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CHAPTER VII

AxorHer of the cliches to which the
official Labour organisations have com-
mitted themselves is that which goes by
the name of the Capital Levy, in its various
forms. It is so superficially familiar to
everyone interested in these matters that
no extended description of it is necessary;
with variations it may be described as
a graduated and ostensibly non-recurring
tax on the money-value of individual
property, real and personal, such value
being estimated, not by its earning power,
but on some basis such as market price
or expert estimation.

At first sight such a levy is an attractive
expedient to a party concerned with the
flagrant disparity in worldly circumstances
to which ¢Capitalism” has at the moment
brought us. If we can believe that there
is a fixed amount of wealth in the world,
and we see, as we do, that some have
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the good things of life while many have
hardly the necessaries, it would appear an
easy path to greater ‘‘justice’ to take
some of the ‘““wealth’” off the fortunate
ones, even though you do not directly give
it to the remainder. Let us examine
the project more closely, therefore.

The law recognises two main classes of
capital: ‘‘real”—i.e., land, houses, ete.;
and ‘‘personal’”’—i.e., stocks and shares,
cash, ete, which latter are wultimately
claims to some sort of ‘‘real’”” property.
That is to say, ultimately all property of
any kind or description is a claim on realty.
Now, imagine all money values above,
say, £5,000 held by individuals to be
subjected to a capital levy. What actually
happens? The levy, remember, is on
individuals by the ‘“State.”” The State
has no concrete use for realty; it does not,
broadly speaking, administer productive
undertakings; consequently what it requires
is a transfer of credit which it can apply
say, to the reduction of the National Debt,
which in itself is an agency for distributing
purchasing-power.

Now, however steeply you graduate a
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tax it must leave some men ‘‘richer”
than others. TRemembering this, consider
the course of events when the tax is
collected. The owner of land has to sell to
““raise” the money for the tax. Who
buys that land? Similarly, the owner of
stocks and money parts with these. Who
gets them? There are two answers.

If the titles to the land or shares are
thrown on the market together there will
be a slump in * values’ which will
affect not only those who are taxed but
those who are not taxed, in so far as they
hava any possessions other than money.
At first sight this seems a desirable result,
but on further consideration it will be seen
that as the National Debt is a money-debt,
not a ‘‘realty’” debt, such a slump in
values tncreases the real weight of the debt,
because it requires a larger transfer of
property at the lower price to liquidate a
unit quantity of it. Since, as we have
agreed, this transfer of actual property
cannot be to the State in propria persona,
it must be from persons with less money
to persons with more money ; and the greater
the fall in values, the greater would be this
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transfer of real wealth from the less rich to
the more rich. That is one possible answer.

But there is a modification of this
process possible. In order to avoid the
fall in values that the liquidation of large
blocks of securities would entail, the banks
would be besieged for overdrafts with
which to meet the calls of the levy. Which
class of applicants would receive prefer-
ence in this scramble for credit-issue?
Undoubtedly those whose prospect of re-
payment seemed to rest on the surest
foundation; and, unless the previous argu-
ments have failed of their purpose, it will
be plain that whatever costs may be incurred
by a producer who controls a market can be
recouped by him in prices from the consumer.
Consequently, the banks would extend
eredit most readily to those whose power
of price-making gave assurance of their
ability to collect the levy, in so far as it
affected them, from the publie, together
with the bank’s interest on the loan.
Such persons would not only not have
to part with any property, but would
probably be found in a position of com-
manding advantage from which to acquire
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the property thrown on the market by
their less fortunate neighbours—a result
which, though differing slightly in method,
results in the same conclusion as in the
previous case: that instead of such a levy
being a transfer from the rich to the poor,
it becomes a transfer from the consumer
to the price-maker and the credit-issuer.,

This is another way of stating the
theorem on which stress has previously
been laid in these pages. Under the exist-
ing economic arrangements, industry ean-
not be carried on unless the price of an
article includes all the costs—i.e., dispensa-
tions of purchasing-power—which have been
meurred during its production. If a cost
is not included in the price, then the price-
maker becomes poorer, and eventually
goes out of business. You cannot tar a
capitalist-producer effectively, because his
existence as a producer depends on his
ability to pass on any expense incurred
to the consumer. And it will be admitted
by any unprejudiced observer that no
excessive reluctance to avail himself of
this privilege is noticeable in the behaviour
of the average entreprenecur.
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It is, however, possible to attack the
Capital Levy on more general grounds also,
if it be realised that the situation with
which we are faced is only accenfuated
by and not fundamentally due to the
destruction of war. If the economic
system under which we are working is a
sound system, then it is a flagrant ‘‘injus-
tice”” that such persons as do well out of it
should be penalised; and if it is unsound,
as it is, then the Labour Party, which clearly
regards itself as the sole political con-
cessionaire of justice, should be too high-
minded to believe that an unjust system
is imiproved by working it unjustly.

The capitalist system is tottering fo its
fall, but, like the Bolshevik Government,
which (according to official communiques)
began to totter at its birth, and has con-
tinued to totter until it has infeceted half
the world with its congenital instability,
it may carry on for a long while, if its
opponents obligingly demonstrate at short
intervals their inability to supplant it
by something better.
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National Guilds—Their genesis—Their
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CHAPTER VIII

Since  neither Nationalisation nor the
Capital Levy offers any sound basis on which
to construet a policy for the betterment of
socicty, it may bhe well to see what may
be said of proposals which have attracted
very considerable attention from some of
the best brains of the Labour Movement
—those involved in what are commonly
known as National Guilds.

At the outset it is necessary to make the
sharpest possible distinetion between the
original philosophical idea which was the
genesis of the Guild Movement, and which
was explored by its progenitors of The
New Age, and the superstructure built
from political and Trade Union mechanism,
which has been erected upon it. The vital,
and probably immortal, germ of the Guild
idea is its recognition of function in society
as well as in the individual; and it is the
writer’s opinion, at any rate, that no sound
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society can exist which ignores this con-
ception. But when we come to examine
the proposals for incarnating this idea in the
structure of the working world, it seems
impossible to escape the conclusion that
it has suffered severely at the hands of
some of its converts, and that the path of
development these proposals have pursued
is a tangent to the firm world in which we
live; which is globular. In consequence,
they have left the solid ground of objective
fact and have lost practical efficacy.

For ingtance, while a comprchensive

Trade Union or Guild is clearly indicated -

as o possible av even probable evolution
from the Tvusl, il is Tar more likely, and
cven desirable, that it will be based on the
cartel system than on, for insfance, the
T;,;p)e Alliance of Miners, Railwaymen, and
Transport WorKexs,

Once again let it be repealed, the primary
objective of the industrial syslem is goods,
not employment. Once let it be arranged
that the distribution of goods is not the
“reward”” of employment, and there is
some chance that the scientific intellects
of the industrial world will achieve the end
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to which all their efforts are bent—the
replacement of human labour by energy
drawn directly from the source of all terres-
trial energy, the sun—an end thwarted not
only by the insane profit-hunting of the
super-productionist, but equally by the

sabotage and indiscipline of the syndicalist.

The idea that the direction of the tech-
nical processes of a modern co-operative
productive organisation can be carried
on by a show of hands at a committee
meeting of producers, or, alternatively,
that appointments to the productive
hierarchy should be made in this way, is
pure delusion.

Committees have their uses, and advisory
committees in industry will become more
and movre general, and are of inestimable
value 1o executive officials, but it is of the
very essence of the best modern organisa-
tion that responsibility and authority should
go together and be definitely attached to
some individual holding a specified office
wif}s specified duties for the execution of
which, and for no other reason, he holds
thel office; the essence of which duty in
mogt cases consists of making quick decisions
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on matters of fact. Anyone with experience
of executive (mot advisory) committees
knows quite well that the decisions ob-
tained from such a source, besides being
relatively slow, are really the deeisions of
one man, generally possessed of political
instinet in excess, and quite happy to share
possible censure with half a dozen acces-
sories before the fact; and it is far better to
accept this as a fact, and to recognise it,
than to pretend that there is something in-
herently bad about human nature which
requires continual ‘“policing.”

Similarly, the appointment of individuals
to exceutive positions, and their removals
therefrom, is cssentially a necessary pre-
rogative of the originators of policy, not the
administrators of process. The control of
policy, as we have already seen, resides quite
definitely with the controllers of credit,
whether that eredit is based on finance or
a machine-gun; credit never resides in the
function of labour, ecither ‘‘by hand or
brain,” though it may reside in the control
of labour. That is to say, to the extent
that the withdrawal or employment of
Jabour can stimulate either fear or desire,
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to that extent the control of labour is a basis
of credit; and as the machine progressively
replaces the man in its importance as a
purveyor of goods and services, so will
the demand of the community on the one
hand, or the control of the machine on the
other, become progressively more important
as bases of credit and origins of policy.

A consideration of the foregoing argu-
ments will no doubt be sufficient to indicate
the source of the error into which much of
the Guild Socialist movement has fallen:
it has- omitted entirely, in its proposals
for the realisation of a sound ideal, to allow
for the most important factor in modern
civilisation—the unearned increment of
association—and has in consequence left
its benefits to be the sport of the financier,
while agitating for a revolution which is
stamped .in advance with all the character-
istics of a mediaeval tyranny.

During the years 1914-1919 the British
Labour Party as a whole had an opportunity
such as rarely oceurs in history, so to change
the trend of progress, both economic and
political, that in a few years civilisation
might have emerged from the nightmare
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of war into the placid sunlight of a liber-
ated, creative, and revivified world. The
great mass of honest, capable men and
women, over the backs of whom its leaders
had climbed to power, were inspired by a
great enthusiasm towards a better age for
all; and the immense urgency of the demand
for output, which the sabotage of war
had created, gave to organised Labour a
bargaining power which only a similar
or greater war, involving, with its appalling
miseries, fresh fields of produetion, can
restore. But the opportunity was missed—
missed by the technical misdirection of the
Trade Union officials and their Parliamen-
tary spokesmen, who, while voicing the as-
pirations of their constituents, were perhaps
more concerned with polities as a career
than with definite constructive action to-
wards the praetical improvement of society
as a whole. As distinet from the pure
Utopianist, determined to see nothing good
in material changes unpreceded by a
“ change of heart,” the ‘‘ sane Labour
leader 7’ naturally listened to any plan
designed to consolidate and buttress official
power, hence the vogue of Socialist-Admin-
32 '
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istrative schemes, now happily and rapidly
waning. But the error went deeper. The
Syndicalist idea of control by the workers
naturally led to strikes for higher wages,
rather than for lower prices. The revolt
of the general public, while misdirected,
was logical and inevitable; and the Labour
Movement, as distinct from the aspirations
of the great mass of individuals it mis-
represents, is partly manceuvred by its
opponents and partly committed by the
ineptitude of its ‘‘leaders” to the repre-
sentation of an interest as purely sectional,
and bardly less truly antisocial, than that
involved in an organisation to keep up
the price of, say, bread or houses.

If there is one thing more certain in this
respect than any other it is that men who
know how to do things will not submit to be
ruled in the details of the doing of them by
men who do not know how, and, strange
as it may seem at first sight, the control of
society by the *“ producers” means just
exactly that amongst other things. For
instance, it is highly probable at this time
that the production of armaments, in the
broad sense of the word, is a determining
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factor in world politics; and thatisso because
millions of men and women get their living,
as the phrase goes, by working in armament
factories. That is to say, the producer
controls the consumer. If those millions of
human beings were not dependent for the
means of consumption on this particular
form of produection, it is highly probable
that the armament business would languish,
and numbers of people who understand
what it is the world needs much more than
armaments would have an opportunity of
suggesting how to get it as well as a voice-
in determining a suitable personnel to
that end.

Now, in spite of the apparent lack of
enthusiasm with which any attempt to
examine the subject of credit and price
control is apt to be received in the imme-
diate present, there is no doubt whatever
that its paramount importance will, within
a very short time, be recognised, although
perhaps not so quiekly by Britsh Labour
as clsewhere. The real struggle is going
{o take place, not as to thé necessity of these
controls, but as to whether they shall be in
the hands of the producer or the consumer.
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British artisans have become so obsessed
with a sense of the power of organised
Labour—a power which, always exag-

gerated, is waning rapidly by misuse—that

they are in real danger of playing straight
into the hands of the enemy by exactly the
same methods which have led the Russian
workmen out from the partial, because
inefficient, tryanny of Czarist Russia into
the scientific conscription of labour now
incorporated into the Workers’ Republie,
which is eredibly reported to have converted
to Bolshevism Mr, Henry Ford in America
and numbers of our most distinguished
industrialists in this country.

Unselfish aspirations, good intentions,
beautiful phrases—none of these by them-
sclves will affect the issue by so much as one
hair’s breadth. If the public of this or
any other country is really desirous of once
and for ever freeing itself from the power
of the ecconomic machine, and using the
immense heritage which science and indus-
try have placed at its disposal, it has to
throw up and place in positions of executive
authority men who are technicians in so
broad a sense that they understand that

85

CREDIT-POWER AND DEMOCRACY

the very essence of perfect technology is to
devise mechanism to meet the requirements,
the policy of those who appointed them.
There are thousands of such men in every
country disgusted, in their varying degree,
with the policy to which their abilities have
been prostituted; but so long as the super-
producer appoints and supports the man
who delivers the goods—u.e., profits—while
the public cleets and supports the man who
only talks, whether in Parliament or in the
Trade Union, just so long will the tail of
production wag the consuming dog. There
is no hope whatever in the hustings; but a
modified credit-system could transform the
world in five years.
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CHAPTER IX

THE conclusions to be derived from a
consideration of the conditions observed
to exist in the modern economic and indus-
trial systems may therefore be tabulated
somewhat after this fashion:

(1) The outstanding feature of the
Machine Age is the increment of pro-
duction obtainable through eo-opera-
tion and the employment of real capital.

(2) The link which enables numbers
of individuals to co-operate is Credit
based on Capital—that is to say, a
belief that, by making, with the aid
of tools, certain articles which the
maker does not himself want, he will
obtain more easily and more exactly
his desires in respect of goods and
services which he does want, than by
applying himself to their production
directly. At the present time the real
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basis of credit is broader than ever
before, but the psychological basis is
failing, owing to the misuse of capital.

(3) The material of which this link is
fashioned we call money, which, what-
ever form it may take, derives its
value solely from the belief, the
““credit,”’ that it is an cffective agent
for the rcalisation of the proposition
contained in (2).

(4) The mobilisation and issue of
this money, for productive purposes,
rests primarily with the banks, which
are not concerned directly with the
maintenance of this co-operative rela-
tion, but rather with the rapidity with
which the credit units so mobilised
and issued are restored to the financial
system. This is not the fault of the
banks, but of the public and of the
system.

(5) From (4) it follows that, where
money is the inducement, the control
of the policy of production—that is to
say, the decision both as to what
articles shall be produced and their
quantity and quality—rest, not with
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the administration of productive enter-
prises, but as to its initiation with
the banks and others who finance their
production, and as to its continuance
with the price-makers—whose motive is
in the very nature of things anti-publie,
since it aims at depriving, with the
maximum rapidity, the individuals
who comprise the public of the inde-
pendence conferred upon them by the
possession of purchasing-power.

(6) The publie, as individuals, ean
only acquire control of the policy of
the economic and industrial system by
acquiring control of credit-issue and
price-making. The organ of credit-
issue is the hank, and the meaning of
price-making is credit-withdrawal,

Now, there are probably very few serious,
reasonably unbiased, and qualified students
of t.hese questions who would, after full
consideration, be prepared to deny any of
the foregoing propositions, but many such
ﬁl.]d it difficult to understand and agree
leﬁh the contention advanced in the fore-
gomg pages and in the previous volume
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(**Economic Democracy,’”’ Chapter I1X ef
seq.) that an essential postulate of a better
state of things—i.e., public control of
economic policy through public control of
credit—is that ultimate-commodity prices
should be less than eosts: that an article
used by an individual should be sold for less
than the money it costs to produce. To any-
one in this difficulty the following question
may be helpful: If credit controls the policy
of production, how can it be possible for the
public to control credit and policy if all
the credit necessary to induce production
ts restored to the banks from the public
through the automatic agency of uncontrolled
prices?

It is, of course, possible to control the
initiation of any specified form of production
by controlling credit-issue only, but, once
started, there is nothing whatever to prevent
an obsolete article from being produced and
foreed, by advertisement and monopoly,
on a misguided publie, long after a better,
cheaper, and gencrally superior article is
available, so long as the credit necessary
to induce production—in common terms,
the cost of production—is taken from the
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public automatically through the agency
of prieces. If, however, the entrepreneur,
while subject to all the desirable features of
free competition between establishments,
involved by effective cost-keeping, 1is
obliged, in order to compete at all, to come
to some publicly controlled ecredit-bank
at short intervals for the means to make
up the difference between a price regulated
(not fixed) by a fractional multiplier applied
to all costs of preoduction of articles sold
to the individuals composing the public
(as explained in Chapter X, ¢ Kconomie
Demoeracy’’), then, and it seems probable
only then, do we acquire a valid, flexible,
active control, not only of the initiation,
but of the development and modification
of production, by the public acting in their
interest as individuals.

It will be understood that these con-
siderations do not affect the validity or
otherwise of the basis on which it is con-
tended that this fractional multiplier should
rest—that has already been dealt with at
some length; it is merely intended to show
here that, without some such arrangement
which places the co-operative producer in
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the power of the consumer, instead of the

exacf:ly opposite condition which now

obﬁams, effective democracy is pure moon-
shme,. and all progress is stultified. An
practical business man wil] know of ;:asés-z
probably of dozens of cases—where pro-
cesses and discoveries of immense value
haye been wilfully stifled beeause it did not
;smt producers to modify their product.
There are ugly rumours about at this mo-
ment of certain enormously valuable petrol
substitutes eornered and  quietly ql?e]ved
by the oil interestsﬁby no means thc:, worst
of the Trusts which enslave us. TFrom
CVery quarter ecome more or less authenti-
cated stories of calculated waste and abop-
tage—Eastern-returned travellers gossipin
(11e mountains of rotting blankets li?ning thg
Suez Canal, Australiang of the millions of
bushels of rat-eaten and mouldering wheat
cumbering their stores, =

, :

We do not acquire, by these suggested
nicthods, eontrol by the public, as such
f’f the processes of production~t’he “hot?r’;
it shall be done. That is not the business
ojf the publie, as such, but of expertts‘:
But by controlling both credit-issue and
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price-making the public acquires control of
policy with all its attributes—the effective
appointment and removal of personnel,
amongst others. The essential nature of a
satisfactory modern co-operative State may
be broadly expressed as conststing of @ func-
tionally aristocratic hierarchy of producers
accredited by, and serving, o democracy of
consumers. The business of producers is to
produce; to take orders, not to give them;
and the husinessof the public, as consumers,
1s not only to give orders, but to see that
they are obeyed as to results, and to remove
unsuitable or wilfully recalcitrant persons
from the aristocracy of production to the
democracy of consumption.

No peace will ever settle on the dis-
tracted carth uutil this matter has been
fought to a finish, and it rests with the
intelligence of those who are from time
to time in a position to guide popular move-
ments, whether a mere remnant of civilisa-
tion will achieve the Golden Age awaiting
the settlement, or whether a decisive verdict
is close at hand.
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CHAPTER X

The production of Real Credit—Delusive
accounting—The limits of Financial
Credit-issue—Present economic system
based on currency—Coming system will
be based on Real Credit—The fraudulent
standard—Delivery is part of credit-basis
~—The fallacy of “National Poverty”—
Increased effective demand necessary.




CHAPTER X

Tuere is another and somewhat more
specious objection raised to the statement
that the just price of an article forindividual
consumption is less than the cost price
by the ratio of consumption-credit to
production-credit; and that is a statement
that production only very slightly excecds
consumption.

It will be realised that this is a very
specious statement, if we accept it for the
moment as being true, and consider
exactly what is implied. When a Blue
book, or other mine of statistical and
generally perverted information, asserts
that the imports and exports of a country
are thus and suebh, it intends to convey the
impression that the aggregate price-values,
as shown on bhills of lading, reach the figures
given, That is to say, the ‘‘balance of
trade’ of any country, either as reflected
in its exchange or by any other commercial
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test,is simply a matter of sales-management
—you have only to make grand-pianos a
necessary of life, corner grand-pianos,
restrict the sale, and, presto! half a
dozen grand-pianos will balance the import
of all the wheat and wool that Australia
and the Argentine ean send us.

Txactly the same thing is true of values
produced and consumed. The community,
while producing, as one of its funections,
both capital goods and ultimate products or
consumption goods, only consumes, as a
collection of individuals, the latter. But
individuals in the aggregate must pay both
for capital production and ultimate pro-
ducts, whether conswmed or not, under the
present financial system, for the very simple
reason that they are paid for, and there is
no one else to pay for them. Also, as we
know quite well that practically every
business firm ‘‘ turns over” the money
employed in its business at least once, and
generally several times a year, and that each
complete aggregate ‘¢ turn-over’ means,
broadly, that all costs incurred have been
recovered from the publie, we either have to
believe that not only are the whole of the
: 100
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ultimate products covered by the period of
turnover, consumed in that time, but
also the whole of the machinery, buildings,
small tools, ete., which is plainly ridieulous.
It is, of course, obvious, after a little con-

sideration, that what happens is that the

consumption-values—t.e., prices retrieved
from the consumer—contain all costs—u.e.,
credit issued to the consumer in the form
of wages and salaries; and therefore must
financially approximate to the money value
of production.

Now, because “‘production’ is at present
the chief agency through which is circulated
the purchasing-power necessary for dis-
tribution, there is an immensely strong
incentive to sabotage—the waste of work
on the side both of the Capitalist and of
Labour—and for this reason the consump-
tion of the world is most unquestionably
far higher than it ought to be. But even
taking this into consideration, it must be
obvious that the credit-value of production—
the amount bywhich the work of a community

" during a given period of time increases the
correct estimate of the capacity of that com-
munety,with its plant, culture, and labour, to
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deliver goods and services—is enormously in

a.dvance of the actual consumption. Every

§1ngle telephone instrument installed every

Improvement in transport, every ne;v pr(;—

cess fO.l' producing nitratic fertilisers. on]

to indicate the principle by a few t’rivi'fI,
examples, clearly inercases this real cred(it
at compound interest. |

Finanecial credit, even now, is issued
r?ughly against all forms of real credit
The only sane limit to the issue of credit f01:
use as'p.m'cizasin g-poter ts the limit imposed
by ability to deliver the goods for which it
forms an c]fcctit'e demand, providing that
the community agrees to their manufacture

Consequently, if as the result of six.
months’ work the capacity to deliver goods
and .services has been increased per unit
of time, it would appear to be simply
common sense, with the foregoing proviso
to d.lstmbute the means which make ié
ppsmble to draw on this potential produc-
tion, without forced export,

When the Capitalist system takes back -
;from the public the whole of the costs
incurred in production, it takes back the
whole of the finaneial credit, and the
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purchasing-power covering the period of
activity in respect of which that credit
was distributed, whereas the real credit
of that period includes the overwhelmingly
important unearned increment of asso-
ciation during that period. To take the
most elementary of examples: if we con-
sider a factory, engaged only on one
article, during the second six months of its
first year of existence, it will probably
increase its output very considerably be-
vond that possible in the first six months.
If, however, of the financial ecredit, or
purchasing-power, which we distribute
during the first six months we only take
back in prices that portion represented
by the ratio of actual consumption to
potential production, we can, if we so
desire, produce up to the limit of our capacity
during the second six months in the assur-
ance that an effective demand awaits us.
It is vitally necessary to be clear as to
the difference between what actually takes
place under an economic system based,
essentially, on currency, and the position
which would result from the modification
to the financial system which we are dis-
103
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cussing; which would be based, essentially
on .the economic capacity of societ}; ’zc;
f'zchleve its desires. Where metallic gold
is the 1}ltimate basis of value, and there%ore
the ultimate currency, and all eredit-issues
are mafle on the assumed necessity of some
theoretical or empirical relationshi be
tween the amount of gold in the Ig‘mks—
and the total credit-issues, and we qqs(ﬁm

that'there is an average period overt ::;fhicl(le
credits operate, and that credits are the
means of financing production, then total
credits, multiplied by average ’time are (a
measure of the rate of production, ’I(t has
been pointed out by Mr. Arthur Kifson

.and others, that since thig credit strﬁcturej
is bagod on gold, which bears no conceivable
relation in quantity to any human require-
ment.for goods and serviceé, gold production
exercises a totally disproportionate effect
on the mechanism of prices and eredit

But the difficulty goes much deeper thar;
that. Not only does the gold basis of the

present financial system shift but the ratio

of th(_a credits erected on it’also shifts—

some.tlmes violently. Thisis, of course,duc to
the vital fact that the publiceven unde;i agold
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basis of credit could utterly destroy the whole
eredit structure by demanding gold in pay-
ment of their cheques on the banks,* because
the basis of present cash credits is that they
are convertible into currency on demand,
and there is, of course, not a tithe of the gold
nceessary to cash them. IKngineered, no
doubt, to a large extent by the enemies of
this country, that is what nearly happened
in August, 1914 (and would always bhappen
under similar conditions), with the result
that in ovder to defeat the manceuvre, the
financial system was shifted from a gold
to a paper credit basis in a few weeks’ time,
never, let us hope, to return to so fertile a
source of misery.

But, although the gold basis has gone,
the simulacrum of it still lingers in the
shape of a credit system based on an un-
regulated paper currency, with the result
that a sort of Druid’s dance of credit-issue,
rising priees, currency stringency, currency
issue, more credit based on more currency,
goes on, the only possible redeeming feature

*Note to 3rd Edition: The Bank Notes and Currency
Act 1928 has made it impossible to obtain gold on
demand, while maintaining the fiction that gold is the
basis of credit. )
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of which is to take the whole cycle right
away from the fetish of gold. Apart from
this one point, everyone suffers except
those whose business it is, in the most
literal sense of the words, to make money.
So much for the conditions brought about
by a financial system which attempts to
base its credits on the currency, and yet
allows its prices to rise with both. The
alternative shifts the credit basis still
farther.

We have already seen that the only
possible basis of real credit is a belief,
amounting to knowledge, in the correctness
of the credit-estimate of a society, with all
its resources, to deliver goods and services
at a certain rate. If we make this basis our
financial basis, then the credit-structure
erccted on it can only be destroyed by
social suicide—by the refusal of the com-
munity to function. Now, one of the com-
ponents of the capacity of a society to
deliver goods and services ¢s the existence
of an effective demand for those goods and
services. It is not the very slightest use,
under existing conditions, that there are
thousands of most excellent houses vacant
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in this country, when the cost of living in
them totally exceeds the effective financial
demands of the individuals who would like
to live in them. The houses are there,
and the people are there, but the delivery
does not take place. The husiness of a
modern and effective financial system ts to
issue credit to the consumer, up to the limit
of the productive capacity of the producer,
so that either the consumer’s real demand
is satiated, or the producers’ capacity 1is
exhausted, whichever happens first.

This can obviously be done hy making
issues of purchasing-power to cover the
whole estimated productive capacity, and
taking it back to the extent that this capa-
city is diminished from any cause whatever,
a state of affairs which rapidly resultsin
making everyone ¢ rich’’ in the current
sense of the term; which it should be clearly
borne in mind, does not at all mean that
an individual’s real consumption is large
—very often quite the contrary—but that
the individual in question has the mech-
anism at hand by which to obtain what he
does want. ~

It is, of course, generally argued that
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there is not enough wealth to go round
and all sorts of absurd and misleading:
statistics have been evolved to prove
that if all the accumulated wealth of
the nation were evenly divided up, the
average wealth per head would only amount
to a very small sum, say £50. The right
un.derstanding of exactly where this fallacy
arises is probably omne of the shortest cuts
to an }mdorstanding of the whole position,
which involves arecognition of the difference
between claims on capital, and adminis-
trative ownership of capital.

Financial wealth ean only be placed on a
solid hasis by selling something to the
public—it is, for instance, no use owning
a factory only suitable for the manufacture
of high-explosive shells if the public taste
for high-explosive shells has completely
departed. )

But furtl_ler than that, even if the publie
wants nothing but high-explosive shells in
the largest quantities (which, from the
b_ch:,wiour of its ¢ representatives,”” seems
ighly probable), it would bo necessary
that an effective demand—that is to say
2 demand backed by “money”’—should bez
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forthcoming from the public. Now, the
value of our hypothetical shell factory would
vary from zero when there is no effective de-
mand to infinity when there is no demand for
anything else, and no other means of supply.
That is to say, to drop the metaphor, the
capital value of the plant of civilisation
is as much dependent for its value on the
existence of an effective demand for its
product as it is on its capacity to meet that
demand. If this is grasped, it will be clear
that the distribution of the credit-capital,
the power to draw on the resources of real
capital (the leverage of civilisation on the
work of society) increases the value of
capital by the ratio which the new output
bears to the old output, a proposition which
clearly has nothing to do with the ad-
ministration of the plant itself. The only
way, therefore, to get that increased pro-
duction of the things which individuals
really want, which as here defined everyone
may agree is desirable, is to get inecreased
effective demand, which, as we have seen,
we do not get under the present financial
and price system by any general increase in
manufacturing.
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Fitness the qualification for executive
authority—The producers not the owners
of the product—Solar energy the great
producer—The method of policy-control—
The Producers’ Bank—Its operation—The
consumer-interest in it—The community-
component of credit—How it would operate
in the coal industry—The “Idle Rich.”




CHAPTER XI

WE may sum up the foregoing arguments
by saying, firstly, that the only claim which
any individual or collection of individuals
has to operate and administer the plant of
society is that they are the fittest persons
available for the purpose. This can only
be the case where there is natural attraction
between a man and his work, because no
man or woman ever excelled at any pursuit
for which they entertained a dislike when
in competition with numbers of persons who
added to equal capacity an affinity for
their occupation. Secondly, that as the
operators, though vital to the result, are
only one of the factors contributing to the
result and by no means the most difficult
factor to replace, they are not, as operators,
concerned with either what is produced,
who produces it, or who gets it when it is
produced : that is the business of those who
provide the reason, the inducement to
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produce—the individuals who collectively
compose society.

The absolutely fundamental reason for
the existence of modern co-operative
collective production is the belief of indivi-
duals that their interest is best so served.
When or if that belief fails, as it is failing
now, either it must be restored or collective
production will fail, as it failed in Russia.
Now, there is no reasonable ground what-
ever for suggesting that modern productive
methods are not incomparably more effi-
cient than individualistic hand production,
It is not meant to say by this that the results
of the modern industrial system are at
pbresent more satisfactory than those pos-
sible under mediaevalism, but that they
could be. The essential factor which places
the matter beyond doubt is the introdue-
tion of natural, solar energy into the work
of the world, through the agency of coal
water-power, internal combustion engines,
aud other agencies of energy-conversion, ’

It is, therefore, not the operation of the
plant but the purposes for which it is
(_)pcrated which are chiefly at fault, and it
Is over these purposes, the policy of pro-
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duction, that we are chiefly concerned to
~acquire control. Imagine a bank formed
by the employees of one of the great pro-
duciug industries, by the simple process of
hiring a building and engaging a trained
staff, and that all the wages and salaries
of the operating side of this industry were
paid through this bank—an operation of
sufficient magnitude to place an ordinary
banking business on a firm foundation at
once. Such a bank, backed by the econo-
mic power of a Trade Union on which it
might rely, might claim with success that,
as representing one of the factors of pro-
duction, and consequently one of the factors
in the credit attaching to production, it
should issue a considerable and agreed pro-
portion of the flow of purchasing-power
which forms the vehicle of that ecredit. This
would take two forms—the provision of
short—fgerm loans for current business, and of
irredecmable loans for capital expansion.
Now, it should be clear from what has been
said that such a bank would control policy
in the proportion that its financing opera-
tions control the productive organisations
obliged to come to it for money.
115

CREDIT-POWER AND DEMOCRACY

TImagine each client of this hbank fo have
one share and one vote at a shareholders’
meeting, the object of such meetings being
to afford an opportunity to discuss the
action taken by the bank’s officials in their
use of the bank’s financing powers, not
to discuss the bank’s own financial success,
for such a bank as is suggested should pay
no dividend. It should be observed, and it
is vital to a grasp of the principle involved,
that this bank is solely concerned, like all
other finance, with economic policy, not
with the administration of economie
process. Consider what happens in the
relations between these financing banks
and the productive organisations or com-
panies which they will admittedly control.
The management of a producing company,
with the aid of its expert technical know-
ledge, will initiate a programme of produe-
tion, and will submit this programme with
estimates of its ecost to the banks. The
banks are not coneerned with any questions
of cither practicability, method of achieve-
ment, or any other questions dependent
on technical knowledge—they are simply
concerned to give a quick answer to a
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plain question: “Will you pledge the com-
munity to pay so much for so many articles,
delivered at such a rate of delivery, com-
mencing on so-and-so date?’’ If the banks
say yes, they pledge the credit of the com-
munity to that extent exactly as they do,
uncontrolled, at present, because each issue
of credit dilutes the purchasing power of
every existing unit of purchasing-power,
per se, a dilution which is only concelled by

the actual cancellation of that purchasing- -

power. If cancellation takes place by
the recovery of this credit from the public
through the agency of prieces, then the public
interest is to keep prices low, while, under
existing conditions, the producers’ interest
is to keep them high. Now, since our
imaginary bank is founded in the first place
on a Trade Union, which is a union of
producers, it is clearly vital to know whether
its shareholders will support a consumers’
policy or what seems superficially a pro-
ducers’ policy. :

Let us abandon at once any sentimental
ideas which are based on ‘‘a change of
heart.”” What we want to know is, “How
will a body of men whose fundamental
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reason for association is goods, mot work,
act under certain specified conditions, which
we want to arrange in the general interest 2’

Consider two alternative policies to be
before, say, a miners’ bank. One raises
the price of coal while raising the remunera-
tion of the miners, the other lowers the price
of coal. The miners are producers of coal,
but they are consumers of forty-nine other
articles into which the cost of coal enters,
so that while the miners would receive
more for their product, they would pay
more for all other products. The question
we have to answer is, “On which side does
their advantage lie?” and the solution is
concerned with the dynamic nature of
industry—the constant movement of all
the factors in it.

Remembering that all money, whether
for wages or salaries, paid to induce people
to produce is an advance of financial eredit
in respeet of future production, we can see
that if this advance had no effect on present
prices the miners would benefit at the
cxpense of the publie.  But since, under
cxisting  conditions, this additional pur-
chasing-power released against the existing
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stock of goods raises their price at once
(just as we know that building a new rail-
way bridge will raise the price of bacon at
the nearest village shop), the advantage is
very temporary, and is absolutely reversed
in the case of the individual who has any
stock of money.

But infinitely more important is the real
credit aspect which 1is also essentially
dynamic. When a miner raises coal, which
ts a vehicle of solar energy, he increases the
real capital of the community, its inereased
capacity to deliver goods and services, out of
all proportion to the “cost’” of raising it.
Consequently, as a consumer, he should
recelve goods at some future date much
cheaper as a result of raising this coal—
t.e., in order to get value for his money the
price of the articles he buys with it must
be diminished by the credit-value of the
work he does. Anyone familiar with the
mathematical conception of an acceleration
will grasp the point without difficulty.

When coal is raised in the community,
the credit of the community is increased,
not by the cost of raising the coal-—:.e., the
money-value of the work done—but by the
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increased capacity of the community to
deliver goods and services of the desired
variety to individuals composing the com-
munity; and this eredit-value is dependent
on the use made of the coal when it is

. raised, and may be out of all proportion to

the cost of raising it. The chief component
in this eredit-value is supplied by the com-
munity itself. There is no useful purpose
served by raising coal in the middle of the
Sahara unless you can either get it to the
community or popularise the Sahara as a
manufacturing or social centre. There-
fore, remembering that the cost in wages
and salavies is simply a financial credit-
issue, no matter where it comes from—
i.e., just as the banker advances credit to the
employer, so does the employer advance
credit against future production to the
employce—it is obvious that as a major
part of the real eredit involved in the opera-
tion is dependent on the use made of the
coal by the communtty, it is fundamentally
impossible for the cost, which 1is incurred
prior to use, to be equivalent of this credit
—i.e., no private employer could ever pay
such wages, and recoup them in prices
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from the public, as would represent an
issue of purchasing-power representing
the credit created by the proper use of the
coal. In any such transaction, for it to be
effective as a distributing agency, there
must be an issue of purchasing-power from
some organrepresenting the creation of czwd-zlt
by the mere presence of the commumity—
i.e., the total purchasing-power should ex-
coed the cost to the extent .that'the tgtal
net capacity of society to achlev.e its desp'es
is enhanced by the operation in question.
Overdrafts and similar transactions by banks

imi : issue, -
represent, to a limited degree, such an 1ssue,

and without them production is imposs1b_le.
This ig the same thing as to say that price
to an ultimate consumer should bhe that
proportion of cost which is 1jepresented ’t')y
the ratio of credit—destructlop to cre(pt-
production, and as the ere@t—p'ro.ductlfm
is a function of the commumty, it is quite
clear that the credit production and de-
struction must be generalised—-—you cannot
say that a ton of coal raised will reprgsel}t
so much credit-consumption when 1t 1S
burnt, because some obscure prof.essor may
devise a method of using coal which at any
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moment may double its usefulness. The
vital and somewhat unfamiliar element
which it is necessary to bear steadily in
mind in the examination of this subjeet is
its dynamic character—that all the time
there is a ceaseless flow of eredit-production
arising out of countless moral, intellectual,
and material factors, and a similar but
fundamentally smaller drain on this pro-
duction which can be described as depre-
ciation, and the real general ratio of the
generalised income to the generalised
expenditure must take account of all these
factors. When, as at present, a whole
civilisation is profoundly dissatisfied with
its economic system, an element of deprecia-
tion is introduced which has far more
influence on real eredit than the most
colossal destruction of material property by
fire or otherwise.

If it can be made clear to the individuals
whom we are placing by hypothesis in
control of the policy of the mining industry
that each of them, as individuals, benefits
by an increase of the ratio of credit-produe-
tion to eredit-consumption, we shall bring
individual interest platnly into line with

122



CREDIT-POWER AND DEMOCRACY

the general interest, and so, apart from
other factors, emormously expand real
credit.

The one aspect of the economie system
which is admittedly and clearly of interest
to all individuals is price, and if, therefor-e,
the miners can affect general prices in
favour of the consumer without injuring
themselves, we can rely on them as reason-
able human heings to use their power to
further such a consummation. Let us
suppose the price of all commodities, in-
cluding coal, bought for beneficial use
by an individual consumer, to be equal
to the eost of production multiplied by a
fraction representing credit-consumption
divided by credit-production, but that Fhe
price of coal bought for further production
to be equal to cost simply; then the miners’
clear interest as consumers is to create as
much eredit as possible for a minimum
cost of production, because the cost of coal
goes into the price of everything else bought,
and these prices are only lowered fo the
consumer by the creation of real credit
dependent, inter alia, on the use made of
the coal. In everyday language, then,
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"such a control as we are suggesting would

operate towards the raising of the maximum
amount of coal, at the minimum cost per
ton, up to a limit where, in the judgment
of the public acting through their expert
officials in the banks, the credit-production
per unit of coal raised was a maximum.
After this point difficulties would be placed
in the way of further coal production, and
the man-hours of labour absorbed by the
mining industry would begin to decrease-
and the relation of ecredit-production to
cost would increase—t.e., the industry
would produce the same amount of real
purchasing-power for distribution amongst
its members through the ageney of dividends
with less work, wages, and salaries. It will
at once be said by the dogmatic Socialist:
“Yes, we thought it would turn out that
the idle rich would benefit!”” He is quite
right, but let us see exactly who are going
to be the ““idle” rich.

The bank we are discussing, let it be
clearly borne in mind, is not a mining
company, it 1s a bank which we postulate
shall finance in increasing proportion a
group of mining companies, and be controlled
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and exist in the interest of, in the
first place, those actively engaged in the
mining industry. Now, by its issues of
credit to these producing companies, it
would eventually become possessed of
most of their shares, which it would hold
for the benefit of its depositors. Assuming
a standard rate of dividend and an inereas-
ing number of shares due to successive
‘* capitalisation,” the depositors of this
bank would he the beneficiaries equally of
all the increasing number of shares held hy
the bank; so that as improvements in
process displaced men from industry the
purchasing-power they had helped to
create would be available in the form of
dividends. The mining industry would

thus not have to consider the provision

of employment —its sole preoccupation
would be the delivery of coal in the right
quantity to the right order—the order of the
publie, acting on the best advice available.

Those persons whose aptitude for the
work was least would be displaced from
the industry first; and in the earlier stages
of the new order, the desire for remunera-
tion in addition to that provided by their
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dividends, and in the later stages, the
necessity to find an outlet for their reactive
activity, would drive such persons to seck
fresh fields of usefulness—a process of
readjustment clearly tending to the very
highest cfficiency in the broadest sense,
that resulting from the increasing suitability
of individual and employment.

126



CHAPTER XII

The measurement of Credit-production
—What is “capitalisation” 2—The growth
of wealth—True Price—The sources of
statistics.




CHAPTER XII

It will no doubt occur to numbers of persons
who on consideration of the foregoing
arguments might find themselves in general
agreement with them that the measurement
of so apparently indefinite a factor as
credit-production would present formidable
difficulty. So far from this being the case,
it is an operation which forms the basis of
the whole activity of finance applied to
industry at the present time, and the
mechanism exists to enable the new basis
of credit—the useful (to human beings as
such) productive capacity of society—to
replace the present basis of credit—i.e.,
currency—without the very slightest shock
either to industry or to society, but with a
steady and rapid appreciation both of the
amenities of life and of the efficiency of
industrial processes. '
The key to the problem lies in control,
as the National Guilds propaganda has
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pl-‘eviously been at pains to point out
Wlt.hOHt quite realising where control was’
resident. That element of the production
system, which is loosely and erronecously
-1'ei_'e1'red to as being its ¢ capitalisation,’
is its .credit, and each increase in capitalis’a-
.thIl Is made on the assumption that the
Increase will pay a dividend—i.e., represents
mereased capacity to deliver something
Now, because the control of this increase.
Fhrougl-l the ageucy of finanee and credit-’
issue, s in the hands of persons whose
objective is mnot goods, but money, this
ﬁnancial inerease is not a reflection ’of an
Increase in potential capacity to deliver
useful goods and services, but merely, as
we have just said, in the potential capa,city
to deliver money; but if the control
of capital issues were in the hands
‘o‘f tl}e consumer, then ez hypothesi a

capital ”  (i.e., credit) issue would be
a measure of increased capacity to de-
I{VGI‘ goods and services of the descrip-
tlol} required by those in contro] of
policy.

In this latter case the ratio of real credit-
production to credit-consumption would be
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expressible in financial terms, and would be
equal to:—

“Capital” (i.e., appreciation) issues per annum --
credit-issues (i.e., cost of goods produced per annum)

Depreciation 4 cost of goods consumed per annum,

Once again it should be noticed that all
the symbols in the preceding expression
denote rates.

It will, of course, be understood that no
absolute unit of measure of value is either
possible or needful; it is, however, the popu-
lar delusion that a gold or other standard is
an absolute measure of value which has
obscured the economic problem for so
long. The only possible standard which can
be applied with accuracy to the measure-
ment of economic value is that of ratio,
a standard which does not require that we
postulate anything at all about the unit
used to establish the ratio, except that it is
the same unit. To readers who are familiar
with the mathematical hypothesis known
as the theory of relativity, the basis of
which may be quite simply expressed in the
statement that it is impossible by means
of physical measurements to determine the
absolute velocity of a body through space,
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certain analogies will no doubt present
themselves., For the average person, not
particularly interested in such matters,
no difficulty arises in grasping what is
meant by ‘‘ten miles per hour,”” even though
he cannot conceive of ‘‘a mile’ as
distinet from ‘‘ a mile long.”
When, therefore, we say that:

cost of ultimate products con-
True Price (in £) sumed (£) 4 depreciation of real
= cost (in £) X capital in £,

credit created (in £) 4 cost of
total production (%),

we do not require to know anything about
the properties of the pound sterling; we
do not, for instance, require to know what
is the absolute quantity of labour for which
it is a ‘“‘just” remuneration, and still less
is it a matter of the slightest interest how
much gold it represents.

We are simply saying in effect: ¢ Credit,
convertible into money, is a correct estimate
of the capacity of society with its plant,
culture, organisation, and moral, to deliver
goods and services desired by individuals.
Whatever unit we adopt for it, the number
of these units held by the individuals who
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collectively compose society must be such
that by surrendering these units they will
receive in exchange all the goods and services
which society can possibly deliver. As
society’s capacity to deliver goods and
services is increased by the use of plant and
still more by scientific progress, and de-
creased by the production, maintenance,
or depreciation of it, we can issue cradit,
in costs, at a greater rate than the rate at
which we take it back through prices of
ultimate products, if capacity to supply
individuals exceeds desire. This it can
always be made to do, by ensuring that the
production of capital goods is secondary
to a sufficient production of ultimate
products, and their delivery to individuals.”

It will be seen, therefore, that we have
every type of information required to fix
the ratio we require at our disposal at any
moment. The loan credit accounts of the
banks, plus the ways and means and note
and bond issues of the Treasury, plus the
increase in capitalisation of productive
organisations, roughly represent -credit
creation; cost of production is obtainable
from the ¢ factory ”’ cost accounts, includ-
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ing now agricultural production accounts;
the quantity and consequently the collective
costs of articles bought by (i.e., delivered to)
the public is available through such de-
partments as the Ministry of Food, the
Board of Inland Revenue, the Board of
Trade, cte. In order to transform the
measure of financial credit which these
figures would give us into a measure of
real credit, only two things are required:
first, that control of credit-issue shall be in
the hands of the consumer, so that produe-
tion is moulded to his needs; and, secondly,
that the number of credit units in the
hands of the public shall be that necessary
at any moment to buy the whole possible
output of society, both of which preniises
are eventually met by the arrangements
previously deseribed.  That they are mnot
met by the existing cconomie system is self-
evident on a consideration of, say, the re-
lative mmount of expenditure during the last
ten years on factories, as compared with that
on houses; and on the other hand, the utter
insolveney of the British banking system
during the few days immediately subsequent
to the outhreak of war with Germany.
134




	page1
	titles
	�C�H�A�P�T�E�R� �v�n� 


	page2
	images
	image1
	image2
	image3


	page3
	images
	image1


	page4
	page5
	titles
	�C�H�A�P�T�E�R� �V�I�I�I� 


	page6
	page7
	images
	image1
	image2
	image3


	page8
	images
	image1
	image2
	image3


	page9
	images
	image1


	page10
	page11
	titles
	�C�H�A�'�P�T�E�R� �I�X� 


	page12
	titles
	�-�"�.� 


	page13
	page14
	page15
	page16
	titles
	�C�H�A�P�T�E�R� �X� 
	�I� 
	�I� 


	page17
	page18
	page19
	images
	image1


	page20
	images
	image1


	page21
	images
	image1


	page22
	images
	image1


	page23
	titles
	�C�H�A�P�T�E�R� �X�I� 

	images
	image1


	page24
	page25
	page26
	titles
	�I� 

	images
	image1


	page27
	images
	image1


	page28
	page29
	page30
	images
	image1


	page31
	titles
	�C�H�A�P�T�E�R� �X�I�!� 


	page32
	titles
	�,� 


	page33
	titles
	�1�3�1� 
	�1�3�2� 


	page34
	titles
	�,� 



