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76 HOW TO PAY FOR THE WAR 

completely unaware how far-reaching is the 
French control over wages and the conditions 
of labour. 

By a series of official decrees culminating in 
that of November 16, 1939, a complete official 
control has been established over wages and the 
conditions of labour, more far-reaching in the 
munition industries and less so in the others. In 
the non-munition industries wages must not be 
changed from their pre-war level by collective 
agreement or otherwise without the approval of 
the Minister of Labour. In the munition indus­
tries wages are fixed by the Minister of Labour 
and the Minister of Munitions ( or other service 
department); employers are prohibited from pay­
ing wages in excess of a stipulated maximum (in 
general the pre-war level); employees may not 
leave their present employment without permis­
sion and may be moved by the authorities at 
will. Thus any tendency towards a rising wage 
level has been legally inhibited at the out­
set. 

In addition to this a fund has been established 
called the National Solidarity Fund out of which 
will be met any special expenditure in the civilian 
sphere due to the war, including, I think, any 
losses arising out of official measures to keep down 
the cost of living. Into this Fund there will be 
paid the proceeds of an excess profits tax and a 
general levy on wages. The levy on wages consists 
of: 

(a) 15 per cent of the wages of workers who are 
liable to military service, but have been exempted 
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because, as we should express it, they are in a 
reserved occupation; 

(b) the whole of the earnings both of these and 
of all other workers in respect of their work 
between 40 and 45 hours a week, and one third 
of their earnings in respect of hours worked above 
45 a week. (In the numerous cases where the hours 
of work are now 50 a week or more, this works 
out at almost another 15 per cent). 

Against this there are rigorous measures to 
maintain the cost of living at the pre-war level, 
but, so far, rationing has been avoided. I have 
no particulars how this is working out in practice 
or whether it is involving the French Treasury 
in expensive subsidies in the case of imported or 
agricultural goods. 

This account is imperfect and perhaps inaccurate 
as an up-to-date statement. I hope that its pub­
lication may stimulate a Frenchman into giving 
us a fuller account of the French home front 
than I have found readily available at present. 

In a talk to the French nation over the wireless 
at the end of January, 1940, M. Daladier com­
mended these stern measures to the civilian 
population and urged their willing acceptance of 
them in the following terms :-

" When they left for the frontier, our sons 
accepted a total transformation of their lives. 
Those who have stayed behind and do not have 
to put up with the same sufferings and dangers 
must also agree to transform their lives. They 
must sacrifice their personal interests, renounce 
certain commodities. Above all, they must con-
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centrate all their strength and activity in the 
service of the French community without which 
they would be nothing. It would be vain and even 
criminal to conceal the fact that Germany's 
material power is one of the most formidable in 
the world. The issue at stake is not merely the 
existence of the nation, but our whole conception 
of life. . . . To-day it is to the France behind 
the lines that I wish to speak. I wish to speak 
to it with candour and even brutality. . . . It 
is essential, in a word, that those of the interior 
succeed in making themselves respected by those 
at the front through work, renunciation and 
discipline." And in conclusion he summed up 
German propaganda which speaks like Satan, as 
follows: "It says to the ealthy, 'You are going 
to lose your money.' It says to the worker, 'This 
war is the war of the wealthy.' It says to the 
intellectual and the artist, 'All that you love is 
threaten d by destruction.' It says to him who 
loves the goods of this world, 'A few months more 
and you will have to accept painful restriction'. 
It says to the believer, 'How can your faith accept 
this massacre?' Finally it says to the adventurer, 
'A man like you can make something out of your 
country's misfortunes.'" 

It is well to conclude this pamphlet with these 
eloquent words of the leader of a nation at war­
even if it makes the careful humanitarian argu­
ments and apologetically mild proposals of the 
previous pages sound pitiful and weak. 
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THE NATIONAL INCOME 

THE discrepancies between various current estimates of 
National Income are more largely due to different ideas of the 
meaning of thi concept than to strictly statistical differences, 
-uncertain though many of the underlying statistical estimates 
may be. The following note accepts Mr. Colin Clark's statistics, 
but not his concept of gross national income, without attempt­
ing to go behind them or to criticise them. The actual figures 
given are Mr. Clark's brought up to date where necessary 
by Mr. Rothbarth for the financial yea,r April I, 1938-
March 31, 1939 in terms of the prices of that year. 

There are two fundamental concepts which are serviceable 
for general use. The first is the total current output measured 
in terms of money cost, already given in the text, namely: 

£ million 
3,710 current value of private con umption excluding in­

direct taxation but including the cost of making 
good current depreciation; 

290 current cost of net new investment in buildings, 
plant, transport and stocks, i.e., current capital 
outlay in excess of what is required to make good 
current capital depreciation; 

850 current cost of Government operations excluding 
"transfer" payments to pensioners, holders of 
national debt, etc., expenditure out of which is 
already included in the previous items. 

4,850 

I propose to call this the National Output. 
The second concept is that of Taxable Income, namely the 

aggregate of individual incomes (including charities, private 
institutions and companies). It differs from the above in 
that it includes "transfer" incomes of £500 million and excludes 
Government non-tax income of £50 million from trading 
profits. It follows that its amount is £5,300 (£4,850+£500 
-£50) million. It can also be broken down into the following 
constituents :-

79 
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£ million 

Private consumption at market prices (made up 
of indirect taxes and rates £670 million and 
current value £3,710 million including current 
depreciation as above) . . . . . 4,380 

Private saving (made up of £290 million new in­
vestment as above and £80 million lent to the 
Government to cover the excess of the cost of 
Government operations over revenue from taxes 
and trading profits) . 370 

Direct taxes 550 
5,300 1 

It may be useful to add a list of the principal elements 
out of which these or other concepts of income can be built up. 

Government Income and Outlay (Central and local) 

Government Income: Direct Taxes 
Indirect Taxes . 

£ million 
550 
460 
210 Rates . 

Government Trading Profits 
Loans from the public (net) 

50 
80 

Government Outlay: Transfer Payments 
Govt. Services . 

_1,350 

500 
850 

1,350 

The above Government Outlay does not include Govern­
ment expenditure on investment in new houses, roads, etc. 
(£50 to £100 million), since this has been already included 
in the estimate of investment (which, being based on the 
Census of Production, inevitably includes all such invest­
ment whether by Government or private agencies). To 
balance this, the above figure for loans from the public is 
correspondingly reduced below the actual amount borrowed 

1 The reconciliation between my Economic Journal figure of £5, iOO 
million and the above figure is 88 follows : deduct £380 million for depre­
ciation included twice in Mr .Clark's figure (total current depreciation£420 
million less £40 milhon upkeep of roads by the Government not included 
twice), £50 million for Government trading profits previously included 
in private profits, and £30 million due to a revised estimate of the 
Government deficit. The logical difficulties lying behind these figures 
I am discussing in detail in the March (1940) Economic Journal. 
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by the Government and represents only that part required 
to cover the net current deficit exclusive of the above invest­
ment expenditure. 

Private Income and Outlay £ million 
Private Income : Wages and Profits derived 

Private Outlay: 

l\ ational Output : 

Gross Investment : 

Saving: 

from current output 
Transfer Incomes 

4,800 
500 

5,300 

Consumption at market prices 4,380 
Saving . . . . 370 
Direct Taxes 550 

5,300 

Private and Government 
consumption apart from 
making good wastage and 
depreciation . 4,140 

Making good wastage and 
depreciation . 420 

New investment 290 

Private wages and profits 
derived from the above . 

Government profits . 

Net new investment . 
Making good wastage and 

depreciation . 

Net new investment 
Government deficit 

4,850 

4,800 
50 

4,850 

290 

420 

710 

290 
80 

370 
Distribution of Private Incomes : 

Individuals below £250 a year 
Individuals above £250 a year 
Charities . 

2,910 
2,340 

50 
5,300 
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Undistributed incomes of companies, etc., are included as 
part of the incomes of the individuals owning them. 

Sources of Incomes below £250 per year : 
Wages and salaries . . 

£ million 
2,390 

Incomes of independent workers, employees and 
unoccupied workers 

Transfer incomes 

Expenditure of Incomes below £250 per year : 
Value1 of Consumption 
Rates and Taxes 
Saving 

Sources of Incomes above £250 per year : 
Salaries and profits 
Transfer incomes 

Expenditure of Incomes above £250 per year: 
Value1 of Consumption . 
Rates and Taxes 
Saving . 

240 
280 

2,910 

2,420 
390 
100 

2,910 

2,170 
220 

2,390 

1,290 
830 
270 

2,390 

The sources of the above figures are given in the Economic 
Journal, Dec. 1939, p. 638. 

APPENDIX II 

THE EXTENT OF OUR RESOURCES ABROAD 

AN important source of our war strength, both in itself and 
especially in comparison with the enemy's, lies in our capacity 
to finance an adverse balance of trade out of the resources 
which we had accumulated before the war in the shape of 
gold and foreign investments. 

1 Spread over private consumption and government services, the cost 
of making good wastage works out at 8½ per cent. This is included 
in the above value. 
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On March 31, 1939, the gold resources of the Bank of 
England and the Exchange Equalisation Fund amounted to 
79,950,000 ounces, worth £671,600,000 at the present value 
of gold (168/- per oz.). Between that date and September 1 
there was a substantial reduction to meet withdrawals of 
foreign balances from London, but the fiaure for later dates 
are not being published. The Federal Reserve Board of the 
United States has, however, published an estimate of the 
resources of the belligerents on the eve of the war_ (end of 
August, 1939) according to which British gold holdmgs ha_d 
fallen by that date to approximately £500,00?,000 .. This 
figure has to be taken in conjunction with a similar estimate 
of £750,000,000 gold held by France at the end of August 
and £54,000,000 held by Canada. It takes no account of 
other Empire gold reserves or of the annual output of newly 
mined gold within the Empire e ti.mated at £187,000,000. 

This authority e ti.mates British dollar balances at the 
same date at nearly £150,000,000, French dollar balances at 
nearly £80,000,000 and Canadian dollar balances at nearly 
£90,000,000. There is no available estimate of other Britil:!h 
balances abroad. 

S~r Robert Kindersley has estimated the total nominal 
capital of British foreign investments at the end of 19_38 ~t 
nen:rly £3,700 million, of which, however, only a fract1~n is 
easily reali able. About £3,000 million of this total consisted 
of sterling loans and of shares of companies registered in 
Great Britain, most of which could not be realised. Never­
th~less the:e is a fair proportion of these holdings which is 
be_m_g repaid each year in ordinary course, say £40 to £50 
million annually; and some substantial loans for which repay­
ment c_ould be arranged in existing circumstances (an importa3:1t 
Ca~adian l?an already dealt with in this way is a case m 
pomt) are mcluded in this total. Perhaps we could put the 
total figure thus realisable over a period of three years at 
not le s than £250,000,000 . 

. Holdings in companies registered abroad, estimated by 
Sir Robert Kindersley at nearly £700,000,000, can be regarded 
as . much more liquid. The U.S. Federal Re crve Board 
estim:3-~e of British holdings of American readily marketable 
securities at the outbreak of war is about £185,000,000, to 
which can be added in case of necessity a further £225,000,000 
of other securities, includincr direct British owned property 
in U.S.A. It is interesting to bnote that, according to American 



Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis

84 APPENDIX 

reports, about 10 per cent of the above marketable securities 
(i.e. £18,000,000) was in fact liquidated in the first two 
months of the war. 

Some offset must be allowed against the above for the 
subsequent withdrawal by foreigners of assets held in Great 
Britain at the beginning of the war. The existing exchange 
restrictions are effective against British nationals, but by a 
strange oversight (unless it is a deliberate decision in the 
interests of the City as an international banking centre after 
the war) are not effective against the withdrawal of assets 
by foreigners. I do not make any important allowance for 
this, partly because the level of the free exchange (over 
which such transactions are carried out) does not at present 
indicate any serious pressure for such withdrawals, and partly 
because if such pressure were to develop we can scarcely 
suppose that the post-war interests of the City will be pre­
ferred to the immediate task of winning the war. It may 
be that a large part of apparent foreign balances and other 
assets, which were still held in London at the outbreak of 
war, were not free assets strictly speaking, but were neces­
sary to meet various contingent liabilities in sterling or for 
the purposes of current business. 

Indeed so far from making an important allowance for 
withdrawals, we can safely reckon, I think, when we are 
considering the British balance of payments, as distinct from 
that of the Empire or sterling area, on considerable annual 
accretions of Empire and other over-seas balances left in 
London. In the last war, even during its darkest days, such 
increases played an important part and had reached a huge 
figure by the end of it. I should guess the annual gain from 
this source at not less than £100,000,000 and it might well 
be more. 

It would not be prudent to add up all the above figures, 
which are subject to considerable error, in order to reach a 
final estimate of available foreign resources. Nevertheless, 
taking everything into account, I suggest that we can put 
the total of our fairly liquid assets at a figure of the order of 
£1,000 million at least; and allowing also for the gradual 
increase in our liabilities to overseas creditors, we can finance 
for more than three years an adverse balance of payments 
of the order of £350 million annually. 

Our total gold and dollar resources are appreciably greater 
than in 1914 (cf. table below) in spite of our dollar securities 
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being much less; and immeasurably more liquid, inasmuch 
as they are now predominantly gold. French holdings of gold 
and dollar resources are not far short of double what they 
were in 1914, and Canadian some ten times. Taking Great 
Britain, France and Canada together, gold and dollar resources 
a:e ~ot far short of double what they were in 1914. Germany's 
similar resources, on the other hand, which in 1914 were 
nearly half of our own, are to-day less than one-twenty-fifth 
of ours and less than one-fiftieth of the total allied resources. 
Moreover, our liability to Allies, which was our over-whelming 
financial task in the last war prior to the entry of the United 
States, is to-day negligible in comparison. Since all monetary 
commitments are on a much larger scale now than they were 
~wenty-five years ago and since an evident power to endure 
mdefinitely is essential, utmost economy in the use of foreign 
resources and utmost effort to add to them by exports are 
of the first importance. Nevertheless, I cannot agree that we 
sta~, taking everything into account, with inferior financial 
staymg power than in 1914. The ability of the sterling and 
!rench area to meet a continuing adverse balance of trade 
1s, taken in the aggregate, enormous; whilst the foreign 
resources of the ~nemy are non-existent and already replaced 
by liabilities. 

U.S. FEDERAL RESERVE BOARD ESTIMATE 

End of August 1939 
(£ million at $4 to the £) 

Securities Direct & Annual 
Central readily other in- Gold 

Gold DoUar marketable vestments Production 
Reserves Balances in U.S.A. in U.S.A. (1938) 

Great 
Britain 500 149 184 225 

France 750 79 46 20 
Canada 54 89 125 140 41 
Other 
British & 
French 
countries 135 146 

TOTAL 1,439 317 355 385 187 
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COMPARATIVE GOLD AND DOLLAR RESOURCES 

(1914 and 1939) 
(U.S. Federal Reserve Bulletin: pprox. figures in millions 

of dollars) 
Total Gold and Dollar Central Monetary Dollar 

Resources Gold Gold out- Resources 
Reserves side Cen-

tral Re-
serves 

1939 1914 1914 1914 19141 
--

United 4,230 3,365 165 600 2,600 
Kingdom 

France 3,580 2,045 680 965 400 
Canada 1,630 1152 115 1 

--- ---
Total 9,440 5,525 960 1,565 3,000 

--
Germany 160 1,505 330 475 700 

APPENDIX III 
THE COST OF FAMILY ALLOWANCES 

IN round numbers there are 10,000,000 children in the country 
up to 15 years of age. Thus the gro s cost of a weekly allow­
ance of 5/- for every child, i.e. an annual allowance of £13, 
is £130,000,000. A more exact estimate is £132,000,000. There 
are, however, some important offi et against this, as follows:­
(1) About £20,000,000 of the above cost is in respect of children 
of income-tax payers. It has been a sumed above as a rough 
approximation that the existing income-tax allowances 
already cost as much as the new allowances which will take 
their p]ace; so that there is no additional cost on this bead. 
(2) In 1937 there would have been the following saving in 
respect of existing allowances :- £ 

Ordinary pensions . 2,500,000 
Unemployment Benefit 2,750,000 
Unemployment Assistance . 8,500,000 

13,750,000 
1 Estimates given in Review of Economic Statistics, Vol. I, p. 230. 

Much higher estimates were given by Sir G. Paisb in 1910 before the 
U.S. National fonetary Commission. But the above take account 
of later information and are more reliable. 

2 Gold only. 
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(3) In 1940 the saving in respect of the chilchen of the unem­
ployed is likely to be less than in 1937. On the other hand, 
there will be additional war-time savings in respect of pay­
ments for evacuated children and separation allowances. 

Thus, taking everything into account, a net cost of 
£100,000,000 should be a safe figure. 

If the allowances were to be given only in respect of the 
second and subsequent children, the cost would be more 
than halved and could be safely estimated. at not above 
£50,000,000. An allowance of 3s. (in place of 5s.) to the second 
and subsequent children would, therefore, cost less than 
£30,000,000, or more exactly £27,000,000. If the allowances 
were to be restricted to the third and subsequent children 
the cost would be more than halved again, amounting (at 
5s.) to some £20,000,000; and a restriction to the fourth and 
subsequent children again halves it, bringing it down to 
about £9,000,000. 

APPENDIX IV 
THE FORMULA FOR THE AGGREGATE OF DEFERRED PAY AND 

DIRECT TAXES 

THE results given in Chapter 6 above result from the following 
formula. For incomes up to £750 a year, 35 per cent of the 
excess of the income over the basic minimum of 35s. a week 
for an unmarried man and 45s. for a maITied man. This is, 
of course, very far from a flat rate, since the proportionate 
effect of the fixed allowance is much greater at the lower 
income ranges, as appears in the table in Chap. VI, where the 
proportion of income withheld is shown to rise under this 
formula from 3½ per cent at 50s. a week to 29 per cent at 
£700 a year. For the higher income groups the percentage 
of the excess of income over the basic minimum rises as follows : 

Per cent of excess 
over basic incomes 

£750-£2,000 40 
£2,001-£3,000 45 
£3,001-£5,000 55 
£5,001-£10,000 65 

£10,001-£15,000 70 
£15,001-£20,000 75 
£20,001-£50,000 80 

Above £50,000 85 
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The above does not attempt so elaborate a system of 
allowances as the income tax, and in particular it makes no 
distinction between earned and unearned income. As a result 
of this, some of those who receive special consideration under 
income tax would have a larger proportion of their earnings 
deferred than those who do not receive such consideration. 
It would be easy to tackle those minor anomalies in a fully 
detailed scheme; but it would only confuse the main issues 
if I were to attempt to deal with all of them here. It may 
be that the allowance to married men is insufficient. It 
might be advisable to grade more finely by introducing a larger 
number of steps, and there should be a provision to prevent 
sudden jumps. It would certainly be desirable to include a 
clause similar to that in the latest Finance Act for mitigation 
where a man's income has fallen substantially below its pre­
war level. 
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