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THE KEYNES PLAN OF FORCED
LOANS

IN A small book, How to Pay for the War (Macmillan &
Co., 1s.), Mr J. M. Keynes has revised and expanded
the proposals which he made some months ago in a
series of articles in The Times. The revised version
includes family allowances, a cheap ration of some
necessaries of life, and a capital levy after the war.
The central feature of the plan is still that people shall
be prevented from spending a certain fraction of their
incomes, graduated according to the size of the income.
The object of this is to prevent prices from rising because
of the competition of people to obtain a limited supply
of goods.

The argument is that the total production of the
country must be increased in order to provide the
materials needed to carry on the war. Such an expan-
sion of production will be achieved by the working of
overtime, by the employment of those now unemployed,
and by the entry into industry of retired persons, women
and others who would not normally be employed.
These people will receive wages and salaries proportional
to their production. There will be an increase in the
total of wages and salaries (measured in terms of money),
but there will not be an equal increase in the total of
articles on which they can spend their incomes because
the Government will take a considerable amount of this
production in the shape of war supplies. If people
endeavour to spend their incomes, the prices of goods
will rise until the total price equals the total income to
be spent. This will be most injurious to those who
spend the largest fraction of their incomes and who save
least, that is to say, to the poorest who owing to their
circumstances are able to save little.

If people are deprived of so much of their incomes
as will make the total income to be spent equal to the
value of goods available for consumption, at their
present prices, then, no appreciable increase of prices
need take place. This deprivation, or as he prefers to
call it * deferment,” is intended to be temporary. The
money is to be repaid after the war, subject to any
deductions which are made from it by way of taxation.
In order to allay natural apprehensions on the latter
point, it is proposed that as part of the plan there shall
be a pledge that the repayment shall be made from the
proceeds of a capital levy to be imposed after the war,
which it is assumed will fall to only a small extent on
the wage-earning classes.

Mr Keynes likes to refer to this process as a defer-
ment of income, and he talks of the money being de-

posited with a friendly society, trade union, or other
body, but it is in fact a forced and compulsory loan to
the Government. The present Government, not being
unduly popular with large bodies of organized workers,
the proposal might commend itself less to them if
presented under its true name. The fact that repayment
is to be made out of taxation is clear proof of the nature
of the transaction.

However the war is financed, it must in the end be
paid for by taxation. Mr Keynes’ plan must, in com-
parison with any other, be judged largely according to
whether the taxation imposed to pay for it is better or
worse in its incidence. This no doubt is one of the
reasons for tacking the capital levy on to the new
edition and mixing it up with a plan for family allow-
ances.

The problem which Mr Keynes sets out to solve in
this complicated fashion could be solved directly by the
imposition year by year of taxation heavy enough to
meet the cost of the war. This he considers to be
impracticable because he reckons that the incomes of
the rich are not sufficient to bear the whole burden,
and the working classes would be injured if they had to
bear a substantial part. It would seem, however, that
in the long run the rich will pay more under Mr Keynes’
proposals than if they paid sufficient taxes directly and
at once to pay for the war, because they will have to
pay interest upon the compulsory loan as well as the
cost of family allowances, and the cost of subsidising a
cheap ration.

In all such discussions there arises the question of the
nature of the taxation proposed. If the taxation sup-
posed to be imposed upon the rich is in fact shifted on
to the poor through increase of prices, the position is
completely altered. We do not recall that Mr Keynes
has ever devoted attention to the incidence and economic
effects of taxation, but it is a matter which deserves
more and more attention the higher the volume of
taxation rises.

Although Mr Keynes contemplates that this forced
loan shall be repaid to the contributors, who will then
be able to spend their “ deferred pay,” the time when
this will happen is left vague. He apparently con-
templates that it will be at the discretion of the Treasury
and that the release may not be of the whole but only
by instalments. This is a feature which the ordinary
citizen will find far from satisfactory. When he sub-
scribes to a Government loan he does so knowing what
the terms are, and knowing that he has a security which
he can sell at whatever its market price may be when
he pleases. Under Mr Keynes’ plan he has apparently
something which is not transferable or marketable at all.

The argument in favour of leaving the time and rate
of repayment to the Treasury appears to be double
edged. On the one hand Mr Keynes suggests that the
release of this purchasing power will prevent a post-war
slump. On the other hand he says that “ steps can be
taken to prevent the deposits from being spent faster
than they can be replaced by new loans which would
have been required in any case for the relief or the
avoidance of unemployment.” Yet why is the latter
precaution necessary if a pledge is to be given to impose
a capital levy sufficient to repay what has been stopped
out of people’s earnings? There is a disquieting
inconsistency in this,
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The assumption that it is possible to prevent or cure
unemployment by monetary means is not a new thesis
with Mr Keynes but we need not digress to discuss
it here.

The foundation of these proposals in the end is the dis-
agreeable fact that the economic position of the majority
of the workers of this country is such that it is difficult
for them to save any substantial part of their incomes
and that if they receive any addition to their incomes
they are inevitably driven to spend it. To combat
this Mr Keynes proposes that they shall compulsorily
be prevented from spending a certain fraction of their
incomes during the war. This proposal does nothing
to alter the conditions which cause such acute disparity
in the distribution of wealth. The suggestion that the
repayment of the forced loan will result in increased
spending (which will prevent a post-war slump) is in

itself a confession that the condition of the working
classes will remain substantially the same after the war,
and that they will not be able to keep their forced savings
but will be obliged to spend them. It would be false,
therefore, to conclude that this plan will alter the
distribution of wealth by leaving a larger proportion of
the capital of the nation in the hands of the working
classes than they had before. This is only likely to
happen to a small extent. Whether the distribution of
wealth becomes more equal or not depends, therefore,
mainly upon whether the taxation imposed either during
or after the war is of such a character as to make the
distribution of wealth more equal or not. That is an
elementary conclusion which could have been reached
directly. It is the permanent problem of national
finance to which it seems Mr Keynes has very little
contribution to make. F. C. R. D.

THE LAND PROBLEM IN PALESTINE

TowArDs THE middle of last summer the Government
made proposals which in its opinion would secure a
peaceful development of Palestine. The principal
features were that a defined maximum of Jewish immigra-
tion would be permitted for five years, and thereafter
an independent administration would be set up. This
plan met with considerable criticism in this country
and was disapproved by the Mandates Commission of
the League of Nations.

On 28th February the Colonial Secretary, Mr Malcolm
MacDonald, announced that the Government had
authorised the High Commissioner for Palestine to issue
regulations * controlling the transfer of land from Arabs
to non-Arabs in certain areas.” The regulations were
made retrospective to 18th May, 1939, when the Govern-
ment’s previous declaration of policy was made. The
text of the regulations disclosed that they prohibited
the sale of land to Jews in the major part of Palestine ;
in a further large area sales to Jews could only be made
with special authorization ; and in only a small portion
could sales be made unconditionally. In the debate in
the House of Commons on 6th March it was stated that
the area in which free purchase was permitted was only
2.6 per cent of the whole area of Palestine.

The Government’s excuse for this policy is that if
land sales remain unrestricted there is likely to arise a
‘landless Arab’ population of such dimensions that it
will be extremely difficult to find any solution for it.”
It does not seem to have occurred to anyone that the
landless Arab problem is already in existence. Large
areas of land are held by Arab landlords and the other
Arabs exist only by permission. A Statement of Policy
issued by the Government in 1930 declared that * of
the 86,980 Arab families in the villages 29.4 per cent
are landless.”

It is admitted on all sides that Jewish immigration
had led to rapid development in Palestine and that the
productive capacity of the country has greatly increased.
That is, in a sense, the cause of the trouble. The value
of land has increased by leaps and bounds. It is fetch-
ing highly speculative prices which on the one hand
induce the Arab landlords to sell and on the other
burden the Jewish purchasers with a heavy load of un-
productive indebtedness.

This country as the administrator of Palestine under

the mandate has pursued there the same pro-landlord
policy as is adopted at home. Instead of putting a stiff
tax on land values in order to prevent speculation and to
secure that the value created by the community should
be shared by all its members, heavy customs duties were
imposed upon many essential commodities. Again
following British precedents, in order to relieve the
cultivators ground down between high land values and
heavy commodity taxation, they reduced the Turkish
Tithe, House, and Land Tax with the inevitable result
that so far as these taxes fell on land value the landlords
reaped the benefit.

These and many other facts emerge from the Report
of the Royal Commission in 1937 (see the summary in
our issue of September, 1937). It gives numerous
examples of the almost fantastic increase in land values,
and shows that in many cases the Arabs have become
landless because the land has passed out of the hands
of the peasants into that of the large Arab landowners.
The prohibition of the sale of land to the Jews will not
cure that, any more than it could cure the landlessness
of the people of this country. There is only one remedy
and that is to make all the people of Palestine co-
proprietors of the land by taking its value for public
purposes.

A Consumers’ Union has been formed by Mr Wm. C.
Ross of Edinburgh, the prospective Liberal candidate
for Lancaster. Leaflet literature has been printed for
distribution. The Union is an association of house-
holders and electors for the purposes of : (@) taking
combined action to get food taxes and quotas removed
and to reduce the cost of living ; (b) taking combined
action to raise and to maintain the standards of quality
of foodstuffs ; (c) taking combined action to remove the
restrictions on the production, distribution, and price
control of foodstuffs and other necessities ; (d) collect-
ing and distributing information on the sources, supplies,
distribution, and prices of foodstuffs, and other necessi-
ties ; (e) using the combined forces of the Union—as
consumers and purchasers—to achieve its purposes by
organized political and economic action. The head-
quarters of the Union are at 37 King Street, Lancaster.

FORM OF BEQUEST

I bequeath (free of duty) to the United Committee for the
Taxation of Land Values, Limited, the sum of £............




