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A dominant theme in studies of British interwar unemploymentis the sharp
contrast that existed in the field of public policy between the development of an
essentially fragmented, ad hoc response by governments, supposedly nurtured
by political expediency, faltering will-power and intellectual flabbiness, and the
emergence of radical pleas for a more positive and planned interventionist
programme centred around government-financed schemes of national recon-
struction. Two features of the existing literature are particularly relevant in this
context. The first is the distinct impression conveyed by some writers that the
authorities between the wars singularly failed to adopt radical and enlightened
economic policies that would have worked to reduce unemployment substan-
tially, partly as a result of their wilful ignorance, or at least inadequate under-
standing, of the more challenging (if still questionable} branches of contempor-
ary economic theory. Consider Skideisky: “The real story of domestic policies
of the interwar period is the defeat of the economic radicals by the economic
conservatives”.! Or Kindleberger’s citation of ‘instance after instance of what,
with hindsight, appears as economic illiteracy... There were many economists
and a few public figures... who had domestic remedies which made sense in
modern times’.? The second and more specific claim, associated especially with
Skidelsky’s early work, is that the failure of the Labour Party in this regard arose
from its commitment to a form of ‘Utopian Socialism’ which prevented it from
coming to terms with economic reality, encouraging it to search mistakenly fora
total solution to the problem of poverty instead of trying more practically to

* The author is currently completing a book entitled The British {Jnemployment Crisis: A Study
in Public-Policy, 1919-1939, '

! R, Skidelsky, Politicians and the Slurnp. The Labour Government of 1929-1931, Harmond-
sworth: Penguin Books, 1970, p. 11.

* C. KINDLEBERGER, The World in Depression 19291939, London: Allen Lane, 1973, pp. 23-4.
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meet the immediate crisis of unemployment. In Skidelsky’s words, ‘It was a
parliamentary party with 2 Utopian ethic’.”

The shortcomings of government action are often further highlighted by
frequent reference to the contemporary policy prescriptions of Keynes, Hen-
derson, Lloyd George and Mosley. These shared a common empbhasis on the
need for a purposeful redirection of effort towards domestic economic recovery
based on an expansion of loan-financed public investment far beyond a level
sufficient merely to compensate for deficiencies within the private sector. As is
well known, such arguments were a central concern of Keynes from 1924,
formed the basis of the Liberals’ 1929 electoral platform, brought Oswald
Mosley into direct conflict with the reigning parliamentary consensus of the
early thirties and inspired Lloyd George to launch his ‘New Deal” in 1935.
They had, moreover, achieved a substantial intellectual following by 1933. By
then Keynes, who above all had spearheaded the attack on conventional ortho-
doxy, had become convinced that the freer movement of interest rates occa-
sioned by the abandonment of the gold standard two years earlier would not in
the prevailing economic climate work quickly enough or positively enough to
stimulate sufficient investment to generate full employment. It was essential, he
therefore argued, for governments to create more optimistic conditions for the
expansion of business enterprise by promoting deficit-financed public works
rather than relying upon thrift, deflation and the return of normality.

But public works as officially conceived were never destined ro achieve a
substantial reduction in unemployment. They developed in the early years of
the postwar slump purely as emergency measures, necessary to allay unrest and
to ease the strain on the revamped unemployment insurance scheme. Insofar as
they were based on any radical departure from Edwardian practice, it was in the
acceptance by the State of the need to alter the timing of its normal capiral
expenditure (by advancement or retardation) to counteract the effect of cyclical
fluctuations without raising the trend level of expenditure over the course of the
business cycle — to ‘maintain the aggregate demand for labour... approximately

_arauniform level from year to year’ as the Labour Party putit, For the most part
governments, whether Labour or Conservative, strove purposely to reduce
their commitment to public works activity to within the shortest possible period
compatible with efficiency and economy. In the event public works managed to
cater for but a fraction of the registered unemployed, were least able to be
undertaken where they were most needed and proved particularly unsuited to
skilled men in industries with little prospect of long-term revival. Why, despite
the vigour and urgency with which they were pressed in the twelve years or so
after 1924, did alternative policies for public investment fail to evoke a more
positive response from government?

3 Skidelsky, op. ait., p. 12.
* For further discussion see Skidelsky, ap. at., D. Wincy, Econemics and Pelicy, London:
Hodder and Sroughron, 1969.
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II

It is easy to appreciate how the notion of a ‘missed opportunity’ has been
allowed to colour assessments of the nature and effectiveness of interwar
unemployment policy given the authorities’ predilection for ameliorative, ad
hoc emergency schemes in the face of vigorously expounded alternative
strategies involving direct action on a national scale. Such an approach must be
treated cautiously. It serves on the one hand to exaggerate the extent to which
the failure to adopt unorthodox economic ‘remedies’ resulted from the unfor-
tunate delay with which influential economists, notably Keynes, formulated
proposals with the required intellectual precision and logical consistency to win
political approval. On the other hand it serves to minimize the existence of more
fundamental obstacles to the adoption of policies which with hindsight may
appear as the only common-sense ones to have chosen. Insofar as proposals for
deficit-financed public works along Keynesian lines are concerned, the key to
understanding the alleged gap between opportunity and reality lies not in the
observed robustness of economic science as it was called into service nor in the
inherent characteristics of political parties — whether “Utopian’ or gradualist—
but rather in the strength and influence of a political and economic orthodoxy
inside and outside of Whitehall which elevated within official circles the accept-
ance of particular policy goals which were essentially incompatible with the
effective reduction of mass unemployment.®

It is tempting nevertheless to argue that until Keynes himself provided a
convincing elucidation of the theoretical model by which effective policies could
be formulated for the solution of chronic unemployment governments could
hardly have been expected to have adopted alternative policies which at the time
of their most vigorous exposition lacked sufficient intellectual rigour to chal-
lenge the ruling canons of classical economic theory. The very shorcomings of
many of the proposals pressed upon the government adds weight to such an
argument. It is quite clear, for example, that although there was within the
labour movement of the early 1920s an intuitive grasp of the necessity to
maintain or expand the level of consumption in order to increase employment,®
neither the Trades Union Congress nor the Labour Party actually embraced the
idea of deficit-financed ‘pump-priming’ for the sake of creating work, nor did
either fully appreciate the financial implications of any expanded programme of

5 Cf. Pollard’s assertion that ‘Socialism was... not so much the cause for inaction... as the victim
of actions taken without regard to it”, “The Great Disillusion’, Bafletin of the Sociery of Labour
History, 16, Spring 1968,

¢ Incorporating for example demands for the provision of ‘buili-in' stabilizers, notably increased
sickness, old-age and unemployment benefits, and for the establishment of legal wage minima.

339




W. R. Garside

public works.” Although the Independent Labour Party supported schemes of
public works it was more preoccupied with promoting social justice than with
defending unorthodox budgets. Under-consumptionists such as J.A. Hobson
supported public works but insisted that they be accompanied by measures of
progressive taxation directed towards the redistribution of wealth in favour of
wage-earning classes. The emphasis was upon income as the determinant of
savings and investmens precluding therefore any systematic use of monetary or
fiscal controls to stimulate investment.

The suppore given in the 1920s to the more limited device of altering the
timing of existing levels of capital expenditure over the course of thé business
cycle was not actompanied by any systematic analysis of the proportion of
public to total demand and its likely effect upon employment. Furthermore, in
the absence of regular detailed data as to the composition of the unemployed,
their duration of unemployment and their life-cycle of employment and unem-
ployment, there could be no guarantee that those individuals most in need of a
job would necessarily be those with the ability or the opportunity to gain
employment from any work created during a period of depression.

The ‘radical’ programmes of the late 1920s in support of national schemes of
public works were by no means free of ambiguity, vagueness or inconsistency.
Although the Liberal Party’s proposals of 1929 are noteworthy for their early if
somewhat rudimentary exposition of a dynamic policy, implicitly recognizing
the role of the multiplier,” of expectations, and of the accelerator, '® they were
attacked as unrealistic because they were not presented in any finite terms,
envisaging no upper limits to the process of cumulative expansion. The Liberals’
repeated claim that public works expenditure would pay for itself from savings
on the unemployment fund and from increased Exchequer receipts ignored the
fact that the former item would be a form of extra budgetary relief and that
income tax and commodity tax receipts would be subject to a time lag following
any effective rise in incomes.!!

The Labour Party’s somewhat heady plans for national reconstruction were

7 See Unemployment: A Labour Policy, (Report of the Joint Committee on Unemployment
Appointed by the Parliamentary Commistee of the Trades Union Congress and the Labour Party
Execurive), January 1921, p. 8. T.U.C., Annual Report 1923; D.1. MacKay, K.J.C. ForsvrH and
D.M. KeLry, ‘The Discussion of Public Works Programmes, 1917-1935; Some Remarks on the
Labour Movement’s Contributions', International Review of Social History, X1, 1966.

#1.A. Hosson, The Economics of Unemployment, London: Allen and Unwin, 1931, pp. 78-81.

? Although the Liberals recognized that the increased income of those employed on
public works could lead to increased expenditure beyond thas, they nevertheless res-
tricted such secondary effects to relaced sectors of industry only.

'*L.e. the process whereby induced investment is called forth because an increase in capital is
required to enable output to expand further,

" U. Hicxs, The Finance of British Government, 1920-1936, Oxford: Oxfcrd University Press,
1938, pp. 224-5.
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almost totally devoid of any understanding of the necessary financial implica-
tions of a general sumulation of economic activity through a large development
programme. Nor was Mosley’s strident demand that public works be given
more sympathetic attention as 2 practical means of home-market recovery
matched by any ready (let alone convincing) analysis of their likely cumulative
impact on demand and employment, In similar vein, Lloyd George’s enuncia-
tion of the effects on jobs of his 1935 plan of national development was based
essentially upon his own particular analysis of the ‘real’ components of demand
and supply in the labour market, allowing the Government ample scope to
dismiss his estimates as mere hopeful prophecies’. 12

Itis customary nevertheless to point, in support of the view that inadequate
economic theory was a major stumbling block to the adoption of large-scale
interventionist policies in aid of employment, to the extent to which Keynes
changed his mind down to the mid-1930s as to the appropriate roles, methods
and goals of internal monetary and fiscal policy, to how dependent he was upon
Kahn's pioneering analysis of the primary and secondary employment etfects of
increased investment which only became available in 1931," and to how it was
not until March 1933 that Keynes made his first full statement of deficit-finance,
distinguishing capital and current accounts. There is evidence 0o of how an
analytical version of the muluplier, though available to members of the Eceno-
mic Advisory Council’s Commuittee of Economists early in 1930, failed to evoke
amongst them much discussion of its potential for policy.™*

There are good reasons, however, for not dwelling unduly on the absence of
a coherent body of economic analysis in support of radical programmes of
deficit-financed public works as an acceptable excuse for the shortcomings of
government policy. It is clear that there was growing support, not least within
the economics profession, for policies designed to expand home investment in
order to stimulate demand long before Keynes provided the full weight of hus
theoretical analysis. Keynes himself maintained that practlcally every leading
economist by 1929 supported the need for an expansionist programme involving
an easier monétary policy and large-scale government expenditure. Where
Keynesian-type policies were adopted in other countries, moreover, it was not
as a result of officials there having grasped the fundamentals of full-employment
theory far in advance of their British counterparts.

It might still be argued, of course, that it was not the absence of proto-
Keynesian ideas that was importaat so much as the speed by and the extent to’
which they developed an authority sufficiently persuasive to secure the sym-

2 P.R.Q. Cab 24/256, CP 150, 'Statement by His Majesty’s Government on Certain Proposals
Subriitted to them by Mr. Lloyd George’, 19 July 1935.

3 R.F. KaHn, "The Relation of Home Investment to Unemployment’, Economic Josmal, 41,
1931.

S, Howson and D, WivcH, The Economic Advisory Council 1930-1939, Cambridge: Cam-
bridge University Press, 1977, p. 49.
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pathetic support of policy makers. Much is made in this context of recent
evidence of an alleged conversion of the Treasury and the Bank of England to
‘Keynesian-type’ policies at least a year before the publication of the General
Theory, following upon a supposedly more enlightened climate of economic
reasoning in the mid-‘thirties than had been apparent in the’ twenties.'?

But this is to miss the point. The absence for most of the interwar period of
any precise or comprehensive analysis of the dynamic effects of an increase in
the scale of government expenditure does not mean that the authorities’ oppos-
ing arguments held sway because they possessed greater intellectual strength or
sounder theoretical underpinning. Nor should it imply that arguments in favour
of state-sponsored investment on a national scale would have won greater
respect or gained earlier acceptance as declared objectives of policy had the
progressive elucidation of the concept of the multiplier or the considerable
support for a positive programme of ‘pump-priming’ evident within informed
circles by 1933!¢ occurred much earlier. The influences determining the official
response to interventionist remedies for the reduction of unemployment have to
be sought outside of the imperfections of economic knowledge. After all Keynes
had an instinctive grasp of policy priorities long before the General Theory
provided the theoretical foundations to support many of his proposals.'” It was
the imperfections and injustices of the laissez-faire system and not the blatant
inadequacies of economic theory that spurred Keynes to action. Indeed, his
advocacy of loan-financed public works in May 1924 was not at the time based
on any revolutionary concept of the use of fiscal policy with regard to savings
and investment; it was rooted in a belief that there was 2 fixed volume of
aggregate savings. He called nevertheless for the state to play a more positive
role in the organization and distribution of the flow of that volume of savings.

III

It was not, therefore, the clash berween the ‘conservatives” and the ‘radicals’
that was important. [t was the distinct absence within the political establishment
of any real dissent from an economic orthodoxy which powerfully influenced
the essential objectives of government policy.'® Added to this was a predisposi-

5 See for example Howson and Winch, op. cit. Chapter 5; R.S. SaYers, The Bank of England
1891-1944, Vol. 2, Cambridge: Cambridge University Press, 1975, pp. 462L.

'& Some of the most influential economists of the day joined forces bevween 1932 and 1933 (ac
least within the pages of The Times) to denounce government economy measures and o advocate
raising demand by organized deficit financing.

7 Keynes stressed in 1931 that the differences berween those who supported schemes of
state-sponsored investment and those who rejected them “are not so much marters of theory as of the
practical judgement of probabilities and of whar is most prudent’, Commiree on Firance and
Industry, 1931, Addendum I, para. 53.

'® For a fuller discussion see R, SkipELsKY, ‘The Reception of the Keynesian Revolution’, in M.
Keynes (ed.), Essays on fohn Maynard Keynes, Cambndge: Cambridge University Press, 1979.
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tion on the part of every party in power to give undue prominence to the bearers
of that orthodoxy — especially in the City — thus helping to reinforce the
powerful influence they wielded within the establishment.

In cthe period down to 1931 especially politicians remained trapped in a body
of thought which gave particular prominence to Britain’s unique entanglement
in the world economy. From this followed an entrenched belief in economic
internationalism as the foundation of nineteenth-century economic success and
the justification for opposing any policies for the relief of unemployment which
put the pursuit of national self-determination above the maintenance of a
healthy international economy.!” This helps to explain why the efforts to
remedy structural unemployment in the late 1920s placed so much emphasis
upon reduced capacity and rationalization, lower unit costs and the reduction or
redeployment of the labour force as a way of expanding exports. Politicians
were unaware of or unwilling to accept any policy trade-offs. Labour’s decisive
links with nineteenth-century Liberalism made acceptance of the gold standard,
free trade and the finance-capitalism of the City of London easy to equate with
socialism. But by the same token it put the Party at odds with those such as
Keynes who insisted in the late “twenties and early” thirties that to avoid
cumulative deflation in conditions of international disequilibrium the ties be-
tween national and international economics had to be severed.?

Perhaps the most notorious manifestation of economic orthodoxy was the
‘Treasury View' and its repudiation of the search for economic recovery via
domestically-orientated, government-financed public works on a national scale.
At its crudest, the Treasury’s basic objection ta such state-sponsored public
works was that they would be diversionary and unproductive. With a limited
supply of capital available for the finance of new investment, it argued, borrow-
ing for public works without due regard to profitability would simply reduce
the supply of capital available to finance private (and more profitable) invest-
ment. Productive private investment would increasingly be repfaced by less
productive public investment, helping to lower efficiency and to raise costs
throughout the economy. Moreover, increased government expenditure
beyond the levels justified by prevailing conditions of demand would encourage
price rises and an Increase in wage units costs, thus adding a twist to the
inflationary spiral.?! The ‘diversionary’ argument was manifestly absurd in
conditions of large-scale unemployment and surplus productive capacity and

1% Skidelsky in M. Keynes, op. cit.

2 R. SkipELSKY, ‘1929-1931" Revisited,” Buedletin of the Sodery for the Study of Lakowr History,
21, Aurtumnn 1970,

2! For a detailed statement of the Treasury’s view of the effect of a development loan programme
see Memaranda on Certain Proposals Relating to Unemployment, Cmd. 331, 1929, The nature of the
contemporary fear of inflation was outlined by R.F. Kann in ‘Public Works and Inflation’, fewrnal
of the American Statistical Association, XX VI, March 1933,
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had been rejected by practically 2l leading economists by 1929.22 Moreover, as
Keynes and Henderson pointed out, the notion that state investment was either
inflationary or diversionary could logically be applied to all private
investment.?>

The official records of interwar administrations bear witness however to the
powerful influence of the “Treasury View’. Churchill, as Chancellor of the
Exchequer, informed the Cabinet in November 1925 that in the opinion of the
Treasury ‘unemployment is more effectively assisted by National economy than
by National expenditure’.?* The Liberals’ plans for national development, so
cogently argued by the end of the ‘twenties, were roundly condemned by the
Treasury:

“The whole programme reflects a war mentality... without much thought
of cost or consequences... The necessary road works, the necessary tele-
phone extensions, the necessary housing etc. etc. are being undertaken by
this Government as and when they are needed. The new Liberal plan
consist (sic) in going beyond necessary works and spending money on
things that will bring little or no return for years to come and therefore for
the moment represents a dead loss of capital... Mr. Lloyd George would
freeze up every dead penny into some profitless work leaving the country
no reserve with which to bound forward when the opportunity at last
arrives. In so far as his schemes would demand more money than... (is)
held in suspense they would inevitably compete with other demands for
capital’,

Sir Wilfred Eady, Principal Assistant at the Ministry of Labour, rejected the
supposed benefits of government-financed public works as ‘anillusion’ arguing
that ‘all expenditure by the Government must be directed to strengthening the
economic structure of the country’ so enabling trade “to give regular employ-
ment to men in the ordinary course of business’.?® A Committee of the Econo-
mic Advisory Council, reporting in 1932, agreed that public works schemes
involving long-term financial commitment on the part of the government would
tend to "hamper development along normal business lines’ by posing a threat to
the volume of available capiral.?”

2T W. HutcHisoN, Economics and Economic Policy in Britain 1946-1966, London: Allen and
Unwin, 1968, Appendix.

2 1. M. Kevwves and H. Hennersow, Can Lioyd George Da It2, London, 1929, pp, 34-5.

M PRO Cab 24/175, CP 487, Cabinet Education and Unemployment Reliet Expendlture. 23
November 1925,

® P.R.O. T161/303, 540504, ‘Some Comments on *“We Can Conquer Unemployment”
1929/30. _

2 Lansbury Papers, L.S.E., Section II, Yol. 19 (d}, Unemploymé:nt, Letter from Sir Wilfred
Eady, 10 Seprember 1929.

» PRO Cab 58/12, Economic Advisory Council, Sub-Committee on the Limits of Econormc
Policy, Repor, 18 March 1932.
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The resistance 1o the “Treasury View’ was not confined solely to economists
and others outside of government. Early in 1929, Joynson-Hicks (Home Secret-
ary), Steel-Maitland (Minister of Labour), and Amery (Secretary of State for
Dominion Affairs}), called for an extensive trunk road reconstruction program-
me to be financed entirely by the government, irrespective of Treasury objec-
tions that any credit advanced would divert funds from ordinary business.?®
‘After 8 years of financial orthodoxy and 8 years of unabating unemployment’,
Steel-Maitland pleaded in Cabinet, ‘ought we not to ask for a reasoned proof, for
some foundations of belief that the financial policy by which we guide our steps
is right?’ 2 At the Ministry of Labour Hilton called for the appointment of a
mixed official and non-official committee to examine the ‘theory and practice’ of
the Treasury view that capital raised by the state diminished that which would
otherwise have gone to employment-creating investment.*®

The inherent strength and influence of the “Treasury View’ did not ultimate-
ly depend, however, upon 1ts theoretical soundness and it is doubeful whether
attacks from within or outside government on the supply of capital thesis, even
if they had been more successful,®! would have necessarily called forth more
positive action. The objections of the Treasury and of other government depart-
ments to public works proposals embraced a range of practical and administra-
tive considerations which were pressed with particular conviction after 1929,
Road schemes, ministers were keen to point out, were a singularly inappropriate
method of dealing with 2n immediate crisis given the need for adequate plan-
ning, technical and legal consultations and after allowing for the multifarious
problems associated with the acquisition of suitable land, labour and
materials.’? Any trunk road programme that could be launched quickly could

2 PRO, Cab. 24/201, CP37, Unemployment. Memorandum by the Minister of Labour, 16
February 192%9; Cab 24/201, CP27, Memorandum by the Home Secretary, 7 February 1929; Cab
247202, CP87, An Employment Policy for the Election. Memorandum by the Secretary of State for
Dominion Aftairs, 18 March 1929.

22 PRO Cab 24/201, CP37, loc. et

*PRO Lab. 2/1361, Ed. 9885, The Liberaf Pamphlet and the Melchett-Turner Report. Note by
Mr. Hilton, 22 March 1929,

" Kahn's pioneering work on investment and employment in the early “thirties is interesting jn
this context. Keynes® attack on the ‘crowding-out’ view of the Treasury was based in 1929 on the
view that the savings employed would not need to be diverted from private sources since they would
be readily available from those generated on the unemployment fund, from these running to waste
through lack of adequate credit machinery, and from those obtained by a redirection of funds from
overseas. It was Kahn, however, who first demonstrated that not only could investment increase
savings but that the increase in savings would be sufficient to finance the additional government
expenditure involved, thus refuting the Treasury view. See D. Partinken, ‘Keynes and the Mulu-
plier’, Manchester School, 3, September 1978,

* In this context see the celebrated evidence of Sir Richard Hopkins, Controller of the Finance
and Supply Department at the Treasury, before the Macmillan Commirtee in 1930. Hopkins was far
more concerned 10 outline the pracical difficultes of swiftly adopting the Liberals’ plans than he
was to defend the theorerical justification for Treasury opposition to public works.
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have only a minor effect on registered unemployment it was argued; more
extensive proposals on the other hand would take so long to plan and to execute
that it would be almost impossible to synchronize the peak of expenditure with
the appropriate point of the trade cycle.>> Ministers seriously doubted whether
the number of worthwhile public works schemes forthcoming during a depress-
ion would justify the faith placed in them. J.H. Thomas told the Cabinet in May
1930:

“Itis one thing to construct a paper programme and to quote it as evidence
that you have a policy; quite another to work out the details of concrete
schemes which will give an economic return, obtain the necessary powers,
and get the work put in hand... The idea that when we took Office there
were, and still are, countless projects of economic development all ready
and awaiting only the genial influence of a substantial Exchequer grant to
set them in instant motion, is a myth’.>*

Even if bonafide schemes were available, claimed the Ministry of Labour,
they were unlikely to provide much beneficial employment for men in their
normal trades or in areas where they were most needed — indeed indiscriminate
public works which failed to imprave directly the structural problems of basic
industries such as coal, textiles and ship-building were regarded as positively
harmful.>® The Ministry doubted moreover whether many more than 250,000
men of the type normally required for public works would actually be forth-
coming given the wide variation in the age, sex and physical suitability of the
registered unemployed and the natural inclination among adult males to await
reabsorption into their former occupations rather than take up new work
(especially if they were older men with dependants). :

There were real fears that state-sponsored investment would actually in-
crease unemployment by encouraging private firms to delay their plans for
industrial expansion in the hope of securing government financial aid. ‘It is to
the normal working of ordinary industry that the employable population must
look for its livelihood’, stated a Ministry of Labour memorandum, ‘Unless this
is made clear... the institution... of a big programme of public works will create

3 PRO Cab 24/202, CP53, Unemployment. Memorandum by the Chancellor of the Exchequer
Covering Treasury Memorandum. 23 Febrary 1929, Experience of road schemes during the period
1920/1-1924/5 had suggested that each year’s programme took at least six years 1o complete z2nd that
the peak of expenditure on and the employment provided by each scheme was reached only in the
second and third years from the dace of starting. Cab 27/440, CP293, Unemployment Policy.
Memorandum by the Lord Privy Seal, 18 August 1930.

> PRG, Cab 24/212, CP178, Unemployment Policy. Memorandum by the Lord Privy Seal, 26
May 1930,

¥ PRO, Prem. /183, Unemployment, 1935, The question of whether there were public works
schemes availzble which could have had such a positive discriminatory influence was never seriously
examined.
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an appetite that will be satisfied only with increasing difficulty’.*® Traditional
arguments in support of public works received an increasingly cool reception
from the early “thirties. There was not much evidence, according to government
officials, that public works in the past had done much either to reduce registered
unemployment significantly or to improve efficency and industrial competitive-
ness. Nor did they necessarily increase confidence. “There can be no doubt thata
heavy rate of expenditure, simulated by generous state assistance, has 2 strong
contrary tendency’, reported the Cabinet Employment Policy Cor aittee in
1932, For the individual ‘the moral effect of a spell of employment on relief
works is small compared with the inspiration given by a revival of hope of a
return to normal work’.?’

The authorities’ narrow views as to what constituted ‘acceptable’ and
‘worthwhile’ public works virtually ensured that any development programme
would have limited potential impact, almost irrespective of Treasury control
over expenditure. Treasury prerogatives after all were occasionally breached as
when Morrison, Minister of Transport in 1929, won approval for an expanded
trunk road programme. The determinant factor was not so much formal Treas-
ury control as the determination of the Chancellor of the Exchequer and his
officials to use their financial control over particular expenditures to ensure that
the parameters of policy were met both in practice and in principle, Public
works, for example, had to be capable of being speedily implemented and yet
yield an economic return sufficient to pay the interest on the sinking fund of any
loan. In addition they had to be directly instrumental in improving trade and
reducing industrial costs, involve no ‘demobilisation’ problems on their cessa-
tion, guard against upsetting traditional wage differentials and prevent labour
being drawn away from sectors likely to provide secure employment in more
normal times.”® ‘However much we may be criticized’, a Cabiner committee
reported in 1930, ‘we must ndt be rushed into shovelling out public money
merely for the purpose of taking what must inevitably be a comparatively small
number of people off the unemployment register to do work which is no more
remunerative and much more expensive even than unemployment’.”®

Autitudes such as these were more powerful in limiting the development of
an active public works policy than were theoretical disagreements over the

* PRO, Cab 24/203, CP 104, Inter-Departmental Committee on Unemployment.
Report on “We can Congquer Unemployment™, 1929, !

¥ PRO, Cab 24/227, CP 36, Cabinet. Employment Policy Committee, Report, 25 January
1932,

38 See W. Janeway, “The Economic Policy of the Second Labour Government, 1929-31°,
Unpublished Ph.D Thesis, University of Cambridge, 1971, Although the Commirtee of Economists
atizched to the Economic Advisory Council rejected the “diversionary’ argument of the Treasury
regarding public warks it was prepared to support public works only if they fulfilled such strict
criteria. PR, Cab 58/11, Economic Advisory Council, Committee of Economists, Report, 24
October 1930,

3 PRO, Cab 277418, CP 134, Unemployment Policy Committee, Report, 29 March 1930.
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operation of the money and labour markets, if only because they were self
fulfilling. As long as the Cabinet insisted that state aid for public works had to
come from current revenue, that the origin and execution of any programme had
to remain the initiative of local authoriues, and that the works themselves had to
be directly ‘useful’, ‘remunerative’ and be likely to improve indistrial efficiency,
then the scale by which they could be mounted inevitably meant that they could
only be of imited practical value, incapable of effecting a substantial reduction
in recorded unemployment.*® Given the contemporary predilection to judge
public works by only the narrowest business-like measures of ‘economic’ as
against 'social’ utility, there was 2 natural tendency to oppose large-scale prog-
rammes which did not offer an immediate prospect of profitable return. The
Ecenomic Advisory Council, for example, though opposed to a large-scale
policy of public works nevertheless called upon the government in 1932 to
encourage public urilities and local authorities to undertake works of an essen-
tally commercial character on a remunerative basis.*!

The official attitude towards public works in depressed areas, moreover, .
actually retarded positive developments in this field. Until mid-1930, for exam-
ple, regions with a rate of insured unemployment of 10 per cent or more were
offered aid for works programmes on terms distinctly less attractive than the
more prosperous areas, providing the latter employed transferred labour. This
held up work both in those areas reluctant to accept greater imports of unem-
ployed men and in the needy areas where the lower grant required to sustain the
premium elsewhere stifled initiative,*? The administrative organization for
sanctioning and initiating public works (as conventionally defined) was, furth-
ermore, extremely cumbersome and slow to operate. The prospect of overriding
the whole machinery of local government or at least of contemplating a new
series of legal, practical and constitutional arrangements to accommodate an
active public works policy was never seriously entertained within Whitehall.
Mosley came close to recognizing the necessity of linking economic initiative
with an effective administrative machinery charged with the required executive
authority. But if the Treasury was unmoved and unmovable in its resistance to
‘radical’ pleas for national reconstruction it was motivated not just by a tradition

*? Keynes had anticipated such arguments. He called in 1931 for work to proceed on well-
conceived projects irrespective of the speed by which they could be executed, confessing that ‘the
main obstacle in the way of reducing unemployment by such schemes is... to be found... in the
practical difficulties of inidation and organisation... It is difficult to improvise good schemes”.
Commitiee on Finance and Industry, Addendum I, op. cit., para. 48.

*1 PRO, Cab 58/12, Fconomic Advisory Council, Sub-Committee on the Limits of Economic
Palicy, Report, 18 March 1932.

*? Mosley's demand for national rozd schemes was a direct recognition of the need to cater for
transferred labour from the depressed areas by an alternative means ta the prevailing 'long man-
oeuvre between local authority and government, each striving to beat the other’. PRO, Cab 24/209,
CP31, Unemployment Pelicy, 23 January 1930, .
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of financial parsimony but by a belief prevalent within a wide range of govern-
ment departments that such proposals were both unwieldly in practice and
inappropriate in the prevailing circumstances.

There is evidence, it is true, that by the mid-thirties some influential officials
within both the Treasury and the Bank of England were more positively inclined
towards public works than they had been hitherto.*> The growing awareness of
the need for macroeconomic management was such, according to Howson and
Winch, that ‘by 1937 the... position which we associate with Keynes’s Gerneral
Theory had altered the thinking of the most important policy-making civil
servants in the Treasury’,** not least in the acceptance of an expansion of public
borrowing as a means of sustaining economic recovery. Butitis easy to exagger-
ate the drift from orthodoxy towards ‘Keynesianism’ especially with regard to
public works. Prior to the war at least the Treasury remained sceptical as to the
employment-generating effects of public works, convinced of their delayed
impact and of their potential merely for shifting unemployment from one period
to another rather than in effecting a substantia} reduction in the number re-
corded as out of work.*® The stimulus to increased government expenditure in
the late 19305 came from rearmament and not from any Damascas-like conver-
sion to state-sponsored works. Keynes himself was clearly aware of this, writing
in August 1938:

“We are at this moment allowing war expenditure for defence to help solve
our problem of unemployment as a by-product of such spending, whereas
if disarmament had prevailed we might have allowed a serious recession to
have developed by now before introducing loan-expenditure on a compa-
rable scale for the productive purposes of peace’.*®

There were other formidable constraints on the pursuit of national domestic
economic recovery via deficit-financed public works not least an entrenched
belief within government in ‘sound finance’ as the champion of confidence and

_stability both at home and abroad. Alternative monetary and fiscal policies were

ruled out by the decision to return to and subsequently to manage the gold
standard at the pre-war parity. There was little chance before 1931 of any
proposal to increase state expenditure receiving sympathetic support, whatever
its justification in theory or practice, if it threatened the stability of the exchange
rate. Hubert Henderson, for example, was only prepared to support reflation by
public works programmes if it was linked to an import duty on manufactured

*3 See above pp. 9.

* Howson and Winch, op. cfr., pp. 109, 130. By 1935, according to Howson and Winch, the
Treasury had come to regard the multiplier, “as a possibly true, but as yer unconfirmed theory,
rather than one that was definitely false’. J5ed., p. 131,

** G.C. Prpen, “Keynes, The Treasury and Unemployment in the Later Nineteen-Thirties’,
Oxford Economic Papers, 32, March 1980,

1% Economic Journal, Vol. XLVIIL, 1938, cited in Peden, loc. cit., p. 6.
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goods to provide the necessary finance and maintain balance-of-payments
equilibrium.*’

Domestically, the principle of “sound finance' ensured a resistance to virtual-
ly 2ll demands for increased expenditure or at least the limitation of concessions
to the barest point of acceptance until such time as normality was resumed
(whatever that meant), Balanced budgets (or budget surpluses) and the reduc-
tion of the National Debt were central to this objective but, although viewed
ultimately as means of maximizing prosperity, they became ends in themselves
use 10 block more specific and unorthodox policies to revive domestic acuvity
and employment. The Chancellor of the Exchequer warned the Cabinet as early
as 1922 that the effects of public works on unemployment were more psycholo-
gical than real and ‘could be bought at too dear a price if the equilibrium of the
country’s finances is upset by excessive burdens being imposed on the
Exchequer’.*® Not only did ‘unsound’ finance threaten the exchange rate, trade,
and international financial transactions, it raised the fearful prospect of inflation,
the arch enemy of thrift and national solvency. The Treasury recognized that so
long as the government could borrow from the public to finance a budget deficic
there was no automatic link berween unbalanced budgets and inflation; but a
regular or permanent recourse to deficit finance was likely to raise the long-term
rate of interest and reduce confidence and private investment as individuals came
to expect a fall in the price of bonds, thus eventually forcing the government to
monetarize the debt.

The power of budgetary orthodoxy in severely limiting the scope of alterna-
tive economic policy should not therefore be underestimated. It is customary
nevertheless to stress the beneficial effect which balanced budgets had on
confidence, especially during 1929-31. Aldecroft has argued, too, that the offset-
ting nature of different fiscal measures and the timelag between decision-making
and implementation tended to neutralise the aggravating effects of budgetary
policy.*® In addition, extra-budgetary outlays in the form of public and semi-
public investment and local authority expenditure are often alleged to have been
a stabilizing influence, especially during 1929-31, acting as ‘a sea-anchor against
the drift of national income to lower levels’.*® But as recent research has shown
fiscal ‘window-dressing’ disguised the extent to which budgets in the early
‘thirties were draconian in thetr effect; high unemployment merely intensified
orthodoxy in the extreme, giving full reign to a discretionary destabilizing
budgetary policy probably sufficient to have outweighed any positive influence

47 PRO, Cab 24/212, CP 196, ‘Unemployment Policy - [ndustrial Reconstruction Scheme’, 3
June 1930,

*® PRO, Cab 24/138, CP 4136, Memorandum by the Chancellor of the Exchequer, 31 July 1922.

** D.H. Aipcrort, The Inter-War Economy, Britain 1919-1939, London, Batsford, 1970, pp.
302-14. :

% International Labour Office, Public Investment and Full Employment, Studies and Reports,
New Seres No, 3, 1946, p-173.
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upon business confidence and certainly the death knell of any expansionary
public works programme.>! Much of the increased capital expenditure outside
strict central government budgetary outlays, moreover, ‘was financed out of
additional current revenue and new borrowing was partially offset by simul-
taneous repayment of debt, while, in addition, expenditure was lowest in those
areas with the highest unemployment’.>?

There 1s no doubt, however, that to the majority of contemporary poliu-
cians, civil servants, city financiers and industrialists, a policy of deliberately
unbalancing the budget in the hope of expanding employment was a fearful
prospect, not least in its potential for encouraging repeated demands for yet
further increases in public expenditure. Keynes may have believed that once
economic priorities became increasingly dependent upon continuous political
decisions the authorities would act intelligently and responsibly; contempor-
aries feared, perhaps more realistically, that che political pressures towards even
greater expenditure to cure the economic malaise would merely intensify. More
importantly, such reactions were instinctive, part of the political culture of the
time and ones which were unlikely to be compromised by the subtleties of the
opponents’ case. The prevailing misgivings within official circles as to the
damage to confidence and initiative from any government-financed works
programme were never entirely or even substantially overcome by claims thatit
would lead to multiple rises in income and employment and would generate
further investment via the accelerator. The fact that there were few readily
available or generally accepted estimates of the scale of government expenditure
required to have a substantial impact upon employment via the multiplier ** is
not in itself critical since the arguments for or against a counter-cyclical budget-
ary policy did not rest essentially upon precise orders of magnitude nor were
such data systematically sought after by policy makers.

The other major barrier to the adoption of a more positive public works
policy was the fear of increasing state intervention. The rules of ‘sound finance’
were, as one writer has pointed out, a defence not only against economic
catastrophe bur also against state socialism.®® Indeed, in calling for a more
drastic remedy for unemployment via loan-financed public works Keynes
remarked in May 1924 that ‘the next development of politico-economic evolu-

5t R.F. MipDLETON, ‘The Constant Employment Budget Balance and British Budgetary Policy,

1929-39", Economic History Review, Second Senes, XXXIV, May 1981.
2 [bid., p. 283.

** Kahn had suggested in 1931 that the value of the multiplier in relation to public works
spending was within a range of 1.56 to 1.94. More refined calculations only became available in the
late 1930s and early 1940s and suggested an order of magnitade varying between 2.07 and 3.22 for
different periods of the *thrites.

4 R. Skipensky, ‘Keynes and the Treasury View: The Case For and Against An Active
Unemployment Policy 1920-1939", in W.], MommseN (ed.), The Emergence of the Welfare State in
Britap and Germany, London, Macmillan, 1981,
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tion will emerge from new experiments directed towards determining the
appropriate spheres of individual and of government action’.>® And behind the
Treasury’s notorious rejection of increased government expenditure for such
purposes lay the powerful conviction that it would undermine the democratic
structure of local government and threaten private property rights.*® What
worried contemporary politicians (not least within the Labour Party) about the
development programmes of Lloyd George and Oswald Mosley was their
implicit assumption of a powerful central executive, their rejection of the
inherent efficacy of market forces in favour of some form of ‘managed capital-
ism’, and a suggested timetable of action which smacked of bureaucratic dicta-
torship.

The role of the TUC is interesting in this context. Its campaign in 1933 for
the ‘right to work’ and not merely the ‘right to maintenance’ incorporated the
first explicit endorsement of deficit-financed public works, suggesting that the
majority of its members had become converted to an unorthodox expansionary
policy.’” The vigour and novelty of Roosevelt’s New Deal supposedly tipped
the balance in favour of initiating public works “financed by the use of the
national credit’ *® for the sake of increasing employment. But in fact such a
policy prescription appears in no other resolution or statement of the TUC for
the rest of the decade. In reality Congress was more inclined in the 1930s
towards remedies for structural unemployment — ‘reorganising industry under
capitalism’ * — and was fearful of any extension of state influence in the
management of industrial and economic affairs, not least in the area of free
collective bargaining.*® Support for Keynesian-type policies within the TUC
was compromised in other words by a more determined search for the restora-
tion of capitalism via ‘collective laissez-faire’.

v

Although these various constraints on the evolution of a more positive
unemployment policy were reduced somewhat after 1931 with the abandon-
ment of the gold standard, the reduction of interest rates and the break with free
trade, neither the doctrine of minimum government interference nor the innate

¥ 1M, Kevnes, ‘A Drastic Remedy for Unemployment: Reply o Critics’, The Nation and the
Athenaeum, 7 June 1924.

3 Skidelsky in Mila Keynes, ep. at., p. 59.

3 CL Pollard's view that the effect of the 1931 crisis on the TUC was “to have converted its
majority to Keynes rather than to Marx’, S, Pollard, “Trade Union Reactions to the Economic
Crisis', Jowrnal of Contemporary History, 4,1969, p. 115.

¥ TUC, Annwal Report, 1933, pp. 261-2.

** Ibid., pp. 263-4. .

 Far fuller discussion see Barbara Malament, ‘British Labour 2nd Roosevelt's New Deal, The
Respanse of the Left and the Unions®, fowrnal of British Studies, XVIL, Spring 1978,
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hostility towards unorthodox economic policy was seriously challenged. Phil-
lips at the Treasury was clear as to the parameters of policy, writing in 1934;

‘If we can hold out to industry a prospect of stable rising prices, a
reasonable stability in exchange, cheap capital and money, a check on the
rise in taxation and possibly some reduction, and a2 guarantee against
revolutionary and dislocating departures in public enterprise, confidence
will revive, enterprise will quicken and employment will expand’.®! (My
italics)

Public works, to be acceptable, still had to fulfill the strictest criteria of
utility. MacDonald warned his General Purposes Committee in April 1935 that
he would only lock favourably upon schemes of work that could be ‘putin force
speedily and effectively’ and urged ‘the necessity of maintaining a most careful
and continuous watch on the reactions of the intervention of the State on private
and local enterprise and initiative':? This fear of increased state involvement
was not entirely unfounded. The local authorities in the 1930s were in aggregate
a far more important source of domestic capital formation than was central
government. An expanded public works programme, therefore, would have
entaited either a very generous system of grants to the authorities (with all the
attendant risks to controlled expenditure and without any firm guarantee that
the authorities would respond positively) or a greater concentration of public
investment under direct control. The General Purposes Committee’s own
assessment of the efficacy of public works was characteristically circumspect
noting that:

‘Not only is the volume of extra employment to be anticipated trifling ...
but it is inevitably located largely in the areas where unemployment is
least severe, while it is apt to be offser by defay in other projects arising out
of the hopes of their promoters that they may presently share in the

bounty of the State’.*

The Economic Agdvisory Council was advised in 1935 that public works
policy should under no circumstances involve an increase in the general level of
public capital expenditure “over the average of good years and bad together, but
only 2 concentration of expenditure in the bad years” and then only on schemes
not competitive with ordinary industrial expenditure.®* Part of the reason for
the almost deliberate absence of action by the National Government in the early
‘thirties was that there was never much persistent pressure from the unemployed:
themselves for an alternative and more radical economic strategy. If anything,

$1 PRO, T172/1821, Gold Standard: Conditions Required for Return to Gold, 1934,

$2 PRO, 30/69/615, General Purposes Committee... Introductory Statement by the Prime
Minister, 18 April 1935,

& fbid.

# PRO, Prem 30/69/471, Economic Advisory Council. Memorandum on 'The Causes of
Unemployment and the Effects of Public Works Expenditure’, 5 April 1935.
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the depression had blunted rather than sharpened the edge of social discontent.
The TUC proved especially reluctant to mobilize working class support fora
reflationary policy and stood little chance of securing the backing or winning the
support of progressive industrialists so long as it campaigned primarily for more
liberal unemployment provision and the eventnal socialisation of the economy.
But the more fundamental reason was that the government was determined not
to upset the ‘natural’ forces of recovery. Expansionist and interventionist poli-
cies threatened to weaken the restorative influence of the slump in purging the
system of ‘unsound’ investment and unproductive practices. Acutely conscious
of the interests which supported it politically and financially, the Narional
Government vigorously pursued orthodox policies in order to retain confidence
and to avoid the further economic crisis it felt was forever imminent.*” Isolating
unemployment and containing it with a flexible unemployment insurance
scheme and with microeconomic measures of industrial reorganization and
rationalization posed a far less serious challenge to the existing social and
economic structure than did proposals for unbalanced budgets; they not only
ran the risk of balance of payments crises and increased state coatrol but
threatened confidence, the value of the pound as 2 medium of international
exchange,%® and the trend level of interest rates. As for the latter, Hawtrey,
among all contemporary British economists, had long argued in favour of credit
relaxation rather than loan-financed public works as a cure for unemployment®’
but Keynes himself was insistent by the mid-"thirties that the major importance
of public works would be their effect in raising the level of aggregate demandtoa
point where a deliberate policy of cheap (and perhaps continually cheaper)
money could operate positively to sustain private investment. The Treasury,
however, remained convinced that borrowing to finance public works would
increase interest rates and thereby damage economic recovery.

The argument berween the expansionists and the contractionists, therefore,
was essentially one about political priorities; about the priority of ‘short-run’
solutions to unemployment against those directed towards external stability and
to ‘sound finance’ and about the priority which was to be accorded to the state as
an active agent in the determination of the level of employment. As Winch has

“ The government's Unemployment Insurance Statutory Committee predicted in 1934 that
unemployment in 1940 would average 27 per cent. For further discussion see F, MiLrer "The
Unemployment Policy of the National Government, 1931-34’, Flistorical Journal, 19, 1976.

¢ The orthodoxy of internationalism was by no means dead even in an era generally nored for its
lurch towards national self sufficiency. After 1932, for example, British exchange rate policy was
determined parily with a view to aligning the pound on the dollar in order to preserve friendly
relations with the American authorities even when short-run British sconomic or monetary in-
terests might have suggested a more flexible policy.

*7 See for example, R.G. HawTrey, ‘Public Expenditure and Trade Depression’, Journal of the
Royal Statistical Society, 111, 1933; "Public Expenditure and the Demand for Labour’, Economica,
576, 1925-26 and his Trade and Credit, London 1928, Chapter 6.
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observed: *That logic alone did not determune the Treasury position is borne out
by the fact that long after these objections (to increased state capital outlay) had
been met by argument and by altered circumstance, orthodoxy in marters of
government expenditure remained the rule in Britain’.%® Whether, had these
objections been overcome or had not been so firmly entrenched within and
without government circles, the ‘Keynesian’ solution would have proved a
practical remedy for Britain’s particular unemployment problem, given her
precarious financial and trading position, is another story .

* Winch, op. cit., p. 113,

#¥ This is one of the subjects of my current research. Some relevant observations can already be
found in 5. Grynn and P. Howees, ‘Unemployment in the 1930s: the ‘Keynesian Solution’
Reconsidered’, Australian Economic History Review, XX, March 1980; T.]. THOMas, ‘Aspects of
U.K. Macro-Economic Policy During the Inter-War Period: A Study in Economic History’,
Unpublished Ph.D. thesis, University of Cambridge, 1975; W. R. Garsipe and T. J. Harrow,
‘Keynesian Policy and British Unemployment in the 19305°, Economic History Review, Second
Series, XXXVIII, February 1985,
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