth-
whileness of different ways of utilizing the community’s
resources. In the case of transport, for example, this last
point means that a balance must be struck between the
advantages of increased transport facilities and a more wide-
spread distribution of factories. Neither transport nor the
generation of electric power are ends in themselves, and it
may well be that a policy that increases the use of transport
facilities or the consumption of electrical energy is simply
multiplying unnecessary journeys and hindering the most
economic location of producing plants. A system of transport,
electricity, gas, and water charges based on mean cost of
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service would afford a reliable indication to the planners of
socialist industry of the most economic size and location for
the manufacturing unit in different industries.

Wherever competition is possible between alternative
services, as in the cases of gas and electricity, rail transport
and road transport, where each alternative has a definite
range of undoubted superiority, but where there is a wide
overlap of competitive uses, equilibrium can only be main-
tained by a rigorous method of cost-accounting. Each service
should be charged with its own proper costs, all its own
proper costs, and nothing but its own proper costs. The con-
cealed taxes and subsidies that so often exist under capitalism
must be abolished. Then the choice between the alternatives
can be made on their merits.

It would thus appear that the proper basis of charging for
a public utility in a socialistic economy is cost; and where, as
generally happens with public utilities, the cost of a particular
unit of service cannot be separately ascertained, the proper
basis is the mean cost of a category of services that are similar
from the point of view of supply. That is to say, in power
production one kw.-hour of energy is similar to any other
kw.-hour of energy if generated at the same time and by the
same plant: differentiation of charge on the basis of use (e.g.
for lighting or for heating, for private houses or for shops) is
not justifiable; but differentiation on the basis of load factor
is. In transport one ton-mile is the same as another ton-mile
carried over the same line or road in the same type of vehicle:
differentiation of charge is not justifiable on the basis of
the kind of good carried (between iron ore and copper ore,
between wheat and oats, between kitchen tables and grand
pianos); but differentiation is justifiable on the basis of ease
of loading, or between full wagon-loads and half-filled wagons,
or between ton-miles carried on a line of dense traffic and on
one of sparse traffic.
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Thus we conclude that in the case of electrical energy the
two-part tariff is to be recommended. This consists of an
annual (quarterly or monthly) charge based on maximum
demand plus a charge per unit of energy consumed, the two
rates of charges being adjusted in such a relation to each
other that, as far as possible, the sum of the receipts under
the first head will cover the capital costs of the power installa-
tion, and that under the second head will cover the operating
costs. Differential charges are also to be recommended if
they are likely to lead to an improvement in the load-factor,
i.e. to a more uniform distribution of demand throughout
time: on this account some charges that apparently discrimi-
nate between different uses of current may be justified—e.g.
domestic users of current may be charged less for cooking
and heating than for light because their demand for the
former comes at a time when their demand for the latter is
low, and so evens out the total demand. Asbetween localities,
charges will tend to vary according to the size and cfficiency
of the local generating plant; but, with the full development
of a national electric grid, it should be possible to establish
a uniform rate (at least, a uniform unit-charge) throughout
the entire country.

The subject of transport rates will be dealt with in more
detail later, but one or two points emerge directly from the
preceding discussion. One is that the rate system that should
be adopted is much more like the present system of road
rates, systematized and uniformized, than like the present
system of railway rates. There is no economic justification
for the present complication of class rates and exceptional
rates on the railway. The principle of ‘charging what the
traffic will bear’ or even of ‘not charging what the traffic will
not bear’ is fundamentally wrong. If the traffic will not bear
the charge, it should not exist. If it must exist, it must bear
the charge. Uniform ton-mile rates over a given route should
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be established, except where differences in rates are justified
by differences in cost.

Uniform rates over different routes and in different parts of
the transport system are a different matter: on the cost prin-
ciple every part of a transport system should be a separate
accounting unit and should have its charges based on its own
costs. Uniformity over an extended system, where traffic
conditions vary greatly in different parts, means that one part
of the system subsidizes another part. This would be a
serious consideration in an area like the U.S.S.R., the North
American continent, or the Australian continent; in an area
like Britain, where traffic conditions are relatively uniform,
this would matter less. Within the area of a single West Euro-
pean country a uniform system of mileage rates might be
established, ignoring the differences between one line and
another, for the sake of simplicity.

Apart from local variations in rates, the cases where differ-
entiation is justifiable are as follows: (a) between different
technical forms of transport, as between rail, road, and canal,
each of which has its own schedule of costs; (b) between
goods involving different degrees of care or auxiliary services
such as covering with tarpaulins or the use of special wagons
(e.g. bananas, fish, milk); (¢) between full train-loads or
wagon-loads and less-than-car-load consignments.

Attention should also be drawn to the possibility of apply-
ing to transport the principle of the two-part tariff. An
enterprise that makes use of the socialized transport service
might be charged an annual charge based on its maximum
loadings in any one week plus a ton-mile rate for each con-
signment. The charges would be designed so as to make the
standing charges cover the capital costs of the transport
system (road, rail, and water transport would have to be
accounted for separately) and the unit rate cover the operating
costs. This would be a much more logical and economic
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system than the ‘agreed charges’, recently introduced on the
British railways, which, by making transport charges vary only
with the tonnage (or value) of traffic and not at all with distance,
tend to make impossible any rational localization of industry.
The two-part system would be difficult to work under capital-
ism, but it could be introduced into a socialist economy. It
is more appropriate for goods than for passenger transport.'

A strong case can be made out on social grounds for a
greater measure of ‘tapering’ in transport charges than would
be justified on private-economic grounds. Wherever large
aggregates of population come into existence they exert a
powerful attractive force upon industry, since, other things
being equal, it is most convenient to locate an enterprise
near the market for its products. (‘The growth in the impor-
tance and variety of consumption goods as compared with
capital goods, and the increase in the relative importance of
home production over foreign trade may be expected to
reinforce this tendency.) But the establishment of new enter-
prises in a particular region involves a local increase of popula-
tion, both direct (workers in the new enterprise) and indirect
(people satisfying their needs). These people now constitute
a market for goods and attract new enterprises into a region.
Thus a cumulative process is set up which, in a region that
is relatively independent of external sources of supply, may
lead to an overwhelming concentration of the population into
one or a few areas where (possibly for fortuitous or transient
reasons) a tendency to concentration had first shown itself.
Now this tendency is undesirable both for social and for
purely economic reasons. Economically, urban concentration
involves costs in the form of traffic congestion, new road-
building, housing, providing local services, &c., which are

1 See M. Farrer, How to Make the British Railways Pay, for an expo-
sition of a scheme on these lines for both passenger and goods transport,
proposed for immediate adoption under capitalism.
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not ordinarily taken into account in fixing transport charges
nor in the original calculations of cost that led to the setting
up of the enterprise (a case of divergence between net private
and net social marginal product). Socially, costs that are hard
to estimate in definite figures but are none the less real are
incurred in the form of loss of amenity.

One remedy for this state of affairs is, of course, control
exercised over the establishment of new enterprises in urban-
ized areas. But a strict all-or-nothing rule is uneconomic.
Some enterprises should be established in a congested area,
even though fewer than would be established on the basis of
a purely business calculation of costs. To deal with every
proposal ‘on its merits’ would soon result in hopeless incon-
sistency and confusion. To avoid both the clumsy rigidity
of an all-or-nothing rule and the random results of deciding
every question on its merits, some general method of calculat-
ing the advantages and disadvantages of industrial locations
must be devised that will automatically exercise a deconcen-
trating influence. One method would be a system of local
taxes on industrial sites that rose steeply with the density of
industrial enterprises in the locality. Another method would
be a system of strongly tapering transport rates, enabling
enterpriscs at a distance from their markets to compete
successfully with those nearer to their markets if they had
even aslight advantage on grounds other than transport costs.
This principle might be extended, in the form of a general
subsidy given out of social revenue to transport asa whole, but
at a higher rate to longer hauls (negatively tapered subsidy).

2. SocIALIST TRANSPORT

We may conclude this chapter with a sketch of the work-
ing of the transport system in a socialist community, as an
example of the principles discussed above.
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We must first distinguish between land transport, air trans-
port, and sea transport. (Coastal traffic competitive with land
transport and sea transport over short lengths of sea, as be-
tween England and Ireland or between the North and South
Islands of New Zealand, are reckoned as land transport.)

(1) All land transport would be in the hands of a single
operating organization, the Land Transport Corporation,
which would sell transport, not rail transport or road transport
or transport by coastal vessel. In it would be vested all rail-
ways, canals, road vehicles, and coastal vessels. It could be
divided into separate sections for different types of transport
and into geographical areas and divisions, but as an enterprise
it would be a single unit. We may think of it as a unified
railway enterprisc (like the German Rcichsbahn) operating
road, canal, and coastal services as an integral part of its
undertaking (as the British railways are beginning to do).
We will discuss first goods and then passenger transport.

A. In the case of goods transport the Land Transport
Corporation would be in a position to offer a completely
co-ordinated, door-to-door service. It would be a common
carrier for private individuals. It would probably take over
all transport outside the factory-gates for the organs of collec-
tive economy. It would contract with the consignor (whether
a private individual or an organ of collective economy) to
transport for a stipulated charge, fixed and known in advance,
a given load between two given places (within certain definite
limits of time) and then please itself whether it used rail, road,
canal, or coastal-vessel transport. In this way the operating
Corporation itself would have to settle internally all questions
of competition between alternative forms of transport. If the
consignor wished to send freight by a special form of trans-
port (e.g. if he wished specially to designate road transport)
he should be free to do so (in some cases on payment of a
special surcharge).
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The rates charged would be based on two principles: (1)
cost, (2) simplicity. Since in general the specific costs of a
particular consignment cannot be ascertained, charging ac-
cording to cost implies charging according to mean cost.
For goods this means a uniform ton-mile rate for all com-
modities and for passengers a uniform mileage rate. But,
wherever possible, special costs should be ascertained and
allowed for. Thus in the case of goods, terminal costs can be
partly separated from forwarding costs and should be sepa-
rately charged for. Long hauls promote fuller utilization of
rolling-stock than short ones, thus justifying a fall in the
ton-mile rate as the distance increases (tapering rates). Again,
small consignments mean more handling, and use of rolling-
stock below capacity. This justifies different rates of charge
according to the size of the consignment: say a less-than-
truckload rate, a less-than-trainload rate, and a full-trainload
rate. Finally, some commodities require special care in trans-
port and involve special risks that others do not. A higher
rate per ton-mile is justified in this case. Thus commodities
such as fruit, fish, furniture, milk, delicate machinery, or
explosives, with special requirements in the way of speed,
covering, care, or special type of vehicle, would be subject to
higher rates, while commodities such as coal, iron ore, wheat
(in grain-producing countries), which can be transported in
bulk with little in the way of special care and covering, would
receive special low rates. By dividing a railway into divisions
and keeping cost accounts for each, as if it were an indepen-
dent undertaking, the mean cost in each division (even in each
branch-line) can be ascertained: the same principle can be
followed with road transport and canal transport. Here,
however, the principle of simplicity enters. Although it
would be possible to vary the basic rates of charge for every
division and branch of railway or canal, and for every road-
transport area, it would probably be inadvisable to do so,
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although it would be desirable nevertheless to keep accurate
cost accounts.

Thus our system of charges for the carriage of goods re-
solves itself into one based on a uniform rate per ton consist-
ing of a terminal charge and a mileage charge (tapering),
with three main classes, according to size of consignment,
together with a few special classes for particular commodities.
These special rates would be applicable all over the system
and would, like the general rates, consist of a terminal charge
and a tapering mileage charge. The classification would be
based not on the value of the commodity carried but on the
cost of transport. A rate system on these lines, unlike the
present one of charging ‘what the traffic will bear’, would
reflect the real social costs of transport, and could thus serve
as a reliable index to the relative advantages of different loca-
tions for industry. The transport undertaking would become
an arbiter, but not a dictator, of economic development.

The container system could be considerably developed
under a common administration for rail, road, canal, and
coastal-shipping transport. Its working would be simplified
by the adoption of a uniform tariff for all commodities sent in
containers, irrespective of the normal classification.

B. Passenger transport is a simpler proposition than goods
transport. A co-ordinated system of rail and road passenger
transport should be set up. The same fares should apply to
both rail and road transport; and, where both forms of trans-
port serve the same route, all tickets should be available
indifferently for either form. The present process of closing
down less important railway lines and stations, concentrating
traffic (especially local traffic) on the roads, might probably
continue; but proper co-ordination should avoid the loss to
the public of such facilities as proper waiting-room and
lavatory accommodation at wayside stations, transfer from
main-line to local transport under cover and without a long
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distance to walk, and complete time-table information regard-
ing local as well as main-line services.

With regard to the tariff of passenger fares, the best prin-
ciple for charging is a uniform rate per mile, based on mean
costs. There is a less strong case for tapering rates in the
case of passenger traffic than in that of goods traffic, but a
moderate taper in the mileage charge would be justified. The
whole of the present jumble of excursion, week-end, and
other special rates would disappear; but season tickets at
reduced rates would be continued, since the season-ticket
passenger gives a guaranteed steady volume of traffic and
ensures a good load-factor. There seems no adequate reason
for a division of passenger accommodation into classes, since
special accommodation involves extra weight hauled per
passenger and more work in marshalling and assembling
trains. Already, in Great Britain, only 6-2 per cent. of passen-
ger journeys are made in the first and second classes (only
1-7 per cent., excluding season-ticket holders). The conti-
nental system (now being introduced into Britain) of charging
higher fares for fast trains is justifiable on the basis of cost,
but is complicated and vexatious. Both British and American
experience suggest, by comparison with continental practice,
that discrimination of this type not only irritates passengers
but delays progress by making transport administrations
tolerant of low speeds by ordinary trains. Fares should be
fixed on a uniform basis, as low as possible, and all passengers
admitted to the fastest means of conveyance.

The roads would be built and maintained either by the
same Transport Corporation or by a special Road Board. In
view of the facts (a) that roads are used by other vehicles than
those of the Transport Corporation, and () that complex
problems of local use and local finance emerge, the latter
method may be preferable. In any case it will be necessary
for accurate costing, in order that the Transport Corporation
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may keep an exact balance between road and other forms of
transport, to calculate the cost of road construction and main-
tenance and to allot it to different types of vehicle on the
basis of their number, average speed, and gross laden weight.
Vehicles in private ownership or owned by public bodies
other than the Transport Corporation would be subject to
taxation on the same level as the costs allotted to vehicles
used by the latter body. This taxation might be on any of
three bases: (1) an annual licence duty per vehicle, graduated
according to its weight and normal working speed; (2) a tax
on fuel consumption; (3) a mileage tax, graduated according
to the vehicle’s weight and normal speed. This last kind of
tax would give rise to administrative difficulties in a capitalist
order of society, but would be applicable to all publicly
owned vehicles in a socialist community. For privately owned
vehicles, two possibilities exist. One is a mileage tax, based
on an officially sealed mileage-counter; the other is an extra
licence duty, or an extra tax on fuel sold to private persons,
in lieu of the mileage tax.

Canals give rise to no problem that has not been treated,
in principle, under the heading of rail-and-road transport.
Contrary to popular prejudices on the subject, canals have
few advantages that would justify an extensive development
of this form of transport. Although the cost per ton-mile of
pure transport is lower by water than by either road or rail,
this is in most cases offset by other factors. One of these is
the slowness of canal transport, even on the level: where
locks or lifts are necessary, this defect is even more marked.
Another is the fact that the canal network is not and cannot
be as ubiquitous as the rail or the road network: many places
cannot, for geographical reasons, be served by canal except at
great capital cost, and in many cases the route between two
places that are served by canal is exceedingly circuitous.
Hence canal transport will often involve transhipment, with
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all its attendant costs. In special cases, as the transport of
coal in special containers on the Aire and Calder Navigation,
canals have their secure place in the transport system. For
the carriage in bulk of goods, where speed is not essential,
over a fixed route or a few fixed routes (e.g. between a number
of collieries and a coaling port) this form of transport will
continue in use.

Much the same can be said about coastal shipping as about
canals. Here, too, is a limited but definite field of usefulness,
restricted mostly to the carriage of goods in mass over definite
routes.

The socialist administration of docks and harbours should
not occasion any special difficulties.

(2) Air transport, because of its much higher range of costs,
should for the present be organized as a separate service
under a separate operating body, the Air Transport Corpora-
tion. The sphere of air transport to-day is mainly threefold:
(a) provision of transport for isolated communities where
the capital cost of road or rail communication would not be
justified by the returns (e.g. in Northern Canada, Central
Australia, New Guinea, and the Asiatic part of the U.S.S.R.);
(b) emergencies; (¢) luxury travel. In all these cases, air
transport is not seriously competitive with land transport;
nor will it be in the future, unless its cost is very considerably
reduced. If it does become competitive with land transport,
it will have to be operated by the same organization as
operates land transport.

(3) Sea transport, in the special sense of the word used
here, includes ocean transport and transport in smaller seas
between distinct land masses, but excludes coastal and local
river traffic, and such transport as that between Great Britain,
the Isle of Man, and Ireland, and that between the North and
South Islands of New Zealand, which is simply a link between
two closely co-ordinated systems of land transport. Border-
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line cases of course will arise, such as the case of cross-channel
communication between Britain and the European continent,
which is here provisionally reckoned as sea transport. Diffi-
cult problems also arise when what is undoubtedly sea trans-
port partakes also of the character of coastal trade, such as
traffic between the Atlantic and Pacific seaboards of North
America, via the Panama Canal, or such as traffic between
Australia and the rest of the world, which usually touches at
a number of Australian ports.

The problems of sea transport, in the special sense, are
sufficiently different from those of land transport to warrant
a distinct organization. Here discrimination between different
kinds of goods is less important than the variation in the
general level of rates in accordance with the fluctuations of
supply and demand in the market. The administration of the
mercantile marine of a socialist country that entered into
trade relations with the capitalist world would have to be
prepared to face competitive rate-cutting on the part of
capitalist steam-ship companies. It would probably be best
to concentrate in the hands of one administration al/ overseas
transport, whether it was shipped in socialist or capitalist
bottoms. This administration would maintain a fairly stable
schedule of rates, based on mean costs, applicable to all
consignors, whether private or public, within the socialist
country, and then ship the forthcoming traffic either in its
own vessels or in capitalist vessels chartered at current market
prices, whichever seemed best to it.!

! For a discussion of socialist transport see chapter ii of Britain
Without Capitalists.



CHAPTER VI

PRIVATE ENTERPRISE WITHIN THE SOCIALIST
COMMUNITY

1. THE PRIVATE SECTOR IN GENERAL
WE have hitherto assumed that all production is in the

hands of economic organs of the community and that
all income is either earned by working for these organs or
distributed as a Social Dividend. We must now see whether
it would be possible to relax this collectivistic rigidity so far
as to allow of private persons’ engaging in production or
rendering services to other private persons; or, to use the
Soviet phraseology, whether it would be possible to tolerate
a private sector of industry side by side with the socialized
sector, with which we have been solely concerned up to this
point.!

Here two apparently conflicting considerations present
themselves. On the one hand, from the point of view of pro-
duction, there are a number of branches of personal service
and petty production that do not lend themselves well to
collectivistic provision. Also, there are activities of a highly
individualized nature, such as the production of works of art
and the printing of political and religious literature. In many
cases they might be organized on the principle of producers’
co-operation (cf. the Russian ‘artel’), but in others they
would be best suited by the one-man business or by the
small firm with a few employees. If what is chiefly desired is
economic efficiency, such businesses should be allowed to
extend where they can produce a better or cheaper product
than the socialized sector can, and, in order to achieve eco-

! Note the distinction between the divisions of communal and indi-
vidual consumption and the sectors of socialized and private production.
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nomic equilibrium, they should be placed, as far as possible,
on the same basis as socialized industry in the matter of costs.
This would only be possible if prices in the socialized sector
were based on average costs. On the other hand, from the
point of view of distribution it is desirable to prevent the
private appropriation of rent, interest, and profit. Any ex-
tensive toleration of private enterprise, especially with the
use of large-scale capital, would tend towards the enhance-
ment of economic inequality and the re-establishment of a
class society. Less objection would attach to enterprises
analogous to personal service, involving little capital, such
as restaurants, tea-shops, garages, and petrol filling-stations;
the making of pickles, jam, and cakes for sale; bespoke shoe-
making, tailoring, and dressmaking, &c. Let us, therefore,
consider the conditions on which a socialist community could
tolerate a private sector of industry, at least in such small-
scale branches of production as are mentioned above, without
endangering the fundamentally socialist basis of society.

Since all land and natural resources would belong to the
community, it would be possible to charge the private em-
ployer a full economic rent for his premises. His capital
would be obtained partly from the Central Bank and partly
from private sources. 'The Bank would charge on loans the
normal rate of interest in the socialized sector, and the private
trader would be required to pay on the rest of his capital a tax
equivalent to the normal rate of interest. The result of this
would be the social appropriation of income derived from
land and capital, leaving the owner of a private business with
only the surplus that might fairly be considered to be derived
from his own exertions and organizing ability. Furthermore,
he would pay on this residue of his income whatever tax was
payable on abnormally high individual earnings.

If the worker in the socialized sector was paid in the form
of wages the full economic value of his labour, no more and
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no less, there would be no objection to private employers
competing with the public for the services of workers. All
trade-union regulations and all laws designed for the workers’
protection would, of course, apply with equal force to the
private and to the public sector. Their enforcement would
probably need greater vigilance in the private sector.

A difficulty would arise in the case where, owing to a
general levy on wages, the worker in the socialized sector
received less in wages than the economic value of his labour.
To put the employee in the private sector upon the same
footing as the worker in socialized employment, a tax would
have to be levied on private employment (its ultimate inci-
dence would be the same whether it was laid upon the
employer or the employee). The private employee would
participate, like every citizen, in free social services and in
social dividend. (It would not be desirable to allow him to
contract out of these in return for exemption from the private-
employment tax.) The same treatment would apply to free-
lance professional workers, artists, writers, doctors, &c., not
employed by organs of the community.

With regard to contracts of personal service, that is to say,
employment by private persons not for gain, the only things
necessary would be the employment tax, designed to equalize
the position of the private and the public employee, and the
enactment of a strict code of labour laws for the protection
of the private employee.

b

2. AGRICULTURE

The most important branch of the private sector will prob-
ably be agriculture. Although the technical arguments for
conducting some branches of agriculture by means of large,
publicly owned estates, worked by employed labour, are
very strong, there are other branches where the small family
unit is economically preferable. Moreover, there are social
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and psychological considerations which may result in the
retention for some time of the small, privately worked farm
over a great part of the range of agricultural production.
This is especially likely to be the case where, as in Scandinavia,
Australia, New Zealand, and parts of North America, small,
one-family farms worked with little or no hired labour have
achieved a considerable degree of technical efficiency (thanks
usually to the help of co-operative or state activities) and
account for a very large proportion of agricultural output.

It will be particularly difficult to fit private agriculture into
a planned collectivistic economic system, especially where it
is a question of co-ordinating the national production of
agricultural commodities with a general plan of exports or
imports. Large-scale, directly collectivist agriculture could
of course expand or contract its output and its labour-force
in accordance with the social plan, just as collectivist industry
could. But a multitude of petty commodity producers is not
so amenable to direct regulation. Moreover, a complication
is introduced by the fact that the small farmer’s income con-
sists of the proceeds of the sale of his product. He, like the
industrial worker, should be sheltered from the major fluc-
tuations of a market valuation of his services; this protection
should, however, be afforded at a minimum loss of economic
efficiency. Four ways of controlling the output of the private
sector of agriculture may be mentioned.

(1) Price-control. The planning authority for agriculture
might regulate the supply of different products by varying
the prices which it offered for them. Each year it would
decide how much wheat, say, was required from the private
sector, and then fix a price for wheat that, in its estimation,
would elicit the desired supply. If more was forthcoming,
the price could be lowered, or purchases could be stopped.
The question is more complicated if it is desired at the same
time to guarantee the farmer’s livelihood. In this case the
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purchasing board would have to make a guaranteed price—
that is to say, announce a price that would be fixed for a defi-
nite period of time and undertake to buy the whole of the
individual farmers’ output (subject of course to its satisfying
a certain minimum standard of quality) during that period.
If its calculation was wrong and, say, more wheat was offered
than it expected, it would have either to cut its losses and
learn to make better estimates next time, or store the excess
and offer a lower price next year. In the case of a perishable
commodity, such as strawberries, the purchasing board
would have to sell at a loss.

(2) Rent-control. The planning authority might control
the supply of commodities by adjusting the rents charged by
the community for the use of agricultural land. The rent of
different kinds of land would be calculated so as to make it
profitable for producers in the private sector to grow just the
desired quantity of the different products. By itself this is
probably a less flexible method than price-control, but it
might be convenient in the case of crops of minor economic
importance. Its principal sphere of use is probably in conjunc-
tion with price-control. Prices and rents are naturally com-
plementary in an exchange economy, and the simultaneous
manipulation of prices and rents would give the planning
authorities greater freedom, e.g. in adjusting home production
to the import and export trade.

(3) Licences. The planning authority, having decided
how much of a particular crop it requires during a given year,
might issue licences to produce the desired quantity, and sell
them to the producers by public auction or by public tender.
This would ensure the most productive use of land and
would tend to concentrate production in the hands of the
most efficient farmers. It would not be so effective as some of
the other methods in guaranteeing the producers’ livelihood.
It could be combined with guaranteed prices and rent-control.
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(4) Quotas. If the minimum disturbance to established
expectations is sought, the method of quotas is the most
obvious. Existing producers could be registered and given a
quota based on their past output, the sum of the quotas con-
stituting a standard output. Changes in output required
would be effected by expressing the desired output as a per-
centage of the standard output and then authorizing all pro-
ducers to produce this percentage of their quota. This method
is particularly suitable where the probability is that planning
policy will reduce the quantity of home production and it is
desired to let existing producers down lightly. This may
happen either because the demand is declining (as in the case
of flax), or because the imported product is cheaper (as in the
case of wheat in France), or because the product in question
is produced mainly for export and the foreign markets are
becoming less remunerative (as in the case of butter in New
Zealand).

This method (the simple quota) is subject to serious eco-
nomic defects. The chief one is that it tends to stereotype
the use of land as it was at the moment of introducing the
quota system. But as time goes on, new methods of cultiva-
tion are discovered, new land is opened up by improved
means of transport, new crops are introduced, and the rela-
tive suitability of land for different purposes becomes quite
other than what it was originally. Thus the simple quota
perpetuates an increasingly uneconomic use of land.

This objection can be avoided by the device of making the
quotas transferable. They will then acquire an economic
value. Thus in the case of a butter-fat quota, a farmer culti-
vating land that is intrinsically more suited to dairying than
some other land and having himself no quota or a small one,
will find it worth his while to buy quotas from men on worse
land who have larger quotas than they want to use. In this
way the production of butter-fat will be concentrated upon
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the land more suitable for the purpose, while less suitable
land will be driven into other uses. Also it will be worth while
for the personally more efficient man to extend his produc-
tion, at the expense of the less efficient, through the purchase
of quotas. Meanwhile old producers who are displaced will
obtain some compensation through the sale of their quotas.

The simple quota system will tend to break down if the
permitted output increases above standard. It may be physi-
cally impossible, or at least economically very costly, for
farmers to produce more than 100 per cent. of their existing
output. This situation can be dealt with, either by authoriz-
ing the sale of quotas, thus transferring the extra production
to the next most suitable sites, or by combining the quota
with the licence method, and issuing new quotas to be sold
at competitive prices to whoever will buy.



CHAPTER VII
FOREIGN TRADE

SO far we have described price-formation and economic
regulation in an isolated socialist community. Such a
community, far from being parasitic on capitalist states out-
side, in the sense of basing its price-system on theirs, would
find it possible, at any rate in theory, to determine all neces-
sary prices and costs in an isolated economy. We have now
to consider how this community would be economically
related, through imports and exports, to other communities.*

(1) Trabe 1IN Goops

Comparative costs. The principle of comparative costs
applies to a socialist economy as to a capitalist one. If a good
A can be obtained from abroad in return for the export of
other goods whose cost is less than the cost of producing A4 at
home, then a net gain of economic welfare results from
importing the good 4 instead of producing it at home. This
is subject to distinctions and qualifications. For example, it
is only true of costs reckoned in the long run, and not of
short-period prices, which may diverge considerably from
cost. The S.E.C. must discriminate between supplies of
cheap foreign goods that are permanently cheap owing to low
real costs of production and those that are only temporarily
cheap. It ought to take advantage of temporarily cheap goods
whenever it can do so without dislocating its own plans of
production or incurring more than countervailing costs of

! These other communities are assumed to be non-socialist. It is
improbable that a number of independent socialist commonwealths
would isolate themselves, each in its own distinct economic system, when
self-interest and socialist principle alike would impel them to adopt an
integrated system of economic planning and costing.
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transference. But it is not worth while importing goods that
are temporarily cheap owing to a foreign seller’s price-cutting
policy, if their introduction necessitates changes in the alloca-
tion of capital and labour at home that will soon have to be
reversed. If, however, the foreign goods are permanently
cheap, the S.E.C. ought to substitute them for those of native
manufacture, transferring labour and other resources to
alternative branches of production, until the cost of the home-
produced goods is equal to that of the imported. (This may
involve, in some branches of industry, abandoning home
production and relying entirely on importation.) Even if the
imports are permanently cheap, the cost of the necessary
adjustments in home production may be greater than the
savings effected by importation. Now a socialist community
can make allowance in its estimates of a// the relevant costs
(e.g. retraining of skilled labour), and can spread the charge
over that period of time during which equipment and labour
would naturally be renewed. The problems of transference
involved in the case of foreign trade are precisely similar to
those which arise in a self-contained economy owing to
technical improvement or to changes in demand. (See pp.
86—7; and Chapter IV, section 3 (3).)

In order to give effect to the principle of comparative costs
the S.E.C. will have to make a survey of domestic manu-
factures with a view to their disposability in foreign trade.
It will then have to compute price indexes for export goods
and for import goods, and work out, on the basis of the
bargains that its foreign trade organs actually make with
external trading bodies, the real rate of international inter-
change between its imports and its exports (the barter terms
of trade). On the basis of these figures it can compare the
costs of any particular branch of domestic production and
compare its costs with those of importation. An increase in
imports will make it necessary to dispose of more exports
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abroad; this will in general be progressively more difficult
and involve a worsening in the real rate of interchange, thus
raising the cost-coefficient of all imported goods.

An important qualification of the comparative-cost prin-
ciple is that it is static, it considers only actual economic
relations as they exist at a given time. A planning authority
ought to be able to look ahead and forecast future trends (a)
in costs of export goods, (b) in costs of goods that compete
with or might compete with imports, and (c) in the barter
terms of trade. It ought in its decisions to take into account
these trends as well as the actual conditions of the moment.
The most usually quoted example of the importance of
future trends is the case of the industry that is not at the
moment capable of surviving in the face of foreign competi-
tion, but could do so after a sufficient period of development.
This is the ‘infant industry’ argument in favour of fiscal
protection. A socialist community could foster infant indus-
tries without the fear that they would become infant Gargan-
tuas devouring the substance of whole provinces in their
greed. No private vested interests would be created by such
a policy of development, nor would protected industries
develop that penumbra of sub-marginal undertakings which
makes it almost impossible to remove protection from an
industry under capitalism even though the more efficient
establishments no longer need it.

Another qualification of the comparative-cost principle is
that there may exist political reasons for not being dependent
on foreign countries for particular products or on certain
foreign countries for any product. Again, there may exist
social reasons for developing certain branches of domestic
production, beyond the point indicated by the principle of
comparative costs, such as the necessity of developing
factory industry in agricultural districts and of establishing
proletarian settlements there, or of developing agriculture in
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regions considered to be unduly urbanized. In all these cases
definite subsidies should be made out of the social income to
the industries concerned and the ordinary calculation of costs
then applied. In this way it will be possible to see clearly the
real social cost of such a policy of protection, and, moreover,
to apply quantitative methods to the case where, while it is
undesirable for political or social reasons to admit a large
quantity of some imported product, it may not be desirable
to exclude it entirely.

But these exceptions apart, the policy of a socialist com-
munity with regard to foreign trade should be, not free trade,
which is inconsistent with the principles of collectivism, but
non-discrimination between foreign and domestic sources of
supply. We may note in this connexion that the orthodox
argument in favour of free trade involves two propositions:

(1) that specialization of industries within nations accord-

ing to their comparative costs of production will yield
the maximum aggregate real income to every nation;

(2) that free competition is the best way of achieving this

specialization.

Now in controverting the free-trade position the ordinary
protectionist attacks proposition (1)—usually with scant
success. The socialist can accept (1) with a good conscience,
but rejects (2). He may consider desirable the distribution
of resources that would result from an ideal free-trade policy,
while doubting the capacity of capitalist society to achieve it.
The only way to achieve this ideal distribution, according to
him, is deliberately to plan it. There is need of a term to
describe this policy of deliberate planning of production on
a basis of comparative costs. It cannot be called ‘free trade’
because this phrase implies a policy of laisser-faire. The
term ‘non-discrimination’ is here suggested. It is non-
discrimination rather than freedom that is proved to be
economically advantageous by the orthodox argument in
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favour of ‘free trade’. A socialist community could practise
non-discrimination while protecting the home market from
dumping and short-period fluctuations; it could encourage
infant industries; and, since production would not be in the
hands of completely independent bodies of entrepreneurs
with interests opposed to the social interest, there would be
no danger of such protection and encouragement being used
as a screen for monopolistic depredations. It is true that
prejudice and mental inertia on the part of groups of pro-
ducers might perhaps create a demand for restrictions not
socially justified; but within the ‘glass walls’ of socialist
economy it would be difficult to maintain unreasonable dis-
criminations for long.

A difficulty arises inasmuch as the orthodox theory of
international trade assumes that, at least on one side, trading
units are small and that goods are offered and taken in small
lots (small compared with the magnitude of aggregate trade
between any two countries or in any one commodity). Where
a socialist community was trading with another socialist com-
munity (if such existed) or with a capitalist community that
had adopted the now popular policy of totalitarian state
regulation of foreign trade, a situation would arise, similar to
that called ‘bilateral monopoly’ by theoretical economists, in
which it is probable that there is no determinate stable posi-
tion of equilibrium, but in which either party has an incentive
to get the better of the other by the use of fraud or force.
The investigation of this problem leads us too far afield, but
one may remark that, in these days of marketing boards,
quotas, and clearing agreements, it is not a problem that
faces a socialist commonwealth exclusively.

In order to safeguard the policy of the S.E.C. with regard
to importation and exportation, the community should main-
tain a monopoly of foreign trade. Although there would not
be any harm in individuals’ ordering small quantities of

4527 Aa
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goods from abroad for their own personal use,’ the private
sector should be excluded from direct participation in foreign
trade. The private trader, if tolerated, should be obliged to
make all his purchases from and sales to traders in foreign
countries through socialized export and import organizations.?

2. FOREIGN EXCHANGES

Purchasing-power parity. The question of foreign
exchanges should present no difficulty. If the outside world
adhered to the gold standard, the socialist community would
have to conduct its foreign-trade transactions in terms of gold.
The S.E.C. would have to see to it that imports were paid for
by exports. But there is no necessity for the internal currency
to be linked to the external. The conversion of one into the
other would only be necessary for the use of travellers and
for remittances between private individuals. The central
bank would have a monopoly of foreign exchange and could
fix what rates it liked. The greatest economic and administra-
tive convenience would, however, result from its fixing the
rate of exchange at a figure corresponding nearly to the true
purchasing-power parity between the internal currency and
gold. This figure could be changed from time to time, as the
internal value of gold varied.

It may be objected to this that purchasing-power parity is
a concept of dubious validity in theory and difficult to deter-
mine in practice. In particular, the purchasing-power parity
between a socialist and a capitalist country would be difficult
to establish because of (@) the different price-structures, and
(b) the different proportions in which things were consumed
in the two countries. In so far as the socialist community

! The right of individuals to order books and newspapers from abroad
would be an essential guarantee of political freedom.

2 For foreign trade under socialism see G. D. H. Cole, Principles of
Economic Planning, chaps. vii, x, xiii; R. L. Hall, Economic System of a
Soctalist State, ch. xii.
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conducted its external trade on the lines laid down here, its
price-structure would approximate to that of the countries
with which it traded and objection (a) would cease to have
effect. Objection (b) would remain true, but the more closely
the two price-structures come to resemble each other the less
importance will attach to differences in weighting due to
different schemes of consumption. In any case no great
accuracy is needed. If the control of external trade is rigid
enough, any rate of exchange can be maintained. The more
nearly this arbitrary rate approximates to the ratio of the
purchasing powers of the two moneys the less temptation
there is to smuggling of currency, ‘black bourses’, and other
forms of illicit trade. Also less inconvenience is caused to
tourists, and to persons in the socialist country who desire to
make odd purchases (say books) or remit money to friends
abroad. A quite rough approximation to purchasing-power
parity in the rate of exchange will avoid these inconveniences.

If the outside world abandoned the gold standard, the
socialist community would have a choice of alternative poli-
cies. (1) It could either conduct its external trade in terms of
some capitalist country’s stable managed currency (if such
existed). (2) It could persuade capitalist countries to trade in
terms of its own domestic money. If this was maintained
stable in terms of general prices (see Chapter VIII, section 3)
it might easily commend itself to the use of a capitalist world
in the throes of dissolution. (3) It could contract and liqui-
date obligations in terms of some commodity chosen as a
measure of value. This commodity might be gold (used as
a commodity of trade and not as money), copper, steel, coal,
wheat, cotton, coffee, butter, wool, or any other standardizable
staple product. (4) It could conduct its trade on barter
lines by means of clearing-house agreements. This last ex-
pedient, although it is one to which capitalist nations are
forced in the extremity of the present crisis, is the last that
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should be adopted, since it is lacking in elasticity. It is ill-
adapted to three- and more-sided exchange, and it therefore
makes difficult rational economic choice between different
commodities and between different sources of supply.
Under these circumstances the socialist community would
still have to fix rates of exchange between its currency and
other currencies. The principle of purchasing-power parity
would still hold good. In the absence of gold pars, special
steps might have to be taken in order to check speculation.

3. CaPITAL MOVEMENTS

More difficult problems of foreign trade are involved in
the case of the import and export of capital. We must dis-
tinguish between short-period and long-period movements
of capital.

(1) Short-term capital. Some form of short-term bor-
rowing and lending must exist if a socialist community is to
have any foreign trade at all. Even if all imports are paid for
by exports the account does not balance accurately day by
day: the temporary fluctuations between one month and
another and those due to seasonal commodity movements
(harvests, &c.) must be evened out by short-term capital
movements. In the past these were provided by means of
bills of exchange, which, being of short currency and called
into existence by the commodities which they helped to pay
for, automatically adjusted themselves to the needs of trade
and, what was still more important, could not pile up a large
unbalanced volume of debt on one side of the account. Now-
adays a process of increasing differentiation and specialization
has tended to separate the movement of goods from the move-
ment of credit. The bill of exchange is being supplanted by
the simple bank credit and the telegraphic transfer. Bills, if
still in use, are to an ever-increasing extent finance bills, not
based directly on transactions in goods. This development,
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although it makes for greater flexibility, is liable to lead
to greater instability in foreign trade; since transactions in
goods do not automatically cancel each other out, and an un-
balanced short-term debt can come into existence almost un-
perceived by the financial houses which handle foreign trade,
leading on occasion to ‘frozen credits’ and to financial crises.

A socialist community which decided to trade with its non-
socialist neighbours but did not wish either to make long-
period loans (investments) to them or to accept such from
them, would nevertheless have to make use of some machinery
of short-period finance. It could either use that of its capi-
talist neighbours (as the U.S.S.R. has used that of London,
New York, or Berlin), or set up its own. In the latter case,
proper methods of inspection and control would enable it to
know exactly where it stood: in the former case the danger
would exist that the socialist community would find itself
more deeply involved than it cared to be in the financial com-
plexities of non-socialist countries. This could perhaps be
guarded against by the devising of some new form of auto-
matic and self-liquidating document against goods.

(2) Long-term capital. We must now consider long-
term capital movements, or international investment. Under
certain circumstances a definite economic advantage can be
obtained by both the borrower and the lender from the move-
ment of capital between countries. From the point of view
of the socialist community, if the rate of interest on long-
period loans outside the community is lower than the rate
prevailing within, the community’s real income can be in-
creased by borrowing from abroad until the increased supply
of capital lowers the domestic interest rate to the world level.
Similarly, if the outside rate of interest is higher than that
of the socialist community, the latter can increase income
per head by using its resources to finance foreign under-
takings instead of domestic ones and consuming additional
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imported goods with the proceeds. Note that in making these
calculations the planning organ of a socialist community
would need to take into consideration the net effect on the
national dividend of foreign borrowing and lending. Thatisto
say, it would have to compute not only the return on capital
at home and abroad but also the effect of the import or export
of capital on the return to labout. This suggests that a socialist
community, acting on purely economic calculations, would
be more ready to import capital and less ready to export
capital than a capitalist economy under similar conditions.
In the former case it would set an increase in economic wages
against the extra burden of interest payments: in the latter
case it would set against the receipt of interest payments the
increased return to labour that would have resulted from
keeping the capital at home instead of exporting it.

Both borrowing and lending are theoretically possible.
Subject to the qualification in the preceding paragraph, both
borrowing and lending would be economically beneficial from
the point of view of immediate gain, both to the socialist
community and to the outside countries with which it entered
into relations on capital account. But there are grave objec-
tions against both borrowing from and lending to outside
communities (especially if they are non-socialist) on the part
of a socialist commonwealth. Borrowing from abroad makes
the socialist community dependent on foreign and possibly
hostile countries; hence it should be avoided as much as
possible on political grounds. Lending abroad, if carried
out on a large scale and over a long period of time, would
turn the community into a corporate exploiter of workers
living in other communities; it would undermine its morale
and create in the debtor country a sense of resentment that
would embitter international relations and might lead to
conflict. On social and political grounds, therefore, there is
a case against it. Nevertheless, both the borrowing and the
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lending of capital resources are such sources of potential
welfare that it seems difficult to renounce them altogether.
A possible policy to recommend would be to borrow or lend
subject to two conditions: (a) the total sum of foreign loans not
to exceed a certain low proportion of the aggregate national
capital; (b) all loans to be accompanied by sinking-fund pro-
visions which would extinguish indebtedness within the
lifetime of the physical assets acquired thereby or within
half a generation (say fifteen years) at the most. The first
provision would obviate excessive dependence of the national
economy on external conditions. The second would prevent
the development of usurer-nations, with accompanying
resentment on the part of the debtors.

An exception to this self-denying ordinance may be ad-
mitted in the case of capital transactions between two socialist
communities (if indeed they remain independent). A situa-
tion might arise, particularly if one country was technically
backward and the other advanced, in which one might have a
greater need of capital than the other and in which the transfer
of part of the second country’s surplus to the first might be
effected in terms agreed on by the planning authorities of the
two countries on terms mutually advantageous. (The actual
transfer of resources would, of course, take the form of an
export of goods or services—e.g. employment of experts—
for which no immediate return would be made.) Even this,
however, would have in it an element of possible exploitation.
Against this danger the best safeguard would probably be the
rapid extinction of debt by a sinking-fund. An ultimate safe-
guard is, of course, the possibility of repudiation by the com-
munity that came to feel itself exploited.

The further problem arises of what a country should do if
it goes socialist when it is, like Britain or the United States,
a large creditor on international account under capitalism.
For example, Britain receives annually something like £200
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millions of tribute from the workers of other countries as
dividends on foreign investments, interest on foreign loans,
and the net balance of repayment (the balance of principal of
old loans and investments and loans repaid over new invest-
ments and loans made). It has been suggested that a socialist
Britain should nationalize this stream of wealth along with
the rest of the income of the property-owning classes. But
there is a difference in principle between exogenous and
endogenous income from property. The expropriation of
capital invested at home simply restores to the workers of
Britain what they have been robbed of. But the expropriation
of capital invested abroad places the British people as a whole
in the position of the capitalist, extracting surplus value from
workers in other countries.

The exercise of elaborate moral casuistry by the British
workers will, however, probably be obviated by the action of
governments of debtor countries who, however deeply they
honour in their own lands the sanctity of contract and the
institution of private property, will almost certainly take
advantage of the establishment of socialism in Britain to re-
pudiate their obligations in that direction.

4. WiLL SociaLisM Leap 1o WAaRr?

This is perhaps the place to deal with the objection made
against socialism that, if adopted by single countries, it would
embitter international relations and lead to war. Under indi-
vidualism the terms in which, say, wheat in one country is
exchanged for machinery in another, concern a multitude of
individual trades: if the terms alter, some traders gain and
some lose in both countries; the populations as a whole do
not feel concerned. But, it is claimed, if countries trade with
each other as single units, every change in the conditions of
trade, every time that one country establishes an industry to
produce something that it previously imported, every time
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that one country decides to alter the channels of trade and
buy from or sell to a third country in preference to the coun-
try with which it formerly dealt, any change of this kind will
become a matter in which the entire population of two or more
countries will acquire a material interest, and the occasions
of conflict and quarrel between nations will be multiplied.
This, however, is precisely what is actually happening,
on an ever-increasing scale, under capitalism. It occurs
because, under capitalism, there is a separation of interests
between the capitalist class (or certain sections of it) and
the population as a whole. This separation of interests makes
it possible for capitalist interests within a country to pursue
a foreign policy in which the economic welfare of the people
is sacrificed to the real or imagined economic interests of a
small minority. Economic nationalism and economic im-
perialism impoverish not only the world as a whole but the
great bulk of the people in the countries that practise them;
nevertheless, they do enhance the profits of certain sections of
the capitalist class. As long as free competition is maintained
under capitalism, this separation of interest, although pro-
ductive of domestic disharmonies, does not strongly influence
foreign policy, since no one capitalist is strong enough to in-
fluence the state machine. Thus competitive capitalism does
not display a marked tendency to economic nationalism.
The more capitalism assumes a monopolistic form, however,
the stronger is the tendency to economic nationalism. More-
over, a cleavage of interests occurs even within the ranks of
capital ; heavy industry allied with finance sacrifices other and
weaker capitalist interests to gratify its own urge to export
capital. It is often stated that the policy of modern states, as
in the era of mercantilism, places power above welfare. This
is not strictly true. The fascist state—even the liberal-‘demo-
cratic’ empire—sacrifices welfare, it is true, and may even
sacrifice profits, temporarily; but the power at which it aims
4527 Bb
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is sought for the sake of ultimate profit—a ‘place in the sun’
for heavy industry and the export of capital, the exclusive
control of minerals or of territory suitable for plantation
economy, access to reservoirs of cheap and docile labour.
Butit is precisely because this separation of interests would
no longer exist under socialism that we have little reason to
expect that a socialist country would pursue a policy of
economic nationalism. If the gains of economic imperialism
were balanced against its real cost it would be found in nearly
every case to be unjustified on purely material grounds. The
liberal economists are perfectly right in asserting that it does
not pay from the point of view of the national economy as a
whole.! What they sometimes fail to see is that it pays from
the point of view of a class or a section of a class. Where
one party takes the risk and bears the costs of an enterprise
and another gets the profits, it is likely that investment in
that form of activity will be pushed far beyond the point of
economic equilibrium. (In fact, economic nationalism and
economic imperialism are outstanding examples of divergence
between marginal private net product and marginal social net
product.) But once let the profits and the costs be spread
over the same body of persons (to wit, the entire population
of a socialist community) and the folly and futility of im-
perialism will become obvious. No socialist country would
treat imports as curses and exports as blessings, seeking to
restrict the former and maximize the latter: nor would it
imagine that it could make itself richer by giving away its
substance (as in the case of subsidized export schemes). The
U.S.S.R. almost alone among national economies at the
present day treats exports as the necessary price to pay for
desired imports, and deliberately diminishes its exports of
certain goods (timber and foodstuffs) as its own productive
powers increase. Trade between socialist countries will
! See N. Angell, The Great Illusion; This Have and Have-Not Business.
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exemplify the principles of nineteenth-century economic
liberalism: it will be a mutual benefit and a force making for
peace.

Strictly speaking, however, this harmony of interests
applies without any serious qualification only to the exchange
of goods. In the movement of capital and of human beings,
cases of disharmony can arise. The import and export of
capital, although immediately beneficial to both parties, may
give rise to conflicts of interest between debtor and creditor
communities. Such transactions should therefore be entered
into with peculiar circumspection. The migration of peoples,
especially where they are of widely different social conditions,
may also be grounds of economic disharmony (see Chapter
1V, section 7). Capital transactions are not, however, likely
to lead to serious conflicts of interest, since the net addition
that any country could hope to make to its national income
by international usury is a trifle in comparison with the cost
of collecting interest from an unwilling debtor."

There remains, as the only possible source of international
conflict, the problem of migration. War for possession of
territory is conceivable between a community with a sparse
population, abundant natural resources, and a high standard
of life, and a community with a dense population, few natural
resources, and a low standard of life. Even this danger,
though it must be admitted as a theoretical possibility,
is improbable in practice. The spread of birth-control
throughout the world is leading to a state of affairs in which

! Britain’s income from overseas investments was £212 millions 1n
1929 (Sir Robert Kindersley, Economic Journal, December 1937). This
amount of capital invested at home would have brought in some return, so
the net addition to British income was much less than this. Assume that
the return at home would have been one-half that of foreign investment
(it would probably have been more), and we get a net addition to British
income of not more than £106 muillions, which amounts to less than
£2 10s. per head per annum, or about 3 per cent. of the national income.
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population dearth and not population pressure is the most
likely danger to civilization. Moreover, the peoples whose
rulers talk most aggressively of requiring territory for overseas
expansion, of being hemmed in by other countries, of being
‘people without room’, are suffering more from the mili-
taristic policy of these same rulers than from population
pressure. (In many cases the same dictators who demand
colonies for a surplus population are frantically trying to
reverse the trend of a falling birth-rate.) Reduce military
expenditure, abolish black-shirt militias and the corruption
of functionaries who may not be criticized or brought to
account, return to the people the profits, rent, and interest
that their rulers extract from them under the protection of
this same army and militia: and there would be few symp-
toms of population pressure.

The same considerations apply to the case of raw materials.
A policy of exclusive territorial possession and monopolistic
exploitation of raw-material supplies brings profits to small
sections of the capitalist class, sections which tend, in the
age of monopoly capitalism, to become politically dominant.
But the people of any country will nearly always stand to
benefit by a policy of the open door and of exchange on non-
discriminating terms.! The profits of an exclusive policy
will always be small and uncertain, outweighed, moreover, by
the costs of aggressive armaments. In a world containing
both socialist and capitalist-imperialist countries, however,
it might be necessary for the former to arm themselves, not
in order to secure exclusive control of raw materials for
themselves, but to prevent the latter from doing so.

I A possible exception is in the case of a small nation that controls
the sole supply of an indispensable commodity. Such a nation could
raise its collective standard of living to a certain extent by a monopolistic
policy. But no source of supply nowadays remains for long the sole

source. Chile’s monopoly of nitrates was soon broken by the Haber
process of fixing atmospheric nitrogen.



CHAPTER VIII
MONEY AND PRICES

1. MONEY

HE adoption of a pricing system by our socialist com-
Tmonwealth involves the use of money. In the economic
arrangements that we have sketched out there will be three
kinds of money payments: payments between one organ of
collective economy and another, payments between an organ
of collective economy and a private individual, and payments
between private individuals. The first kind of payment corre-
sponds to inter-firm transactions in capitalist economy. To
effect it no material current money of any kind (notes or
coins) is necessary. As goods are transferred from one Cor-
poration or Trust to another or from a producing organiza-
tion to a co-operative society or other sales agency, the one
will be credited and the other debited with their value in
the books of the Central Bank. Payments of the second and
third kind will create the need for some form of individually
disposable purchasing power (i.e. money). This will be re-
quired for effecting the sale of goods at a price to the
consumer (Chapter II, section 4) and the distribution of
individual income through the payment of wages and other
allowances (Chapter IV, section 5). The same form of
money would presumably be used for payments between
individuals (the third kind of payment mentioned above).
These payments would be multiplied by the development
of a sector of private enterprise, but even in the absence
of a private sector there would presumably be some trans-
actions between individuals—gifts, odd loans of small
sums, sale of second-hand goods and of the product of
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spare-time activity, subscriptions to clubs and other voluntary
associations.’

Such freely disposable tokens of purchasing power may
take either of two forms: (i) current money (notes or coins);
(ii) book-entry money (bank deposits transferable by cheque
or by a giro system).

It has been suggested that current money could be dis-
pensed with in favour of transfers in individual ledger ac-
counts in some central institution. Every citizen would be
credited in the books of this institution with his income, cal-
culated in some definite unit of value, and he would make
payments, by a sort of cheque or giro system, to the retail
trading organs of the community for all goods and services
that he purchased. Convenience would probably dictate the
development of some such system, just as the well-to-do
citizen to-day deposits most of his income in the bank and
pays his tradesmen by cheque. In a socialist community
probably every citizen would have his wages and other allow-
ances paid into his savings-bank account and would make a
monthly settlement with the co-operative society where most
of his purchases would be made. But even so, the book
entries under such a scheme still remain money, in the sense
of freely disposable purchasing power.

However, it would appear difficult to generalize the book-
entry system for all transactions. In particular, there remain
the problems of the traveller and of the casual disbursement
of small sums. One cannot pay by cheque for tram-rides,
postage-stamps, telephone calls, and newspapers. One wishes
to buy cigarettes or sweets or flowers when one’s own co-
operative store is not handy, and to have occasional meals

1 Cf. H. G. Wells in New Worlds for Old (p. 143). ... Money is
indispensable to human freedom. The featurelessness of money, its
universal convertibility, gives human beings a latitude of choice and
self-expression in its spending that is inconceivable without its use.’
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and drinks when away from home. Of course, things like
trams, letter-post, and newspapers might, in time, come
to be provided free, and an extension of the co-operative
retail trading system might make it possible for an individual
to walk into any shop, anywhere, and buy as much as he
wanted simply on presentation of his savings-book or his
co-operative pass book. Under these circumstances the use
of coins and notes might dwindle to vanishing point. Even
s0, it would scarcely be possible to eliminate all occasions for
petty-cash disbursements. Moreover, the cheque system is
uneconomical for small transactions, since the administrative
cost of cheque clearings depends on the number and not on
the magnitude of the transactions.

One reason why many socialist writers object to the use of
current money in their ideal commonwealth, but permit the
use of book-entry money, is their fear of the anonymity of
the former. If all transactions went through the medium of
a single banking institution, it would be easier to trace and
control transactions between individuals of an anti-social
nature. Bribery, gambling, and private trading for a profit
would certainly have a much greater chance of flourishing
where notes and coin were in general use, transferable with-
out formality and without record, than where all payments
went through the books of an omnipresent, omniscient organ
of the collective economy. (Even in the latter case, how-
ever, if private individuals really wanted to evade social con-
trol of such activities, they would probably evolve their own
unofficial token currency, to be used for gambling or private
trade, and either exchanged for official bank money in devious
ways or redeemed in terms of commodities that were both
produced and consumed outside the ambit of socialist eco-
nomy.)

However, it will be assumed that current money is in use
for small payments in the socialist community. That it ought
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to be purely token money should be clear for two reasons.
One is that the use of full-value coins represents an entirely
useless waste of natural resources: there are better uses for
the precious metals than to serve as a medium of exchange.!
The other is that the community’s current money ought to
be purely domestic money. The influx and efflux of money
from outside communities would be an element too disturb-
ing of the planned economy. If citizens wish to buy goods
from outside they must obtain foreign exchange from the
Central Bank, in whose hands all foreign trade transactions
will be centralized (see Chapter VII, section 2).

2. CIRCULATION

The circulation of money against goods must be carefully
controlled in the economic plan. Every part of the plan must
be worked out in two distinct ways; in terms of real goods
and services produced and consumed, and in terms of money
payments. Thus a kind of double-account book-keeping will
check every stage and department of production.?

In particular, care must be taken in the issue of individual
purchasing power (currency or credit) in the division of indi-
vidual consumption. The issue of money must be carefully
co-ordinated with the whole economic plan for this division.

! It may be that, since metal disks are more hygienic and convenient
than paper notes, part of the large stock of gold now held as monetary
reserve will be made use of in the form of a gold coinage. But these
coms will be essentially gold tokens bearing the same relation to full-
value gold pieces as our present silver coins bear to the florins, thalers, and
five-franc pieces of the mid-nineteenth century. In this case, gold will
return to monetary use, but this time as the servant of society and not
as 1ts master. Even so, it is probable that gold would be of more use in
fountain-pen nibs, electrical contacts, crucibles and containers for acids,
than in coinage.

? Cf. the practice of the planning organs of the U.S.S.R., which draw
up both a money-balance and a goods-balance for every large enterprise
and for every considerable region of the country.
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The correct circulation of money against goods will only be
achieved if the sum total of purchasing power flowing into
the market during a given period in the form of wages,
social dividend, and other money allowances is equal to the
sum of the prices of all consumption goods offered for sale
during the same period. That this can be achieved is seen
by considering the facts (a) that the total value of consump-
tion goods is equal to the total value of all goods produced,
less the deductions for new capital formation and for com-
munal consumption, () that the sums distributed in personal
income equal the earnings of all factors of productions, less
deductions for the same two purposes. Since the sum of all
prices of goods equals the earnings of all factors of produc-
tion, the distribution of purchasing power given above will,
in principle, ensure equilibrium.! However, various unpre-
meditated occurrences may upset this equilibrium. The first
two of these are due to the irruption of unexpected elements
from unplanned portions of the social economy, the third is
due to deviations from the plan itself.

(1) Consumers may vary the rate of expenditure of pur-
chasing power in their hands. Even though private invest-
ment is forbidden, saving in the sense of hoarding may exist.
Thus consumers may hoard money instead of spending it, or
may dishoard from previous accumulations.? This factor
depends on the personal decisions of millions of indi-
vidual consumers. Normally, the statistical average of their
decisions may be taken by the planning authority as constant
over fairly long periods, but in some circumstances it may
undergo a biassed change in one direction that would affect
the price-level in an unforeseen manner.

! See Note on National Income, p. 238.

2 This is equivalent to a change 1n what Marshall and Pigou would call
the proportion of resources that consumers elect to hold in the form of

money, what Hawtrey would call their unspent margin, and what Fisher
would call the velocity of circulation of money.

4527 cc
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(2) If a private sector (Chapter VI) exists, its activities may
disturb the calculations of those who manage the socialized
sector. Since the products of private enterprise enter into
the social income, changes in their prices, over which the
S.E.C. has no direct control, will affect the general price-
level. Moreover, variations in the real turnover of the private
sector, equally withdrawn from the direct control of the
general planning authority, will cause variations in the total
demand for currency. A further disturbing factor is that the
velocity of circulation of money will in general be different
in the two sectors. Thus, any ebb and flow of money be-
tween the two sectors will upset the monetary circulation and
the price-level of socialized production.

(3) In the system of combined planning and free price-
formation here outlined, only general directives are given and
in most branches of production prices and quantities are not
rigidly decreed. Schedules of demand and supply prices are
drawn up and, within the framework so made, actual prices
and quantities are allowed to adjust themselves. Variations
in the circulation of money and in the level of prices may
occur through unforeseen changes either on the demand side
or on the supply side. (a) Owing to variations in consumer’s
demand goods may command a higher or lower price in the
market than that accounted for in the plan. Some things
may be all the rage, and the price will have to be raised in
order to prevent their being sold out before new stocks can
be got ready: other things may have to be sold at a big reduc-
tion, in order to clear warehouse and shop space for other
more urgently desired commodities. Price changes of this
sort may be expected to cancel each other out, but there may
be, at a given time, an appreciable balance one way or the
other. Alternatively, if prices are not altered, variations in
demand may produce unexpected variations in stocks. Those
of suddenly popular commodities may decline more than the
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plan took into account, and others may pile up. Here, again,
there will be a certain amount of off-setting, but it may not
be complete. One particularly unobtrusive way in which
this may happen is in the case of services, and the use of
fixed equipment which is not consumed in use. In this case
the commodity sold is produced as it is required and not in
anticipation of consumption; a great variation is possible in
the amount of it produced without any change in the use of
labour and other means of production. Thus a hot summer
may increase the use of communally owned swimming-pools.
If a charge is made for their use, the receipts from them will
go up, diverting consumers’ purchasing power from the pur-
chase of other goods, lowering the price of these without
raising the price of a swim. (b) In the calculations of the
planning authority on the supply side, certain assumptions,
which may not be realized in practice, will be made as to
the efficiency of productive factors. If production tended,
on the average, to fall below the level of efficiency postulated
by the S.E.C. in its calculations, prices would tend to creep
steadily upwards. If workers and managers in productive
enterprises showed conspicuous energy and enthusiasm in
reducing costs, prices would tend in the same way to fall.
Corresponding to these upward or downward tendencies in
prices would be tendencies in the same dircction of the
amount of purchasing power distributed in the form of
wages.

Notice that while changes in the unspent margin and in
relative importance of the private and the socialized sectors
will create a disequilibrium in monetary circulation, in the
sense that there will be a failure of prices and purchasing
power to equate in the market, changes of the kind discussed
in this heading will not create a disequilibrium, since changes
in prices of goods will be exactly balanced by changes in the
earnings of factors of production. The level of prices will
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alter and with it the absolute volume of the circulation, but
aggregate prices will equal aggregate purchasing power.

How then can the influence of all these disturbing factors
be corrected? There must be some elastic element in the
monetary circulation, capable of being varied so as to offset
unplanned changes. We will return to this problem in the
next section under the heading of the control of the price-
level.

3. THE PrICE-LEVEL

The system as described so far implies the existence of a
stable price-level as a basis for economic calculations. A
stable price-level will not necessarily be maintained of itself
unless special steps are taken to control it. It is true that in
a rigidly controlled collectivist economy, where the planning
authority fixed prices and quantities of output absolutely,
the price-level would be unable to change except by design,
although even so there might appear a slow cumulative rise
or fall of general prices. But in the partially free economy
described above there would always be the possibility of
appreciable fluctuations in general prices. There are three
loopholes for the introduction of unplanned fluctuations.
They have been previously considered under the heading of
circulation (changes in the unspent margin; vagaries of the
private sector; the degree of free play permitted to the
pricing process through the autonomy of the various organs
of public economy).

The control of general prices is, therefore, a matter that
calls for attention. What then must be done? Three things
are necessary. First of all, a method must be devised whereby
a price-level can be measured. Secondly, a decision must be
taken as to what price-level is to be stabilized. Thirdly, a
method must be found for correcting undesired changes in it.

(1) Measurement of the price-level. Measurement of
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the price-level can be effected by means of an appropriate
index number, calculated by the statistical organization of
the S.E.C. Probably several price index numbers would be
constructed, for different classes of goods. There would be
indexes for consumption goods, for capital goods, for wages,
and for special categories of goods, such as foodstuffs, textiles,
metals, &c. Indexes of aggregate and per capita production
(real volume and money value) would also be required, for
total production, production of consumption goods, of capital
goods, and of special categories of goods. But the two indexes
that would chiefly serve as guides to the price policy of the
S.E.C. would be the price index of consumption goods and
the index of money value of consumption goods produced
per capita.

(2) Monetary policy. As to what price-level should be
established, at least two possibilities present themselves.
Either the goods-value or the labour-value of the monetary
unit of account could be kept constant. In the first case the
purchasing power of the unit would be maintained constant
in terms of a standard collection of consumption goods. In-
crease of production per capita would result in the distribu-
tion of a proportionately greater average money-income to
each individual. In the second case, the unit would be ad-
justed as always to correspond to a fixed fraction of the total
production per capita of the community. The average money-
income of every individual would remain constant, but in-
crease of production per capita would raise the purchasing
power of each monetary unit. Which of these alternative
policies is to be preferred? Either would be workable, but
the balance of preference, in the writer’s view, inclines to-
wards the first, for three reasons.

(@) First of all, with a constant purchasing power of money,
a rising level of physical productivity would be reflected in
rising money incomes. The incomes of classes of workers
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whose productivity was increasing slower than the average
would rise more slowly, but only in the cases of an absolute
fall in productivity would there be the necessity for any
diminution of money-income. With a constant labour-value
of money, on the other hand, since the average money-
income would remain constant, any worker whose produc-
tivity was increasing more slowly than the average would
suffer a reduction in money wages. Moreover, under both
policies, the flow of labour to different occupations could be
effectively controlled; only, while the second policy would
drive labour out of less productive occupations by the pres-
sure of lower money wages, the first policy would attract
them into more productive occupations by the lure of higher
wages. Thus the psychological effect of the first policy would
be much more satisfactory than that of the second.

(b) Secondly, the first policy would be more convenient for
adding totals of different goods to obtain a figure illustrative
of aggregate production. If the monetary unit represents a
constant purchasing power in terms of goods a figure ex-
pressed in monetary units always represents a constant
volume of real production. Thus statistics of output convey
a clear idea to the ordinary citizen. If the labour-valuc of
money was kept constant, a new unit of account, a goods-
unit, based on an index-number of general prices, would
have to be introduced for the purpose of statistical com-
parisons.!

(c) Thirdly, the method of the constant goods-value of
money would make it easier to maintain fixed prices for
certain classes of goods and services, such as transport,
postage, and telegraph rates (see p. 62), since they would

' This might have to be done in any case for particular classes of goods.
For instance, if the prices of capital goods diverged appreciably from
those of consumption goods, special index-numbers for capital goods
might have to be used in making estimates of the physical volume of
capital goods.
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retain for a long time a fairly fixed relation to the prices of
other goods.

-(3) Methods of control. How is the level of prices to be
controlled, according to whichever policy is chosen?

The causes of variation in the general price-level can be
divided into two groups: changes in the prices of factors of
production, which will affect all prices throughout the sys-
tem; and changes in the velocity of circulation of money, due
either to changes in the consumers’ unspent margin or to
fluctuations in the private sector. It should be noted that
changes of the first kind produce changes of equal magnitude
in the volume of consumers’ money demand, thus affecting
the price-level without disturbing the equilibrium of mone-
tary circulation, while changes of the second kind produce
changes in the volume of demand that are not balanced by
changes in the aggregate sum of costs, thus disequilibrating
the monetary circulation.

It would, therefore, seem desirable that the S.E.C. should
have at its disposal two kinds of methods of regulating the
general level of prices: those which act directly on factor
prices, and those which act on consumers’ effective demand.
Of course it would be possible, taking a leaf out of the book
of capitalism, to use methods of the second kind only.
Changes in the volume of consumers’ demand will percolate
through the whole system of price determination and will
ultimately produce an effect on factor prices; but it would
seem more rational in a planned economy to operate directly
on factor prices if indeed they are responsible for the dis-
turbance in the price-level.

(a) Control of Factor-prices. It is true that factor-prices
could be acted on directly. Whenever the price-index showed
a tendency to go up or down too far, the S.E.C. could either
order an all-round reduction or enhancement, as the case
might be, of the prices of factors of production. But this
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method is somewhat crude and happy-go-lucky. What
is wanted is a way of influencing prices generally and
uniformly that is capable of quantitative adjustment and
that does not involve arbitrary interference with the pricing
system described above. One possible method would be to
regulate wages by means of percentages on or off basic rates,
the percentages to depend on some objective index of pro-
ductivity, absolute or relative, calculated for the whole com-
munity or for the particular industry. The prices imputed
to land and natural materials could be similarly adjusted.
Smaller adjustments of the price-level could be effected by
varying the rate of interest on short-term capital or by varying
charges for uncertainty-bearing. In the first case, if the
Central Bank provided all or a part of working capital by
short-term advances, the rate of interest on these could be
set at a small amount above or below the rate fixed for per-
manent investments, according as it was desired to make the
price-level rise or fall.

(Note that under socialism the short-term interest rate
would have an influence diametrically opposite to that which
it actually has under individualism. This is because in the
first case it would affect costs alone, while in the second case
it affects the volume of money, through the creation of
credit, much more than it affects costs.)

(b) Control of consumers’ money demand. 1If it is required
to keep the level of prices stable, or to cause it to move in
any predetermined way (such as inversely with physical pro-
ductivity), it seems necessary to have at hand some means of
neutralizing changes in the velocity of circulation of money,
either arising spontaneously among consumers as a result of
changes in the quantity of reserves which they keep (their
unspent margin) or arising as a result of alterations in the
relative importance of the private and the socialized sector.

Many reformers of capitalism have advocated deliberate
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control of the volume of investment (generally by means of
public works) as a method of regulating consumers’ outlay,
and hence the monetary circulation and the price-level. This
method would not be suitable to a planned socialist economy,
where the volume of investment would be governed by other
and more fundamental considerations. Three methods of
regulating consumers’ outlay would be available to the mone-
tary authority of a socialist community: (i) through the
Social Fund; (ii) through a system analogous to the ‘divi-
dend’ of co-operative societies; (iii) through control of indi-
vidual savings.

(i) The Social Fund (Chapter III, section 3 (4); Chapter
IV, section 5) might be used as an adjustable reservoir of
purchasing power. By accelerating or retarding the flow of
money out of this reservoir into the pockets of the public,
the price-level of consumption goods could be raised or
lowered. This acceleration or retardation could be effected
in various ways, as by changes in the flat-rate Social Divi-
dend, changes in the rate of payment under particular social
services, or special bonuses to persons who fulfilled certain
conditions (comparable to bonuses paid nowadays by in-
surance companies to policy holders).

(i) Alternatively, if the present system of dividend on
purchases, as at present in vogue in co-operative stores, were
taken over and generalized in retail trade, the flow of pur-
chasing power could be adjusted by changes in the rate of
‘divi.” paid to consumers.

(iii) A third method might be by control of savings. In
order to prevent effectively sudden changes in the volume of
the circulating medium and to be in a position to detect
hoarding and dishoarding, the S.E.C. might find it conveni-
ent to establish a Savings Bank, which would receive savings
deposits, repayable only after a certain definite, though short,
notice. In order to attract deposits it might be necessary to

4527 pd



202 MONEY AND PRICES

offer a small rate of interest. Then a rise in the rate of
interest offered as deposits would contract the volume of
purchasing power appearing on the market, reduce the
velocity of circulation of money, and lower the price-level,
or counteract a tendency for it to rise. A fall in the deposit
rate would tend to raise the price-level, or counteract a
falling tendency. It is important to note that this Savings
Bank would be primarily concerned with the circulation of
money: the deposits in it would not be necessary to the com-
munity for the purpose of capital accumulation (although
they would be available for that purpose), since capital
accumulation would be provided for, independently of any
voluntary saving, out of the Social Fund.

Let us now describe both these forms of price-control
operating under various types of monetary policy. (1) Sup-
pose first that it be decided to stabilize the goods value of
money (that is to say, keep the general commodity price-level
constant). Then any increase in the material production of
society must be accompanied by a proportionate increase in
the volume of money in circulation. This increase in pro-
duction might come about in two ways, either through an
increase in population or through an increase in productivity
per head. In either case new money would normally flow
into circulation in the form of enhanced money earnings of
factors of production, either because there were more factors
or because each factor was earning more in terms of money.
This would be reflected in a rise in the money value of wage
payments and in an increase in the amounts credited to the
Social Fund by way of rent, interest, and profit. The former
could be effected (in the case of rise in per capita produc-
tivity) by percentage additions to basic rates of wages, the
latter by means of a planned increase in the outgoings from
the Social Fund. (Note that wages in all occupations need
not rise in exactly the same proportion.) (2) Suppose, as a
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second case, that the labour-value of money be stabilized
(that is to say, that the average money income per head be
kept constant). Then any increase in productivity per head
must be accompanied by a fall in general prices. This will
normally occur automatically, provided average factor prices
be prevented from rising. (If some factor prices rise, others
must fall.) But to achieve this end considerable amount
of adjustment of factor prices by the S.E.C. will probably
be necessary, accompanied probably by a check to the out-
flow from the Social Fund. If, under the same policy, popu-
lation increases, then additional money must be issued. This
would naturally take the form of increased issues from the
Social Fund first as children’s allowances, later as adults’
Social Dividend, together with an increasing flow of wages
as the number of wage-earners rose.



CHAPTER IX
EQUILIBRIUM, PRICING, AND PLANNING

1. THE PriciNG Process aAND EcoNoMIc EQUILIBRIUM

WE have endeavoured to outline the principles that the
economic organs of a socialist community should fol-
low in using the resources at its disposal, according to a
rationally co-ordinated plan for satisfying the needs of the
citizens of that commonwealth. We have discussed (1) the
allocation of finished goods to ultimate consumers; (2) the
allocation of resources to the different branches of produc-
tion and the calculation of the social cost of production; and
(3) the distribution to the individual workers of a claim to a
specific and definite share in their collective product. In our
discussion we have seen that such a community would have
to take over and develop, at least for the wide section of
economic life that we have designated the division of indi-
vidual consumption, the methods of pricing goods, of costing,
and of determining wages that have been developed under
the capitalist system. We have worked out sufficient of the
details of such a collectivist economy to show that it is, in
principle at least, workable. Given free choice of consump-
tion goods at a price, we have seen how the process of price-
formation can be carried back through the series of produc-
tion goods and made an integral part of the process of costing.
The imputation of values to the ultimate factors of produc-
tion, moreover, results in the emergence of rates of wages and
of a rate of interest. The former enable individual preference
to be expressed by the citizen gua producer as well as by the
citizen gua consumer, and the latter, applied systematically
throughout the entire socialist economy, completes the process
of rational balancing of economic means and economic ends.
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Thus there is, in theory, no ground for the assertion that
a socialist community, lacking a free market for intermediate
goods, would be unable to regulate production in accordance
with the principles of scarcity and utility. In fact, we may
go so far as to say that only in a socialist community, where
production can be carried on in the full light of statistical
measurement and publicity, is it possible to realize the true
principles of economic valuation. Capitalist society, with its
deviations from equilibrium due to gross inequalities of indi-
vidual income, to competition (overlapping, price-cutting),
to monopoly (restriction of output, deliberate holding back
of technical improvements), to the mutual ignorance of
entrepreneurs concerning other entrepreneurs’ activities, to
the alternation of waves of cumulative and contagious opti-
mism and pessimism, is a very imperfect approximation
to the economic ideal. The beautiful systems of economic
equilibrium described by Bohm-Bawerk, Wieser, Marshall,
and Cassel are not descriptions of society as it is, but pro-
phetic visions of a socialist economy of the future.!

2. ARBITRARY EELEMENTS

In the system of libertarian socialism that we have outlined
there are a certain number of arbitrary elements—arbitrary
in the sense that they do not depend on the freely expressed
preferences of individual economic agents. The most impor-
tant arbitrary elements are four:

(1) the allocation of resources between communal and indi-

vidual consumption,

(2) the allocation of resources between present and future

consumption,

(3) the choice between work and leisure,

(4) geographical planning and the pricing of land.

(1) Communal and individual consumption. The

' F. von Wieser, Natural Value, bk. 1, ch. vi.
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setting aside of a certain proportion of the total social income
for communal consumption represents a restriction of the
free choice of the consumer, since the more spending power
is reserved in this way the less remains at the individual’s
free disposal. The decision as to what proportion is to be
so set aside is necessarily an arbitrary one. Theoretically the
principle to follow is that the marginal utility of resources
expended on communal consumption should be equal to that
of resources expended on individual consumption (see Chap-
ter I, section 3 (2)). But this criterion is largely inapplicable
in practice for two reasons. (@) The first reason is because in
neither division is the marginal utility of resources precisely
the same for every consumer. This, which is an insuperable
obstacle to rational allocation of resources under capitalism,
is a less serious difficulty in a more equalitarian society.
Under socialism it should be theoretically possible to achieve
a right equality of marginal utility in the two divisions for a
‘representative consumer’. (b) The second reason is because
there exists in the case of communalized goods and services
no method of measuring marginal utility comparable in pre-
cision with the method of pricing in the case of goods indi-
vidually consumed.

Under capitalism the allocation of resources to the com-
munal division is effected by the fiscal decisions of govern-
ments, central and local. The theoretical study of this prob-
lem falls under the caption of ‘Public Finance’. For the
reasons given above, it is an arbitrary action incapable of
being brought under the categories of exchange economy.
Under classical capitalism, however, it affected only a very
small proportion of the total social income. (Those were the
days when the Chancellor of the Exchequer believed in ‘let-
ting the money fructify in the pockets of the people’.) In
recent times, however, the growth of social services has ex-
panded the communal division, with the consequent intro-
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duction of a large alien element into capitalist economy.
Under socialism this division would probably expand even
rpore, although the prevalence of a greater measure of
equality would eliminate some of the more violent disputes
over social policy. Nevertheless the demarcation between
the two divisions of consumption would involve an arbitrary
decision.

(2) Present and future consumption. Another arbi-
trary element in our socialist economy is the allocation of
resources between the satisfaction of present and future
needs—in plain language, the decision as between spending
and saving, or the proportion of the social income to be de-
voted to the production of new capital goods. The use of a
rate of interest in a socialist economy as described in Chapter
I1I, section 3 (2), would make possible a rational and con-
sistent conduct of economic activity in so far as a uniform
rate of time-preference could be established for all branches
of economy, but the original decision as to the magnitude
of this rate would not depend on the time-preferences of
individual savers. It would represent the time-preference
of the ‘community’ as a collective saver; but the ‘community’
in this sense is a purely metaphysical fiction—what would
take its place in actuality would be some board or commis-
sion, taking a decision on the behalf of the individuals com-
posing the community. And this decision would be arbitrary.

To this the socialist may retort that the rate of interest,
and consequently the allocation of resources between present
and future use, is arbitrary under the existing system. The
capital market is dominated by the large corporate savers
(banks, insurance companies, industrial joint-stock com-
panies, co-operative societies, and municipalities, all with
reserves to invest) whose decisions as to saving and spending
are made with as little reference to the preferences of their
constituent individuals as those of the most arbitrary Gosplan
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or S.E.C. Further, in the short-term section of the capital
market, the formation of a rate of interest is disturbed by
such factors as currency policy, banking technique, and tbe
balance of international payments. The existence of ‘forced
saving’, due to the creation or destruction of credit, seriously
interferes with the decisions of the marginal saver. In fact,
the liberal individualistic view of the determination of the
rate of interest by the interactions in a free competitive
market of millions of distinct persons’ individual ‘time-pre-
ferences’ is completely unreal. The economist’s ‘marginal
saver’ is largely a mythical creature. Moreover, even if
the rate of interest were determined by the interaction of
individual time-preferences, it would have little claim to
represent the time-preference of the community, since the
distorting influence of inequality of income works more
powerfully in the region of interest-rates than in any other
part of the process of price-formation. Still, the fact remains
that, under socialism, the allocation of resources between
present and future use would be at least as arbitrary as
it is under capitalism.

(3) The delimitation of work and leisure. An indi-
vidual who is working for the satisfaction of his own needs
divides his time between productive activities (making goods
to satisfy his needs) and leisure-time activities (consuming
the goods he has produced, or just enjoying nature and the
company of his fellow men). He can choose that division of
his time which affords him the maximum of satisfaction. If
he enjoys an increase in productive efficiency, as by the dis-
covery of more fertile land or the invention of superior tools,
he may choose to work the same hours and produce more
goods than he did before, or to produce the same output of
goods as before with the expenditure of less time. In other
words, he has the choice between more material goods and
more leisure. What is true of an isolated economic agent is
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true also of a petty commodity producer, making goods for
the market, but using his own means of production and
master of his own time. But as soon as production comes to
involve an elaborate social organization and division of labour
(i.e. either under capitalism or under any form of techno-
logically advanced socialism), this no longer holds good. A
few people—free-lance professional workers such as journal-
ists and examination coaches, piece-workers in a few indus-
tries, casual workers such as dockers—can please themselves
as to what portion of their time they will devote to recrea-
tion ; but the great majority of workers must adapt themselves
to the discipline of the social labour process. They must
clock in and clock out of factory, mine, school, or office. The
same division of time between work and leisure holds good
for every member of the social labour force doing the same
job. The difference between capitalism and socialism is that
under the former, the division of time is not decided by the
preferences of the workers at all, whereas under the latter,
there is the possibility that the division of time may be de-
cided by the workers themselves. Even if a separate, indi-
vidual decision in each case is not possible, at least a collec-
tive, average decision may be made. Under capitalism, the
length of the working day is determined, in the first instance,
by the employer, for whom profit and not the maximum
satisfaction of the worker is the ruling consideration. To be
true, of recent years, organized labour has used both indus-
trial and political power to secure a national minimum of
leisure, against the opposition of the employing class. (It is
notable how, spontaneously and almost unconsciously, the
workers have endeavoured to obtain their share in increased
social productivity, in the form not merely of higher real
wages but also of shorter hours, of more leisure as well as
of more goods.) Nevertheless it remains true that in the last
resort the division of time between work and leisure is made
4527 Ee
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over the workers’ heads by decisions of people who are not
workers. Under socialism this decision could be made by
the workers themselves, through appropriate democratic in-
stitutions, either regional or occupational. It must be noted,
however, that the decision would have to be, in the
majority of cases, not an individual and particular decision,
but a collective and general one. It would thus be, from the
point of view of individualistic market economy, arbitrary.

(4) Geographical planning and the pricing of land.
In the pricing of land and natural resources for costing
purposes (see Chapter III, section 3 (1)), there is a very
considerable element of indeterminacy, and consequently of
arbitrary choice on the part of the planning authority. Where
their value is derived entirely from their technical efficiency in
the manufacture of definite physical products—that is, where
the fertility of land (in the narrow sense) and the physical
productivity of mines and quarries is involved—the arbitrary
element does not necessarily emerge. But where the value
of a site is derived from its geographical relations, it often
depends, to a very large extent, on other decisions of the
planning authority.

Consider, for example, an extensive plain of uniformly
fertile wheat-land with an excellent natural harbour at one
edge of it. The value of the land depends on its proximity
to the harbour: hence it falls steadily in a series of concentric
zones, centred in the harbour. Now let a railway be built
from the harbour inland. Any number of possible routes
might have been adopted: the actual one chosen may be
determined by relatively trivial considerations, or possibly by
the need for communication with some point in a more dis-
tant region of the hinterland. As soon as the railway is in
existence, the regions consisting in land of equal desirability
at once became rearranged in a new pattern: instead of circu-
lar zones, we shall find longitudinal bands, paralleling the
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line of the railway. Now let a second line be constructed,
parallel to the coast. It, too, might have followed a number
of possible routes: the one actually taken may be determined
by comparatively unimportant circumstances. Once, how-
ever, the second line is built, the regions of equal desirability
will assume a roughly cruciform configuration. Moreover,
a junction has come into existence. Traffic will be exchanged
between the two lines, trains made up and dispatched ; hence
it will perforce be better served than other places in the
matter of transport. A site in the neighbourhood of this
junction, which, before the railways were constructed, was
indistinguishable from thousands of similar sites in the plain,
will now become a definitely more suitable location for a
factory than any other site along the two lines. In other
words, the decision to construct certain lines out of the many
possible ones carries with it a long trail of consequences as
to the most economic utilization of land and natural resources.

The same thing applies to the building of roads and har-
bours (in cases where there is no pre-eminently good natural
harbour, but a number of moderately good ones, all in need
of considerable improvement), the bridging of rivers, the
location of aerodromes, the construction of dams and reser-
voirs, the location of power plants, and so forth. In some
cases, the natural features of the country dictate the decision
—a mountain pass constrains road and railway to onc definite
route, a river can be bridged at only one point—but in many
cases there is a large element of indeterminacy in the prob-
lem, and a decision will frequently be taken on more or
less arbitrary grounds. But once made, it becomes the basis
of future decisions, it crystallizes the scheme of land utiliza-
tion into a definite pattern which subsequent development
has to follow.

What is true of things such as the location of railways and
harbours, in which natural topographical considerations play
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a large part, is still more true of the location of different
human activities within a given settled area, in other words,
the problem of town-planning. The decision to demarcate
a given region that is becoming or has become urban into
residential areas, shopping centres, factory areas, areas for
commercial and administrative establishments, areas for
universities, museums and libraries, areas for theatres and
amusements, and areas of open country (green belts), is a
decision to allocate land to different uses on grounds other
than the operation of consumers’ demands on the market.
Once the decision has been taken, then consumers’ choice
will determine what rent will accrue to a given housing site
or shop-site or factory-site, but the decision that certain
sites are housing sites and others shop-sites or factory-sites
has already been made on other grounds. Before the decision
was taken there may have been a very large number of pos-
sible arrangements, none of which could be definitely pre-
ferred to another on purely economic grounds, and all of
which would have resulted in much the same general allo-
cation of uses—that is to say, the same aggregate area devoted
to different uses—but not the same specific allocation of
definite pieces of land.

From this discussion it appears that town and regional
planning involves in an eminent degree just that supersession
of the indices of the market economy that characterizes eco-
nomic planning in general. This fact justifies the application
of the word ‘planning’ in the sense of town and regional
planning. It also helps to explain much of the instinctive
hostility shown towards even this small instalment of eco-
nomic planning by the property-owning interests.

Reviewing as a whole this question of arbitrary decisions,
it appears that the decisions in question are of the same kind
as those already taken arbitrarily under capitalist individual-
ism. Taking one thing with another, it does not appear that
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the arbitrary elements in a socialist society need be any
greater than those which exist already, and are inevitably
Zrowing greater, in capitalist society. Moreover, they re-
fer to fields of choice where individual decisions can never
be more than very rough-and-ready, and where little loss
of welfare can be expected to result from drawing the line
a little above or a little below the ideal point. Against this
small loss of welfare can be set the much greater gain of
welfare resulting from greater equality and from a greater
degree of collective control over his own destiny vested in the
ordinary man.

3. THE ENTREPRENEUR IN A PLANNED SociaList EcoNomy

In the picture of a socialist economy that we have built
up so far we have introduced various elements drawn from
capitalist individualism. In order to make possible a proper
equilibrium of cost and satisfaction we have admitted money
and the price system, and we have assumed that economic
activities are decentralized and carried on by a large number
of separate organs of collective economy. These organs,
although they will have incomparably more exact knowledge
of one another’s actions and of their own part in the whole
economic system, will be financially independent of one
another, having their own nominal capital and their own
profit and loss account, and will be managed very much as
separate enterprises are under capitalism. This raises the
problem of the powers and remuneration of the individuals
who are to manage them. If the establishment of a decen-
tralized economic organization, co-ordinated by a price and
cost system, is to realize its economic advantages to the full,
a very large degree of independence must be given to the
managers of the various economic organs of the community.
They must be free to experiment with new products, with
alternative methods of production, and with the substitution
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of one kind of material, machine, or labour for another. But
independence involves responsibility. The manager must be
made to realize his responsibility for the decisions that he
makes. Now responsibility means in practice financial re-
sponsibility. The manager’s personal remuneration must
in some way reflect his success or failure as a manager.
Unless he bears responsibility for losses as well as for profits
he will be tempted to embark on all sorts of risky experi-
ments on the bare chance that one of them will turn out
successful. It will be ‘heads I win, tails you lose’ between
himself and the community. Or else the attempt to check
irresponsibility will tie up the managers of socialist enter-
priscs with so much red-tape and bureaucratic regulation
that they will lose all initiative and independence. In this
case the chief advantages of the price system will be lost. In
other words, the socialist manager must be invested with
many of the attributes of the entrepreneur under capitalism.

This brings us to a highly contentious issue. Next in im-
portance to the argument that socialist economy would be
vitiated by the impossibility of pricing intermediate goods is
the argument that planned economy is incompatible with the
true entrepreneur function. It is asserted that the managers
of factories, trusts, combines, selling syndicates and what
not would be simply bureaucratic officials taking their orders
from the supreme planning authority. They might criti-
cize, perhaps, and suggest modifications in the plan through
the medium of innumerable closely reasoned reports and
minutes ; but they would never be in a position to make in-
dependent economic judgements, to exercise choice between
different markets or sources of supply, and, what is worse,
they would have no financial responsibility for success or
failure. A successful manager may receive the Order of Lenin
and an official motor-car, an unsuccessful one may be shot for
sabotage, but there can be none of that steady, ubiquitous,
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quantitatively adjustable and automatically self-regulating
correspondence of judgement with reward that makes enter-
prise under capitalism the exact science it is. In any case
the success or failure of a manager under planned economy
would be a matter of technical or administrative competence,
not of economic judgement. He would be an engineer and
a civil servant, but not an entrepreneur. (One obvious reply
to this is that entrepreneurs have made such a mess of society
that it is about time that the engineers and the civil servants
got their chance. They could scarcely do worse, and they
might do better, than the business man.)

In his Socialism, Mises declares that socialists have no
comprehension of the entrepreneur’s function.! Lven when
they do not consider him merely as the ‘capitalist’—a para-
site, alien from the process of production, passively appro-
priating the ‘surplus value’ created by the workers—they
think of him as a manager, with purely technical or clerical
functions, in other words, an official and not an entrepreneur
at all. Thus they think that his functions would remain un-
changed in a socialistic reorganization of society. He would
simply be a manager, appointed by the state to administer
its economic affairs. Mises enlarges upon the distinction
between the entrepreneur and the official. T'he official s, at
the best, a functionary, a person trained to execute formal,
prescribed, professional duties; at the worst, he is indolent
and irresponsible. In business he is static, unoriginal, bound
by precedents, and unwilling to take responsibility. Unless
the manager of an enterprise has a free hand to dispose of
resources at his own discretion, subject only to the control
of objective market forces, and unless he is liable for any
miscalculation with the whole (or with a substantial part) of
his personal wealth, he is no true entrepreneur. Thus, by
Mises, the attempt to solve the problem of pricing under

I L. von Mises, Socalism, pp. 208-10, 212-17, 233, 256-8, 487-8.
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socialism by decentralizing the socialist economy into sepa-
rate undertakings under ‘business management’ instead of-
‘bureaucratic control’ is declared inadmissible, on the
grounds that the managers of such enterprises would be, in
fact, not entrepreneurs, but officials. Either, as good officials,
they would play for safety and be unprogressive routineers;
or, freed from the control of an official hierarchy and lacking
personal financial responsibility, they would embark on wild
and grandiose schemes that would squander the commu-
nity’s resources without satisfying the people’s needs.

But this antithesis of the entrepreneur and the official is
an artificial one. Granted that at the two extremes the types
are vastly different, it does not follow that there is no range
of intermediate types.

According to this analysis two correlated characteristics
define the entrepreneur: (1) freedom in the disposal of re-
sources within his enterprise; (2) full financial responsi-
bility for his decisions, whereby, if successful, he makes a
profit and, if not successful, he makes a loss—extending if
needs be to the loss of all his property. But these charac-
teristics do not necessarily follow an all-or-nothing law.
Possibly they are capable of being quantitatively graded.
What we need to do is to investigate (1) how much freedom
in the disposal of resources, and (2) what degree of personal
financial responsibility are necessary to constitute the mana-
ger of an undertaking an effective entrepreneur.

(1) Actually, in the real economic world of to-day, Mises’s
ideal entrepreneur scarcely exists. Most entrepreneurial
functions are exercised nowadays by salaried managers of
joint-stock companies, whose financial responsibility is very
limited and whose freedom of substitution is often circum-
scribed by the fact that the directors of the company have
interests in other companies. (Mises would admit that mana-
gers of this type are mere officials. For him ‘the type of man
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to whom joint-stock companies owe their success is not the
type of general manager who resembles the public official in
his ways of thought. . . . It is the manager who is interested
himself through his shares, it is the promoter and the founder
—these are responsible for prosperity.’)! But even where the
individual entrepreneur still survives or where a joint-stock
company is managed by a man of the type of those who
‘manage business in their own interests, whether this co-
incides with the shareholders’ interests or not’, who ‘receive a
large part of the profits of the enterprise’ and are ‘primarily
affected by the misfortunes of the enterprise’, even these men
do not really conform to the ideal type. Trade associations
and trade unions (condemned by Mises as hostile to all true
economy) restrict their freedom of disposal of resources, to
say nothing of such less tangible influences as trade cus-
toms, goodwill, family connexions, and the unorganized pub-
lic opinion of a trade or a locality. Moreover, the law of
bankruptcy can be used so as to relieve even the individual
entrepreneur of personal liability for uneconomic decisions.

The views quoted involve, in the writer’s opinion, the ‘all
or nothing’ fallacy. Because the manager of socialist industry
will be governed in some choices by the directions laid down
by the planning authority, it does not follow that he will have
no choice at all. His choice of alternative markets, alternative
methods of production, alternative sources of supply, al-
though limited in some ways (as it is even in capitalist society
by tariffs, factory legislation, building regulations, town-plan-
ning, trade union rules, &c.) may be free over a fairly wide
range. Moreover, his choice will be made on the basis of
much more complete and accurate information than his capi-
talist confrére has at his disposal. (Any choice, once made
by one industrial or commercial manager, will at once
become part of the data accessible to the planning authority

! Mises, l.c., p. 209.
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and to all other managers.) This will reduce the penumbra
of uncertainty which gives an exaggerated importance to the
functions of the business man under capitalism.

(2) The same ‘all or nothing’ fallacy vitiates the argument
drawn from the absence of financial responsibility. It is not
necessary for the due performance of enterprise that the
entrepreneur should himself bear the full brunt of the conse-
quence of his decisions. (The capitalist entrepreneur who
does so belongs to the last century or, if he survives at all, to
the back streets. In these days of limited liability, highly-
geared loan capital, and subsidiary companies, the entre-
preneur has more sense.) Financial responsibility may exist
in varying degrees. Provided that the entrepreneur’s per-
sonal earnings reflect to some extent the consequences of
his decisions, he bears some financial responsibility for them.
How much responsibility he should assume is a problem of
administrative technique rather than of economic theory; but
it may be observed that, in a community founded upon a
basis of economic equality, quite a small pecuniary interest
in the concern he administered would give the socialist mana-
ger an incentive to responsibility and thus constitute him a
genuine entrepreneur.

A few principles governing the remuneration of the social-
ist manager may be laid down. At its base should be a
system of fixed salaries, graduated according to the magni-
tude of the enterprise. Promotion from one post to another
should be as far as possible, not by seniority or any other
automatic system, but by selection from a number of com-
peting applicants drawn from as wide a range of other enter-
prises and services as possible. Supplementing the fixed
salary there should be a number of bonuses, based upon
various indices of efficiency, such as output, the cost of pro-
duction, the margin between costs and receipts, &c. In every
industry a special commission would have to be charged with
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the task of classifying enterprises according to their impor-
tance, or rather of devising objective indices of economic
importance that would be suitable for each industry (out-
put, turnover, labour force, quantity of fixed capital, &c.),
and of devising suitable bases for payment of bonus. Gene-
rally speaking, the manager’s bonus should not depend on
profit in the ordinary capitalist sense of the word, because
the emergence of profit is not necessarily a sign of efficiency,
but may denote a failure to expand output. Only in a branch
of production where there are many etlective substitutes for
the product, or where the optimum scale of production is
small enough to permit numerous independent enterprises
to coexist, so that a high degree of competition exists, is profit
a criterion of efficiency. In other branches of production the
efficiency of the individual manager is to be judged rather on
such things as increase of output and reduction of cost. On
the other hand, although the making of profits is not neces-
sarily a sign of success, the making of losses is a sign of
failure, although even here losses may be due to circum-
stances independent of the individual manager’s control—
such as changes in fashion or of technical methods. Compara-
tive cost accounting as betwcen different enterprises of simi-
lar kind should help to reveal the efficiency or inefficiency of
management. If the bonuses were calculated so that the
average manager earned a bonus of about half his salary,
while the maximum bonus amounted to the whole of the
salary or a little more and the minimum bonus was zero, the
manager would have an incentive to experiment and improve
the service and yet would be made to feel the consequences
of imprudent and extravagant ventures.

4. PLANNING

So far, the reader will say, there has been little talk of
planned economy. The S.E.C. has been described as a mere
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statistical board, collecting and publishing data of output,
cost, price, capital and income, calculating demand and sup-
ply schedules, but not exerting any real directive functions.
All that has been done is to set up within the socialist com-
munity a sort of simulacrum of a capitalist economy, purged
from the latter’s grosser errors, but, like it, actuated by the
blind choice of millions of unco-ordinated consumers and
producers. This is now the place to make clear the proper
relation of economic planning to the price-process. The
two are not opposed, but complementary, principles of
economic regulation.

It should not be supposed that deliberate economic plan-
ning necessarily means the elimination of all economic in-
dices and the deciding of every economic alternative ‘on its
merits’. The board of a capitalist firm when it draws up its
policy does not ignore the data of internal costs, market
prices, &c., put before it by its officials: it makes use of these
data to check the soundness of its policy. So a socialist com-
munity, in its economic planning, should keep within the
general limits imposed by the system of prices and costs
described above.

There are four ways in which economic planning is re-
quired to supplement a system of quasi-individualistic pricing
and costing. The first is to give general directives to socialist
economy. The second is to make decisions where market
indications are lacking. The third is to eliminate cyclical
fluctuations in economic activity. The fourth is to deal with
special emergencies.

(1) General directives. It is especially in the early days
of a socialist commonwealth, during the period of transition
from capitalism to socialism, that the positive directive func-
tions of a planning organ would come to the fore. At the
best the new government would take over a semi-derelict
community, which capitalist sabotage had left cluttered up
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with idle men and idle plant—the familiar paradox of poverty
in the midst of potential plenty. At the worst the new
government would have to rebuild the economic life of
society out of the ruins left by revolution and civil war. The
first thing to do would be to ensure a supply of bare necessi-
ties to the people without any consideration for the rights of
property and without much consideration for the niceties of
an elaborate system of pricing and costing. First things first—
and the first thing to do would be to feed, clothe, and house
the people somehow: one could leave till later the exact ad-
justment of silk stockings against light motor-cars. The
S.E.C. would have to make a survey of immediately available
resources (including stocks of possible exportable goods) and
a survey of the people’s needs. These needs would then be
satisfied as far as possible with the available resources. The
basic needs of the people would probably be satisfied di-
rectly, without bothering about the measurement of effec-
tive demand. Probably some system of rationing would be
in use. A feature of this stage would be a considerable
development of free services—medical, educational, recrea-
tional, &c. If there were resources available for the satis-
faction of needs above the minimum, the money-and-price
system could be left operating in this sphere.

The second stage in the building up of the socialist eco-
nomic system would be the expansion of the means of pro-
duction. The planning organs would have to make further
surveys of needs and resources, and draw up a general plan
of industrial development—rationalization and reorganiza-
tion of industries whose existing equipment was up to date
and adequate, modernization and new capital equipment
for other industries. In the light of this plan the S.E.C.
should make a preliminary examination of a number of
highly important undertakings from each of which a widen-
ing stream of economic consequences would flow. It should



222 PRICING AND PLANNING

be the task of the subordinate planning organs to co-ordinate
these consequences and determine to what extent the avail-
able resources would permit the carrying out of these undey-
takings. If the first examination should prove unfavourable,
the S.E.C. would have to decide how far the original schemes
should be modified. Once a few key undertakings had been
decided upon,' their needs in labour and materials would
involve planned economic development in a number of other
industries in ever-widening circles. Thus the rest of the
economic programme for the current period (whether one-
year, five-year, or twenty-year) could be built up round
them.

Up to this point, planning would have been very largely
in terms of physical and technical quantities and objectives.
But meanwhile the mechanism for the quasi-automatic de-
termination of prices and costs by economic considerations
would be in course of evolution. Gradually, as provision for
primary needs became more abundant and as more complex
needs came into consideration, the economic element in
planning would supersede the more arbitrary methods.
Finally, a stage would be reached in which the economic
machine would practically run itself. The planning authority
would need only to lay down a few very general leading
principles, and to make definite decisions regarding the allot-
ment of resources to new capital construction and to commu-
nal consumption. In one or two matters, perhaps, considera-
tions of social policy would override purely economic con-
siderations and certain undertakings would be planned ‘on
their merits’. (But even here the tendency would be to make
specific grants to particular undertakings or to lay specific

! In many cases a decisive factor in the choice of key undertakings
would be the necessity of developing backward areas. Large-scale irri-
gation, power, transport, or mining schemes might be instituted in poten-
tially productive regions in order to realize their potentialities quicker
than would be possible in the course of ordinary economic equilibrium.
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burdens upon particular branches of productions, and then
to leave them to the quasi-automatic working of market
forces.) In all other matters, and in all questions of detail
even within the special schemes, the normal indices of price
and cost would be decisive. The great majority of lines of
production would be carried on automatically within the
given framework of costs and prices so as to supply goods to
consumers according to their preferences as indicated in the
market.

(2) Lack of market indications. The second function
of economic planning depends on the existence, referred to
in section 2 of this chapter, of certain decisions that cannot
be taken on the basis of an automatic following of market
indications. These decisions—the extent of communal con-
sumption, the amount of provision to be made for new
capital, the limits of leisure—are a legitimate sphere for the
work of a general planning authority. Furthermore, an eco-
nomic community that relies on the blind automatic working
of market valuations will achieve an equilibrium, but not
necessarily the only possible equilibrium in the allocation of
resources; it will achieve @ maximum of economic welfare
but not necessarily the only possible maximum under the
circumstances. The equations which express the working of
a market economy may, and probably do, have multiple
solutions.! The role of an economic planning authority is
then to make a choice between different sets of conditions,
each compatible with economic equilibrium ; to give a general
line to economic development, which will eventuate in one
particular state of equilibrium rather than another.

Wherever, for instance, there is the possibility of discrimi-
nating charges, several different positions of equilibrium may
be possible. Thus the problem of the co-ordination of dif-
ferent means of transport (railway, road, inland waterway,

! See Pigou, Economics of Welfare, part 1i, ch. in, sections 4-5.
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coastal shipping, &c.) and that of the most economic use of
electricity and gas are probably not capable of unique solu-
tions under individualist conditions, since in each case the
charges of one of the competitors embody the principle of
discrimination (classified railway rates, multiple-part elec-
tricity tariffs); and in such an event there may be open to
either competitor a number of alternative rate-policies, to
each of which the rival services may adapt themselves, pro-
ducing an equilibrium but not necessarily the equilibrium
corresponding to the greatest attainable social income. Under
socialism, as we have seen (Chapter V, section 1), discrimi-
nating charges would be avoided as far as possible, but it
might not be possible to avoid them entirely. In any case
the prevalence of joint-cost in public utilities may intro-
duce the possibility of indeterminacy, even where discrimi-
nation is absent.

A similar situation exists in the case of town and country
planning, in the sense of the division of land into specific
use-categories. Asisshown in this Chapter, section 2 (4), there
is an element of arbitrary choice in this. Here, too, the auto-
matic machinery of the market has proved inadequate under
capitalism. In such cases even capitalist society feels the
need for some authority that can impose from above, not
the actual solution of the problem, but the appropriate set of
conditions within which the solution is to be worked out.

We have thus seen that some indeterminacy is almost in-
evitable in many cases. Our socialist commonwealth needs
some organ for choosing between alternative states of equi-
librium. This is precisely one of the functions of the planning
authority.

(3) Elimination of cyclical fluctuations. The third
function of economic planning is the elimination of cyclical
or quasi-cyclical fluctuations. It is possible that this can be
achieved by some form of monetary stabilization (see Chapter
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VIII, section 3 (2)), but this is by no means certain. The
tendency of a free-price economy to produce self-stimulating
and self-perpetuating fluctuations of activity is enhanced by
monetary instability, but it is by no means certain that this
tendency is caused by such instability. A free economy with
stable money might still show a tendency towards cyclical
fluctuations in output. One of the functions of the economic
planning authority in a socialist community would, there-
fore, be to watch for such a tendency and to correct it, if it
appeared, by judicious use of the mechanism of monetary
control (see Chapter VIII, section 3 (3)).

(4) Emergencies. The fourth function of the economic
planning authority is to be prepared for unforeseen hap-
penings and for economic changes that demand more than
the small adjustments of a free price system. Extensive crop
failures, inventions and discoveries that render obsolete the
equipment or methods of whole industries, the rise of new
and efficient competitive industries on a large scale in foreign
countries—these are some of the emergencies that planned
economy must be prepared for. Finally, a socialist commu-
nity of the sort here described would be well prepared to
meet the greatest emergency of all—war.
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CHAPTER X
FREEDOM

N a scheme of socialist economy such as has been outlined
I here, the author maintains, three objects could be simul-
taneously effected. Firstly, with the aid of a calculus of cost
and value, a balance of efforts and satisfactions could be
attained and carried through all the branches of economic
life, at least as effectively as, and perhaps more effectively
than, in an individualist economy. Secondly,an incomparably
greater degree of economic equality could be established
among men. Thirdly, economic freedom could be achieved
in as great a measure as, or even in a greater measure than,
under individualism. The principles and machinery neces-
sary for the attainment of the first object, economic equili-
brium, has been the main topic of this book. The second
object, economic equality, has been discussed in Chapter IV,
section 4. The third object, economic freedom, has been
discussed by implication throughout this book, whenever
economic equilibrium has been dealt with. It must now be
considered explicitly.

1. PLANNING AND FREEDOM

The usual objection that is made to economic planning of
any sort (and a fortiori to socialist planned economy) is that
it necessarily destroys freedom. ‘Goods will be provided
according to need, but according to the planning authority’s
idea of what people need and not according to their own idea
of what they need.” ‘People will be regimented and ordered
to their various jobs without being allowed any say in the
matter.” The planner’s motive, when it is not ‘the sadistic
desire to destroy the rich’, is ‘meddlesomeness’, ‘the desire
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to assert themselves at the expense of others’, or a plain ‘lust
for power’. ‘Scratch a would-be planner and you will find
3 would-be dictator.’

Now there is no doubt that a planned economy affords
great opportunities to any dictator who manages to capture
the planning machinery; but dictatorship is not an inherent
characteristic of planned economy. So much of the liberal
indictment of planning must be admitted as refers to the
possibility of the destruction of freedom under planned eco-
nomy. In the hands of an irresponsible controller (or group
of controllers) it could be made the greatest tyranny that the
world has ever seen. But must we admit the necessity of such
a destruction of freedom? Planning involves a conscious
choice of ends. But may not freedom be the end chosen? Is
it not possible to plan for freedom, for the abolition of the
inequality which makes freedom a sham under capitalism,
and yet retain enough of the price-system to ensure the satis-
faction of a plurality of ends as expressed by individual con-
sumers? Planning is a means, not an end, and it is as possible
to plan for freedom as to plan for anything else. The end to
which planning is directed depends on the wishes of that
section of the community which can, in the ultimate analysis,
control the actions of the planning body. 'The price of liberty
is eternal vigilance, under planning as under any other system,
and if people wish to be free they must deliberately choose
freedom and pursue it.

It is claimed, however, that freedom is essentially incom-
patible with planning; that even if a socialist planner wished
to realize freedom he could not do so and remain a planner.
The argument is that, since planning involves the deliberate
choice of an end to be followed, it necessarily involves the
rejection of all alternative ends and the abandonment of all
possibilities of change. Now I believe this argument to
involve a false antithesis. It is like the argument which
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asserts that import duties cannot be at the same time protec-
tive and remunerative. ‘Either the duty keeps out the foreign
products or the foreign products enter in spite of the duty.
In the first case the duty brings in no revenue; in the second
case the domestic industry enjoys no protegtion.” Of course,
in actuality, some foreign wares may enter in spite of the duty,
but less than would be imported if there were no duty. There
may therefore be some measure of protection to home pro-
ducers and some revenue for the treasury. So it is with the
presumed antithesis of planning and flexibility. A plan can
always be changed. When under the existing system a busi-
ness man plans the construction of a factory or a government
commission plans the reform of an agricultural market, the
decisions taken are not immutable, nor are they put beyond
the pale of public discussion. What is true of the partial
plans that can exist in the interstices of capitalism may be
true of the more comprehensive plans of a socialist com-
munity.

But, it is agreed, decisions once taken cannot be modified
without loss. As soon as the possibility of change is admitted
the element of risk creeps into the economic problem. This
must be admitted. Elasticity of organization and technique
does introduce a penumbra of uncertainty into all economic
calculations. If the community desires an economic machine
that is responsive to changes in individual taste or productive
technique it must pay for the advantages of flexibility by a
certain margin of unavoidable loss. This is the cost of risk-
bearing. It exists in planned as in unplanned economy. But
is the only means of achieving flexibility the abandonment of
the whole direction of resources to the company promoter
and the advertising expert? It is argued that the social cost
of risk-bearing must be greater in a planned economy because
wherever a wrong choice is made its effects are more widely
spread, while individualism retains the saving grace of
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averages and random samples. But could the errors of a
socialistic order well exceed those of capitalism as exemplified
in_the British stock exchange boom of 1928' or the orgy of
foreign lending by America in 1927-8?2

It might be argued that, nevertheless, a planned society
would generate a psychological atmosphere in which it would
be difficult to admit mistakes or to change fundamentals of
a plan. In particular, an unwillingness to sacrifice sunken
capital would lead to the suppression of the desire to experi-
ment and innovate. But this argument is refuted by those
who object against planning that it tends to push technical
improvements further than economic calculus would indicate.
Surely the truth is that both tendencies will exist: the purely
administrative type of mind will favour routine and a static
order, while the technical mind will delight in novelty for
novelty’s sake. An effective system of social cost-accounting
should be capable of holding the balance between these two
opposing tendencies. We must have recourse to the devices
of Measurement and Publicity.

But suppose that, in spite of our devices for securing a
flexible equilibrium within planned economy, society does
rush to one or another of these extremes—either a slowing
down of material progress or a misplaced zeal for technical
improvements unrelated to economic welfarc—what then?
Even the sternest critic of planning admits that the standard
of living need not necessarily fall: economic progress will be
slower than it might have been under an alternative system.
But may it not be possible to balance economic progress
against other social ends—e.g. equality of opportunity and
liberty for the common man? After all, the principle of
marginal equilibrium applies to marginal equilibrium itself.

I See ‘“The Results of the 1928 New Issue Boom’, Economic Journal,
December 1931. Also Macnullan Report (Cd. 3897/1931), section 386.
2 See League of Nations World Economic Survey, 1931-2, pp. 39, 42.
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There is not an all-or-nothing choice between a planned
economy, rigidly unchangeable and unchanging, on the one
hand, and a perfectly flexible market economy, based on
marginal equilibrium, on the other. It is a question of adjust-
ing the proportions of conscious planning and of formal,
market-economic, freedom in order to maximize real social
freedom. Some inequality, some rigidity, some irrationality,
some lack of ideal symmetry and order, must perhaps be
tolerated ; but the resultant balance might conceivably pro-
duce a more satisfactory blend of order and freedom than
that which we enjoy to-day.

It is not difficult to detect the origin of the idea that plan-
ning is inimical to economic freedom. The partial and im-
perfect planning that occurs under capitalism is generally
an attempt to circumscribe consumers’ choice, either by
restriction of output or by opposition to some change that is
economically desirable. Examples of the first are the inter-
national rubber and tin restriction schemes, the coffee valori-
zation in Brazil, the measures of the A.A.A. under the New
Deal in America for ploughing in cotton and for ‘not raising
hogs’, and the Coal Mines Act of 1930 in Britain. Examples
of the second kind are the restriction of road transport in
nearly every country in order to maintain the profit-earning
power of railway capital, the protection by tariffs and subsidies
of uneconomic branches of agriculture in some countries (e.g.
the sugar beet subsidy in Britain) and of uneconomic indus-
trial plant in others (e.g. the Australian iron and steel indus-
try), persistent attempts made to preserve established trades
and industries when they become superfluous because of either
changes in consumers’ tastes, technical change, or the growth
of more efficient industries in other geographical areas. But
this is easily explicable. So long as the private ownership
of land and capital and the private organization of business
enterprise for profit continue, the purpose of ‘planning’ is
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bound to be not the satisfactions of human needs but the
preservation of the existing vested interest of rent, interest,
and profit receivers. Competitive capitalism of the nine-
teenth-century type was forced by the invisible hand of
competition to pay some attention to consumers’ wants (as
reflected in the distorting mirror of unequal incomes) and
to economy (as reflected in money costs). ‘Planning’ under
capitalism is simply another name for the tendency towards
monopoly, whereby capitalism seeks to escape from the stern
laws of consumers’ sovereignty and of minimum cost while
retaining all the advantages (to the capitalist) of the profit sys-
tem. Capitalist planning is bound to be a conspiracy against
the consumer. But that is not because it is planning but
because it is capitalist. (See Chapter I, section 3 (3).)

2. FREEDOM UNDER SOCIALISM

Let us consider just what economic freedom means within
the limitations of a socialist commonwealth. It certainly does
not mean economic freedom in the sense in which the nine-
teenth-century economist understands these words. It does
not mean freedom to own and to draw income from the owner-
ship of land and other material means of production, although
it is not incompatible with the personal use of such means
of production (as under leases), nor with the personal
ownership of tools and small machines such as an indepen-
dent craftsman may use. But under modern conditions of
technique the great mass of means of production exists in
the form of machinery and equipment that can only be
worked by labour associated on a large scale. And under
socialism no individual or group of individuals may own the
means whereby other men work and live. Nor does it mean
freedom to organize production on individual lines for the
sake of private profit, with all the secrecy, deception, specu-
lation with other people’s livelihood, and possibility of



232 FREEDOM

monopoly that this entails; although it is not incompatible
with non-profit-making ventures on a co-operative basis for
genuine experiment or for the provision by individually
organized activity of highly specialized satisfactions of an
aesthetic, literary, religious, or political nature. But it does
mean freedom for the consumer, in the sense of a free choice
of satisfactions within the limits of a system of prices reflec-
ting the relative scarcity of different goods; and it does mean
freedom for the producer, in the sense of a free choice of
occupations within the limits of a system of wage-rates re-
flecting the relative social importance of different kinds of
work. In other words, free price-formation is restored at the
two ends of the chain of production, at the end of consumer’s
goods and at the end of personal productive services. It may
be fairly claimed that, in these two respects, freedom will be
more adequate than under capitalism.

For the consumer, liberty of choice will be implemented
by the reduction of advertisement to its proper social func-
tion of stimulating interest and imparting information;
whereas to-day the consumer is only too often ‘free’ to
choose between commodities whose real properties are ob-
scured in a smoke cloud of misinformation and irrational
appeal.- Standardization of consumption goods is often de-
cried as an infringement of the consumer’s liberty of choice.
In truth a considerable measure of standardization is a neces-
sary condition of any rational liberty of choice. In most
lines of consumption the consumer is faced, to-day, with a
veritable embarras de choix. An enormous variety of brands
of chocolate, tooth-paste, or petrol, a bewildering range of
diverse kinds of clothes, furniture, and household gear, differ-
ing from each other by almost imperceptible shades of
quality, far from offering the consumer increased opportuni-
ties of choice, really paralyse his powers of discrimination
and decision. Only when the number of lines competing for
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his notice are reduced to a few varieties with well-marked
characteristics does choice cease to be a mere gamble and
bhecome a rational decision. Moreover, the index of consumer
rdemand will no longer be distorted by gross inequalities in
consumers’ incomes or by monopoly elements in the prices
of goods.

For the producer, liberty of choice will be a reality when
it is exercised with a full knowledge of the possibilities of the
labour market and with full opportunities for training and
equipment, unhindered by lack of means on the part of the
candidate or the candidate’s parents. Moreover, for those
who dislike the prospect of salaried or wage-paid public
employment, there will always be the emergency escape of
the free-lance occupations and (possibly) of the private sector
(see Chapter VI).

Economic freedom in this sense is, however, only the be-
ginning of freedom. Is it worth while, the critic might say,
to turn society upside-down for the sake of enacting Books
III to VI of Marshall’s Principles? Should men carry out a
revolution, and perhaps fight a civil war, in order to abolish
patent-medicine advertisements and blind-alley occupa-
tions? This kind of freedom is necessary, but it is not suf-
ficient. What socialists claim is that not merely economic
freedom for consumers and producers but also liberty in the
wider sense—political freedom as understood by the nine-
teenth-century liberals—is impossible under capitalism. Men
cannot be free in a class-society: men cannot be free when
the means whereby they live are owned by a few. The
control over public opinion that is given by ownership of
newspaper capital, like Beaverbrook’s or Hearst’s, the power
of intimidation over votes that is possessed by a large local
employer of labour, the power of wealth to impose its prestige
upon wavering and indifferent voters—all these make a mock-
ery of democracy under capitalism. Security of livelihood,
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a large measure of economic equality, the conscious control
of social production by society—these are the guarantees
of true liberty. Only by such restrictions as those men-
tioned at the beginning of this section can insecurity, in-
equality, and the arbitrary control of the private owner over
men’s destinics be kept at bay: only by these curtailments of
liberty in small things can liberty in great things be pur-
chased.

Liberals profess to fear the possibility of tyranny under
socialism. As the sole employer and the sole purveyor of
goods, the socialist commonwealth is expected to exercise its
powers in the spirit of a monopolist under capitalism. But
this expectation is no more reasonable than the expectation
that a democratic state would reproduce all the vices of an
absolutist or oligarchical state. Not the formal relations of
economic or political organization, but the underlying social
relations (and, above all, the relations of classes), are the
decisive factor in the issue of freedom or tyranny. What is the
source and origin of tyranny? Exploitation. Men tyrannize
over other men, in political or economic relations, in order
to obtain their services otherwise than by voluntary consent
and co-operation. Abolish exploitation and substitute a
society of freely co-operating agents, then the root cause of
tyranny is taken away. If the basic cause of tyranny in the
exploitation of one class by another is removed, there still
remains the possibility of isolated and individual abuses of
communally delegated power. This danger is a real one and
the liberal’s fear is to this extent justified. But the remedy
is suggested by the historical parallel between the struggles
for political and for economic rights. The task of the liberal
in winning political liberty and equality was a twofold one.
First, the control of the state-machine had to be wrested
from the class that had previously monopolized it. The
Sovereign People had to be placed on the throne of a Louis
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XIV. Secondly, the nature of the state-machine had to be
transformed from an instrument of power into an instrument
of service. The arbitrary elements in its action had to be
abolished and it had to be made the means of serving the
interests of all citizens on equal terms. In Dicey’s words,
the Rule of Law was set up. The same twofold task awaits
the socialist, in establishing economic liberty and equality.
First, the control of the economic machine must be wrested
from the class that now monopolizes it. The community as
a whole must step into the shoes of a J. P. Morgan or a Harry
McGowan. Secondly, the nature of the economic machine
must be transformed from an instrument of profit into an
instrument of service. As part of this change a machinery of
constitutional safcguards and guarantced rights must be
evolved. The Rule of Law must be extended from the
political to the economic sphere. The part played in the
bourgeois liberal order by property rights and enforcement
of contract will be played in a socialist order by a Labour
Code, which will enforce reasonable workshop customs and
give remedies for victimization, and by a legally enforceable
code of Consumers’ Rights.

In a socialist society the distinction, always artificial, be-
tween economics and politics will break down; the economic
and the political machinery of society will fuse into one.
The problem of economic liberty will then become the same
as the problem of political liberty. During the period of
transition from a capitalist to a socialist socicty both forms of
liberty may be abridged, just as during the early phases of the
struggles which made possible the establishment of religious
and political liberty those very liberties were temporarily
eclipsed. Luther and Calvin persecuted, yet the ultimate in-
fluence of their teaching was tolerance ; Cromwell and Robes-
pierre ruled arbitrarily, yet the ultimate influence of their
rule was to establish civil liberty. So Lenin and Stalin have
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shown scant respect for the preferences of the individual
consumer, yet, if they shall have been the means of establish-
ing a classless society, their ultimate influence will be for
economic liberty. After a socialist order has been safely
established, the raison d’étre of restrictions on liberty will
have ceased. There will no longer be a class with a privileged
relation to the means of production. The planning authorities
will become responsible to the whole body of the community.

This may be so, is the reply, but even a classless society
may deny freedom of experience to minorities. Will those
who manage the printing presses of the perfect socialist
community be as ready to print Bibles or copies of Science
and Health as to print Marx’s Capital, in response to an
equivalent effective demand of consumers? There is no
reason why a socialist economy should not have room for
voluntary associations formed for the publication of books,
pamphlets, and periodicals. In this way, political, religious,
and cultural minorities could express and propagate their
views. But such associations would require, in addition, to
obtain paper and the use of printing machinery from those
organs of collective economy that owned and controlled
them. Thus we arrive at the necessity of some machinery
for vindicating consumers’ rights, analogous to the legal
machinery evolved by liberalism from 1776 onwards for
vindicating the individual’s political rights to life, liberty,
and the pursuit of happiness.

Just as in the liberal political society of the nineteenth
century the law was conceived of as a sort of automatic
machine for defining and vindicating personal rights, that
would operate indifferently whoever dropped the penny in
the slot, whether he belonged to a majority or a minority;
so a socialist community should conceive of the economic
organization of society as a machine for satisfying individual
needs, accessible on equal terms to all citizens. The socialist
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commonwealth ought to write into its constitution explicit
guarantees of economic as well as of political liberty, and
implement them by due process of law, especially in the
matter of the printed and broadcast word.

" We should not conceive of the administrative organs of a
socialist economy as an extension of the powers of the state,
but rather as the creation of a new form of activity of soczety.
The state, as it exists under capitalism, is a product of class
antagonism, and of national antagonism ultimately rooted in
class antagonism (see Chapter VII, section 4). With the
achievement of a classless society, the state will undergo a
complete transformation. Its functions as the bearer of
authority will diminish largely in importance; its functions
of impersonal administration in matters of common interest
will probably gain in efficiency by being freed from associa-
tion with its coercive functions. If it is desired to compare
the organs of a socialist economy with existing institutions,
an enlarged and universalized consumers’ co-operative society
would afford a better parallel than the political state.

But even under the most perfect constitution a democracy
may act tyrannously to minoritics: the ultimate guarantee
resides not in written constitutions, but in the social structure
of the community, thus ultimately in the material relations
of production. The guarantee of liberty in a socialist com-
munity would be the absence of the causes which nowadays
make human beings desire to deny one another liberty; in
other words, the true pledge of freedom is the abolition of
economic classes.



NOTE ON NATIONAL INCOME

Put P = aggregate value of all goods produced.
I = aggregate value of goods sold for individual consump-
tion.
C = aggregate value of goods provided for communal
consumption.
K = aggregate value of capital goods produced.’
Then P = I+ C+XK.
Put E = aggregate value of all factors of production.
L = aggregate value of labour services.
S = aggregate value of factors other than labour (Social
Fund).
Then E = LS.

Assuming that goods are valued according to average cost, the
aggregate value of all goods produced is equal to the aggregate
value of all factors of production.

S.P=E
and I+C+K = L+8S.

If goods arc valued according to marginal cost (see Chapter II,
section 4 (2)), the aggregate value of all goods is equal to the sum of
marginal costs, while the aggregate value of all factors of production is

equal to the sum of average costs, the sum in each case being taken over
the entire national product. In this case put

M = sum of average costs—sum of marginal costs.
(Thus M is the debit balance of the Marginal Cost Equalization Fund.)
Then M = E—P
or P = E—M.
S I+ C+K = L+S—M.

Put 8" = S—M, and use S’ instead of S in the argument of the re-
mainder of this Note. (It is possible that S’ may be negative.)

Put W = Total sum paid out in wages.
D = Total sum paid out as Social Dividend.

! Including additions to stocks of consumption goods.
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Then a condition of equilibrium is that the aggregate value of
goods sold for individual consumption must equal the disposable
money income of consumers."'

That is = W4-D,
.. W+D4C+K = L+-S.
Then W=1L if S=D4C+AK.

That is to say, the imputed value of labour can be paid as
wages if the Social Fund is just exhausted by social dividend,
communal consumption, and capital accumulation.

Otherwise, put W = L(1+k) where % represents a uniform
proportional addition to the imputed value of labour.

Then W = L-}-S—D—C-—-K,

. k is positive or negativc according as S Z D+C+K.

If S > C+K, there arises a surplus of individually spendable
income over the economic value of labour. This surplus can be
distributed in three ways: (a¢) by issuing a social dividend
(D = S—C—K); (b) by paying wages for labour at a rate higher

than its economic value (k =" L_-K); (¢c) by a combination

of both methods (any D being chosen, k= S—D AZCTK; in

this case, if D > S—C—K, k becomes negative).
If S < C+K, spendable income is less than the value of labour,
and it is impossible to pay wages at their full economic value.

! This assumes that no individual saving takes place (see note 1 on
p. 83). If saving of an amount H occurs, then, in equilibrium,
I = WD+ H. An appropriate scheme of distribution involves either

S—D—-C—K+H .
D=S—C—K+Hor k= ———- L K+ -. In other words, in-
dividual saving can be compensated for by an increase in the social
dividend or in the percentage addition to wages.
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That is to say a levy must be made on the value of labour
S—C—-K ... . . . s
=7 which is a negative quantity). Even in this case

it is still possible to issue a social dividend, provided an increased
S-D—C—K)

levy on the economic value of labour is made (k = i3

Alternative Method

An alternative method would be to pay wages strictly according to the
imputed value of labour, but to make a uniform proportional addition &’
to the price of all goods sold in the market.

Then the condition of equilibrium is

I(x+k) = L+D.

L4-D—~1 D+C-+K-S
A I ’

Thus &’ is positive or negative according as S $ D+ C+K.

. kt::
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Cost and scarcity, 65-6, 72-5.
Costing, based on energy, 71-2; on
labour, 67-71; on prices, 72-5.
Costingsystem,elements of,98-105.

Costs of public utilities, 150—4.

Credut, private ownership of, 6.

Credits, frozen, 181.

Currency smuggling, 179.

Declining industries, 19, 85-7, 131.
Demand, composite, 9g8-9; estima-
tions of, 1-2, 26—9, 31-64, 189,
204, 232—3; for capital, 82-5;
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for labour, machinery and, 131;
joint, 73, 99 ; methods of estimat-
ng, 43-51; regulation of, by
price-system, 28, 48-51, 189.
Demand schedules, 63—4; aggrega-
tion of, 82 n., 83 n., 99.
Differential charges, 151-3, 154—7,
160, 161.
Discrimmnating  charges,
223 ; monopoly, 150-3.
Distribution according to need, 10,
11, 118, 119-20, 135, 137; ac-
cording to value of services, 118;
under planned capitalism, 21-2.
Distribution of income, 28-9, 49,
100-1, 118-49, 204; general
scheme, 135-7, 238-40; see also
Equality of income.
Docks and harbours, 164

151-5,

Economic calculation under social-
1sm, 109-15.

Economic chivalry, orders of, 123.

Economic equilibriumt, see Equi-
hibrium.

Economic fluctuations, 220, 224-5.

Economic freedom, 235-7.

Economic imperialism, 4, 20; and
war, 185-6.

Economic organization, 30, 219.

Economic problem, 1-5; under
socialism, 24-9.

Economic relations  essentially
social, 21.

Economics and politics, 23,235 ;and
technology, 2-3.

Education, 32, 34, 47, 52, 109, 221.

Educational monopoly and in-
equality of income, 8, 133.

Efficiency, indices of, 219.

Emergencies, 220, 225.

Employment, full, of factors of
production, 99, 112; planned,
131.

Energy cost, 71-2.

England, see Great Britain.

Enjoyment, active and passive, 39—
40.

Enterprise,

- -enterprise.

Entrepreneur

private, see Private

function under
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planned capitalism, 20; under
socialism, 13, 213-19,
quality of income, 118-20, 226,
234; and socialism, 8, 9—11; and
social services, 134; and wages,
132-5.

Equality of opportunity, 133, 137,
229; and socialism, 10.
quality of sexes, 138-9, 143, 144,
145-7.

Equilibrium, 73, 153—4, 174, 220,
229; multiple positions of, 210,
220, 223—4; 1n circulation of
money, 193, 238-40; and the
pricing process, 204-5.

Eugenics, 147, 148.

Europe, 29, 92, 127, 156, 165,

Exchanges, forcign, 178-8o.

Experiment 1n patterns of social
life, 54.

Experts, 32, 44, 47-8.

Exploitation, 5-8; and tyranny,
234-5.

Factors of production, 65; in full
employment, 99, 112; pricing of,
73-5, 98—101, 204; return to, see
Marginal product; supply of,
100; ultimate, 28, 65.

Factor-prices, changes 1n, 199-200,
203 ; and monetary control, 199—
200.

Factory acts, 15, 217.

Famuly allowances, 138, 146, 203.

Fascism, 34, 185-6, 188 (see also
National Socialism); planned
capitalism tends to, 22, 23.

Fashions, women’s, 97.

Feminism and socialism, 138-9.

Finance capital, 185.

Finance, public, 47, 59, 206.

Fluctuations, economic, 220,224~5.

Foreign exchanges, 178-80; invest-
ment, 180—4; lending by U.S.A.
in 1927-8, 229; shipping, 165.

Foreign trade, in goods, 173-8;
bilateral monopoly 1n, 177; state
monopoly of, 177; private enter-
prise and, 177-8, 179; upder
socialism, 29-30, 173-88.

France, 19, 171.
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Free goods, 57-9.

Free income, 22.

Free trade, 176-7.

Freedom, 226-37; consumers’, 27,
48-51, 96—7, 189—90, 204, 232~
3; economic, 236; economic,
guarantees of, 237; of choice of
occupation, 27, 100-1, II3—I14,
120, 123—4, 232—3; political, 133,
235-6; political, guarantees of,
237; religious, 235-6; temporary
abridgement during period of
transition, 235-6; under social-
ism, 231—~7; and money, 190 n.;
and planning, 226-31.

Free-lance occupations, 209, 233.

Frozen credits, 181.

Full-value money, 192.

Fund, social, see Social Fund.

Future consumption and present
consumption, see Saving.

Future values, discount on, 79.

Gambling, 191.

General price-level, see Price-level,
general.

Geographical planning, and pricing
of land, 205, 210-13.

Geographicalvariationsincostof liv-
ing, 127; in efficiency of labour,
127 ;inhoursof work, 129 ;inrates
of interest, 92—3 ; In wages, 127-9.

Goods, consumption, see Consump-
tion goods; dissimilar, compari-
son by means of price, 115-17;
foreign trade in, 173-8; free,
57-9; intermediate, see Capital,
Production goods, and Saving;
production, see Production goods.

Goods-value of money, 197-8, 202.

fGold standard, alternatives to,
179-80.

Great Britain, and communal con-
sumption, 58; and mcome from
overseas, 183—4, 187 n.; concilia-
tion boards, 126 ; expanding capi-
talism, 145 . ; housing, 89 ;mono-
poly, 230; stock-exchange boom,
229; transport, 156, 159,162, 164.

Guarantees of liberty, 237.

Guilds, national, 30.
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Harbours and docks, 164.

Health, public, 32, 34, 47, 53, 221.

Hire-purchase, see Instalment
selling.

Hoarding, see Saving, individual.

Hours of work, 139 (see also
Leisure) ; regional variation, 129.

Imperialism, economic, 4, 20; and
war, 185-6.

Imputed value, 26, 204 ; of labour,
123, 125.

Incentives, non-pecuniary, 122—3;
pecuniary, 123—4; and socialism,
11-12.

Income, distribution of, see Distri-
bution of income; from overseas
investments, 183—4, 187; from
ownership of means of produc-
tion, 231; from property, exo-
genous and endogenous, 184;
from property tends to in-
equality, 7; National, see National
icome; real, stable, 197-9.

Indeterminacy of market indica-
tions, 210, 220, 223—4.

Index-numbers of prices, 116, 197;
of production, 116-17, 197; of
wages, 197.

India, 128, 144.

Individual consumption, 32-5, 60—
4° 204, 205-—7; cost, 108-9;
rights, 235, 236; saving, 83 n.,
193, 208, 239 n.

Industnal sclf-government, 11.

Industries, declining, 19, 85~7, 131.

Inequality of income, cumulative,
«7; inevitable under capitalism,
78 reduced by social services,
134, 137; distorts market indica-
tions, 4, 50, 205, 233; due to
educational monopoly, 8, 133;
due to property incomes, 6-8,
132-3.

Instalment selling, 89—go, 91.

Institutional Revenue, 22.

Interest, 75, 78-93, 101, 167;
accrues to Social Fund, 98, 135-
6; as discount in future values,
79-80; as regulator of capita!
structure, 79; equivalent to
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number of years’ purchase, 81,
84; geographical variations in,
92—3; private appropriation of,
5-8, 98, 167; temporal variations
mn, 91-2; under sogalism, 207;
Zcro rate 53 and costing, 80,
B1; an human hife, 84; and
rationing of capital, 80, 81; and
technical progress, 79, 84.
International capital movements,
advantages of, 181-2, 187; dis-
advantages of, 182—3, 187 ; less in-
centive to, under socialism, 182.
International conflict and class
conflict, 185-6, 237.
Intervention, 3, 15-16, 18-20, 20.
Intimidation, 233.
Investment Board, 8s.

Jews, 144.

Job-analysis, 125.

Labour, allocation of, between occu-
pations, 2,27, 100~1,118-40, 198
as element 1n cost, 65-6 ; changes
in a demand for, 129—-32; com-
pulsory, 12—10; marginal product
of, see Labour, value of ; methods
ofallocatingbetweenoccupations,
120—4; Ministry of, 127; organ-
ized, see T'rade unionism; regional
variations 1n efficiency of, 127-
9; skilled, expressed as simple
labour, 68 ; sweated, 5; transfer-
ence of, 87, 129-31, 174; value
of, 9o-101, 118, 123, 125; and
wages, 100—1, 113, 118, 123-32.

Labour Code, 235.

Labour-cost, 67—71.

Labour theory of value, 43, 67-71,
113.

Labour-value of money, 197-8,203.

Laisser-faire, 142, 176.

Land, 65-6, 75-8, 99, 101; pricing
of, 99; arbitrary elements n
pricing of, 205, 210—13; private

ownership of, 5-6, 167; and
population, 140-I1.
Leisure, 2, 34, 126, 1209, 131-2,

205, 208-10; arbitrary decision
involved 1n, 205, 208-10; and
technical progress, 208.
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Liberty, see Freedom.

Licences for agricultural produc-
tion, 170-1.

Life, duration of human, and rate
of interest, 84.

L.G.0.C,, 94.

Load-factor, 155.

Local taxation, 59, 158.

London, 181.

L.P.T.B., 19.

Luxunes, 57 n.

Machinery, and bonus wages, 125;
and demand for labour, 131; and
production, 1, 65, 79.

Macmzillan Report, 229 n

anager, socialist, not a genuine

entrepreneur, 214-16; remunera-

tion of, 218-19.

Margin, unspent, 193 n., 195.

Marginal cost, 105-8, 136 n., 151~
3; equalization fund, 108.

Marginal product, 73, 78, 80, 100;
social and individual (private),
108-9; equated to price, 73; of
labour, 100-1, 123, 125.

Marginal utihty, 54-5; of resources
in individual and communal con-
sumption, 54-5, 206.

Market for consumption goods, 44,
48-51; fails to express some
preferences, 53—4; indications
indeterminate, 220, 223—4; ob-
jections to, 4-5, 50—1, 205, 233;
reflects inequalities of income, 4,
50, 205, 233.

Marketing boards, 15.

Marshall’s Principles of Economics,

233. .
Marx’s Capital, 236.

- Mean cost, 152, 154.

Means of production, private
ownership of, 5-6, 231; public
ownership of, 9-11; unified
ownership of, 16~17.

Measurement and publicity, 229.

Mercantilism, 4.

Mickey Mouse, mechanical, 96.

Migration, 128, 149; and war, 187—
8

Mxl;:age tax (road transport), 163.
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Minorities, rights of, 236.

Monetary circulation, 192—6.

Monetary control, 199—203; and
consumer’s expenditure, 200~3;
and factor prices, 1g9—200.

Monetary policy, 197—9.

Money, 49, 189-92; book-entry,
190—2; goods value of, 197-8,
202; labour value of, 197-8, 203 ;
objections to, 191; token- or
full-value, 192 ; velocity of circu-
lation of, 193 n.; and freedom,
190 7. ; and prices, 189—203.

Monopoly, 4, 15, 177, 205, 230,
233; bilateral, in foreign trade,
177;discriminating, 1503 ; state,
of foreign trade, 1777-8; and pub-
lic utilities, 150.

Moral suasion and labour, 121.

Motherhood as a career, 138, 146—7.

Mothers’ allowances, 135, 138, 146.

Motion-study, 125.

National guilds, 30.

National Health Insurance, 52.

National income, circulation of,
136, 193, 238 ; note on, 238, 240;
and population, 139-42.

National Socialism, 6.

Nationalization, see Collectivism,
Public ownership, and Socialism
of banks, 23—4.

Nationalism, economic, and war,
185-6.

Natural materials, see Land; re-
sources, see Land.

Need, distribution according to,
10, 11, 118, 119-20, 135, 137;
estimation of, 43—-51.

Needs, 1-3, 65 (see also Demand);
social, 31-43; and wants, 31-2.

Nepotism, 132.

Net advantages of occupation, 12%.

New Deal, 230.

New Guinea, 164.

New York, 181.

New Zealand, 29, 89, 159, 164, 169,
171.

Occupations, allocation of labour
between, see Labour, allocation
of, between occupations; blind-
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alley, 233; free choice of, 27,
100-1, 11314, 120, 123—4, 232~
3; free choice of, for women,
138; net advantages of, 127.

Old-age pensions, 135.

One-man business, 166.

Opportunity, equality of, 10, 133,
137, 229.

Optimum population, 141.

Orders of economic chivalry, 123.

Organization, economic, 30, 219.

Organized labour, see ‘Trade
unionism.

Overhead costs of civilization, 140.

Over-population, danger of, 11, 12,
142, 149.

Overscas  investments,
from, 183—4, 187.

Overtime, 126.

income

Panama Canal, 165.

Parenthood, encouragement of,
145-7.

Period of production, 78—9.

Personal service, 41-2, 167, 168.

Piece-rates, 125, 126.

Planned capitalism, 17-24; leads to
fascism, 22, 23; and distribution,
21-2; and entrepreneur function,
20.

Planned employment, 131.

Planning, 14-24, 219-25; a means,
not an end, 227; general
notion of, 14-16; geographical,
and pricing of land, 205, 210-13;
of agriculture, 169-72; town-,
212, 217; and emergencies, 220,
225; and fluctuations, 220, 224—
5; and freedom, 226-31; and
general directives, 220-3; and
lack of market indications, 220,
223-4; and pricing, complemen-
tary not antagonistic, 220; and
socialism, 9—11, 16-18; and tech-
nical progress, 229.

Plenty, age of, 25-6, 40-3.

Political freedom and economic
freedom, 235 ; impossible under
capitalism, 233—4.

Political institutions, free, 133.

Politics and economics, 23.

s
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Population, 139-49; dynamic as-
pects of, 141—2; optimum, 141;
and capital, 140-1; and land,
140;and national income, 139—42.

Population problem, qualitative,
142, 147-9; quantitative, 142—7;
and socialism, 11-12, 142-9.

Post Office, 12. -

Power, 153, 154, 155, 223—4.

Preferences, consumers’, see
Demand, estimation of ; workers’,
see Occupation, free choice of
and Labour, allocation of, be-
tween occupations.

Preferences that cannot be ex-
pressed on the market, §3—4.

Premium-bonus wages, 125.

Present and future consumption,
see Capital and Saving.

Price as means of comparing
dissimilar goods, 115-17; as
measure of cost, 72-5; control in
agriculture, 169—70; discrimina-
tion, 150-3, 155; equated to
cost, 72—3, 99, 112; equated
to margmal product, 73; and
scarcity, 37; see also Value.

Price-formation, statistical methods
in, 63—4, 104-5.

Price-level, control of, 199-203;
general, 49, 196—-203; measure-
ment of, 1967 ; stable, 197-9.

Price policy of public utilities, 150~
65.

Price-system, arbitrary elements
in, 205—-13; as a form of econo-
mic co-ordination, 3—5, 204-5;
automatic operations of, 222—3;
regulates demand, 28, 48-51,
189; under capitalism, 4-5, 28.

Prices, fixed, 62, 198 ; general index
numbers of, 116, 197; and
money, 189—203.

Pricing, impossibility of, under
socialism, 13, 109-15, 214; inde-
pindent of private ownership,
112, 115; of consumption goods,
44, 48-51, 60—4; of factors of
production, 28, 73-5, 98-101;
of labour, 99-101; of land, 99,
101; of production goods, 98-
4527
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109; under socialism, 24, 26-9,
98-103, 111-15, 204; and plan-
filng, complementary not antago-
nistic, 220.

Private appropriation of rent,
interest, and profit, 5-8, 98, 167.

Private enterprise, average cost in,
167; under socialism, 30, 166—
72, 189-91, 233; and foreign
trade, 177-8, 179.

Private ownership, not essential to
pricing process, 112, 115; of
capital, 167; of credit, 6; of land,
5—6, 167; of means of produc-
tion, 5-6, 231.

Product, marginal, see Marginal
product.

Production, factors of, see Factors
of production and Production
goods; index numbers of, 116—
17; period of, 78-9; standardi-
zation of, 25, 37-8; and techno-
logy, 140.

Production goods, 65—117 (see also
Capital and Saving); pricing of,
98-109.

Production, means of, see Means of
production.

Productivity, changes in, 195, 202—
3, 208; increased, 1-2, 25, 37-8,
41, 84, 195, 197-8.

Profit, 167 ; accrues to Social Fund,
98, 135-6; private appropria-
tion of, 5-8, 98, 167.

Progress, see T'echnical progress.

Property, private, see Private
ownership; and inequality, 6-8,
132—-3; income from, exogenous
and endogenous, 184.

Protection, see Tanffs.

Public enterprise, 12.

Public finance, 47, 59, 206.

Public health, see Health, public.

Public opinion, control over, under
capitalism, 233.

Public ownership and socialism,
8, 9-11, 16~17.

Public utilities, 107 n., 223-4 ; com-
petitive, 154; costs in, 150—4;
economic peculiarities of, 150-1;
price policy of, 150-65; and

Ll2
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monopoly, 150; and two-part
tariff, 155, 156—7.

Public works, 57.

Publicity, see Advertisement.

Publicity of data under socialism,
9, 17.

Purchasing-power parity, 178-8o0.

Qualifications for
121-2.

Questionnaires, 45.

Quotas, agricultural, 171-2; trans-
ferable, 171; in foreign trade, 15.

occupations,

Railway, siting of, 8o—1, 210~11.
Rate-boss, 125.

Rationalization, 10, 15.

Rationing, 44-5, 49, 121, 221I.
Recreation, 32, 39—40, 221I.
Regional variations in wages, 127—

9.

Reichsbahn, 159.

Rent, 65, 75-8, 167; accrues to
Social Fund, ¢8, 135-6; control
in agriculture, 170; of ability,
133-5, 137; private appropria-
tion of, 5-8, 98, 167.

Representative institutions, 44, 46—
7, 48, 56.

Resources, 1—3 (see also Factors of
production); allocation of to
different uses, 204; consumer’s
proportion held as money, 193 7.

Return to factor of production, see
Marginal product.

Returns, diminishing and increas-
ing, 105—7, 140.

Revolution, 184, 233.

Risk, insurable and uninsurable,
93 see also Uncertainty.

Roman Catholics, 144.

Rubber, 230.

Rule of Law, 235-7.

Salesmanship, see Advertisement.

Saving (see also Capital), 1, 74,
78-85, 136, 238-40; arbitrary de-
cistons involved 1n, 84, 205, 206~
7; collective,. 82—5», 118, 1306,
207," 238-40; individual, 83n.,
193; , 239 n.

Savings, control’ of, 201-2.
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Scandinavia, 169.

Scarcity, 1—2; abolition of, 25-6,
35—43 ; and cost, 65-6, 72—5; and
price, 37, 113-14.

Science and Health, 236.

Scientific management, 15, 125.

Scientific research, 40, 109.

Seasonal goods, 61.

Secrecy under capitalism, 9, 19,
109, 205.

Security of livelihood, 233.

Self-government, industnial, 11.

Skill and wages, 127.

Skilled labour, 68.

Smoke-pollution, 5.

Social and 1individual values, diver-
gence between, 50—-1I.

Social cost, 108-9.

Social Dividend, 137, 168, 189,
201, 203, 238—40.
ocial Fund, 85, 98, 103, 108, 135—
9, 201-3, 238—40; recipient of
rent,

135-6.

Social life, experiment in ways of,

interest and profit, 98,

54.

Social nature of economic rela-
tions, 21.

Social services, 35mn., 47, s1—6o,
168, 221; limits to, under capi-
talism, 55—7; reduce inequality,

134, 137.
Socialism, criticisms of, 11-13;
defimtion of, o9-11; general

notion of, 5-8; impossibility of
pricing under, 13, 109-15, 214;
hibertarian, 26, 27-9; National,
6; unplanned, 16—17; and eco-
nomic calculation, 109-15; and
entrepreneur function, 13, 213—
19; and equality, 8, 9—11; and
family hfe, 138-9, 145-7; and
femimnism, 138-9; and foreign
investment, 180—4; and foreign
trade, 29-30, 173~ 88 and free-
om., 231—7; and mcentlves 11—
‘12; and planning, 9-11, 16-‘18
and population problem,.11, 12,
142-9; and pricing, 24, 26=9, 98—
103, I111-15, 204; and. private
enterprise, 30, 166-72, 233; and
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public ownership, 8, g—11, 16-17;
and publiaity of data, 9, 17, 177,
213; and voluntary associations,
30, 190, 232, 236; and war, 184~

+ 8; as the political aim of the
non-owning class, 8.

Socialist agriculture, 168-72; and
“liéencés, 170-1; and price-con-
trol, 169—70, and quotas, 171-2;
and rent-control, 170.

Socialist economics, arbitrary ele-
ments 1n, 205-13, 223—4.

Socialist transport, 158-65.

Soviet Union, central bank 1n, 88 n.;
increased production in, 12;
labour in, 120, 121, 123; new
bourgeossie in, 133; planning in,
88 7., 192 n.; population growth
in, 145; trade unions and social
services 1n, 59 ; transport 1n, 156,
164; wages in, 124n.; and
foreign trade, 181, 186.

Stakhanovite movement, 124 n.

Standardization, 25, 37-8, 58-9,
232.

State, transformed under a classless
society, 237.

State intervention, see Interven-
tion.

State-machine, control of, 234-5.

Statistical methods of determining
prices, 63—4, 104-5.

Statistical treatment of uncertainty,

97-8.

Stock exchange boom of 1928, 229.

Subbotnik, 121.

Subsidies to industry, 130, 230.

Substitution, 1-3, 26, 102, 112,
213-14.

Supply, composite, 73 ; joint, g9.

Supply of Capital, see Saving.

Supply of labour, 100-1;1n general,
139-49.

Supreme Economic Council, 30;
and capital and interest, 826, 92,
208; and costing, 99, 102-7;
and demand, 63; and economic
organization, 30, 219, 221-2;
and foreign trade, 173-4, 177,
178; and geographical planning,
92, 128; and labour and wages,
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128, 129, 131; and money and
prices, 194, 195, 197, 199, 201,
203; and planning, 221-2;
and statistical determination of
prices, 104-5.

Surplus value, 22.

Swecated labour, 5.

Tapering rates in transport, 157,
160.

Tanffs, 15, 19, 177, 217, 227-8.

Taxation, direct and indirect, 59;
local, 59, 158; on high incomes,
135, 137; on transport, 163.

Technical progress and leisure,
208; and obsolescence, 85-7;
and planning, 229; and ratc of
interest, 79, 84; and uncertainty,
95-6.

Technocrats, 71.

Technology and the age of plenty,
41; and economics, 2-3; and
production, 140.

Time, as element in production,
75, 78-93, 94, 101; see also
Capital and Uncertainty.

Time-boss, 125.

Time-preference, 79, 81-2, 207.

Time-rates, 125.

Tin, 230.

Tokens, consumption, 45, 49—50.

Token-money, 192.

Town-planning, 212, 217, 224.

Trade, foreign, see Foreign trade.

Trade unionism, 15, 59, 126, 209,
217.

Transference of labour, 87, 129-
31, 174.

Transition, temporary abridge-
ment of freedom during period
of, 235-6.

Transport, 153, 154, 156-8, 158-
65, 223—4; air, 164; canal, 156,
159, 160, 161, 163—4; coastal,
159, 161, 164; goods, 159-61;
land, 159— 64; local, 58; passen-
ger, 161~2; rail, 154, 155, 156,
159, 160, 161, 162; road, 154,
156, 159, 160, 161, 162-3, 230;
sea, 159, 164—5 ; socialist, 158-65.

Two-part tariff, 155-7.
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Tyranny and exploitation, 234-5.

Uncertainty, 75, 101; definition of,
93—4; inherent in all production,
94—7; and capitalism, 93~4; and
changes in demand, 95, 96—7;
and risk, 93~7; and technical
progress, 95—6.

Unc%rtainty-bearing, 75,938, 101,
228.

Uncertainty-surcharge, %75, 93-8,
101, 135 ; calculation of, 97-8.
United States, 58, 183, 229, 230;

see also America, North.

Unplanned socialism, 16~17.

Unspent margin, 193 7., 195.

Urban concentration, 157-8, 175-

6.
U.S.S.R., see Soviet Union.
Utility, marginal, see Marginal
utility.

Vagabond wage, 134.

Value, 26 (see also Price and
Pricing); future, 79; imputed,
204; labour theory of, 43, 67—
71, 113.

Variety, 38, 96.

Vehicle tax (road transport), 163.

Velocity of circulation of money,
193 7.
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Voluntary associations under social-
ism, 30, 190, 232, 236.

Wages, in private sector, 167-8;
index number of, 197; methods
of payment, 125, 127; premium-
bonus, 125; piece-, 125, 126;
regional variations in, 127-9;
time, 125; under sacialism, 123—
g, 125-32, 189, 239-40; vaga-

ond, 134} women’s, 138—9, and
dangerous conditions, 126, 127;
and equality, 132~5; and product
of labour, 100~1, 118, 123-32;
and skill, 127.

Wants, insatiability of, 25, 35—40;
and needs, 31-2.

War and economic imperialism;
20, 185-6; and migration, 187—
8; and socialism, 184-8, 225.

Women’s fashions, 97; welfare,
138; work and wages, 138-9.

Work, see Labour.

Work and leisure, choice between,
205, 208-10.

Works, public, 57.

Working-day, standard, 126.

Years’ purchase, 81, 84.

Zero rate of interest, 85.
Zinsknechtschaft, 6.
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