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PKEFACE

IN the preface to his Twenty Years of Financial

Policy (1862), the late Lord Iddesleigh, then Sir

Stafford Northcote, explained that his intention in

writing that admirable book, a model of its kind, was

to provide a
"
convenient summary of the financial

measures of recent years
"

;
and Mr. Sydney Buxton's

more comprehensive volumes, Finance and Politics,

which dealt, .with the national finance (and much

besides) in a most interesting fashion, from the days

of Pitt and Huskisson, carried on the story of the

budgets to the year 1885-6. Since that^date, in

spite of the much greater attention which has been

paid by economic writers to questions of taxation

and finance, nothing has been published on similar

lines ;
and those who have been in the habit of con-

sulting Mr. Buxton's valuable work must often have

wished that he could have found time to bring it up
to date. Parliamentary experience is not the only

qualification for a survey of this kind which I can

make no claim to share with these two distinguished

public men; and I should certainly have hesitated
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to attempt a continuation of their work, however

limited in scope, if I had not been warmly en-

couraged to do so by Mr. Buxton himself when I

propounded the idea to him a few years -ago.
His

advice, and the ample published materials available,

decided me not to shrink from a task which no one

else seemed inclined to undertake, and which, if it

succeeded in giving another
"
convenient summary

"

of the financial policy and budget figures of recent

years, might, I thought, be of some use to students

of the subject.

As regards the general plan of this book, my object

has been, first, to give from the Parliamentary Eeports

as fair an account as I could in a very condensed form

of the budget statements and discussions, bringing out

by quotations from (or summaries of) the speeches

the opposing arguments on any important question

raised in them, especially on any question of prin-

ciple (Part L) ; and secondly, to put together the

figures for the whole period, the budget tables with

ftdl details of alterations in taxation in Part IL, and

in Part III. notes and tables analyzing and illus-

trating, as far as space would allow, the various

items of revenue and expenditure and the probable

incidence (in a very general way) of the burden of

taxation. For obvious reasons I have, unlike Mr.

Buxton, confined myself strictly to the fiscal aspect
of the subject, and I have, further, not attempted to

link this volume to his by carrying the comparisons
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back but have treated my period as separate and

self-contained.

The last quarter of a century has been signalized

by events and changes which have profoundly in-

fluenced public finance. The expansion of the great

industries, the wonderful growth of foreign trade

and of shipping, and the development of cosmopolitan

finance of which London is still the most important

centre, have raised the standard of living in all

classes
;
and by creating new wants and weakening

the sense of any need for economy, they have given

a great impulse to expenditure both in private life

and in public administration, and encouraged the

national propensity to look upon lavish outlay as

synonymous with efficiency. The conscience of the

community has become increasingly alive to all that

is unfavourable in the material condition of the

poorer classes
;
an unlimited confidence in the efficacy

of public action and public money in dealing with

social problems has taken the place of a somewhat

too dogmatic reliance upon spontaneous develop-

ment and individual effort and foresight ;
the prin-

ciples of state socialism have largely superseded those

of free exchange in every direction except that of

foreign trade; and the conception of the objects

for which taxation may legitimately be imposed has

therefore been immensely widened. In the political

sphere this period has witnessed the final though

long delayed triumph of the democratic elements in
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the constitution ;
and it has also witnessed, whether

as a consequence or not, a continuous decline in the

power to control expenditure which statesmen of the

era of Mr. Gladstone were accustomed to exercise.

Quite as significant
in its financial effects has been the

growth of foreign rivals, both in industrial efficiency

and in naval strength, which has seriously altered the

relative position of this country. England is no longer,

as she still was at the beginning of the period, the

workshop of the world and the unchallenged mistress

of the sea ;
and leaders of public opinion are con-

stantly urging upon her fresh efforts to hold her own

in both capacities, efforts which, however necessary

they may be, are making ever fresh demands upon

the public purse.

It is therefore not surprising that the outstanding

feature of these years from a budget point of view

should be the growth, accepted as inevitable if not

welcomed as beneficial, of the national expenditure ;

and the main interest of the present review lies in

the process of expansion and adjustment by which

the revenue system has so far been enabled to cope

with the increasing cost of administration. Through-

out these discussions there is traceable a constant

preoccupation with the question of the
"
ability

"
or

"
capacity

"
of the tax-payer, and a successful endea-

vour to apportion the burden of taxation, both as

between individuals and as between classes, in accord-

ance with modern theories of equity in such matters.
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As regards owners of property and income-tax-payers

generally the idea that a tax should be levied at a con-

stant rate, irrespective of the amount of the income,

has by degrees been largely superseded by the adoption

of progressive rates ; and graduation, which relieves

the poorer at the expense of the richer members of

this class and thereby increases the productiveness of

the imposts to which it is applied, is now a recognized

element in direct taxation. As between the income-

tax-paying class on the one hand and those below the

income-tax limit on the other, the proportion of

taxation falling upon each, as shown by the proportion

of direct to indirect taxation, has been very consider-

ably altered since the beginning of this period to the

advantage of the poorer sections of the population.

Even the rough and ready rules which prevailed during

the earlier years, and indeed until after the South

African War, rules which aimed at a general equality

between these two branches of taxation, and which

provided that each should be affected pari passu by

increases or remissions, have now been so much modi-

fled in practice that little remains except a bare

assertion of the general principle that all classes ought

to be required to contribute proportionately (however

that term may be understood) to the revenue.

The progress which has been made in this direction

during a period of growing liabilities is probably

without a parallel in the fiscal history of great civilized

states. In none of them except our own have both
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the political and economic conditions prevailed which

together have made it possible to face the universal

problem of rising expenditure with so scrupulous

and even sensitive a regard for the tax-paying capacity

of the wage-earners. When it is considered in what

manner a large proportion of the taxation which falls

upon them is raised and how much of the proceeds

are devoted to their exclusive benefit, it may be

admitted that, judged by the standards which prevail

in other countries and which have in the past prevailed

at home, the poorer classes are now in a relatively

favourable position as regards their obligations to

the State. A political philosopher, indeed, might

desire that in the interest of democratic government

itself, which cannot afford to become increasingly

dependent on the income and property of a small

minority of citizens for its support, some definite

principle should be formulated governing the pro-

portion which the different categories of incoi&e should

contribute to the revenue. But an essential pre-

liminary to such an understanding would be the

authoritative investigation into the present distri-

bution of the aggregate income of the country, and

into the manner in which incomes of varying amounts

are actually affected by taxation, for which promi-

nent speakers have, as will be seen, more than once

called without avail in the course of these discussions.1

Assuming, however, that, as a result of the changes
1 See e.g. pp. 143, 196, 231.
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noted above, the present allocation of the public

burdens has now begun to conform to some standard

of equity, the question whether that allocation requires

further improvement, or even whether it can be

maintained, will certainly depend much less upon

such considerations as these than upon practical and

political exigencies, if the increase of expenditure

should continue to outrun the natural growth of the

revenue. The existing sources of taxation, so often,

from Lord Goschen's time downwards, proclaimed to

be inadequate, have so often successfully responded

to fresh demands as the country has grown in wealth

and prosperity that it would be rash to assert that a

limit has even yet been reached to their elasticity and

productiveness. But the difficulty which will be felt in

adding materially to any ofthem is evident from recent

budget debates
;

and the same sort of impasse is

always within sight as that which characterized the

years 1901 and 1902, with the same result of reviving

the old but never ended controversy between the

respective merits, if only from a revenue point of

view, of direct and indirect taxation.

So much may be said by way of allusion to some

of the main points which arise out of the following

compilation of facts and opinions ;
and it only remains

for me to express my sincere gratitude to those friends,

both in the public service and outside, who have

enabled me to bring it to completion by answering,

often at considerable trouble to themselves, the
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questions I have addressed to them on
points

of

detail, by supplying me with accurate figures, or by'i/JLJLt/O U ' /

referring
me to the

publications
in which the informa-

tion I
sought

was to be found. I should like
especially

to thank Mr. W. E. Willan of the Estate Duty

Office, Inland Eevenue, who has rendered me
great

assistance not only in his own special subject but in
*/ JL J

the
preparation

of the accounts of several of the

budget discussions, and also Mr. G. H.
Tregear

B.Sc. Econ., of the General
Register Office, whose

help
in drawing up and

arranging
the statistical

tables, in
reading the

proofs,
and in many other

ways, has been invaluable in all the later
stages

of

the work.

B.M.

43 CADOGAN GARDENS,

r,
1913.
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Increases even in beer and spirits. Financial results of last three

years. Justification of policy. Further increase of expenditure in

coming year. Another prosperous year predicted in spite of coal

strike. Case for and against land valuation and duties (foot-note).

Question of disposal of the surplus. Mr. Lloyd George yields to

representations from Mr. A. Chamberlain and others against his

first proposal to retain it in his balances. Mr. Snowden' s opinion
that savings should go to development fund. Mr. Hobhouse on the

old sinking fund. City views on price of Consols, Mr. Russell Rea,
Mr. John Ward, Mr. Lloyd George. Effect of growing liabilities on

national credit, Mr. Chamberlain, Mr. Mills, Sir F. Banbury, Mr. E.

Cecil, Mr. Sydney Arnold. Total cost of pensions and insurance.

Increased necessity for reduction of National Debt. Dangers of

recent developments of finance. Mr. Chamberlain on Treasury
control (foot-note). Criticism of free-trade finance in nineteenth

century. How social reform policy would be justified economically.
Results of year 1912-13. Unequalled prosperity of British trade.

Small surplus owing to expenditure. Summary figures for 1913-14.

Provisional^Collection of Taxes Bill - - - -
pp. 331-350

PART II.

BUDGET TABLES 1887-8 TO 191344.

pp. 351-407
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PART I.

BUDGET STATEMENTS AND DISCUSSIONS,



MR. GOSCHEN'S BUDGETS.

FIKST BUDGET, 1887-8.

April 21, 1887.

Oisr the 21st of April, 1887, Mr. Goschen, as Chancellor

of the Exchequer, opened the first of a series of six

budgets which will form the subject of the opening

pages of this study.

Little more than three months had passed since

Lord Eandolph Churchill's sensational resignation had

endangered the existence of the new administration,

and led to Lord Salisbury's offer to make way for

Lord Hartington. The crisis had been averted by
Mr. Goschen

5

s acceptance of office under Lord Salis-

bury, and the propriety of his decision was recognized

by all parties, and by none more cordially than by
the Liberal friends with whom he had laboured in

the cause of the union. But it was some time still

before the Government emerged from troubled waters :

the sudden death of Lord Iddesleigh cast a cloud on

the reconstructed Cabinet, and the meeting of the

round table conference, at Mr. Chamberlain's sugges-

tion, revealed differences among prominent Unionists

which seemed to justify the pessimistic views of the

political situation held at that time by the Conserva-
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tive leaders. Few of them, certainly, anticipated the

long term of ascendancy which lay before them, at

first with the unofficial support of the Liberal Unionists

and subsequently in coalition with them. As things

turned out Lord Salisbury's second administration

(1886-1892) was one of the most successful of modem

times, and Mr. Goschen, with six years at the Treasury,

was given an opportunity which has seldom fallen to

the lot of so trained and skilful a financier and

economist.

Mr. Goschen's speech on this occasion, which took

three hours in delivery and which, as Mr. Childers

observed, held the attention of the House considering

the complication of the subject in a
"
marvellously

successful way," shewed in every sentence an indi-

viduality of treatment and a technical mastery of

his subject, such as only a lifelong experience of

financial matters could explain.

A survey of the results of the previous year, in which,

owing to the successful efforts of Lord Randolph
Churchill in the cause of economy and to an excess in

the field of revenue, Sir William Harcourt's estimated

surplus of 259,000 had been turned into one of

776,000, led him to some rather gloomy but charac-

teristic reflexions on the financial position.

After demonstrating that the expenditure of the

country was
"
very elastic

"
he attempted to shew,

by an interesting comparison of the growth of the

produce of taxes over a period of some twenty-five

years, that the revenue no longer possessed the elasti-

city which was necessary to meet increasing demands.

In the first period, 1859-1860 to 1863-4, the net pro-
duce of taxation under the heads of customs, excise,
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stamps and house duty (income-tax he treated sepa-

rately) increased 10*8 per cent,, in the next period 9*9

per cent., in the flourishing period, 1870-1875, 24*2 per

cent., in 1875-1880 there was a decrease of 2*9 per

cent., followed by an increase in 1880-5 of 5'8 per cent.,

a decrease of 3*7 per cent, in 1885-6 and an increase of

0*8 per cent, in 1886. Mr. Goschen, drew much the

same conclusions from an analysis of the recent returns

from Schedule D of the income-tax, and referred in

cautious terms to the fact that the
"
basis of taxation

is extremely narrow, and it is incumbent on us, there-

fore, to examine both the strength of those great props

on which the revenue rests and also the forces on the

side of expenditure which may be brought against

those props." A great deal was to be heard of this

line of argument in subsequent years, but for the

moment it is sufficient to note that Sir William Har-

court entirely refused to take a pessimistic view of the

revenue, and laid stress on the evidence which shewed

that there was no failure either in the consuming

power of the people or in their power of accumulating

wealth.

Passing over an interesting analysis of the increasing

distribution of wealth as shewn by the produce of

Schedule D, and the effect of the increase of joint

stock companies subjects which he treated later

with greater fullness before the Royal Statistical

Society we may turn to the changes Mr. Goschen

proposed in the estimates for the coming year which,

on the basis of existing taxation and of the estimates

presented, stood at 91,155,000 revenue and

90,180,000 expenditure, leaving an anticipated sur-

plus of 975,000.
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This surplus not being sufficient for the arrange-

ments he contemplated, Mr. Goschen, under the

influence of the above reflexions on the revenue,

proceeded in the first instance to swell it by a method

which brought the severest criticism from the four

ex-Chancellors of the Exchequer who took part in

the debate, Mr. Gladstone, Sir William Harcourt,

Mr. Childers and Lord Randolph Churchill.

Sir Stafford Northcote, in 1875, had fixed the per-

manent charge for the service of the National Debt at

28,000,000 which by subsequent operations had been

increased to 28,037,000. This charge Mr. Goschen

announced that he now considered too large to be

set apart for the discharge and reduction of tire

liabilities of the nation, and that he proposed accord-

ingly to reduce it to 26,000,000 ; mainly by a con-

solidation of the three so-called "rolling annuities"

amounting to 3,600,000 for five, ten and fifteen

years respectively, instituted by Mr. Childers in 1883,

into a single annuity amounting to 1,930,000, and a

prolongation of the term so that the cancellation of

the 30,000,000 savings bank stock originally can-

celled by the "
rolling annuities

"
would be completed

in fifteen years.

He justified this proposal by referring to the

various suspensions of the new sinking fond which

had taken place in recent years (the last by Sir

William Harcourt in the previous year), and con-

gratulated himself on obtaining a considerable relief

with a very small amount of disturbance, and on

maintaining the principle of a fixed charge and the

new (Northcote) sinking fund which resulted there-

from. He pointed to the fact that the country was
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then paying 12,600,000 more in taxes than when

Sir Stafford Northcote carried his increase of the

debt charge ; that the income-tax now stood at 8d.

instead of at 2d.
;

and he contended that in the

interest of the
"
steady and efficient repayment of

the National Debt it would be unwise if we were to

string our bow too tight and if, in endeavouring to

defend the 28,000,000, we were to insist on main-

taming any kind of tax permanently at an unreason-

able height." He calculated finally that if the charge

of 26,000,000 were steadily adhered to we should

reduce 600,000,000 in about fifty-two years.

-

The arguments were familiar, and sound in so far

as they drew attention to the weakness of all sink-

ing funds, which is that while the portion of the

annual charge required for interest on the debt de-

creases, the portion devoted to repayment of capital

steadily increases until tax-paying human nature may
be driven into revolt.

1 The opposition critics, however,

were undoubtedly right in dwelling as they did on the

much greater capacity of the country than at an

earlier period to bear taxation, on the danger of

blunting a great financial weapon which should be

held in reserve for a term of emergency, on the
"
paltry

and frivolous purpose
5 '

for which the sinking fund

was being permanently weakened.

If the question is to be treated as one of political

expediency, if principle is to be set aside, the justifica-

tion must at least be overwhelming. This was the

1 The sums devoted to the repayment of capital (not including
the

"
old

"
sinking fund) had increased from 4,107,342 in 1875-6

and 4,984,100 in 1877-8 to 7,028,143 in 1884-5. After Mr.

Goschen's proposals it fell to about 5,000,000 (see National Debt

Return, cd. 5682, 1911, p. 15).



6 BUDGET STATEMENTS 1887

position of Lord Randolph Churchill in his attack

on his successor's policy and his ironical lamenta-

tion on the
"

fall
"

of the
"
orthodox apostle, the

canonized saint, of financial purity." For Lord

Eandolph himself, as is now well known, had, before

his resignation made up his mind to a still more

serious raid on the sinking fund, which he would have

defended as a means to carry out much larger and

more notable fiscal operations than the slight reduc-

tion of the income-tax proposed by Mr. Goschen. The

latter, indeed, made much of the burden of this im-

post on the mass of small income-tax payers and of

the necessity for relieving them, but it is impossible

to feel that he had the best of the argument on this

occasion.

This proposal was coupled with another which was

of less questionable utility, and which reduced the

surplus thus manufactured by 333,000, leaving it at

1,704,000. This was the creation of the Local Loans

Fund with the object of remedying the actual
"
con-

fused and unsatisfactory state of things/' which made
it impossible to see at a glance how much money had

been contributed towards local loans, or what was the

charge on the revenue on account of these local loans.

Money required for this purpose had hitherto been

taken from balances, or raised by borrowing, and the

receipts paid into the Exchequer. In future, it was to

be raised exclusively by the issue of 3 per cent. Local

Loans Stock, and as a transitional step 37,200,000 of

Local Loans Stock, equivalent to the outstanding

advances, were to be created in exchange for securities

held by the National Debt Commissioners, which were

to be cancelled.
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The proposal remedied several defects in the existing

arrangements ;
the want of uniformity in procedure,

the want of any account shewing the total liability of

the State in its capacity of loan-monger, the mixing

up of the different classes of debt, the
"
Deadweight

"

debt and debt which is reproductive and is, or should

be, automatically repayable. There was no serious

criticism of this proposal
The estimated surplus now stood at 2,779,000 by

the addition of the above 1,704,000 taken from the

sinking fund, and of 100,000 from stamps. It was dis-

posed of as follows : (1) By a reduction of the income-

tax from 8d. to 7d. at an estimated cost for the

current year of 1,560,000 (an option was at the same

time granted to farmers of being assessed on their

actual profits under Schedule D, instead of under

Schedule B, a provision which has had but a very

limited effect) ; (2) By a reduction of the tobacco

duty from 3s. 6d. a lb., to which Sir Stafford North-

cote had raised it in 1878, to 3s. 2d. Mr. Goschen

shewed that the change had not been a success from

the revenue point of view, and that it had checked

the consumption of tobacco by causing it to be diluted

with water, so that it no longer kept pace with the

growth of population. Provision was also made of a

legal limit of 35 per cent, of water, and the cost of the

reduction was put at 600,000. With the additional

expenditure referred to in the next paragraph, the

surplus would stand at 289,000.

The expenditure was to be increased by the addi-

tional grant of 280,000 in aid of local taxation in

England and Wales, coupled with an equivalent grant

to Ireland of 50,000 for arterial drainage. The grant
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was put forward as a temporary anticipation of the

relief to be afforded by the promised reform of local

government, and the amount was equivalent to the

carriage-tax which, with other license duties, was to

be handed over to the local authorities, after the

passing of the proposed measure. Lord Randolph

Churchill and various Liberal speakers severely criti-

cized this proposal as benefiting only the rural rate-

payers, as a continuance of the discredited system of

doles, and as weakening the power of the Government

to establish a popular system of local government ;

but Mr, Goschen's reference to the character of the

Local Government Bill which Mr. Ritchie had in pre-

paration caused them to waive their opposition ;
and

the financial proposals were agreed to with little fur-

ther serious discussion, the attention of the House

of Commons being largely occupied by Ireland and

the passing of the Peace Preservation Act.

This budget was, like its successors, remarkable not

so much for the magnitude of the changes effected, as

for the ingenuity it displayed in distributing benefits

and burdens.

Mr. Goschen concluded by mentioning the great
tasks which, in his opinion, required attention

; the

reform of the death duties and stamp duties, the con-

dition of the currency and the coinage, the examina-

tion of the whole question of local taxation, and,

finally, the
"
analysis of the proportions in which

different parts and classes of the Empire contribute

to Imperial taxation, and the consideration whether

these proportions are just." How far he was to carry
out such tasks as these will be seen as we proceed with

the survey of his subsequent budgets.
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MR. GOSCHEN'S SECOND BUDGET, 1888-9.

March 26, 1888.

ME. GOSCHEN introduced his second budget on March

26th, 1888, at so early a date that he was obliged to

estimate the figures of the last week of the expiring

year. The result of that year turned out to be a sur-

plus of 2,378,000 (corrected figures given subse-

quently) instead of the estimated surplus of 289,000 ;

but the reproach of over-cautious estimates, which was

with a certain justice levelled against Mr. Goschen on

some subsequent occasions, hardly explained this

surplus.

Expenditure had been kept down by careful adminis-

tration which still shewed traces of the influence of

that determined economist Lord Eandolph Churchill,

while, as regards revenue, two items accounted for

most of the increase beyond the estimate, excise and

stamps. The revenue from beer, perhaps owing to

the Jubilee celebrations in a fine summer, had shewn

great elasticity, and a record sum of 8,710,000 had

been realised.
"
Stamps, a very promising field," as

Mr. Goschen termed it,

"
for the fiscal reaper/' had

exceeded the estimate by 1,242,000 (net receipts), of

which 988,682 (net receipts) was due to the sensa-

tional produce of the probate and legacy duties.

Last year the Chancellor of the Exchequer had

remarked on the
"
steady and average

"
revenue from

death duties.
"
Since then the probate duty has

heaped coals of fire on my head by passing large sums

into the Exchequer. Two estates of over three million

apiece had fallen in," and one of 1,800,000 ; windfalls,
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indeed, as there had only been three estates of

the magnitude of three millions in the twenty pre-

ceeding years.
Mr. Goschen summed up the main

features of this not unsatisfactory balance-sheet, by

remarking that for the first time since 1870 there

had been no supplementary estimate or votes of

credit either for the Army or Navy. For the first time

since 1869 there
"
have been no supplementary esti-

mates for the revenue departments. There have been

smaller supplementary estimates for civil services

than for 20 years past, excepting last year. We have

a larger surplus, a larger balance at the end of the

year, and we have paid off more debt (7,293,000)

than in any year since 1872-3." As regards the last

item, however, Sir William Harcourt observed that he

had been a reducer of the debt malgre lui, owing to

the action of the old sinking fund, which had appro-

priated his surplus and thus made up for his unneces-

sary reduction of the new sinking fund.

The interest of the new budget was somewhat dis-

counted by two measures, both of greater interest and

importance in their financial aspect, which preceded

its introduction and must have imposed a great

.strain upon its author. The first of these was the

great scheme for the conversion of the National Debt

which the Chancellor of the Exchequer explained to

the House of Commons on the 9th of March, and of

which it is only necessary to say at this moment that

it was the largest and, as the event proved, the most

successfully conducted operation of the kind since

Mr. Goulburn's conversion scheme of 1844, and that

its fiscal effect was estimated as a saving to the

Exchequer of 1,400,000 a year from April, 1889, and
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after fourteen years more of 2,800,000 a year. ii^tjx

regard to the policy of this measure, it is a sufficient

answer to the criticisms levelled at it in later years

when the fall in Consols, due to so many conspiring

causes, came about, that the phenomenal rise in the

value of this security during the last years of the

century would have made it impossible for any
finance minister to resist a demand for conversion,

and much more difficult to effect it than at the

moment wisely and fortunately chosen by Mr. Goschen.
1

The second was the introduction by Mr. Ritchie of

a Local Government Bill for England and Wales on

popular and democratic lines.

This Bill involved proposals for the readjustment of

the relations between Imperial and Local Finance,

and the provision of an additional 3,000,000 per

annum for the latter, proposals of which Mr. Ritchie

gave a preliminary account to the House, and which

afterwards formed the staple of the Budget speech.

The only interesting feature of the expenditure for

the new year (which Mr. Goschen put at 86,910,000,

or 514,000 less than the actual expenditure of the

past year), was the mention of the conversion scheme,

of which part of the cost would fall on the revenue

for the current year, and of the Imperial Defence Act

(1888), which, however, involved no material addi-

tional charge till 1889.

1
Existing "Consols," "Reduced Threes," "New Threes"

were to be replaced by a new stock, irredeemable till 1923, bear-

ing 2f per cent, interest till 1903, and thenceforward 2J per cent.

All recognized agents bringing in stock for conversion were to

receive a bonus of Is. 6d. per cent. Between April, 1888, and

October, 1889, out of a total sum of three per cent, stocks amount-

ing to (about) 592J million, about 565} million were converted, 5|
million remaining in suspense and 19J million being paid oft at par.
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The revenue was estimated at a total of 89,287,000

or 302,000 less than that of the past year, the only

substantial increases being under the heads of tea,

and of tobacco,
1 as to which the reduction of duty

had proved rather more expensive than was antici-

pated, while the watering clauses were beginning to

have their effect in increasing consumption.

Mr. Goschen took the opportunity of repeating his

warning that the taxes on consumable articles
"
that

portion of the revenue to which the great consuming
classes chiefly contribute, is a halting and inelastic

revenue." Of the income-tax he
"
could not speak

with any degree of satisfaction/' and owing to the

action of the
"
average

"
system in retarding the

effect of reviving prosperity, and the arrears collected

being at 7d. instead of 8d. (as in the previous year),

he allowed for a diminution of 520,000. The surplus
on the existing basis of taxation would accordingly
amount to 2,377,000.

Local taxation had been a constant subject of con-

troversy in Parliament since the first Reform Bill

The growth of local needs, demands in connection with

sanitation, public roads, municipal buildings, housing.
Poor Law, education and the like had caused a

constant growth of local expenditure and an increas-

ingly powerful agitation for the relief of rates inci-

dental to property from other sources of revenue to

which the community contributes as a whole. The

land-owning and rate-paying interests had every right
to complain of a system which not only placed local

1
Consumption just before the dutywas raised in 1877, 1-49 Ib. a head.
Consumption had fallen in 1882 to - - - 1*42

Consumption rose in last five months of 1887-8 to 1-49
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burdens exclusively on land and houses allowing

owners of personal property, in theory at all events,

to escape from any contribution, but also saddled

local taxation with expenditure on objects such as

roads, paupers, education, which were largely matters

of national concern. On the other hand, much local

expenditure was obviously of a character primarily

beneficial to owners of property, and there were grave

objections from this point of view, if from no other,

to
"
charging upon labour,

59
in Mr. Gladstone's

language,
1 "

through the medium of the Consolidated

Fund, local burdens which our laws have always

treated as incidental to property
"

; while grants-in-aid

might give immediate relief to the occupier, but not

enduring relief, because on the next adjustment of

rent the grants would be taken into account. Mr.

Goschen himself had exhaustively considered the

whole question as President of the Poor Law Board

in 1870, and his report on local taxation in 1871, which

by no means buttressed up the landlord side of the

case, had become a classic ;
but his own Bills, with

proposals for the simplification of local administration

and for transferring the payments of half the rates

from occupiers to owners, and for handing over the

house-tax to local authorities to be levied by and paid

to them, were on that occasion unfavourably received;

and Sir Stafford Northcote subsequently dealt with

the question by increased subventions out of the Ex-

chequer for various specific purposes, a system

which, if accompanied by sufficient safeguards for the

efficiency of the service for which the grant is ear-

1 Mr. Gladstone's Election Address, 1885. Times, 19th Septem-

ber, 1885.
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Barked as laid down by Sir Eobert Peel, is sound in

principle. It was not till the reform of local govern-

ment became a practical question of politics that any
real advance in the solution of the many intricate

questions involved could be looked for. It would,

however, be misleading to suggest that such a solution

was arrived at in the measure which finally passed

through Parliament in this session.

The system ofgrants-in-aid
l had long been criticized

by some authorities as being in actual practice an

extravagant method of meeting the difficulty, and

there was at all events at that time a general agree-

ment as to the advisability of removing this charge
from the Imperial Budget.

"
It is bad finance/' said

MX. G-oschen,
"
to have the same expenditure appear-

ing in two accounts."
"
Nothing can be worse/' said

Mr. Gladstone, "than a system under which the

expenditure of the country is subjected to factitious

augmentation by including in it very large sums

1
They were :

1. In England and Wales

Disturnpiked and main roads - 250,000
Poor Law Grants - - - 290,000
Criminal Prosecution - - - 145,000
Police : London, County and

Branch 1,430,000

Pauper lunatics -
485,000

2. In Scotland--

Roads 35,000
Medical Relief .... 20,000
Police 155,000

Pauper lunatics -
90,000

3. In Ireland

Nil _

2,600,000

300,000

Total - 2,900,000
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intended to go into the local treasury, and to be dis-

bursed for local purposes . . . which have nothing

to do with the public Exchequer or with imperial

purposes." All these grants-in-aid, accordingly,

amounting in England and Wales to 2,600,000, were

to be withdrawn from the local authorities from April

1, 1889. To take their place the principle of trans-

ferring, intercepting or ear-marking certain imperial

revenues to augment local revenues was to be intro-

duced. Local taxation accounts were to be opened
in the three kingdoms, into which the revenues col-

lected by the central authority were to be paid.

In the first place, certain existing licenses, amount-

ing to 1,400,000 (England and Wales), principally

publicans' licenses, were to be transferred to the new

county authorities, to be collected by them and

subject to a certain limited increase at their dis-

cretion. Another portion, amounting to 1,600,000,

consisting of the
"
establishment licenses

"
(gun, game,

dog, carriage licenses, etc.) were also transferred, but

would still be collected by the Inland Revenue Depart-

ment. Power was conferred (but not exercised) to

enable county councils, by order in council, to levy

the duties on all or any of the licenses
(
20 of 51 and

52 Vic. c. 41). These sums amounted to 3,000,000,

or 400,000 more than the withdrawn grants-in-aid.

But it was intended that additional relief should be

given to local taxation to the extent of 3,000,000.

Therefore, 800,000 new licenses (which will be de-

scribed later) were to be instituted for the benefit of

the county councils, and a further 1,700,000 was

found by a method which constituted one of the most

interesting features of the new proposals.
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Mr, Goschen was a recognized authority on local

taxation, and on this occasion lie made use of argu-

ments which have since become familiar in similar

discussions.

He distinguished between rates which had become

hereditary burdens, and those which were recent

additions to the charges on rateable property and

made it necessary to endeavour to secure some addi-

tional contribution from personalty. Rates had risen

since 1868 from sixteen or seventeen millions to

twenty-six millions or more. He rejected the idea

not only of a local income-tax as impossible but also

of an additional penny on the Imperial income-tax to

be allocated to local taxation, partly because that tax

also fell upon land and houses and partly (and this was

a congenial theme with him) because of the burden

of the income-tax on the earnings of the
"
struggling

middle class upon whom the rates also fell very

heavily." The probate duty, which taxed realized

personalty,
"
personal property yielding income, and

personal earnings," was not open to these objections,

and Mr. Goschen accordingly decided for the alloca-

tion of one-half of the existing probate duty to local

taxation. As this duty was finally estimated to pro-
duce 4,260,000, the local half would produce

2,130,000, and as this half would be assigned to Eng-
land, Scotland and Ireland, in the respective propor-
tions of 80 per cent., 11 per cent, and 9 per cent.,

1,700,000 would be the share of England. The net

gain to English and Welsh local taxation would thus

be raised to 2,900,000.

It was at first proposed that this grant should be

distributed among the various local authorities on the
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basis of indoor pauperism, but it was ultimately

decided to allocate it to counties in proportion to

existing grants-in-aid, a less satisfactory basis which

Mr. Goschen had himself condemned as
"
offending

every principle of justice."

The proposal had the greater advantage in Mr.

Goschen's view in that, by the halving of the then

rate of the duty levied for Imperial purposes (thus

bringing it down to l\ per cent.), it would be easy to

produce a seeming equality in the taxation of realty

and personalty under the death duties. With this

object he proposed to raise the rate of the succession

duty, which he described as a death duty on land,

from 1 per cent, to 1| per cent, on lineals and 1| per

cent, on collaterals, so as to bring it into equality

with the share of the probate and legacy duty, which

was to come into the National Exchequer.

Subsequent discussion showed that this proposal

had reawakened the controversy as to the incidence of

the death duties on realty and personalty respectively,

without settling what Mr. Gladstone, in his amend-

ment to the second reading on this point, described

as
"
this wide and complex subject

"
;
and the talk

ranged over the whole field of the incidence of local

taxation, upon realty, personalty, rateable and non-

rateable property, much of it since persons, not pro-

perty, bear rates and taxes wholly irrelevant to any
true view of the question.

The arrangements for endowing the new local

authorities were not completed till two years later,

(1890, see p. 38 sqq.), but a few words of comment may
find a place here. The scheme as it emerged from the

House of Commons, .though, no doubt, in view of the
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"
extreme difficulty of the adjustments between the

two vast fields of Imperial and local taxation/' an

honest attempt to be just to both the tax-payer and

the rate-payer, was not one with any promise of

finality, nor was it free from disadvantages which

became more apparent as years passed. Mr. Goschen

no doubt intended that the several duties allocated

to local taxation should be finally sundered from

Imperial finance, and be regarded as local taxes. But

they were still levied, and only alterable, by Parlia-

ment ; and, as a matter of fact, it was found impossible

to disentangle them from Imperial finance. It was

difficult to deduce from Mr. Goschen's scheme any
clear indication of the principles by which the future

relations between the central and local authorities

were to be governed. There appeared to be a tendency
to enable the local authorities to finance themselves

by means of fresh sources of taxation, to be placed

exclusively at their disposal. As a matter of fact,

owing to larger grants from outside sources being

placed at their disposal, a relatively larger amount of

funds spent on local purposes was withdrawn from

local control, and local responsibility so far weakened
;

while, on the other hand, Parliamentary control was

weakened by the definite surrender of these funds.

Ingenious as it appeared, the new scheme was based on

a fallacy in so far as it was imagined that the ear-

marking of particular taxes or portions of taxes,

supposed to be contributed by a certain, class of

property or owners of property, and paying them to

other accounts on their way to the Exchequer in-

stead of drawing a certain number of millions from

the Exchequer for the relief of the rate-payer, made
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any difference to the tax-payer. The change would,

indeed, have justified itself if, as Mr. Goschen decidedly

hoped, the assignment of specific revenues had put a

stop to further demands for the relief of the rate-

payers. But the large additional resources (some

3,000,000 per annum) placed at the disposal of the

local authorities had not been given in a manner likely

to encourage economy. Former grants-in-aid had at

least been paid in respect of specified services and

accompanied by conditions, and formed in most cases

only a proportion of the cost of each service. This

new revenue was a sum varying in amount and grow-

ing with the national revenue, and was handed over

in general relief of rates, without any ear-marking to

those national services which, performed and paid

for by the local authorities, are the only real justifica-

tion for subventions from the National Exchequer.

So unsound a proceeding was certain to lead to the

fresh demands and fiesh grants, which eventually

produced the Eoyal Commission on Local Taxation

and the crushing condemnation conveyed in the re-

commendations of some at least of its members (see

the Report signed by Sir E. Hamilton and Sir G. H.

Murray). Enough, however, has probably been said

to give an idea of the principles on which this first

serious attempt to deal with the question as a whole

proceeded, and to follow subsequent developments

as they arise.

Turning to the finance of the year, the surplus on

the basis of existing arrangements was, as we have seen,

estimated at 2,377,000. Certain transitional arrange-

ments were to be made for local purposes in England
to tide over the period till the Local Government Act
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was to come into force. The only grant-in-aid
to

be withdrawn in 1888-9 was that in aid of roads

in England and Scotland (295,000). One-third of

the probate duty for the year was to be given up

(1,420,000), which was to go to England, Scotland

and Ireland, in the proportions of 80 per cent., 11 per

cent, and 9 per cent., and the following new license

duties were to be created at once for their benefit :

(1) The van and wheel tax l on any vehicle

over 10 cwt. in weight, and 2s. 6d. per wheel

on all carts over 2 cwt. 384,000 (84,000 to

Scotland).

(2) A horse duty l on every pleasure horse,

5 on race-horses and 15 on horse-dealers

540,000 (England).

The surrender of one-third of the probate duty,

minus the gain of 50,000 from the increased succes-

sion duties, reduced the originally estimated surplus

to 1 ,302,000 ;
and three small remissions, a reorganiza-

tion of the carriage-duty rates to the present scale,

costing 30,000; abolition of the hawker's license

duty, 25,000, (subsequently reduced by one-half

only), and the exemption from Schedule A of the

income-tax of lands which were bona fide worked

by their owners for husbandry, whether they had
tried to let them or not, reduced the balance again to

1,227,000. But Mr. Goschen was not yet satisfied.

In accordance with views as to the incidence of the

income-tax to which he had more than once given

expression, he was anxious to reduce the rate to

6d., which would require 1,550,000. He therefore

turned to that
"
promising field," the stamp duties

;

and brought forward a variety of minor changes
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calculated to provide 410,000, while an additional

125,000 was found by tax on bottled wines, inde-

pendent of alcoholic strength, which would chiefly

affect the
"

finer class of sparkling wines." The

balance thus raised to 1,762,000 could then provide

for the reduction of the income-tax and leave an

estimated surplus of 212,000.

Some comment has already been made on the local

taxation arrangements, and itmay be added generally

that this budget shews in a marked way both the

merits and defects of Mr. Goschen's finance. The

ingenuity of the attempt to meet demands from many

quarters at once, and to find fresh sources of taxation

without having recourse to taxation levied upon
articles of universal consumption, on the one hand,

and, on the other, upon the earnings of business or

professional men, was very noticeable
;
as well as an

appreciation of the issues involved in any remodelling

of the system. But it was also characteristic that

none of these issues were handled in a bold and com-

prehensive spirit. The death duties, the stamp

duties, and the income-tax all clearly demanded

careful reorganization, but none of these taxes was

treated in more than a tentative and partial fashion.

The practical impossibility of dealing with these

questions in a budget already so overloaded ^ith

difficult subjects as these must be admitted. But the

piece-meal character of the proposals made criticism

itself ineffective, though Mr. Gladstone pointedly re-

marked,
"
I have had some experience in doing what

the Chancellor of the Exchequer has had to do with

respect to the income-tax
;

that is, endeavouring to

make up by a multitude and variety of small and, as
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it is hoped, insensible imposts a considerable sum

such, as he has ingeniously put together,
in order to

enable him. to part with one penny in the income-tax."

" Of the new taxes he had little to say that

would be encouraging/' and he threw doubt on the

propriety of reviving and extending such taxes as

these on locomotion.

A farther criticism was to the effect that this was

the first time that a surplus of such magnitude had

afforded no relief to the consumer, and that the

scheme of the budget was mainly one for the relief of

property.
" A large proportion of what we are now

giving in relief of rates will in part ultimately, and at

a very early date, go in relief of the burden now paid

by property." It was a measure "too much in

favour of property and too little in favour of the

general consumer." Mr. Goschen's reply was that it

was no doubt a rate-payers' budget, and that in

relieving the rate-payers he was relieving the general

body of consumers. But he dwelt on the fact that the

taxation per head on consumable articles had fallen

from 1 6s. Id., in 1876-7, to l 2s. 3d., in 1887-8, and

the total sum raised from 43,300,000 to 41,370,000 ;

while taxation of
"
property

"
had risen from

17,000,000 to 29,500,000.

As often happens, however, in such cases the public

fastened on one of the least important features of the

new proposals for attack, but one to which Mr.

Goschen clung with much obstinacy, the proposal for

redistributing the burden of rates by making those

who used the roads contribute to their maintenance

through the new license duties, the wheel and van

tax and the horse tax. The agitation proceeded in
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the main from the wheelwrights and carriers, and

became very active as time went on in Liverpool and

other great Lancashire towns, in London, and finally

in Glasgow. Concessions were made but failed to

stem the opposition, and in the end Mr. Goschen

yielded to the clamour and abandoned the measure at

the close of the session in November. The loss of the

wheel and van tax involved that of the tax on pleasure

horses, an excellent proposal which would have pro-

duced half a million for the rate-payers and which

had excited no visible opposition. But these pro-

posals had been introduced in a separate bill, and did

not affect the Imperial budget.

ME GOSCHEN'S THIED BUDGET, 1889-90.

April 15, 1889.

"
TWICE/' said Mr. Goschen on this occasion,

"
it has

fallen to my lot to have a prospective surplus within

my grasp ;
twice it has eluded me." Last year local

taxation had robbed him of it, and this year demands

for national defence had come upon him in addition.

Lord George Hamilton had on March 7th introduced

a new naval programme according to which seventy
new vessels were to be constructed at a cost of

21,500,000. Of this, 10,000,000 was to be provided
in a manner to be explained by the Chancellor of the

Exchequer, and the remainder by an addition to the

Naval estimates for four years (see p. 64). Thus, Mr.

Goschen had to meet in round figures l| million

additional for local taxation, nearly another l|
million increase of the ordinary Navy and Army
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estimates in all 4| million of new demands, as

compared with the preceding year.

There was nothing so noteworthy in Mr. Goschen's

review of the preceding year (1888-9), as the fact that

it had falsified gloomy predictions and produced the

largest surplus since 1877-9, viz. 2,798,000. Mr.

Goschen took credit for this as being due to good
administration in avoiding supplementary estimates,

and to
"
prudence in forecasting revenue

"
; and

prided himself, in reply to the attacks which had been

made on him for the reduction of the sinking fund, on

the fact that in two years (with the aid of his sur-

pluses) 15,000,000 had been applied to the reduction

of the National Debt,
"
a larger sum than had ever

before, except upon two occasions, been devoted to

this object in an equal period of time." The debt

itself stood at 697,604,295, less than it had been for

eighty years. (See Hansard, vol. 135, pp. 515-6.)

The balances, however, had declined from 7,647,000

to 5,592,000, or by a sum of 2,055,000, which re-

presented the payments made out of the surplus of

the previous year in connection with the conversion

of the debt
;
not technically, he admitted, a diminu-

tion of debt, but far more effective, considering its

object, in diminishing its burden than an ordinary

cancellation of debt. (This sum, though not provided
for in the estimates, was met out of revenue.)

These considerations did not, however, affect the

criticism made by Sir William Harcourt and others

when they came to deal with Mr. Goschen's fresh

proposals about the debt, and Sir William, moreover,

followed by Mr. Sydney Buxton, strongly condemned

the means by which the surpluses were produced,
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namely, as he contended, by incorrect estimates.
" You can manufacture a surplus to any extent by
that process/' he observed,

"
but if your estimates

are reasonably correct you ought never to exceed, say,

half a million surplus. So far as it results in the reduc-

tion of debt (by means of the old sinking fund), I am

glad, but surely this is not the proper way in which

it should be done. It ought to be done by correct

estimates of revenue and expenditure."

A very interesting section of Mr. Goschen's speech

was devoted to the review of the revenue and expendi-

ture of the previous year. Such a task shewed him

perhaps at his best, and in analysing such figures as

those of the revenue from drinks, alcoholic and non-

alcoholic, or the
"
gloomy but fiscally attractive

subject of the .death duties," he gave the impression of

extracting every ounce of meaning which they con-

tained. None of his successors have approached him

in this important branch of the budget speech, which

has of late been more and more neglected. It

happened that the yield of tea, tobacco, wine and

spirits had shown no very encouraging results, while

the direct taxes, income-tax and
"
stamps," had

substantially exceeded the estimates, the latter item

being a
"
real and satisfactory proof of growing busi-

ness and improving prosperity." For five years the .

productiveness of indirect taxes had "hot increased

at all, while the yield of direct taxation had increased

by a little over five per cent,, all the necessary adjust-

ments (omission of new taxes, etc.) having been made

in the calculations. From these facts Mr. Goschen

again drew the conclusion that it was no longer

safe to trust for revenue to a few great articles of
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consumption, and lie stated his firm conviction that

lie was not justified
in

"
making such a reckless use

of the income-tax
"

as might be necessary to make

both ends meet.

The expenditure for the coming year, 1889-90, was

estimated as follows. Most of the items stood at about

the same figure as before, except that the Army esti-

mates were increased by 606,000 over the estimate

for the preceding year, and the Navy estimates by

602,000 ;
while the Civil Service estimates showed a

nominal decrease of 2,111,000, due to the cessation of

grants to the local authorities, which would be more

than balanced by the loss on the other side of the

account in respect of the surrender to those authorities

of licenses, etc.

So much for the Supply services. The Consolidated

Fund services were increased by 1,413,000, a sum

which was more than accounted for by the Navy

Annuity of 1,430,000 under the Naval Defence Act.

The total would be 86,967,000, an increase of

384,000.

Mr. Goschen again estimated the main items of

revenue at a most cautious figure ; general stamps, for

instance, at only 140,000 more than last year's

receipts, and income-tax at 100,000 (or, allowing, as

he put it, for the collection of arrears at 6d., instead

of 7d., really at about 410,000 more). In view of the

inelasticity of the great dutiable articles of consump-

tion, he asked himself how far he was justified in

speculating on that increase of business of which there

were signs, but which might disappoint his calcula-

tion, and lead to
"
what he trusted he might never

have to submit to the Committee, a deficit instead of
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a surplus." In that spirit, and allowing for the sur-

render of licenses and probate duty to the local

authorities, he placed the total revenue at 85,050,000,

or 3,423,000 less than last year's Exchequer receipts,

the surrender of taxes making a total of 3,680,000,

and a real increase of 260,000 in revenue only being

estimated for.

Putting the estimated expenditure and revenue

together, a deficiency was shown of 1,917,000, or

about the exact additional burden imposed by the

Naval Defence Bill.

The first method by which Mr. Goschen proceeded

to meet this deficiency and provide a margin was to

apply to revenue the 1,000,000 to be saved by the

conversion scheme, which in future years would be

1,500,000, and in the absence of legislation for the

purpose of so applying it would have gone automati-

cally to the reduction of debt. He then again reduced

the total fixed charge for debt, this time from

26,000,000 to 25,000,000 ; but, as he stated, there

would be as much devoted to the reduction of debt

out of the smaller sum as there had been out of the

larger sum before the conversion. In future years

he promised to allow the additional 500,000 to go, as

it automatically would, do, in reduction of debt. He

defended his proposal to give only 500,000 out of the

saving from conversion to the reduction of debt by

stating that Mr. Childers had proposed in his conver-

sion scheme of 1884 that the whole saving should go

in relief of taxation.

There remained a deficiency of 917,000, and to

meet this he made two proposals, which created some

controversy, and which were more acceptable on the
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Liberal side of the House than on his own. The first

was the establishment of a new estate duty of 1 per

cent, on all estates above 10,000 in value, whether

realty or personalty, i.e. on the
"
capital value when

the property passes absolutely, and, in the case of

settled realty or settled personalty, on the interest

actually taken by a successor." As he subsequently

stated, it would be collected, as regarded personalty,

like the probate duty, and, as regarded realty, like

the succession duty ;
and it would bring in 800,000

in the current year and 1,000,000 in a full year.

The second proposal was to raise 300,000 additional

out of the beer duty, by taking the duty of 6s. 3d. on

the barrel of thirty-six gallons of beer at the specific

gravity of 1,055 (Mr. Gladstone's original proposal in

1880), instead of a thirty-six gallon of the specific

gravity of 1,057 as actually paid. This would increase

the cost of beer, if it could be thrown on the consumer,

by ^ of Id. per gallon, an infinitesimal addition.

The result of these various proposals would be to

leave him with an estimated surplus of 183,000.

The discussions on this budget, which was carried

without alteration or very serious criticism, raised

some interesting points. The Opposition, and among
them Mr. Sydney Buxton, took Mr. Goschen severely

to task for his fresh infringement of the new sinking

fund, and there was much force in the comment that

the annual fixed charge for debt stood at 4,000,000

less than thirty years ago, when the resources of the

country were far inferior and the burden of taxation,

including that of the income-tax, greater than at the

present time. But if Mr. Goschen's action in dealing
with the new sinking fund in the two previous budgets
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was difficult to defend when his object was merely

to reduce the income tax from 8d. to 6d., he had on

this occasion some justification in the increased de-

mands for national defence. The Naval Defence Act

of this year marked a great and ominous stage in the

growth of naval and military expenditure, which had

been initiated by Lord Northbrook in 1884. That

expenditure is one of the key-notes of the period with

which we are concerned ;
it had so far been rather

forced upon successive Governments by public opinion,

which had become seriously alarmed as to the suffi-

ciency of the Navy, than initiated by ministers in a

spirit of extravagance as Sir William Harcourt's

criticism implied ;
and the effect upon the attitude

of the House in regard to questions of taxation was

marked and immediate. Mr. Goschen on this occasion

again remarked :

"
I say, and I say it with some tre-

pidation, and knowing the enormous difficulty which

the discovery of new sources of taxation involves,

that it is better service to the State to increase the

number of sources of revenue than to attempt to find

simplicity I will not now lay down any doctrine as

to where taxation ought to be imposed, but I say you
have pushed simplicity of taxation up to a point

beyond which you cannot carry it without danger."

Sir William Harcourt in reply struck no doubtful note

when he described this as one of the most
"
alarming

sentiments
"
he had ever heard from a Chancellor of

the Exchequer in that House.
"
It seems," he said,

"
we are to revise the financial policy of many years,

which has been so beneficial to the people of this

country, not in regard to the sugar duty only, but in

the principle of general taxation. The great object
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of that policy was in 1841, according to Sir Robert

Peel, to diminish the taxed articles in use among the

people of this country, and after the lapse of all these

years since 1841 we have, I think, for the first time

a Chancellor of the Exchequer standing up in the

House of Commons holding out a prospect of imposing

taxation on other and more numerous articles than

those taxed hitherto."

In the two opposing points of view, we have all the

controversies ofthe coming years clearly foreshadowed.

Mr. Goschen certainly never anticipated the elasticity

which yet remained to the old indirect sources of

taxation, nor the possibilities which lay in the develop-

ment of direct taxation. But Sir William Harcourt,

with his more optimistic disposition, and the greater

freedom which his position in the Liberal party gave

him for dealing with direct taxation, would have been

equally astonished if he could have foreseen the

enormous growth of expenditure with which the old
"
beneficial

"
financial policy of the country was to

prove itself capable of dealing. Some private members

pushed their analysis of the situation further than the

leaders
; notably Mr. (afterwards Sir George) Bartley,

who raised the whole question of the incidence of the

burden of taxation upon the different classes of the

community in a very clear and interesting fashion.

He asked, for instance, whether the poorer classes

contributed more or less than the average normal

amount, which he put at Is. 2d. in the all round.

He thought that the system of imperial taxation

required revision, in the sense of redressing such

anomalies and such injustice as might be shewn to

exist. Mr. Picton took up the question on similar,
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though, less statistical, lines, and pressed strongly for

a reduction of the tea duty. To this particular request

Mr. Goschen had a clear answer, that the tea duty

was a
"
poll-tax on a very low scale/' without which

a large proportion of the population would pay

nothing whatever to the revenue, and that with

reference to the relative relief given in direct and

indirect taxation the tea duty had stood at its actual

figure of 6d. per Ib. since 1866, while the income-tax

had been reduced from 6d. to 5<L, from 5d. to 4<L and

from 4d. to 3d., under Mr. Gladstone, without the tea

duty having been touched. Mr. Goschen admitted

that the questions of incidence thus opened up were

of
"
vast importance

"
;

and Sir William Harcourt

said that such questions were going to
" command the

keenest interest in the future." But they both rather

deprecated discussion upon them in the House, and it

was to be long indeed before any considered or

systematic treatment of the problem was to enlighten

debates on finance, or give a meaning to successive

adjustments of taxation in one direction or another.

The only other point of permanent interest which

emerged from these debates was in relation to the new

estate duty. The Opposition professed to see in the

provision that it should apply only to estates of over

10,000 in value, an application of the principle of

graduation which existed in a very rudimentary form

in the income-tax. Some of the more Tory supporters

of the Government, such as the late Mr. James

Lowther, scented danger in the proposal, and not

without reason. Mr. Goschen himself defended the

proposal on the anulogy of the income-tax abatement

limit, Mr. Gladstone described it as the introduction
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of a
"
great novelty into our taxing system/' and,

while stating that he could understand that
"
there

was no injustice in the principle of what is called

graduated taxation/' added that he
"
had never been

able to observe any absolute rule by means of which

that graduation was to be kept within bounds."
"

It

is a characteristic of stones of this kind that, when

set rolling/ they acquire the peculiar property of

rolling faster and faster/' Whatever exaggeration

there may have been in such comments, there is no

doubt that this measure by a Conservative govern-

ment paved the way for Sir William Harcourt's

drastic reform, not only in this respect, but also from

the fact that it again brought prominently forward

the question of the inequality of the treatment of

realty and personalty under the death duties.

Mr. Gladstone and many other speakers pressed this

latter point, and pointed out the anomalies created by
the new duty. Mr. Goschen relied on tu quogue argu-

ment derived from the proposals of the Liberal budget
in 1885, and defended the more favourable treatment

of realty under these duties by the unfair taxation of

Schedule A in the income-tax, which caused the land-

owner to pay on as much as 20 per cent, more than he

received. But his business after all was,
"
as Chan-

cellor of the Exchequer, not so much to reform the

death duties as to get 800,000 into the Exchequer."
If he had entertained a more ambitious idea when he

came into office, it was abundantly clear by this time

that it would be impossible for a Chancellor of the

Exchequer in a Unionist government to deal ade-

quately with this great question. Finally, it may be

noted that the question of light gold, much urged and
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promised in the last two sessions, was dealt with in

this session.

Mr. Goschen's discussion of the problems connected

with the death duties illustrated his profound apprecia-

tion of all the points at issue
;
but his political posi-

tion, and perhaps his temperament, debarred him

once again from effective action. This speech, the

best in form which he had yet delivered, concluded

with a striking passage in which he repudiated the

charges of having in his budgets prepared
"
finicking

"

measures, of
"
want of breadth in his finance," of

"
harassing various interests by the imposition of

small new taxes." In a balance-sheet of his deeds and

misdeeds he thus summed up the former.
"
I have

reduced the tobacco duty by 600,000. I have re-

duced the income-tax by 4,000,000. I have given

2,500,000 in relief of local taxation. I have provided

2,000,000 extra for national defence. I have con-

verted upwards of 500,000,000 of consols, securing

an annual saving in interest of 1,400,000 at once

and 2,800,000 bye-and-bye, and have been able to

pay off more debt during my two financial years than

has ever been paid off before in the same two succes-

sive occasions. Surely the scale of these operations is

on no petty scale/'

MR GOSCHESTS FOURTH BUDGET, 1890-91.

April 17, 1890.

AT last Mr. Goschen had the opportunity, with a third

large prospective surplus, of dealing with taxation

unfettered by demands from his colleagues. The
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result of the previous year had been highly satis-

factory. In spite of heavy supplementary estimates

(756,000 net, of which the Navy accounted for

350,000 and the Civil Service for 267,000) the esti-

mated expenditure of 85,967,000 was only exceeded

by 116,000; but the revenue shewed a remarkable

expansion, having exceeded the estimate by more

than 3,000,000. Mr. Goschen on this occasion made

a not uncalled for defence against the reproach that

he had taken too gloomy a view of the estimates

at the beginning of the year, descanting on the

impossibility of forecasting to a nicety a revenue

amounting to 90,000,000 a year, and on the duty
of a Chancellor of the Exchequer to make sure,

as far as human expectation could go, that he

should be on the right side at the end of the year.

The cause of the surplus on this occasion could

hardly, as Sir William Harcourt himself admitted,

have been foreseen, as 2,500,000 out of the surplus
had been due to absolutely extraordinary circum-

stances. The first of these was a
"
rush to alcohol/'

which accounted for 1,800,000 of the increase.
"
gome

men rushed to the beer barrel, others to the spirit

bottle, and others to the decanter
"

;
but the greatest

increase (12 per cent.) had been in the article of rum,
and the result was the

"
stupendous, the sensational/'

figures which recalled the great drinking year of

1875-6, and made a deep impression on Mr. Goschen's

mind. The total net receipts from all alcoholic drinks

had reached a total of 29,265,000. The net receipts
from all consumable articles, except beer, spirits and

wine, had fallen short of the estimates by 130,000.
There had been an increase of 152,000 on tobacco,
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but tea had shewn a decline mainly owing to dealers

having refrained from taking tea out of bond in

anticipation of a reduction of the duty. Customs had

shewn an increase of 453,000 and excise of 1,326,000

over the yield for 1888-9, both due, as explained, to

drink. The new estate duty had yielded almost what

had been estimated, but general stamps,
"
that sure

index of prosperity," had increased by 357,000 above

the estimate, the new companies capital duty having

been so unexpectedly successful as to cause Mr.

Goschen to regret that he had not fixed it at 2 per

cent, instead of 1 per cent. Income-tax had expanded
to the extent of 220,000 over the estimate. The

second windfall had arisen from the increased profits

of the Mint on the circulation of silver, which

amounted to 774,000. There had been complaints

of an insufficient silver circulation, the "conduit

pipes by which it passes into circulation seemed

to be stopped," and it had been discovered that

the J per cent, charge on the freight of silver

from London to the provinces, and from the Bank of

England to provincial banks, had prevented the flow

of silver coins. Mr. Goschen had authorized the pay-

ment of this charge by the State with the above

excellent results. The surplus, finally, stood at

3,221,000; and in this connection Mr. Goschen

observed that we had been diminishing our debt

liabilities "by leaps and bounds," and that the

amount of debt reduced in three years had been

23,323,000, the
"
largest amount that the debt had

ever been reduced in three consecutive years."

For the coming year the expenditure was finally put

at a total of 87,377,000 after various small additions



36 BUDGET STATEMENTS 1890

made to the estimates presented, the chief excess

being due to the Army estimates.

In estimating the revenue Mr. Goschen again

dwelt on the need for caution, and would not count

on that progressive prosperity which had charac-

terized
"
a part

"
of the past financial year. He did

not, for instance, estimate for any substantial increase

in alcoholic beverages over the results of the past

year, and general stamps were put rather lower.

The death duties, however, as the new estate duty

would be in operation for a whole year, were increased

by 621,000; and the income-tax, of which the

produce per penny was steadily rising, by 430,000.

On the whole, he built upon an increase of 1,102,000

over the Exchequer receipts ofthe previous year, which

would give him a surplus to dispose of amounting to

3,549,000.

Various small calls upon him for the coming year

for barracks 300,000,* volunteer equipment

100,000, postage rates to India and the Colonies

(reduced to 2^d.) 80,000, stamp duty on apprentice-

ship reduced to 2s. 6d., a change in the income-tax,

allowing losses under one schedule to be set off against

the profits of another, and the remission of the duty
on gold and silver plate, 200,000 reduced the

available surplus to 2,869,000. Mr. Goschen then

came to the larger remissions he proposed to make,

and on the ground that the greater part of his surplus

had been produced by the increase of the taxes on

1 A bill was introduced to authorize the expenditure of

4,100,000 on barracks. Power was taken for borrowing in future

years, but the money to be spent in the present financial year, viz.

300,000, was to come out of revenue.
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alcoholic beverages, he determined that the main

portion of the surplus should go in relief of indirect

taxation
;
that

"
tipplers should relieve tea," and that

the duty therefore should be reduced by 2d. per Ib.

He hoped the consumers would profit and not the

middleman.

This would absorb 1,500,000. 210,000 would be

absorbed by the reduction of the duty on currants

from 7s. to 2s. per cwt. Currants came principally

from Greece, and that country in return made a

substantial offer of reduction on British manufactured

goods. It was an interesting example of a tariff

bargain, made possible by the manipulation of our

revenue duties perhaps the last in our commercial

history and it passed with little notice, favourable

or the reverse, though the principle was of sufficient

importance to have attracted some comment. As

regarded beer, the change in the standard of gravity

had practically increased the duty by 3d. per barrel,

and this increase Mr. Goschen was now prepared to

give up as far as Imperial purposes were concerned,

at a further cost of 386,000. The remaining 773,000

enabled him further to graduate the inhabited house

duty on houses of the annual value of 20 to 60, and

thus afford some much needed relief to the class which

he described as the class just above the working class

the
"

class that begins to wear the black coat
"

with incomes ranging from 150 to 400 per annum.

This, with other slight alterations in the tax, would

cost 540,000, leaving a balance of 233,000.

If the Chancellor of the Exchequer had stopped

here, he would have avoided the most contentious

and, as it proved, the most embarrassing part of his
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proposals for the year. He explained that the public

had hardly realized the magnitude of the relief he

had afforded by the measure of 1888 to the local

exchequer, amounting, as he said, to 2,750,000 per

annum. The increased yield of one-half of the probate

duty had in two years produced the exact sum which

the abortive wheel and van tax would have supplied.

But the county councils had continually pressed for

the 800,000 which that tax and the horse tax had

been calculated to produce, and to the opposition

to which Mr. Goschen had been obliged to yield

in the session of 1888. Although he had always

repudiated any pledge to replace this sum, he now

desired to start them
"
thoroughly satisfied as to

their financial position," and thought he saw an

opportunity of combining this object with others.

One of these was to place the police superannuation

funds, both in London and in the country, in a solvent

position. Another was to make a start in the diminu-

tion of the
"
enormous multitude of licenses which

had so largely contributed to the drink bill of the

nation," a matter which had genuinely perturbed the

Government. To accomplish these objects he would

require an additional 1,250,000, and the speech,

therefore, concluded with what its author described

as a
"
supplementary budget, opening up and touch-

ing a large number of questions and endeavouring to

solve some of them without taking any violent

measures." He placed an additional 6d. a gallon on

spirits (918,000), and revived the 3d. per barrel on

beer, of which he had relieved the brewing interest

in the Imperial Budget (386,000). Of the total

amount thus further to be assigned to local taxation,
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viz. 1,304,000 (divisible according to the proportion
fixed for probate duty among the three kingdoms),

438,000 was to be appropriated to the purchase of

licenses which the county authorities might desire to

extinguish, and which would not be extinguished by
the ordinary process of non-renewal for the authorized

causes. Coupled with this there was to be suspension
of the issue of any fresh licenses, unless in exceptional

cases, until the whole question could be dealt with.

The remainder of the money, or the bulk of it, was to

be given to the county councils conditionally on their

dealing satisfactorily with the police superannuation
funds. But the distribution of the funds in Scotland

and Ireland would necessarily have to be assigned on

a different footing, to be explained on a subsequent
occasion.

If Mr. Goschen had imagined that these proposals
would slip through without serious opposition, he

made a grave miscalculation. The budget as a whole

was received at first, both in Parliament and in the

Press, with marked favour. It was described as
"
a

great budget, a popular budget, and one which vied

with the famous budgets of old." But further con-

sideration did not sustain this verdict. From the

Liberal side of the House criticism soon arose. It was
said that the Chancellor of the Exchequer should ha/ve

dealt with a smaller number of subjects and given
them thorough relief. He was asked why he had not

altogether abolished either the duty on tea, or the

house duty with its confused incidence, or the whole
of the duty on currants. His answer was that he was

opposed to
"
diminishing too much the number of our

sources of revenue/
3

and that he desired to keep the



40 BUDGET STATEMENTS 1890

"skeleton of our regiments intact" as a national

reserve in case of emergency. He had hinted more

than once at the necessity of a thorough reconstruc-

tion of the death duties, and he was pressed to act on

these suggestions and to remedy the inequality be-

tween the taxation of real and personal property ; and

his reply that the real readjustment of the death

duties would require almost a whole session to itself

and necessitate a reconstruction of the income-tax in

certain respects, though valid in a session which was

required for an Irish Land Purchase Bill, was not one

which really explained his reluctance to remodel in

a comprehensive sense any of the large groups of

taxes. As it was, this budget was open, like Mr.

Goschen's previous budgets, to the criticism that he

had
"
frittered away a great opportunity/

3

and by

attempting to do too many things had done nothing

thoroughly ;
that it

"
aimed at too much and did too

little." One speaker remarked that
"
his Eight Hon.

friend reminded him of a man who, having inherited

a fair estate, wakes up some morning to find it gone

though he cannot lay his hand on any one great

extravagance, all having disappeared in a multitude

of petty excesses
"
(H. S. King). Sir William Harcourt,

referring to Mr. Goschen's desire to retain the skeleton

of a tax, remarked that he
"
preferred its corpse, and

to see it well buried, as we have buried many a tax in

former days." He suggested that it would have been

better to have reduced the tea duty and abolished the

house tax. Finally, the Chancellor was taunted with

the disproportionate relief which his budgets had

given to direct, as compared with indirect, taxation.

Still graver criticisms were raised by Mr. Goschen's
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dealings with, the debt and with local taxation. One
of his strongest points, as Chancellor of the Exchequer,
was his mastery of the intricacies of finance, but his

technical knowledge on such points often only dazzled

when it should have enlightened the House of

Commons. So with his exposition of the state of the

balances in this speech. He had dwelt with the most

legitimate satisfaction on the completion of the con-

version scheme by the
"
gigantic operations

"
con-

nected with it, which had been carried out "
without

a hitch/
5

the fourteen millions of outstanding Consols

having been dealt with
;
and he proceeded to explain

why the balances on March 31st, 1890, were less by
372,000 than on March 31st, 1889, in spite of the

surplus of 3,221,000 having been received. He
had taken large sums from the balances for the

redemption and conversion of the debt (1,678,000),

and for the purposes of the Imperial Defence Act

(500,000 War Office and 337,000 Admiralty), instead

of borrowing; but he promised that the balances

should not be permanently depleted and should be

replaced by future borrowing. It was probably im-

possible to make these banking details clear to the

House of Commons. At all events, his arrangements

were the subject of severe strictures by Mr. Shaw

Lefevre and others, upon whom the various items of
"
extraordinary expenditure

"
for the services, the

raising of money under the Naval Defence Act, the

Imperial Defence Act and the Barracks Act, partly

by loan, partly by the consolidated fund, and partly

out of balances, not unnaturally produced a sense of

confusion. Mr. Lefevre, in describing them, spoke of

the various operations, methods, shifts and devices



42 BUDGET STATEMENTS 1890

by which provision for expenditure within the year

is avoided. He put the borrowings in the year

(mostly, however, over short periods) at 4,674,000,

practically
the amount which, under Northcote's and

Childers' provisions,
should be paid for repayment of

debt. He endeavoured to shew that what this really

amounted to was a suspension of the sinking fund for

the year. He spoke with alarm on the growth of

naval and military expenditure (of which Mr. Goschen

had spoken as needing no apology) amounting to

38,163,000, or 7,000,000 more than was ever spent

before in any year in time of peace.

On local finance Sir William Harcourt took excep-

tion to treating the increase of the spirit duty as any-

thing else than Imperial taxation, and called it an

audacious fallacy
"
to say that the tax upon spirits

was a tax levied upon the publican and was to be

disposed of for the benefit of the publican/' In some

form or other it will ultimately be paid by the con-

sumer and therefore it should be regarded, like any
other tax, as a consumers' tax. It was, in truth,

beginning to be perceived that the principle of

allocating certain portions of Imperial taxes to local

purposes was open to objection, not only on the

score of encouraging extravagance in local bodies,

but also because of the complications which it had

introduced into Imperial finance. Mr. H. H. Fowler,

indeed, went so far as to say that the new principle

had all the vices and none of the virtues of the old

system ;
it mixed up Imperial and local taxation,

fettered the action of Parliament with respect to the

revenue, and unnecessarily confined local action in

more than one direction. Mr. Goschen maintained
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in reply that it was at all events an improvement on

the old system of making subventions, the amount of

which depended to a great extent upon the extrava-

gance of the local authorities.
"
With all imperfec-

tions/
5

he went on,
"

I do not see that the mode of

giving local assistance by hypothecating certain Im-

perial revenues can be improved on by any system of

local taxation. If anyone can discover an excellent

local tax which will be equitable and acceptable, he

will render a service, but I have not heard of such a

tax being suggested/'

The allocation of the new duties between the three

kingdoms raised considerable opposition on the part

of members from Scotland and Ireland, and involved

the House in the discussion, among other points, on

the alleged over-taxation of Ireland, which ended in a

promise on the part of the Government to grant a

select committee on the question. But it was the

so-called
"
compensation clauses," the crux of the

new local subvention, which caused the most violent

controversy. The Customs and Inland Eevenue Bill

was read a second time on May 5th after a warm

discussion, and carried through committee a few

days later; but only on the condition that the

clause imposing the new spirit duty and the other

clauses connected with it should be postponed, on the

ground that the House had not yet committed itself

to the objects for which that duty was required. The

Budget Bill was read the third time on May 23rd,

after three weeks had been monopolized by this Bill

and the Local Taxation Bill. The struggle over the

compensation proposals was, therefore, resumed on

the second reading of the Local Taxation Bill. The
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discussion proceeded with various somewhat sensa-

tional incidents, including Mr. Game's resignation and

defeat at Barrow, and many demonstrations in London

and the country in which temperance reformers and

the followers of Mr. Gladstone united their forces in

opposition to the measure ;
and it ended in a victory

for the Opposition by the withdrawal, at the end of

June, of the provisions for the creation of a fund for

the purchase of licenses. On July 21st, Mr. Goschen

explained the new Government plan for dealing with

the
"
whisky money." As it was too late to introduce

a bill to set up the machinery (which existed under

the Welsh Intermediate Education Act for Wales)

to apply the money in England for intermediate,

technical and agricultural education, the unsatis-

factory decision was arrived at to hand over the

funds to the county councils for them to expend as

they thought fit, but with a distinct intimation that

charges would eventually be laid upon them for these

educational purposes. Ireland's share would go half

in assisting the erection of labourers' dwellings and

half in assisting technical education, and in Scotland

no reservation was attached to the grant. The Bill

was then passed, after some further opposition from

Scotch members, who desired that the money should

go to complete the system of free education. 1

The Land Purchase Bill for Ireland had also to be

1 The final allocation was as follows :

1. In. England 300,000 was to be applied towards Police

Superannuation and the residue 743,200 to be distributed among
County and County Borough Funds for the purpose of Technical

Instruction.

2. In Scotland, 40,000 was to go for Police Superannuation,
40,000 in further relief of school fees in the compulsory standards,
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dropped, and the prospects of the Government looked

doubtful. But the Parnell-O'Shea scandal and the

Baring crisis in the autumn had the effect of giving

them a new lease of life.

MR. GOSCHEN'S FIFTH BUDGET, 1891-2.

April 23, 1891.

MB. GOSCHEN began with something like an apology
for the surplus of 1,756,000 which he had to announce.

Speaking as he was of a year which, after the closest

enquiry, he felt justified in describing as one which

had topped all of them in regard to the profits of the

employer and the wages of the employed, and which,

like his previous year of office, had been undisturbed

by the crises of big or little wars, it may be con-

fessed that this announcement involved some ad-

mission of undue caution, and even of pessimism, in

the framing of the estimates which had added another

to his record of surpluses. He made the most of

certain ominous -signs of trouble which he had detected

a year earlier in the relations between capital and

labour and in the region of high finance
;
but though

the Baring crisis had indeed convulsed the world of

finance, it had been tided over without disturbing the

prosperity of the country, and the threat of serious

15,000 in aid of the cost of Medical Officers and Sanitary Inspec-

tors, and the residue 48,440 to Counties and Burghs and Police

Burghs for Technical Education.

3. In Ireland, 78,000 was to go to the Commissioners of

National Education as a contribution to the salaries of National

School Teachers, and the residue 39,360 to the Intermediate

Education Board for results, fees, prizes and exhibitions.
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strikes had happily proved abortive. The revenue

had exceeded the estimate by l ,879,000 (only 2 per

cent., as he put it, on the total revenue) ;
and of this

amount 900,000 was accounted for by the increase

in the revenue from alcohol, which reached a total of

30 millions or 720,000 more than that of the pre-

ceding year, not including increases for local taxation.

The bulk of this increase had been in British and

foreign spirits and especially in rum, and the ratio of

increase in consumption had been larger in England
than in Scotland and Ireland. Customs had exceeded

the estimates by 644,000,* the loss on the 2d. taken

off tea having, owing to increased consumption, fallen

short of the estimate by nearly half a million ;
and

the tobacco receipts had exceeded those of the pre-

ceding year by 474,000. The non-tax revenue had

given a surplus over the estimate of 401,000 ;
and

only stamps, owing to the financial crisis in the city,

had fallen short of a cautious estimate. The figures

bore eloquent testimony to the increased consuming

power of all classes and not least of the working

classes, and completely belied Mr. G-oschen's re-

iterated expression of the fear that the revenue from

indirect taxation especially was losing its elasticity.

What was the spirit, he now asked, in which he

should frame his estimate of revenue ? He did not

think that the general prosperity had been greatly

1 Customs increase 644,000. Only 364,000 appears in the

tables, for, as Mr. Goschen explained, 280,000 was due to a

change in methylation of spirit in bond. Previously this spirit
had paid duty to the Customs, and the Inland Bevenue gave
drawback thereon. The 280,000, therefore, appears in the

Inland Revenue account, that department not having to pay
drawbacks to that amount.
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affected by the breakdown in the City, and he was able

to give a glowing account, based on careful statistics,

of the wealth of the country. He took the two years,

1887 and 1890, the first having dropped out of the

average for income-tax computation and the latter

having taken its place, for comparison. The bankers'

clearings in 1887 had been 6,077 millions, and in 1890

7,801 millions. Profits of eighteen provincial banks,

which had been 882,000 in 1887, were 1,122,000 in

1890. The railways had carried more passengers, more

merchandise, more minerals and more live stock ;
more

cotton had been consumed in the cotton industry than

ever before. In 1889 the value of coal exported was

14,782,000 and 19,020,000 in 1890 a rise of 35 '4

per cent. Wages had shared in the prosperity ;
in

one set of collieries they had risen from Is. 9d. per

ton in 1887, to 2s. 4d. per ton in 1890, and the total

increase of wages in the coal trade had increased by

6,000,000 in five years. In view of these facts, Mr
Goschen felt justified in estimating for an increase of

500,000 over the previous year's Exchequer receipts

in the yield of the income-tax (now 2,300,000 per

penny). But in spite of the actual higher rates of

wages, in which he did not foresee decline, he was not

prepared, in view, among other things, of the possible

effects of the M'Kinley tariff, to expect any increase in

the consumption of dutiable articles beyond the 2 per

cent, at which he estimated the normal increase of

population, together with the effect of three extra tax-

paying days owing to leap year and the absence of

an Easter within the financial year. He placed the

total revenue at 90,430,000 ;
and the expenditure,

including the supplementary estimate of 125,000
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due to the continuation of relief of distress in Ireland,

at 88,444,000 ;
and the estimated surplus therefore

closely approached 2,000,000.

After some of the usual rather painfully jocose

remarks about colleagues who were "despoilers of

the public purse/' he referred to the various great

tasks to which he was invited and which, it may be

added, he had himself contemplated hopefully in his

first budget. Such enterprises, however, required

both a surplus of money and a surplus of time. The

reorganization of the death duties and of the income-

tax would each require a session. Mr. Gladstone,

indeed, interjected, as regarded the income-tax,
"
a

century ;" and his own experiences had warned him of

the pitfalls into which he might be led by any
cc

pre-

cocious passion for the redress of anomalies
"

in the

stamp duties, though he announced a bill for the

consolidation of the existing law.

Free or assisted education was the principal measure

of the session, a triumph for Mr. Chamberlain as an

outside supporter ofthe Government, and Mr. Goschen

decided that his surplus should go to carry out this

policy.
1 In the current year, however, only about

1,000,000 would be required for this purpose ;
and the

remaining 900,000 of the surplus was allocated so as

not to mortgage this sum in future years 500,000
to the construction of barracks (thus avoiding recourse

to a loan), and 400,000 to the withdrawal of the light

gold from the circulation.

It was a simple budget maintaining taxation as it

stood
; the statement was in itself highly satisfactory ;

1 The proposals were explained to the House of Commons by
Sir William Hart Dyke on June 8, 1891.
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but an opposition with, a general election coming at

last into sight could not afford to weaken its attitude,

and in the absence of fresh contentious matter in the

budget speech a general attack developed on Mr.

Goschen's financial policy, the text of which was

supplied by his attempt to set forth the expenditure

which had been incurred out of loans during his term

of office.

In giving a detailed account of the expenditure

which was being incurred under the Barracks Act,

the Naval Defence Act and the Imperial Defence Act,

a subject on which he admitted that much confusion

existed, he touched on the various points which had

been raised by Mr. Shaw Lefevre in the preceding

session, such as the plans for utilizing the windfall of

the additional revenue from the Suez Canal shares

for the repayment of the loan under the last-named

Act, and the method which had been adopted under

the Naval Defence Act for carrying the balances not

expended in previous years to a Naval Defence account.

He offered a sound defence of this arrangement as a

matter of business. As subsequently appeared, how-

ever, the confusion was not cleared up either by this

statement or by the return for which Mr. Lefevre had

moved in the last session. Nor did he succeed by his

.statement of the position of the National Debt in

forestalling criticism, partly factious but partly justi-

fiable. During his four years of office he had by

annuities, and by the new and old sinking fund, paid

off 30,939,000, or an average of 7,735,000 per annum,

while the reduction of the charge for interest amounted

to 1,785,000. Notwithstanding the reduction of the

sinking fund from 28,000,000 to 25,000,000,
" we
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were practically able to pay off as muck debt now as in

1886." He compared the repayment of debt for four

years before 1885-6 and 1886-7, and after, and brought
out a difference of 3,600,000 in favour of the last

four years. He complained that he was attacked for

the height at which the unfunded debt stood, without

being given credit for the reduction of the funded

debt. And, finally, he gave an authoritative account

of the transfer of funds to the local authorities in

1890-1 (Hansard, 352, p. 1195),
1 and decided, to the

disappointment of
"
the trade," to retain the addi-

tional beer and spirit duties, which had been devoted

by a large proportion of the county councils in England
to technical education.

In the postponed debate on the resolution which

took place a few days later, Sir William Harcourt

opened with a slashing attack on the whole of Mr.

G-oschen's financial policy. Some of his points may
be quoted as an indication of the gravamen of the

charges brought against it from the Liberal side. He
contested Mr. Goschen's figures on the reduction of the

debt (in which Mr. Fowler later in the debate followed

him), and he complained of the
"
impossibility of

understanding the public accounts and public finance

Scotland. Ireland. Total.
1 Licence duties - 3,014,316 320,104 Nil* 3,334,420
Probate duty - 2,105,774 199,085 99,542 2,404,401
Additional beer

and spirit duties 781,065 242,692 211,835 1,235,592

Total - 5,901,155 761,881 311,377 6,974,413
* Add grant in lieu for Ireland 40,000

7,014,413

The grants-in-aid in their last year had amounted to 2,944,000.
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at the present time," and what he described as the
"
Right Hon. gentleman's three Budgets, first the

old English Budget, next the new-fangled, continental,

extraordinary Budget, and lastly the Local Subsidy

Budget." He especially criticized the new loans, and

complained that Mr. Goschen himself had been unable

to clear up the confusion which these arrangements
had introduced.

"
For the first time we have un-

expended balances carried over from one year to

another a practice which one whole system of finance

was intended to prevent. ... All these things," he

went on,
"
are very ingenious, but ingenuity is not

what is most wanted in dealing with finance. You
do not want a number of small devices for escaping

the fact that you are spending more money than you
have." He described the plan for liquidating one of

these loans out of the future proceeds of the Suez

Canal investment in very severe terms, quoting an

expression from the Economist newspaper that the
"
Chancellor of the Exchequer had descended to arts

which are humiliating to English finance, and which

belong rather to the finances of bankrupt South

American Republics." He attacked the local sub-

sidies, not only for the confusion which they had

introduced into the public accounts, but as having

diverted from the Exchequer four millions which had,

in relieving the rates, gone largely into the pockets

of the landlords, and which might have enabled him

to remove the remainder of the tea duty and the

house duty ;
and he remarked that Id. off the income-

tax, which could also have been spared, would have

gone further to relieve the landlord, if that were

wanted, than anything he got from the rates. He
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asserted, and other Liberal leaders repeated the asser-

tion, that if it had not been for his borrowings Mr.

Goschen would have had deficits instead of surpluses.
"
The Eight Hon. gentleman was determined to have

a surplus whether he had the money or not/' and it is

for this reason that he has
"
introduced the novelty

of unexpended balances into English finance." It

was
"
post-obit finance

"
to borrow, in order to pay

one's way, 3,500,000 at a time when the revenue was

in such a state of prosperity as had not been known
for a long time

;
and the, Right Hon. gentleman who

impeached his colleagues as the robbers of the Queen's

Exchequer was himself one of that
"
long firm,"

and himself largely responsible for the enormous

increase in the naval and military expenditure of the

country which was the real ground and foundation

of the financial situation.

The height of the unfunded debt and the lower

price of Consols were equally the subject of banter

and criticism, and Sir William repudiated the sugges-
tion made by Mr. Goschen that the House had entered

into partnership with him in regard to the caution

with which the estimates ought to be framed. He
reminded him that he had in 1887 founded his claim
to cut down the sinking fund upon experience which,

shewed that there was no elasticity in the revenue.
"
From the moment he began reducing the sinking

fund the revenue rose." And he concluded, in the
rdle of financial purist, by rebuking the Chancellor
of the Exchequer for the extraordinary innovations
he had introduced into the financial business of the

country, and for the utter revolution "he had
made, in all these safeguards which had been con-
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sidered most essential
"

to secure the solidity of the

finances.

Mr. Henry Fowler followed in a less exuberant but

equally critical vein, and added that practically

we had to raise a revenue next year of something like

100 millions. Mr. Goschen replied with some sarcastic

observations on Sir William Harcourt's authority in

these matters, speaking of him as one who had been

a Chancellor of the Exchequer, though not
"
for many

months," and who had distinguished himself by pro-

posing to suspend two little sinking funds to meet a

deficit. But his defence did not carry matters further

than a repetition of the considerations with which the

reader is familiar. The Customs and Inland Revenue

Bill passed without much more discussion; the

attacks described above made little impression on

the country ;
and public attention was mostly occupied

with the Government proposals for free education,

to which the year's budget was subservient.

MR. GOSCHEN'S SIXTH (AND LAST) BUDGET, 1892-3.

April 11, 1892.

MK. GOSCHEN had to announce a surplus of 1,067,000,

not due to any great expansion of revenue ; and he

stated that he had for some months felt very con-

siderable anxiety about the final result. The chief

feature in the revenue receipts had been the tobacco

duty, which produced 9,952,000, or 222,000 more

than the estimate, and 418,000 more than the year

before. Including 600,000 due to the reduction of
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the duty in 1887-8, it now yielded 1,200,000 more

than at that time. He approached
"
with awe

n
the

subject of the taxes upon alcohol, now about one-

third of the total revenue (30 millions out of 90

millions). The total for this year was 30,871,000,

an increase of 900,000 (or 3 per cent.) on the year

before, and of 314,000 (or 1 per cent.) on the budget

estimate. Mr. Goschen gave an interesting contrast

between the consumption of certain staple articles

in 1841 and 1891. In 1841 each individual consumed

on an average 13 oz. of tobacco per year ;
in 1891,

26 oz. In 1840 each consumed 17| oz. of coffee and

19| oz. of tea
;

in 1891, 12 oz. of coffee and 87 oz* of

tea. This meant that the masses of the people were

now able to enjoy these non-alcoholic beverages to

the extent of three times more than they were able

to do fifty years before ;
and as regards spirits, 7| pints

per head were consumed as against 8 pints in

1891. These facts, taken together, were "most

encouraging," even if they weakened Mr. Goschen's

earlier contention as to the inelasticity of the Customs

revenue.

For the coming year he put the expenditure at

90,253,000, or, taking into account the cash receipts,

925,000 (which were this year to be appropriated in

aid of votes, but last year had been paid into the

Exchequer, and had therefore swollen the expendi-

ture), 91,178,000, which was 914,000 more than that

estimated for last year. He proceeded to explain the

increase in detail, and summed up as follows :

"
The increase is not in the Army and Navy esti-

mates nor the Civil Service estimates generally, . . .

it is in the direction of education and of the
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postal service of the country, which between them

accounted for an increase of 2,000,000 in the ex-

penditure."

As to revenue, he regarded the indications of a

continuance of prosperity as doubtful, and he esti-

mated for a slight increase of 164,000 (over the

Exchequer receipts for last year) from Customs, and

a decrease of 915,000 from Inland Eevenue (on the

net receipts of last year), income-tax being put

443,000 lower. The total was given as 90,477,000,

a margin of 224,000 over the expenditure. No re-

mission of taxation was therefore possible, and only

small changes not appreciably affecting revenue were

proposed.

This speech was marked by several interesting

digressions into the field of statistics.

Once again in his estimate of the coming revenue

he analysed the tests of the national wealth, such as

the clearing house returns which were unsatisfactory

and the railway returns which were still good. He

balanced the effect of the normal increase of popula-

tion (1 per cent.) against the loss of days caused by the

date of Easter, but it was in his treatment of articles

of consumption and of the income-tax that he brought

new facts to bear.
" We had had a great time of

prosperity in 1874 and 1890, and we must study the

events which followed 1874 and see in what articles

we must expect a fall if we are really entering upon a

descending curve after 1891."

From the diagrams which he had had prepared he

considered it to be
"
absolutely proved that the work-

ing man, if his wages should diminish, first reduces

the amount of his beer and spirits, he clings longer to
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his tobacco, and, as regards tea for himself and his

family, he does not reduce it at all." He applied this

test to the various items for which he had to estimate.

The income-tax assessments were examined in a

similarly exhaustive spirit. Mr. Goschen not only

described the effect of the average system and how,

in estimating what the profit assessed under Schedule

D might amount to in the coming year, it was neces-

sary to note whether the year which dropped out of

the three (or five) year's average, as well as the new

year which took its place, was prosperous or the

reverse, but he endeavoured to find out which were

the industries, trades or professions which
"
kept up

that steady flow of profit on which so largely the

material prosperity of the country depended." In

this enquiry he made use of, and quoted from, certain

figures, prepared at that time in the Inland Kevenue

department classifying the profits of various trades

and professions assessed under Schedule D of the

income-tax; figures of much interest not only as

bearing on the great industries of the country, cotton,

coal, iron and other productive industries, but also

as giving an idea of the amount of the
"
retail trade,

which permeates every village of the country, the

great home trade which does not always strike our

attention so much as the more important and visible

trades/' He told the committee, for instance, that

the total profit of the cotton lords and cotton com-

panies was less than the aggregate profit made by
the medical profession

"
; that the

"
total profit from

coal mines was less than the profits of the legal

profession," that the total of the profits of all the

great manufacturing and productive industries only
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amounted to one-half of the profits which fell under

the head of distribution and transport; that the

salaries assessed under Schedule E and D formed an
"
immense total, far beyond what the public would

imagine," and shewed a constant tendency to increase.

Taking a general view, he came to the conclusion that

there was scarcely any serious decrease in the assess-

ment of profits. Nevertheless, when profits are bad,

as they might become in the course of the year, there

was not in the heart of the taxpayer
"
such absolute

impartiality in the settlement of accounts between

the Exchequer and himself as there might be under

more normal circumstances
;
and the fact that the

last day of the financial year was Good Friday might
. mean more arrears carried over in the following year.

So he put the receipt of income-tax down by 443,000,

and this time his caution proved to be justified by the

event.

A dissolution of Parliament was imminent, and the

budget passed through all its stages with little or no

noteworthy comment, except an endeavour on the

part of Mr. Bartley to induce the Chancellor of the

Exchequer to
"
differentiate

"
the income-tax very

much on the lines adopted in 1907.

In spite of the absence of changes in taxation, this

speech, full as it is of careful and significant deductions

from statistical experience, must be given a very high

place in the series of Mr. Goschen's budget speeches ;

and his account of the basis on which he estimated

his revenue is particularly noticeable in this respect.

Mr. Gladstone, in praising his interesting statement,

observed :

"
I do not think that I have ever known

that particular department of the statement of the



58 BUDGET STATEMENTS 1892

Finance Minister so much, expanded as it has

been on this occasion by the Right Honourable

gentleman."

Before many weeks had passed a General Election

had overturned a Government which, in spite of an

unpromising start, had run a course of almost un-

broken success. It had been fortunate in complete

immunity from wars or foreign complications ;
the

domestic administration of the country had been

firm, vigilant and careful
;
and the spirit of compro-

mise engendered by the necessary dependence of the

Conservatives in Parliament upon influential outside

Liberal support, had been favourable to moderate

progressive legislation. With a financial expert of

Mr. Goschen's eminence at the Treasury during a period
of profound peace and reviving prosperity, there had

been an opportunity of realizing the ideal which Lord

Randolph Churchill set before himself, of raising
the financial reputation of the Conservative party
from the

"
very low point at which it had stood since

the time of Sir Robert Peel
"

;
and the foregoing

summaries of his budgets will have enabled readers

to form some opinion how far such an anticipation
had been justified. One great achievement will always
stand to Lord Goschen's credit, the conversion of the

National Debt, a gigantic operation the success of

which was due to his judgment and boldness in seizing
a favourable moment, his knowledge of the City and
the money market and of the men who control them,
his own financial and diplomatic skill. There were
other occasions on which these qualifications served
him well

;
but as regards his dealings with taxation

proper and the actual construction of his successive
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budgets his performance was held by contemporary
critics to have fallen somewhat short of the great

expectations which his reputation encouraged. Fear-

less when once a course had been decided upon, he

was difficult to move in the preliminary stages of a

question ;
and the clearness with which he perceived

the arguments on both sides often, in his case, ham-

pered and delayed administrative action. His speeches

abound in expositions of intricate and technical finan-

cial details, which Mr. Gladstone in his best days
alone rivalled, and they are studded with interesting

discussions (such as those referred to on pages 3, 47, and

55-6), which shewed him to be a practical economist

of a high order and a master of statistical method.

But, although he shewed in his first budget speech

how fully he recognized the necessity of a reorganiza-

tion of the principal taxes, death duties, income-tax,

stamp duties and the rest, and of an analysis of the

incidence of taxation upon different classes, he did

not succeed in handling any of these problems in

more than a tentative, partial and piecemeal fashion.

He never, for instance, ceased to deplore the pressure

of the income-tax upon the poorer income-tax payers,

and upon earned and professional incomes. But his

only remedy was to reduce the tax upon rich and poor

alike. His treatment of the relation between direct
*

and indirect taxationwas somewhatof a departurefrom

the fiscal tradition in which he had been brought up.

He shewed little sympathy towards the growing de-

mand for the reduction of the indirect imposts which

affect the poorer classes. He was the first of modern

Chancellors of the Exchequer to raise the cry that the

basis of our taxation was dangerously narrow, and he
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continually harped on the inelasticity of the main

props of our revenue, which subsequent financial

history so far has hardly demonstrated, whatever

may be the case in the future. He failed to foresee

the immense development of which the direct taxes

were susceptible, or the ease with which a great

increase of revenue might be obtained from the

existing indirect taxes (as was proved during the

South African War), and his forecasts in these respects

were falsified even during his own period of office.

He excelled in ingenuity in meeting demands for

revenue from many quarters at once, and in his efforts

to discover fresh sources of taxation without having

recourse, as he constantly maintained, to taxation

levied, on the one hand, upon articles of universal

consumption, nor, on the other, upon the earnings of

the business or professional man. But important and

laudable as these objects were, the most salient result

of his operations was to complicate his financial

statements almost to distraction by a multitude of

small changes. With greater confidence in the real

strength of the fiscal situation, he might have avoided

some of the further charges which his Liberal critics

fastened upon him, namely, those in connexion with

his dealings with the sinking fund and with the

Exchequer balances and his arrangements as regards
loans for Imperial and Naval Defence Acts and the

like.1 The arguments for and against his successive

reduction of the fixed charge for the debt from 28
millions to 25 millions may have been nicely balanced ;

but he cannot escape the responsibility of having
1 See especially Mr. Goscherfs Finance 1887-1890, by Sir T. H.

Farrer for strong adverse criticism on these points.
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broken down a valuable safeguard of national finance,

and established a precedent which future Chancellors

of the Exchequer, Sir Michael Hicks-Beach and Mr.

Lloyd George, were to follow in due course. It is

true that, owing to the accident of large surpluses,

attributed by his opponents to deliberate under-

estimation of the revenue and no doubt partly the

result of the excessive caution which was one of his

characteristics, he was able to replace the diminished

new sinking fund by drawing on the old sinking

fund, and to reduce the debt by an amount which

compared very favourably with what had been possible

in previous periods. But dependence on this source

is not a substitute for an increasing fixed charge for

redemption. Taking into account, however, the

saving effected by conversion and the further large

redemption of debt during the succeeding ten years,

coupled with the great rise in Consols, it would be

rash to assert that as a matter of practical politics

Mr. Goschen was not justified in the view he took

(and no one was more capable of forming a sound

opinion on such a point) that 5,000,000 per annum,

besides the old sinking fund, would be an ample

and sufficient provision for the reduction of debt.

Finally, as regards local taxation, the general criti-

cism of Mr. Goschen's arrangements has already been

indicated ;
and it is admitted that in certain impor-

tant respects they did not conform to the principles

laid down by him as a member of Mr. Gladstone's

administration in 1870, and that they have not

pointed the way to any satisfactory solution of the

issues between Imperial and local taxation. It may
be observed, however, that for later undesirable
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developments, and for the neglect to improve upon

Mr. Goschen's initial scheme, his successors are re-

sponsible ;
and that if, with all the consideration

which has since been given to these questions no

clean-cut solution has yet been found, Mr. Goschen

can hardly be reproached for not having devised one

in which he could carry his party at the outset of

popular local government in 1888.

In the long-drawn duel between Mr. Goschen and

Sir William Harcourt, between the financier and the

parliamentarian, the advantage was certainly not

always on the side of the former. But there was

some exaggeration in the indictment outlined in the

preceding pages, for the able opposition with which

the Chancellor of the Exchequer was throughout

faced, at a time when financial criticism was a reality

in the House of Commons, was naturally coloured

by the personal and political resentment which was

one of the legacies of the Home Rule struggle. He
was often taunted with being a renegade to the

principles which he was supposed to have professed

in his Liberal days ;
but it may be doubted whether

there was as much inconsistency in his attitude as

was sometimes assumed. There is little reason to

suppose that he was ever in sympathy with the

tendencies which have since become labelled as demo-

cratic finance. It was one thing to perceive and

signalize defects in the fiscal system, and quite another,
for a man of his cautious and analytical temperament,
to undertake drastic reforms the ultimate results of

which he probably foresaw and feared. The charges

brought against him in regard to the sinking fund,
the Exchequer balances, and the loans for Imperial
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and naval purposes, shewed an earnest desire to control

suspected waste and extravagance, but the facts do
not appear to substantiate the accusation that, had
it not been for fresh borrowing, he would have had
deficits instead of a series of magnificent surpluses.
Clearness and

intelligibility is of the first importance
in the public accounts, and in so far as his arrange-
ments tended to introduce confusion they are certainly
not to be commended. Mr. Goschen's very mastery of

business and of financial detail no doubt predisposed
him to methods which were not always in accordance

with Treasury precedents, and were apt to bewilder

both friends and foes
;
but part of the trouble arose

from his over-conscientious attempts to explain to a

popular assembly details which many finance ministers

have been content to leave in judicious obscurity.

Examination of the facts does not bear out the im-

pression that the net result of Mr. Goschen's much

criticized operations was other than satisfactory.
1

The policy of the Naval Defence Act, 1889, however,

1
During Mr. Goschen's period of office the National Debt, i.e.

the gross liabilities of the State, were reduced by 59,084,005 (see

National Debt Return, Cd. 5682, 1911) as follows :

The following table shews how the old sinking fund (realized

surpluses) was applied during the years in question. (The
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raised some points of financial interest to which

allusion may here be made. Incidentally the dis-

cussion elicited the usual protests against any increase

of expenditure on naval or military objects, protests

as honest as they are futile when the responsible

leaders on both sides are agreed upon its necessity,

and public opinion as a whole supports them. Lord

George Hamilton's naval programme involved the

building of seventy vessels within four and a half years

Treasury Bills paid out of the old sinking fund were not new and

additional Bills but Bills issued in earlier years, e.g. for redemption

purposes and Imperial defence.)

OLD SINKING FOND.
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from the laying down of the first of their number at

a total cost of 21j millions, part of this cost to be

spread over a period of seven years. Thirty-eight of

these vessels were to be built in the dockyards

(8,650,000 for hulls and 2,850,000 for armament),

to be provided under the ordinary estimates at an

increased annual cost for five years of about 600,000.

The rest of the vessels were to be built by contract

at a cost of 10 millions, to be defrayed from a naval

defence account, payable in seven annual instalments

of 1,428,000 each. The object of this provision was

to regularize the expenditure on contract work which

it was a matter of difficulty and almost impossibility

to estimate from year to year, and to avoid fluctuating

demands upon the Chancellor of the Exchequer, and

consequently upon the taxpayer. Thus the total

increase in cost above the ordinary shipbuilding and

ordnance votes was to be two million for five years

and 1,428,000 for two or more years. The Admiralty

was relieved from the necessity of surrendering

unexpended balances, a necessity which hampered

administration, was uneconomical in practice, and

involved calling upon the taxpayer in the succeed-

ing year for the same object for which the money
had already been voted once. A further novelty was

that this expenditure was to be put into an Act of

Parliament, not in order to deprive the House of

control (for it could always refuse to vote the money
on the annual estimates), but to bind the executive

Government to carry out the scheme in its entirety

by compelling Ministers to come to Parliament with

a public statement, if they desired to depart from

the programme.
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Much objection was taken by the opposition to

these proposals on constitutional grounds. They were

condemned as committing the House of Commons to

expenditure in future years and as giving the House

of Lords a voice in a matter of finance, and Mr.

Fowler protested against any portion of the expendi-

ture being placed on the consolidated fund and
"
taken out of the control of the House by annual

votes." Even he, however, scarcely attempted to

defend the practice of surrendering unexpended Ad-

miralty balances to the Exchequer, which so strict

a financier as the late Lord Northbrook once charac-

terized the
"
pedantry of finance." The extension of

the payment of 10 millions over two years beyond
the date of the estimated completion of the work

no doubt gave an excuse to Sir William Harcourt

for condemning the scheme as a resort to borrowing
for non-permanent works an objection which he

admitted did not apply to the Imperial Defence Act

or the Barracks Act; and Mr. Goschen, in 1895,

said that this had been done in the belief that the

Naval Defence programme had been an exceptional

effort, and that additional proposals (such as that

known as the Spencer programme) would not be
needed. There can be little doubt that the advan-

tages of the plan originated by Lord George Hamilton
far outweighed all these technical objections. To
begin with, it ensured the necessary financial pro-
vision at a time when trade and revenue conditions

were not too favourable
; it was a thoroughly well

thought-out scheme, complete in all its details
; it

obviated the administrative scandal with which Lord

George Hamilton had more than once had to deal,
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of ships being built without guns and guns being put

on board ships without ammunition, and ensured the

provision of a fleet of vessels of all classes in their

proper proportions, with their armament, within a

definite limit of time
;

1
and, although the necessity

of adhering to a minutely devised scheme had in-

evitable disadvantages, yet, as a business-like and

economical method of making the required addition

to the naval strength of the country, it compares

most favourably with much which was to happen

subsequently in the way of naval expenditure.

In attempting to form an opinion upon Mr.

Goschen's record at the Treasury, it must be remem-

bered that he had throughout a very difficult political

game to play. He was the first Chancellor of the

Exchequer who had to deal with an enlarged electo-

rate, and the organization against any proposed tax

became much stronger after the 1884 Reform Act

than it had been before. Upon his success, again,

in working with Conservative colleagues depended
the success of the Unionist opposition to Home Rule,

an object to him of supreme importance ; and, in

the unavoidable collisions which arose between finance

and politics, finance in his hands suffered less than

might have been expected. Careful, conscientious,

even parsimonious, as an administrator, he may be

held to have accomplished a considerable work in

providing for the growing needs of his day, for free

education, for a reformed system of local government,
and for a largely increased expenditure upon the

defensive forces of the country, and especially the

Navy, without throwing an appreciably heavier bur-

1 The estimated cost was only exceeded by 600,000.
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den upon the taxpayer.
1 In much later days, when

these controversies were forgotten and others had

arisen which had, before his death in 1906, brought

Lord Goschen again into some degree of sympathy
with his former opponents, Mr. Asquith, as Chancellor

of the Exchequer, pronounced a judgment upon his

career which will not now be disputed.
" He was a

great financier, a great administrator, a man who

brought a rare combination of clear insight, cultured

intelligence, subtle reasoning power, wide expert know-

ledge and inflexible courage to the service of the

State
"

(Budget Speech, April 18th, 1907).

1 The expenditure (including local taxation grants), which at
the close of the first year stood just under 87,500,000, and for
the last two years just over 97,500,000, rose by ten millions

during Mr. Goschen's Chancellorship of the Exchequer.



SIE W. HAKCOURT'S BUDGETS.

FIRST BUDGET, 1893-4.1

April 24, 1893.

THE "miserable mouse of a surplus" which Sir

William Harcourt had to announce should have

satisfied so stern a censor of the recent surpluses.

That it had come out at 20,000 instead of 200,000

as estimated, was due to a great increase in the

education vote, and to supplementary estimates (an
"
abyss which no plummet can sound") for this and

for the past year (199,000), an excess only revealed

at the last moment. There had been borrowed for

the expenditure of the year, under various Acts,

2,016,000, which Sir William Harcourt added to the

total of 90,375,000 making the real expenditure of

the year, as he said, 92,431,000. Mr. Goschen's

reply to this line of argument, which would have

turned some of his surpluses into deficits, was final

and conclusive. He twitted the Chancellor with being

compelled to
"
shy

"
at the word surplus. The sub-

jects on account of which borrowing had taken place

had over and over again been treated as capital

expenditure, and it was an extraordinary doctrine

that borrowing for capital expenditure should involve

1 The first of this series. His first budget belongs to the year
1886, when he was Chancellor of the Exchequer for the first time.
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the question of a surplus or deficit. If the Chan-

cellor of the Exchequer considered it wrong to

borrow, it was open to him, under the new Acts

of which he complained, to pay the amount out of

revenue.

The revenue had been 58,000 less than the esti-

mate. The decline which Mr. Groschen had so con-

tinually anticipated in vain, but for which he had

with admirable prescience estimated last year, was

in full course; and the closeness of the estimate,

based on the statistics quoted in the last chapter,
was described by Sir William Harcourt as a

"
marvel-

lous approximation in so vast a sum." . There had,

of course, been variations from the estimates on

details, but the
"
exactitude of averages

"
had come

to the rescue. Spirits had fallen more than 400,000,

instead of 200,000 (excise); there had this time

been a
"
stampede from alcohol" The effects of the

"
influenza year

"
(1892) had been underestimated as

regarded
cc

probate duty," and overestimated as re-

garded
"
legacy and succession duty." The loss in

the one case had been double what was expected,
and the gain in the other three times that which was

anticipated. The loss on the income-tax had been
rather less than had been estimated. The yield per
penny in the several schedules of the income-tax
which were analysed, shewed, with the produce of
the probate duty, a

"
solid advance in wealth, both

in annual income and the accumulated capital of
the nation"; and was a "conclusive answer to these

pessimists who assure us that we are being ruined by
a

vicious^
commercial system and a false monetary

standard." But, though the revenue of 1892-3
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approximated so closely to the budget estimate, it

was greatly below the revenue of 1891-2.

After a statement on the debt, from which it

appeared that the net liability of the State had been

reduced by 7 millions and that the unfunded debt

(held by the public) had been reduced by 2,468,000,

Sir William Harcourt proceeded to the estimated

expenditure of the year which was 91,464,000 (owing

to the Education and Post office votes being 1,089,000

higher than last year), a
"
gigantic total/' which did

not represent by any means the whole amount, since

an additional sum of 7,250,000 was raised by Imperial

taxation for local purposes. The
"
total sum to be

raised was, therefore, 98,750,000," which is
"
danger-

ously near the 100,000,000, which a few years ago we

thought only belonged to time of war and to extra-

ordinary circumstances."

The revenue had to be estimated with caution, as

the heaviest fall had been in the last quarter. Taxes,

as distinguished from non-tax revenue, were cal-

culated to produce 590,000 less than the last year's

result, and the deficit to be provided for was

1,574,000.

There was an interesting comparison of the expendi-

ture in 1887-8 and 1893-4, the seven years covered

by Mr. Goschen's Chancellorship of the Exchequer.

Naval and military services

cost in the latter year
- -

2,600,000 more.

Public education - - -
3,400,000

Local grants
- - -

4,200,000

Other civil charges
- - - 400,000

So that the normal expenditure had increased by
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10,600,000, or 20 per cent, under these heads. On

the other hand, the debt charge had been reduced by

3,000,000, partly the result of conversion ;
and the

additional sum raised by taxation was, therefore,

about 7,000,000, and there had been borrowing to a

similar amount in the seven years.

Sir William Harcourt treated the House to one of

those lectures on economy which were in future to

become a feature of budget speeches, as familiar as

they were fruitless. But he diminished its effect on

this occasion by dwelling on the figures of the income-

tax, death duties, post office and trustees savings

bank deposits, building and industrial and provident

societies, and life insurance companies,
"
which bore

testimony to the growth of the accumulated wealth

of almost every class of society."

He then proceeded to discuss alternative methods of

meeting the deficit, and announced, a little senten-

tiously, that in the opinion of the Government

there was only one sound and straightforward method
of doing so, and that was by increased taxation. He
quoted some observations by his predecessor in 1889

in support of the view that death duties formed one
of the most fitting sources of such taxation, and fore-

shadowed a reconstruction of these duties for the

next year. He proposed for the present to raise the

necessary revenue by putting Id. on the income-tax,
and in defending his action he referred to the defeat
of Mr. Childers' budget of 1885 on the spirit and beer

duties, and to Sir M. Hicks-Beach's increase of the
income-tax on his succession to the post of Chancellor
of Exchequer as

"
having rung the knell of indirect

taxation in the future."
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This was naturally one of the most important points

on which Mr. Goschen fixed in a spirited attack on

the budget proposals a few days later.
"
The Right

Honourable gentleman/
5

he said,
"
borrows the latest

automatic invention
;
he puts a penny in the slot and

the thing is done. It is so very simple, but possibly it

is also unjust." He alluded to his own achievements

in the
"
unpopular and difficult task

"
of endeavour-

ing to broaden our financial system by the introduc-

tion of certain new taxes
;
and enlarged, as he had

often done, upon the difficult position of the class

with about 400 a year, the struggling class of bank

clerks, small tradesmen and embarrassed farmers, and

on the proper use of the income-tax as a reserve for

use in a sudden and great emergency. Sir William

Harcourt in his reply stated his opinion that the

tendency of Mr. Goschen's finance had been to relieve

direct taxation at the expense of indirect, a considera-

tion of great importance in dealing with taxation, as

it falls on different classes of the community. In

1886-7 the proportion had been 54'4 per cent, in-

direct, as against 45*5 direct
;

in 1890-1 the figures

were 55*9 indirect, as against 44 per cent, direct

taxation. Mr. Goschen challenged these figures,

stating that his movements were all the other way
as he had reduced the tea duties and increased the

succession duty and created the estate duty. But

lie declined to consider his reduction of 2d. in the

income-tax as affecting the calculation, and held

that as it had been an addition for war purposes in

1885 it was not a permanent source of taxation, nor

to be regarded as such in the comparison. The

anxiety of both statesmen to avoid the imposition of
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indirect taxation, or the imputation of it,
is^notice-

able. Although the whole tendency of Peelite and

Gladstonian finance had been to reduce the heavy

balance of taxation against the poorer classes by

relieving them of the toll which protective duties

unavoidably levy upon them in the shape of higher

prices in commodities of large consumption, it cannot

be said that there had been any very distinct con-

ception of the part which direct taxation might play

in placing the burden on the shoulders most able to

bear it. The reader will not need to be reminded of

Mr. Gladstone's attitude during his greatest days as

Finance Minister towards the income-tax, nor of his

vision of direct and indirect taxation in the budget

speech of 1861 as
"
two attractive sisters/' each with

an ample fortune, to both of whom he, as Chancellor

of the Exchequer, had always thought it not only

allowable, but even an act of duty to pay his ad-

dresses.
"

I am, therefore/
5

he said,
"
as between

direct and indirect taxation, perfectly impartial."

It had become a traditional rule to aim at an

equal numerical proportion between the two branches

of taxation, and to balance relief in one direction by
similar relief in another, a rough and ready proceeding

certainly based on no serious study of the problems
of incidence. But, though such studies have always
been dismissed as too obscure to be of practical use

in the preparation of budgets, economists were soon
to devote more attention to the subject; and Parlia-

mentary discussions from the days of Mr. Goschen's

Chancellorship of the Exchequer shewed a growing
consciousness of their importance. Liberal finance,
at all events, thenceforward tended consistently
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towards the employment of direct taxation as a

means of increasing the contribution of the richer

classes to the revenue, and from this point of view

Sir William Harcourt's next budget was to create a

real epoch in British fiscal methods. As regards the

income-tax, progress in this direction was barred by
the absence either of sufficient graduation, or of dif-

ferentiation according to the source of the income,

so that the poorer income-tax payers suffered pro-

portionately with the rich by any increase in the

rate. Mr. Bartley was long a pioneer from the Con-

servative benches on this question, and seized the

opportunity to press it on the attention of the Govern-

ment in this debate in two admirable speeches, in

which he raised both the general question of the

incidence of existing taxation on the different classes,

and the question of differentiating the income-tax

according to the source of the income. He drew an

answer from the Chancellor of the Exchequer agreeing

that the
"
richer people paid less in proportion than

the poorer people towards taxation, a very important

proposition. . . . There is no doubt whatever that

the larger percentage of the revenue of this country

is raised by indirect taxation, and the great burden

of indirect taxation must necessarily fall on the

poorer and humbler classes of the community/'

On the technical question of differentiation Sir

William Harcourt took the perfectly sound line that

differentiation was best effected by the taxation of

the realized capital from which so-called unearned

income is derived, and he quoted an estimate by the

late Mr. W. H. Smith in 1891 that past or accumu-

lated wealth, contributed, in death duties and stamps
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on deeds and bonds, a sum equal to an additional

income-tax of Is. in the on the annual income

derived from such property.

The only other noteworthy point in the discussion

was a weighty speech by Mr. Leonard Courtney (now

Lord Courtney), who thought the Chancellor of the

Exchequer too optimistic in his view of the financial

situation of the country ;
insisted on the necessity of

strict economy, advocated keeping up a due proportion

of indirect taxation unless some system of direct

taxation affecting the less wealthy taxpayers could be

devised
;
and deprecated a great enlargement of the

revenue from death duties, as compared with the

income-tax, on the ground that they were taken out

of the capital of the country for current expenditure,

and that the survivor who suffered from the abstrac-

tion of this capital did not, as a rule, sufficiently

appreciate the fact or feel under any obligation to

make it up out of his income by diminishing his

expenditure.

Attention has been drawn to the points raised in

this discussion because they will henceforward be

found to recur with increasing frequency, and because

they indicate the lines along which fiscal controversy
was to develop for many years to come. As is so

often the case, the views which inspired the efforts

of reformers were to triumph at length with a com-

pleteness which invests Lord Courtney's warnings
with a new

significance.



SIR W. HARCOUET'S SECOND BUDGET 77

SIB WILLIAM HARCOURT'S SECOND BUDGET, 1894-5.

16 April, 1894.

IT was not the fate of Mr. Gladstone, who, at the age

of 84, had but just retired from the post of Prime

Minister and been succeeded by Lord Kosebery, to

have any official connection with a budget which, in

its social and fiscal results, was as significant as

those for which he himself had been responsible half

a century before. Sir William Harcourt opened the

budget which was to give him lasting fame as Chan-

cellor of the Exchequer with the usual review of the

past year's finances, the result of which (after another

year of remarkably close estimates), was a deficit of

169,000. Although 1893 had been an unfortunate

year, with financial difficulties in America and in

Australia (which had had their effect on the stamp

revenue), labour disputes at home, and a general

depression of agriculture aggravated by drought,

there had, as regarded the main articles of consump-

tion, been no evidence of diminished resources ; the

net receipt of Customs (in spite of a decrease on wines)

having been 93,000 over the 1892-3 total, and the

revenue from beer having exceeded any former year

by 80,000. The revenue had come within | per

cent, of the estimate,
"
a marvellous accomplishment

"

in such a year. For the coming year the amount to

be provided was 95,458,000, or 3,994,000 more than

the previous year. Of this, 3,126,000 was for naval

expenditure, under Lord Spencer's programme of the

previous year. Adding 7,250,000 for local expendi-

ture, the total expenditure was brought over the
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100 million
, namely to 102,700,000. It was pointed

out that there had been an increase of expenditure in

twenty years (since 1875-6) of 23,823,000, the main

heads of increase being :

On Navy and Army - - 12,000,000

Education - 6,200,000

Local expenditure
- - - 6,500,000

with only one head of reduction, that being for the

liquidation of the National Debt, 1,739,000,
"
not a

very satisfactory item of economy/'
On the Imperial Budget the deficit to be provided

for was 4,502,000, after a cautious estimate of the

revenue at 90,956,000 on the basis of the previous

year. How should this be met ? Not, as the Chan-

cellor of the Exchequer emphatically stated, by

borrowing, nor by any tampering with the fixed

charge for the reduction of the debt, which he re-

garded as a great reserve or
ec

war chest
"

for a time

of emergency.
But he proposed to make an alteration in the

arrangements of the Imperial Defence Act and the

Naval Defence Act (1888 and 1889), by which a

charge had been thrown on succeeding years in the

belief, as Mr. Goschen admitted, that this Naval
Defence programme had been an exceptional effort,

and that the additional proposals now made would
not be needed. In order to clear the new debts out
of the way and relieve the revenue of these extra-

ordinary burdens, he proposed to reduce them to
the amount of 2,300,000 (out of 5,746,000 out-

standing), by appropriating the new sinking fund for
the past, and both sinking funds for the current, year
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to their discharge, leaving the balance to be cleared

off by the new sinking fund for 1895-6. This pro-

ceeding amounted to a temporary suspension of one

of the provisions for paying off the old debt, and

gave rise to some taunts in view of Sir William's

rather grandiloquent talk on the subject. Inci-

dentally it set free for future years the 600,000

per annum interest on the Suez Canal shares which

had been mortgaged for four years to repay these

debts, and for the current year 260,000 was added

from this source to the revenue, while the Navy
and Army votes were saved the charge of 145,000 for

interest on the loans. Thus, with the saving of the

now abandoned Naval Defence Annuity (1,429,000)

and the repayment of 289,000 excess money to the

Naval Defence Account, the deficit to be met was

reduced to 2,379,000.

To provide for this Sir William Harcourt looked to

the
"
great staple branches of the revenue/' refusing

to
"
peddle

"
with small taxes

"
which irritate and

embarrass small trades without producing any con-

siderable revenue
"

;
and he naturally turned first

to that reform of the death duties which had more

than once been foreshadowed by his predecessor.

This reform, therefore, stands out as the chief

feature of the budget, which gave so great an impulse

to the hitherto latent tendencies of Liberal finance

as to justify Mr. Leonard Courtney's description of it

as
"

historical
"
and comparable in this respect with

those of 1841, 1853 and 1860. Not only did the

major part of the introductory speech of the Chan-

cellor of the Exchequer deal with the question of the

death duties, but the lengthy discussions which took
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place in the House during the passage of these pro-

posals were mainly concerned with this one topic.

It will be impossible to do more than give a bare

outline of the main principles of the measure, and

indicate the nature of the hopes and fears which it

aroused in its champions and opponents.

The two great distinguishing features of the scheme

were, first, the attempt made to bring realty into line

with personalty in regard to its liability to death

duty, and, secondly, the establishment of a scale of

graduation in the rate of duty payable, having regard

to the value of the whole aggregated property passing

on the death of a deceased person.

These, indeed, were both considerations which, to

some extent, had been in the mind of Mr. G-oschen.

It will be remembered that, stimulated perhaps by his

knowledge of Lord Eandolph Churchill's intentions,

he had, in the year 1887, dwelt upon the necessity of

re-modelling the death duties
;
and that he had pro-

ceeded, in the year 1888, to make a small attempt
to equalise the burden of the duty as between per-

sonalty and realty by adding to the rates payable
in respect of the latter kind of property, and by

allocating a portion of the yield from the former to

local taxation purposes. In the following year he had
made a tentative move in the direction of graduation

by the imposition of the estate duty, a super tax of

1 per cent, to be levied for a limited period on property
of over a given amount. There was, therefore, some

point, as well as much genial malice, in the passage
in which Sir William Harcourt described himself as
a

"
faithful disciple

"
of his eminent predecessor.

But the piecemeal legislation to which the death
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duties had for many years been subject had left them
in a chaotic condition, and as a preliminary to any

satisfactory new system a general clearing of the

way was necessary. There then existed no less than

five different duties : the probate duty, the account

duty, the estate duty, the legacy duty and the suc-

cession duty ;
the probate, account and legacy duties

affecting personalty, and the estate and succession

duties affecting both personalty and realty. Looking
at the point of view from which the duties were

levied, the Chancellor of the Exchequer divided them
into two classes, A and B. In class A, which included

the probate duty, the account duty and the estate

duty, the principle adopted was to tax with sole regard
to the value of the property passing, without any
reference to its subsequent destination or distribution.

In class B, which included the legacy duty and the

succession duty, the scheme of taxation was to look

at the interest taken by the particular beneficiary,

and then to tax him at a rate determined by his

relationship to the person from whom the interest

was derived.

It is only since the publication of Mr. Winston

Churchill's life of his father, in 1906, that some details

of Lord Randolph Churchill's proposals for the reform

of the death duties, in the budget of which he was at

work in the autumn of 1886, have become known. It

is impossible to deny that these proposals, which

both as regards the A and B duties run counter to

those carried by Sir William Harcourt, were simpler

and more sweeping in character. He would, indeed,

have graduated the tax no less boldly than his suc-

cessor, but he rejected the plan of regulating the
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graduation by the total mass of property passing on

any one death, and he rejected equally, and with

greater reason, the regulation of graduation by kinship

retained by Sir William Harcourt in the legacy and

succession duties. One single tax, graduated on the

amount of the total benefits received by the indi-

vidual on succession and in no way dependent as

consanguinity, was to have replaced in course of time

the whole of the five existing death duties. Just as

Lord Eandolph Churchill considered and rejected the

scheme subsequently adopted by Sir William Har-

court because
"
his instinct told him it was wrong/'

so doubtless did the latter weigh and decide against

the plan of his predecessor, perhaps for more practi-

cal reasons. Probably it was found that the plan
of graduation on the total wealth of the testator

would be considerably more beneficial to the Ex-

chequer, and that it would be impossible to make
the rival plan fiscally water-tight. Sir Eichard

Webster (now Lord Alverstone) moved an amend-

ment in committee raising the whole question.
"
Under the Bill," he said,

"
however small a benefit

was taken by the beneficiary he would have to pay
a penalty in the form of an increased duty, if the

amount passing to him happened to form part of a

large estate. . . . The opposition were justified in

bringing out clearly that the Bill did impose upon
the recipient of the benefit a tax not at all in accord-
ance with his ability, simply because his portion

happened to come from a larger pool" As he read
the Bill, it did not follow the analogy of the probate
duty so much as that of the succession duty, in that

everything above 3 per cent. (i.e. the new graduation
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and excess tax) was to be paid by the legatee in the

case of existing wills
(

7 (3) ), while in the case of

deaths after the commencement of the Act the whole

duty was fastened on the legatees ( 12).

The point was answered by Sir William Harcourt

and Mr. Fletcher Moulton (now Lord Moulton).

Their contention was that the duty was a
"
debt to

the State
"

(a contention supported in the course

of the discussion by reference to the dicta of various

economists) ;
that the State was entitled to its share

before any of the successors or beneficiaries ;
that

the duty was paid to the State by the deceased's

personal representatives, the revenue knowing nothing
of what was done with the residue which was dis-

tributed according to the will of- the testator. Mr.

Moulton stated that by the Bill the choice of throwing
the whole weight on the residuary legatee (as in the

probate duty) or providing that each legatee should

bear his share was left to the testator. If he did

nothing the State would presume that he meant

the tax to be distributed evenly over the whole

estate, but if he provided for the payment of the

toll to the State it would be paid in the way he

directed. It was admitted that Section 12 was intro-

duced because it was thought it might be advisable

to distribute the burden thrown on the residuary

legatee among all the beneficiaries, but the change

was not material from the revenue point of view;

and the Government accepted an amendment by Sir

R. Webster on that clause, which helped to bring

the matter into conformity with the above declara-

tions of intention. In the result, Section 7 of the

Bill ultimately appeared on the Statute Book in a
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modified form as Section 8 of the Finance Act, 1894,

and that portion of Section 12 to which Sir Richard

Webster had objected was omitted altogether.

On the whole, there appeared to be little substance

in the objection of principle taken by the opposition

which had been strongly felt by Lord Randolph

Churchill.

Having given a variety of examples to illustrate

the extraordinary differences in the actual amounts

of duty payable according to whether the property

chargeable happened to be realty or personalty, the

Chancellor of the Exchequer laid it down as being

the chief proposal of the Government to make as

complete an assimilation as possible of the charges

on all kinds of property in respect of the death duties.

With this object in view, he at once proceeded to

abolish the probate duty, the account duty, and the

then existing estate duty ;
and to constitute in their

place a single duty of the A class, to be called the

Estate Duty and to be charged according to the

aggregate principal value of all property, whether

real or personal, settled or unsettled, which should

pass on the death of any person, whether by the

disposition of the deceased or by a settlement made

by others. The duty was, however, to be paid once

only in the course of a settlement, and to recoup the

loss which would thus arise on numerous passings of

property at the deaths of life tenants, a further 1

per cent., called settlement estate duty, was charged
in addition to the estate duty leviable in respect of

all settled property, excepting where the only life

interest after the death of the deceased was that of

a surviving spouse.
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It then only remained for the Chancellor of the

Exchequer to give the sliding scale at which the duty
was to be levied, and when it is mentioned that this

ranged from 1 per cent, in the case of estates exceed-

ing 100 and not exceeding 500, to no less than 8

per cent, in the case of estates exceeding 1,000,000,

it will be seen that a very considerable charge was

instantly placed upon large estates devolving by
reason of death.

The fall scale, together with the two amended

scales which have since been brought into play, are

shewn in Part III, Table XL

Turning next to the duties of the B class, the

changes to be effected were of a simple but

far-reaching nature. The consanguinity scales were

equalized by sweeping away the additional rates

of succession duty imposed by Mr. Goschen's 1888

Budget, and treating the payment of estate duty as

covering the 1 per cent, legacy or succession duty
which would otherwise have been payable by lineals.

But there remained one farther step in order to put

the succession duty on exactly the same footing as the

legacy duty, and this consisted in charging the former

duty on the capital value of real estate where the

beneficiary took absolutely, and not merely limiting

the charge to one in respect of the value of his life

interest only. With these changes legacy duty and

succession duty became practically identical in their

incidence.
"
Thus," said the Chancellor of the Ex-

chequer,
"
there will, in fact, be only one B duty,

equal in its incidence on all kinds of property, real

and personal, settled and unsettled, just as there will

only be one A duty, the estate duty, instead of three,
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and that one duty likewise equal in its incidence all

round. There will be two duties, instead of five

duties, and two equal duties in the place of the chaotic

inequality of incidence which now prevails."

As to the financial results expected from these

changes, it was estimated that ultimately an addi-

tional 3,500,000 to 4,000,000 would be produced,

thus bringing the death duty revenue up to about

14,000,000. Of this amount some 2,500,000 would

go to the local taxation account, arrangements having

been made for the continued transfer to that account

of a sum equal in amount to that which would have

been payable had the probate duty not been abolished.

Sir William Harcourt referred on this occasion to the

objections which he had originally expressed to the

allocation of certain taxes, or portions of them, to

local taxation which hampered the action of Govern-

ment in dealing with the imposts affected, and it

should be noted that this change involved the aban-

donment, even as a theory, of the plan instituted

by Mr. Goschen for calling on personalty to contri-

bute to local taxation.

In making these estimates, it is probable that Sir

William Harcourt himself hardly realized what a

powerful weapon his scheme was placing in the hands

of his successors, for with practically no alteration

in its general principles, and with an increase only

in the rates of duty, this same scheme is now annually

producing the colossal sum of over 25,000,000. In

the immediate future it was destined to make

smooth the paths of the Unionist Government, both

in their measures (initiated, however, by the Spencer

programme) for strengthening the Navy and the
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defensive forces of the country, and also for the

relief of the agricultural interest by way of grants
to the rates.

For the year 1894-5 a full result was not obtainable

as the new duties only applied to the estates of persons

dying after the proposals had become law, and the

increase was estimated at no more than 1,000,000.

This still left a sum of l ,379,000 to be found,

and as a first move towards obtaining it the Chan-

cellor turned to the income-tax. Here again, as

in the case of the death duties, resort was had to

the principle of
"
graduation,

55

which, as time went

on, was to become an increasingly important factor

in Liberal finance. The tax was to be increased

from 7d. to 8d. in the l, the additional Id. being

estimated to produce in the present year 1,780,000.

But the actual realizable increase was reduced to

330,000 by the following treatment : First, by way
of compensation for the heavy burden placed upon
land by the new death duties, a step, insufficient

indeed and too long delayed, was taken towards the

substitution of net for gross income in the assessment

of real estate under Schedule A, an allowance being

given of -^ (afterwards -|)
in respect of land, and

of J in respect of houses. Secondly, the scheme of

allowances and abatements was varied by granting

total exemption on incomes up to 160 per annum,

instead of up to 150, as formerly ;
and by allowing

an abatement of 160 upon all incomes up to 400

and an abatement of 100 on incomes between 400

and 500.

As a result of these concessions a deficit of over

1,000,000 had still to be faced, and to obtain this
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remaining balance it was decided to inipo.se an addi-

tional duty of 6d. a gallon
on spirits,

and one of fxl

a barrel on beer, Sir William expressing the opinion

that these duties would fall (as proved to be the case),

not on the individual consumer, but on the growing

profits
of the trade. 1 These additional duties on

alcohol were estimated to produce 1,340,000, and

with them the budget statement closed, for the balance

sheet now shewed a sum of 291,000 to the good to

provide for contingencies.

The strongest exception was, of course, taken by the

opposition to the death duties which, the Government

were told, would be evaded to the utmost, and would

press with great severity on the landowners especially

on those in agricultural districts. Disappointment

was expressed at the omission to deal on a large scale

with the question of local taxation, and the abate-

ments under Schedule A on houses and lands were

stigmatized as inadequate. Much complaint also atone

from certain quarters ofthe additional duties on alcohol

On the resumption of the debate, the charge levelled

against the Government as to the unfairneas of the

burdens placed on land, as compared with other

kinds of property, was met by Mr. Henry Fowler

(afterwards Lord Wolverhampton) with a masterly ex-

position of the facts of local taxation. Having shewn
that the aggregate taxation of the country for local

rates had increased in the years since 1868 from

16,500,000 to about 30,000,000, he pointed out that

it was not the agriculturist who had suffered, for

1 Contrast however his criticism of Mr. Goschen's additions to
the beer and spirits in his fourth budget, as a tax oa the con-
sumer, p. 42.
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nearly the whole of the increase was attributable to

the metropolitan and urban districts. In a very

detailed statement, he submitted that at no time

during the century had the average rate in the of

the rural rate been so low, or, he added, that of

London rates so high, as in the commencement of

the nineties. These conclusions immediately drew

from the opposition benches a retort to the effect that

never had agricultural depression been so great or

the wealth and rateable valuation of London so high,

and paved the way to much further discussion on

the very wide topic of the equalization of taxation

between realty and personalty.

On the Bill coming up for the second reading, Mr.

Grant Lawson took the unprecedented course in a

budget discussion of moving
"
that the Bill be read

a second time upon this day six months/' and devoted

a long speech chiefly to a criticism of the death duty

proposals, many other speakers following in the same

strain. Mr. Bartley neatly summarised the principles

involved in the whole Bill, by reducing them to three

in number. First, he said, there was the systema-

tising of the plan of graduated taxation. Secondly,

there was the assimilation of real and personal estate

for the purpose of taxation, and thirdly there was

the indirect and partial acknowledgment that capital

was to pay more than an industrial income under the

system of graduated taxation, not, however, in his

opinion a satisfactory method of differentiation. In

connection with the last point, and in view of the

discussion of this question in 1906 and 1907, it is of

great interest to note a statement made earlier in

the debate by the Chancellor of the Exchequer,
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who shortly summarised the practical
administrative

reasons against the differentiation of the income-tax.

"
The graduated estate duty," he said,

"
may be,

in fact, reckoned in terms of an annual charge upon

the estate, and in that shape may be regarded as a

graduated income-tax, which is levied only upon

realized property, and does not fall upon what are

called 'precarious' incomes. So that, in point of

fact, you do arrive at the result which is aimed at

in the demand for a graduated income-tax falling

upon what are called
*

spontaneous/ as distinguished

from
c

industrial
'

incomes."

Those who deplored the weakening of the income-

tax as a fiscal weapon by the introduction of

"
differentiation

"
(in 1907), referred in vain to this

authoritative statement of the intention of the author

of the estate duty to deal with the grievances of
"
earned

"
income by this means, and pointed out,

equally in vain, that the burden placed by increasingly

high death duties and income-tax upon incomes from

property was out of all due proportion to the taxation

of
"
precarious

"
incomes.

Differentiation between kinds of income, however,

in spite of Mr. Hartley's efforts, was a side issue

only on this occasion. Graduation according to

their amount, on the other hand, was a burning

topic throughout the discussion. The principle natur-

ally appealed to the growing section of Liberal opinion
in the House which held that the poorer classes were
taxed in comparison with the rich beyond their means.
Sir William Harcourt himself defended it as a de-

velopment of the policy of financial reform, initiated

by Sir Robert Peel. Both that statesman and Mr.
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Gladstone
"
had throughout used the great engine of

the income-tax and other direct taxation, in order to

relieve the humbler classes of the community from a

multitude of taxes which they were not able to bear."

This was undoubtedly the effect, from a fiscal point
of view, of the policy pursued by those statesmen ;

but as a conscious object of his policy it does not,

as has before been mentioned, figure in Mr. Gladstone's

classic speeches as it had done during the last few

years of discussion upon the balance of direct and

indirect taxation. It is certain that in his great days
he would, in common with all the orthodox econo-

mists of his time, have repudiated the doctrine of

graduation, which was now invoked to complete the

adjustment of the incidence of taxation between the

richer and poorer classes of the community, with all

the energy at his command.

The attitude of the three chief leaders of the opposi-

tion was characteristic. Mr. Chamberlain pronounced

himself, in accordance with his earlier declarations in

the
"
Radical Programme," in favour of the principle.

Mr. Balfour, treating the question as of somewhat

academic interest, succeeded in avoiding a definite

expression of his opinion on its merits, and relied on

the various practical and political objections which

the debate had revealed in his opposition to the

measure. It was therefore left to Mr. Goschen,

whose earlier speeches and actions as Chancellor of

the Exchequer had exposed him to the suspicion of

sympathy with graduation, to atone by the strength

of his present condemnation of the new heresy for

the uneasiness which, as he felt, he must sometimes

have caused to his Conservative supporters in the
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past. He had little difficulty in defending his

estate duty super tax of 1889 as being based merely

on the same principle as the income-tax exemption.

As regarded a systematic graduation, a totally dif-

ferent thing from the taxes to be found in our tradi-

tional fiscal system, he pitched at once on the one

unanswerable objection an objection not of prin-

ciple but of its applicationwhen he pointed out

that "there were no stages, no landmark, nothing

whatever to guide you. There is no principle of

justice, no principle where you can say you ought to

stop, no principle of prudence, no principle what-

ever.
5 '

Further, it was
ci

bad finance to set any tax

so high that everybody sets about thinking how he

can evade it." So smuggling had been the con-

comitant of high indirect taxes. If it were desired to

cause a distribution of property during life,
"
the

Chancellor of the Exchequer ought to finance for the

Exchequer and not for social reform." But
"
disper-

sion of capital did not necessarily mean social reform.

Our large accumulations had made London the bank-

ing centre of the world. Equality of sacrifice was

impossible to attain
"

; and Mr. Goschen endorsed

the opinion which had been loudly expressed in the

discussion that a tax equal to ten years' net income

must have a disastrous effect upon the landed

estates. 1

The Chancellor of the Exchequer having wound

up the debate in a fighting speech, the House

divided, the list shewing 308 "ayes" and 294

1 An amendment, moved in Committee by Commander Betheii,

against graduation, gave Mr. Goschen arid others a further

opportunity of arguing the question.
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"
noes/' a slender majority of fourteen for the Gov-

ernment.

Any attempt to give a detailed account of the dis-

cussions which followed the second reading would far

exceed the limits of this study.

The points which have been touched on above were

again and again repeated and -elaborated, and very

confident predictions uttered, more especially by Mr.

Bowles, that evasion would disappoint the hopes of

the authors of the Bill. It was not until the 17th of

July, 1894, that is to say, three months and a day
after its first introduction, that the third reading of

the Bill was carried, when it passed the Commons with

a majority of twenty without the closure having been

applied to any stage of the discussion, a result due to

the exercise of the highest qualities of leadership and

parliamentary skill on the part of SirWilliam Harcourt.

The passing of the Finance Bill through the House

of Lords was marked by a strong protest from the

Duke of Devonshire against the
"
accumulated horrors

of aggregation and graduation," and by an important

speech from the leader of the opposition and master

of that House, Lord Salisbury. He naturally de-

nounced the idea of graduation, considering the

assertion that either Sir Stafford Northcote or Mr.

Goschen had been responsible for it
"
a mere juggle of

words
"

;
but he abstained from any promise to

reverse the policy and, what was more important, he

allowed the measure to pass. In view of the fate

of the 1909 Budget, in some respects perhaps a less

"violent and revolutionary departure from former

principles of finance
"

than that of 1894, the words

in which he defined the constitutional position are
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of interest. While insisting as strongly as possible

on the maintenance of the legal powers of the House

of Lords, he observed :

"
It is perfectly obvious

that this House, in point of

fact, has not for many years past interfered by

amendment with the finance of the year. The reason

why this House cannot do so is that it has not the

power of changing the executive Government, and to

reject a Finance Bill and leave the same executive

Government in its place means to create a deadlock

from which there is no escape. If the House of

Commons had rejected this Finance Bill during the

present month, there would no doubt have been con-

siderable inconvenience
;
but at least another execu-

tive Government would have been provided, whose

duty it would have been to have suggested an alterna-

tive for making fresh provision for the year. But if

this House were to reject a Finance Bill or to amend

it so that the House of Commons would reject it,

as the same executive Government would remain in

office there would have been obviously the greatest

inconvenience in dealing with the public finances.

I do .not, therefore, in the least degree dispute the

necessity of the accepted practice that the House

should not, as a rule, interfere with the finance of

the year ;
but at the same time I think it very impor-

tant, in view of the changes which have come over

the constitution, the proceedings, and, I may add,

the authority of the House of Commons, that we
should rigidly adhere to our legal powers, whatever

they may be."

The Bill accordingly passed through the House of

Lords on the 30th of July without a division.
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SIR WILLIAM HARCOURT'S THIRD (AND LAST)

BUDGET, 1895-6

May 2, 1895.

IT was on the 2nd May, 1895, that Sir William Har-

court rose to make his last financial statement. The

House to which he addressed himself is said to have

been the thinnest on record for such an occasion,

a state of affairs which was perhaps explained by the

growing conviction that the present Parliament could

not long survive.

The Chancellor of the Exchequer indeed himself

announced, in the course of the debate, that this

would probably be the last time on which from a

responsible position he would be able to use words of

warning against the ever-increasing national expendi-

ture. The defeat of the Government actually took

place in the following month, and closed too soon the

official career of a statesman who had shewn himself

a commanding figure in the fiscal history of this

period.

Without any preamble the Chancellor of the Ex-

chequer opened his statement by giving the Com-

mittee an account of the expenditure and revenue

of the past year. The former had amounted to

93,918,000 and the latter to 94,684,000, leaving a

realized surplus of 766,000, as compared with the

estimated surplus of 291,000. This surplus, which

was, in orthodox fashion, appropriated to the liqui-

dation of the permanent debt under the old sinking

fund, more than exceeded the debt created within the

year for the barracks and telephones, and the revenue
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of the year had, therefore, more than covered the

expenditure within the year.

The general results obtained shewed with what

remarkable exactness the original estimates had been

framed, the items relating to the new death duties

and to the amended income-tax being especially

singled out by the Chancellor of the Exchequer an

"
miracles of financial calculation/' commendation

which was cordially endorsed by Mr. Ooschen and

other speakers.

Following the usual course, some details of indirect

taxation were first supplied, this head being always

of interest as reflecting the true economic condition

of the great mass of the people. The yield of Customs,

which shewed an increase of 440,000, or 2*2 per cent,

more than in the year 1893-4, was held to be satis-

factory . Some of the particular items of this increase

were not uninteresting. Tea had yielded 3,587,000,

an increase of 37,000 over the estimate and 94,000

over the previous year, a rate of increase more than

twice as great as the increase of population. Tobacco,

an article always indicative of the consuming power
of the people, had produced 10,416,000, an increase

of 136,000 over the estimate and 295,000 over the

yield of the previous year. But in this case the com-

parison was hardly a normal one, as the consumption
of 1893-4 was no doubt seriously affected by the

long-continued coal strike and by the general depres-
sion consequent thereon. Taking, however, a seven

years' average, it was noted that the increase in

this article was about three times as great as the

increase in population. Looking at such results as

these and at the ever-increasing consumption of



SIR W. HARCOURT'S THIRD BUDGET 97

large quantities of non-dutiable articles (such, for

example, as meat then averaging 119 Ibs. per head

of the population as against 108 Ibs. in the early

eighties), and bearing also in mind the lowered prices

of these commodities and the general increase in

thrift, facts were found, said the Chancellor of the

^Exchequer,
"
on which it is pleasant to dwell, as an

antidote to that pessimism which delights to describe

the condition of the people as one of progressive

deterioration."

Turning to the revenue derived from liquor, Sir

William Harcourt had to report that, both in the

Customs revenue on foreign spirits and in the Excise

receipts from home spirits, the returns had been con-

siderably under his expectations and, indeed, would

have been more so, had it not been for the
"
rush to

rum," occasioned by the very severe weather of the

previous February. In the case of beer, the estimated

increase from the extra 6d. duty had been all but

realized, and would certainly have been considerably

exceeded but for the February cold snap which had

given the fillip to spirits. The connection between

the weather and the national revenue was, however,

not to end here, for Sir Michael Hicks-Beach directly

attributed a large portion of the great increase in the

death duties to the exceptional mortality of the early

part of the year 1895, caused by the extraordinary

climatic conditions then prevailing.

^Concerning the yield of the last-mentioned duties

a very full statement was made to the Committee.

The new scheme of death duty taxation had not been

in force for a full year, and the position was accord-

ingly complicated by the co-existence of two systems
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during different periods of the twelve months. It

will be sufficient to mention that the actual amount-

paid into the Exchequer from this source amounted

to 8,727,000, as against an estimate of 8,800,000 ;

and it was this close approximation of estimate to

result which the Chancellor declared to be a mar-

vellous achievement. These figures were, of course,

exclusive of a sum of just over 2,000,000 which wan

paid direct to the local taxation accounts, and the

gross sum actually provided by the taxpayer under

this head, amounted, therefore, to about 11,000,000.

Under the head of general stamps a further increase

of 568,000 over the estimate was reported and

another remarkable approximation, considering the

various changes which had been made, was shewn by
the income-tax, which had produced 15,600,000 or

an increase of 70,000 over the estimate.

Before turning to the prospects for the coming

year, the Chancellor of the Exchequer had a word to

say about the National Debt towards the reduction

of which 12,718,000 had been allotted during the

last two years, or an average of 6,359,000 per annum,
a figure somewhat higher than the average of the

previous eight years. Since 1891 the unfunded debt

had been reduced from 36,000,000 to 17,400,000,

and at the moment of speaking the gross liabilities

of the State amounted to about 660,000,000, a

reduction of about 100,000,000 in the last twenty

years. But against these liabilities there were certain

assets on the credit side of the account, for the krge
rise in Government securities had converted the defi-

ciency on the Trustee Savings Banks
7

capital account

into a considerable surplus, and the Suez Canal shares,
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freed as they now were from any charge, were of an

estimated value of nearly 24,000,000.

So much for the past year. As for the current year

the estimated expenditure was put at 95,981,000,

roughly an additional 2,000,000 on 1894-5, for which

the Naval expenditure (now for the first time higher

than that on the Army) was chiefly responsible.

Adding the contribution which fell to be made out

of the Imperial Revenue to local expenditure, the

gross amount to be raised reached the great total of

103,243,000. Sir William Harcourt was himself

appalled at the magnitude of this sum, but he

declined to make any appeal for economy, as no one

would listen to him in that strain. His remarks in

this connection, however, formed perhaps the most

important portion of his speech.

The enormous growth which has since taken place

shews that the country was still far from the danger

point in this respect, though Sir William Harcoiirt

held that the expenditure had
"
already reached the

limits of tolerable taxation."
"
There is," he said,

"
a universal demand for more and more expenditure

every year for every conceivable object, all of them

excellent objects, but all of them pursued absolutely

without any regard to their cost. Besides these

demands for additional expenditure for every possible

object, there are continual proposals to cut off first

one and then another item of the public revenue.

In private establishments you endeavour to regulate

your outlay with some regard to your income, but in

public administration you have to make your taxa-

tion keep pace with your profusion. I am not going

to preach a sermon on this subject, because economy
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(not only political economy) has become a lost art

at the close of the century. It is a despised and un-

fashionable idea and I do not know whether, under

any circumstances, it will ever come into fashion

again. Everyone grumbles if money is not spent
on

his favourite fancy, but he grumbles still more when

he is called upon to find the means of paying for it.

But now, having made up our minds to spend this

unexampled sum, it is time to consider what are the

means we possess and what further means we require

to defray the cost."

The means he possessed, as represented by the

anticipated results to be obtained on the existing

basis (treating the additional beer and spirit duties

as expiring, as by law they did, in July) came to

95,662,000, thus of themselves nearly covering the

additional 2,000,000 required. This fortunate posi-

tion was due in a very great measure to the death

duties, which were expected to furnish an increase of

1,373,000 on the receipts of the previous year, and

which, as events proved, far exceeded this amount.

The Chancellor of the Exchequer, indeed, took the

Committee into his confidence by the remark that in

introducing the new scheme of death duty taxation

in 1894, the Government had in their minds the

prospect of a largely increased Naval expenditure,

and had looked to these new taxes to produce a

sum to meet the additional demand.

It now only remained to shew how the estimated

deficit of 319,000 was to be found, and for this pur-

pose the very simple course was taken of re-imposing
the additional beer duty calculated to produce

500,000 in the nine months. By this means the
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deficit would be converted into a surplus balance of

181,000. The extra spirit duty, owing to Irish

opposition and its disappointing yield, was abandoned ;

and as to the beer duty
"
the consumer had found no

difference, the brewer had not suffered/
5

The discussions on the second reading and in Com-

mittee offer few points of interest, being for the most

part echoes of the great debates of the previous
session

;
but it may be noted that, on an amendment

to limit the additional duty on beer to beer brewed

from substitutes for barley malt and hops, Mr. G-oschen

appealed without success to the Chancellor of the

Exchequer to take a more sanguine view of the pros-

pects of the revenue and to dispense altogether with

this 500,000. Sir William Harcourt also refused to

extend the concession made in the Finance Act of

1894, by which, in the case of a husband and wife

with a joint income of under 500 a year, the wife's

income, if derived from a profession or employment,
should be treated separately for the purpose of abate-

ment.

This budget went through all its stages in less than

one month, the Finance Bill receiving the Royal
assent on May 30th.



SIR MICHAEL HICKS-BEACH'S BUDGETS.

FIRST BUDGET, 1896-7.

AynH 16, 1896.

THE new Chancellor of the Exchequer, Sir Michael

Hicks-Beach, opened the first of what was destined

to be a long series of budgets by a speech which,

as on subsequent occasions, was singularly excellent

in form. He described the year which had just

closed as
"
financially speaking a most remarkable

year, the revenue having been greater than in any

previous twelve months and, in spite of an expendi-

ture which had been larger than any since the great

war, the surplus being one of the largest ever known/*

All the indicationsthe credit of the country, an

shewn by the rate at which Treasury bills had been

floated, the price of Consols, the sum applied to the

reduction of debt, the deposits in the Savings Bank,
the value of the exports and imports, railway earning**,

the return of the Bankers' Clearing-House, the pro-
duction of gold and the consuming power of the

working classes told the same tale of prosperity.
In this year of records the Exchequer receipts had

reached 101,974,000, or 7,290,000 in excess of the

previous year, and 5,812,000 in excess of Sir William

Harcourt's estimate. The expenditure had, however,
been swollen by great supplementary estimates.
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2,517,000, including 1,100,000 for increased work

in the construction of ships, 476,000 for the Army
(to bring the capitation grant to the volunteers

up to date), and 120,000 for the Ashanti expedi-

tion, so that with savings of 734,000, the surplus

realized was 4,210,000 the largest but two in fifty

years. This surplus was not allowed to go to the

old sinking fund, an evil omen at the outset of the

new financial regime, but was devoted by the Naval

Works Act, 1896 (59 Vic., c. 6) to capital expenditure

in connection with the dockyards and naval ports.
1

The fact that it had not been till the month of June

that the exports and imports and the railway receipts

had begun to shew increases, instead of decreases,

on the corresponding quarter of the preceding year,

was held to exonerate Sir W. Harcourt from the fault

he had so often imputed to Mr. Goschen of under-

stating the revenue ;
and it was, perhaps, not un-

natural that the yield of the reorganized death duties

should have been placed at an unduly cautious figure.

These duties had realized 11,600,000, besides the

2,452,000 paid to the local taxation account, a total

of 14,052,000 ;
and experience was to shew that this

high figure was not due merely, as Sir Michael sup-

posed, to the exceptional circumstances of the past

year, an unusually high mortality among millionaires

and the unexpected payment of estate duty on realty

in full instead of by instalments. Excise was 850,000

1 The Exchequer balance on March 31, 1896, 8,975,000,

included 4,209,472, the surplus revenue for 1895-6 which was
made applicable to the expenditure under the Naval Works Act,

1896 (59 Vic., cap. 6). There had also been advanced out of it

459,000 under the Telegraph Act, and 485,000 under the Naval

Works Act, 1895.
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and Customs 516,000 above the estimate; the net

receipts from tobacco shewing an increase over those

for 1894-5 of 330,000, which led the Chancellor of

the Exchequer to refer to a calculation that 1,000,000

per annum was literally thrown into the gutter in

the shape of ends of cigarettes and cigars !

In the course of a clear statement on the subject

of the National Debt, funded and unfunded (gross

liabilities), Sir Michael Hicks-Beach shewed that this

stood on March 31, 1896, at 652,026,000, a reduction

in the year of 8,134,000 (the largest in any year,

except 1894-5) ;
and that in forty yearn (since April

1st, 1857), 190,000,000 had been paid oil, of which

100,000,000 had been discharged in the last thirteen

years. He expressed the opinion, in which he had

the cordial concurrence of Sir W. Haivourt, that by

doing this the country had created for a time of

emergency a reserve fund of incalculable importance.

This consideration led him naturally to a survey of

the growth of expenditure during the two decennial

periods, 1875-6 to 1885-6 and 1885-6 to 1895-6. In

this survey he followed the comparison instituted by
Mr. Gladstone for certain periods from 1842 to 1877,

between the annual percentage of increase in popula-

tion, revenue and expenditure. The broad result for

the last twenty years was that while population had

increased 19 per cent. ; taxation, under the four heads

of customs, excise, stamps, and house duty, 16| per
cent.

; and income-tax, 15| per cent.
; the expenditure

had increased by no less than 68 per cent. The Army
and Navy estimates accounted for the bulk of the

increase, the first having grown by 4,066,000, the

second by 8,866,000 (with 2,000,000 more to add
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the current year, making the estimate more tfflu^

double that for 1875-6). Civil Service estimates had

increased 1,266,000, education charges 6,673,000

(nearly quadrupled since 1875-6), and grants to local

taxation 6,634,000. He drew the conclusion, to

be largely falsified by events even during his own

tenure of office, that it would be no easy task to

impose increased taxation on our present financial

system ;
and he pointed out that the direct tax-

payer of the country had borne the bulk of the new

burden following the continuous tendency of our

financial policy for fifty years, a tendency which Sir

William Harcourt regarded as
"
a most beneficial

change and a just change."

The following figures were given :

1841-2. 1861-2. 1891-2. 1895-6.

Tax Revenue - - 50,000,000 64,000,000 83,200,000 92,482,000

Direct - - - 27% 38% 44% 48%
Indirect - - - 73% 62% 56% 52%

Or

In 1841 direct taxation stood at 10s. Id. per head.

indirect 1 7s. 3Jd.

In 1896 direct 1 2s. 6d.

indirect 1 4s. 9d.

"
This, I think, the Committee wili see, has been a

progressive and remarkable change. I do not say

the policy is wrong, but I must point out that our

system as it now stands does not add to the popular

support which any Chancellor of the Exchequer can

enlist in aid of economy."
The expenditure for the coming year was estimated

at 100,047,000, or 4,066,000 over the previous

year's original estimates. Of this 3,122,000 was on

account of the Navy estimates. If the cost for the
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local taxation account (7,310,000) were added, a

total was reached of 107,357,000,
4i

more than double

the modest Budget estimate of Mr, Gouiburn in

1846-7."

To meet this the estimated revenue was 101,7,13,000

(the death duties being put at a decrease of 1650,000),

and the estimated surplus was, therefore, 1,708,000.

In spite of the expectations
which the struggle over

the preceding budget had raised in many quartern,

Sir Michael Hicks-Beach announced that he* did not

intend to propose any alteration in the main principles

of the last Finance Act, the fruits of which no Govern-

ment could afford to sacrifice. Two minor changes

he did, however, make (to cost 200,000), the most

interesting of which was to exempt from aggregation

with the property of a deceased person
"
such pictures,

prints, books, manuscripts, works of art, scientific

collections, or other things not yielding income, as

appeared to the Treasury to be of national, scientific

or historic interest."

The rest of the surplus was to go in relief of agri-

culture : (1) by the reduction of the maximum rate

of the land tax and other small changes in it costing

100,000, and (2) by grants in aid of agricultural

rates, which, in the current year, would absorb

975,000 and double that amount in future years.

A margin or estimated surplus then remained of

433,000.

Sir William Harcourt was complimentary on the

opening night, a tone he continually maintained towards

his successor, and confined himself to some banter cm
his points like the retention of the extra 8d. on beer

and the million which had been yielded in stamps by
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the Kaffir boom.
"
I think," he added, with some

prescience,
"
that we shall be very fortunate if we

do not lose, before we have done, a great deal more

than a million out of South African speculation !

"

He thought, however, that a surplus of this kind should

have been used to give a general relief of taxation,

such as a reduction of the income-tax, too high at

8d. for a time of peace ;
and he criticized the sugges-

tion that the amount which might be deposited by
individuals in the Post Office Savings Bank should

be limited, though he agreed that a lower rate of

interest might be given on the larger deposits. The

Government did not proceed during this session with

the legislation which had been contemplated on this

subject.

Mr. Bowles endeavoured to put a good face on the

failure of his predictions about the death duties by

falling foul of the blunders of the Inland Revenue

Department in their estimate of the revenue.

The debates in Committee raised no very new or

important points. A discussion on the financial rela-

tions of this country with Ireland was postponed

pending the report of the Royal Commission which

was then considering the question ;
and a division

was taken on a proposal to graduate the income-tax,

which the Chancellor of the Exchequer promised to

consider though unable to see any solution of the

difficulty. Sir William Harcourt complained of the

form of the public accounts (which his successor

reminded him he had left unaltered), as not shewing

the real revenue and expenditure.

But the real interest of the finance of the year

centred not so much in the actual discussions on the
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Finance Bill, as in the controversy raised by the

Agricultural Rates Bill, which was introduced in a

rather casual manner by Mr. Chaplin.

The arrangements made by Mr. Goschen for local

taxation (see his second and fourth budgets) had

remained unaltered except for the change necessitated

by the reform of the death duties in 1894 (see p. 8(5).

In 1893 Mr. Henry Fowler, then President of the

Local Government Board, made a Report to the

Treasury (House of Commons, No. 168 of 1893), in

large measure a continuation of Mr. (!oschen\s Report

of 1871 on the subject of local taxation, the gist of

which was that
"
while local rates had, (luring the

last twenty years, increased far more largely than

they had during the preceding half century, the

increase had been due to additional expenditure

incurred by urban authorities, mainly in connection

with sanitary and educational requirements . . . that

the substantially increased assistance rendered by the

general taxpayer to the local ratepayer under Mr.

Goschen's arrangements was a material set-off against

the rise in rates
;

that as regards rural rates they
were comparatively low or had practically remained

stationary in recent years ;
and that if ratepayers

were overburdened it was the occupiers and not the

landlords who were overstrained
"
(Memorandum by

Sir Edward Hamilton for Royal Commission on

Local Taxation, 1899, p, 22).

But though the rates might be low, prices and

rents were lower, and the unsatisfactory condition of

agriculture had long been the subject of much dis-

cussion. The augmentation of the death duties in

1894 gave the landed interest an excellent opportunity
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of restating their grievances, and the Government

was induced to appoint a Eoyal Commission, with

Mr. Shaw Lefevre (now Lord Eversley) as chairman,

to inquire into the whole matter. The decision of

Lord Salisbury's administration to maintain the new

death duties made it incumbent on them in some

other way to
"
do something

"
for agriculture. The

Eoyal Commission issued an interim report early in

1896 recommending action for the relief of distress,

and the Government accordingly introduced a Bill

providing that occupiers should be liable to pay only

half the rates in respect of agricultural land in

England and Wales, and that the annual deficiency

arising from such exemption, which was estimated

at 1,560,000, should be made good by a further

grant out of the estate duty derived from personalty
"

a ridiculous farce," Sir William Harcourt de-

scribed it. Equivalent grants for Scotland and Ireland

of 214,000 per annum, and 176,000 per annum,

brought the total to nearly two millions for a full year.

The method of relief thus adopted was one which,

from almost any point of view, deserved the severe

criticism which it duly received from Sir Henry Fowler,

Sir William Harcourt and others. It was, in the first

place, an extension of the wasteful system of doles

or subventions from the Exchequer, which it had been

the object of the measure of 1888 to terminate. It

aroused not unnatural jealousy among the urban

ratepayers who saw a means of relief which might

have been shared with them or given to the whole

community, by a simple reduction of the income-tax

or sugar duty and restricted to a single class. Finally,

it was by no means certain that the dole would go
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to the right quarter, and that with a return to relative

prosperity it would not accrue to the landlord in an

increase of rent. The consequence of the opposition

which the measure aroused was that before it passed

into an Act (59 and 60 Vic. c. 16) its provisions were

. limited to five years, though it has since been con-

tinuously renewed ; arid a Royal Commission to

inquire into local taxation was promised, the re-

commendations of which, when they at last appeared

on the eve of the South African War (in 1899), were

long to remain without any practical effect. 1

The Finance Bill passed through all its stages

without a word of discussion in the House of Lords.

SIR M. HICKS-BEACH'S SECOND BUDGET, 1897-8,

April 29, 1897.

WHEN, twelve months earlier, it had been the duty
of Sir Michael Hicks-Beach to call the attention of

the Committee to the financial condition of the

country, he had, as he said, to place before it the

record of a very prosperous year.
"
Financially we

seemed to be on the crest of the wave/' and, in spite

of political anxieties and unrest in South Africa,

distress in India and the war between Greece and

Turkey, the revival of trade begun in the summer of

1895 had been well maintained, and the record of the

present year had surpassed that of its predecessor.

The result was another great surplus, due, no doubt,

*For note on the Agricultural Rates Act and subsequent
legislation affecting local taxation, see p. 283.
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to over-cautious estimates
;

but also to the favour-

able industrial conditions. Well might Sir William

Harcourt remark that Sir Michael bid fair to
"
acquire

the addition of the adjective, which formerly belonged

to a Chancellor of the Exchequer, who went by the

name of Prosperity Robinson." The revenue had

produced 103,950,000, i.e. 3,470,000 more than

the budget estimate, or, with the addition of the local

taxation revenue (8,249,000), 112,199,000 as against

109,340,000 in 1895-6. All heads of revenue except

the land tax shewed an increase, income-tax was

550,000 above the Exchequer receipts of the

previous year, the amount per penny was larger

than ever before, and the remissions granted in

1894 had been more than recovered. Customs and

excise receipts bore equally satisfactory testimony to

the condition of the people. The death duties had

produced 13,963,000 in all as against 14,053,000

in the previous year, just about realizing the original

calculations of Sir William Harcourt. Of this amount

the Exchequer received 10,830,000, over a million

more than the anticipation, an error in estimating

which Sir Michael endeavoured to explain by stating

that the transfer to the Local Taxation Accounts

under the Agricultural Rates Act had been less than

had been expected whereby 143,000 had been saved

to the Exchequer, that the remission on settled works

of art had not taken effect in the year, and that a

more than average number of large estates had

fallen in.

As regards expenditure immense supplementary

estimates, encouraged no doubt by abounding revenue,

had unfortunately become the rule instead of the
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exception, and over 2J millions had been taken

for Army, Colonial and Civil Services. Sir Michael

stated the surplus,
"
after deducting Exchequer issues

from the revenue/' at 2,473,000 which he said had

been devoted to the purposes of the Military Works

Act of this session. The practice of diverting the old

sinking fund to purposes for which fresh borrowing

would have been required, a practice which Mr.

Goschen had always apologized for and Sir William

Harcourt scrupulously refrained from [although as

we now know he had privately endorsed Sir Michael's

action in the previous year] was thus becoming the

rule, and began again to introduce confusion into the

public accounts.1

As for the debt, the total net reduction had never-

theless been 7,584,000, and the unfunded debt had

been simplified by the final extinction of the Ex-

chequer Bonds, borrowed for the purpose of Mr.

Goschen's conversion operations, and of Exchequer
Bills latterly issued for a term of five years, a security

invented two hundred years back by Charles Montagu
in order to carry out a fresh recoinage scheme.

Treasury Bills alone remained, but Exchequer Bills

1 The Exchequer balance on the 31st of March, 1897, included

the unappropriated part of the surplus revenue of 1896-6 which
was made applicable to the expenditure under the Naval Works
Act, 1896 (59 Vic., cap 6), and also 2,473,216, the surplus revenue
for 1896-7, which was similarly appropriated to expenditure under
the Military Works Act, 1887 (60 Vic., cap. 7). There had also

been issued and temporarily advanced out of the Exchequer in

1896-7 :

50,000 under the Telegraph Act, 1892.

320,000 Barracks Act, 1890.

219,000 Uganda Railway Act, 1896,

95,000 Public Offices (Acquisition of Site) Act,

1895,

which had reduced the above Exchequer balance by 684,000.
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were, as we shall see, to be revived under the stress

of the Boer War.

For the coming year the estimate of expenditure was
to be increased by 726,000 on account of the Volun-

tary Schools Act and the Necessitous Board Schools

Act, and the revenue was estimated (again cautiously
as regarded death duties) at 103,360,000 to meet
this increased expenditure of 101,791,000, which left

a sum of 1,569,000 to dispose of.

The disposal of this prospective surplus led to some

controversy and several alternative budget proposals
in Committee.

Mr. James Lowther would have swept away the

tea duty and put 5s. a bushel on corn. Captain

Pretyman pleaded for relief to the agricultural interest,

under the head of death duties, and would have

added a penny to the income-tax. Sir William Har-

court would have saved the money destined for

voluntary schools, and, arguing on a basis of 2,600,000

to play with, would have taken 2d. off tea at a cost

of one million, as Mr. Goschen had done, and then

Id. off the income-tax, thus relieving all classes of

the community.
"
It has," he said,

"
been a standing

rule that when the customs reached the point of

20,000,000 there had always been relief to indirect

taxation under the head of customs. . . . The real

time for reduction is when you have got a large

surplus ;
it is no use putting it off to times which

may be worse." Sir Michael Hicks-Beach had en-

deavoured to forestall this criticism by arguing that,

in granting funds for agricultural rates and voluntary

and necessitous board schools and by relieving what

was the most oppressive of the burdens on the people,
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that of local taxation, he had, through these measures,

effected direct or indirect reductions of taxation. He

hoped that some day it might be possible to make a

sensible reduction in the income-tax; not by trans-

ferring the burden to other shoulders, but
"
in quieter

times than these
"
by a real reduction of expenditure.

And he did not think it wise to make small changes

in the system which, even if desirable in themselves,

would be apt to
"
harass and disturb the complex and

delicate fabric of our trade/' Well-sounding argu-

ments enough, but not conducive to keeping down

expenditure.

The Chancellor of the Exchequer., however,

announced that 500,000 of his surplus was to go to

an increase on the programme put forward by the

First Lord of the Admiralty for the Navy ; and

200,000 was required for an increase of the garrison

in South Africa. The latter proposal provoked a pro-

test from Sir William Harcourt against a policy of

exasperation in South Africa and a counter attack

from the Colonial Secretary, Mr. Chamberlain, who

denounced his language as
"
pernicious and dangerous

and unpatriotic in the highest degree.
' '

Postal reform
,

including a regular delivery to every house in the

United Kingdom, a reorganization of the sample and

book post, and reform in the telegraph service,

was to cost 366,000, and the margin of 503,000

was then left for expenditure in connection with

education in Scotland and Ireland, and the entertain-

ment of foreign and colonial guests at the Jubilee.

The Jubilee of Queen Victoria was the great event

of this year, and it was nowhere more worthily
commemorated than in the sixty years' retrospect
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of the material progress of the country, which was a

striking feature of this budget speech.
1 Mr. James

Lowther, indeed, ridiculed it as a rehearsal of the
"
stalest pamphlets of the Cobden Club "; but it may

well be that generations will pass before the British

people reach again so high a level of widely diffused

comfort, of financial ease both public and private, of

social and political contentment, of class union, of

world power, and of superiority to foreign rivalry and

competition as they enjoyed in the closing years of

the great Queen, before the outbreak of the South

African War. It was a culminating point in the

national history which Sir Michael Hicks-Beach did

well to celebrate in a passage the whole eloquence of

which lay in its facts and figures.

The most interesting points raised in the discussions

in Committee were (1) as to the burden imposed on

the poorer classes in general, and in Ireland in par-

ticular, by the proportion of indirect to direct taxa-

tion, and (2) as to the working of the new death duties.

The Eeport of the Eoyal Commission on the Finan-

cial Eelations between Great Britain and Ireland,

published in 1896 (CL, 8262), gave rise to the dis-

cussion on the first of these subjects. It is probable

that no financial Blue Book has aroused greater

public interest in our time, or produced more dis-

cussion both in Parliament and outside, than the

various reports contained in this volume ;
with their

general concurrence in the view based on a series of

statistical approximations that, while the "taxable

capacity
"

of Ireland was about one-twentieth that

of Great Britain, her actual contribution to the

l. Debates, vol. xlviii, 1897, pp. 1263-1268.
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common revenue was in the proportion of one-twelfth.

Whether Mr. Childers' conclusion that Ireland was

overtaxed by something like two and a half millions

a year were adopted; or whether that conclusion

should be modified, in accordance with the opinion

of Sir David Barbour and Sir Thomas Sutherland,

by the consideration that Ireland's contribution to the

common expenditure, on a comparison of the balances

available for common purposes such as the Navy, the

Army, and the National Debt (after the exclusively

local expenditure of Ireland and Great Britain respec-

tively had been defrayed), appeared to be something

like a million short of what would be required of her

on the basis of her taxable capacity ;
and whether

this consideration did not dispose of the Irish griev-

ance
;
were questions which were debated and decided

with far too exclusive reference to the political and

national prejudices of the disputants.
1 But the

economic significance of the researches of the Royal
Commission lay in the attention they focussed on

the question of the incidence of indirect taxation on

the poorer classes of a community. There was

assuredly nothing novel in the doctrine that a system
which raised a large proportion of taxation by duties

on articles of general consumption was likely to bear

more hardly on the poor than on the rich, for the

latter cannot, after a certain point, increase their

use of such articles in proportion to their means.

The poor necessarily consume more dutiable articlen

in proportion to their income than richer taxpayers.

1 See an article in the Edinburgh Review for January, 1907, con-

taining what is perhaps the ablest and most judicious summary
of the various arguments of these reports.
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What was impressive, however, was the demonstration

of this truth in relation to Ireland, a country in which

the number of the poor was greater in proportion to

that of the rich than in Great Britain, and in which

those branches of indirect taxation which fell upon
the mass of the people produced about the same

revenue per head in Ireland as they did in Great

Britain, while the taxes which fell upon the wealthier

classes produced a very much smaller revenue per

head.1
"Ireland," in short, as Mr. Nassau Senior

had observed in 1864,
"

is overtaxed because she is

poor."
2 "

Precisely the same disadvantage," writes

the Edinburgh Eeviewer,
"
from which Ireland is

represented as suffering might be shewn to exist,

and for precisely the same reasons, in any poor dis-

trict, and especially in any poor and spirit-drinking

district of England or Scotland," and he drew the

obvious conclusion that so far as Irish overtaxation

is either a poor man's grievance or a spirit-drinker's

grievance,
"

if it requires to be dealt with, it must

be by changes of taxation applicable to the whole 'of

the United Kingdom."
So long as the claim of Ireland to be treated as a

separate financial entity remained unrecognized, no

direct result could be expected from the recommenda-

tions of the majority of the Commissioners ;
nor were

Irish politicians at all disposed to agree to any action

on the suggestion put forward that Irish expendi-

ture was wasteful and extravagant and should be

reduced. The main result of their investigations was,

therefore, to encourage the policy of recognizing the

claims of Ireland to be treated. as a poor district of

1 Final Report, p. 184.
2 Ibid.
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the United Kingdom, and, as regards Imperial finance,

to strengthen the tendency towards increasing the

proportion of direct to indirect taxation. 1

During the discussion of the whole question, which

was inaugurated by Mr. Arthur O'Connor, Mr. George

Bartley delivered another of his sensible speeches

on the latter point. While admitting that in spite

of improvements carried out of late years in the

proportion between the two forms of taxation in-

equality still existed against the poor man, he argued

that theoretical accuracy was impossible, and that
"
the only plan of relieving the poorer classes was

by making it up to them in other ways." Education

in all its branches had become an enormous means

of readjusting taxation between rich and poor ; so

with sanitation and housing measures. The Chan-

cellor of the Exchequer reminded the Committee that

the
"
tea duty is the only way by which we make

large numbers of the population contribute in any

way to the revenue/' and did not think that its

remission would tend to "that economy which the

Hon. Member for Mayo advocated in his speech."

As regarded Ireland, his argument, both on this and

on an amendment moved later on for a reduction of

the tobacco duty, was to the effect that slight re-

missions of taxation did not reach the consumer and

that it was not worth while to sacrifice large portions
of the revenue in order to bestow a small relief on

Ireland. That would be
"
rather like killing a sheep

in order to get a mutton chop."
x For further development of the financial relations between

Ireland and Great Britain see, among other publications, Report of
the Committee on Irish Finance, cd. 6153, 1912, and Mr. Crammond's
article on "Federal Finance/' Quarterly Review, October, 1913.
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The second reading debate was opened by Mr.

James Lowther on lines which have since become

very familiar through the tariff reform propaganda.
He insisted on the dangerously narrow basis of our

taxation, capable, as he said, of expansion in time of

need only in one or two directions
; and on the in-

stability of our present customs and excise revenue.

The taxation of corn and of imported manufactured

articles was the remedy he advocated. Sir Michael

replied on the free trade side in terms equally familiar.

He thought that the enormous revenue raised by our

fiscal system which was at all events equal to the

present demands, our foreign trade, the advantages
derived from our foreign investments, and the fact

that we were the carriers of the world, were a sufficient

answer to such theories. He questioned the possibility

of defining manufactured goods, and referred to the

fact that the system of ad valorem duties was knocked

on the head by Mr. Gladstone in 1860. But he was

not prepared to say that our present scheme of taxa-

tion was infallible or that a narrow basis of taxa-

tion might not be a source of danger in a great war

or serious depression of trade. Sir William Harcourt,

after stating that the permanent stability of the

revenue depended upon averages and not upon par-

ticular receipts (" My valued friend Sir Alfred Milner

has often spoken of the law of averages as the deity

that presides over the public revenue "), brought the

discussion back to the ground of incidence.
"
Sir/'

he said,
"

if there is anything we have learnt from that

important document, the Keport of the Irish Financial

Commission, it is this : it has proved what anyone

who has studied the subject must know to be the
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case, that indirect taxation presses unduly and dis-

proportionately upon the poorer classes of the com-

munity. In Ireland it presses unduly upon the whole

country, because as a class they are very poor. But

it is equally true in England that it presses unduly

upon the poorer classes of the English community.

Therefore, if you want to carry out the great principle

of taxation that you should put the burden on those

who are best able to bear it you ought, in the course

of your taxation, to follow the principle initiated by
Sir Robert Peel, and carried out by Mr. Gladstone,

of diminishing the burden of indirect taxation in its

proportion to direct taxation.1 Now the proportion

is less grossly unjust than it was before household

suffrage and when the privileged classes had the

sole disposal of the taxation of the people. That was

the condition of things before the year 1841. Well,

we have gone on improving that until at last, as

stated by the Chancellor of the Exchequer in his

speech, 39 per cent, of the total taxation is now

raised by direct taxation. I for one should never be

satisfied till the proportions were at least made equal,

and therefore I would seize any opportunity of

diminishing indirect taxation
;

first of all because it

is the natural and proper method of meeting the

l lt was, however, the fiscal legislation between 1850 and 1860,

as pointed out by the Financial Relations Commission, which
had so seriously altered the conditions to the detriment of the

poorer country ; i.e. Mr. Gladstone's extension of the income-tax

to Ireland in 1853 and his revision of the spirit duties in Ireland

in 1854, by which they were raised from 3s. 4d. to 4s. a gallon.
This process was continued in 1856 by Sir G. Cornwall Lewis and
in 1858 by Mr. Disraeli till the rate stood at 8s. , as in Great Britain.

In 1860 the rate was raised to 10s. in both countries. If it had not
been for these changes the contribution of Ireland would hardly
have been increased beyond the point at which it stood in 1817,
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Irish grievance . . . and you will also meet the

grievances of the poorer classes of the English people.

I fear it will shock my Right Honourable friend, the

Member for Thanet, who wishes to increase indirect

taxation. There, then, is the issue between us/'

When in later years free trade was seriously

challenged in a succession of general elections, the

importance of this line of argument was recognized

in the promise that tariff reform would take the form

of a readjustment and not of an augmentation of the

indirect taxes and taxes on food. One of the most

marked results of the fiscal discussion, and one which

may be productive of some inconvenience to framers

of budgets in the future, has, in fact, been to instruct

the electorate as to the incidence of indirect taxes of

all kinds.

Sufficient time had now elapsed since the institution

of the estate duty for some idea to be formed on the

working of the new system, and it was clear that the

Government appreciated too highly the advantages

of this new source of revenue to think of amending
it except in small matters of detail, and that they

preferred to meet the grievances of agriculturalists

by compensating them in other directions. In his

opening speech the Chancellor of the Exchequer had

noted that the amount of the free personalty which

had come under the death duties, roughly about 160

million pounds, had declined by 10 millions, and

seemed to attribute this decline to a tendency among
owners of property to hand over capital to their

heirs during their life time. Nothing, indeed, is more

remarkable in the history of the estate duty than the

inexpansiveness of these figures. But on this occasion
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the deficiency had been made up on realty which had

risen from 29,971,000 to 39,606,000, owing, it was

thought, to a continued preference for payment in

cash instead of by instalments spread over seven

years.

This was a point to which Captain Pretyman

specially addressed himself in a speech which called

forth very high praise from Sir William Harcourt

as well as from the Chancellor of the Exchequer.

He shewed by actual instances how, in many cases,

payment by instalments had been too great an annual

burden on an estate, and the owner had, therefore,

been driven to raise a mortgage to pay the duty and

saddle the estate with a perpetual liability of a smaller

annual amount. He pointed out that the landlord

was subject to responsibilities in respect of the em-

ployment of a large number of persons on the estate,

and of keeping tenants going by reductions of rent

which did not fall on the capitalist owner of stocks

and shares ; and that the avoidance of the duty so

largely practised by the latter was not open to the

landlord. He therefore suggested amendments to the

effect : (1) that no property should pay more than

15 per cent, of its capital value under the Act within

a period of sixteen and a half years (half a generation) ;

(2) that insurance policies should not be charged, and

(3) that a more adequate allowance should be made
for agricultural outgoings. If these changes cost as

much as two million the cost could be met by a

penny on the income-tax. Sir Michael Hicks-Beach

in reply was prodigal of nothing save compliments
to Captain Pretyman ; protested that he had never

argued against the principle of the Finance Act
;
and
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declined, by adding to the income-tax,
"
to tax trade

in order to relieve realized property." He was hardly

less uncompromising than Sir William Harcourt him-

self, who shewed that, out of fourteen million pounds

yielded by the new tax, agricultural land paid only

843,000 ;
that at the same time relief had been given

under Schedule A of the income-tax to the extent of

200,000 ;
that the Agricultural Rates Act had re-

lieved them to the tune of 1,330,000, and land tax

100,000, a total of 1,700,000 ;
so that agricultural

land was over 800,000 to the good on the whole of

these transactions. The answer appeared conclusive,

but the fact remained that for good or evil the Finance

Act of 1894 gave a considerable impulse to the process

which low prices and low rents had begun, of breaking

up, or causing the transfer of, the landed estates of

the country.

It may be noted that the Chancellor of the Ex-

chequer accepted a clause, moved by Mr. Bartley,

to prohibit the aggregation of the incomes of husband

and wife for income-tax purposes if the incomes were

separately earned by personal labour
;
and that an

interesting short discussion took place on the tobacco

duty which, however, was not to bear fruit till the

following year. Also that the question of the duty

on works of art was raised by Mr. Legh, who quoted

Sir William Agnew's estimate that 3,500,000 worth

of pictures had left the country since the Act of

1894 was passed. He proposed that
"
artistic" as

well as
"
national

" "
scientific

"
and

"
historic

"

interest should entitle a collection to exemption;

but it was replied that in practice nothing would be

gained by the addition, and that the section would



124 BUDGET STATEMENTS mi

be interpreted
to cover collections which were of

national or historic interest in the sense that they

would be purchased or accepted as a bequest by one

of the national collections. No change was made in

the law until the Finance Act of 1909-10.

SIE If. HICKS-BEACH'S THIRD BUDGET, 1898-9.

April 21, 1898.

SIB MICHAEL HICKS-BEACH had been wrong in think-

ing a year "back that the country had reached the

apex of prosperity, and he frankly admitted that it,

would be useless to apologise for a miscalculation

which resulted in the revenue having exceeded his

estimate by 3,570,000. The Exchequer revenue had

been 106,614,000, and, with the sum of 9,402,000

paid to the local taxation accounts, the revenue had

reached the
C

gigantic total
"
of 116,016,000.

Both customs and excise had been buoyant (in

spite of the engineering dispute) owing largely to the

jubilee festivities, beer having exceeded the estimate

by 388,000 and tobacco, the yield of the previous

year, by 419,000 (an increase of 3*8 per cent.). But

the death duties formed the surprise of the year

having exceeded the Exchequer estimates by
1,400,000, and the total yield, both for local taxa-

tion and the Exchequer, having reached 15,328,000.

The main increase had been in the new estate duty,
and the Chancellor accounted for it by the fact that

4,000 more estates had fallen in, that the estates had
been larger, and that they had included nine million-

aires. The amount of free personalty passing which
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had fallen (to Mr. Bowles
5

satisfaction) by 10 million

in the previous year had risen by 19 million to

172,710,000 ;
the fact being that the introduction of

graduation, which was responsible for the immensely
increased produce of the tax, had made it extremely
difficult to estimate what the increase would be in

any given year. The Chancellor of the Exchequer
stated that the growth of wealth would have increased

the produce of the old probate duty by 600,000 ; but,

as Sir William Harcourt remarked, this would leave

4,400,000 as due to the reform for which he was

responsible. Even less excuse could be given for the

underestimate of the income-tax, which had occurred

mainly owing to the substitution in the three years'

average of a good for a bad year.

But if the revenue had largely exceeded the Ex-

chequer issues of the year, the expenditure, as Sir

Michael remarked, was
"
not quite so agreeable a

theme." Large supplementary estimates had as usual

been found necessary : Army 1,290,000, civil ser-

vices 921,000 (largely for Colonial purposes), and

post office and telegraph services 141,000. But

labour troubles in the engineering trade had caused

a saving of about 2,000,000 on contract shipbuilding,

and the Exchequer issues to the Admiralty had fallen

below the total grants by 1,488,000. The total

expenditure of the year had on balance exceeded

the budget estimate by 395,000, and reached

102,936,000. This deducted from the revenue re-

ceipts left a realized surplus of 3,678,000. Again,

this siirplus was employed, to the extent of 2,550,000,

on an object which would otherwise have necessi-

tated fresh borrowing, namely, for the purpose of the
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Public Buildings Act of this session. This sum was

to be placed to a separate account and to bear interest.
1

The total reduction of the debt in the year had

been 6,605,000,
"
satisfactory in view of the very

large expenditure for naval and military purposes.
v

But while the National Debt had been reduced during

the last ten years by 66,250,000, the local authori-

ties of the United Kingdom had increased their debt

by 75,250,000, a circumstance which led the Chan-

cellor of the Exchequer to emphasize the importance

of persevering,
"
as far as we can reasonably perse-

vere," in the reduction of the former. This judicious

observation was not to prevent its author from him-

self reducing the provision for repayment of debt

in the following year ;
and it is impossible to avoid the

reflection that this country would have been in a far

more satisfactory position if greater efforts had been

made to wipe out the dead weight of the National

Debt during the years when the national wealth was

growing at so prodigious a rate, as it did during the

last half of the nineteenth century. The comparative

neglect of this primary duty on the part of Mr.

Gladstone and his successors is, perhaps, the sole

really valid criticism to be made on their fiscal policy.

For the coming year the expenditure, including the

local taxation payments estimated at 9,178,000, was

put at 116,007,000, an increase of 12,764,000

1 The Exchequer balance on 31st March, 1898, was 10,918,000,

consisting of 1,848,382, the unappropriated part of the surplus
revenue of 1895-6, which was made applicable to the expenditure
under the Naval Works Act, 1896, 1,723,216, the unappropriated
part of the surplus revenue 1896-7 applied to the expenditure
under the Military Works Act, 1897, and 3,678,010, the surplus
for 1897-8, 2,550,000 of which was applied as above stated.
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over the figures of Sir William Harcourt's last budget
three years before. This increase formed the text

of some further remarks on economy. Sir Michael

Hicks-Beach, indeed, disclaimed the idea of preaching
another sermon on that subject, but his remarks,

and still more, perhaps, the pseans sung by Sir William

Harcourt on the prosperity of the country and his

enthusiastic approval of his successor's financial

measures, drew from that staunch protectionist,

the Member for Thanet (Mr. James Lowther), some

criticism which had in it a considerable element of

truth.
"
Does it seem," he asked,

"
to the present

Chancellor of the Exchequer, or to his predecessors,

that the mode in which a large amount of the main

portion of our revenue is raised is accountable for

the disappearance of economy from this House ?

The Right Hon. gentleman must realize that when

the person who calls the tune no longer contributes

to any appreciable extent to the payment of the

piper the music is apt to be odd/' Sir Michael

Hicks-Beach, however, was in an optimistic mood

and scarcely appeared to deprecate the increase to

which he drew attention, but his analysis of the heads

under which expenditure had grown and been met

(without, as he observed, any increase of taxation

since Sir W. Harcourt's reform of the death duties) was

of some interest. Local taxation, including the

amounts granted under the Agricultural Rates Act

and the Irish Act (C. 37) of this session, accounted for

2,280,000 ;
the post office for 1,500,000 ;

education

for 1,773,000; other civil services, mainly for

administering, protecting, and developing African

Colonies, 722,000; and the Navy and Army for
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6,314,000 more than half the total The Navy

estimates alone had grown by 5,077,000. He

entered on an elaborate but not unconvincing defence

of the increasing cost of the defensive services, and of

the fact that our expenditure in the whole Empire

was largely in excess
of that of either France, Germany,

or Eussia. "For every thousand square miles of

Empire/' however, "we spend in defence 5,664,

France spends 9,523, Germany 28,654, and Russia

4,454. For every thousand inhabitants of the

Empire we spend 174, France 399, Germany 560,

and Russia 298." And "
with our responsibilities

so also increases our power to bear them. . . . I own

that I am sanguine of the future."

In estimating the revenue for the year he accord-

ingly discarded the extreme caution of his last two

budgets, and allowed for increases over the Exchequer

receipts of 1897-8, on customs 402,000, excise

650,000, income-tax 550,000, and post office

560,000. Balancing his anticipated revenue

108,615,000 against expenditure 106,829,000, the

Chancellor of the Exchequer found himself with a

surplus of 1,786,000, enough to allow for a reasonable

reduction of taxation. The choice as usual was

difficult, but it was wisely made. He established in

the first place, by an extension of the abatements up
to 700 per annum, the graduation of the income-tax

upon the smaller middle class incomes which has

remained in force up to the present day, though the

Liberal applause with which this extension of the

principle was received led him to minimize its impor-

tance, and to describe it as a
"
very modest proposal

"

merely designed to "make the abatements bear



SIR M. HICKS-BEACH'S THIRD BUDGET 129

some fairer proportion to one another than they do

at present/' and
"
deserving neither the hostility of

the Right Hon. Member for Thanet, on the one hand,

nor the mistaken eulogies of Hon. Members opposite,

on the other.'
5

The effect, as he put it, was that
"
with an eight-

penny tax
"

Income just under 400 would pay
- 4*8d.

500 - - 5-6d.

600 - - 6-4d.

700 - - 7-2d.

This was to cost 100,000, and further small changes
in the legacy and succession duties (subsequently

withdrawn 1

mainly owing to the decision of the

Court of Appeal in the
"
Beech

"
case which would

cause liability for repayments) and in the land tax

would cost 285,000. From the revenue point of view,

the most important change was the reduction of the

duty on unmanufactured tobacco by 6d. in the lb.,

from 3s. 2d. (at which it had stood for fifty-six years

with the exception of one attempt to raise it by 4d.

which had practically failed) to 2s. 8d. per lb. This

was to be accompanied by a reduction of the moisture

limit from 35 per cent, to 30 per cent, and the relief

was estimated to cost 1,120,000. The reason for

this reduction was overwhelmingly strong, for the

tax was believed to increase the prime cost of the

unmanufactured article by 500 per cent., and the

1 It had been proposed (1) to grant to collaterals who had paid
estate duty the same relief as was enjoyed by lineals, and (2) in

the case of devolution from husband to wife, or vice versa, of

successive life interests in property settled on the marriage, to

postpone payment of the duty until the death of the survivor.

I
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consumption of tobacco per head, though increasing,

was considerably lower than in Austria, Germany, or

Belgium. There was, therefore, every reason to believe

that a reduction of the price of tobacco would largely

stimulate consumption, and that the loss of revenue

would be quickly made up .

x There was some difference

of opinion as to whether the
"
use of smoking tobacco

was more or less injurious than the swilling of tea/'

to quote Mr. Bowies' expression ;
and some members

urged in Committee that the reduction of the tea

duty would have given more relief to the poorer con-

sumer than the proposal in the budget. It was

argued that the reduction would never reach the

consumers by way of a reduction in the price of the

manufactured article. Owing to the smaller per-

centage of water allowed the pound of tobacco would

contain 5 per cent, more tobacco, and the manu-

facturer would not be able to allow of a reduction of

price except in the case of the higher grades which

contained less moisture and in which, therefore, some

room for a reduction in price existed. Sir Michael

Hicks-Beach, indeed, believed that any reduction of

duty must eventually in some form benefit the con-

sumer, but he admitted that it would be less for the

cheaper sorts, while denying that the working classes

consumed only cheaper tobaccos. However this may
have been the result proved disappointing, possibly
because the time during which the lowered duty
remained in force was too short, but more probably

1 It should be noted that the opposite policy was adopted in
the budget of 1909 with the most satisfactory fiscal results. The
consumption of tobacco has naturally increased but slowly.
(See Table TV. in Part HI)
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because the reduction of duty was not sufficiently

drastic to produce a serious effect on prices ;
and an

experiment which had everything to recommend it

has never since been repeated. One effect, however,

the reduction in this duty did produce, which was to

stimulate the manufacture of British cigars. For the

duty on foreign cigars was retained at its former

level, not with an avowedly protectionist object in

view, but because it was assumed that home-made

cigars did not really compete with the foreign article.
1

Sir Michael Hicks-Beach, in answer to various

members, stated reasons for preferring to deal with

the tobacco duty to lowering that on tea. Both were

articles of great consumption, very useful and valuable

as stimulants for all classes of the population, espe-

cially the poorest among them. But a reduction of

the price on tea would have cost 1,700,000 instead

of 1,100,000; the tobacco industry employed many
more hands; and a greater number of households,

if not of individuals, would gain by a reduction in

*In the preceding session Sir Michael Hicks-Beach, arguing

against a motion to reduce the duty on unmanufactured tobacco

(June 29, 1897), clearly stated the free trade argument against
such a course.

" In 1863," he said,
"
the relation of the duty

between manufactured and unmanufactured tobacco was fixed

by Mr. Gladstone, and what was taken into consideration was

this, that the duty should be so fixed as to be fair both to the

foreigner and the home manufacturer of tobacco. If we were

to reduce the duty on unmanufactured tobacco by 2s. 2d. a lb.,

leaving the duty on manufactured tobacco alone, the result

would be to enable the manufacturer of cigars in this country
to sell his cigars at a price which would absolutely deprive the

consumer in this country of the advantage of any foreign competi-
tion in the manufactured tobacco," Since 1863, he added, the

changes in the importation of unmanufactured tobacco, viz. its

importation without the stalks, which were a waste material in

the manufacture, had placed the home manufacturer in a position

of greater advantage.
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the price of tobacco than in that of tea. The reduc-

tion of the tea duty was advocated in the hope that

it would lead to the abolition of the duty altogether,

a financial proposal for which Sir Michael would not

be responsible.
He did not desire to lessen the

number of articles at present in the customs tariff.

Incidentally he threw cold water on the idea that a

reduction of the tea duty might be used to favour

the tea growing Colonies or dependencies of the

Empire.
"
Our primary concern ought to be for our

own people/'

The real interest of the budget was exhausted by
the proposals as to the income-tax and the tobacco

duty and the discussions thereon; and the only

other points worthy of notice were the queries by
Sir William Harcourt, whether the Chancellor of the

Exchequer could have done better for all classes of

the community with the 13,000,000 bestowed out

of Imperial revenue upon subsidies to local taxation,

and whether the advantages which had been derived

by the ratepayer from this great sum were equal to

the advantages which he would have derived from a

general reduction of taxation to that amount. The

question was, perhaps, one of the last echoes of the

older financial wisdom which, as years went on, were

to become more and more discredited and neglected*

In the same connection, though not in the same range
of ideas, was Sir Henry Fowler's forcible protest

against the principle of intercepting money on its way
to the Exchequer, and his plea for a clear and definite

understanding ofwhat the true position ofthe accounts

was.
"
The public generally and the taxpayer ought

to know what they pay for local taxation as
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well as for the Army and Navy," and a
"

correct

and business-like statement should be issued of

the gross amount paid into the customs and excise, the

gross amount paid for the death duties, and the gross
amount paid to the local taxation account."

1899-1900.

SIB MICHAEL HICKS-BEACH'S FOURTH BUDGET.

April 13, 1899.

THE swollen surpluses of the last three years (of Ex-

chequer receipts over estimated revenue 5,812,000,

3,470,000 and 3,570,000) had not, as Sir Michael

Hicks-Beach remarked, been
"
altogether creditable

to the financial foresight
"

of himself or his prede-

cessor
;
and he had accordingly decided to frame his

estimates for the year ending in March, 1899, in a

more hopeful spirit than he had previously done.

The events of the year 1898 which included the war

between Spain and America, the battle of Omdurman,

the Fashoda crisis and the acquisition of Wei-hai-wei,

seemed calculated to belie these hopes, and
"

all the

pundits had prophesied a deficit." But there had

been no retrogression in the condition of the people,

and it was with some justifiable pride that the

Chancellor of the Exchequer was able to announce

that, though both the revenue and the expenditure

had exceeded his estimates (both of these having

proved inaccurate), the balance was on the right side,

and that no more had been extracted from the pockets

of the taxpayers than had been required for the
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necessities of the country in the year. The Exchequer

receipts had been 108,336,000, and the issues

108,150,000, giving a realized surplus of 186,000.

The customs had fallen rather below the estimate,

tobacco especially having proved disappointing and

realized 200,000 less than had been anticipated.

This was accounted for by the disturbance in the

trade which had prevented the reduction reaching

the consumer, and by the short supply and high

price of the raw article. It was contended on the

other side that no one had benefited by the reduction

except the manufacturer and the retailer, but Sir

Michael remained of opinion that the current year

would realize his figure, and resisted attempts which

were made in the course of the discussion to induce

him to reimpose the extra sixpence. The death duties

and income-tax, on the other hand, in spite of opti-

mistic estimates, had rather largely exceeded antici-

pations.

As regarded expenditure, there had been heavy

supplementary estimates, as now usual,
1

1,986,000

in amount, of which 885,000 was for the Army and

350,000 for the Navy besides 649,000 for civil

services, mainly for Colonial purposes ; but savings
of 665,000 spread over almost every head of the

estimates were to be set against them, so that the

net expenditure amounted to 108,150,000.
1 "

I do not think any Government has ever exceeded in the
form of supplementary estimates the expenditure to anything
like the degree which has been practised in this Parliament. It is

a very dangerous and a very evil practice. It deprives the House
of that regular control it ought to have over expenditure, it con-
fuses the financial balance upon which Parliament is called upon
to determine at the time the budget is passed

"
(Sir W. Harcourt,

Pad. Debates, Ixx. 1899, p. 1150).
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The estimated expenditure to be set against the Ex-

chequer revenue of the coming year was 112,927,000,

or an increase of 6,098,000 over the Budget estimate

of the previous year. This, added to a similar

increase of 5,000,000 in the previous year, made a

total increase in estimated expenditure (including

the local .taxation) of 19,076,000 in four years, a

rate of increase which could not long be met by a
"
mere automatic

"
increase in existing taxation,

"
nor even by increases of existing taxes.

55

In the course of some of the admirable remarks

with which Sir Michael Hicks-Beach was in the habit

of regaling the House, he said he could hold out no

expectation that this estimated expenditure
"
was a

mere temporary matter."
"
I daresay I am old-

fashioned in my ideas, but I look with alarm on the

tendency of the present day, quite irrespective of

political opinion, a tendency which is perhaps more

rife on this side of the House than on that to look

to the Exchequer and Central Government for superin-

tendence, for assistance, for inspection, and for control

in all kinds of departments of life, in all kinds of rela-

tions between individuals, in which, in the old days,

the Government of the country was never deemed

capable of acting at all."

Side by side with this tendency, and even more

marked during Sir Michael Hicks-Beach's period of

office, was the lavish expenditure on armaments to

which the swollen budgets of these days were mainly

due.
" We have," he said,

"
at a cost of almost un-

told millions provided a Navy so admirable in its

strength and its efficiency, so far greater in these

respects than any that can challenge comparison with
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it, that there is no doubt, I believe, in the minds of

the great majority of the people that the obvious

strength of that Navy has been a main factor during

the past year in saving us from a great war." When,

it may be added, after a series of alarms which had

threatened our relations in turn with each of the

Great Powers, peace was at last broken by the Boer

war; the command of the sea, maintained by Mr.

Goschen's vigorous, if expensive, administration of

the Admiralty was again the main factor which

warded off foreign intervention, and therefore enabled

the war to be brought at last to a successful con-

clusion. But whatever the justification in either

case, it was on these two lines, that of naval and

military expenditure on the one hand and that

connected with social reform on the other, that, first

with one political party and then with the other, the

astounding development of British finance was to

proceed during the remainder of our period. Sir

Michael Hicks-Beach justly took credit for the fact

that British naval and military expenditure was,

unlike that of our competitors, met out of the annual

revenue of the country ;
and that even such per-

manent works as harbours, dockyards and barracks

were provided by loans for short periods and not by
permanent additions to the debt. But it was at

least infelicitous that, on the eve of what, from a

financial point of view, was to prove incomparably
the most serious war in which England had been

engaged for a hundred years, he should have gone
on to express the hope he entertained that the

approaching Peace Conference might be able to

devise some means for checking the
"
terrible com-
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petition in armaments, at this moment when, I

believe, a desire for peace is more prevalent throughout
the world than it has been for some time past."

Nor was the moment happily chosen for a Chancellor

of the Exchequer who had more than once solemnly

asserted his opinion of the value of the sinking fund

as a war reserve for a proposal to reduce the charge
for the liquidation of the National Debt, a proposal

which he had contemplated in the previous year but

which now coincided with the necessity ofproviding, for

the first time, for an anticipated deficit. The measure

which he carried on this occasion had indeed but

little practical importance, for before the close of the

year he found himself faced with a situation calling

for the total suspension of the sinking fund, and, on

the cessation of hostilities, for as large a provision

as the national finances would allow to wipe off the

new liabilities which had been incurred. All the more

was it to be regretted that Sir Michael Hicks-Beach

should unnecessarily have placed himself in the posi-

tion of having to meet a charge of inconsistency, and

repeat the stock arguments for a raid on the sinking

fund the disproportion of the fixed debt charge

to the diminishing liabilities, the injustice which was

inflicted on the tax payer of the day by maintaining

that charge at a high figure, and the temptation

which would thereby be put in the way of future

finance ministers to make more serious inroads on the

sinking fund than the actual modest proposals.

It cannot, however, be disputed that the special

considerations urged by the Chancellor of the Ex-

chequer were strong enough to have justified his

action, if the good fortune which had hitherto attended
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him had not failed him at this critical point of his

career. It was true, as he said, that if the country

was richer it also had far greater burdens to bear.

"
When/' he said,

"
in 1875 Sir Stafford Northcote

set up the fixed debt charge of 28 millions, he had to

provide the sum of 10,785,000 for the Navy ;
I have

to provide 26,595,000 ;
he had to provide 14,678,000

for the Army ;
I have to provide 20,617,000. He

had to provide 12,656,000 for civil service estimates
;

I have to provide 22,180,000
"

;
and he himself had

shewn in his budget speech of three years ago how

the increase in our expenditure had been infinitely

greater than the natural normal increase in our

revenue. It was less doubtfully true that the tax-

payer of the day had a claim to benefit by the reduc-

tion of the interest on the debt effected by Mr. Goschen

in 1888, a reduction which was to reach its further

and final stage in 1903
; and, strongest of all, there

appeared, with Consols at 110, to be real substance

in the contention that the proportion of Consols

(" practically the only debt which we can now re-

deem ") in the hands of the public, as distinguished

from that held by Government departments, had

been narrowed to so dangerous a point (he put the

amount at 358,000,000, of which 200 millions were

held by the banks and other financial houses for

reserve purposes) that the Government, by the

purchases it was obliged to make in that market,
raised the price of what it desired to buy against
itself. Taking into account the effect on the Consols

market of the greatly increased outlay on account

of the savings banks, there was the fear that the

price of the stock might be driven to such a height
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as to be a real bar to the purchase of Consols for

sinking fund purposes. Without going so far as to

agree with those who thought it was better to let

the millions which went to the redemption of the

debt
"
fructify in the pockets of the people

"
he

wished, on the contrary, to maintain the sinking fund

at a substantial amount he thought there was waste

in redeeming Consols at a premium which would in

twenty-four years be redeemable at par ; and stated

that during the four years he had been in office it

had cost 20,569,000 to redeem 18,641,000 of Consols.

This consideration had no doubt influenced him in

his policy of diverting the old sinking fund to purposes

for which fresh borrowing would otherwise have been

required.

The proposals now put forward were shortly as

follows. The manner in which the debt was being prin-

cipally reduced was through the action of terminable

annuities
;

in March, 1902, a big Savings Bank

Annuity of 2,200,000 was to come to an end, and this,

with two other annuities and the reduction of the inter-

est on Consols from 2f to 2J per cent, in 1903 would

cause, between the spring of 1902 and 1904, 7,000,000

a year to fall into the new sinking fund. He thought

it impossible, said the Chancellor of the Exchequer,
"
that Parliament can allow such enormous windfalls

to fall into the new sinking fund within the year."

Parliament would be irresistibly tempted to devote

a large portion to the remission of taxation. He

therefore decided to prolong the Savings Bank

Annuity to 1911, substituting a charge of 591,000

up to that date for one of 2,200,000 to March 1902,

and to appropriate the amount thus saved to the



140 BUDGET STATEMENTS

service of new terminable annuities running to the

year 1922-3, in which year the Government had the

right to redeem Consols which would presumably be

at par.

Apart from some controversy as to the bearing of

the precedents quoted by Sir Michael Hicks-Beach

(those of Mr. Gladstone in 1860 and 1881 and Mr,

Childers in 1883) no serious objection was raised to

this part of the proposal, which would not help him

as to revenue. But it was otherwise when he proceeded

to discuss the question whether the amount thus

devoted to the repayment of debt, rather more than

7,500,000 the largest actual provision ever made for

sinking fund purposes, did not require revision ;
and

his conclusion that the fixed debt charge should, in

the interests of the permanence of the sinking fund

itself (as he put it), be reduced from 25,000,000

to which it had been reduced by Mr. Goschen to

23,000,000 thus still leaving for a reduction of the

debt 5,816,000 in the current year, was hotly dis-

puted, not only by the opponents of the Government,
but also by some of its political adherents.

If these proposals which reduced the liabilities to

be met by 2,000,000 were accepted, the expenditure
for which it was necessary to provide would stand at

110,927,000. On the existing basis of taxation an

estimate, which on most heads seemed generous but

which turned out to be greatly below the mark, gave
a total revenue of 110,287,000, leaving a sum of

640,000 as the estimated deficit to be provided for

by additional taxation.

New stamp duties (see Table) were accordingly

imposed to bring in 450,000, and an additional
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420,000 was to be produced by a revision of the

scale of duties upon wine. By these means the deficit

was turned into an estimated surplus of 230,000,

The discussion on the wine duties turned chiefly

on their effect on Colonial wines, mainly of low

alcoholic strength, which Sir Howard Vincent urged

should be exempted from the increased duties. The

reduction was criticized in several quarters (Mr.

Courtney, Sir Howard Vincent and Sir Charles Dilke)

as likely to be regarded as an act of hostility towards

the wine-growing countries from which we received
"
most favoured nation

"
treatment, and towards the

Australian wine-growing Colonies which would be

seriously injured by the strength test proposed.

Others protested against them on the ground that the

change was contrary to the long-established policy of

encouraging the consumption of light wines
;

and

in the result the additional duty on wine not exceed-

ing 30 per cent, of proof spirit was reduced from 6d.

to 3d., thus meeting both points to a certain extent.

But it was on the question of the reduction of the

provision for the repayment of debt that the main

battle took place. Sir William Harcourt, who had

resigned the leadership of the opposition and who

made his first appearance for the session on the night

of the budget speech, delivered the first of a series of

slashing attacks on the financial proposals outlined

above, and insisted that to strike off practically one-

third of the provision for the redemption of the debt

at a time of the greatest prosperity, from a fiscal

point of view, that the country had ever known was

a
"
fatal blow against that system which we have

stood by through good report and bad report." In
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the discussion which followed, the arguments in

support of that measure were demolished one by one

in a series of powerful speeches from Sir Henry

Fowler, Mr. Courtney, Mr. Bowles, Mr. Beckett and

Mr. Fletcher Moulton.

Most of these speakers concurred in disputing the

assertion that the great burden of taxation now

imposed on the people entitled the taxpayers to relief.

Rather did they feel, with Mr. Courtney, that the

coming generation might have such serious difficulties

to contend with that there was every reason, while

we were still flourishing, to relieve them as far as

possible of an impediment which might
"
keep them

back in the race for existence and the struggle for

life." It was really a sufficient answer to point out

that the wealth of the country had grown out of all

proportion to the amount set aside for the redemption
of debt.

"
The revenue," remarked Sir Henry Fowler,

"
is the largest ever known "

(121,000,000 had been

the aggregate expenditure provided for in the last

year)
"
and now we are to be told that it is too

much to pay 7,000,000 towards the reduction of

the debt, when in 1883, at which time the revenue

was only 77,000,000, we paid the same amount

without grumbling."
" We were living," said Captain

Pretyman,
"
in a time of precarious peace, and there-

fore exposed to something like the expenses of war."

But, replied Mr. Courtney, "however precarious

peace was, until the peace was absolutely broken

there was no reason for arresting or diminishing the

reduction of the debt. Until war was declared, let

them go on reducing the debt, make themselves strong
and in that way prepare for war."
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It is not to be supposed that the Chancellor of the

Exchequer did not perfectly agree with this sentiment,

or that if he had foreseen an outbreak ofwar he would

not have been the first to deprecate a depletion of the

war chest by 60 millions. The real fact was that he

did not see his way to impose fresh taxation.

There was, indeed, some truth in Mr. Fletcher

Moulton's taunt that we
"
have a Government which

dare not tax the poor and will not tax the rich/' but

there was noticeable abstention on the part of the

opposition from suggesting methods of raising more

revenue. There were, however, some interesting obiter

dicta in the course of the debates on the question of

direct versus indirect taxation. Mr. James Lowther

(Thanet) and other speakers commented quite justly

on the crudeness of the usual official calculations of

the percentage borne by the two forms of taxation

to each other, which
"
did not go far to establish the

truth about incidence of the burden on the different

classes of taxpayers." Mr. Courtney in his very im-

portant speech on the second reading equally con-

demned this calculation, and insisted on the need for

a
"
careful and accurate estimate of what was paid

by normal classes, in order to arrive at the exact

proportion of taxation paid by those with 100, 500,

1,000 or 10,000 a year." He thought, though he

had no recent figures, that the adjustment was now

pretty fair, but he deprecated any appeal in a House

of income-tax payers to resist taxation which would

fall upon them as very injudicious in a Chancellor of

the Exchequer.
" A more dangerous feud," said Sir

William Harcourt, "than an issue which might be

raised between the two sides of the House between
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the enemies of direct taxes and the opponents of

indirect taxation it would be impossible to raise."

There was, in short, no real information and, therefore,

no standard for imposing taxation as between social

classes.

There was, on the other hand, a general feeling that

the financial regime had been needlessly extravagant.
"
The Chancellor of the Exchequer," said Sir William

Harcourt, "up to this time has had a pretty easy

life. He was the heir of a highly solvent estate. He

had reduced it to a declaration of partial insolvency/'

Sir William Harcourt's patience with his successor's

budgets was apparently exhausted on this occasion,

and his language throughout was that of indignant

and outspoken condemnation. Sir Michael Hicks-

Beach allowed himself a retort.
"
I always notice

that the pleasure which the Eight Honourable

gentleman, the Member for West Monmouthshire,

naturally experiences when he looks back on his

handiwork of 1894 is quite eclipsed by his evident

disgust at the fact that the proceeds of that Act are

being expended by his political adversaries." It may
be suggested that the too abundant revenue furnished

by that Act was one of the main predisposing causes

of the lavish expenditure of the last few years.

On the whole, the argument that the taxpayer
could not fairly be asked to meet the growing expendi-
ture and also maintain the sinking fund was shewn

to be somewhat hollow and insincere. Not less so

was the suggestion that the future of the sinking
fond would be safeguarded by the present reduction.

It was indeed absurd to assert that the proposed
reduction would necessarily tend to further reduction
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till the sinking fund was altogether destroyed, and

the friends of the Government were quite justified in

pointing to the fact that no inroad had been made

in it during the twelve years which had passed since

Mr. Goschen's operations. But to say that the pro-

posed reduction was necessary to protect it was

equally absurd, and gave rise to much ribald criticism.
"
The first principle of the gospel of the sinking fund,

it seems," said Sir William Harcourt,
"

is that the

more you rob it the safer it becomes."
" A strange

thing/' said Mr. Beckett,
"
to protect the financial

virtue of your successors by sacrificing your own."

Mr. Gibson Bowles was even more caustic than usual

in his rdle of the candid friend. In a strain of delight-

ful irony he pictured the Chancellor of the Exchequer

saying to himself,
"
there may be a Chancellor of the

Exchequer who may not be characterized by my
austere virtue. He may come from West Monmouth

or Wolverhampton or possibly from Scotland. He

may be profligate, he is certain to be frail. He may
take this large sum and with it reduce the duty of

35 per cent, now imposed on tea, or that of 200 per

cent, on spirits, or of 247 per cent, on tobacco. He

may squander it in giving doles among the agri-

cultural classes, or in setting up a system of local

government calculated to advance the cause of Home
Rule in Ireland. I will not expose my future friend

to this temptation ;
he shall not be under this sore

trial. I will remove the temptation by removing the

money ;
and the Chancellor of the Exchequer of

1902, when he comes into being, will remember me

with gratitude and affection ; and he will thank the

fates which have raised me up to preserve him from
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the most deadly and dangerous situation in which

any financier can find himself that of having too

much revenue and too little debt."

The most serious defence put forward by the

Government speakers was that derived from the

existing premium on Consols which made repayment

of debt wasteful, and the narrowness of the Consol

market, which was also affected by the operations of

the Commissioners of the National Debt with their

enormous purchases for the investment of the deposits

in the savings banks. "If you go on," said Sir

Michael,
"
tiU you have to invest 12 or 15 millions

a year in Consols instead of 6 or 7 or 8 millions,

long before you get to that point Consols would be

practically unpurchasable." To the practical sugges-

tion made by Sir Henry Fowler and others that the

area of investments for savings bank money should

be enlarged the Chancellor of the Exchequer, Sir

William Harcourt and Mr. Goschen all strongly ob-

jected, on the ground, surely somewhat open to

question, that other securities such as Indian stock

or municipal corporation stock might be the safest

stock in the world, but in a time of crisis would not

be available. "Consols/' said Mr. Goschen, "are

the one stock which is always saleable in all circum-

stances." Mr. Fletcher Moulton and Mr. Courtney

very ingeniously contested the view that for the

Government to purchase Consols at a premium was

a dead loss, and other members pointed out more

convincingly that this argument proved too much, and

would, if pushed to its logical conclusion, preclude the

reduction of the debt altogether as long as Consols

stood above par, and that every pound by which
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Consols rose was an additional reason for not paying
them off. But the era of high-priced gilt-edged

securities, so strangely assumed to be permanent, was

drawing to its close
; and the real answer to these

confident assumptions as to the future of Consols

was supplied by the course of events. In a very few

months Consols had fallen below par, and this con-

tinued depreciation swept away the whole basis of

an argument which had been plausible and even

weighty in the early months of 1899.

The foresight of the Chancellor of the Exchequer,
which he himself had admitted to have been at fault

on previous occasions, was certainly not conspicuously

vindicated this year. Consols began to take a quite

natural downward course, and to crown all the revenue

again turned out to have been so enormously under-

estimated that, if it had not been for the outbreak

of the South African war (another unlooked for

eventuality), he would have laid himself open to the

reproach of having extracted 5 millions more than

was required from the pockets of the taxpayer, and

of having needlessly violated the canons of financial

orthodoxy. As it was, Parliament had to be called

together in a new session on the 17th of October of

this year and the Chancellor of the Exchequer was

obliged to make provision, in Committee of Ways and

Means on the 23rd, for an expenditure of 10 millions

for the army in South Africa, voted a few days before

on estimates which he stated to have been
" much

more carefully and accurately framed than on some

former occasions/'

He already at this date anticipated a surplus of

3 millions, leaving 7 millions to be provided by
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an issue of Treasury Bills (authorized up to 8 millions)

which would be placed on the market as opportunity

served. He looked upon this borrowing as a
"
purely

temporary matter/' and protested against the idea

ofmaking a permanent addition to the debt on account

of the war which he saw no reason whatever to

"
anticipate might not be brought to a successful

termination well within the period to which the

estimates referred." The Transvaal,, too,
"
wealthy

in its possession of gold/' might be required to con-

tribute a reasonable sum towards the expenses of the

war. For these reasons, and also because he was

within five months of the close of the financial year

when, if necessary, fresh provision could be made, he

sensibly declined to disturb trade by imposing in-

direct taxation
;

or to resort at once, as had been

done in 1867 (Abyssinian War) and in 1884 (Bechuana-
land and the Soudan), to an increase of the income-tax

which stood at 8d. instead of, as at these earlier dates,

at 5d. in the .

Such was the opening scene of a financial drama
which was soon to throw into the shade even the

startling advances of the previous ten years, and

greatly to enlarge men's ideas as to the possible limits

of
"
tolerable taxation."

SIK MICHAEL HICKS-BEACH'S FIFTH BUDGET, 1900-1.

March 5, 1900.

WITH the budget for the year 1900 we enter on a

period during which the chief interest in the national

finances centres round the great expenditure caused
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by the Boer war. The first point raised by the

necessity of this expenditure was whether it should

be met out of money raised by loans or by money
raised by taxation, or partly by the one and partly

by the other of these methods ; and the considera-

tion of this question figured largely in Sir Michael

Hicks-Beach's financial statement made on the 5th

March, 1900. The fact that the actual financial year
had not fully expired made all estimates unreliable ;

expenditure was difficult to forecast; the revenue

results for eleven months only of the year 1899-1900

were available
; and it happened, therefore, that

before the close of the year 1900-1901 no less than

three further financial statements were submitted by
the Government. The first, based on the position to

the end of February, 1900, gave provisional estimates

for the coming year and was accompanied by an

explanation of the provisions of the year's Finance

Bill
; the second, which was submitted on the 6th

April, the day of the third reading in the Commons

of the 1900 Finance Bill, gave the actual results of

the past year, together with definite estimates for the

coming year (see budget figures, p. 378) ;
and the

third and fourth, made respectively in July and

December (before and after the general election) gave

revised estimates of expenditure which were rendered

necessary by the continuance of the war. The

strange optimism with which the war began and the

gradual realisation of its serious character is accurately

reflected in these successive revisions of the financial

arrangements of the year.

Even before the first statement was made, it was

no longer doubtful that the war would make some
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very serious calls upon the national purse, for in

addition to the sum of 10,000,000 voted in the

previous October, a further expenditure of 13,000,000

had been consented to by the House in February,

Although the actual results would not be available

for another month, it was therefore already evident

that a considerable deficit would have to be faced at

the end of the expiring year ;
and in these circum-

stances the Government considered it to be of the

highest importance to show at the earliest moment
their determination to meet all their financial liabili-

ties with promptitude, and thus to aiford some proof
both to the enemy and to foreign critics of our

earnestness in the work in which we were engaged.

This, however, did not form the sole reason for the

unusually early, although not unprecedented, date at

which the budget was introduced. On more than one

occasion in the past when increases of duty had been

expected, the customs and excise estimates had
been considerably disturbed by clearances of dutiable

articles altogether in excess of the natural demands
of the market. Goods were cleared, not because they
were genuinely needed by the retail trade to meet
the demands of customers but in order that an

expected rise in duty might be evaded, and with the

intention on the part of traders of either selling them
at a price enhanced by that rise (which they would
not have paid) or of

underselling competitors who
had paid the increased duty. In either case the
increase of duty was pro tanto converted to the
benefit of the forestaller at the expense of the Ex-

chequer. It was therefore also with a view to

thwarting the efforts of these forestalls that, on
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two days' notice only, the budget was introduced on

the 5th of March 1900. In March 1899 anticipatory

payments had been made on tea and tobacco of

710,000. This had been carried over to the next

year. But this experiment was not repeated in 1900

when such good use was made by the public of the

two days' notice given (Saturday the 3rd and Mon-

day the 5th of March), that, when a month later the

final estimates for the ensuing year were given, a

substantial decrease in the customs and excise pro-

visional estimates for 1900-1 became imperative

owing to the large payments preliminary to heavy
withdrawals from bonded warehouses which had been

made, even during this very limited period, in anti-

cipation of increased duties. The amount thus re-

ceived was 1,730,000. In order to discourage as far

as possible the recurrence of any such event, a clause

was introduced into the Finance Bill (afterwards

Section 9 of the Finance Act, 1900), enacting that

duty should be paid on goods or commodities deposited

in a customs or excise warehouse at the rate charge-

able on the date of the actual removal of those goods

or commodities from the warehouse, and that if

before that date any duty had been paid thereon the

difference (if any) should be adjusted by repayment

or surcharge.

Basing his calculations upon the actual figures

shown by the returns up to the end of February, the

Chancellor of the Exchequer looked to the expiring

year to produce a revenue of about 116,000,000,

which showed a deficit of nearly 18,000,000 com-

pared with the gross Exchequer expenditure as then

anticipated. Had it not been for the 23,000,000
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already required for the war, there would on these

figures actually have been a balance to the good of

some 5,000,000, the one agreeable feature in the

statement. The pace at which the revenue was still

coming in bore remarkable testimony to the extra-

ordinary industrial activity and commercial prosperity

of the year 1899, of itself by far the most prosperous

of a series of prosperous years. Wages had risen

considerably, employment had been plentiful, labour

disputes had been few and unimportant, and the

result of all this was that the purchasing power of the

labouring classes had been largely augmented and

had very beneficially affected the receipts of the

revenue. The actual results of the year will be given

in connexion with the second balance sheet which

was placed before the House in the month of April,

but what has been said above will be sufficient to

shew that up to this point the war Lad had no adverse

effect upon the Exchequer receipts.

Turning to the amount required for the coming

year, the provisional estimate placed before the Com-

mittee shewed that the very large sum of 154,000,000

was to be asked for, an increase of 43,000,000 on the

estimates of 1899-1900 almost wholly attributable to

the war. As to the estimated revenue to meet this

expenditure, it was reckoned that about 117,000,000
would be paid into the Exchequer on the existing
basis. This shewed a deficit of 37,000,000, and when
to this the expiring year's deficit of 18,000,000 was

added, together with a precautionary 5,000,000, the

country was faced with the fact that even at this

early period the additional sum to be provided
amounted to not less than 60,000,000.
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The question as to how this sum should be raised

was at once attacked by Sir Michael Hicks-Beach.

If he had chosen to adopt either of two extreme

courses open to him, those raising the amount either

wholly by taxation or wholly by loan, he would have

found little difficulty in justifying himself by authority

and precedent. Not only had economists like Mr.

Hume and Mr. Mill preached the doctrine that it was

not expedient to defray the extraordinary expenses
of a war otherwise than by means of taxes levied in

the year, but Mr. Gladstone in 1854, before the

Crimean War had assumed very formidable dimen-

sions, had hoped to avoid recourse to loans, and had

dwelt on the expediency of meeting from year to year

the expenditure which the war might entail, as he

considered that such an effort made the community
feel what they were about. Indeed, at that time, he

held that by meeting expenses of war out of taxes

instead of mortgages on posterity, he was defending

all interests, but most of all the interests of the most

permanent property in the country ;
for labour and

capital might emigrate but land could not move,

and therefore must be mortgaged. On the other

hand, it is known that the other course avoidance

of all extra taxation was deliberately adopted by
no less a financial authority than Mr. Pitt for the

first six years of the great war against France (1793-

99), and there have been many advocates of this easy-

going policy down to the present day.

Neither of these extreme views have, since Pitt's

early days, commended themselves to practical states-

men. They have followed a via media" You must/'

said Mr. Disraeli in 1854, "conduct your war, no
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doubt, with some regard to scientific finance but

also with some regard to the spirit of the age and the

country." Sir Stafford Northcote, in his Twenty

Years ofFinancial Policy, laid it down that
"
although

the main brunt of war expenditure ought to be borne

at once, some aid, at all events, may not unreasonably

be expected from succeeding ages or at the least

from succeeding years." Mr. Gladstone also was con-

tent at a later stage of the Crimean War to adopt

the moderate course.
" We propose," he said,

"
the

principle of a divided method of provision. In so

doing, we follow the rule which is commonly applicable

to war expenditure."

It was from this latter point of view that the Govern-

ment approached the question. The memorable dark

days of the end of 1899 were already a thing of the

past, and news had just been received of the relief

of Ladysmith. Each day was bringing tidings of

fresh successes, and the Government had some right

to think that the war would not be a long one calling

for permanent fiscal changes.

The Chancellor of the Exchequer therefore urged
some immediate and substantial addition to taxation,

and proposed to meet the temporary necessity by
additions to existing taxation from largely produc-
tive sources, without having recourse to a number of

small impositions. Nor would he alter the existing

proportion between direct and indirect taxation. The
Chancellor of Exchequer therefore turned in the first

place to the income-tax which, he said,
"
has always

been considered a tax that might properly be aug-
mented on the occasion of a war, and that for the

obvious reason that it can be dealt with either by
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way of raising it when required for a war or by way
of lowering it when the war is over, without any prac-

tical disturbance either of trade or commerce/' The

rate of the tax was immediately advanced from 8d.

to Is. in the , and by this means about one-tenth of

the 60,000,000 was obtained. Having suggested a

small amendment in contract note stamps which,

however, was afterwards abandoned, Sir Michael

Hicks-Beach proceeded to impose an additional Is.

per barrel of 36 gallons on beer and an additional 6d.

a gallon on spirits, these two changes being estimated

to increase the revenue by 2,767,000. The extra

spirit duty was to remain in force until the 1st August,

1901, with a view of preventing dealers from keeping
back their clearances until after the introduction of

the usual budget. The duties on tobacco and tea

were also both increased, the additional yield from, the

former commodity being put at 1,100,000 and from

the latter at 1,800,000. The total of this additional

taxation amounted to 12,317,000, and by reducing

the expenditure to the extent of 4,640,000 by the

stoppage of repayments of capital wrapped up in

terminable annuities belonging to the various govern-

ment departments i.e. by a suspension of the sinking

fund some 17,000,000 of the 60,000,000, not by

any means on a bold or over-generous contribution,

was provided for by taxation. Of the balance of

43,000,000, it was suggested that 8,000,000 should

be met by renewing the Treasury Bills which had

been issued under the authority of the House in the

previous October, and as to the remaining 35,000,000

Parliament was asked to give general power for

borrowing.
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The proposals
were generally accepted without any

serious debate, and immediate steps were taken to

put a separate
war loan of 30,000,000 (not Consols)

on the market. The prospectus of the loan, which

was issued by the Bank of England as early as the

9th March, shewed that public subscriptions were

invited for a 2| per cent, stock repayable at par in

ten years' time. The price of issue was fixed at

98 10s. per cent., and this sum was payable by easy

instalments spread over a period extending into

November; but as the scrip carried two full quarters'

dividend, payable in July and October, allottees of

the stock really obtained a concession equivalent to

a further rebate of 14s. per cent, on the price of issue.

The success of the flotation was never for a moment

in doubt, and when the list was closed the total

amount of stock which had been applied for was

found to have reached 340,000,000, and the number

of applications 40,000. The stock immediately
went to a premium of 2 per cent., and in certain

quarters Sir Michael Hicks-Beach was somewhat

severely criticized for not having fixed the price of

issue at a higher figure. But on the second reading
of the War Loan Bill, on the 13th March, he defended

himself by shewing that it would have been a grave
mistake to run the risk of not having the loan fully

subscribed, or even of only having it just covered.

Any such result would, he said, have been a national

disaster. He explained at the same time that he

had not resorted to terminable annuities, owing to

the comparative unpopularity of this form of raising

money. No provision was made as to how the loan

should be redeemed, this question being advisedly
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left over till the total liability could be estimated and

in thefhope that some substantial contribution would

ultimately come from the Transvaal.

The second reading of the Finance Bill, which took

place on the 19th March, was of considerable interest.

The question of the narrow basis of taxation which,

as we have seen, had so often been raised as a more

or less academic issue since Mr. Goschen's time,

at once became a burning one. The Member for

Thanet returned to the charge with a good deal more

acceptance than usual, the Times having on the day
after the introduction of the budget attacked the

Chancellor of Exchequer for having failed to produce
a comprehensive reform of the whole fiscal system.

Mr. Lowther advocated a sliding scale of com duties
;

quoted Sir Michael Hicks-Beach's estimate of the

previous year that Is. would produce 2,450,000,

and pointed out that 10s. would produce 24 millions.

Sir Michael afterwards shewed that, what with pre-

ference, decreased consumption, and old age pensions

which were held out as an additional inducement,

even this sum would not greatly help the revenue.

Mr. Lowther made a significant point when he urged

his well-known views that the present narrow basis

would be absolutely inadequate to meet the growing

requirements of the present day, and that the system

of Hume and Bright depended on a policy of low

expenditure and restricted armaments.
"
This enor-

mous increase of your expenditure may become a

very serious question/' said he.
"
Yes," retorted

Sir William Harcourt,
"
indeed it may. It may

drive you to tax commodities of every kind as they

were taxed by Mr. Pitt in the great French war."
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For the rest, Sir William knowing that he had an

ally on this question
in the Chancellor of the Ex-

chequer, contented himself with repeating his opinion

that it was one of the greatest of financial heresies that

taxes should be levied upon the largest possible num-

ber of articles. "To-day," he said, "the fewest

subjects possible are taxed. The history of that is

that when you put taxes however small upon a

commodity, you make it dearer, you make the manu-

facture of it more difficult, the trade in it less pro-

fitable, you make it less accessible to the population,

and the people who consume that commodity save

less money and add less to the wealth of the country.

That is the whole history of it." The same speaker

did not fail to comment on the largeness of the sur-

plus which would have been realized but for the war

and to mention how this might have been used
;

and he made a farther point by showing how Mr.

Gibson Bowies' prognostications on the results obtain-

able from the death duties had been falsified. The

3| to 4 millions additional duty which the estate

duty had been looked to to produce had actually

been doubled since 1894, a result which, in Sir

William's opinion, was due to "the undiscovered

and incalculable wealth of the country." Sir Edgar
Vincent made a noticeable maiden speech in defence

of the traditional fiscal policy of the country.
"
High

duties on a small number of articles impede commerce

less, cost less to collect and are probably, though this

is a matter of opinion, less liable to evasion and fraud

than lower duties levied over a wider area." These

duties were not now at danger point, and the pro-

posal to tax a larger number of articles in peace time
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in order to create a reserve, a framework for war

taxation, appeared to him to be applying the prin-

ciple of war organization to the peaceful administra-

tion of the revenue, and would hamper trade un-

necessarily. Captain Pretyman added the obvious

but sensible comment that
"
at the present time the

elasticity of the revenue was shewn by the fact that

by very small impositions we were able to increase

our revenue by many millions."

The Chancellor of the Exchequer wound up the

debate in a short speech in which he dealt in his

characteristically sane and level-headed manner with

the various questions raised. In reply to the charge

of want of imagination in inventing any new system

of taxation for the production of revenue, he made

use of the argument that a moment of
"
temporary

necessity
"
was not one in which to raise new fiscal

questions ; and he took as a compliment the observa-

tions which had been made suggesting that the

budget was
" humdrum "

or that, as a leading

journal had said, it might have been prepared by a

schoolboy.

The further passage of the Bill through the House

was not marked by any particular opposition except

from the Irish benches, where it was argued that

Ireland was already overtaxed, and was now being

made to pay an undue proportion of the expenses of

a war of which the majority of her representatives

disapproved. The Government gave a special night

for the discussion of these grievances, when the

Chancellor of the Exchequer pointed out that the

new taxation imposed a relatively smaller burden on

Ireland than the old, and argued that Ireland was
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distinctly more prosperous than at the time of the

Financial Eelations Commission. The proposal to

exempt Ireland from a part of the new duties was

impracticable as it would have involved the establish-

ment of a separate Custom House, with consequent

inconvenience and very serious damage to Irish

trade.

One addition made to the Bill was, however, of

interest. On the 29th ofMarch Mr. Bartley moved the

addition of a clause exempting from estate duty the

property of persons killed in the war up to 5,000.

The Chancellor of the Exchequer could not accept

the clause as it stood, but agreed to have an alterna-

tive clause prepared, which was submitted and

adopted on Eeport. The effect of the new clause

was that on the recommendation of the Admiralty

or the War Office, the Treasury should be permitted,

in cases where total estate did not exceed 5,000, to

remit so much of the death duties payable on the

estates of officers or men whose death was incurred

on active service as the circumstances might deem

to justify; provided that in no case shcAld the

remission exceed the sum of 150, and that it should

only apply to property going to the widow or children

of the deceased. The new clause was expressly

limited to take effect in the case of any person dying
since the llth October, 1899, the date of the com-

mencement of the war.

The third reading of the Finance Bill on the 6th

April was of more than usual importance because it

gave the opportunity for the presentation of definite

estimates for the coming year, those presented a

month earlier having necessarily been provisional
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only. The Exchequer receipts for the past year had

amounted to 119,840,000, or an increase of

11,504,000 over the receipts of the previous year.

The increase was to some extent due to the heavy
withdrawals from bonded warehouses at the begin-

ning of March, but, even allowing for this, the figures

of the year were remarkable.
"
I do not suppose,"

said Sir Michael Hicks-Beach,
"
that so enormous an

increase as that for one year over its predecessor ever

happened before by the purely automatic effect of

taxation." The most striking of the individual

increases was that from the death duties, from

which source 14,020,000 (Exchequer Receipts) had

been obtained, as against the original estimate of

11,150,000. Adding the sum of 4,453,000 paid to

Local Taxation Accounts, the actual amount found

by the tax-payer under this head amounted to

18,473,000. Well might Sir William Harcourt smile

at his critics of the year 1894 and speak of the
"
un-

discovered and incalculable wealth of the country."

As illustrative of the difficulties encountered in

framing the estimate, the Chancellor of the Exchequer

pointed out that, whereas, since 1894 he had received

an average of 863,000 per annum from the estates

of millionaires, in the past year he had received from

this category of estate alone close on two millions

in estate duty, the vast sum of 900,000 in death

duties having come from the estate of one gentleman

known to fiscal fame as
"
Chicago Smith," who lived

on 15s. a day in a London club. That one person

had contributed to the Exchequer "more than the

cost of an ironclad."

The definite balance sheet as finally settled on the



162 BUDGET STATEMENTS 1900

6th April after increased taxation shewed an esti-

mated revenue for the coming year of 127,520,000,

as against an estimated expenditure of 150,061,000,

thus leaving a deficit of 22,541,000 ;
and the posi-

tion of affairs, as left at the beginning of the year,

can best be seen by a glance at the following figures :

Deficit on Eenewal of

1900-1901 Treasury
estimated at 22,541,000 War Bills 8,000,000

Eealized deficit

in respect of War Loan
18994900 13,883,000 30,000,000

Margin
-

1,126,000 stock @98| 29,550,000

37,550,000 37,550,000

Of the two supplementary estimates which, as

stated above, were presented respectively in July and

December, there is no need to do much more than

give a resume of the figures, for the discussions on

these estimates were relatively unimportant. Sir

William Harcourt, as leader of the opposition, said

that the
"
House of Commons had voted, and they

would always vote in his opinion, the money, whether

by taxation or by borrowing, which is necessary to

bring this war to the earliest finish/' but he made a

strong attack on these fragmentary budgets, on

August 1st complaining that he could not make out

how much had been spent so far, and how much out

of revenue and how much by loan. The Chancellor

of the Exchequer explained his figures, the effect of

which was that out of the total cost to date

(69,323,000), 25,460,000 had come out of taxation
and 43,863,000 from loans

; the former figure, how-
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ever, including last year's surplus and the suspended

sinking fund. He expressed the opinion, "his de-

cided belief," that the further borrowing power,

13,000,000, asked for at this date would suffice till

the end of the war. Both on this occasion, however,

and in December the criticisms of the opposition were

directed quite as much to the war itself as to its

financial aspect, and much curiosity was shewn as

to the promised contribution from the newly annexed

South African republics.

Neither of the two revised estimates shewed any
alteration in the revenue, which stood at 127,520,000

as fixed in April. In each case further expenditure

only was shewn, and in asking for powers to borrow

the amounts required the Government made it clear

that they had no intention of throwing a permanent
burden on the country. "I have obtained power
from Parliament," said the Chancellor of the Ex-

chequer,
"
to borrow for the cost of the war. I

have borrowed partly on Treasury Bills, partly on

Exchequer Bonds for three years, partly on Exchequer

Bonds for five years, and partly on the War Loan for

ten years ;
and therefore I have made the falling in, .

so to speak, of these loans at such periods as would

enable Parliament to have before it the condition of

the Transvaal from time to time with a view to seeing

what we could impose, as these loans fall in, upon that

country."

The additional expenditure which the country was

asked to sanction was estimated at 29,809,000 ; but

of this, it should be mentioned, some 3 millions were

required for military operations rendered necessary

by the Chinese crisis of 1900. This sum added to
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the original estimated deficit of 22,541,000 raised it

to 52,350,000. The additional borrowing powers

which were conferred on the Government were first,

in July, to an extent of 13,000,000, and second,

after the election to an extent of a further 11,000,000,

and by the end of December, 1900, the position was

as follows :

Deficit of 1899-1900 - - 13,882,000

Estimated deficit of 1900-1901 52,350,000

Aggregate deficit - - -
66,232,000

This deficit would be met as follows :

(a) By Treasury Bills Act, 1899

(6) By War Loan Act, 1900

(1) War Loan

30,000,000 @ 98| - 29,550,000

(2) Treasury Bills - - 5,000,000

8,000,000

34,550,000

12,744,000

(c) By Supplemental War Loan Act, 1900

(1) Exchequer Bonds

10,000,000 @ 98 - 9,800,000

(2) Ditto 3,000,000 @,

say, 98J
- - -

2,944,000

(d) By the exercise of further borrowing

powers under Supplemental War
Loan (No. 2) Act, 1900, within

amount of 1 1,000,000 authorized -
10,938,000

66, 232,000

It may here be noted that, after the dissolution of

Parliament, which took place in the autumn of 1900,

the Unionists were again returned to power with a
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majority almost identical with, that which they had
had at the previous election,. 1895. Lord Salisbury
remained Prime Minister and Sir Michael Hicks-

Beach retained the office of Chancellor of the Ex-

chequer, while Mr. Goschen retired from the Admiralty
and the administration, and went to the House of

Lords as Viscount Goschen.

SIR MICHAEL HICKS-BEACH'S SIXTH BUDGET, 1901-2.

April 18, 1901.

THE year 1901, the opening of which saw the death of

Queen Victoria in the midst of the long-drawn
anxieties of the South African War, was from the

financial point of view one of deepening depression

and disaster.

The position, in spite of the announcement during

the election period of the previous autumn and later

that the war was practically over, had not improved
since the statement presented in December 1900

;

for besides the necessity of providing for the still

continuing state of war, the growth of the normal

public expenditure, which of recent years had shewn

a tendency to advance at an ever-increasing rate,

had now clearly reached a stage demanding the most

serious attention. Moreover, the prospect which

Sir Michael Hicks-Beach had always dangled before

the House of Commons of securing a substantial

contribution from the Transvaal towards the expense

ofthe war was at last admitted to be far from encourag-

ing, and he was forced to announce that such was the
"
ruined condition

"
to which that country had been

reduced by the war that nothing could be expected
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from it until a considerable period had elapsed after

the restoration of peace.

In these untoward conditions Sir Michael Hicks-

Beach rose on the 18th April to make his financial

statement. Although at the moment of his speech

the
"
tide of prosperity was at last slackening and

some symptoms of a change
"
were already beginning

to shew themselves, the actual figures of the realised

revenue for the whole of the past year did not of

themselves disclose any
"
signs of adversity," for the

Exchequer receipts, at 130,385,000, were nearly 3

millions above the estimate. This excess, however,

was due practically in its entirety to anticipatory

clearances of dutiable articles,
"
an unmitigated

nuisance to financial statisticians," which the legisla-

tion of the previous year had not succeeded in pre-

venting. The presence of these forestalments on

a large scale entirely upset the relations between the

revenue of any one year and the consumption of

dutiable articles within that year, so that no conclu-

sions of a satisfactory nature could be arrived at as

to the increase or decrease in the consuming power of

the people. For this reason the Committee was not

detained by any detailed comparison of the receipts
under the various heads of customs and excise for the

past and previous years, as only hypothetical con-

clusions could be drawn from such a comparison.

Speaking at greater length on the results of direct

taxation, the Chancellor of the Exchequer had to

report that the death duties had almost exactly
realized his cautious estimate of 13,000,000, this sum

being exclusive of about 4,000,000 paid direct to

Local Taxation accounts. Stamps had proved un-
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satisfactory, owing to the
"
practical absence of

business
"

on the Stock Exchange. Spirits had

realized the estimate owing to
"
anticipations

"
;

but beer was 470,000 below it. Standard barrels

consumed had decreased but liquid barrels had not,

shewing that the gravity had been lowered or, less

euphemistically, that the beer had been watered.

But the yield of the income-tax which came out at

26,920,000, a sum more than one million in excess of

the estimate, was remarkable, though easily accounted

for by the prosperity of the years on the average in

which it was assessed. It was not until 1889 that a

penny of income-tax had produced 2,000,000 per

annum of revenue, but in 1901, notwithstanding the

abatements costing 1,440,000, which had been

allowed, each penny of tax was producing more than

2,400,000 per annum, and during the same period

of twelve years, the income assessed to the tax had

increased by no less than 120,000,000.

The total Exchequer expenditure for the past year

(budget and supplementary estimates) had amounted

to 183,592,000,
1 of which one-third (68,620,000)

had been war expenditure, leaving a deficit of

1
Including 9,739,000 for local taxation and 4,915,000 bor-

rowed on terminable annuities for capital expenditure for naval

and military works, the Uganda railway, telephones, etc. (the

capital and interest of which were repaid year by year from the

votes, and which were, therefore, outside the consolidated fund

charges), the total provided by the State was 198,246,000. Mr.

T. G. Bowles, later in the debate, adding to the Chancellor of the

Exchequer's estimate of 187 million for 1901-2, the local taxation

accounts and the amount of the appropriations-in-aid, brought
the total to 205,000,000, and, adding local expenditure of at

least 100,000,000, stated the total burden of taxes and rates at

300,000,000. In the same way the national indebtedness,

Imperial and local loans, came to 1,000 millions (Parl. Debates,

1901, vol. xcii. p. 837).



168 BUDGET STATEMENTS 1901

53,207,000, full provision for raising which sum had

been made as explained in the account of the previous

budget. But the expenditure for the coming year

was put at an even higher figure, being estimated at

what then appeared the colossal sum of 187
3 602,000,

or 4,010,000 over the actual expenditure of the

previous year. On the basis of the existing taxation

the revenue was estimated at 132,255,000 (estate

duty and income-tax being taken for special reasons

at a high figure), and the deficit to be provided for

accordingly amounted to 55,347,000.

It was doubtless owing to the unprecedented height

which the annual expenditure had now reached that

more than ordinary interest was taken in this budget ;

and, long before the statement was made, there was

much speculation upon the new taxes which it was

clearly seen would be necessary to meet the situation.

Even if this deficit could have been looked upon as a

war deficit only, the Chancellor of the Exchequer
announced that he would none the less have proposed
some additional taxation.

"
I never will be respon-

sible/' he said,
"
for the fatal policy of paying the

whole cost of the war out of loans, without charging
a reasonable amount to the tax-payer of the day.
But I am afraid," he continued,

"
that it is not only

a war deficit. I am afraid that the real difficulty

before us is not so much the cost of the war in South

Africa and China as the increase of what may be called

our ordinary expenditure." Five years ago he had

given a warning in this connection, and shewn how
the proportionate increase of expenditure in twenty

years had exceeded the increase in revenue. He now
stated that during the past five years the revenue
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(calculated on the basis of the taxation prevailing in

1896) would have yielded an increase of 16 millions

as against an increase in normal expenditure of

28 millions. This increase of taxation had been

provided by the additional taxation of 12J millions,

imposed last year not for ordinary expenditure

but for war services. He was forced to the con-

clusion that there was
"
no party or section of a

party in the House that is in favour of economy
for economy's sake." The opinion he had formed

on the present situation was that we
"
were bound

to make some endeavour to put our financial system
on a broader basis, so as to bear the increase in our

ordinary expenditure which may be necessary." But

to broaden the basis of taxation without infringing

principles to which he was strongly attached proved
no easy matter. He began by discarding the idea of

taxing manufactured imported goods,
"
because the

finished product of one industry is generally but the

raw material of another."
"

I confess I believe that

the removal from our tariff of the scores and hundreds

of articles which were on the list before the middle

of the last century was even a greater boon to the

working classes of this country than free trade in

corn or anything else that was given to them. I

believe it opened up the industries of the country, it

increased employment, it developed industry in a

way which was of infinite benefit to our working

classes, and I believe, though I know that my friend

(Sir Howard Vincent) does not agree with me, that

it is largely due to that policy that at the present

moment we raise so magnificent a revenue with so

little effort to the country."
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He defined what he was seeking as follows : "I

want a tax which will be largely productive : I must

levy a tax therefore on some article of universal con-

sumption which is very cheap : I want a tax which

shall not be open to the economical objection to

which a protective duty on an article largely produced

in this country would certainly be open, namely that

it would raise the price of the whole amount of that

article to the consumer by a far larger sum than it

would yield to the Exchequer. I want a tax that

everybody shall pay, not only those who are privi-

leged to pay income-tax and death duties or those

who indulge in alcohol or tobacco/' New taxes

answering to this description were not then discover-

able, and the Chancellor of the Exchequer fell back

on a revival of former taxes, one upon the import of

sugar and the other upon the export of coal. The

import duty on sugar drew from Sir Michael Hicks-

Beach a long and very technical statement. The

duty, which started from the point of 4s. 2d. per cwt.

on refined sugar, was graduated according to the

amount of crystallization, and was supplemented by

corresponding duties on molasses and glucose ;
a tax

of 20s. per Ib. was also placed on saccharine. The

other of the two new taxes, which took the form of an

export duty of Is. per ton on coal, was certainly new
to the present generation of tax-payers, although the

authority of Sir Robert Peel, who imposed 4s. a ton

on the export of coal in 1842 (abolishing it, however,
three years later), could be quoted in favour of it*

It was one which Sir Michael Hicks-Beach described

as
"
not a direct tax in my mind because it will not

be paid by the producers of the article," nor an
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indirect tax because
"
I do not think it will be borne

by the consumers in this country." He gave reasons

for thinking that it would fall on the consumer

abroad
;
and some of the arguments he used were

(as his opponents did not fail to point out) of a some-

what doubtful character for so pronounced an adherent

of liberal and free trade ideas in taxation. The extra

yield to be derived from the sugar tax was put at

5,100,000, and from the coal tax at 2,100,000.

The direct tax-payer was naturally called on for

his share with the object of maintaining the existing

proportion between direct and indirect taxation, still

the only treasury finger-post to the perplexed paths

of incidence. As a matter of fact (omitting the coal

duty) the adjustment was rather in favour of indirect

taxation as compared with the year 1899, the direct

proportion rising, he said, from 48 "4 per cent, in that

year to 50*3 per cent, in the forthcoming year. The

income-tax was accordingly raised from Is. to Is. 2d.

in the
,
and was estimated to produce an additional

3,800,000, making a total of 11,000,000 from

taxation from the new proposals. By repeating the

previous years' suspension of the sinking fund the

deficit was further reduced to 39,707,000, or, in-

cluding the interest on the fresh debt to be created,

to about 41,000,000. This sum was to be met by

borrowing and, in order to assist in financing the

country during the early part of the year, Parlia-

ment was asked to give borrowing powers up to an

amount of 60,000,000. The cost of the war having

already reached over 153,000,000 (double that of

the Crimean War), the Chancellor of the Exchequer

was at last driven to confess that this war was
cf
in
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cost a great war/' and that he would
"
no longer

rely," in the optimistic spirit which had hitherto

prevailed; "on temporary borrowing." In the 67

millions of unfunded debt maturing within the next

ten years, there was an ample field for any redemption

for which either the future prosperity of the country

or the will-o'-the-wisp of Transvaal assistance might

give the opportunity. The power of borrowing

would now, therefore, be extended to a creation of

Consols. Mr. Cohen, later in the session, made some

comment on the element of danger which lay in the

great amount of the unfunded debt. Leaving out

the amount of the War Loan and also the 14 millions

redeemable in 1901 and 10 millions in 1901 (which he

hoped might be paid off out of the mines and the

Transvaal indemnity) there were still 21 millions of

Treasury Bills in the hands of the public, and mostly
in those of the foreign public. Sir William Harcourt

in 1894 had dwelt on the importance of unfunded

debt being held at home, but the only real safeguard

was to reduce its amount by funding it so that pay-

ment could not be demanded by the holder of the

security at fixed times. Forced realization might
at any moment bring disaster to the commercial and

industrial classes. The decision of the Chancellor of

the Exchequer to raise the additional millions re-

quired by means of an issue of Consols was therefore

taken none too soon.1

1 Other authorities at the time wrote strongly condemning a

large unfunded debt. Sir Edgar Speyer, in an address to the

Institute of Bankers, in 1905, spoke of the existence of the floating

debt, which at one time was as high as 35 millions, as inimical to

trade, absorbing funds which should have been at the disposal of

the banks for the facilities which they are expected to give to

private customers and traders ; and Mr. (now Sir Frederick)
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His views upon the serious character of the financial

outlook were generally shared on both sides of the

House; there was much in his speech, with its

cautious avoidance of any grave departure from

established financial principles, with which Sir Wil-

liam Harcourt could sympathize ; and he was accord-

ingly warm in his appreciation of the
"

ability and

lucidity" of Sir Michael's statement and of his

"honesty in telling this House and the country
the real truth on the general financial situation of

the country." He did, however, at the close of his

speech allow himself some remarks on the optimism
which had been relied upon at every stage of this

lamentable contest, and which had found its natural

expression that night in the
"
most disastrous financial

statement that had ever been made by a Chancellor

of the Exchequer in the House of Commons."1

Other speakers indulged in some pungent observa-

tions on the contrast between the impeccable senti-

ments on the subject of economy so often heard from

Banbury, in a letter to the Times in 1901, in the course of an argu-
ment against issuing several small stocks and short loans, instead

of one large stock, observed :

" The trustee will not take these

short loans. He has the trouble and expense of reinvesting when

they fall due ; the beneficiary does not like them, because any

advantage that may accrue from their redemption above the

issued price goes to capital account and not to revenue. . . .

They are nearly all taken by bankers and dealers in money. If

trouble comes, these gentlemen all rush to sell : there are no

buyers and a panic ensues. Further, they absorb all the floating

capital in the market and consequently make money dear, the

result of which is that the trade of the country suffers."

1
Following the precedent established in the case of the previous

year's War Loan, immediate steps were taken to raise the amount

to be borrowed. The Loan Resolution having been carried in

Committee of Ways and Means on Friday, the 19th April, the

prospectus of the new issue of Consols was placed before the

public on the following day. Subscriptions were invited for
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the Chancellor of the Exchequer and his inability to

stem the growth in the permanent expenditure of

the country. "He had/
3

said Sir Edgar Vincent

in speaking of his courageous frankness about this

expenditure,
"
so much the habit of stating truths

which were a direct apparent condemnation of the

policy which he represented that sufficient attention

had not been given to this note of warning." But,

on the whole, the budget proposals were well received

in the House and the country, with the exception of

the proposed coal duty which was hotly contested

at every stage. On the question of the principle of

an export duty, the weight of economic authority

was decidedly adverse, in spite of a favourable

opinion given by Professor Marshall in a letter to

the Times. Sir Eobert Peel, who had imposed a

duty on coal in 1842, had abandoned it three years

later, because he wished to establish the principle

that there should be no duty levied on exports, and

because of the complaints of the coalowners. An

export tax, except in the case of a commodity which

is a monopoly, is in fact a tax upon a particular

trade. All the experts were agreed that, except as

regards small portions of the coal produced, the

Welsh steam coal for instance, there was little ele-

30,000,000 Consols at a price of 94 10s. OcL per cent., the pros-

pectus stating that another 30,000,000 stock had been placed

privately on the same terms. Allottees of the stock were em-

powered to make their payments by instalments extending up to

the 5th December, 1901, or to pay in full on or after the 17th

May under discount at the rate of 2| per cent, per annum.

Seeing that the provisional scrip certificates to bearer had coupons
for the July and October dividends annexed in full, the total
"
discounts

" were equivalent to about another 16s. The amount
of stock offered was immediately applied for about seven times
over.
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rnent of monopoly in this case; and that the tax

would fall far less on the foreigner than on the colliery-

owners and exporters, and therefore would ultimately

be felt by the miners. Mr. James Lowther did not

like an export duty, but was consoled by Sir Michael

Hicks-Beach's conviction that the foreigner would

pay it.
"
This is a great advance, for the Chancellor

of the Exchequer has always been regarded as the

foreigner's friend."
"
If the foreigner," he shrewdly

added,
"

is found to pay this duty it will continue
"

;

if not
"

it will have to go and at no very distant date."

The northern ports of Europe were the export mar-

kets on which we could rely, and there a not incon-

siderable German competition was to be met. Sir

Edward Grey, who argued forcibly against the tax,

pointed to the danger of retaliation if the foreigner

was affected by the tax. The shipping industry, as

Mr. Charles Wilson and Mr. Eussell Eea stated,

would be hit, because it had been the course of trade

to take out coal and bring back cargoes which were

the basis of our industries. The latter member

further observed that the
"
free and cheap import of

food stuffs was governed by the export of coal because

it was the only article of bulk and weight with which

we could load ships outward bound." Sir Michael

Hicks-Beach had spoken of a possible check in the

export of coal on a
"
not unmixed evil to the country

as a whole" in view of the possible approaching

exhaustion of some portions of the coalfields. This

argument was developed by a subsequent speaker,

The Welsh steam coal was not an ordinary product,

but
"
our special gift and almost our only asset

"

especially in case of naval warfare. Foreign nations
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took it regardless of cost, and it was
"
suicidal to

shovel this coal on to the foreigner." But the

sounder opinion was, that it was the best economy
to work it when you could get it. By far the greater

part of the value of coal consisted of the labour which

raised and brought it to market
;

if it had not been

turned in the past into reproductive capital
"
England

would have been smaller and poorer
"

(Mr. Robson) ;

pits once closed down before long became unworkable,

and the coal in such pits was as much loss to posterity

as if it were actually consumed by the present genera-

tion (Mr. Fenwick).

The hardship imposed by the duty on exporters

having current contracts for the delivery of coal

free on board ship (F.O.B.) for exportation was dwelt

upon by Mr. Thomas and others
;
and the Chancellor

of the Exchequer at once recognized the justice of

the complaint and announced a concession to meet

it; all coal exported up to the end of 1901 under

existing contracts being exempted. At a later date

it was also found necessary to make a permanent
concession on behalf of the cheaper kinds of coal

which could not bear the full duty of Is. per ton, and

it was ultimately decided to grant a rebate of the

whole duty on any coal the value of which was proved,

to the satisfaction of the Customs, not to exceed 6s.

a ton. In the result, these concessions had the effect

of reducing the estimated yield from the tax by a

sum of 800,000. But although they also had the

effect of diminishing the agitation which had arisen

in the mining districts, they by no means arrested

it; and a large number of deputations, particularly

from persons interested in shipping and in the coal
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trade, continued to be received at the Treasury.
The climax was reached in May, when the Miners'

Federation of Great Britain actually passed a resolu-

tion recommending all miners to leave off work

unless the tax was withdrawn. This threat of a

strike, coming as it did just before the full-dress

debate on the tax in the Commons, made it clear

that a firm attitude was necessary if the tax was to

be persevered with. The position for a few days
was somewhat critical, but a conference of miners

held directly after the Commons debate resulted in

a resolution declaring that
"

this conference does not

see its way clear to recommend a general stoppage
at this juncture," and thus the question of a strike

was dropped. The prosperity which had recently

attended the coal trade, and the knowledge of the

large profits realized by the coalowners, were of

assistance to the Government in maintaining their

proposals ;
and the moderation of the tax mitigated

the evil effects which had been so freely predicted

in various quarters. Its single merit, that of pro-

ducing a much-needed addition to the revenue,

maintained the duty in force for five years; but

as a permanent addition to the national resources

it proved a failure.

Throughout the turmoil occasioned by these dis-

cussions, both in and out of the House, the Finance

Bill was slowly running its course. The sugar duty

met with singularly little opposition; but the
" women and children argument

"
was made use of

by radical opponents ;
and the Irish party made a point

of resisting these and all other budget proposals as a

protest against the war and the alleged over-taxation
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of Ireland. There was, however, a long discussion,

principally maintained by Members familiar with

the details of the sugar trade, as to the propriety of

the scale of duties on the different classes of sugar

and allied articles. The Chancellor of the Exchequer

took a strongly free-trade line as regards this tax,

and firmly refused any proposal to differentiate in

favour of Colonial sugar, or to impose special duties

to countervail the bounties given for the export of

sugar by foreign Powers.

The discussion on the income-tax raised no new

point of special interest, though most of those who

opposed the coal and sugar duties thought that the

income-tax should have been still further increased.

Mr. Bartley's remarks on this question were as

usual noteworthy. He insisted on the point that it

was not the richer but the poorer income-tax-payers

who contributed the bulk of the tax
;

but he con-

sidered that the existing exemptions and abatements

had gone quite as far as was safe in relieving the

latter classes, and while still in favour of differentiating

industrial from spontaneous income, he fully recog-

nized the enormous change in the incidence of the

tax effected by the "great act" of Sir William

Harcourt.
"
The death duties have made our taxa--

tion immensely fairer
"
than it was before the passing

of that act
;
we were bound to consider the income-

tax in conjunction with the death duties
;
and under

the present system the rich man who is making a

large income was, as he should be, comparatively

heavily taxed. Mr. Fletcher Moulton took the same

view as to the differentiation effected by the death

duties
; but pointed out that the degree of differentia-
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tion instituted in 1894, when the income-tax had been

at 8d., had been upset by the raising of the income-

tax, and that the death duties should therefore be

correspondingly raised. Mr. Lowther (Thanet) and

Sir Howard Vincent were among those who objected

to the raising of the income-tax on the ground that

the revenue should have been raised by the taxation

of imports. But their views, while meeting with

some influential support in the press, secured but

little open sympathy in the House though they pro-

duced a very significant comment from Mr. John

Morley.
"
The Member for Thanet/' he said,

"
is

not well advised in his doctrines in my opinion, but

it is idle to deny that he is much nearer to having a

considerable following in the House and the country

than he ever had before. If you are going to be

militant Imperialists free trade goes. That is my
firm belief, and the beginning of the job is the

budget which the Chancellor of the Exchequer has

introduced."

The really valid criticism of this budget was that

it did not attempt to raise enough from taxation

towards the expenses of the war. Mr. Sydney Buxton

took a strong line in this sense, saying that 27 millions

only out of 170 millions had so far been produced

from taxation for the war.1 Neither by direct

nor by the proposed indirect taxation was sufficient

revenue being produced, and he would have supported

a further addition of 2d. to the income-tax with

further graduation. But though many other Liberal

members took the same view, there was no general

disposition in the House to go beyond the proposals
1 Parl. Debates, vol. xcii. p. 1111.
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of the Chancellor of the Exchequer in increasing

taxation. He made a good point in answer to Mr.

Fletcher Moulton by shewing the injustice
to indi-

viduals of making the estate duty a varying tax like

the income-tax; and generally took a conservative

view of the income-tax and of the possibility of

maintaining it at a higher level than that proposed

while deprecating differentiation or further gradua-

tion. In this Sir William Harcourt agreed with him

(Parl Debates, vol. xciv., 1131-1134).

The debates on the continuation of the existing

taxes had little interest, and finally, on the 17th July,

the Finance Bill left the Commons, after its third

reading, with a majority of 170. It passed through

the House of Lords without a division, but its second

reading in that Chamber was marked by a weighty

speech from Lord Welby, in which he very forcibly

urged the necessity for greater prudence with respect

to the normal expenditure. In reply to some remarks

by Sir Edgar Vincent, who had commented on the

loss of prestige by the Treasury and of its power in

controlling expenditure, he said, "Some mystical

notions are held of the powers of the Treasury, but

the fact is the Treasury is a department, organized
like any other department, with a Minister, generally

a powerful Minister, at its head. But that Minister is

subject to the Cabinet, and the Cabinet is influenced

by public opinion, and I think the experience of your

Lordships will teach you that if public opinion is in

favour of economy the Finance Minister is all power-
ful If public opinion is careless about economy,
then the Finance Minister is absolutely powerless."
No one was more competent than a great official
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trained by Mr. Gladstone to have added that the

prestige of the Treasury, as a critic of expenditure,

depends in no small degree on the predilections and

personality of the Chancellor of the Exchequer.
The year did not pass without the necessity for

some supplementary estimates, but the funds raised

by the new issue of Consols were sufficient to

tide over the additional requirements. These con-

sisted of a farther 5,000,000 for the Army, 200,000

for the Navy, and 7,431,000 for the Civil Service

and Revenue Departments, this last item being

chiefly composed of 6,500,000 for the civil administra-

tion which was being set up in the Transvaal and

Orange River Colony. There also figured in these

estimates a grant of 100,000 to Lord Roberts, who

had now returned from the seat of war to take up the

duties of Commander-in-Chief at the War Office,

leaving Lord Kitchener to carry out the final stages

of the campaign in South Africa.

SIR MICHAEL HICKS-BEACH'S SEVENTH (AND

LAST) BUDGET, 1902-3.

April 14, 1902.

THE year 1902 proved to be the last in which it was

necessary to budget on a war basis, and, indeed, so

much did affairs in South Africa seem to point to a

cessation of hostilities in the early spring that it was

a question whether the budget statement should not

be held over pending the result of the communica-

tions which were known to be passing between the

Boer generals and the British Government. There
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were, however, two strong reasons against postpone-

ment : military operations had not actually ceased

and it seemed therefore desirable after so many dis-

appointments to prepare for the worst alternative,

and it was considered that nothing would be more

likely to conduce to peace than some further proof

by the House of Commons of the country's determina-

tion to carry the war to a successful conclusion.

The year which had just closed, although shewing

no very marked features, was not unfavourable in its

financial and commercial aspects. Although several

trades were still suffering from the depression which

had set in at the end of the year 1900-1901, some from

the national mourning and others from the conditions

prevailing in foreign countries, especially in Germany ;

yet, on the other hand, such records as the returns of

the Bankers' Clearing House, of deposits in savings

banks, of the railway traffics and of coasting trade,

shewed no diminution of business at home
;
and as

regards foreign trade, in spite of a slight fall in value,

there was a satisfactory increase in volume. There

was, on the whole, no reason to think that there had

been any falling off in the consuming power of the

people.

The realized results for the past year corresponded
to a remarkable degree with the estimate, the aggre-

gate Exchequer receipts having exceeded the esti-

mates by about half a million. In some items of the

customs and excise revenue there had been a falling

off, the receipts from tobacco from spirits and from

beer having shewn a substantial decrease, due, in the

first two cases, to the forestalments of duty in the

previous year. But a considerable income from tea
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and cocoa had gone towards making good these

losses, and on the whole the customs and excise

receipts were only down by about half a million.

The sugar duty had proved a great success. It had

yielded 6,390,000 instead of the estimated 5,100,000,

owing mainly to forestalments in December, January
and February, in anticipation of an increase ;

and the

fall of price, which had resulted from an exceptional

beet harvest, had caused the tax to be very little felt.

The wholesale price had been raised by 2s. a cwt.

(including the duty of 4s. 2d.) over the price of the

previous year, and the retail price had declined from

the -|d. per Ib. anticipated to Jd., or even to no

increase at all in some cases.

The yield of the beer duty fell below the net receipts

of the previous year by 200,000, the second year in

which there had been a decrease in the consumption
of beer and the forerunner of many others. The

ooal duty, the imposition of which had aroused so

much controversy and given rise to so many prophecies

of ruin to the coal-mining and exporting industry in

the previous year, had produced just over the estimate

of 1,300,000, after allowing for the exemptions

granted to certain contracts made before the budget

and for the rebate on coal not exceeding the price of

6s. per ton free on board. The exports in the year

ending March last had amounted to 44,064,000 tons,

more than in any previous year except the record

year 1900-1
;

it had held its own in competition both

at Hamburg and in the Mediterranean ;
and exports

of duty-free bunker coal had risen, proving that ship-

owners had taken coal for the round voyage instead

of coaling in foreign ports. The death duties had
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produced 1,220,000 more than the previous year and

200,000 over the estimate, owing partly to arrange-

ments for collecting arrears of the tax; but the

heavy fall in stock exchange securities, especially

railways, would soon begin to affect the yield. This

had produced its effect on the stamp duties which

were 200,000 below the estimate ;
and the additional

million required to produce the net J million increase

above referred to was found in the returns from the

income-tax, which, estimated at 33,800,000, had

actually produced the very large sum of 34,800,000^

while the yield per penny had risen to 2| millions.

The total revenue raised by the State (including

9,713,000 paid to the local taxation accounts) had

amounted to 152,711,000.

The total Exchequer expenditure for the past year

had amounted to 195,522,000. After meeting the

deficit, from the funds raised by means of the QO

million Consols loan, there still remained a surplus

receipt of 4,029,000, which was the main factor in

increasing the Exchequer balances on the 1st April

to 8,567,000, as against 5,597,000 a year ago. They

would, indeed, have stood at a higher figure by
1,264,000, if there had not been a slight delay in

repaying an advance which had been made for some-

capital expenditure.

On the basis of the existing taxation, it was anti-

cipated that the coming year would produce an

Exchequer revenue of 147,785,000, and this left a

deficit of nearly 27 millions on the estimated expendi-

ture, viz. 174,609,000, treating the anticipated

outlay on the Army, included in the estimates, as*

providing for the maintenance of the South African
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field force for a period of eight months only. But

as this afforded no provision for the maintenance

of the garrison beyond that time, and as war, besides

being a very costly thing to wage, was also a
"
very

costly thing to terminate" it was necessary to

reckon on the expenditure of a considerable further

sum for gratuities, bounties, transport and disembodi-

ment charges ; and, allowing also for interest on the

fresh debt to be created, the Chancellor of the Ex-

chequer asked to be allowed to add 18| millions to

the 27 millions above mentioned. The task to which

he had to apply himself was accordingly to raise a

sum of 45| millions.

Seeing that a portion of the sum would of necessity

have to be met by borrowing, he at once suspended

the sinking fund (as in the last two years), and by
this means provided 4| millions, reducing the net

estimated deficit to 41 millions. This being primarily

a war deficit, he considered that so far as raised by
taxation both the direct and indirect tax-payers

should be called upon ;
and the first proposal was to

add another penny to the income-tax,
"
our great

financial engine in the time of war
"

thus bringing

it up to Is. 3d. in the . The estimated yield from

the additional Id. was put at 2,000,000 in the

current year. Another 500,000 was to be obtained

from an increase of the stamp duty on cheques from

Id. and 2d., but this scheme was entirely abandoned

at an early date.

Still impressed with the necessity of making pro-

vision for a permanent rise of expenditure, the

Chancellor of the Exchequer resumed this year his

search for a new indirect tax (for he rejected the plan
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of adding to the sugar tax or any otter existing duty)

which should realize the ideal of "producing the

most revenue with the least injury and inconvenience

to the community." He thought he discovered this

in the old shilling registration duty on corn and

flour, the history of which he gave in some detail,

concluding that its abolition by Mr. Lowe had been

a great mistake. He therefore proposed its revival

in the form of an import duty of 3d. per cwt. on corn

and of 5d. as a correlative duty on flour and meal,

which he calculated would yield 2,650,000. By these

means the deficit was reduced to 35f millions, and

this sum was to be met out of the proceeds of a

Consols loan for 32 millions and drafts on baknces

which, as explained above, then stood at an abnormally

high figure.

The desultory discussion which followed the state-

ment on the budget night itself made it abundantly
clear that determined opposition would be offered to

the corn tax, a tax which Sir William Harcourt at

once denounced in the strongest terms.
"

I think,"

he said,
"
this is quite the most formidable proposal

for taxation that has been made for many a long

year. I think, too, it is far the most objectionable

proposal ;
and if I had to select the one tax which

was the worst that could be chosen I should say it

was the tax on corn."

The Loan Kesolution having been disposed of on

the following night, the prospectus of the new loan

was at once issued. Of the 32,000,000 new Consols

created, one-half was placed privately, and the public
were only asked to subscribe for 16,000,000 at a

price of 93| per cent. When the lists were closed on
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the 18th April, it was found that the total amount

applied for exceeded 300,000,000, about the same

amount as the application for the 30 millions war

loan of 1900 which had been issued at 98 10s.

When the Loan Bill was in the House of Lords, Lord

Goschen took occasion to remark on the strength of

the country's credit. By that time the price had

risen to 97 for what was practically a 2J per cent.

stock, the 2f rate only lasting till April, 1903. This

was a remarkable result, considering that 159,000,000

had been borrowed for the war of which 122,000,000

was an addition to the permanent debt
;
and shewed,

as Lord Goschen pointed out by a calculation based

on the price of 3 per cent. Consol Stock at the time

of the conversion in 1888, that a 2j per cent, stock

stood 13 points higher than it would have done in

that year. The fall of this stock did not seriously

set in for a year or two longer.

On Sunday, the 1st of June, some time before the

Finance Bill of 1902 left the Commons, arrived the

long-anticipated news of the cessation of hostilities in

South Africa. The earliest opportunity was taken by
the Government on the third reading of the Loan Bill

to make some revisions in the estimated balance

sheet for the coming year. On the revenue side some

small adjustments in the corn duty involved a reduc-

tion of 250,000, and a further reduction of 500,000

represented the cheque duty, the abandonment of

which the Chancellor of the Exchequer had announced

on the second reading. On the expenditure side the

revised calculation, which included the restoration

of the sinking fund, made the total 176,359,000,

leaving a deficit of 28,574,000. The Chancellor of



188 BUDGET STATEMENTS 1902

the Exchequer courageously insisted on maintaining

both the income-tax and the corn duty, and thus

reduced the deficit to 24,174,000 which would be

met out of the loan, leaving a margin of 6,000,000

for the relief of floating debt. It may, however,

here be noted that no such application was made

of this sum, for before the year had expired, supple-

mentary estimates (1) for 771,000 for the Civil

Service, (2) for 8,250,000 as a grant in aid of the

revenues of the Transvaal and Orange River Colony,

and (3) for 50,000 as a grant to Lord Kitchener, more

than exhausted this remaining balance of borrowed

money.
The chief historical interest of this budget is of

course the discussion raised by the corn duty pro-

posal
"
The glut in the sugar market," as one of

the speakers observed,
"
covered the imposition of

the sugar tax, and the great gamble in the coal trade

the year before last favoured the imposition of the

export duty." If Sir Michael Hicks-Beach imagined,

as he had some excuse for doing, that his revival, of

the corn duty was going to be accepted as a natural

and even orthodox addition to the fiscal resources of

the State to meet the increased needs of the time, he

greatly misjudged the situation which was to arise.

He made much of the authority of Sir Robert Peel

and Mr. Gladstone in support of the tax, the former

having reimposed the duty when he abolished the

Corn Law, and Mr. Gladstone having left it in exist-

ence while he removed a host of other duties from the

tariff; but Sir Henry Fowler put a different com-

plexion on these historical arguments, with which,

however, it is unnecessary to deal here.



SIR M. HICKS-BEACH'S SEVENTH BUDGET 189

The Chancellor of the Exchequer, as well as Mr.

Austen Chamberlain and Mr. Bonar Law, urged that

when there was a surplus production abroad beyond

the requirements of consumers the tendency was for

the foreign producer to pay the tax; the British

importer might also bear some portion of the burden,

but in any case the charge was so small that it would

hardly be felt. Such arguments were somewhat in-

consistent with another which was put forward and

was generally recognized as sound, namely that it

was desirable that all classes should bear their share

of the burden arising out of the war, and that those

who had votes should be taught that they also had

responsibility. And if, as all economic experience

seemed to shew, such a duty must in the long run

have the effect of raising the price of wheat against

the consumer, here certainly was a tax which, as far

as it went, was, as Sir William Harcourt observed,

specially severe on the poor. It was even, said Mr.

Fletcher Moulton, graduated strongly against the

poor, for the poorer the family the more exclusively

was it dependent on the consumption of bread. If

the duty could be thus represented, it was a much

more direct challenge to the tendency of the times

and the growing, perhaps unreasoning, sentiment of

the House against indirect taxes which fell upon the

masses than some additions on familiar lines to

existing customs duties (such as was urged by Sir

Henry Fowler as an alternative) would have been.

The action of the Chancellor of the Exchequer might

be described as either very bold or very impolitic ;

but if he had anticipated the controversy which was

to be excited by the other aspect of the tax, its pro-
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tectionist character, the revival of an old and bitter

controversy which it was to encourage, and its

ulterior consequences upon his party, it can hardly

be doubted that he would have shrunk from the

reimposition of the corn duty. Sir Michael Hicks-

Beach indeed from the first, with absolute sincerity,

scoffed at the idea that there was any protectionist

intention in the duty, or that it would have any pro-

tectionist effect ;
but Sir Howard Vincent's stentorian

"
Well done

"
at the budget announcement and the

politic abstention of the Fair Trade section (noted

by Sir Henry Campbell Bannerman) from
"
dotting

ihe i's" during the discussion, gave a significant

answer to his contention. As a revenue tax it had

one great vice, at all events in theory : it raised a

larger sum from the consumer than went to the

Exchequer.
"
Your tax/' said Sir William Harcourt,

"
is pretty accurately stated to operate on the two-

thirds of the supply of corn and flour, and the proceeds

of that go to the Exchequer. But you equally raise

the price of the other third raised at home, and

nothing goes into the Exchequer from that. That is

the vice of all protective taxes." Four millions would

be taken from the consumer, and 2,500,000 only
would go into the Exchequer. The tax was repre-

sented as a return to the so-called registration duty
removed in 1869, but the new duty was in the first

place more comprehensive than the old ; the imposi-
tion of a fresh duty was a very different thing to the

mere retention of an old one
; and, as Mr. John Morley

pointed out, it was more protective than in 1869

because, with wheat so much cheaper, a shilling tax

was now a higher percentage than at that time.
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Professor Bastable said the tax was twice as heavy
as in 1869. The free-traders argued that it was pro-

tective to the farmer, and protective on the universal

raw material, and that there was protective discrimina-

tion in favour of the miller. Lastly, the duty, if

increased, could be used so as to give a preference

to the Colonies, and this was suspected in some

quarters to be the true reason for its introduction.

All these allegations were in turn disputed. A
protective tax protects, this one did not

;
and not

an acre would be added to the wheat area in this

country on account of it. The proportion between

flour and corn was the fairest possible ;
and it was

not inconsistent with free trade that, so far as any
infinitesimal bias existed, it should be in favour of

the home miller. As for a Zollverein, the Chancellor

was in favour of it on a free trade basis, if that were

possible. Free trade with our Colonies would not

necessarily involve the imposition of duties as against

foreign nations
;

"
but if we could have free trade

"

with our Colonies, even some sacrifice in that direc-

tion might be made. In spite of this somewhat

ambiguous sentence, the speech was taken as an

assurance that the Government had no intention by
this small tax of opening the door to preferential

tariff arrangements.

Lord Goschen's defence of the tax may be quoted

as summing up the argument in its favour in a most

reasonable way. He considered the tax had one

special virtue in that it went to broaden our system

of taxation ; and, in regard to its suggested protective

element, he drew a distinction between a tax which

was wholly protective and one which, though of a
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protective nature, was not imposed for the purpose

of protection.
"
Theoretically/' he said,

"
no doubt

this might be called a protective duty, because it is

imposed on foreign produce and there is no cor-

responding excise duty. But, practically, it is in-

sufficient to protect on account of its infinitesimal

character; and, consequently, so far as it goes, I

think the noble Lords opposite will agree that the idea

that it is protective cannot be entertained. Are we

to reject a duty of this kind if it broadens our system

of taxation one of the most important objects which

any financiers in these days should strive to attain

because it is protective ? I know one merit which

this tax has got, and that is that it is easily collected

and creates no disturbance of trade. Many other

projects might have been devised which might have

been difficult to collect and which might, at the same

time, have disturbed trade seriously. This is, apart

from the theoretical question that has been raised by
the noble Lords opposite and by economists outside,

an efficient tax, a tax which does not bear heavily on

trade and which will not materially increase the bur-

dens of the people. But, it is said, this is but the thin

end of the wedge, and I think that, if we were to look

into the reasons which have animated objections and

influenced the opposition against this tax, we should

find that it has not been so much the effect of this

particular small tax as the fear that it was the begin-

ning of a system of protection."

It was undoubtedly in this spirit that the country

accepted the tax, and Sir Michael Hicks-Beach was

justified in his observation that in spite of parlia-

mentary criticism, there was no really serious opposi-
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tion to Ms proposal. Some expert opinion outside

Parliament, indeed, and much, journalist comment,
favoured a far bolder attempt than Ms to meet the

situation, by reverting to older methods of taxation
;

that of Sir Eobert Giffen, for instance, in a series

of articles in the Times (Jan. 7, 9, and 11, 1902),

wMch attracted some attention. He took charac-

teristically an optimistic view of the increase of

expenditure, wMch., for various reasons, and especially

the fact that this country was no longer in the enjoy-

ment of the immunity from foreign rivalry and

possible attack which had been her fortunate lot

during the preceding forty years, must be of a perma-
nent character. He considered that the new higher

level of expenditure (150 or 160 millions) was no greater

in proportion to the wealth of the community than it

was forty or fifty years earlier, that the proportion

of the cost of the war defrayed by borrowing had

not been excessive, and that a larger proportion could

hardly have been defrayed out of taxes
" without a

financial disturbance which would have been wholly

unnecessary.
35 He was emphatic as to the necessity

of reserving high direct taxation for emergencies
"
for which they are eminently adapted on account

of the facility with wMch they can be put up for

an occasion, so as to obtain the exact sum wanted

without any disturbance of trade such as is necessarily

attendant on changes in indirect taxation." He

doubted whether the actual emergency had been

great enough to justify an income-tax of Is. 2d.,

and insisted on the importance of providing for the

additional permanent expenditure of the country by

indirect taxes. He considered that 20 millions could



194 BUDGET STATEMENTS 1902

easily be raised by a duty on corn Is., timber Is.

per load, petroleum Id. per gallon, 3d. more on tea,

and fd. on sugar, besides another 3s. per barrel on

beer; and that if further calls came, an effort should

be made by a readjustment of local taxation to

resume for the State the 10 millions handed over to

the local authorities some years back. At the same

time, he thought the income-tax should gradually be

reduced to 6d. In such suggestions Sir Robert

Griffen shewed himself in strong opposition to the

tendencies noted in these discussions, tendencies

which became even more accentuated after the general

election of 1906 ;
and another defender of the duty,

Mr. Winston Churchill, then a young Conservative

member, shewed a much clearer insight into the

political possibilities of the future. Deeply impressed

with the increase of expenditure, which he thought
"
out of all proportion to the national enrichment

"

and to which he saw no effective check, he thought
that the necessary broadening of the basis of taxation

would lead to serious taxation of bread and meat

and other necessaries of the food of the people. He
wondered what would happen if the fair trade issue

was openly raised by some responsible person of

eminence and authority in the country. They would

stand once more on the old battlefields . . . party
bitterness would be aroused such as the present

generation could furnish no parallel for, except in a

brief period of 1885-6. He wondered how the advent

of such a tremendous issue would affect the existing

disposition of political parties."
1

Little more than a year was to pass before this

1 ParL Debates, vol. cvi. p. 240.



SIB M. HICKS-BEACH'S SEVENTH BUDGET 195

"
tremendous issue

"
was to be raised in precisely

the manner foreshadowed by the speaker, and Lord

Goschen was to denounce the new departure as a
"
gamble in the food of the people." But the other

issue of which Mr. Winston Churchill spoke on the

same occasion as springing from the continued growth
of expenditure which he predicted, and the difficulty

which he foresaw in broadening the basis of taxation

by an increase of indirect taxation, was to be postponed
for a few years longer. He could, he said,

"
quite

conceive of a budget of 200,000,000 being extremely

popular and supported by the enormous mass of the

voting strength in the country. But he wondered

who would pay. . . . Was it seriously to be supposed
that the democratic electorate in time of peace would

accept such a burden ? To broaden largely the basis

of taxation would therefore raise . . . something much

more formidable than a political issue, it would raise

an issue directly social."

That issue was to be postponed by the defeat of

the
"

fair trade
"

or, as it came to be known, the
"

tariff reform
"
party at the polls, by an unlooked-for

wave of prosperity in the country, and by the advent

to power of a ministry which did not hesitate to

reform and largely increase the direct taxes. But

not by any slackening of expenditure, whether for

armament or for social reform
;
and the same problem

which confronted the Parliament of 1902 may

easily confront another House of Commons in a

more menacing form than before with the resources

of direct taxation, for the time at all events, well-

nigh exhausted and indirect taxation condemned by
Socialist representatives of labour as violating every
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sound principle because it
"
does not tax the citizen

according to Ms ability to pay
"
and

"
promoted no

sense of citizenship
"

(Mr. Snowden, Times, Dec. 14th,

1911).

The budget of 1902 is of extraordinary interest as

containing the germ of all these momentous questions.

Together with that of 1901 it foreshadowed clearly

enough a formidable increase in the cost of governing

the country ;
it indicated, on the one hand, the dan-

ger that some future Government might, in the words

of an above-quoted speaker,
"
so arrange taxation

that a great majority of the electorate will, as it were,

be divorced from all real responsibility, and the

burden laid on a minority without any great voting

strength," with the result of making this country

"not a good country for capital . . . then indeed

will the whole vast structure of our credit and

authority come clattering down, and the only choice

we shall be able to offer to the manufacturing multi-

tude will be to emigrate or starve." These budgets

illustrated, on the other hand, the extreme diffi-

culty of imposing new indirect taxes affecting the

poorer classes or even of materially increasing old

ones, while the alternative of carrying the income-

tax downwards was suggested, as it has been since,

only to be dismissed as impracticable. This diffi-

culty was increased, perhaps indeed mainly caused,

by the want of any real standard, except the rule

of thumb proportion between the total of direct

and indirect taxation, to guide fiscal legislation.
"
Until you have some method," remarked Mr. Mor-

ley with great justice,
"
automatic or otherwise, for

adjusting the relation between direct and indirect
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taxation, there will, depend upon it, be great trouble."

A great opportunity for laying down some clear prin-

ciples based on exhaustive study of the facts of

incidence was missed, and in the absence of clear

thinking and definite principle on this matter Mem-
bers of Parliament talked themselves and their con-

stituents into a sentiment of opposition to each and

every form of taxation which could be seen to affect

the masses of the people.

Partly to this cause, and partly to the reluctance

of the Conservative party to tackle the reform of

the income-tax and to increase in an adequate manner

the yield of direct taxation, was due the failure to

defray a sufficient proportion of war expenditure out

of revenue and the over-readiness to resort to

borrowing, upon which members like Mr. Haldane,

Mr. Buxton, Sir Edgar Vincent, Mr. Macrae and Mr.

Shaw not to speak of Sir William Harcourt strongly

animadverted in these discussions. It was not that

the revenue was at that time inelastic there was

ample margin for expansion both in direct and

indirect taxation but that neither the Ministry nor

the House were willing, in spite of much fine talk, to

risk unpopularity by asking the country to pay its

way as in Peninsula or Crimean days.

With the reconstruction of the Ministry under Mr.

Balfour as Prime Minister upon the retirement of

Lord Salisbury (July 11), Sir Michael Hicks-Beach

resigned the Chancellorship of the Exchequer, the

Finance Bill having been read a third time in the

House of Commons on June 25, and was succeeded

at the Treasury by Mr. C. T. Kitchie. He had been

reponsible for no less than seven budgets, and had
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experienced in almost equal degree the height of good
fortune and the depths of adversity. During his

period of office this country had risen to a level of

prosperity so far unequalled in her history, and been

plunged into a period of financial embarrassment from

which only a renewed and unexampled industrial and

commercial advance has enabled her to make a

successful rally in recent years. The time has of

course not arrived for passing a judgment upon his

Chancellorship of the Exchequer. But this much, in

view of the various criticisms quoted in the preceding

pages, may perhaps be said that the future historian

will not fail to dwell upon his mastery of the business of

his own department, his adherence to that conception
of his great office which treats finance as finance

and not as an instrument of policy, his clearness in

exposition, his conscientiousness in investigating facts

and accepting the conclusions to which they led, and
his unexpected freedom from class prejudice and

intellectual and party prepossessions.



MR. RITCHIE'S BUDGET, 1903-4.

April 23, 1903.

MR. RITCHIE'S first care, after some reference to the

conditions of trade and industry in 1902 which, though
not equal to the bumper year 1900 had somewhat

improved over those obtaining in 1901, was to demon-

strate the wisdom of his predecessor in having main-

tained the financial provision made in the first edition

of his budget for the year 1902 on a war basis
;

for

making peace had proved nearly as costly as making
war, and the year's revenue, as well as the whole

proceeds of the 32,000,000 Consols loan, had been

required to meet the various outgoings.

The time had at last arrived for a review of the

cost of the late war, and some figures of great interest

were accordingly given by the Chancellor of the

Exchequer as to the expenditure on account of the

operations in South Africa and China during the last

four years up to the 31st March, 1903. The total

cost was estimated to have amounted to 217,000,000,

or more than a quarter as much as the computed
cost of the great French War which lasted eight times

as long. Of this amount there was defrayed out of

revenue 67,500,000, leaving a balance of 149,500,000,

which had been met out of capital. In other words,

31 per cent, of the expenditure had been charged to

income and 69 per cent, to capital account.
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There was some truth in the criticism which de-

scribed even these calculations as optimistic. Leaving

aside the question of the additional cost involved

in the methods adopted for borrowing, certain mem-

bers of the opposition had always quarrelled with

the method adopted by Sir Michael Hicks-Beach of

assigning to the head of taxation the sums procured

for the revenue by the suspension of the sinking fund

in 1900-1 and 1901-2, 9,228,000 in all.
" He had

to point out over and over again/' said Mr. Sydney
Buxton on this occasion,

"
that while it was quite

right during a time of borrowing to suspend the

sinking fund because it was exactly the same whether

you applied it to the liquidation of new debt or to the

purchase of old debts, it was not right, in considering

how much had been met from additional taxation,

to take into account the question of the sinking fund."

Clearly, however, sinking fund money is drawn from

taxation, though it was not additional taxation in the

above sense.

Mr. Ritchie had pointed out how impossible it was

to earmark with any accuracy the charges due to a

great war, or to draw any precise line between the

expenditure which had been caused by the war

and the expenditure which would have been incurred

had there been no war. According to the figures given
in the return moved for by Mr. Buxton (the return

of the cost of the wars in South Africa and China,

130 of 1903), which he adopted in his budget

speech, the proceeds of new taxation in the three

years up to April 1st, 1903, had been 75,150,000 ;

but as there had been deficits on the ordinary revenue

of the three years of 16,694,000, the balance of the
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new revenue available for war charges had been

58,456,000. Whether, however, the sum contributed

from taxation to the cost of the war was this amount

or whether the revenue set free by the suspension

of the sinking fund (9,228,000) should be added,

making 67,684,000 whether, in short, it amounted

to 31 per cent, or 26 per cent. it compared very un-

favourably with the proportion of taxation to loan

shewn in the case of previous war periods. During
the great French War (1793-1815) 47 per cent, of the

huge total of 831,000,000 was met by taxation, and

only 53 per cent, by loans
;

in the Crimean War,

out of 67,500,000, 47 '4 per cent, came from taxation

and 52*6 per cent, from loans, and in the period of

1881-1886 21,000,000 was spent on warlike opera-

tions, out of which 58*3 per cent, was defrayed from

taxation. It is a strange reflection on the manage-

ment of British finances during the South African

War that the nearest modern parallel in the matter

should be that of the poorest of first-class military

states, Japan. The direct cost of the Eusso-Japanese

war to Japan was 203,094,262, of which sum 21*6

per cent, was met out of revenue and 78*4 per cent.

by loans.

The indirect cost of the South African War is impos-

sible to estimate. The war, as Mr. Edgar Crammond

has pointed out (in his
"
Finance of War/' a paper

read before the Institute of Bankers on April 20,

1910), practically absorbed "two years' savings"

which would otherwise have been available for

investment abroad, with the inevitable result of

depressing our export trade. During the three years

1900-1-2, the average amount of capital offered for
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public subscription in London for foreign and Colonial

investments was 47,167,000, and the value of the

exports of British manufactures averaged 284,879,000.

For the three years, 1906-7-8, when the effects of

the war had been practically overcome, the corre-

sponding figures were 104,921,000 and 392,908,000

respectively. During the ten years which followed

the outbreak of the war, the market value of home

railways declined by about 300,000,000, and of

Government stocks by about 190,000,000 ; but, as

Mr. Crammond observes, it would be extremely

difficult to define the exact proportion in which the

shrinkage was due to the war.

The reluctance to impose taxation, commented

upon in the account of the budget of 1902, had

naturally shewn itself in a very serious increase of

the national indebtedness. Our aggregate liabilities

on the 31st March, 1903, amounted to 798,349,000.

The funded debt had been increased, by the creation

of Consols, by 92,000,000 ;
and the unfunded debt,

by the creation of the War Loan amounting to

30,000,000, of Exchequer Bonds for 24,000,000,

and of Treasury Bills for 13,000,000, altogether

67,000,000. Mr. Kitchie naturally took the line

that this was
"
an enormous sum to have raised in

two years and a half
"

;
and he thought it was very

satisfactory that he had been so loyally and readily

supported by the City, and that his predecessor

had been wonderfully successful in harmonizing the

interests of the nation and the interests of the money
market in the arrangements he had made for raising

the money. It would be certainly unfair to underrate

these difficulties.



ME, BITCHIE'S BUDGET 203

The Chancellor of the Exchequer dealt at con-

siderable length with the fall of Consols, then quoted
at 91, which was causing

"
apprehension and even

dismay." The really remarkable phenomenon, how-

ever, was not the fall which had occurred, but the

abnormal height at which Consols had stood in the

closing years of the nineteenth century. Mr. Ritchie

made some interesting observations on this point.

A period of very cheap money followed upon the
"
Baring crisis

"
in 1890, during which the rapid

output of gold in the Transvaal and the silver panic
in America caused money to pour into London for

investment. The bank rate had accordingly stood

for some years at 2 per cent.
;
but even this did not

adequately represent the price of money, for it had

been possible to borrow on twelve months' Treasury

Bills at a rate of 13s, 9d. per cent, per annum. Trade

was not active
; capital was shy of industrial enter-

prise both in England and abroad; and it was a

profitable transaction to buy Consols yielding 2| per

cent, with money borrowed from the bankers at

^ to | per cent.
" In addition to these causes which

operated to raise the price of Consols, the Government

became a large buyer of Consols because of the growth

of the Savings Bank deposits, which always increase

largely when money is cheap but do not grow so

largely when money is very dear. We had, as the

Committee know, to borrow at one time a good deal

of money in connection with redemption of Consols.

When that operation ceased more money was avail-

able, and so the Government added to the money

which was in the market. All these circumstances

created a good demand for Consols . . . with the
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inevitable result that Consols were forced up ab-

normally high." Then came a period in which

all these conditions were reversed. Great activity

prevailed in trade ; money became dear, so dear

that as much as 4 17s. 5d. per cent, per annum had

to be paid for six months Treasury Bills, war expen-

diture and borrowing began, sinking funds were

suspended, less gold came from South Africa, the

category of trust securities was enlarged, and the

interest on Consols came down from 2| to 2| per

cent. There was therefore nothing to wonder at in

the fall which had occurred. The Chancellor of the

Exchequer proceeded to shew the fallacy of com-

paring the then current price of Consols with its

price in the early seventies (the latest date at which

Consols touched 91 prior to the Boer War) when the

rate of interest was 3 per cent, as compared to the

rate of 2| in 1903, so that the yield to an investor

was 3 6s. per cent, in 1870, and only 2 15s. in 1903.

Further, comparing the yield from Consols with the

yield from French and German Government securi-

ties over a period of ten years, he showed that the

fluctuations to our disadvantage were far from serious.
"
When," he added,

"
we remember that we have

gone through a great war, which necessitated our

borrowing over 150,000,000, I think we may con-

gratulate ourselves on the fact that the difference

is not more marked
;
and that we may, with a large

heart, put aside all the sorry prognostications made of

late with regard to the financial position of the great
stock of this country."

In the past year the aggregate Exchequer receipts

had fallen short of the estimates by a sum of 633,000
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only, a very small difference indeed, seeing that"

Exchequer revenue had now reached the gigantic sum
of 151,552,000. The deficiencies were : in customs

767,000, in excise 600,000, in non-tax revenue

166,000, together 1,533,000. These deficiencies

were in part made up for by excesses in death duties

of 650,000, house duty 50,000, and income-tax

200,000, together 900,000, leaving a total deficit

on the estimates, as stated, of 633,000.

The Exchequer revenue of the year 1902-3 had been

151,552,000, of which 129,933,000 represented the

proceeds of taxation. 1 The provision made by taxa-

tion and loans had been 176,359,000, which had been

exceeded by 8,125,000 accounted for by the supple-

mentary provision for the Transvaal and Orange
River Colony (8,000,000). The total expenditure

for the year had thus, including 9,767,000 for local

taxation accounts and 6,876,000 for capital ex-

penditure, been no less than 201,127,000.

The expenditure for the coming year was put at

143,954,000, or about 40,000,000 less than the

total for 1902-3 which, excluding the local taxation

and capital expenditure items, had been 184,484,000.

The war expenditure, that is, had fallen from

55,132,000 to 9,000,000 (4,500,000 interest on war

debt, and 4,500,000 for grants to meet war charges).

There were, however, increases on all other heads of

expenditure, the more important of which were

3,287,000 for the Navy and 1,211,000 for civil

services. The total included an annual debt charge

1 To obtain the total proceeds of taxation, however, it is neces-

sary to add the revenue assigned to local authorities, which Mr.

Ritchie stated as 9,767,000, making in all 139,700,000.
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fixed at 27,000,000, one million less than the sum

allotted by Sir Stafford Northcote in 1875 for this

purpose. It was, however, owing to the reduced

interest payable on the debt, a more adequate pro-

vision as regards reduction of debt. It would actually

be making an immediate addition of f million to the

sinking fund in a full year, thus appropriating for

that fund three-fifths of the saving effected by the

completion of the Conversion Scheme, viz. 1,250,000.

There would be available for the sinking fund

6,600,000, as compared with 5,750,000 the previous

year, and, as payments were received on account

of the loan from the Transvaal (three or four millions

was confidently expected from the proposed guaran-

teed loan in the current year in repayment of Colonial

expenditure from Imperial funds and, in the course

of three following years, a further sum of 30 millions,

by way of contribution towards the expenses of the

war), the amount available for reduction of debt

would be much increased. On March 31, 1903, the

debt (excluding other capital liabilities, 27,570,428)

stood at 770,778,000, and the sinking fund at

6,600,000, or '85 per cent. On March 31, 1875, when

the debt stood at 769,000,000, the sinking fund

proportion of the debt charge was (for 1875-6)

4,092,221, or *53 per cent, of the debt. By March

31, 1908, it was calculated that the debt would be

694,000,000 (it was actually 708,976,000) and the

sinking fund 8,841,000, or T25 per cent. "the

largest amount both absolutely and proportionately

which had ever been so applied."

A good deal of criticism arose on this item on the

second reading, partly from misconceptions of the
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amount set apart by Mr. Ritchie. Mr. Cohen would

have liked the corn tax retained, and Sir Edgar
Vincent another penny on the income-tax for debt

redemption. Mr. Ritchie fully sympathized with

their desire to provide an efficient sinking fund, as

he had shown by his proposal, and he further ex-

plained this proposal by saying that the sinking

fund had of late stood at 23,000,000 and that an

extra 4,500,000 was required for interest on the

war loans, making an aggregate of 27,500,000.

From this he deducted 1,250,000, representing the

decreased rate of interest payable on Consols, so

that 26,250,000 would have represented the full

amount needed on the basis existing before the war.

The Chancellor of the Exchequer in his budget state-

ment further pointed out that the sinking fund would

become much more operative with Consols at or below

par than it had been for some time previously. I

believe, he said,
cc

I am not taking too sanguine a view

of the operation of the fund when I say that, if the

debt is not added to, and if the annual charge is

maintained at the proposed amount, the whole of

this gigantic debt can be wiped out within fifty years

from now. That is a startling proposition, but I

believe it to be none the less true." Whatever the

value of such hypothetical calculations may be, the

provision made by Mr. Ritchie was perhaps a credit-

able one, more so than might have been expected from

previous dealings with the question of the National

Debt
; although as Mr. Cohen, a Conservative

member, afterwards truly remarked, the comparison

with 1875, when the revenue stood at 80 millions

only as compared with 144= millions in 1903, shewed
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that the present generation was making a much less

serious effort to reduce debt, and that the proportion

set aside in the latter year for the service of the

debt contrasted very strikingly and not very favour-

ably with the sum allocated by Sir Stafford Northcote.

The growing burdens of the naval, military, and

civil expenditure were all commented on in the usual

strain. The entente just being inaugurated by the

visit of King Edward VII. to Paris, warranted some

hope of limitation in the growth of armaments
;
and

in any case we were proposing now to spend less rela-

tively to our means than we had been spending

forty years ago under this head. Mr. Ritchie spoke

as his predecessor had often done about the growth
of civil expenditure, and in his remarks he almost

succeeded in anticipating the extent to which the

Exchequer was to become the
"
universal milch

cow."
"
It is demanded of us," he observed,

"
that

harbours of refuge shall be constructed and reserves

of food kept ; stipends for Members of this House

are to be found, and election expenses are to be paid ;

employees of the state are to be better paid and

better provision is to be made for them when they
retire

"
;
and to this list he afterwards mentioned that

old age pensions might be added as another item.
"

It is only," he somewhat tamely concluded,
"
by

being less reckless in the expenditure that money can

be kept out of the hands of the tax collector."

The concluding portion of Mr. Ritchie's budget

statement, and that which made it memorable, dealt

with his proposed remissions of taxation
"
the most

interesting, but, I think, the most difficult portion of

my task." From existing taxation, he calculated,
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[very optimistically looking at the results of 1902-3

e.g., Customs was put up by 2,207,000 and excise by

600,000] on a revenue of 154,770,000 which, with

an estimated expenditure of 143,954,000, gave him

a surplus of nearly 11,000,000. With this sum he

proposed, in the first place, to reduce the income-tax

from Is. 3d. to lid. in the at a cost of 8,500,000,

and secondly to repeal from the 1st of July the

corn duty imposed the previous year, at a cost in

the current year of 2,000,000. The few words with

which the abolition of the com tax was announced

looked like a complete disavowal of the arguments

by which its imposition had been supported, but gave
no clue to the real significance of this proceeding.

"
Corn," said the Chancellor of the Exchequer,

"
is

a necessary of life in a greater degree than any other

article. It is a raw material, it is the food of our

people, the food of our horses and cattle, and, more-

over, the duty has a certain disadvantage inasmuch

as it is inelastic
;
and what is much worse, it lends

itself very readily to misrepresentation. I do not

think it can remain permanently an integral portion

of our fiscal system, unless there is some radical

change in our economic circumstances or it is con-

nected with some boon much desired by the working

classes. It was the last tax which was imposed by

my Right Honourable friend the late Chancellor of

the Exchequer, and I know it was imposed with

reluctance, and only under pressing necessity. In

my opinion, being, as it is, a tax on a prime necessity

of life, it has the first claim to be associated with the

large remission of the income-tax of which I have

spoken. I therefore propose to remit the corn duty."
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The words in which Mr. Ritchie's decision was

announced gave no hint of the differences between

himself and Mr. Chamberlain in the Cabinet respecting

the latter's attempt to retain the duty in order to

meet the resolution passed at the recent Colonial

Conference, and give a preference to Colonial corn. 1

The announcement was received with loud opposi-

tion cheers, and naturally drew from Sir William

Harcourt an expression of cordial approval at the

disappearance of an
"
infamous tax/

3

together with

some sarcastic reference to the situation of the

Government in
"

first fighting for this corn tax as

they fought last year, and now coming forward and

saying that its repeal will be a great boon.
5 '

The followers of the Government were no less

perplexed ;
and some of them were greatly annoyed

at the abandonment of the tax and the consequent

withdrawal from the policy of
"
broadening the area

of taxation," of which so much had been heard a

year ago. The corn tax had certainly not proved

oppressive, for as the Times pointed out, the price

of bread was actually lower than when it was intro-

duced.
"
The basis of taxation/' that journal con-

tinued,
"
certainly needs broadening as much as

ever. Yet Mr. Ritchie, without any regard to the

continuity of policy which we might expect from a

Cabinet even when its personnel changes a little,

abolishes what the Government fought so hard to

1 See Mr. Holland's Life of the Duke of Devonshire, vol. ii, pp.
298-9, and article in Quarterly Review for January, 1912, on the
Duke of Devonshire and the Liberal-Unionists, pp. 260-1, from
which it appears that Mr. Ritchie was not opposed to a retention

of the duty, provided it was not utilized to give a preference to

Colonial corn.
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secure, and ignores all the lofty economic arguments

by which they defended their action/
3

Events, however, still too recent and too momentous

in their political results to need more than a passing

reference in this place, soon threw some light on

this puzzling move. On the 15th of May, before

the Finance Bill came up for second reading, Mr.

Chamberlain, in a speech to his constituents delivered

in the Birmingham Town Hall, launched his celebrated

declaration in favour of Colonial preference and

retaliation against foreign countries, which gave
birth to the

"
Tariff Reform

"
movement. The

political situation created by this speech immediately
became the chief subject of discussion both in Parlia-

ment and outside; and after four months, during

which it became clear that Mr. Chamberlain was

aiming at a complete reversal of the Free Trade

system, while Mr. Balfour, in the spirit of his famous

avowal (June 10th) that he should consider he was

but ill performing his duty,
"
I will not say to my

party, but to the House and the country if I were

to profess a settled conviction where no settled

conviction exists," was struggling to maintain an

open mind and keep the Unionist party together,

it led in the last half of September to the resignation

of Mr. Chamberlain simultaneously with that of the

free trade members of the ministry, Mr. Ritchie,

Lord George Hamilton, Lord Balfour of Burleigh,

and Mr. Arthur Elliot, followed in October by that

of the Duke of Devonshire. 1 In the reconstruction

1 For these events see Mr. Elliot's Life of Viscount Goschen, vol.

ii. pp. 248-9, and Mr. Holland's Life of the Duke of Devonshire,

vol. ii. chap, xxvii. pp. 290-371.
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of the Cabinet Mr, Austen Chamberlain took the

office of Chancellor of the Exchequer, but before

these events the Finance Bill had passed through all

its stages. The budget discussions, coming as they

did just at the time of Mr. Chamberlain's fiscal

manifesto, not unnaturally partook more of the

nature of arguments on the respective merits of

free trade and protection than of criticism on any

particular tax. One of the first discussions in the

House, that on a resolution by Mr. Chaplin in

favour of the retention of the corn duty, was made

memorable by Sir Michael Hicks-Beach's speech on

the reasons for his retirement and on his views con-

cerning Mr. Chamberlain's proposals, as well as by the

Chancellor of the Exchequer's personal declaration

avowing himself
"
a convinced free-trader." He was

now free to argue much more fully in support of his

decision to abandon the corn duty, with the result

of giving the impression, as Mr. Austin Taylor re-

marked, that every argument given in favour of its

repeal was clearly an argument against its imposition.

Both Sir Michael Hicks-Beach, however, and Mr.

Arthur Elliot, now Financial Secretary to the Trea-

sury, who had supported its imposition in 1903,

maintained not unsuccessfully the consistency of

their action on that occasion with the free trade

position which they now, in common with Mr.

Ritchie, strongly asserted. It would not be germane
to the purpose of this work to follow the discussions

on the catastrophic developments which now, for

the first time in our generation, raised in a practical
form the question of the fiscal policy of the country,
or to do more than allude to the observation made
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on the strange position in which the Government
were placed by the spectacle, as Mr. Asquith ex-

pressed it, of
"
ministers posing as propagandists of

two wholly irreconcilable views of public policy . . .

a practice which, if it were once allowed, would put
an end to ministerial responsibility and Cabinet

Government." It is, however, not irrelevant to take

note of an important deputation of Members of

Parliament and others opposed to the repeal of the

corn tax, which was received by the Prime Minister

in the Grand Committee Room of Westminster Hall

on the 15th May. Mr. Chaplin, who introduced the

deputation, set out the case of his followers in a speech
of unmistakable clearness. He urged that

"
the

milling industry, on the faith of Sir Michael Hicks-

Beach's statement for which every one of his col-

leagues was as responsible as himself, had been

practically restarted in England with the most

beneficial results to almost every class in the country,

and, among others, to farmers and feeders of stock

in particular.
1 "

The tax/' he continued,
"
was

absolutely no burden whatever on the people, and

therefore its abolition would not be the slightest

relief to them. Yet it was proposed to throw away
a revenue of 2,500,000 a year without the slightest

return, to strangle almost at the moment of its birth,

or, it should be said, at the moment of its re-creation,

an already successful addition to the industry of the

country, and one which, if it had been given a little

more time, would have been a most valuable addition
;

1 Sir Michael Hicks-Beach now admitted in Parliament that 4d.

instead of the 5d. allowed would have been the right figure at

which to have fixed the duty on flour and meal, in order to avoid

this protective effect.
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and to deprive the most distressed and the largest

interest in the country of what promised to be a real

and substantial advantage."

Mr. Balfour's reply put the case of the Government

convincingly enough as an argument from expediency.

Admitting that in the previous year, when the tax

was imposed, it was hoped it would form part of the

general fiscal system of the country, he stated that

those hopes had proved to be fallacious.
"

I should

be the last to say/' he continued,
"
that the present

Government is deficient in merits and ought not to

command perennial confidence, but, as a matter of

fact, we know that under the British Constitution

party succeeds party, and, as a permanency, this

tax could not last. I admit that that is no proof

why we should take it off, but if I am right in saying

that it would be impossible for our opponents to

come in and retain the tax, it is quite clear that there

was no hope that Chancellors of the Exchequer of

both parties would permanently benefit by the tax,

and that those hopes were doomed to disappointment.

As soon as it was clear that this tax was to be a bone

of contention a tax which was not objected to

simply as a tax, but was a matter of contention be-

tween great opposed political forces it also became

clear that it could not be a permanent part of our

fiscal system, as the income-tax or the tea duty is.

The taxes which it is right to put on in any country

depend, and must depend, not merely on paper con-

siderations, not merely on abstract arguments of

theoretical economists, they depend, and must depend,
on the tastes, the habits, the history, the prejudices of

the particular community in which the tax is imposed."
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One of the points most strongly urged by the

opposition was that as the corn tax was the only

indirect tax remitted, and as no further prospect of

remission was held out by the Government, much less

than a due proportion of relief was given to the poorer

classes of taxpayers than was afforded to the richer

by the reduction of 4d. in the income-tax. In a full

year 2| millions were to be remitted from indirect,

and 10 millions from direct, taxation. Sir William

Harcourt spoke of
"
scandalous injustice

"
in this

connection, Mr. Buxton of the
"
preposterous pro-

portion
"

of the relief to the two classes of taxpayers,

and Mr. Haldane dwelt on the fact of the greatei
"
ability

"
of the income-tax-paying class, who owned

one half the national income, as invalidating their

claim to so large a measure of relief.

Such criticism illustrated once again the difficulties

of the House of Commons in discussing the question

of the incidence of taxation in the absence of the

necessary data or of any agreed standard of equity,

however rough. But it also showed a complete dis-

regard of such standards as were applied by the

Treasury comparison of the proportions between

direct and indirect taxation. Leaving aside the coal

tax which could not be ascribed, to either head ex-

clusively, additional taxation for the war, according

to the Buxton return, produced 71,846,000, of which

39,884,000, or 55'5 per cent., had come from one

tax (the income-tax), and 31,962,000, or 44'5 per

cent., from the various taxes on commodities. In

the budget proposals of 1899-1900, before the dis-

turbance caused by the war, the proportion was

47*9 per cent, direct, and 52' 1 per cent, indirect.
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In claiming that relief should now be distributed in

equal proportion between direct and indirect taxa-

tion, the critics were asking for the perpetuation of

the proportion established during the period of war

strain, which would have obliged any Chancellor of

the Exchequer, whatever his predilection in favour

of the income-tax-payer, to place an increased pro-

portion of the new taxation on his back. They were

disregarding in effect the special consideration which

governed taxation in time of war; the historical

associations which pointed to the income-tax as a
"
special implement of war," the considerations of

convenience which showed that no old tax can be

increased and new ones imposed (or remitted) with

so little inconvenience to business as the income-tax.

If the war taught any lessons in taxation, it was

surely the extreme difficulty of devising a new tax,

and especially a tax on commodities in time of war,
when a minute inquiry into its consequences was

impossible.
1

These considerations justified the Chancellor of

the Exchequer in placing a comparatively large
share of the burden of war on the income-tax, but

they also entitled him, in view of the special burden
which the income-tax payer had borne and would
be likely to bear on future occasions, to treat him
with special favour in time of peace. The utmost
which the partisans of the indirect tax-payer could

in fairness contend was that in the arrangements
made after the cessation of the war his position

Curing the budget discussion of 1909 Mr. Lloyd George in

defending the new high level of direct taxes, asked why indirect
taxation should not be considered as a resource for time of war.
The history of the South African War supplies an answer.
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should not be relatively worse than before it began.

Judged by this standard, Mr. Ritchie showed that

there was no legitimate grievance, for on the basis

of his budget the proportions stood at 49*1 per cent,

for direct and 50'9 per cent, for indirect taxation.

The increase for 1903-4 on the budget estimate of

1899-1900 was 13,493,000 for indirect taxation, and

15,364,000 for direct taxation, even after the remis-

sion of 4d. in the income-tax and of the 13| millions

indirect taxation (over 4| millions arose from duties

on alcohol and tobacco).

This was the Government case. If we try to push
the analysis further on the lines suggested by Mr.

Haldane, and adopting his figures
1 as approximating

very roughly to the actual condition, what do we

find ? Four million persons (men, women, and chil-

dren) out of 42 millions forming the income-tax-

paying class, and having an aggregate income of

800 millions or, on the average, 200 p.a. each.

On the other side 38 million persons, also with an

aggregate income of 800 millions, or 21 p.a. each.

The additional war taxes had amounted in three

years (in round figures) to 40 millions direct, and

32 millions indirect, and of the latter at least one-

third may be held to have fallen on the income-

tax-paying class. Therefore we find 50 millions

falling on four million persons, or 12 10s. per head,

and 22 millions falling on 38 million persons, or

11s. 7d. per head. The non-income-tax payers thus

contributed on the average per head less than half

the sum which might have been asked of them on

a strictly proportional basis.

1
See, however, estimates on this point, p. 435.
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If there is any approach, to the truth in such a

calculation as this, the angry denunciations of the

opposition had very little justification in the facts

of the case.

Mr. Joseph Walton proposed the substitution of

Id. for Is. export tax on coal, and had much support

from the members interested in the coal trade. He

argued that the tax in question was a violation of

the equal incidence of taxation, and that it was a

tax imposed upon one section only of a great industry

while other equally great and profitable industries

had no corresponding tax upon them.
" We are told/'

the same speaker said, "that this is a free-trade

budget ;
but it cannot be so so long as it contains

the imposition of a tax which is worse than any

protective tax. A protective tax might be imposed for

the supposed benefit of the Colonies, home producer,

and manufacturer ;
but this is a tax imposed for the

benefit only of foreign producers, and it handicaps
British producers/' Mr. John Wilson urged that the

duty should be an ad valorem one, as the cheap
Scotch coals were considerably penalized as compared
with the higher-priced Welsh coal

;
and this suggestion

was very favourably received by the Chancellor of

the Exchequer, who said he thought that if the tax

was to be permanent it might be well to consider

whether some change should not be made to bring
the duty more in relation to the value of the coal.

He further undertook to consider carefully the alleged

ill effects the duty had had on the export trade in

coal, and stated that a commission was then actually

sitting to inquire into the whole subject. The existing
state of the finances would not, however, warrant
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Mm in abolishing the duty, nor did he really think

that any case had been made out for him to do so.

"
The question of national expenditure/' said

Sir Henry Fowler in the second reading debate,
"

is

perhaps the gravest
that is raised by this budget."

A few words are therefore necessary to draw attention

to the speeches of Mr. Gibson Bowles, Sir Edgar

Vincent, and Mr. Sydney Buxton, who all of them

made observations on this topic. The first-named

speaker described it as not only vast but unwarrant-

able, "as wasteful as it is stupendous." He com-

plained of the additions made to the expenditure

each year by way of what was called capital ex-

penditure (for barracks, works at Gibraltar, a Pacific

cable, or a Uganda railway) ;
of the practice of bring-

ing in large supplementary estimates, in which
"

this

Government had been a sinner beyond all others,"

and of the loss of control of the House over expendi-

ture. Sir Edgar Vincent stated that in the course

of the last ten years a total of 27 millions had been

raised from credit to meet capital expenditure (Naval

and Military Works Acts, Uganda Railway, etc.), and

submitted that this was absolutely indistinguishable

from the extraordinary budgets which in foreign

countries had wrought such harm to the finances.

He appealed to the Chancellor of the Exchequer to

take this matter of the increase of expenditure in

hand personally. Three days before, on Mr. Chaplin's

amendment, Sir Michael Hicks-Beach, in a memorable

speech, had more than hinted that his retirement had

been largely due to the failure of his protests against

the growth of the normal expenditure of the country,

which had been far in excess of the automatic growth
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of the revenue.
"
My protests and my sermons were

received with, indifference. Had they met with more

sympathy I might not now be addressing the House

from this place/'

The estimates for the normal expenditure, even

for the current year, had, he continued, shown an

increase which was not justified by anything within

his knowledge.
"
It must have come as a surprise to

many persons in this country that nine months after

the conclusion of the costly war in South Africa . . .

we had still to retain the additional taxes on spirits,

on beer, on tea, and on tobacco, and the new taxes

on sugar and coal, not to speak of the income-tax

at the unprecedented figure in peace time of lid.

in the ." He appealed to the Prime Minister

to give the matter his personal attention. It was

impossible, in his opinion, for any Chancellor of the

Exchequer whatever his ability, whatever his desire

for economy, really to check the expenditure of the

country unless he had the active, the firm, and the

continuous support of the Prime Minister of the day ;

and he hoped that before the debate was closed his

Eight Honourable friend would be able to say that
"

in, his opinion, the great growth in the annual

expenditure which has taken place in the last few

years can be stopped, and that he is determined to

stop it."

Mr. Ritchie met these remonstrances in a most

sympathetic spirit. "I have heard it stated, I do
not know with what truth, that Mr. Gladstone once
said that every Chancellor of the Exchequer when
he attended a Cabinet meeting should always have
his resignation in his pocket. I do not go quite so
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far as that, "but I do say that a Chancellor of the

Exchequer who does not do Ms utmost to keep

economic expenditure and administration to the front

is not worth his salt." He agreed that the increase

of expenditure was very regrettable, but how it was

to be avoided was a much more difficult question.

Mr. Bowles had said that the statement put forward

as to the expenditure for the current year

(143,900,000) was untrue and misleading to the

extent of nearly thirty millions, owing to the omission

of 9,700,000 for local taxation, 13,300,000 for

appropriations in aid, and 6,800,000 for
"
capital

expenditure." Mr. Ritchie maintained that the

balance of opinion was in favour of the existing

state of things as regards appropriations in aid, but,

speaking as the author of the Local Government

Act of 1888, he thought an alteration of the manner

of dealing with the accounts in connection with

local taxation would be desirable if certain diffi-

culties could be overcome. No change, however, was

made till 1907.

Two matters prominently associated with the year

1903 deserve short mention as having an important

connection with the national finances. The first

was the issue in London in the month of May of

30,000,000 Transvaal Government 3 per cent, stock

at par, of which both the principal and interest were

guaranteed by the Imperial Government. The applica-

tions for the loan were estimated to have reached the

colossal sum of 1,174,000,000, and although a large

number of these were doubtless, as Sir Edgar Vincent

observed, from
"
stags/' there was an enormous

amount of genuine public support for the loan, which
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was at once quoted at a premium. This speaker,

however, considered that this result did not justify

optimism. The issue price corresponded to a 2J per

cent, issue at 83, and it was certainly subscribed for

to an unprecedented extent by those who did not

intend to be ultimate investors (Parl. Debates, vol.

cxxiii. p. 789).

The second of the two matters to which attention

may be called was the Irish Land Act of 1903, a

measure which gave an entirely new lease of life to

land purchase in Ireland. The subject dealt with

by this Act was not a new one, as some 10,000,000

had already been provided for the purpose of Irish

land purchase in the eighties under the Ashbourne

Acts, and about 13,000,000 under the Acts of 1891

and 1896. But by Mr. George Wyndham's Act of

1903 the scheme was entirely remodelled, and under

its provisions as amended in 1909, a further sum of

about 50,000,000 has already actually been raised.

The present position was set out in a statement

made by Mr. Birrell in answer to a question addressed

to him in the House of Commons in Nov. 1911, when
he announced that the total price of land already
sold under the said Land Purchase Acts comes out

at 67,839,088, and the area at 6,497,162 acres.

He also added that lands of an estimated value of

45,000,000 and of an area of 4,075,400 acres are

pending for sale. More than one half of the agri-
cultural area of Ireland has therefore been dealt with
under the Acts in question.
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NOTHING could have been less propitious than the

circumstances in which the new Chancellor of the

Exchequer approached his task. The reconstruction

of tlie Government in the preceding autumn had had
no effect in healing the dissensions of the Unionist

party ;
and the Prime Minister's efforts to hold the

balance only provoked fresh attacks not only within

its ranks but also from the official opposition, which

took shape in an amendment moved by Mr. John

Morley to the address at the opening of the session.

The financial outlook was not encouraging. A wave

of trade depression had set in
;

it was clear that Mr.

Ritchie's anticipations had been far too sanguine,

and that a deficit would have to be faced. Finally,

Mr. Austen Chamberlain's position, in view of the

fiscal controversy and the attitude taken up by Mr.

Balfour towards it, was delicate in the extreme.

It is sufficient to say here that Mr. Chamberlain proved

fully equal to the difficult situation in which he

found himself, and that his short reign at the Treasury

gave him the reputation of a careful and resourceful

steward of the national resources.

He began his speech with references both to Sir
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William Harcourt and to Sir Michael Hicks-Beach,

to whom he
"
owed his first introduction to national

finance/
3

expressing his regret at the announcement

which had been made that neither of them would

again seek seats in that House. 1 " We shall miss them

from our budget debates, in which for so long they
have borne the leading part, but I may venture to

promise that long after they have left us their memory
will be kept green in these discussions by the taxes

which they have imposed !

"

He then referred to the difficulties with which he

was confronted, and to the unfortunate outcome of

the past year which had now finally left him with a

large deficit. The great wave of prosperity which

we had enjoyed for many years seemed at length
to have spent its force ; there had been a shrinkage
of trade, a lessening of employment, a fall of wages ;

and all these facts had had their influence upon the

revenue of the year.

But the deficit which the past year had bequeathed
to the Chancellor of the Exchequer was not due

solely to the failure of the receipts, for the expendi-

ture, owing to supplementary grants, amounting to

4,488,000 had been about 3,000,000 in excess of

the original anticipated outlay. When he took office

he found himself already committed to this expendi-
ture caused by the prolongation of military operations
in Somaliland and by the inadequacy of the amount

provided in the original Navy estimates for ship-

building. This had necessitated an outlay of 700,000,
for which he gladly assumed responsibility, for the

1 Sir W. Harcourt's death occurred on Oct. 1, 1904, and Sir M.
Hicks-Beach was created Viscount St. Aldwyn in January, 1906.
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purchase of Chilian warships to restore the balance
of our naval strength while our ships were under
construction. In addition; customs, excise, death

duties, and stamps had all done badly, for, in the

aggregate, they had produced 3,140,000 less than

the estimates which had been put forward.

The customs revenue, as a whole, was 790,000
under the estimate, and in this particular result

the corn tax played an important part, its remission

having proved a much more costly operation than

had been expected. The repeal of this duty had

been finally arranged to take effect only from the

1st July, 1903, and from the three months it had

to run 400,000 had been expected. "Unfortunately

the repayments and the drawbacks proved very

much heavier than was anticipated, and instead of

a net yield from the tax of 400,000, only 100,000

was obtained, or one-fourth of the estimated amount.
"

If," said Mr. Chamberlain,
"
we may judge by

the course of prices since, I am afraid (the repeal

of this tax) has hardly produced that advantage

to the consumer which was anticipated in some

quarters." Touching on this topic later in the debate,

Sir Michael Hicks-Beach stated that it was with the

greatest reluctance that last year he had given his

support to the repeal of this duty. He had done so,

he added,
"
believing it to be the lesser of two evils

that it should be repealed rather than used as a first

step in a policy of preference or protection." But

in the light of the existing state of the finances he

clearly regretted that the country should have been

deprived of the 2,500,000 derivable from the tax

which, he said,
"
I still think, as I told the House
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two years ago, when once established would do very

little practical harm to anybody, whatever might be

said against it in theory, and the repeal of which, so

far as I know, has done no good whatever to any-

body.
3 '

Excise showed a deficiency of the
"
enormous sum

"

of 1,150,000, and, even allowing for such factors

as the Licensing Act of 1902 and the weather (for

the cold summer and mild winter had been equally

injurious to the excise revenue), it appeared that a

considerable part of the falling-off must be due to

the fact that the people had had less to spend. Spirits

shewed a deficiency of 330,000 [on customs], and

sugar 274,000. But tea and tobacco had done well

The failure of the death duties by 300,000 and

stamps by 900,000 to reach the estimates was

primarily attributed to the great depreciation which

had taken place in Stock Exchange values, a depre-

ciation which, in some instances, had been of a very

startling nature. Consols, after opening the year at

93, had finished it at 88, having once been under 87,

and falls of from 20 to 30 points had occurred in many
of the leading railway stocks. Speaking generally on

the question of the financial depression later in the

evening, Mr. Haldane gave what was probably the true

explanation of these variations when he said that the

financial depression was of a different kind to which

we had been used in the past. At other times, he

said, when depression had occurred, it had been

general in its character, affecting many countries,

but of late the depression had been local, and he

inclined to the view that it was, in fact, due to a

shortage of the purchasing power of the country by
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reason of the withdrawal of capital from its proper
channels owing to the war.

On finally balancing the year's accounts the net

deficit came out at 5,415,000. This sum had pro-

visionally been met by a draft on balances, and, to

the extent of 2,800,000, it was now proposed

definitely so to dispose of it. This latter amount

represented the sum by which the balances had been

swollen by the borrowing on account of the South

African War having exceeded the amounts required
for that purpose. But there still remained a further

deficiency of some 2,500,000, and, as regards

1,000,000 of this amount, Mr. Chamberlain had a

proposal which can best be explained in his own

words :

"
I do not know," he said,

"
whether the

Committee are aware that all Government stock

which has remained unclaimed for ten years is trans-

ferred to the National Debt Commissioners. The

dividends which have accrued upon that stock are

transferred at the same time, and, together with the

dividends subsequently accruing, they form an account

which is known as the Unclaimed Dividend Account.

It is with that account alone I propose to deal. I do

not intend to touch the unclaimed stock, but only

the dividends which have accrued upon it. The

liability on the Unclaimed Dividend Account is

a liability for the dividends actually paid that is

to say, for simple interest on the unclaimed stock.

The fund itself accumulates at compound interest,

and, therefore, quite apart from the fact that it is

absolutely certain that a large portion of this money

will never be reclaimed, the fund itself is always

making a profit,
and its assets are always tending
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to grow in excess of its liabilities. So large had this

profit become in 1866 that in that year stock to the

amount of 3,000,000, out of a total sum standing

at the credit of the fund of 3,087,375 was cancelled.

The assets now again exceed the liabilities. They

amounted, in round figures, at the close of the last

financial year to 1,760,000, whilst the claims which

are annually established against the account have

averaged no more than 4,000 or 5,000. It is clear,

therefore, that it is perfectly safe once more to have

recourse to this fund now, as was done by Mr. Glad-

stone in 1866
;

but instead of cancelling the stock

I propose to realize it, as opportunity offers, to the

extent of 1,000,000, and to credit the proceeds to

the Balances. The only difference is that, instead

of writing off a liability, I shall add to our available

assets." As to the sum of about 1,500,000 which

still remained no express provision was made, the

Chancellor of the Exchequer being hopeful that the

coming year would supply him, if not with the whole,

at least with a substantial part thereof.
"

If," he

remarked later in the debates on this topic,
"

I

cannot restore the whole of the 1,500,000 by which

the balances are depleted, then the remainder must

wait for restoration in the subsequent year. That

is a course in accordance with precedent, and a course

which is dictated by the circumstances of the moment
to anyone in my position. Taxation is very high,

and I am obliged to raise it still higher. An emergency
has to be met, and to the temporary nature of the

emergency 1 must have regard in making provision,

not disturbing any trade or industry or burdening
the present year out of all proportion to the per-
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manent needs of the country. I ask the Committee
to support me in what I feel is no popular task in

imposing fresh taxation to the extent that is necessary

fully to cover the anticipated deficit of the current

year, and to leave a large margin towards wiping out

the remaining deficit of last year. But the Chan-

cellor of the Exchequer would not be justified in

asking the Committee at a moment like the present
to impose a very large addition to taxation in the

current year, with the knowledge that it would not be

required for the ordinary expenditure of the subse-

quent year." It may here be noted that the actual

surplus of the year 1904-5 came out at 1,414,000,

thus providing almost exactly the amount required.

For the coming year it was estimated that, on the

existing basis of taxation, a total Exchequer revenue

from all sources of 139,060,000 would be forth-

coming, and the expenditure being put at 142,880,000

there was accordingly a sum of 3,820,000 to be found

without either allowing any margin for contingencies

or making any further progress towards the restora-

tion of the depleted balances.

In some quarters it was suggested that the money
should be found by a suspension of the sinking fund,

but that course was dismissed by the Chancellor of

the Exchequer, who thought that to take such a.

line of action at that moment would be doubly bad

policy in view of the existing low price of Government

securities, and of the knowledge that for several years

to come the Government must be borrowers in

pursuit of their statutory obligations under the

Naval and Military Works Acts, for Irish Land

Purchase, and for other purposes. It was accord-
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ingly decided that additional taxation must be

imposed to meet the deficit, and it was proposed to

distribute it thus :

(1) 2,000,000 from the income-tax, by the addition

of Id. on that tax.

(2) 2,000,000 from tea, by the addition of 2d. per

lb., and

(3) 550,000 from tobacco by various rearrange-

ments of the duties on this article.

This addition of 4,550,000 left a surplus for the

year of 730,000, a somewhat larger margin than

it was customary to allow, but, as explained above,

it was to this source that Mr. Chamberlain looked for

the further restoration of the balances.
"
Additional

taxation," he concluded,
"

is never popular, and the

resources to which I can have recourse in present

circumstances are limited. I have done my best

with the means at my disposal, and I appeal with

some confidence to the Committee to support pro-

posals which I believe to be sound in themselves,

necessary and adequate for the maintenance of our

high financial credit, and framed in harmony with

our existing financial system and with due regard to

the just interests of all classes of the community."
Mr. Chamberlain's speech was received not only

with favour on account of its clearness, but also with

obvious relief at the impartiality he had maintained

on the fiscal question.
" A more lucid and, I think,

a fairer speech has seldom been made by any man

occupying the position," said Sir Henry Fowler.

Other speeches which were made on the budget night
itself and on the following days, in the course of
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passing the necessary resolutions, were accordingly

friendly in tone
;

and shewed appreciation of Mr,

Chamberlain's courageous action in maintaining the

sinking fund.

The announcement of the appointment of a depart-
mental committee to inquire into the question of

evasion in the income-tax, allowance for wasting

assets, charges to capital and other points, led to

some interesting discussion. Mr. Haldane thought
that the terms of reference were not sufficiently

wide, and that the whole question of the income-tax

required reconsideration
;
and he repeated his opinion

that the House and the nation were very much in the

dark as to the incidence of taxation. He would
"

like to see a Royal Commission containing the

very best statisticians and economists of the country,

with some of the first men of business," set to work

to produce a
"
thorough report

"
on the subject of

the
"
distribution of the national income, and the

way in which taxation fell upon it." Mr. Chamberlain

shewed much more sympathy with the idea than any

of his predecessors, but nothing unfortunately came

of his promised consideration, and the imposition of

taxation has since proceeded in the somewhat empirical

fashion to which the House of Commons had become

habituated.

The speeches both of Mr. Ritchie and of Sir Michael

Hicks-Beach were of interest. The former, as having

been responsible for the estimates and for the sub-

sequent additions to them, felt called upon to offer

some defence which amounted, however, merely to

a contention that the falling off of the revenue, due

as it mainly was to a spell of bad trade, was of a
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character which could not have been foreseen by
himself and his advisers. Sir Michael Hicks-Beach

dwelt, not unnaturally, in severe terms on the want

of caution shewn in the reduction of taxation last

year by so large an amount, when the retention of

one penny of the income-tax and of the corn duty

would have saved all difficulty. He animadverted so

strongly on the annual increase of expenditure in

recent years as to produce the retort from Mr. Cham-

berlain that there was
"
some inconsistency in his Right

Honourable friend of all men in the world, who was

Chancellor of the Exchequer in the years of greatest

expenditure, admonishing him, of course in the

kindliest spirit," on the subject. But Sir Michael's

remarks struck the keynote of these discussions

which shewed a most wholesome sense of alarm at

the necessity, in the second year of peace, of again

increasing taxation which had been only partially

reduced from a war level in the preceding year.

On the second reading, accordingly, a full-dress

debate lasting over ten days took place on an

amendment of the leader of the opposition, Sir

Henry Campbell-Bannerman, to the effect that this

House, having regard to the heavy burden of taxa-

tion proposed by this Bill in a time of peace, deems

it necessary to declare its condemnation of the large

and continuous increase of the national expenditure
in recent years. Not only w;as there genuine uneasi-

ness at the figures of expenditure with which by
constant repetition the House was becoming familiar,

but it was perceived that they were likely to play a

part at the General Election which could not be long

delayed. On budget night Sir Michael Hicks-Beach
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had stated his belief that if expenditure continued

to grow as it had done for some years past the
"
burden of the tax-payers will become so great that

there will be a reaction in this country which will

not only sweep away us who are responsible for it,

but will do very much worse. It will diminish ex-

penditure to such an extent as to destroy that effi-

ciency which those who are responsible for the

present extravagance as I believe it to be are

always telling us it is their one desire to maintain
"

(ParL Debates, vol. cxxxiii. p. 591-2). "Since his

quarrel with the Government had been serious," said

Mr. Winston Churchill,
"
he should like to say that

it had been solely and entirely on the question of

finance." ... "
Extravagant finance would, in the

long run, drag down this powerful government to

the ground" (ParL Debates, vol. cxxxiv. p. 1482).
"
The financial position was worse," said Sir Edgar

Vincent,
"
than at any time during the last fifty

years. . . . Their finances were out of order, and

must be put right."

Nor was the regular opposition, among whose

watchwords retrenchment had always been kept to

the fore by Sir William Harcourt, wanting on this

occasion in denunciation and warning. Sir William

himself, preaching on the text that expenditure

depends on policy, made one of his last Parliamentary

appearances; and Sir Henry Campbell-Bannerman

devoted his speech mainly to an appeal to the Govern-

ment to cultivate friendly relations with other

powers, and by friendly negotiations to
"
secure

for the States of Europe that immunity from the

intolerable burdens of naval armaments, which can
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be secured by no height to which jealousies and

rivalries and insane competition can carry us."

The moment was not ill chosen for such an appeal.

A change in the direction of our foreign policy had

relieved all tension as regarded France and Russia,

in defensive preparations against which powers Sir

Michael Hicks-Beach had grudgingly poured out his

"
untold millions

"
;
and the

"
Dreadnought

"
com-

petition with Germany had not yet begun to take its

place as if to prove that expenditure was an essential

element in any policy adopted* Mr. Chamberlain and

Mr. Victor Cavendish alike demonstrated the necessity

of the proposed expenditure on armaments and con-

troverted the idea that it was excessive; and the

latter reproached the opposition and the House

generally for their failure to avail themselves of the

opportunity of exercising pressure in the discussions

on the estimates. Such taunts coming from the

Executive Government with whom the real control

and responsibility lay were perhaps, as Mr. Edmund
Robertson said,

"
unfair

"
;
but they emphasized the

growing powerlessness of the House of Commons,
even if it had the will, in the matter of criticism and

restraint of expenditure; and pointed to the truth

that radical changes were required in the relative

positions of the House of Commons and the Treasury
and Executive Government if Parliamentary dis-

cussions, such as those which have been commented

upon in these pages, were to serve any but political

and electioneering purposes. Apart from changes
which only the extremity of need is likely to bring

about, there is nothing to rely on but the voice of

the constituencies, and history has yet to show an
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example of a democratic electorate insisting on

economy. Even in the House on the present occasion,

when there was a consensus among leading members
of all parties on the pressing need for a parsimonious
administration of the finances, a

"
count/

3

which

Sir George Bartley remarked that he had never

before known in a budget discussion (which was also

virtually a vote of censure on the Ministry),
"
seemed to

prove the hollowness of much of the cry for economy/
3

From the moment of the second reading, lengthy

debates took place on each of the budget proposals,

the plan of utilizing the unclaimed dividend account

to strengthen balances alone escaping protracted

criticism, though some speakers contrasted with

approval Mr. Gladstone's action in employing this

fund for the extinction of debt. There were repeated

motions for the reduction of the tea duty which, it

was urged, fell very hardly on the very poorest, and

especially on the poor Irish. A proposal was made

to exempt Ireland altogether from the operation of

the duty, but this was rejected. A special day was,

however, given for the ventilation of the alleged

Irish grievance of general over-taxation, and the

debate which ensued was of interest, producing as

it did, first, a suggestion from Mr. Waldron that

Ireland should make a fixed Imperial contribution

and be left at liberty to manage the rest of her finances

herself; and, secondly, a promise from the Chancellor

of the Exchequer that he would consider favourably

any proposals for the more economical working of

Irish administration, and would consent to the

allocation of any money so saved to development

and kindred purposes.
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The proposed alterations in the tobacco duties,

which on the budget night had passed almost

without comment, came in for some very serious

consideration in the course of the Finance Bill Sir

Michael Hicks-Beach had, it is true, at the very

outset given a word of warning drawn from his own

experience as to the danger of attempting to deal

with the tobacco industry, which, he said, was a

most sensitive one
;

and it soon became apparent

that the whole topic was of an exceedingly involved

and technical description. Not only were there

questions of prices, and of the operation of draw-

backs to be considered ;
but the different processes

through which the tobacco passed and the variety

of its classes all tended to complicate the matter,

for it must be remembered that there were separate

rates for cigars, cigarettes, snuff, and other manu-

factured tobacco, as well as for the raw leaf itself.

Then all the actions, reactions, and counter-reactions

had to be looked at, which took place by the opera-

tion of the one or the other of these different factors.

Of the 550,000 which the Chancellor of the

Exchequer hoped to realize from his revision of these

duties, he had estimated that a small additional

charge on cigars and cigarettes would provide him

with about 50,000, the balance of 500,000 being

wholly attributable to the anticipated yield of a new

duty of 3s. 3d. per Ib. introduced on tobacco stripped
before importation.

Stripped tobacco and the raw leaf had previously

paid at a uniform rate of 3s. per Ib.
;
but the principle

of the whole scale being that there should be a rate

for raw tobacco, with a correlative but increased rate
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for each form of the manufactured article, it had, the

Chancellor of the Exchequer considered, always been

an anomaly that the first process of manufacture or

treatment which the leaf went through should have

been marked by no corresponding increase in the

scale. The process in question was that of stemming
or stripping the leaf that is, separating the less

valuable stalk from the more valuable portion of the

leaf and the omission to mark this stage by a

separate rate of duty had, Mr. Chamberlain said,

resulted in the transference of a great portion of this

work from the United Kingdom to other places ;
for

according to the latest return, the tobacco entering

the country stripped before importation had increased

from 43 per cent, in the sixties to 77 per cent.

This fact alone, he argued, showed that by our

customs regulations we had actually driven employ-
ment away from our shores.

The discussion accordingly focussed itself on the

duty of an additional 3d. per Ib. in respect of stripped

tobacco
; and the question as to whether it was right

to differentiate between strips and the whole leaf,

and whether, if so, the difference proposed was

proportionate to the difference between the values of

the two articles, soon became a subject of almost

endless debate which in the end assumed a some-

what exaggerated importance. It must, however, be

remembered that the question of a tariff was at that

moment very much to the fore, and that this was the

only one of the budget proposals which gave any

loophole of attack on the ground of its being pro-

tective, although as to the exact degree in which it

was supposed to offend in this respect there was a
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great difference of opinion. But once this argument

was launched, the tax found many opponents simply

on the ground that it was bad in principle, or that,

as Mr. Gibson Bowles suggested, it marked
"
the

opening of a new rill to fill the fiscal river." Mr.

Winston Churchill took the same line in condemning

it as being vicious in principle.
"
It might/

5

he said,

"be protective with a hypodermic syringe, but it

had undoubtedly a protective flavour about it."

Other opponents shewed that the total value of the

industry, if no more strips at all were imported, would

not exceed 60,000 a year, for the sake of which

small sum the tobacco trade was, as they alleged, to

be disorganized and a first sample of protection

introduced.

The attacks finally took a personal turn owing
to an insinuation made by two prominent members

that the Chancellor of the Exchequer had been

influenced in this measure by the advice of interested

parties. This accusation was naturally provocative
on more than one occasion of heated discussion, from

which it need only be said that Mr. Chamberlain

emerged with less damage than his critics.

On the general question he maintained a spirited

defence of his proposal : he joined issue particularly

with the statement that the stripping of tobacco

was unskilled labour. The cost of the process had,
he said, consequently been grossly understated.

Further, he was most emphatic in declaring that the

tax was not imposed, as his critics clearly suggested,
with any view of bringing back to this cotintry,

by the agency of our fiscal system, employment
which by natural courses had been diverted else-
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where; but that the primary reason for the action

he was taking was to obtain revenue. With a view,

however of avoiding, as far as possible, the penal-

ization of any section of the trade, he ultimately
made the concession of granting a rebate from the

new duty of l|d. in the Ib. on all
"
stripped

"
tobacco

which had been either deposited in bond, or which

was in an importing vessel bound for the United

Kingdom, before the 20th April

Lengthy debates also took place on many other

topics, notably on the alleged inadequacy of the

sinking fund and on the coal tax, a renewed attempt

being made to reduce this tax from Is. to Id. On

these two questions the speeches were only an echo

of what had been heard in recent years, but so pro-

tracted did the discussions become that it was not

until the 28th July that the Bill passed its third

reading.

The delay in sending the Bill to the Lords, which

ensued from the exceptionally full discussions in the

Commons, created a curious situation. To avoid any

irregularity in the collection of taxes, which the

budget resolutions had only authorised until the

1st August, it was considered imperative that the

Royal assent should be obtained to the measure by

that date. As it was not until Friday, the 29th

July, that it came up for consideration in the Lords,

there was certainly much point on the vigorous

protests that were made against the attempt of the

Government to compel the Upper House to pass the

measure through all its stages in the course of a few

hours.
" We all know/' said Lord Spencer,

"
that

we in this House cannot amend a Money Bill, but we
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have a perfect right to discuss it and a full right to

throw it out if we so will I need hardly say that

I am not going to propose that the Finance Bill

should be thrown out, but I do claim the right of

this House to discuss a measure of this great import-

ance." To such an extent did the Lords then proceed

to discuss the Bill that it did not pass its third reading

until too late an hour to receive the royal assent on

the 29th July ;
and it was not, indeed, until the

1st August (conveniently, as it happened, a Bank

Holiday) that the Bill actually became an Act of

Parliament and passed into law.

The country was thus just saved from a situation

which had a momentary appearance of developing

into a constitutional difficulty.

MR. CHAMBERLAIN'S SECOND BUDGET, 1905-6,

April 10, 1905.

THE year 1904 which had begun in a very unsatis-

factory manner from a financial point of view showed,

as the months passed by, a distinct tendency to

improve, and was characterized in its latter portion

by a gradual revival from the depression which had

followed the South African War. Although this

recovery came too late to produce any marked

effect on the revenue, it was, nevertheless, a satis-

factory feature of the year that the additional taxation

provided by the 1904 budget had proved more than

sufficient to re-establish an equilibrium between the

expenditure and the receipts, a fact which enabled

Mr. Austen Chamberlain to open his second budget
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under much happier auspices than those under

which he had laboured in the previous year. His

position in the year 1905 was, however, still a difficult

one in view of the tariff controversy a topic which

had again formed the basis of a preliminary skirmish

in the House of Commons during the first week of the

1905 session, on the debate on the Address.

Referring to the completed results of the past year,

Mr. Austen Chamberlain pointed to the remarkable

approximation which had occurred between the

revenue which had actually been collected

(143,370,000) and the estimate (143,390,000). This

close correspondence in the aggregates had, however,

been accompanied by an equally remarkable diver-

gency in many of the details of which the result was

composed, the chief of which consisted in a decline

of 1,370,000 in the combined customs and excise

revenue from beer and spirits, and an increase of

1,250,000 from the income-tax. The decline in

the growth of revenue from alcohol in its different

forms had now been going on for several years.

The consumption per head of both beer and spirits

was less in 1904 than in any one of the previous

fifteen years, and since 1900 the decline had been

continuous. This fact gave rise to some interesting

comment. The Chancellor of the Exchequer was

clearly of opinion that we were
"
face to face

"

with a change in the habits of the people, of which

we should have to take account in any reconstruc-

tion of our financial system. The money formerly

spent in drink was being spent in railway excursions,

music hall entertainments, etc.
"
I do not doubt/'

he said,
"
that with reviving prosperity our revenue
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from this source may again regain some of its old

elasticity, but I do not think we can count upon

it in future to bear so large a portion of our expendi-

ture as it has borne in the past. That is a factor

with which we shall have to count. It is a change

which may bring unmixed satisfaction to nearly

every Member of the House except the Chancellor

of the Exchequer, but it leaves a gap in our financial

system which we shall have to find other means of

filling."
As to the great gain in the income-tax,

which practically balanced the deficit from alcohol,

Mr. Chamberlain explained that it was due, in the

first place, to his having over-rated the decline which

was to be expected from the inclusion in the average

on which a large portion of the tax is assessed of what

was, on the whole, a bad year in place of what had been

a very good one
; and, in the second place, to his

having made no allowance for the increased efficiency

of collection which had been going on for some years,

but which had been undoubtedly largely stimulated

by fresh instructions issued by the Board of Inland

Eevenue in the previous September.

Passing rapidly through the various items, some

of which were slightly up and some slightly down
on the estimates, it was found that the previous

year had finally yielded an Exchequer revenue of

143,370,000 which, compared with an expenditure
of 141,956,000 (924,000 less than the total budget
and supplementary estimates)

x left an actual surplus
of 1,414,000. For the coming year an Exchequer

1
Adding for local taxation 9,813,000 and capital expenditure

8,'66$,OtoO, tiie total aggregate expenditure of the State had been

1-59,838>00(K
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revenue of 144,004,000 was looked for on the existing

basis, and the expenditure was put at l4l,032,'000

(a reduction of 925,000 on the Exchequer issues

for 1904-5) ; leaving a balance of 2,972,000 at Mr.

Chamberlain's disposal. The reduction in the e&-

penditure was made possible, in spite bf considerable

increases in some items such as civil services and

post office, by a reduction of three and a half ihilli'om

in the Navy estimates, or nearly 10 per cent-, oil the

previous year's estimate. They stood at 33,389,060

instead of 36,889,000. This reduction, which was

announced on the 2nd of March (before the budget)

and was scarcely, if at all, alluded to in the budget

discussions, was the outstanding feature of the

year's finance ;
and it seems to have been accepted

in the discussion on the Navy estimates and in the

press (with the notable exception of the National

Review) without alarm as inspired by Sir John (nt>W

Lord) Fisher, whose schemes of reorganization wete

believed to aim successfully at combining a maxiinuiii

of efficiency in changing conditions with efctfftOMy

in 'expenditure. The absence of criticism at the

time is noteworthy in view of the reproaches sub-

sequently levelled at the Unionist Gbverninent,

when German competition became increasingly severe,

for having sacrificed the Navy to electioneering

considerations.

By way of preliminary to his proposals as to the

surplus Mr. Chamberlain gave a useful exposition of

the National Debt. This debt, h demonstrated to

the Committee, was made up of three different

categories: first, the funded debt, including in

this our estimated capital liability ia respect of
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terminable annuities ; secondly, the unfunded debt
;

and, thirdly, a certain amount of miscellaneous debt

incurred for the purpose of public defence or im-

provement, such as naval and military works and

public buildings and the like, provision for the service

of which, both as to sinking fund and interest, is

charged upon the votes of the department which has

expended the money. The aggregate amount of the

whole of the three kinds of debt came, on the 3Lst

March 1905 to 796,736,060, of which 755,072,000

belonged to the first two categories and was classed

as
"
dead-weight

"
debt. Of this latter amount

71,633,000 represented unfunded debt, that is debt

the discharge of which on a fixed date was part of

the bargain with the lender, but for the redemption
of which within its currency no specific provision had

been made by Parliament. This unfunded debt had

increased to its then proportions from the com-

paratively small sum of 8,000,000 in 1899, and its

diminution, coupled with any possible increase in

the sinking fund, was looked upon as the thing most

calculated to restore the national credit to its former

high level, and to ease the financial position.
"

If,"

said Mr. Chamberlain,
"

it is right and just to borrow

largely in the emergency of a great war when the

honour and even the existence of the Empire are at

stake, it is upon the condition that, when peace is

re-established, we take the first opportunity in our

power to restore our national credit and to lighten

the burden of debt which we hand on to our suc-

cessors."

The moment had now arrived when it had become

possible to take some definite steps in this direction,
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for 14,000,000 of Exchequer bonds fell due in

December, 1905, and although, the Treasury had full

power, should it be so desired, merely to renew them

for another period, the Government decided that

this was not a wise course to pursue but that steps

should be taken "to provide for their redemption by
a regular process and within a reasonable time.

Their proposal, which had both these objects in

view, was in the nature of a limited funding opera-

tion, and containing, as it did, a certain element

of novelty from a British point of view it can best

be explained in Mr. Chamberlain's own words.
"
By

the sinking fund," he said,
"
already at our disposal,

and by means of the repayments lately received from

the Transvaal on account of work executed upon
their railways and stores handed over to them at the

end of the war, I hope to be able to extinguish four

out of these fourteen millions. There will then

remain ten millions of bonds to be dealt with in

December next; and in order to enable me to pay
them off I propose that new bonds of an equivalent

amount shall be issued with a currency of ten years

(and this is the important consideration to which I

desire to direct the special attention of the Com-

mittee), that one-tenth ofthe total issue shall be drawn

and repaid each year. And in order that the sinking

fund which I attach to these new bonds shall not

trench upon the sinking fund we have at present

available for the redemption of debt, I propose that

the fixed debt charge shall be increased by 1,000,000

this year, so that it shall stand at 28,000,000 instead

of 27,000,000. By this means we shall have redeemed

this portion of the debt within a comparatively few



246 BUDGET STATEMENTS 1905

years and without any of the disturbance which

accompanies a sudden operation upon a large scale
;

whilst, by attaching to the new bonds a sinking fund

of the amount and character I have described, we

shall render them more attractive to investors, and

be able to issue them upon better terms than would

otherwise be available/'

Probably the best defence of this proposal was that

further borrowing on Consols or by means of a new

issue would have the effect of depressing prices still

further below par. Owing to this employment of

1,000,000 of the surplus, there remained a sum of

1,972,000 to meet contingencies and for further

reduction of taxation, and as this was not sufficient

to warrant the reduction of Id. in the income-tax,
it was decided to remove, from the 1st July, 1905, the

additional 2d. on tea which had been imposed the

previous year, this concession costing 1,550,000

and thus leaving a final estimated balance of 422,000.

The Chancellor of the Exchequer, who was profuse
in his regrets at being unable to touch the income-

tax, gave three reasons for selecting tea as a subject
of relief. First, it was the only article then taxed at

a higher rate than during the war, secondly, it was
an article of almost universal consumption so that

everyone would practically benefit by the abatement,

and, thirdly, it was an article supplied almost entirely
from British Colonies and dependencies.

"
Last year,"

Mr. Chamberlain concluded by saying,
"

it was my
duty to impose $n increase in our burdens ; this year
the small measure of relief which it is in our power
to afford falls, I am afraid, far short of the expecta-
tions which have been formed in many quarters.



MB. CHAMBERLAIN'S SECOND BUDGET 247

Such times as these do not lend themselves to the

production of what are known as popular budgets.

But in the proposals which I have laid before the

Committee on behalf of His Majesty's Government,

we have sought not our present popularity, but the

permanent interest of the country. By adopting

these proposals the Committee will do all that is in

their power to stimulate the movement of recovery

which is now visible, to enhance our national credit,

and to strengthen the confidence rightly felt in the

soundness and stability of our national finance."

Mr. Chamberlain's clear and able statement, which

had taken well under two hours in delivery, and was

therefore, as SirHenry Campbell-Bannermanremarked,
"
perhaps the shortest that we have listened to for

many years," was deservedly praised on all hands and

not least by Members of the opposition who saw, as

Mr. Macrae expressed it, that
"

it had rather taken the

wind out of their sails." Disappointment was indeed

expressed in some quarters that the income-tax

payer was not to be relieved, but it was generally

conceded that a portion of the surplus could not have

been put to a better use than to the reduction of debt,

some Members even regretting that the Government

had not gone still further in this direction. One of

the merits of Mr. Chamberlain's speech in contradis-

tinction to those of his predecessor who had
"
said a

great deal about economy but done nothing," was

as Mr. Herbert Samuel observed, that
"

it said not

a word about extravagance." But the debate on

budget night resolved itself largely into a considera-

tion of this now fashionable topic in connection with

discussion on the position of the debt. Sir Edgar
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Vincent and Mr. Gibson Bowles commented on the

improvement in the form of the financial statement

laid before the Committee, which gave for the first

time the various items as to the revenue assigned to

the local taxation accounts and the expenditure

charged against capital, necessary for a comprehen-

sive view of the exact financial situation. The

former speaker maintained the view he had often

before expressed that the debt arising from the

various Works Acts was not really distinguishable

from ordinary borrowing, and contended (as did

Mr. Samuel later in the debate) that the borrowing of

9,000,000 under these Acts practically extinguished

the reduction to be effected by the sinking fund.

Mr. Bowles considered that these
"
so-called capital

liabilities
"
were just as much "

dead weight
"

as the

funded debt, and even more objectionable. This

debt, however, as Mr. Chamberlain reminded a

subsequent speaker, had its own sinking fund an

abnormally high one which did not trench in any

way on the sinking fund of the national debt. Mr.

Bowles finally described the budget as a most satis-

factory one, and commended the addition of 1,000,000

to the fixed charge as an act of courage and propriety

and the soundest finance.

The passing of the necessary resolutions, which

were disposed of without any difficulty, shewed that

the chief point of interest in the proposals was that

connected with the reduction of debt. It is true

that these proposals had an element of novelty, for

it had hitherto not been customary in this country
to attach a specific sinking fund to any portion of

our debt. But, as was pointed out by Sir Frederick
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Banbury later in the debate, the system was an

extremely common one abroad and was practised

by every Government in Europe and in all parts

of the world, the only Government not to do so on

its own particular stocks being in fact our own.

We had, however, adopted this scheme in regard to

the Egyptian Loan of 1885 and the Greek Loan of

1898, which we had guaranteed, and the effect that

a definite plan of amortization had had upon these

loans, in regard to the market value of the amounts

still outstanding, had been very beneficial

Mr. Chamberlain's action on this occasion indeed -

suggested as a question for serious consideration

whether, if the State should in the future require to

raise any considerable amount of fresh capital, it

would not be well (subject, of course, to making

satisfactory arrangements for the redemption of all

existing debt) to cease altogether the further issue of

Consols
;
and to make instead each loan a separate

debt with a separate title, bearing interest at a rate

to be fixed in the light of the market conditions

obtaining at the time of flotation, and having a

definite scheme of amortization within a fixed period

by means of annual drawings. This was the course

adopted with the Exchequer bond issue in 1905,

when the rate of interest was fixed at 2| per cent,

and 1,000,000 per annum was definitely allocated for

redemption purposes. To suggest, as was done by
some Members, that the scheme savoured of a gamb-

ling transaction, and to describe the bonds as lottery

bonds (Mr. Bowles) was certainly a gross abuse of

language, for as events have proved a holder of any

of the bonds still undrawn retains the possession
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of a security now actually worth more than its

original cost, whereas Consols, which averaged a

price of 89 J$ in 1905, have steadily dropped since

that date to more than 15 points below that figure.

The second reading of the Finance Bill, which took

place on the 16th May, was marked by a discussion on

the financial relations between Great Britain and Ire-

land, Mr. Clancy opening the proceedings with a long

speech in which he raised the question of the
"
unjust

financial treatment to which Ireland had been for many

years subjected/'

The discussions on the income-tax, both in these

and the preceding years, had revealed a growing

movement in favour of graduation. Sir Michael

Hicks-Beach, backed by Sir William Harcourt, had

always during his reign at the Treasury steadily

resisted any fundamental change in this direction

on the perfectly sound ground that any real gradua-

tion was incompatible with the central principles of

the British income-tax, that of collection at the

source. But he had himself been responsible in 1898

for a useful extension of the income-tax abatements,

and in 1904, on budget night, he had given it as his

opinion, in view of the high rate at which the

income-tax seemed likely to stand in future, that

the committee promised by Mr. Ritchie, appointed

by Mr. A. Chamberlain, and subsequently presided

over by Mr. Ritchie, to enquire into certain points
in connection with the administration of the tax,

might perhaps be empowered to examine the question
of the practicability of some extension of abate-

ments or some kind of graduation
"
which might make

the income-tax on a certain poundage less heavy upon
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the most heavily taxed and rated class of people in

tkis country
v

those with, incomes between 700

and 2000 per year
"

if not more heavy upon those

who are richer." Mr. J. BL Lewis and Mr. Trevelyan
in the same session went a good deal farther, and

brought forward proposals for the additional taxation

of incomes aver 5000 per annum, very much on the

lines of the super tax of 1909. Sir George Bartley,

while theoretically approving of graduation, insisted

on the practical difficulties of introducing it and

suggested, in company with the Chancellor of the

Exchequer, that substantial justice was done by the

graduation of the death duties. Mr. Herbert Samuel

vigorously combated this view, pointing to the amount

of graduation actually effected by the system of

abatements and to the example of foreign countries,

and incidentally shewed, quite truly, that the effect

of the death duties was rather in the direction of

differentiation than of graduation.
<c On both sides

of the House/
5

he said, "they were agreed that

differentiation was necessary and desirable. A man

who had an earned income more or less precarious,

dependent on his health and capacity, was in a differ-

ent position from a man whose income was derived

from land or from capital and was a continuous

income. And the former had to lay by money for

future eventualities and for his children, while the

latter had his land or his capital behind him, and was

not obliged to save. It was necessary that the income

of the first should be taxed less than the income of

the second. That was done by death duties. A man

who inherited an estate which had paid duty to the

extent of 8 per cent, lost 8 per cent, of his capital



252 BUDGET STATEMENTS 1905

and therefore 8 per cent, of his income. This was

equivalent to an income-tax of Is. 7cL in the pound,

so that, practically, he paid 2s. 7d. in the pound on

his income, while the recipient of earned income of

an equal amount paid only Is. The death duties

no doubt applied the principle of graduation ; but

the principle of graduation ought to apply to earned

income just as much as to unearned incomes."

In 1905 the same questions came up and were

discussed on much the same lines. It was assumed

without very much reason that a Is. income-tax,

even with the existing abatements, must of necessity

be intolerably burdensome on some classes of income-

tax payers though opinions differed as to which

class suffered most; and German analogy, if it had

been studied, would hardly have borne out the con-

tention that the lower middle classes were over

burdened in comparison with others. Few speakers

distinguished as clearly as Mr. Samuel had done

between graduation and differentiation (the first dis-

criminating between the amount of income, and the

second according to its character); and Sir George

Bartley, ignoring on this occasion the differentiation

effected by the death duties which he had acknow-

ledged on previous occasions, insisted on the necessity

of a separate and different treatment within the

income-tax of spontaneous and industrial incomes.

There was indeed much to be said for the opposition
which the Chancellor of the Exchequer offered, as

he and his predecessors had done before, to any
alteration in the basis of the tax which would affect

its simplicity and the facilities for collecting it. But

public opinion was ripening in favour of change,
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and one of the first measures of Sir Henry Campbell-
Bannerman's administration was the appointment
of the Select Committee which investigated these

questions in 1906, and led to legislation which will

be considered in its proper place.

The final progress of the Bill through the Commons,
where it was read for the third time on the 5th of

June, was no less rapid than that of the previous

year's Bill had been slow, and well within three months

of its introduction it was duly passed on to the

statute book. Its passage through the Lords was

marked by yet another debate on the general question

of increasing expenditure, and by criticisms which

certainly shewed inadequate appreciation of the

merits of this budget as the first real move for many
years towards reduction both of debt and expenditure.

Lord Avebury, for instance, urged that the enormous

figures which our national outlay had reached had

caused us to lose to a considerable degree
"
the

elasticity and financial reserve which were so great

a strength to the country." Lord Welby, who con-

sidered that the same cause
"
had checked consump-

tion and had hampered the springs of industry,"

denounced the budget as a
"
budget of drift

"
;
and

he was followed by Lord Lansdowne who, on behalf

of the Government, stated with undue modesty that

it was a
"
transition

"
budget, intended to deal with

a period of transition which must take place at the

end of a great war and before the national finances

revert to their normal condition." As things turned

out this was to be the last opportunity for many

years on which a Unionist minister was to have the

handling of the national finances.



MR. ASQUITH'S BUDGETS.

FIRST BUDGET, 1906-7.

April 30, 1906.

THAT the Unionist Government should have survived

over five years from the date of a general election

through the concluding stages of a (financially)

great war and the internal dissensions caused by the

fiscal controversy was a remarkable proof of its

inherent strength; but in the autumn of 1905 Mr.

Balfour's position had become untenable and in

December he resigned, Sir Henry Campbell-Bannerman

succeeding him as Prime Minister; and in the January

following the Liberal Ministry was confirmed in office

by a sweeping victory at the polls. In the new

Cabinet Mr. Asquith took the part of Chancellor of

the Exchequer, and on the 30th of April he made his

first budget statement, carefully explaining that his

field of action on this particular occasion was to a

large extent limited and circumscribed owing to his

own recent accession to office.

As regards the past year the estimates both of

revenue and expenditure had again been falsified to

an unusual extent, but
"
happily in each case the

error had turned out to be on the right side." The
revenue (143,978,000) had exceeded the estimate by
1,524,000, and the Exchequer issues* 140,512,000,
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had fallen short of the estimated expenditure (in-

cluding 172,000 for supplementary estimates), the

diminution having been due to ascertained and

estimated savings in the supply services, more than

half of it being due to the War Office. The result

was a realized surplus of 3,466,000, Mr. Asquith

proceeded to explain that the growth of revenue was

attributable to the fact that the year 1905 was a

year of
"
slowly but steadily growing prosperity.

The oversea trade had reached figures which had

never before been paralleled," and the improvement
was general throughout almost all the great industries

of the country, building and coal mining being the

principal exceptions; and all the other indications,

railway earnings, bankers' clearances, wages, and

unemployment figures were favourable (Parl Debates,

vol. clvi. p. 279-280).

The only particular result to which Mr. Asquith

referred at any length was the yield from alcohol

which shewed a further decline of 607,000 ;
and the

conclusions to which he came from these figures and

from the results of recent years were very similar to

those which Mr. Austen Chamberlain had emphasized

in the previous year.
1 "We are here," he said, "in

1 The diminution dated from 1899-1900, since which time the

population had increased between 2,000,000 and 3,000,000. The

figures are those given in the budget speech.

1889-1900. 1905-6.

GAM.OH-8. 0AM.OBTS.

Wine retained for home consumption 17,150,000 11,800,000

Foreign spirits
..... 9,350,000 6,780,000

Home-made spirits retained for con-

sumption ..... 38,716,000 32,490,000

Beer retained for consumption in BABBEIS.

United Kingdom - 36,500,000 33,500,000
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face of a change that has affected all strata of society ;

indeed, the decline in the consumption of wine is

more marked than in that of spirits and beer. To

what is the change due ? Let me say at once I can

trace no causal connection between the decreased

consumption and the comparatively small increase

of taxation proposed in 1900 and continued since.

The main reason, I hope and believe, can be found

in the growth of temperance principles and the

increased power of competing attractions; but I

must add for myself that I doubt whether it is safe

to base any very wide generalization as to a lasting

change of social habits on the experience of six or

seven years, which have been marked by unpre-

cedently large expenditure on a great war, by an

enormous increase in the burden of taxation, and by,
at any rate, a very great curtailment of spending

power of almost every class of the community. But
for the moment, at any rate, no Chancellor of the

Exchequer can count any longer upon this as a source

of indefinitely expanding revenue. The days in which

it used to be said we drank ourselves out of the

Alabama claims are days which are over, and do not

seem likely to return/' It was chiefly to a series of

good yields from direct taxation (especially the

income-tax) that the net increase in the revenue was

attributed; although a very large contribution to

the surplus had come from the post office and tele-

graph services, which between them had produced

nearly 500,000 over the last budget estimate and
more than 1,000,000 over the receipts of the previous

year. These figures were specially referred to as

affording a very satisfactory indication of the general
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progress of business in the country, though to some

extent they were due to exceptional causes such,

for instance, as the general election, which led to a

large growth in the volume of postal and telegraph

business, and to the growing popularity of the picture

postcard.

The total revenue paid into the Exchequer amounted

to 143,978,000, and adding 9,901,000 from customs,

excise, and estate duties paid to the local taxation

accounts, the total income collected by the State

amounted to 153,879,000. This system of the inter-

ruption and earmarking of particular Imperial taxes

for local purposes was, said Mr. Asquith,
"
fallacious

and misleading." In his opinion it complicated and

confused the national accounts and, he added,

urgently called, as did all the relations between

Imperial and local taxation, for prompt and thorough

review.

The prospects for the coming year were very

briefly disposed of, and with an estimated expenditure

of 141,786,000 (a diminution of 246,000 on the

budget provision of the previous year) and an

estimated Exchequer revenue of 144,860,000 (an

increase of 882,000 on the Exchequer receipts for

1905-6, after allowing for the "tiresome freak of

the calendar
"

which gave 53 Sundays and 2 Good

Fridays to 1906-7), there was an estimated surplus

of 3,074,000 on the basis of existing taxation.

Before shewing how he intended to deal with this

balance, the Chancellor of the Exchequer embarked

upon a general survey of our expenditure, our in-

debtedness, our taxation, and how each compared

with what it was and what it ought to be." Looking
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back for a period of ten years (to 1896-7) hie shewed

that, during that time, the population had increased

10 per cent., the National Debt 21 per cent, and the

national expenditure 39 per cent. Whilst stating

his opinion that the figures he gave made a return

to a "more thrifty and economical administration

the first and paramount duty of the Government/'

it was chiefly to the question of indebtedness that

Mr. Asquith addressed his remarks. During the last

decade the total aggregate liabilities of the nation

had reached their lowest figure (635,400,000) in

1899 and their highest (798,400,000) in 1903. On

March 31st, 1906, they stood at 788,990,000; and there

had thus been a reduction in the three years since 1903

of about 9,500,000, of which no less than 7,750,000

was attributable to the year 1905-6. In the thirty

years between 1870 and 1899 the gross national

liabilities had been reduced by nearly 150,000,000.

The benefit of the whole of that reduction, which

occupied the best part of the lifetime of a generation

had, however, since then been completely wiped out,

and our total capital indebtedness stood in 1906

practically at the same figure as in 1871. In the

course of a very clear review of the different categories

of the debt as it then stood, very much on the lines of

Mr. Austen Chamberlain's observations in the previous

year, the new Chancellor of the Exchequer dealt both

with the
"
dead weight

"
debt and with the question

of the
"
other capital liabilities/

3

and in the first

category he described the unwieldy and dangerous
bulk of the unfunded debt as "the most serious

factor in our financial situation at the moment."

Excluding the 10,000,000 of Exchequer bonds created



MR. ASQUITH'S FIRST BUDGET 259

in the previous year, the unfunded debt still amounted
to 55,750,000 and formed a source of the greatest

disquietude from two points of view.
"
In the first

place/
3

said Mr. Asquith, "it must be obvious to

everybody that it would seriously hamper our bor-

rowing power if a sudden emergency arose for which

temporary provision had to be made by way of loan.

And, secondly and this is a consideration which,

I think, is not sufficiently borne in mind by the public
at large it means that the Government is competing
for and locking up funds that might otherwise be

available for commercial and industrial purposes*

The speedy contraction of this floating debt is in

my opinion a matter of urgent necessity, even if it

calls for some self-denial on the part of the tax-payer/'

The Government had accordingly decided to make

a substantial addition to the provision for debt

redemption ;
and by allocating 500,000 from the

estimated surplus for the coming year and another

500,000 out of an amount still due under the Chinese

indemnity of 1901, they found an additional 1,000,000

for this purpose. This sum, with the 9 millions which

would be available under the fixed charge for the

reduction of debt and the 3,466,000 realized surplus

of 1905-6 (the old sinking fund), would bring up the

provision for the reduction of the
"
dead weight

"

debt to about 13,500,000. But there would have to

be borrowed for
"
other capital liabilities

"
in 1906-7

6,500,000, against which might be set 1,900,000

provided in the votes for the repayment of similar

liabilities, so that it was calculated that the reduction

in the gross capital liabilities of the State ought for

the year to amount to nearly 9,000,000,
"
a large
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but in the circumstances by no means an excessive

sum." 1

Mr. Asquith did not confine himself to this clearer

and more comprehensive statement of the case than

most previous budgets had afforded, but proceeded

to a severe condemnation of the system which, of

recent years, had sprung up of paying by means of

loans for capital expenditure incurred by various

public departments, even though such loans had

their own sinking funds providing for their repayment

within a fixed time. The system had, as readers will

remember, been constantly and strongly criticized by
Liberal speakers for many years and notably during

the past two or three years ;
and the total liability

under this head amounted on March 31st, 1906
3
to

45,770,000. So far as the Army and Navy were

concerned he announced arrangements for confining

future borrowings, under the various Acts, to the

continuation and completion of works already in

hand, and so bringing this expenditure to a close at

the earliest possible moment. The total to be bor-

rowed in the present year would still amount, as

noted above, to 6,500,000.
"
The system, as it has been developed of recent

years, has," said the Chancellor of the Exchequer,
"
three fundamental vices. In the first place it tends

to confuse the distinction between capital and revenue

charges. In the next place it inevitably encourages

1 The year 1906 saw the close of two sets of terminable annuities

set up by the National Debt Act, 1883, the Converted Annuities,

684,000 and the Chancery Funds Annuities, 2,324,516a little

over three millions in all. Mr. Asquith decided not to set up fresh

annuities in their place, but to leave this annual sum free to dis-

charge any kind of debt to which it could legally be devoted.
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in the spending departments crude, precipitate and
wasteful experiments. And in the third place (and
this is not the least important consideration) it

withdraws large items of annual expenditure from

any effective Parliamentary supervision." Probably
the most substantial point was the second, and the

objection really felt was to borrowing at all for

miscellaneous purposes of this kind. For supposing
the permanent expenditure authorized under the

Acts in question to have been necessary and properly

chargeable to capital, the method adopted of raising

the money by terminable annuities for twenty years

(Telegraph Acts), thirty (Military Works), or fifty

(public office sites), chargeable as regards interest

and principal on departmental votes, appears to have

been preferable to adding to the national debt for

this purpose. The Government followed the same

method with the new Telegraph Act in 1907.

Turning now to the disposal of his surplus, Mr.

Asquith found himself in the first place obliged to

allocate 135,000 to relieving the exigencies of necessi-

tous school districts and 105,000 to some small postal

reforms, before coming to the
"
more agreeable portion

of his task," that of applying the remainder, about

2,000,000, towards the reduction of taxation. With

this sum he proposed, at a cost of 1,000,000, to repeal

the coal tax as from the 1st November, and to devote

920,000 to a reduction of the tea duty from 6d. to

5d, as from the 1st July, a date afterwards altered

to the 14th May. To sum up, the surplus of 3,074,000

was disposed of as follows : sinking fund, 500,000 ;

necessitous schools, 135,000 ; postal and telegraph

services, 105,000 ; repeal of the coal tax, 1,000,000 ;
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and reduction of the tea duty, 920,000 ;
a total of

2,660,000, leaving a balance for contingencies of

414,000.

As regarded the income-tax, which he was obliged

to leave for the moment untouched, Mr. Asquith.

associated himself with the declaration of more than

one of his predecessors that it was impossible to justify

an income-tax of a uniform rate of Is. in the pound

at a time of peace, and he announced that he proposed

to take an immediate step which would at any rate

clear the ground for future operations.
"
There are,"

Mr. Asquith said, "two familiar and, in point of

justice and economic principle, valid objections to

the incidence of the tax. They are, as every one

knows, first, that above the limits of exemption and

abatement it is levied at a uniform rate, and, secondly,

that no distinction is made between precarious and

permanent incomes. It appears to me that the time

has come for a searching and authoritative inquiry,

and at the earliest possible moment I shall ask the

House to appoint as strong a Select Committee as

we can get together to undertake the task. The

reference to the Committee will be simply to inquire
into the practicability of graduation and differentia-

tion. It is well known, however, that many experts
in these matters have grave doubts as to whether it

is possible to reconcile graduation with our practice
of collecting the tax at its source, and as to whether

the additional yield of a graduated tax would be

sufficient in amount to compensate for the worry,
cost and irritation which it might involve. On the

other hand there is the experience of foreign countries

and of our self-governing Colonies, who have made
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experiments in that direction and apparently are

contented with them. I express no opinion of my
own as to the probable results of an inquiry. I am
satisfied it ought to be held and held without delay."

These remarks, it may here be noted, reflected the

opinion of the new House of Commons, an opinion
which had, as we have seen, been already strongly

represented in its predecessor. Not only equity but

'imperious demands for increased contribution from

the well-to-do classes pointed in the direction of the

changes foreshadowed in these words
;
and a select

committee appointed in accordance with Mr. Asquith's

promise commenced its proceedings under the chair-

manship of the late Sir Charles Dilke early in the

month of May, and published its report in the course

of the summer.

In closing his statement Mr. Asquith again reminded

the committee that he and his colleagues had come

into office at so recent a date that many of the govern-

ing factors of the case had already then been fixed.

"I should like to see," he concluded by saying,
"
more attempted and more done than I can attempt

or do this year in the reduction of expenditure, in

the repayment of debt, and in the readjustment of

the incidence of taxation." The budget was, in

fact, what Lord Ripon described it in the House of

Lords a "provisional" one, but its author was fully

justified in claiming that "within the limits of his

possibilities he had tried to do whatever he could to

maintain the national credit and to deal out even

justice and to preserve the balance of proportion

between obligations and claims."

In the discussion which followed Mr. Asquith's
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speech, general approval was shewn at the strong

line he had taken about the national expenditure;

but Mr. Balfour observed that he had a difficult task

before him if reduction of expenditure was not to

mean diminution of national strength,
"

in view

of all the schemes (I will not call them dreams) of

social reform on which Honourable Members had been

returned to this House." "The House/' said Mr.

Cowan,
"
had committed itself among other things

to the principles of old age pensions, of the supplying

of free meals to school children, of a large increase

in the cost of education and the payment of those

Members of Parliament who were not in receipt of

a salary as Members of the Government. These

schemes all required money, and it was impossible

that they could be carried through concurrently with

a large decrease in expenditure/'

The fact remained, however, that the budgets of

these two years, 1905 and 1906, which immediately

preceded and followed a general election fought

largely on the question of economy, were the first

for a long series of years which attempted to stem

the tide of expenditure and indebtedness. The omens

for a long continuance of this wholesome reaction

were however none too favourable
;
and it was already

clear that increase of expenditure had no terrors for

the newly elected Members to whom many new

resources seemed open in the nationalization of the

railways and even of banking, in the taxation of land

values and in the increased taxation of the liquor

trade, should the need for any additional revenue

arise.

There was already, therefore, every prospect of
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the hope expressed by Mr. Trevelyan being fulfilled

that this budget was the
"
modest prologue to a very

considerable drama!"

The debate on the remission of the coal tax brought
out the old arguments as to the broadening of the

basis of taxation; both Sir George Doughty and

Captain Craig laying it down that the continuity
of taxation, especially when it effected this object,
was invaluable. Mr. Harwood, speaking as a land

nationalise^ insisted that the Chancellor of the

Exchequer had by remitting the tax, deserted the

fundamental principles of that party. The coal

and all the mineral wealth of the country belonged,
he said, to the nation, and when any part of that pro-

perty was parted with there should be a quid pro quo.

What happened, he asked, in regard to export coal ?

The landlord got his royalty, the miner his wages,

the shipowner his freights, but where did the nation

come in? He insisted that this coal export duty

was "the assertion of the nation's property in coal/'

and was a means of getting some return for it.

But Mr. Joseph Walton and Mr. John Wilson,

the two Members who had perhaps been the most

determined opponents of the tax, were loud in their

applause of the action of the Government, although

Mr. Joseph Walton feared that we should not for

a generation, if ever, recover the ground we had lost

in the markets of the world
"
through the folly of

a British Government in putting a tax on one of

our own industries in a form in which it operated

actually as a bounty of Is. per ton in favour of foreign

producers when competing with British producers

in certain markets of the world." Mr. John Wilson,
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in expressing the gratitude of the mining population

of the country at the repeal of the tax, urged that its

existence had been the means of developing the coal

fields of Westphalia and Germany, and that it had

created competition by foreigners which, but for the

tax in this country, we should never have had. Mr.

Asquith summed up the grounds on which the Govern-

ment proposed that the tax should no longer form

part of our fiscal system in a few admirably clear

sentences. It was not, he said, in the interest of

this or that class of employers or of employed hut

in the interest of the community as a whole that

it was removed, for the tax was one which, in his

opinion was possessed of almost every vice. In the

first place it was the solitary export duty in the whole

of our fiscal system. Although it purported to be

a tax on coal, it was only a tax on that part of the

coal which we exported, and therefore fell with unjust

and uneven incidence on the coal industry. Whatever

theorists might say, he entertained no doubt that in

the long run and in the main it had been paid not

by the foreign consumer but by the producer, for

this reason that the British coal which was sent

to foreign markets was in active competition there

with coal produced in other countries, with the result

that a person in those markets could dispense with

the British supply, or in other words, that the price

ruling in those markets was not regulated by, but

was independent of, the export duty with which we

charged our industry. He did not believe it was

possible to get a better practical illustration in the

whole range of fiscal experience of how a burden

might be thrown on our own industry in markets
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where that industry was most exposed to the com-

petition of foreigners. If any further arguments were

needed they would be found, Mr. Asquith added, in

the fact that this tax had been unanimously con-

demned by a Koyal Commission composed of persons
of the most diverse opinions and that, as they had

been informed, it was intended to be abandoned by
the late Chancellor of the Exchequer. With this

consensus of argument, of experience, and of authority,
it appeared to him that the Government would not

be justified in maintaining the tax a moment longer.

A small change in the tobacco duty had been pro-

posed by Mr. Asquith, who, though he almost
"
trembled to utter

"
the words leaf and strips,

"
simple monosyllables

"
associated in the minds of

Members of the last Parliament "with hours and

days, and even weeks, of embittered controversy,"

announced that he intended to reduce the differential

duty of 3d. imposed by Mr. Austen Chamberlain on

strips in 1904 to one half-penny. He was satisfied

that little or no duty could ever be derived from the

3d. duty, and Mr. Chamberlain's objection to throwing

the whole trade out of gear in order to remove the

protective character of this differentiation was met

by the reply that the trade was completely satisfied.

The only other matter which evoked any effective

criticism was the abandonment of the loan system

in providing for the expense of naval and military

works. Mr. Balfour entered a strong protest against

the change on the ground that the necessity for

providing for the year's work out of the year's income

might upset our whole system of taxation, and would

throw the votes into confusion.
"
Whilst," he said,
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"I agree with the Eight Hon. gentleman that great

sacrifices should be made to keep the expenses of

the year within the finances of the year it is absurd

in the present condition of modern invention, in

face of the expenditure made by foreign countries

on borrowed money, for us to expect, if wo insist on

never using borrowed money for these purposes, that

we shall not gravely imperil the national well-being

under the illusion that we are carrying out a scheme

of national economy."

For the second year in succession the proposals

made in the yearly statement passed on to the statute

book without difficulty or delay, The Finance Bill

was read a third time in the Commons on 13th June,

and in the House of Lords on the 21st of that month ;

and the royal assent having been given on the follow-

ing day the measure was finally disposed of well

within two months of its introduction.

ME. ASQUITH'S SECOND BUDGET, 1W7-H.

April 18, 1907.

FROM the financial point of view the year 1906-7 had

been in many ways a year of surprises, but there

had been nothing in it more surprising than that the

balance to the credit of the national revenue account

should have been found, when that account was

closed on the 31st March, 1907, to be no leas than

5,399,000. Once again the Exchequer issues had

been under, and the Exchequer receipts over, the

estimates
; the former result (a minus of 3,000,000)

being due mainly to savings by spending departments,
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chiefly in the Army, and the latter (an increase of

2,000,000) almost entirely to three specific items.

In the first place the coal duty, during the last seven

months of its existence, had produced 345,000 above

the estimate, a fact traceable to the very exceptional

activity in the export trade which had, to some extent,

been stimulated by strikes and by a shortage of supply
in the French and German markets. The second

item was the death duties, which, in consequence of

the falling in of a number of abnormally large estates,

produced a record yield of nearly 1,200,000 in excess

of the amount which had been anticipated. In the

last place, coming under the heading of
"
Miscel-

laneous
"

was the Mint, the exceptional profits of

which were responsible for an additional sum of

441,000. But notwithstanding these particular re-

sults it could not be said, looking at the revenue

returns as a whole, that they anywhere exhibited any

very great elasticity ;
and indeed, considering the

undoubted prosperity of trade which had rarely been

more active and flourishing, the Stock Exchange

being the one prominent exception, they were in some

respects distinctly disappointing. There had, how-

ever, been a slight reaction in the alcoholic group in

which, since the year 1899, a progressive and formid-

able decline had taken place ;
and the returns from

tea and sugar had also, in each case, slightly exceeded

the budget estimate. From all sources the total

Exchequer revenue for the past year had amounted

to 144,814,000, and adding a sum of 10,222,000 paid

direct to the local taxation accounts, the amount of

revenue actually collected by the State had reached

the sum of 155,036,000.
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For the coming year an Exchequer Revenue of

144,190,000 was to be expected on the existing basis

of taxation, and the expenditure was estimated at

140,757,000, a reduction of 1,664,000 on the previous

year's estimated expenditure; a reduction really

greater than appeared because 1,019,000 was charged

on Army and Navy votes, which under the pre-existing

system would have been borrowed and charged to

capital account. The main item of increase was in

civil services for elementary education. The estimated

surplus would, therefore, stand at 3,433,000. An

additional 10,045,000 would be obtained from the

Imperial taxes and paid direct to the local taxation

accounts so that, on the new method of presenting

the national accounts, the preliminary 1907-8 estimates

would have been given as 154,235,000 revenue

and 150,802,000 expenditure, the available surplus

remaining of course the same.

Mr. Asquith had already, in his first budget, referred

to the unsatisfactory manner in which the annual

balance sheet was presented, having regard to the

fact that a considerable amount of revenue actually

collected by the State was altogether omitted, owing
to its having been paid direct by the collecting offices

to the local taxation authorities. This system had

been initiated, as we have seen, in the year 1888 by
Mr. Goschen with the twofold object in view of pro-

viding a contribution from personalty towards local

expenditure, and effecting a permanent settlement

between local and Imperial taxation by handing over

to local authorities certain duties or taxes.

Mr. Asquith reviewed the course of legislation

beginning with the manner in which the original
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scheme had been mutilated in its passage through
the House, and

passing to the change effected by Sir

William Harcourt's revision of the death duties by
which even the semblance of a special contribution
from personalty had

disappeared, the Agricultural
Rates Act, and other measures which had combined
to render the

"
system even more intolerable than it

was before/
3

until the actual condition of things
revealed a

"
headsplitting condition of chaos and

confusion."

He therefore proposed that the proceeds both of

the local taxation (customs and excise) duties, i.e. the

additional beer and spirit duties, and of the local taxa-

tion licenses, should be paid into the Exchequer
instead of into the local taxation accounts, and that

the local authorities should receive from the con-

solidated fund a sum equivalent to the proceeds of

these sources of revenue. The change was to come
into effect in 1 907-8 -

1

The Government by this change secured that those

payments to the local taxation accounts which since

the legislation of 1888 had been excluded from the

national accounts should now reappear in them. It

was, however, only a necessary first step. The object

of the change, to quote Mr. Asquith's own words,

was,
"
first of all to get rid of an enormous, most un-

sightly and inconvenient complication in our national

accounts ; secondly, to set free the hands of the

Chancellor of the Exchequer with regard to a large

area of taxation
;
and thirdly, to clear the ground

1 For memorandum on this change and the legislation generally

affecting local taxation grants, 1896 onwards, see the appendix to

this budget.
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(for this is only a provisional arrangement) for a

future re-settlement, I hope on equitable terms, of

the whole relations between the central authority and

the local authorities."

Mr. Asquith proceeded to give a careful review of

the capital liabilities of the State which during the

years 1906-7 and 1907-8 would have been reduced

by a very substantial sum
;
and stated that

"
first

and foremost we are under an immediate obligation,

often insisted on when we sat upon the other side

in the last Parliament, and reiterated certainly by
me over and over again at the General Election after

I had assumed the office of the Chancellor of the

Exchequer, an immediate obligation of reinstating

and improving the national credit/' Allowing for

all exaggerated and ignorant talk about the price

of Consols and gilt-edged securities generally, the

situation, which was
"
largely the result of the un-

liquidated commitments of recent years," was, for

the time being, a source of embarrassment not to

the Government alone but to every community and

trading concern in the country. It was, therefore,

a paramount duty to make a substantial and ex-

ceptional effort to effect a further reduction in the

National Debt.

But
"
behind and beyond this lies the whole still

unconquered territory of social reform
"

which,
"
whether you look at it as a luxury or a necessity,

is in any case expensive." The State had recognized
its duty to the child and no one was prepared to go
back on this duty. In 1869-70 the total cost of

public education in the form of Parliamentary grants

(there was no rate aid at that time) was 721,000.
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In. 1906-7 Parliamentary grants amounted to

13,359,000, sums received from rates 11,785,000,

total 25,144,000. The next call upon the Govern-

ment would be that for the provision of old age

pensions, to be undertaken, as Mr. Asquith announced,
in the next session

; though, as he observed,
" what-

ever is done in this matter must be done by steps

and stages and cannot be achieved at a single blow/'

It was, therefore, necessary to begin building up the

nucleus of a fund for the relief of necessitous old age.
"
If we are to have social reform we must be ready

to pay for it, and when I say we I mean the whole

nation, the working and consuming classes as well

as the wealthier class of direct tax-payers."

One further point he insisted on. Whatever new

resources might be provided for such purposes as

had been described must be subject to the governing

condition that the Government was a Free Trade

Government and the House of Commons a Free Trade

House. It was
"
wise for us who are not only of

the party of social reform but the party also of free

trade to make it clear if we can, and I believe we can

make it clear, that the attainment of the one is not

incompatible with the maintenance of the other
"

(Parl. Debates, vol. clxxii., p. 1192).

Seldom, if ever before, had the fortunes of a Govern-

ment or a political party been more decidedly bound

up with finance.

Mr. Trevelyan, speaking from the ministerial side of

the House during the preceding session, had observed

that the
"
budget was the pivot round which success

or failure would turn," and nothing could have been

clearer or more statesmanlike than the language in
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which the Chancellor of the Exchequer placed the

issues on this occasion before Parliament and the

country. His action corresponded with his words,

and keeping the two main objects he had expounded

in view, he announced that it was impossible for him

to
"
deal with the estimated surplus in such a way

as to involve any permanent diminution of revenue

of a substantial character."

Mr. Asquith then proceeded to make it clear that

there would be no change in indirect taxation, and

that, in effecting two substantial alterations in direct

taxation, consisting in a revision of the income-tax

and of the rates of estate duty, no practical difference

would result to the revenue as a whole. What in

effect he proposed was to relieve the poorer classes

of direct tax-payers at the expense of the wealthier.

As regards the income-tax, Mr. Asquith, following

in the first .place the more conservative of the recom-

mendations of the Select Committee of the previous

session, proposed that an income not exceeding 2000

per annum should be charged, in so far as it was

represented by
"
earned

"
income, at the rate of

9d. only, the tax remaining at Is. for what was

henceforth described as
"
unearned income," whether

above or below that limit. The existing allowances

up to 700 were to remain, but the exempted income

was to be in the first place deducted from the
"
earned

"

portion of the income.
"
The effect of this change,"

said Mr. Asquith,
"

will be a very sensible relief to

that class of income-tax payers who are grievously

oppressed by the present burdens
; and it will enable

us, with a clear conscience and with much greater
ease and simplicity of working, to treat the income-tax,
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as I intend it should be treated, as a permanent part
of our fiscal machinery/

5

For the first year it was

estimated that there wonld be a special loss of

750,000 due to the delay which must, it was expected,

result in getting in the tax owing to the more compli-
cated machinery required; but for a normal year
the loss was put at 1,250,000.

The substantial relief thus given to the income-

earner at once suggested the question whether, at

the other end of the scale, property was contributing

its fair proportion ;
and as it was postulated that the

needs of the immediate future precluded any diminu-

tion of the national revenue, it was proposed to revise

the rates of the estate duty in such a manner as to

yield an ultimate increase corresponding as nearly

as possible with the loss from the revised income-tax.

Up to an estate of 150,000 no changes were made,

but for estates above that sum the new rates were

increased until an estate of 1,000,000 paid 10 per

cent, instead of 7| per cent. And at this point a

new element in the shape of a
"
super-tax

"
was intro-

duced, so that an additional 1 or 2 or 3 per cent,

would be charged on the portions of an estate exceed-

ing one million according to the amount of excess.

An estate, for instance, of over 3,000,000 would

pay 10 per cent, on the first million and 15 per cent.

on the remainder. This was the maximum. (See

scale, Part III. Table XL) In the coming year an

additional 600,000 was expected from the change

but, when in full operation, the additional annual

yield was estimated at 1,200,000.

Applying a sum of 200,000 to necessitous schools,

and taking 333,000 as a margin for contingencies,
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there still remained a disposable surplus of 1,500,000

with which the Chancellor of the Exchequer could

not afford to part, for, as he said,
"
I shall need the

money for the futuie ;
I shall need it next year."

He therefore proposed, in the meantime, to apply

it by diminishing pro tanto our national obligations,

and added it to the sinking fund. Passing his pro-

posals briefly in review, Mr. Asquith again laid special

emphasis on the fact that the income-tax must now

be recognized as
"
a fiscal engine with which we

cannot dispense/' "But," he added, "we shall

remove from it its greatest blot by giving effective

relief in the form of a lower rate of charge to that

class of incomes on which it presses most heavily.

We shall have made a substantial, but not, as I have

shown, an extensive addition to the toll which the

State exacts from large estates which pass at death.

We shall have fulfilled to a degree never attained or

even attempted before on the same scale in any single

year the discharge of debt. Then in regard to the

future. There are urgent, long-delayed, and overdue

problems of social reform
;
and we shall have begun

to provide the nucleus of a fund for the relief of neces-

sitous old age. I shall have in hand next year, free and
earmarked for the purpose, the 1,500,000 to which

I have just referred, together with the uncollected

arrears of this year's income-tax (amounting to

750,000) which will make a total of at least 2,250,000,

and an additional sum from the increased estate duties.

You cannot have everything at once, or everything

together ;
but if you have set your purpose, as I

believe you have and as we have, on this greatest
and most urgent of social reforms, you must be willing
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to sacrifice, or at any rate to postpone, other useful

forms of an even beneficial expenditure. Nor are

the resources of taxation, within free trade, yet
exhausted."

In one of its aspects the Select Committee of 1906

on the income-tax had been an investigation into the

possibility of increasing these resources. It was also

the outcome, of course, of the growing opinion which,

as we have seen, had found frequent expression in

Parliament that the income-tax, which had remained

essentially and structurally unaltered since the days
of Mr. Pitt, no longer corresponded with modern

scientific requirements, and was, as had always been

recognized (see the inquiries by the Select Committees

of 1851 and 1861), inequitable in many respects in

its incidence. But interest on the subject had been

quickened and strengthened by the hope and intention

of the younger school of radical financiers of making
it a much more efficient engine of revenue by means

of a graduation which should tax the higher incomes

in a more adequate manner, and by a differentiation

which should mitigate the burden for those least able

to bear the increased rates of a permanent tax.

It is these technical terms which define the appli-

cation to the income-tax of the principle that a man

should be taxed according to his ability or capacity

to bear taxation
;
and the criterion by which the rate

appropriate to a particular income is decided upon

is, of course, in the case of graduation, the amount of

the income and, in the case of differentiation, its

character or value as permanent or precarious, spon-

taneous or industrial, unearned or earned.

Much the more important of the two principles



278 BUDGET STATEMENTS 1907

from a practical point of view is graduation according

to amount, though both are interdependent to a certain

extent. It is, in fact, not so much because an income

is earned (for most incomes even in so far as they are

unearned are due to labour and abstinence largely in

a man's own lifetime) as because it is small that

leniency of treatment is justifiable ;
and the example

of modern foreign income-taxes certainly proved that

the amount of income was the main criterion of
"
ability

"
to which effectual regard could be paid

within the confines of an income-tax. Unfortunately

however the structure of the British tax, unlike that

of the Prussian and other typical Continental income-

taxes, did not lend itself to graduation in this sense.

Two-thirds of the tax was collected at the source with-

out the requirement, essential to a progressive scale, of

a personal return of his total income by the tax-payer

except for the purpose of claiming abatements. It

was beyond the ingenuity of the committee to reconcile

the principles of the two systems and graft a regular

progressive scale on to the British
"
taxation-at-

source
"

tax. The extension of the system of abate-

ment was impracticable beyond a certain limited

point (up to which they recommended it) because of

the inconvenience both to the tax-payer and to com-

merce of collecting large sums of returnable money ;

and the only solution was, therefore, to superimpose
on the existing tax a new tax, to be applied to the

larger incomes, based on personal declaration. The

committee were accordingly prevailed upon to report
that a super-tax on incomes of over 5000 per annum
was practicable. Mr. Asquith confined himself how-

ever to pointing out the difficulties; incidentally
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drawing attention to the fact, which the information

laid before the committee had established, that no

foreign or Colonial experience was really relevant or

hopeful in the matter because the various systems
of so-called graduation all stopped at about the point

(5000) at which this proposed graduation was to

begin.
1

The Chancellor of the Exchequer therefore fell back

upon that recommendation of the Select Committee

on. the income-tax on which its members had been the

least divided, and adopted the plan of differentiation

in favour of
"
earned

"
income as the least difficult

and invidious method of adjusting the burden to

the ability of the taxpayer.

Here again the foreign experience so much consulted

by the committee hardly supported the conclusions

arrived at. This experience rather pointed to the

solution of the question being found in the separate

and additional taxation of property and property

incomes, income (net income as far as that could

l)e ascertained) being first taxed indiscriminately

having regard to the amount of income in fixing

the rates. 2 The consequent injustice to incomes

of inferior quality or character would be redressed,

not by relieving such incomes under the income-

tax, but by taxing additionally incomes of higher

quality under property taxes levied whether at death

or annually. A glance at the method in which the

1
See, on these points, the Introductory Report to the Blue Book

on Graduated Income-Taxes in Foreign States (Cd. 2587, 1905),

.and Appendix 2, Report of Select Committee on In'come-Tax,

House of Commons, No. 365 of 1906, both by the present writer.

2 See Introductory Report on Graduated Income-Taxes, pp.
xii-xiii.
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Prussian Erganzungs-steuer
or the Netherlands pro-

perty tax are assessed both of them analogous in

principle to the method of assessment under our

estate duties shews how a property tax solves, not

only the difficulty as between
"
earned

"
and

"
un-

earned" income, but also most of the difficulties

which had exercised the minds of the Hubbard

Committee, difficulties which would arise from an

attempt to discriminate between
"
unearned

??

in-

comes of differing quality, income from different

classes of securities, life annuities,
"
mixed

"
incomes

and the like.

The Select Committee of 1906, in spite of the quantity

of fresh evidence and information, statistical and other,

which it elicited, did not go into these questions of

principle with anything like the thoroughness of its

predecessors. Its members approached their delibera-

tions with their minds made up, some in favour of

graduation, some in favour of differentiation and some

in favour of both these devices, and disposed to brush

aside the technical and theoretical difficulties in the

way. But that they were impressed by the figures

produced as to the actual differentiation effected by
the action of the death duties in this country

l and

by the serious difficulties in the way of differentiation

within the income-tax arising from the absence of

a completely logical and satisfactory definition of

what constitutes an earned as distinguished from an
unearned income, was shewn by their conclusion that

differentiation of the tax should not extend to incomes

1 See Report of the Select Committee on Income-Tax, House of

Commons, 365 of 1906, Appendix No. 1, by Mr. Mallet, and No.
8, by Sir Henry Primrose.
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of over 2000 or 3000 per annum. In this form, in

which it was adopted by the Chancellor of the Ex-

chequer, there was no very serious objection to be

raised to it, if it were considered that incomes ranging
between 160 and 700 or again between 700 and
2000 were, on the whole and as regards certain

classes, overtaxed in proportion to larger incomes.

The measure really had an effect equivalent to that

of a further graduation of the tax on a large proportion
of incomes under 2,000 per annum.

The increase in the estate duty rates was primarily
directed to increasing the revenue from this tax. If

its effect as an agent of differentiation had been taken

into account, it might have been argued that the

increase was justifiable on this ground, For if the

rates of 1894 were proportionate to an 8d. income-tax,

an income-tax of Is. demanded an increase of those

rates. But the committee made no attempt to lay

down the proportion in which earned and unearned

income should respectively be taxed, though such a

proportion might have been established both from

previous theoretical discussion and from actual experi-

ence without much difficulty, and would have been

useful as an authoritative pronouncement for future

guidance. They took the more doubtful course

of suggesting that one of the advantages of their

recommendation was the ease with which the highest

rate could be raised without equally increasing the

rate on earned income. In a year or two the normal

or foundation rate of the income-tax was accordingly

raised from Is. to Is. 2d. without any corresponding

alteration of the
"
earned" rate; and a course of

action foreshadowed which might easily end in an
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almost penal treatment (as under the Italian differ-

entiated income-tax) of income from property.

The debates on the estate duty and income-tax

brought no very new or notable comments on the

part of individual Members, though the definition of
"
earned

"
income gave rise to some interesting

discussion. Conservative criticism shewed alarm at

the extension which was being given to direct taxa-

tion, and Mr. Austen Chamberlain thought the

budget
"
disquieting

"
and

"
ominous

"
from the

point of view of expenditure. Advanced minis-

terialists, though hardly satisfied at the tentative

steps now taken, were consoled by the reflection that

the foundation of further advance was being laid,

but public opinion had long been ripening in favour of

some development of direct taxation and the budget

as a whole commended the cordial assent which it fully

deserved. No praise could be too high for the

improvements at last made in the public accounts

both as regarded local taxation and capital liabilities

and expenditure, and for the wise and liberal provision

made for the reduction of the National Debt. On
one point, however, strong objection might have been

taken by survivors of the Gladstonian school of finance,

which held that the provision of taxation should be

confined to the needs of the year, and which considered

an excessive surplus as only less discreditable to a

Chancellor of the Exchequer than a deficit.
"

It is,"

said Mr. Asquith, "a mistake to treat the annual

budget as if it were a thing by itself, and not, as it

is, or as it certainly ought to be, a necessary link in

a connected and coherent chain of policy. In my
opinion, and I think it is an opinion that will be
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shared by a great number of honourable gentlemen

opposite, the country has reached a stage in which,

whether we look merely at its fiscal or at its social

exigencies, we cannot afford to drift along the stream

and treat each year's finance as if it were self-con-

tained. The Chancellor of the Exchequer, in other words,

ought to budget not for one year but for several years"
In Mr. Asquith's hands indeed this theory, not

perhaps so novel in practice as it appeared,
1 led only

on the present occasion to the laudable and desir-

able result of appropriating for the redemption of

debt a sum of one and a half millions which might
otherwise have gone in reduction of taxation. But

the experience of Sir William Harcourt's measure of

1894 which placed ever increasing revenues in the

hands of his successors was not altogether encourag-

ing ;
and it remains to be proved whether the policy

thus solemnly enunciated is conducive to public

economy, and whether it is safe to arm a finance

minister with funds for purposes for which the en-

dorsement of Parliament and the people may not

always have been previously obtained.

The Agricultural Bates Act, 1896, exempted occupiers of agri-

cultural land in England from the payment of half their rates, and

granted to local authorities a fixed sum equal to half the amount

of the rates raised in respect of agricultural land in 1895-6. This

grant is made out of the proceeds of the portion of the estate

duty levied on personalty, and is paid into the local taxation

account, from which the amounts due are paid straight to each

local authority concerned.

Corresponding Acts made equivalent grants to Scotland and

Ireland, and were calculated as in the case of the death duty

grants at J and ^ of the amount allocated to England. In

1 Cf. Mr. Gladstone's budgets of 1853 and 1860.
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Scotland, however, it was found that by such method the grant

was not sufficient to effect the desired exemption, in respect of

agricultural land, of the payment of half the rates, and accord-

ingly, under the Local Taxation Account (Scotland) Act, 1898, an

additional sum of nearly 98,000 was paid into the local taxation

(Scotland) account out of the consolidated fund.

A similar change was made in regard to this grant in respect

of Ireland. The Local Government (Ireland) Act, 1898, wholly

reorganized the grants. In the first place the agricultural rates

grant was increased to half the rates levied in respect of agricul-

tural land outside boroughs and urban districts in 1896-7, and

was paid over to county councils and appropriated by them

in relief of the new general poor rate on agricultural land.

Further, certain grants in aid were transferred from the votes

to the local taxation (Ireland) account, and two new grants

authorized to be paid. To meet these extra payments out of

the account the agricultural rates grant of 727,655, together

with a further fixed sum of 79,000, was charged on the con-

solidated fund. Also a sum equal to the proceeds in the pre-

ceding year of such of the local taxation licences as are levied in

Ireland is paid to the local taxation (Ireland) account out of

the consolidated fund.

Then, in 1899, a further alteration was made by the Tithe

Eentcharge (Rates) Act, which relieved tithe renteharges in

England and Wales attached to benefices of the payment of

half the amount of their rates. The deficiency in the rates

is recouped out of the portion of the proceeds of the estate

duties paid into the local taxation account (England). It is

not, therefore, an additional grant from the national revenues,

but merely a payment out of the balance in the local taxation

account, which would otherwise be distributed among the Ex-

chequer contribution accounts of counties. The sum required is

an increasing one, and the Act applies only to England and

Wales. These provisions in respect of the Agricultural Rates

Grant were introduced as temporary measures, but they have

since been renewed and are still in force.

The Education Act of 1902 definitely earmarked the residue

of the additional beer and spirit duties to higher education, and

thus reduced the sum available for the general relief of rates.
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Eecent Finance Acts nave greatly altered the form as well as the

substance of the grants. The Finance Act, 1907, provided that

the proceeds both of the local taxation (customs and excise)

duties (i.e. the additional beer and spirit duties) and of the local

taxation licences should be paid into the Exchequer and not into

the local taxation accounts, and that the consolidated fund (in

addition to those grants already charged to it) should be charged

with payment to the local taxation accounts of

(i)
the estate duty grant, including (so long as the Acts remain

in force) that under the Agricultural Rates Acts in England and

Scotland; and

(ii)
a sum equal to what would have been paid into the local

taxation accounts as the proceeds of the additional beer and

spirit duties, and the licences at the rates then in force. In this

way the Treasury regained control over the proceeds of these

duties, with a tree hand for alteration of the rates. To allay the

anxiety of local authorities that an increase in the rates of duty

would affect the normal growth in the number of licences, and

thus affect the amount due to them if the amount were calculated

at the then existing rates, a clause was inserted providing that

the amount payable to a local authority should not be less than

the average proceeds of the duty for the three years ending March,

1907. This was the final blow to the theory on which the assigned

revenues was built up.

The Finance Act of 1908 transferred the collection of certain

local taxation licences * from the Government to county councils,

and towards the cost of collection a sum of 40,000 was granted

out of the consolidated fund, distributed in proportion of the

proceeds of the duties collected in the counties for the previous

year. It was further provided that, in the event of a change in

the rates of any of the duties transferred, the collection of that

duty should revert to the Imperial authorities.

Further changes were made in the Finance (1909-1910) Act,

1910. The system of duties on motor cars was wholly revised,

but the collection of the duties was left to the local authorities,

and it was provided that they should receive of the proceeds only

1 These were the duties on licences to deal in game, for dogs,

killing game, guns, carriages, armorial bearings and male

servants.
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the amount collected in the year ended 31st March, 1909. In

the same Act the duties on licensed houses (which of the local

taxation licences produce as much revenue as all the other licences

together) were revised, but provision was made that the local

authority should receive only the amount they received under

the old scale.

The Revenue Act, 1911, has further stereotyped the amounts

payable into the local taxation accounts by fixing the amounts

of the beer and spirit surtaxes, and the liquor licences at the

figure of the proceeds of these items for the year 1908-9. Taking

the finance accounts of the United Kingdom for the year

1911-12, roughly two-thirds of the whole sum, and all the items

except
"
other local taxation licences" and the estate duty

grant in relief of rates generally have become fixed sums, involv-

ing, so far as these items are concerned, a complete abandonment

of the theory and practice of assigned revenues.

In order to complete the account it is necessary to mention

that, in addition to the sums paid to local authorities through

the local taxation accounts, there are the education grants

(which have increased very largely since 1888), the grants to

reformatories and industrial schools, the grants under the Un-

employed Workmen Acts and the contributions in lieu of rates.

This set of grants lies outside the local taxation account pay-

ments, being paid from the annual votes.

A departmental committee was appointed in April, 1911, to deal

with the question of a resettlement of the relations between the

central and local authorities.

ME. ASQUITH'S THIRD BUDGET, 1908-9.

May 7, 1908.

THE budget for the year 1908-9 was introduced by
Mr. Asquith on the 7th ofMay, 1908, as Prime Minister,

to which office he had succeeded on the 8th of April on

the retirement of Sir Henry Campbell-Bannerman. It

was, as he remarked, the first time within the memory
of any of those present when the annual financial
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statement had been submitted by any other minister

than the Chancellor of the Exchequer, though there

were precedents for that course as far back as the time

of Sir Robert Peel. But the ministerial changes had
been so recent that both he and the new Chancellor

of the Exchequer (Mr. Lloyd George) felt that it

would be a matter
"
not merely of personal, but also

of public convenience
"
that he should take the place

of the last-named minister for that afternoon. The

arrangement was, moreover, natural inasmuch as that

the 1908 budget was in a special sense a sequel to

that of the previous year. For it was to announce

the establishment of a scheme of old age pensions,
and therefore of the achievement of the first step on

the path of
"
social reform

"
for which Mr. Asquith

himself had avowedly laid the foundation twelve

months previously.

He opened his statement with some observations

of a general character on the condition of trade.

During the calendar year 1907 foreign trade had

been raised both in volume and value, and signs that

the tide had begun to ebb at the end of that year did

not seem to point to more than a slackening of the

rate of expansion which had been
"
proceeding with

extreme and unparalleled rapidity." Mr, Asquith
reminded his hearers that, based on the new method

of presenting the national accounts which he had fully

explained in his previous budget, the estimates for

the financial year 1907-8 read as 152,835,000 of

revenue and 152,502,000 of expenditure, leaving a

margin of 333,000 for contingencies. The actual

results for the twelve months ending the 31st March,

1908, had been 156,538,000 revenue, and 151,812,000
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expenditure, giving
a realized surplus of 4,726,000,

which compared with surpluses of over one, three and

five millions respectively
in the three previous years.

Once again a decline in the productiveness of the

alcoholic group of customs and excise duties had to

be noted; but, apart from this, the returns from

indirect taxation were very satisfactory. The estate

duty had almost exactly realized the estimate of the

Board of Inland Revenue, but the most interesting

item and by a long way the largest contributor to

the surplus had been the income-tax, which had

actually produced 780,000 in excess of the sum paid

in 1906-7, i.e. before the alteration of the tax in the

previous year and no less than 1,880,000 in excess

of the estimate on the revised basis. This had

occurred because the lower rate (on approximately

750,000 income-tax payers) had increased the amount

of income disclosed, and the 750,000 allowed for

arrears had owing to the zeal and efficiency of the

Inland Revenue department been practically all

collected within the year. The scheme of differentia-

tion, which had for sixty years been considered

unworkable in practice, had shown itself "to be

not only practicable but smooth and easy in its

operation/' "It has/' said the Prime Minister,
"
paid for itself

; and it has removed, once and for

all, the most obvious and crying grievances and

inequalities I do not say all of them by any means
but the most crying grievances and inequalities

which have marred the equity and clogged the

efficiency of the income-tax as a permanent instrument

of revenue/'

Turning to the question of the State's capital
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liabilities (a subject to which, particular attention

had been devoted in this and the two previous budget

speeches) , Mr. Asqttith had to report that, during
the last twelve months, the funded debt had been

reduced by 6,319,000, the terminable annuities by
1,457,000 and the unfunded debt by 10,254,000,

so that the
"
dead weight

"
debt at the end of the

financial year, as compared with the beginning,
showed a reduction of the very large amount of

18,030,000. Taking into account some additions

that had been made to
"
other capital liabilities

"

under various still existing heads (Naval and Military

Works Acts, Post Office, Telegraph Acts, and the like),

the net reduction effected in the aggregate gross

liabilities of the State during the past year reached the

sum of 16,839,000,
"
a result on which the country

and the committee might fairly congratulate them-

selves/
5

In the current year, Mr. Asquith estimated

that the
"
dead weight

"
debt would be further reduced

by some fifteen millions and the gross liabilities by

13,776,000, notwithstanding that he proposed to

divert 600,000 from the sinking fund to further

capital expenditure on public offices instead of

entering on a fresh loan for the purpose.

Summing up the total redemption of the debt since

the conclusion of the war in 1903, Mr. Asquith shewed

that during the years 1903 to 1905 that reduction

had amounted to 27,500,000 or about 9,000,000

a year ;
and that during the three years, 1906-1908,

during which the Liberal Government had been in

power, it would amount to 46,700,000 or about

15,500,000 a year. In the same three years the

aggregate capital liabilities of the nation would have
T
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been reduced by 41,000,000 and a saving of nearly

1,250,000 in interest would have been effected.

The income-tax and estate duty having now passed

through the transitional period resulting from the

changes effected by the previous year's Finance Act,

the calculations of the anticipated yield from these

duties for the coming year were considerably simplified ;

and, taking the revenue from all sources, it was

estimated that on the existing basis of taxation the

State would collect a gross revenue of 157,770,000,

which, put against an estimated expenditure of

152,869,000, left an estimated surplus of 4,901,000.

Before proceeding to dispose of his surplus, Mr.

Asquith announced that steps were about to be taken

to transfer the Excise Department from the Inland

Kevenue to the Customs, an administrative change

of considerable importance and value which has

practically had the effect of vesting the management
of direct taxation in the Commissioners of Inland

Eevenue and that of indirect taxation in the Com-

missioners of Customs and Excise.

The prospective arrangements for the coming year
included two small changes which involved respec-

tively a reduction of 20,000 from the stamp duty
on marine insurance policies and the grant of an

additional 40,000 to the local authorities
; and Mr.

Asquith was thus brought to that portion of his

statement which dealt with the introduction of

old age pensions, an announcement which was

recognized on all hands as marking the year's budget
as

"
an epoch in our national policy

"
(Times, 8th

May, 1908).

It would be unnecessary in this study, which is
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only concerned in the financial aspect of the matter,
to say more than that the main principles on which
the measure was based were that the system adopted
should be non-contributory ; that the obligation for

payment of the pensions was to rest on the Treasury
and not in any way on the local authorities

; and
that the claimant must comply with certain qualifica-

tions of age, means, status and character. It was

subsequently announced that the provisions of this

measure were to be embodied in a separate Bill. But
the Finance Bill itself made definite provision for

financing the scheme which, for the final quarter of

the financial year 1908-9, was estimated to cost

1,200,000, the outlay for a fuU working year being

put at 6,000,000, and later on by Mr. Lloyd George
after certain modifications had been introduced at

7,000,000.

For the coming year the Prime Minister was accord-

ingly still left with an undisposed-of balance amount-

ing to over 3J millions ;
and he then stated that this

would be used, to the amount of 3,400,000, not in

building up the fund for old age pensions as fore-

shadowed in last year's speech, but in reducing the

sugar duty, leaving a final surplus for contingencies

amounting to 241,000. Even this was not realized,

and the first deficit since Mr. Kitchie's budget of 1903

took its place.

The question of the provision to be made for the

grant of old age pensions, taken in connection with

those of the reduction of debt and the growth of the

national expenditure, is the feature of this budget.

The cost of the measure was naturally increased by

the decision in favour of a non-contributory system.
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Whatever the advantages of the opposite plan which

were forcibly stated in various quarters (more par-

ticularly out of Parliament), there had probably

never been any very serious chance of a completely

contributory system since Mr. Chamberlain's pro-

nouncement against it on March 22nd 1899, if

for no other reason than that, as Mr. Asquith said,
"
none of the benefits

"
of such a scheme

"
could

come into operation till after the lapse of twenty or

more years." In naming the estimate he did, he

had observed that the plan adopted should be
"
one

of which we should from the first be able to foresee

I do not say with precision but with reasonable

accuracy the ultimate cost; and thus avoid com-

mitting Parliament to a mortgage of indefinite amount

upon the future resources of the country/' Experi-

ence, however, has amply shewn the wisdom of his

subsequent qualification when he spoke of all estimates

either of number or cost being
"
in the highest degree

conjectural." On his own original estimate of

6,000,000 there remained a sum of 5,000,000, not

to speak of unavoidable additional expenses in other

directions such as the Navy (bringing the total, on Mr.

Austen Chamberlain's estimate, up to 10,000,000), for

which provision would have to be made in the 1909

budget. The most was, of course, made by the

opposition speakers of the contrast between this state

of things and Mr. Asquith's pronouncement in the

preceding year that Government should budget not

for one year only but for several years, and his insist-

ence on the necessity of building up a fund beforehand

to meet the cost of social reform.
"
This was almost

the first budget," said Mr. Lawrence Hardy,
"
which
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left a little deficit of 6 or 7 millions to be supplied

out of practically no funds whatever."

Lord St. Aldwyn summed up this point of view

later on in the House of Lords.
"

If," he said,
"
the

Prime Minister had followed this year the wise and

sound financial policy he adopted last year in making

provision for the future burden which he knew was

imminent, he would have continued the sugar tax

and would have devoted 3,500,000 this year towards

additional repayment of the debt, and have had

3,500,000 in hand next year as a most important

contribution towards the cost of old age pensions.

Had this been done it would have been not only in

accordance with financial prudence but with justice

in the allocation of taxation, because I cannot conceive

a tax that could be more appropriately used to bear

a part of the burden of old age pensions than the sugar

duty/' It was a complete change of front, Mr.

Sydney Buxton went so far as to contend that it was

"no part of the duty" of the Chancellor of the Ex-

chequer,
"

if he has 3| millions funds in hand over and

above his liabilities to keep that money in his pocket

and not to deal with taxation. It is his duty to allow

that money, to use an old fiscal phrase,
to fructify in

the pockets of the people."
From this point of view

the reduction of the sugar duty was technically

defensible, and two other considerations were brought

forward in favour of that course ; one, that this

reduction put it out of the power of Members to vote

for the enlargement of the scheme during its passage

through the House (Mr. Lawrence Hardy) ;
and the

second, a party argument advanced by Mr. Theodore

Taylor, that the lessening and ultimate abolition of the
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tax would be " somewhat inconvenient to those who

had it in their heart to exchange it for corn and meat

taxes later on." Lord Cromer, however, who foretold

from the initiation of the old age pension scheme,
"
the ruin of the free trade cause," said in the House

of Lords that
"

it would be a very great mistake to

suppose that all free traders welcomed the reduction

of the sugar duty. It is not of course that we like the

sugar duty, we are very glad to see it reduced
;
but

many of us certainly think the moment for making
it singularly inopportune for the very good reason

that the country cannot afford it."

There was nevertheless one source of increased

revenue to which Mr. Asquith looked in aid of the next

year's inevitable increase of expenditure. In his

observations on the present situation of the National

Debt the Prime Minister had dwelt with not unnatural

complacency on the extraordinary and successful

efforts which had been made since the conclusion of

the war, and especially in the last three years, to

reduce the amount of the capital liabilities of the State,

But his critics objected that these efforts would only,
as he himself had shewn, result in bringing the country
back at the end of the financial year 1908-9 to about

the position in which it stood in 1889, and that a

reduction of 70 millions was required before the debt

was reduced to the level of 1899 the year Mr.

Asquith had himself selected for the comparison in

the previous year when he was urging the further

reduction of the debt.

The Government, however, had decided that the

moment was arising when, although fresh liabilities

which could never be extinguished were being imposed
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upon the Exchequer, a review of the situation would

be justified.

"
I do not think/' said the Prime

Minister,
"
though of course the Chancellor of the

Exchequer will exercise his unfettered judgment in

making future proposals I do not think that if I

were in his' position I should be justified in asking

the tax-payers of the country to continue to pay

14,000,000 or 15,000,000 a year for further reduc-

tions of debt. I think the efforts we have made,

unprecedented in their character, will justify a review

of the situation and the setting free of some sub-

stantial part of the revenue which in the last three

years we have applied to that purpose."

For the rest the debates were marked by the usual

variety of criticism. From the Radical and Labour

benches came protests that the age limit for pensions,

70, was far too high and should be speedily reduced

to 65 or even to 60, while 5s. a week was declared to

be totally insufficient. In the same quarter there

was plenty of optimism as to the possibility of in-

creasing the revenue. Mr. Arthur Henderson said that

the
"
whole argument of the Prime Minister went to

shew that this country possessed magnificent financial

resources to which future Chancellors of the Exchequer

might resort." Mr. Chiozza Money looked to the

acquisition of revenue-producing
"
monopolies

"
such

as coal and railways, and urged the adoption of a fully

graduated income-tax in place of the existing system
of abatements and differentiation. Others advocated

the taxation of land values, and Mr. Bottomley made

a series of suggestions for raising an additional 50

millions without having recourse to Tariff Reform !

On the other side Mr. Austen Chamberlain, among
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other points, drew passing attention to the incidence

question which appeared to have been lost sight of.

He quoted a speech which the Prime Minister had

delivered at Lancaster in which he said that the money
for a scheme of old age pensions, so far as provided

by taxation, must be drawn from, all classes of the

community including the working classes, and com-

plained that the budget had by no means followed

these lines. An additional burden had been imposed
for the benefit of the poorest classes, and yet that very

moment had been chosen
"
to remit more than half

of one of the few taxes that the poorest among us

need pay." Not only so, but since the produce of the

income-tax had more than made up for the remission

given by differentiation, the burden on the direct tax-

payers had been increased by the amount of the

increased estate duty.

Such sentiments found little echo in the Parlia-

ment of 1906. The question so much discussed

in the preceding House of Commons as to the inci-

dence of the burden of taxation on the different

classes of the community, the question on which

Members like Mr. Haldane and Mr. Herbert Samuel

had pressed for an expert committee of advice,

was decided for the time by the mere fact of the

political complexion of the new House, which desired,

as its predecessor had deprecated, increasing resort to

direct taxation. Finally, Mr. Gibson Bowles in one of

the most incisive and candid of his speeches summed up
the situation by observing that "the real outstanding
feature of the budget

"
was neither old age pensions

nor the reduction of the sugar duty, but the fact that
"
in spite of all pledges during and after the late
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General Election it was understood to be
impossible

to reduce or control
expenditure,"

and that
"

retrench-

ment was over and done wit" To judge from any of
V V t/

Hie
speeches

delivered
during

tins and the
previous

session members of the Government majority appeared
j / ii

honestly to entertain the idea that expenditure and
V 1

taxation were
good

in themselves
;

to Mm
"

all taxes

were without exception evil and bad," they were all
1 '

V

paid

"
not by goods

or
by interests but by individuals,

and however raised or
imposed they

fell in the end,

inevitably
and

always,
on the whole mass and

body

of the
people,"

Both the Finance Bill and the Old
Age

Pension

Bill received the royal
assent on the 1st of

August,

1908,



ME. LLOYD GEORGE'S BUDGETS.

FIRST BUDGET, 1909-10.

April 29, 1909.

WITH this budget we enter upon a stage of financial

history with which, for two reasons, it is proposed to

deal in an even more summary fashion than has been

adopted in the preceding statements. In the first

place it appears alike unnecessary and undesirable

to dwell at length upon events which are still fresh

in the public memory and which must remain for

some time to come a subject of party controversy.

In the second place to give an adequate idea of this

budget would extend the present volume beyond all

permissible limits. The only peace budget of this

series with which that of 1909 is comparable is Sir

William Harcourt's budget in 1894. The latter is

memorable as the first really drastic assertion of the

place of direct taxation in our fiscal system, and for

the introduction of the democratic principle of gradu-

ation, and in both respects its consequences were

destined to be far reaching; but it dealt only or

mainly with one branch of the revenue, that of the

death duties. The budget of 1909, on the other

hand, not only ranged over the whole field of taxation,
but was significant for its abandonment of the older

limitations attaching to the raising of revenue and
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the open and unqualified adoption of the theory that

taxation should be used for the purpose of social

regeneration. It not only provided for a larger
increase of taxation than had ever before been required
in a time of peace, but it led in addition to great party
conflicts and, as the direct cause of two general

elections, profoundly affected the political constitution

of the country. The story of the budget of 1909,

in short, comprised the whole domestic history of

the United Kingdom during at least two eventful

years. On the other hand, to leave it untouched

would be to break off this study just at the point at

which the changes and tendencies of the preceding

twenty years were about to culminate. The period

of the South African War had resulted in a per-

manently higher level of expenditure which under

Unionist auspices had sorely strained the revenue

system, and been largely, perhaps too largely, met

by permanent additions to the debt. The country

was now face to face with another great increase of

expenditure, due this time to the exigencies of "social

reform
"

;
and the task before the Liberal Govern-

ment was to prove that from the revenue point of

view "free trade finance was not bankrupt/' and

that the new liabilities which had been incurred and

were still to be incurred could be met by develop-

ments mainly along the traditional fiscal lines. This

task was accomplished, and the necessary revenue

for immediate purposes was raised by measures of

which some account must be given before a natural

conclusion of the period under review can be reached.

The budget which was opened by the Chancellor

of the Exchequer on the 29th April, 1909, and which,
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among other remarkable results, was to upset many

Treasury and constitutional precedents, had been

heralded by much gloomy anticipation, Mr. Lloyd

George himself as early as the previous July having

referred in a speech at the Mansion House to the

probability of his having to face
"
a stunning deficit,

a falling revenue and depressed trade." On this

occasion Mr. Lloyd George introduced the practice

of circulating among Members a printed memorandum

of the financial results of the past year, to which he

made the shortest possible allusion in his speech.

The revenue had been affected by the depression of

trade and had fallen short of the estimate by an

amount of 1,502,000, which would have been greater

but for large forestalments of dutiable goods (especially

spirits) bringing in some 550,000 in anticipation

of the budget ;
and the small margin for which Mr.

Asquith had estimated had been turned into a deficit

of 714,000, which Mr. Lloyd George met by taking

it out of the Exchequer balances. The estimated

produce of local taxation licences (1,270,000), trans-

ferred under 6 of the Finance Act 1908, from January

1st, 1909, to the county councils, had diminished the

amount on the expenditure side payable to the local

taxation account, andon the revenue side it had equally

reduced the excise receipts ;
while civil services had

exceeded the estimate by 1,479,000 due to the

establishment of old age pensions.

For the first time, however, the gross income which

came under the review of the Inland Revenue Depart-
ment had passed one thousand million pounds, and

the income-tax had exceeded the estimate by 930,000.

Since 1899-1900 the total revenue had risen by more
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than 15 per cent, and that derived from direct

taxation by 26 per cent.

On the basis of existing taxation the Chancellor of

the Exchequer estimated the revenue at 148,390,000,

and the expenditure at 164,152,000, leaving a deficit

of 1 5,762,000. The deficit was in part attributable to

the anticipation of duty which had decreased the

estimated produce of the customs and excise
; and

for the rest the needs of the Navy figured, as was

usual with Ministers in financial straits, in the fore-

front, though the main expenditure on this account

would fall on the following year, and in 1909-1910

accounted for no more than 2,824,000 of the increase,

while old age pensions were the main item in an

addition of 8,360,000 to the previous year's civil

service estimates, their actual cost in 1909-1910

being put at 8,750,000.

With an addition of 350,000 to the credited

expenditure for the development fund, for labour

exchanges and valuation staffs, and with a margin

for emergencies, the total amount for which means

must be found by fresh taxation, or otherwise, came

to 16| millions, a very formidable figure indeed.

The first step towards meeting this deficit was

that which had been foreshadowed in Mr. Asquith's

speech in 1908, viz. a reduction of the sinking fund,

for which Lord Goschen's and Lord St. Aldwyn's

similar
"
raids," sternly criticized though these had

been by the Liberal leaders of the day, afforded a

welcome precedent. This reduction had been ex-

pected to exceed the three millions (28,000,000 to

25,000,000), subsequently increased to 3| millions,

which Mr. Lloyd George announced. He justified
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it on the ground that of this 25,000,000 nearly

seven millions would be available annually for re-

payment of principal after the payment of interest

and management charges, a sum larger than the

average annual provision made for reduction of

debt in the ten years preceding the South African

War. The dead-weight debt had been reduced in

the previous year by 8,788,000, and if the unex-

pended balance of sinking fund monies in the hands of

the National Debt Commissioners, less the amount

ofthe realized deficit, were devoted to the extinction of

debt, there would be a real reduction properly attribut-

able to the finance of the year (1908-9) of 15,538,000.

There still remained thirteen and a half millions

to be raised for the service of the year. Without

repeating details which will be found in the budget
tables it may here be noted that towards this total

6,700,000 was to be Contributed by increases of the

spirit and tobacco duties and by a revision and increase

of the liquor licence duties. Of this total, 340,000

from the new petrol duty (3d.) and 260,000 from

the new motor car licences were to be paid to the

new Road Board. Under the various heads of

inland revenue duties, estate duty, stamps, and

income-tax, with the produce of the new land taxes, a

total of 7,500,000 was estimated for
; and the result,

after certain readjustments and deducting 3,000,000

(debt charge reduction) from the expenditure side of

the account, was to leave the figures as follows :

Total estimated revenue -
162,590,000

expenditure
-

162,102,000

Estimated margin as surplus
-

488,000
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Mr. Lloyd George's momentous speech occupied 4|
hours in

delivery with an interval for rest. It ranged
over an enormous variety of topics ; beginning with

the problem of Dreadnought building, it went on to

urgent social problems ; old age pensions, and the

removal of the pauper disqualification, the measures

for insurance against invalidity and unemployment
which were in course of preparation, the development
of the resources of the country by the institution of

a national development grant for such objects as

afforestation, scientific agricultural research and in-

struction, . co-operation, rural transport ;
as also

motor traffic and road maintenance for which funds

were to be specially raised and placed at the disposal

of the Central Authority all subjects discanted

upon with earnest eloquence and summed up in

the words
"
This is a war budget. It is for raising

money to wage implacable warfare against poverty
and squalidness."

The three principles upon which the Chancellor of

the Exchequer intended to proceed were (1) that the

taxation imposed
"
while yielding in the present year

not more than sufficient to meet their year's require-

ments . . . should be of an expansive character so

as to grow with the growing demands of the social

programme which had been sketched out without

involving the necessity of imposing fresh taxation."

(2) That it should not "inflict any injury on that

trade or commerce which constitutes the sources of

our wealth," and (3) that
"

all classes ofthe community

in this financial emergency should be called upon to

contribute."

On this last point he expressed the opinion that
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'* the industrial classes, upon a close examination of

their contributions to local and Imperial finance, are

paying more in proportion to their income than those

who are better off.
K What ground there may have

been for this opinion it is difficult to say, but even

if statistics had been available to decide the question

as to the actual incidence of taxation upon different

classes, the question as to what that incidence ought

to be might have remained unanswered., perhaps

unanswerable. Of the new taxes the additions

to the tobacco and spirit duties alone directly fell in

any large proportion on the wage-earning classes of

the community. Together they were estimated to

yield in the current year 3,500,000 which, even if

the estimate was realized, would be only 100,000

more than the sugar revenue remitted by Mr. Asquith

in 1908.

Apart from the comprehensive and long overdue

reform of the liquor licence duties estimated at first to

produce 2,600,000, afterwards reduced to 2,100,000,

the main sources relied on were those well-tried props
of the revenue the income-tax and death duties, for

the startling increase in the spirit duties was much

more experimental Granted the necessity of in-

creased expenditure, the increases and changes pro-

posed in the income-tax were legitimate and were

generally so accepted, although the following obser-

vation which fell from Mr. Bonar Law in commenting
a year later on this

"
triumph of free trade finance

"

was representative of the attitude of the opposition.
"
Nobody doubts," he said,

"
that the Government

can raise the money, but we have always said, and

we say now more strongly than ever, that you cannot
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raise it except by putting burdens on the individuSN

which are absolutely unjust, and putting burdens

on communities and trades which are bound to be

ruinous in the long run to those interested." In the

case of
"
earned

"
incomes the tax remained at 9d.

for incomes up to 2000 a year, for incomes between

2000 and 3000 a year it was fixed at Is., and for

all other incomes then liable to the Is. rate, the tax

M^as to be at Is. 2d. in the . On incomes of under

500 a special abatement of 10 was given for every
child under sixteen.

But the great feature was the adoption of the super-

tax recommended by the Select Committee of 1906.

This was fixed at 6d. in the on all incomes over

5000 leviable on the amount of their excess over

3000 per annum ;
and it would yield, on the assump-

tion that the number of such incomes was 10,000 and

the aggregate income 121 millions, 2,300,000 in a

full year and in the current year (as new machinery

had to be set up) 500,000 only.

The death duty increases were heavy (see tables)

and inspired grave doubts in the minds of independent

financiers and economists whether their ultimate effect

would not be detrimental to capital accumulation

and the national wealth. Not only were the rates

of all the existing duties considerably augmented,

but spouses who had not previously paid either legacy

or succession duty, and lineals, who had been freed

from these particular duties since 1894, were now to

be charged therewith at the rate of 1 per cent, in

cases where the value of the property passing on

the death, and liable to estate duty, exceeded 15,000.

Among various minor changes which experience had
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shewn to be desirable in the working of Sir William

Harcourt's scheme reference may also be made to the

increase from one to three years (originally proposed

at five) as the period during which property, which

had formed the subject of an absolute gift inter wvos,

should remain liable to estate duty on the death of

the donor.

Numerous and powerful as were the interests

affected, the opposition to this budget would perhaps

not have become effective if it had not been for the

proposals for the valuation of land with which the

Chancellor of the Exchequer weighted his wide-reach-

ing scheme. The fundamental idea was to secure to

the State a direct contribution from the owners

of land whose property had gxown in value owing
to the energy and enterprise of the community.

Taking the 30th April, 1909, as a starting-point, it

was proposed to deal with future appreciation only ;

and the first link in the chain accordingly consisted

in the making of a complete valuation of the land

of the entire country, differentiating between the

gross value and the site value of the land, i.e. between

the value of the site covered and the site cleared,

the principal taxes being charged by reference to

the site value only. This valuation (a task of very

great magnitude) is now being carried out by the

Inland Revenue Department.
Of the four new duties themselves as they ulti-

mately appeared upon the Statute Book, the most

novel and important was one based on the analogy
of a tax which had for some years been in force in

the city of Frankfort, namely, the increment value

duty, a tax of 20 per cent, on increases in the site
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value of land accruing after the 30th April, 1909,
and payable on each occasion on which the property

changed hands, whether by sale or death. The three

remaining duties consisted of (a) reversion duty
a 10 per cent, tax on the benefit accruing to a lessor

by the determination of a lease, (6) undeveloped land

duty, an annual tax of fd. in the on the site value

of "undeveloped" land; and (c) mineral rights

duty, an annual tax of Is. in the on the rental

value of the right to work minerals. The last of these

taxes was imposed in substitution for a proposal to

fix a tax upon ungotten minerals which discussion

had shewn to be impracticable. It was therefore

dropped ;
but the mineral rights duty which turned

out to be much the most (immediately) productive

of the new group of taxes has been habitually described

by the critics of these taxes as merely an additional

income-tax upon a special form of property.

It was the anticipated worry and expense of these

novel expedients, admittedly unproductive for the

present however financially valuable they might prove

in a more distant future, which, added to the con-

crete burden of income-tax and death duties, con-

solidated the opposition to the budget, and stamped

it in the eyes of its friends as
"
democratic

"
and in

those of its enemies as
"
vindictive and socialistic."

The Finance Bill was in committee from June 21st

till October 6th. Great alterations amounting to entire

reconstruction in Part I. relative to the land value

duties were made in it during the forty-two Parliamen-

tary days thus consumed. The formation of the Bud-

get Protest League and of its counterblast the Budget

League, testified to the interest which the proposals
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had excited in the country, and as the struggle went

on it appeared that public opinion in the constituencies

was rallying to the support of the scheme.

It is irrelevant to the purpose of this survey to do

more than allude to the political struggle into which

the budget developed ; and which submerged its purely

financial aspect and finally led to the momentous

step taken by the House of Lords in rejecting it after

six days' discussion on the 30th of November on the

motion that the House
"

is not justified in giving its

consent to this Bill until it has been submitted to

the judgment of the country." This action was met

by a resolution passed by the House of Commons
on the 2nd of December

"
that the action of the

House of Lords in refusing to pass into law the

provisions made by this House for the service of

the year is a breach of the constitution and a usurpa-
tion of the rights of the Commons."

The next day Parliament was prorogued, and on the

10th of January, 1910, it was dissolved. The general
election which followed realized the hopes of neither

party. The Liberal Party lost its superiority over

all other parties together, and the Government
retained a working majority only by the aid of the

Irish Nationalists and the Labour Party.
But for the purposes of the budget, as on other

important issues, this majority proved in the end to

be sufficient, though the internal difficulties of the

Coalition, the question of the Lords' Veto, and the

necessity of passing the supplementary estimates,
the Army and Navy estimates, and the Army Annual

Bill, made it impossible to introduce the suspended
budget before Easter. But the financial difficulties
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produced by the rejection of the Finance Bill had to

be met, and as loans by Treasury Bills for ways and
means could not be raised to run beyond the 31st of

March, the Government had recourse to the Treasury

(Temporary Borrowing) Act, which extended the terms

of these Bills to September 30th 1910, and authorized

the further suspension of the sinking fund.

On the 18th of April the Prime Minister moved a
"
guillotine

"
resolution allotting time to the various

stages of the reintroduced Finance Bill, a day and

a half for the preliminary resolution, two for the second

reading, and one for the third reading. The excuse

for this unprecedented procedure was that the pro-

posals had already
"
been more carefully examined

than had ever been the case in our previous history."

No less than six months of Parliamentary time had

ungrudgingly been given to them in the previous

session, the discussion had taken place under the freest

possible conditions, the closure having been very

rarely applied ;
and they had been in principle and to

a large extent in detail the subject of constant con-

sideration during the course of the general election.

Further, the proposals were
"
in all substantial and

essential respects identical
"
with those approved by

the late House of Commons. With the exception

of certain declaratory amendments, perhaps the most

interesting new provision was that for giving validity

to the measures which had been taken in connection

with the collection executively of taxes imposed by

the Bill.

These measures deserve, a word of notice. With

the prorogation of Parliament on December 2nd the

budget resolutions authorizing the duties, or increase
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of duties, of customs and excise (tobacco, beer, spirits,

the continuance of the duty on tea and the new motor

spirit duties), as well as income-tax and the new scale

of death duties, lapsed, and the revenue departments

were faced with the task of collecting revenue without

statutory authority.

With the co-operation of the traders concerned,

the Customs and Excise Department succeeded in

collecting as voluntary deposits the great bulk of the

duties for which no authority existed under a notice

issued by the board on December 3rd.

The previously existing death duties remained in

statu quo as a body of law, but the income-tax was

much more seriously affected and, while the duty

under Schedule C deducted by banks, coupon dealers,

etc., continued to be collected though not paid over

to the revenue, so far as the collection of the tax

directly assessed under Schedules A, B, D, and E
was in the hands of the Government as distinguished

from the District Commissioners, it was thought
advisable to refrain from the usual issue of demand

notes. The collection of land tax and inhabited

house duty remained also in abeyance, with the

result that at the close of the year 23,395,000 from

these sources remained uncollected, the deficit being
met by the issue of Treasury Bills under the Act

above referred to.

At last, on April 19th, the Chancellor of the Ex-

chequer rose to make his statement preparatory to

the introduction of the Finance (19094910) Bill,

1910, on the resolution imposing the land value

duties. As he was
"
not introducing in any sense

of the term a new budget
"
he did not, he said,

"
intend
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to make what is known as a budget speech," but to
"make a few observations about the present financial

position."

Customs and excise were apparently down by
5,500,000, a large part of which was due to the

fact that the revenue had not received any part of

the additional liquor licences nor the duty for motor
car licences. The deficiency in tea (131,000), had
been due to forestalments, but the main deficiency
had been in the spirit duty, of which forestalments

accounted for a great deal, while the imposition of

the additional duty had been the cause of a startling

diminution in the consumption of whisky, which was

estimated at between 20 and 25 per cent. The

Chancellor of the Exchequer stated that he was

2,800,000 below the estimate of April last in

respect of whisky. Tobacco had substantially realized

the estimate, and death duties, on the other hand,

including arrears, would surpass the estimate by

1,700,000, but the whole of the new taxation on

stamps had been lost. Land tax and inhabited

house duty would, when their collection had been

completed, realize the estimate, and the same remark

practically applied to the income-tax, of which

13,295,000 had been collected and 23,455,000 was

outstanding.

The total revenue actuallyreceivedwas 131,697,000,

the expenditure was 157,945,000, and the deficit was

therefore 26,248,000 which it was hoped would be

more than made up by the collection of arrears of

revenue before the loans ran out, and would be turned

into a balance of 2,963,000 on the right side.

If the budget had passed, the income-tax would
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have produced 350,000 more and stamps 600,000,

while 350,000 would have been saved in interest on

temporary borrowing, so that the surplus would

have been 4,200,000 ;
but it must be remembered

that not only had the sinking fund been reduced

from 28,000,000 to 24,500,000 by the 1909 budget,

but that the remainder of the new sinking fund, to

the amount of 2,700,000 had been suspended by the

Treasury (Temporary Borrowing) Act above men-

tioned. Even if this were repaid to the sinking fund

there would still, on the above calculations, be a

surplus in the year of over 200,000.

The restricted discussion which followed was of

no great interest, the land value duties and the credit

of the country were among the subjects brought up,

but Mr. Gibson Bowles expressed what was on the

whole the general view when he observed that the

Chancellor of the Exchequer's statement
"
did credit

to everybody, it did credit to his estimates, and it

did vast credit to the taxpayers of this country, who

had paid their taxes without compulsion and with

readiness in order to come to the assistance of a

distressed set of officials and a depleted Treasury/*

The Finance Bill was then introduced and carried

rapidly under the guillotine resolution, the second

reading being taken on the 25th of April The Prime

Minister, who tersely summed up and commented on

the whole great controversy, stated among other

things that the rejection of the budget had cost the

country directly 1,300,000 and, he significantly

added,
"
indirectly a vast deal more

"
;

and he

remarked on the fact that in spite of a
"
very con-

siderable reduction in the sum which we have been
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in the habit of setting aside for paying off the principal
of our National Debt/' a reduction which he endorsed,
an actual redemption amounting to no less than

12,657,000 had been effected, of which 6,970,000 for

reduction of the funded debt had been provided by
the sinking fund of the previous year, and nearly

6,000,000 by the revenue of the year 1909-10.

The motion for the rejection of the Bill was defeated

by 324 to 231, and it passed the House of Lords after

three hours' debate, Lord Lansdowne
justifying the

course which had been pursued but announcing that

the Opposition
"
were bound to pass the Bill."

It received the royal assent on the 29th of April,

1910 3
one year to a day since its first introduction.

MR. LLOYD GEORGE'S SECOND BUDGET, 1910-11.

June 30, 1910.

ON the 30th of June, 1910, Mr. Lloyd George rose to

introduce another budget under circumstances, as

he observed,
"
which are, to say the least, very unusual

and I think I may say entirely without precedent/'

These circumstances have been indicated in the pre-

ceding pages ;
and they had had the result, among

others, of deferring the statement for 1910-11 to a

very late period in the year, and of complicating it

when at last it was made by the necessity for constant

references to the
"
very considerable direct and damag-

ing influence
"
which they had produced in the finance

of both the past and current years. Another feature

of the budget was noted by the Prime Minister in a

speech which he delivered on the income-tax resolu-
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tions. It was, lie said,
"
unique in the experience of

all of us who are now living in that it makes no change

either by way of extension or of reduction in the

existing taxation of the country/' for the reason that

the proposals of the last budget had been subjected

to a review in Parliament unexampled in length and

in minuteness, and had only a short time ago received

the assent of both Houses ;
and that in regard to many

of the new taxes the machinery for their assessment

and collection had not been got into working order.

Another remarkable point was strongly commented

upon by the Opposition. The experience of the past

year had exploded some time-honoured notions as

to the conduct of the annual financial business of

the House. It was true, as Mr. Gibson Bowles pointed

out, that there only remained two duties, the tea

duty and the income-tax, which were yearly; all the

rest, producing 100 millions of revenue, depending upon

permanent Acts of Parliament. But until the previous

year it had always been held that the authority given

by a resolution to levy a tax as a matter of convenience

was to be clothed in as short a time as possible by an

Act of Parliament. What had happened last year
was accidental and exceptional ; but this year the

Government, for political reasons, proposed, after

passing the resolution, to postpone all action in

regard to the Finance Bill until November,
"
a very

great and dangerous novelty" in our finance.

Of the 30,000,000 arrears which the Chancellor

of the Exchequer had stated would be collected under
the Finance Act of 1909-10, 26,796,000 had already
come in, thus practically wiping out the previous

year's deficit. All the arrears on spirits, tobacco,
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and tea, and on the estate duty had already been

collected, land tax and house duty were almost entirely

cleared up, of income-tax every penny had been col-

lected
;
but the super-tax machinery had not been

set up nor that for the land value duties, and the

biggest arrears of all were in respect of the licence

duties. There was, however, not the slightest doubt

that the full 2,900,000, which was regarded as the

surplus on the last year's account, would be realized.

Nothing, Mr. Lloyd George remarked, had stopped
the growth of the expenditure which would be very

considerably increased in the coining year, expenditure

largely
"

essential for the growth of any civilized or

healthy community/' for education, for old age

pensions, for labour exchanges (" an unqualified

success"), valuation 500,000, development grant

900,000, roads 600,000, and Ireland (for education,

land purchase, congested districts, and old age

pensions) 700,000. The contributions of Ireland

towards the new taxes would be something like

one-fifth the amount she would get out of them, if

the old age pensions for last year were added. There

was an increase of 5,500,000 (added to last year's

increase of 3,000,000) on the Navy, and the Navy

estimates, which in 1886 had been 13,000,000 (and

at that figure had caused the resignation of a Con-

servative Chancellor of the Exchequer), would this

year be 40,600,000. The total expenditure was

estimated to reach 171,857,000, which, added to

last year's deficit of 26,248,000 and arrears of pay-

ments to the Development and Road Improvement

Funds and to the local taxation account 825,000,

made a total of 198,930,000 to be provided for.
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In estimating the revenue, Mr. Lloyd George, as

the result of enquiries in very authoritative quarters,

and of all the available indications, proceeded on the

assumption (which was fully justified by the result)

that this year's trade would be good, that next year's

would be better, that the people would be prosperous,

and therefore the revenue would shew expansion.

The most interesting point he discussed was the

yield of the increased duties on spirits.

"
Last year

our estimate was completely wrong, wrong by millions,

and the only thing I can say in defence is that I was

nearer the mark than anyone else/' Forestalments

and depletion of reserves were two temporary causes

of diminished yield, but the
"
most important and

substantial cause was diminished consumption," and

comparing 1908-9 with this year there would be a

drop of 10,000,000 gallons in consumption. But in

spite of this the revenue from the increased duty was

higher than would have been the case if the duty had

remained at 11s., assuming that the diminution in

consumption had continued at the average of 3 per

cent, yearly. At 14s. 9d. the revenue would get

20,000,000 as against an estimated 19,498,000 at

11s., an increase of 500,000. Mr. Lloyd George laid

great stress on the moral effect of the duty in limiting

consumption, as shewn in the Scotch statistics of con-

victions for drunkenness, an argument met by the

contention that a tax should be levied with a view

to revenue and not to effect social reform.

Both in excise and customs a considerable increase

over the net receipts of the preceding year was esti-

mated for. Death duties were put up 2,504,000,

an increase of 4,200,000 on the original estimate of
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the preceding year. The estimate for the income-tax

was affected by the anticipation that 3,000,000 of

arrears would remain to be collected after the close

of the financial year owing to the postponement of

the previous year's collection. The total revenue

would be 199,791,000, leaving an estimated surplus

of 861,000 which would be reduced to 309,000 by the

necessity of providing for the removal of the pauper

disqualification in the case of old age pensions (450,000

for the quarter from January 1st, 1910, 2,500,000 in

a full year), and for a contribution to local authorities

in consideration of the diminution of their revenue

from whisky, to meet which Mr. Lloyd George had

promised lialf the proceeds of the land value duties

in the previous year.

He went on to refer to the
"
great national scheme

of insurance against unemployment and against

invalidity
"

which he now saw his way to introduce

next year, a scheme on a contributory basis with a

liberal state subsidy ;
and to claim that "last year's

budget with all its accessory measures will challenge

comparison with any set of measures passed by this

Parliament in the aggregate of human misery they

have saved/' Nor had the nation been generous

beyond its means, for it had been able to meet all

calls and pay off debt in a manner which no other

great nation had been able to rival.

The criticisms of the budget were but a faint echo

of the discussions of the previous sessions, but they

turned upon some points which the Chancellor of the

Exchequer's speech had left uncertain. Mr. Austen

Chamberlain thought that the surplus
of the last year

had only been obtained by the extinction of the
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sinking fond which it was not proposed to refund,

and that if the true revenue and expenditure, exclud-

ing arrears on both sides, were taken for the current

year there would be a deficiency of something like

two millions. He also criticized the permanent
reduction of the sinking fund to 24,500,000 instead

of to 25,000,000 as fixed in the earliest version of

the 1909 budget, and the new fashion of budgeting

not for one year only but for a series of years. With

regard to the comparison with certain foreign coun-

tries, he held that
"
the untapped financial resources

of these countries were much greater than the Chan-

cellor of the Exchequer supposed," an important

reflection which more than one speaker supported.

Mr. Bowles, who was himself "appalled at the

enormous extravagance of our expenditure," was

satirical at the solicitude on this subject now beginning

to be discoverable on the Unionist benches.

Economy, however, or the necessity for it, played

no part in the minister's speech, nor indeed in those

of most other members. Mr. Snowden, in an able

and much praised speech representing the socialist

point of view, was
"
not appalled by the total figures

"

of the budget and
"
hoped to live to see the time when

the Chancellor of the Exchequer would stand at that

table and propose a budget of 300 or 400 millions,"

and the Financial Secretary to the Treasury com-

mitted himselfto the remark, considering the enormous

and rapidly growing wealth of the country, that such

a budget might well
"
in three or four years' time

"

be borne with no greater effort and sacrifice on the

part of the taxpayer than the budget of 200 millions

was borne to-day.
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But the Prime Minister, taking a more serious view
of the

"
able criticisms

"
of Mr. Chamberlain and

others who had preferred an indictment against the
finance of the Government on the ground of an exces-

sive growth of national expenditure and the insufficient

provisions for the reduction of the national liabilities,

intervened in the debate with a defence on these

points, comparing the items of expenditure in 1905-6

and 1910-11, and
supplementing the speech of the

Chancellor of the Exchequer on the question of the

debt. Leaving the temporary and gradually dis-

appearing factor of borrowings caused by the rejection

of the budget out of the account, he stated the amount
of the

"
dead weight

"
debt, i.e. funded and unfunded,

as follows :

On April 1st, 1905, -
755,000,000

1906,
-

743,000,000

1909,
-

703,000,000

1910,
-

692,000,000

The other capital liabilities were :

On April 1st, 1906,
-

46,000,000

and on 1910,
-

49,000,000

but these had been reduced between April 1st, 1909,

and April 1st, 1910, by 2,000,000, so that the total

reduction of gross capital liabilities in the year had

amounted to 12,500,000. Of this about 6,000,000

had come out of the revenue of the year, and the rest

by the operation of the sinking fund of previous years.

In the current year there would be available 6,500,000

from the new reduced sinking fund, and 2,500,000

representing the capital portion of the terminable

annuities borne on votes in respect of other capital
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liabilities, total 9,000,000, not an
"
unsatisfactory

result." "No one/' he added,
"
has ever urged with

more persistency
than I have the importance of the

duty of making provision against debt
??

;
and he

thought it a
"
matter of legitimate satisfaction

"
that

with all the other calls on the revenue it had been

possible to redeem so largely the capital liabilities of

the country.

One of the most interesting financial discussions of

the session arose on the consideration of the reports

of the Public Accounts Committee, which had now

become an annual matter, a practice which Mr. Gibson

Bowles congratulated himself as having had some

share in inducing the Government to institute.

There solutions for tea, income-tax, and super-tax,

and for the amendment of the law relating to National

Debt, Customs and Inland Kevenue (including Excise)

were reported and agreed, and the Finance Bill (No. 2)

was presented and read the first time on July 25th,

but thenceforward the Bill had an unusual career.

The conference between the leaders of both parties

on the constitutional question, which had been set

on foot soon after the death of King Edward VII.,

failed to come to an agreement on November 10th,

1910, and the Government decided on an immediate

dissolution on the question of the House of Lords*

On the 18th November Mr. Asquith announced that

the idea of withdrawing the Finance Bill abandoned
it had been said in deference to the Nationalist leader

had never entered the heads of the Government
;
and

that the House would be asked to proceed with its

essential parts, those relating to the tea duty and the

income-tax, and the provisions relating to the sinMng
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fund. They intended that the rest should be reintro-

duced and discussed before the close .of the financial

year.

Therewould be a supplementary estimate of 500,000

due to the removal of the pauper disqualification for

old age pensions, and the Appropriation Bill which

this would necessitate. On November 21st the Prime

Minister moved a resolution for the allocation of time

for the abridged Finance Bill saying that the guillotine

had not yet been and should not be applied to finance,

on which Mr. Austen Chamberlain in attacking the

resolutions remarked that the Finance Bill of 1909

had been subjected to
"
kangaroo closure.'

5

The next day the Bill passed its second reading

without discussion, the opposition abstaining as a

protest. Two amendments were negatived in com-

mittee, and the Bill passed the House of Lords on

the 24th November without debate, the omitted

portions remaining over for the next session. Parlia-

ment was dissolved on the 28th of November.

On the meeting of the new Parliament, in which the

Government majority remained practically unchanged,

early in 1911, the necessary supplemental Finance Bill

was immediately introduced in order to deal with

that portion of the budget which still required con-

sideration; and although, as indicated above, the

outstanding matters were of minor importance, the

debates which ensued once again strayed on to

the ground so often covered in the two previous

years, attention being particularly focussed on the

official valuation which had then been commenced

in reference to the land values duties imposed

by the 1909 budget. This valuation was, indeed,
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mainly responsible for the chorus of objections raised

against the duties, which had now been in full force

since the previous April. The amount of duty itself

which had so far been paid was quite negligible, but

the very considerable amount of work and expense

thrown on the public in providing the necessary

information to lead to the initial valuation, and in

complying with all the official requirements especi-

ally with the celebrated Form IV. tended, in the

eyes of many, to stamp the scheme as impracticable,

whatever might have been its theoretical attractions.

Even when the necessary information had been

supplied the difficulties were by no means at an

end, for the complications of the valuation itself,

with its differentiations between the site covered and

the site cleared, raised considerable doubt as to

whether it could be relied on as forming an equitable

basis for the assessment of the duty. It was, indeed,

in its complicated machinery that the new increment

value duty was considered, in the quarters hostile

to it, to compare unfavourably with the scheme in

force in Frankfort and other German towns where

the tax was charged on a sale only, and then on the

increment solely with reference to the gross purchase

price of the land and buildings together.

Of criticisms levelled against these new duties and

unconnected with the actual valuation, the most

important which had so far made themselves heard

were perhaps that
"
increment

"
only was looked at,

no account being taken of
"
decrement," and that

the duties themselves singled out one only (viz. land)
of many forms of property for special taxation. The

critics, pointing to the reduced sales which had been
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recorded at the Mart in 1910, alleged that building

land had become almost unsaleable, and argued that

the scheme had been the direct cause of a large rise in

rents as building was no longer keeping pace with

the requirements of the population.

The necessity for dealing rapidly with the Revenue

Bill did not, however, give much opportunity in the

House of Commons for fully considering the many
questions involved, though, even after working on a

strict time limit, it was not until the end of March

that the Bill was finally disposed of. The royal assent

was given on the 31st of that month, and thus, on the

very last day of the year, full legislative sanction was

obtained to its financial requirements.

For two consecutive years a general election had

taken place in the course of the progress of the budget,

and two Acts of Parliament the Finance Act, 1910,

and the Revenue Act, 1911 had been required to

dispose of the budget for 1910-11.

ME. LLOYD GEORGE'S THIRD BUDGET, 191142,

May 16, 1911.

THE statement of revenue and expenditure laid

before the House by the Chancellor of the Exchequer

when opening the budget, shewed a realized expendi-

ture for the past year of 171,996,000 less by

1,238,000 than the estimate, in spite of supplementary

estimates amounting to 895,000 for civil service (old

age pensions) and receipts amountingto 203,851 ,000.

From this total, arrears of the previous year to make

up the realized deficit of 1909-10, viz. 26,248,000,
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had to be deducted, and the result was a surplus, on

the two years 1909-10 and 191041, of 5,607,000,

which would, if the arrears of income-tax for 1910-11

had been fully collected, have been nearly 8,500,000.

This result was due partly to savings in expenditure,

but mainly to the expansion of the revenue, which

had exceeded the estimate by 4,060,000. Mr, Lloyd

George had been blamed for taking too sanguine a view

of the prosperity of trade, but as a matter of fact he

had
"
erred on the side of over caution." Sugar and

tea, owing largely to clearances having been, withheld

in anticipation of the budget, were the only items

which had failed to come up to the estimates
;
but

beer, spirits, wine, tobacco, income-tax, Post Office,

Mint, each of them constituting a good index to the

condition of trade, had all exceeded the estimates, and

death duties had only failed to do so because of an

abnormally low death rate.

Although the surplus was derived from the opera-

tions of two financial years, and the sum taken from

the (old) sinking fund last year had not been replaced,

the whole of it was not to be allowed to go in reduction

of debt. It was proposed to devote 1,500,000 to

building sanatoria for consumption, 250,000 by way
of loan for development in Uganda in connection with

the recently completed railway and the supply of

water for Mombasa, and 1,500,000 for the Develop-

ment fund.1 This sum, with 500,000 more from the

DEVELOPMENT AND ROAD IMPROVEMENT FUNDS.

These Funds a very interesting new departure in British

finance were constituted by the Development and Road Im-

provement Funds Act, 1909 (9 Ed. VII. c. 47), and by this Act

the development fund was to receive out of the consolidated fund
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revenue of the new year, would wipe out the statutory

liability to set aside 2,500,000 to be invested for

capital purposes under this fund, which it had origin-

ally been intended to spread over five years.
1 There

would then remain 2,357,000 for the old sinking

fund.

The expenditure for the year 1911-12 was 7,750,000

above the estimate for the year 1910-11. The Navy
estimates shewed an increase of 3,789,000 (or of

4,006,000 over the actual expenditure of the previous

in the year ended March 31st, 1911, and in each of the next suc-

ceeding four years the sum of 500,000.

By 90 of the Finance (1909-10) Act, 1910, and 18 (3) of

the Revenue Act, 1911, it was enacted that there should be paid
out of the consolidated fund (Road Improvement Grant) a sum

equal to the net proceeds of the duties on motor spirit and the

net proceeds of the duties on licences for carriages which are

affected by the former Act.

Under these provisions the following amounts have been paid
into the two funds up to March 31st, 1913.

1910-11,

1. Development
Fund - -

500,000^|
Voted in aupply

j-

and issued -
400,000j

2. Eoad Improve-

ment Fund on

account of net

proceeds of the

duties on motor

spirit

Do. carriage

licences 234,400

1911-12. 1912-13.

500,000 1,500,000

Total - 2,900,000

- 628,240 15 9 613,957 5 7 684,309 18 7

595,901 17 6 487,894 19 11

1,362,640 15 9 1,209,859 3 1 1,172,204 18 6

Total - 3,744,704 17 4

1
During the year 1912-13 there was accordingly issued from the

old sinking fund of 1910-11 a sum of 35,000 for sanatoria, and

the whole 1,500,000 for the development fund.
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year) and of 12,204,000 in three years. They would

stand at 44,393,000, having risen in twenty years

from 14,204,000.
"
I hope and believe it has reached

its climax." Old age pensions had gone up from

9,790,000 (which included paupers for one quarter)

to 12,415,000, more than double Mr. Asquith's

original estimate. The Government had announced

in 1909 their intention to recover from the Boards

of Guardians the money saved to the rates by this

expenditure which they had put at 1,500,000, but

they now undertook the whole responsibility.

The Post Office expenditure had risen by 1,401,000,

798,000 of which was due to the taking over of the

National Telephone Company ;
and two new items

accounted for the rest. One of these was 250,000 for

the payment of salaries, promised at the close of the

last Parliament, of 400 per annum to members of

Parliament (see Parl Debates, vol. XXV., pp. 1854-5),

and the other, 50,000 for the start of the National

Health and Unemployment Insurance Scheme. The

coronation would cost about 300,000.

As regarded revenue, Mr. Lloyd George, having made
"
careful enquiries as he had done last year," and

encouraged by the success of his prophecy on that

occasion, decided to venture on another that the
"
indicator of the trade barometer was set fair, with

a possible increase in trade prosperity." In his

estimates he
"
would reckon on a sunny year." The

first "difficulty was spirits, volatile in more senses

than one," the estimates for which had been falsified

in the last two years both by lessened consumption
and by the trade having exhausted their cellars rather

than take spirits out of bond till they were sure
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whether the 14s. 9d. duty would continue. He would

still allow for a 1| per cent, decrease in drinking, and

put his estimate at 21,400,000 for spirits (customs

and excise). On the old basis there would have been

a consumption of 35,660,000 gallons and the revenue

would have been 19,600,000. On the new there

would be the larger revenue, with a consumption
diminished by 6,600,000 gallons. This was a result

upon which adverse criticism was difficult if not

impossible. Land value duties were put at 700,000,

of which the reversion duty would yield 50,000, and

the mineral rights duty 400,000, neither of these

depending on the valuation, and therefore not belong-

ing strictly to the new class of duty.

Three slight alterations were proposed, the first of

which, that dealing with the duty on cocoa, had some

political and economic significance. Much had been

made in the constituencies of the protective effect

of this duty, and of the inconsistency on the part of

the free trade Government in maintaining it in sup-

posed deference to certain great cocoa and chocolate

firms who were their political supporters. This was

now removed, and chocolate would be subject to

duty according to its ingredients, such as sugar,

instead of having been taxed at the same rate as

manufactured cocoa without any of these ingredients,

the usual drawback being given on export. The loss

to the revenue would be 45,000 in all. A small

change in the liquor licence duties costing 50,000

was promised. Concessions to licencees had also, he

remarked, been made in the Eevenue Bill passed

before Easter, which were estimated to cost something

like 500,000 a year. Finally, there was a small
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change in the stamp duty on marketable securities

(1 per cent.) which would relieve short dated securities.

The revenue would then stand at 181,621,000, and

the expenditure at 181,284,000, leaving a balance of

337,000.

Of all the budgets which had so far been presented by
Mr. Lloyd George this was probably the one which

attracted the least attention. Not only was this due

in a great measure to the fact that, for the second

year in succession, the great scheme of 1909 was

to remain practically unaltered, but, by the month
of May, the public mind had become so engrossed

by the coming coronation festivities and, so far

as attention was given at all to parliamentary matters,

by the progress both of the Parliament Bill and of

the National Insurance Bill that, once the budget
statement was made, the proceedings on the Finance

Bill (certainly as regards its early stages) passed
almost unnoticed.

The first reading, and the second which was taken

on the first night of the Lords' great debate on the

Parliament Bill, were disposed of without any difficulty
before the adjournment; and the committee stage,
which had been left over as now usual until the

autumn session, was not commenced until the llth of

December.

Within a week from that date the Bill was hurried

through all its remaining stages and although it

cannot be said that any new points of much import-
ance were made in the debates, some interesting

speeches were delivered. Dealing with an attempt
to reduce the duty on tea grown in the British Empire,
the Chancellor of the Exchequer made a statement



MR. LLOYD GEORGE'S THIRD BUDGET 329

of considerable moment of his views on the general

principles of national taxation which, as he said,

should be so arranged as to distribute over the whole

population a real interest in the national well-being

by means of a real sense of responsibility for the

expenditure of the year.
"
I have never had any

sympathy/' he explained,
"
with the idea that some

one has got to be exempt because he is earning a

small amount. It ought to be more or less the

principle which you have in a place of worship where

everyone is supposed to contribute something, how-

ever trifling, because they feel they have a kind of

common interest in the common work which is going

on. There ought to be the same common interest

in the work of the Empire, and one way of realizing

that is to get every member of the community to

contribute. The only principle I would lay down

would be that they ought to
1

contribute in proportion

to their means." The expression. of these sentiments

was well received by the opposition, who construed

them as shewing a qualified approval of indirect

taxation.

Apart from some strong criticism, of the working

of the land values duties by Mr. Pretyman who

had made a special study of this subject, the most

noticeable features in the final stages of the Bill

were the speeches delivered on its third reading

by Mr. Austen Chamberlain and by Mr. Snowden,

both of whom recorded emphatic protests against the

Government for the delay in disposing of the measure

and for the consequent failure to allow any oppor-

tunity for adequate debate. Mr. Chamberlain accused

the Government of breaking all the canons of Glad-
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stonian finance, and complained that, with normal

conditions once again established, no effort whatever

had been made to introduce the Finance Bill at the

usual time. The procedure adopted of relegating the

Bill to the last moments of the autumn session had,

he said, deprived the House of Commons of any

opportunity of doing its duty by the country in the

review of national finance, and left had no chance

for the discussion of the practical working of the new

principles of taxation and complicated administrative

machinery introduced by the 1909 budget.

Mr. Snowden, who endorsed all Mr. Chamberlain

had said in regard to the delay in dealing with the

Bill, proceeded in a characteristic speech to express

his own dissatisfaction and that of his followers with

the existing state of the finances.

Revenue from taxation should, he held, be used

not merely for the purpose of meeting necessary

expenditure, but should also be applied for the purpose
of bringing about a better distribution of wealth.

He joined issue with the opinions expressed by the

Chancellor of the Exchequer in his recent speech

advocating that no one should be exempt from

taxation
; for, in Mr. Snowden's opinion, indirect

taxation was
"
a violation of every just and sound

principle." His speech wound up with the startling

suggestion that the State should buy up the whole

of the land of the country
"
root and branch, fully

compensating the present owner," and then ?
in order

to obtain revenue for increased national expenditure,
should nationalize the railways.

"
I conclude/* he

said,
"
as I began by expressing my regret that more

opportunity has not been given to the House of
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Commons during this session to deal adequately with

these proposals. The way in which the Finance Bill

has been delayed until the very end of the session

is only one further instance of the degradation of

Parliament in these later days. Parliament has

ceased to be a deliberative assembly, and if such

examples as this will only bring to the country a

sense of the seriousness of the position in which

Parliament now is, then perhaps the present experi-

ences will not have been altogether in vain."

The Bill, it may be added, passed through the Lords

without debate although, strangely enough, it had

been forwarded to them without endorsement by the

Speaker as a Money Bill, and had thus reached the

upper chamber in a condition which would have

permitted of its rejection under the Parliament Act.

MR. LLOYD GEORGE'S FOURTH BUDGET, 1912-13.

April 2, 1912.

THE figures of this budget shewed,. at last, a return

to more normal conditions. The expenditure for the

past year had amounted to 178,545,000 as against

an estimate of 181,284,000, a saving of 2,639,000

excluding supplementary estimates of 555,000*

Much of this saving arose from under-spending by
the Admiralty (1,535,000), really however only a

postponement of expenditure. The revenue had

reached 185,090,000, or 3,469,000 more than the

estimate, for which excise (2,562,000) and income-tax

(504,000) were principally responsible. The result

was the largest "realized surplus on record"
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6,545,000. Mr. Lloyd George remarked that it

would have reached 7,000,000 but for the coal

strike, which had had a considerable effect on the

consumption of dutiable articles in the last months

of the financial year. He had predicted a
"
sunny

year,
53

and his "prediction had been justified not

merely metaphorically but actually"; and all the

taxes which were the test of good employment and

prosperity had gone beyond his most hopeful expecta-

tions. Sugar, owing to high prices caused by the

failure of the sugar harvest from drought, and tea

had alone proved exceptions, though both had exceeded

the estimates of the previous year. The most re-

markable increases had been those in beer and spirits,

between them 2,016,000 above the estimate. The

decrease in consumption upon which it had become

the habit of the Chancellor of the Exchequer to

reckon, and which had been accelerated by the extra

3s. 9d. on spirits, had given place to an increase of

4 per cent, in the case of spirits ;
and beer, in which

a decrease had been expected, had gone up by over half

a million, a somewhat startling phenomenon for which

more than one explanation was put forward, but

which was probably accounted for simply enough by
the continuation of prosperity with exceptionally

fine hot weather.

The proposals submitted to Parliament in 1909,

and carried, as the Chancellor of the Exchequer

remarked, after
"
probably the fiercest political con-

flict that we have been engaged in since the days of

the great Reform Bill, a conflict which deeply shook

the constitution and in the issue prpfoundly modified

it," had now been in operation for three years ; and
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the time had come to review their working. Mr.

Lloyd George began by answering the
"
legend

"
that

the purposes for which that budget was required had

been
"
revolutionary, socialistic or subversive

"
in

character. Navy, old age pensions,
"
enshrined since

1895 in the Unionist programme like a fly in amber/'

the exigencies of motor traffic, demands for agricul-

tural development and afforestation, national insur-

ancethese had been responsible for increases of

expenditure in the three years of 10,000,000,

17,287,000 and 23,575,000 respectively, one-half of

the increase in each year having been attributable

to naval expenditure. There was no item in their

programme in respect of which the Unionist party
had resisted the contribution from the State or had

tried to cut it down, they had on the contrary pressed

the Government to increase these contributions.

All this expenditure had been met by the new

taxation, which in the last year had reached a total

of 23,900,000, while in the first two years large
"
sums of money

"
had been devoted to the reduction

of debt and a surplus of five millions had accrued, part

of which had been spent on sanatoria and had provided

capital for the development of the resources of the

Empire. The principles he had had in view in impos-

ing this new taxation, the Chancellor of the Exchequer

considered, had been justified bythe result. Arevenue

had certainly been provided which should expand with

the growing demands of his legislative programme.

All classes of the community should be called on to

contribute. Of the 23,900,000 he contented himself

by stating that 8,000,000 had come out of
"
indul-

gences and luxuries," intoxicating liquors, tobacco
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and motor taxes ;
and of the rest the 2d. Income-tax

had produced 4,900,000, super-tax 3,000,000, and

death duties 6,300,000. The analysis was not

exhaustive as between social classes, and it did not

run on the lines of a division between income-tax

and non-income-tax payers, nor on those of the

traditional balance between direct and indirect taxa-

tion. Another of the propositions which he had

laid down that the taxes should not be of such a

character as to "hamper and handicap business'
1

appeared to have received a triumphant vindica-

tion from events. When the budget of 1909

was introduced,
"
unemployment had reached about

the highest figure it had attained for years in this

country
J>

and
"
we were passing through a period

of profound depression." Soon after,
"
trade began

to boom and unemployment to diminish. It has

gone on in an unbroken record of prosperity ever

since, expanding business, increasing profits, and

better employment."

Such, omitting a fresh justification of the land

taxes which he denied having ever relied on as the

mainstay of his financial provision, at all events for

the first few years, and which, in the case of the most

important the increment tax and undeveloped land

tax depended on the completion ofthe valuation, was

the case for the new system of finance, presented not

for the first time but with greater effect on this occasion

by its author.

The total expenditure was put for the coming year
at 186,885,000, or 5,601,000 above the estimated

expenditure of the previous year, an increase almost

equally due to health and unemployment insurance
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on the one hand, and to the Post Office (caused by
the taking over of the National Telephone Company)
on the other. The estimate of revenue was com-

plicated by the disturbing effect of the great coal

strike which
"
even if it came to an end this week

would be very serious." It had already caused a

loss of 400,000 on last year's revenue
;
and the loss

in the coming year, on spirits, beer, tobacco, and

also to a certain extent on tea and sugar was calculated

to amount to 800,000. But a more important

question, indeed "the first consideration of the

Chancellor of the Exchequer and his advisers in

estimating the revenue," was this,
"
Is it going to

be a good or bad year for trade ?
"

Last year he

had predicted good trade, and this year, after con-

sultation as on previous occasions with the best

available authorities, he had decided to do the same.

Conditions at home were good, the
"
outcries about

predatory legislation were losing their efficacy

through sheer staleness," and our best customers

throughout the world were prosperous. There was
"
nothing on the horizon which would upset the pro-

mise which the world gave of a bountiful year."

Following the indications of the previous year, the

Chancellor of the Exchequer estimated for an increase

of 1-5 per cent, in the consumption of spirits and 2

per cent, in beer, but deductions in the one case

for excess stocks, in the other on account of the hot

summer of 1911, and in both on account of the strike

brought the estimate on these heads below the actual

receipts of 1911-12. Death duties were put 58,000

higher, stamps 54,000 down, land tax and house

duty 50,000 and 130,000 down respectively, and
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income-tax, because of the fact that 2,500^000 arrears

from the preceding year had been included in last

year's total, 704,000 down, in spite of the fact that

for the coming year a very good year (1911) took

the place in the average of a comparatively bad

year (1908). The total tax revenue was put at

1,245,000 less than the actual receipts of last year.

On the other hand the Post Office would produce

3,475,000 more, mainly because it would include

a full year's revenue from the National Telephone

service
;
and the total revenue for the year would,

therefore, stand at 187,189,000, leaving an estimated

surplus of 304,000. That left no margin for reducing

taxation, but it was encouraging that in spite of the

great demands for insurance and that
"
we were short

by 500,000 which was properly attributable last year

to the Admiralty
"

there was no need for imposing

any fresh taxation.

This statement gave little opening for effective

comment except on the perennial question of the

land value taxes .and the valuation.1 Its
"

real

1 The case against these duties and the valuation was again
stated in the budget discussion in 1913 by Mr. Pretyman.
Quoting an official return, he gave the total yield of the following
duties since they came into operation till March 31st, 1013, an

follows :

Increment value duty 23,254
Reversion duty 70,878

Undeveloped land duty .... 129,298
Mineral rights duty 1,234,483

The total cost of the machinery necessitated by the above

duties, excluding the last, which did not depend on valuation

and was of the nature of a "
super-tax pure and simple/' was as

follows :

Valuation, including cost of collecting the duty, incidental

services, cost of issuing Form IV., stationery, offices, etc., had been
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outstanding feature/' as Mr. Austen Chamberlain

described it, was the question of the disposal of the

great surplus for the year 1911-12. The Chancellor of

the Exchequer proposed to devote the whole of this

to
"
strengthening the balances

"
instead of allowing

it to go in the ordinary course to the redemption of

debt. The surplus was to be held temporarily in

suspense (without prejudging what should be done

with any part of it) with a view to meeting contin-

gencies which might arise from the effect of the strike,

from the under-spending of the Admiralty in the

1,393,000. Total number of officials employed, 4,153, and their

annual salaries, 492,620.

This expenditure had produced no commensurate revenue.

Injury had been inflicted on the building trade, small property
owners, allotment holders, and market gardeners; and great

expense had been thrown upon property owners of every descrip-

tipn. Further, the valuation when made would be too unreliable

and too much wanting in uniformity to be of use as a basis of

taxation, and owing to the complications of the provisions of the

Act must lead to endless and costly litigation. (See discussion,

April 28th, 1913, Official Report of Speeches by Captain Prety-
man and the Chancellor of the Exchequer.) The Government

case was that these taxes (increment and undeveloped land) had
never been, and could not, from the nature of things, have been

relied on for immediate revenue ; that the valuation of the United

Kingdom had been estimated to cost about 2,000,000 ; that the

proportion of this charge which represents the cost of collection

of the duties was very small, the rest being a capital and non-

recurring charge ; and that, as a result of the valuation, the yield

of the death duties had increased by
"
many hundreds of thousands

of pounds" (Parliamentary Debates, Commons, 1912, vol. xxxvii.

p. 1646). "It will amount to over 1,000,000 in a very short

time
"

(Mr. Masterman, April 29th, 1913). The valuation had

stood the test of criticism and investigation well. Four and a half

million hereditaments had been valued of which three and a

half million had been settled, and in only five cases affecting

seven hereditaments had the valuations been successfully im-

pugned. The numbers where provisional assessments had been

subject to appeal was one in every 833. After March 15th next

the whole country would have been valued (Parliamentary

Debates, Commons, April 28th, 1913).

Y
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expiring year, and from the threatened expansion

of the German naval programme. Mr. Lloyd George

supported his proposal by reading a private letter

written by Sir William Harcourt in 1906 justifying

the use of his surplus that year by Sir Michael Hicks-

Beach for naval purposes. Mr. Austen Chamberlain

at once took exception to this course. Of the Admir-

alty under-expenditure it was only proposed to meet

600,000 in the coming year, and six millions was

altogether beyond any sum which would conceivably

be required for naval purposes beyond the sum pro-

vided in the estimates ;
and it was unprecedented

to divert a surplus from the sinking fund without

stating at the time definitely to what purpose it was

to be assigned. The proposal was destructive not

only of the old sinking fund but of the whole basis

of our finance. All financial experience had shewn,

as several speakers pointed out, that the law which

prescribed that at the end of the year all unexpended
balances were to be surrendered by the departments
and applied to the reduction of the National Debt

was the only method of preserving parliamentary
control and preventing departments from over-

estimating their expenditure. There was really no

dispute as to the principle which the Prime Minister,

describing himself as an
"
old-fashioned financial

purist," later in the session emphatically endorsed.

But on the 29th of April when the resolution was dis-

cussed, the Chancellor of the Exchequer without any
further explanation of his reasons adhered to his

proposal, even refusing to give any pledge to return

to the sinking fund such portion of the surplus as

might not be required for the strike or for the extra-
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ordinary needs of the Navy. By the 24th of June,

however, whatever reasons may have influenced him
in his decision had disappeared, and he yielded to the

strong feeling which had been expressed on both sides

of the house (see e.g. speeches by Sir F. Banbury, Mr.

Faber, Mr. C. Mills, Mr. D. Mason, Sir W. Byles,

Col. Williams, and in many utterances outside), and

consented to allow 5,000,000 to go to the sinking

fund
; retaining 1,000,000 towards meeting the claims

created by the new German Navy Bill and 500,000

for the expansion and development of our resources

in Uganda. Mr. Chamberlain, while pointing out that

the proposed allocation of the million for the Navy
was exactly the same thing as the borrowing for

such purposes which the Government had always

boasted they would never resort to, congratulated

the Chancellor of the Exchequer on his return to

sounder methods of finance, observing that he infinitely

preferred his
"
second budget statement to his first.

"

Financial discussion in Parliament began again

this session to take a more normal course, and among
the many questions raised was that of the general

effect of the Government's policy on the national

credit and on the price of Consols.

Mr. Lloyd George's dealings with the old sinking

fund in 1909-10, and his suggestion in that year

(recalled by Mr. Snowden) that all "unexpected

accessions to the revenue and savings upon the esti-

mates which had passed automatically into the old

sinking fund for the liquidation of debt should in

future pass into the development fund," had excited

some not unnatural suspicion of his attitude on this

occasion. Mr. Snowden, indeed, spoke strongly
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against the ultimate decision of the Chancellor of

the Exchequer, urging that the development fund

was the proper destination of the surplus, and that

there were many objects such as housing reform,

waterways and afforestation, not to speak of insur-

ance, to which the money might most usefully be

devoted, in order to anticipate demands which would

certainly in the future arise from unemployment.
Mr. Hobhouse replied that the development fund had

already about two millions within its reach and the

Road Board two and a half millions, and intimated

that the difficulty was not so much one of money
as of deciding on the objects upon which money

might profitably be spent. Mr. Snowden was alone

in his objection to the redemption of debt
;

but

others pointed out that there was some exaggera-

tion in the insistence on the old sinking fund, which

was a "broken reed"; that the amount by which

its application over a series of years had reduced the

debt was comparatively insignificant ;
that the record

of the Unionist administration in their treatment of

it did not bear comparison with that of the present

or preceding Liberal Governments
;

* and that the

real stand-by for the reduction of debt was the new

sinking fund. Mr. Asquith and Mr. Lloyd George
had often in these discussions pointed with pride, as

they were well entitled to do, to the large sum by
which the debt had been reduced since their accession

to office ; up to the end of March 1912 by 63 millions.

But opposition speakers pointed out that in so far

as this reduction had been effected by means of the

application of surpluses to the old sinking fund, it

1 See Table XVI. column 5.
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was the result of miscalculations which had caused

more revenue to be raised by taxation than was

required for the estimated expenditure of the year,

and that as regarded the new sinking fund (which

the Government had reduced by 3| millions) a larger

proportion went automatically to redemption and a

smaller part to payment of interest as years went on,

and that the low price of Consols made redemption
much more profitable than it had been during the

years of Unionist administration.

The continuous fall in the price of Consols and its

effect upon the credit of the country had long been a

favourite weapon of political attack, but during the

previous year it had formed the subject of much

serious discussion in the press and in high financial

quarters in the city of London. The discussion how-

ever, in the words of the Times of Feb. 5, 1912,

had revealed "too much disagreement as to remedies,

and even as to the possibility of devising a remedy,

among experts to permit a Chancellor of the Ex-

chequer to select and adopt any one of the schemes

suggested." The question was raised in the House

in this session with much the same result. The

city and banking authorities viewed with appre-

hension the present price of Consols as having

inflicted serious injury on the great financial institu-

tions which had invested in them in the expectation

that the money would be available when required, but

Mr. Russell Rea observed that what might be bad for

the seller was good for the buyer, and Mr. John Ward,

from the labour point of view,
"
did not understand

"

a policy of
"
bolstering up Consols-holders." With

regard to the remedy pressed upon him from many
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influential quarters, an even more rapid redemption
of debt, the Chancellor of the Exchequer doubted

whether reduction of debt was a
"
dominant or very

large element in the condition of our credit
"

;
and

in discussing the various causes of the low price of

Consols, such as the enlargement in 1900 of the area

of trustee investments (which, however, some authori-

ties held to have ceased to be as largely operative a

cause as in earlier years) put forward the very reason-

able view that it was
"
mainly due to the great

industrial prosperity throughout the world which

had had the effect of driving up the rate of interest

and had put down the price of gilt-edged securities."

Apart from the technical side of the question, the

discussion shewed much real uneasiness at the grow-

ing liabilities of the country and their effect on the

national credit in a broader sense. The speeches of

Mr. Chamberlain and some of his followers revealed an

increasing tendency to alarm at the extent to which

the fiscal margin or reserve, essential in cases of

emergency, was being anticipated. Mr. Charles Mills

reminded the committee that, during the period

1905-11, death duties and capital taxation had risen

by 45 per cent., and income-tax by 41 per cent. Sir

Frederick Banbury observed that
"
the old age

pensions, whether right or wrong, had added a sum

equal (on a 3 per cent, basis) to 400,000,000 to the

National Debt," and Mr. Evelyn Cecil put on another

200,000,000 on account of the 6 millions per annum

charged upon taxation for National Insurance. In the

following session Mr. SydneyArnold, in a maidenspeech

which was an effective defence of the financial opera-

tions of the Government, described such calculations,
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which had again been referred to by Mr. Prety-

man, as
"
fantastic

"
and

"
having no real relation

whatever to facts/' though his argument did not

appear to touch the question of taxation as apart from

the contributions of the employers and the insured

persons.
"

I do not think that sort of contribution

should be included in taxation. It is a premium, not a

tax. I submit that workmen and employers get very

good-value for their contributions. They get value in

the increased security, efficiency, and well-being of the

workers. In this country, where at the present time

a large proportion of the cost of pauperism under the

poor rate is for consumption, sickness, and infirmity,

the poor rate will unquestionably experience relief

when the Insurance Act is fully in operation." This

is the whole case for the legislation in question in its

financial aspect. On the other side, it was to be said

that while the reduction of the cost of the poor law

might well be the most hopeful field for administra-

tive action in the whole range of national expenditure,

it had as yet been scarcely touched
;
and that as

regards the total cost of insurance and old age pensions,

a permanent and growing charge amounting to about

forty millions annually (as estimated at one time by
Mr. Lloyd George),

1 it did, in so far as itwas expenditure

in excess of previous expenditure on the same objects

whether by the individual or the State, and was not set

1 The following figures as to the cost of the Insurance Act were

given last August by Mr. Lloyd George. Times, August 11, 1913.

The Act
"
this year has raised a fund of 26,000,000 ; next year it

will be 29,000,000. The following year, when all the benefits

will be complete, it will be 31,000,000. Of that gigantic sum of

31,000,000 the workmen contribute over 11,000,000, the rest,

15,000,000 this year and 18,000,000 in 1915, is found by the State

and the employers."
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off by savings such as were expected under the poor

law, represent an additional demand upon the resources

of the population, and to that extent impair their
"
taxable capacity." Prom this point of view it had

precisely the same effect as if the whole sum had been

raised by taxation, properly apportioned so that the

classes which benefit by this legislation should bear

their full share of the cost of the premium. Whatever

was the truth between these various contentions, they

undoubtedly minimized the complacency with which

the actual large reductions of the existing debt might
be regarded, and immensely reinforced the arguments
of those who held that it had now become far more

necessary than at any time during the last thirty

years to aim at its extinction.

The new policy has its obvious dangers in waste

and extravagance which only the strictest financial

criticism and control can keep within bounds,
1
but,

1 In this connexion it may be noted that Mr. Austen Chamber-
lain has from the first strongly condemned the system by which
the Treasury has been placed in charge of

"
great spending

measures." Referring to the errors in the original estimates, both
for old age pensions and insurance, he remarked, for inntance
on April 22nd, 1913 (vol. lii. p. 289) :

" A department which is

dealing with great social reforms of this kind needs some check

upon itself, and when you set the Treasury to check itself all I
can say is that it is lamentably less successful than when it applies
its brains and intelligence to checking other departments. I
rather hope that the Government will consider whether it cannot

wholly sever the administration of the Insurance Act from the

Treasury . . , and allow the Treasury to revert to its proper
position, not as a spending department, but as a financial depart-
ment which will be a guardian and a check against extravagance ;

because it is the office which, in the first place, can concentrate
in itself all the departments, and can compare the urgency of one
with that of the other ; and, in the second place, because it is

the office on which falls the unpleasant duty of finding the money
which is to pay for all these things."
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it need hardly be added, opposition to it is sometimes

apt to ignore much that might be said, even from a

strictly economic point of view, in defence of the

recent developments of finance. The free trade

financiers of the nineteenth century may, perhaps,

be reproached with having in some degree sacrificed

to the desire to remove every possible fiscal burden

from the shoulders of the community not only the

chance of materially reducing the National Debt, but

also the opportunity of raising the physical, moral,

and educational level of the people.
1 The community

had not responded as fully as was hoped to this policy :

long continued prosperity and higher wages and lower

prices had, at all events, failed to produce either the

moral self-restraint or the habit of saving which might

by this time have placed the poorer classes (as in

France) in a position of unassailable strength. The

concentration of capital in the hands of a small

minority of the population, the prevalence of public

and private extravagance, and the congestion of the

population in the large towns, had produced evils

which were felt, not by party politicians alone, to

be a real danger to social stability. Tariff reform

had been advocated as a remedy for some of these

evils
;

its advocates at all events had pointed to them

in justification of their proposals. Free trade states-

men on their side could not afford to neglect them ;

they were not satisfied with a readjustment of the

burden of taxation which relieved the poorer at the

expense of the richer classes, and they fell back on

1 This point has been forcibly put by Mr. Chiozza Money on

more than one occasion. (See, e.g. Parliamentary Debates,

May 16th. 1911 and April 20th, 1913.)
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an attempt to deal with the problem by drastic

measures of social reform which involved, equally with

tariff reform, the partial abandonment of the ortho-

dox economic maxim of
"
taxation for revenue only."

It is no such easy matter as is sometimes assumed

to distinguish between different forms of expenditure

as being productive or unproductive ;
but from an

economic point of view the justification of State

expenditure on measures of social reform depends

on whether it is successful in increasing the produc-

tive power of the nation and the efficiency of labour. 1

If this object is attained the consuming power of the

community, its demand for commodities (the only

foundation of commerce) and its power of satisfying

that demand will be enlarged and extended, and tax-

able capacity will grow with growing burdens. 2 Pro-

vided always that it is possible to remain within the

limits of
"
tolerable

"
taxation, the success or failure

of the new departure in which time is an essential

element cannot fairly be judged by the immediate

fiscal result
;

and the extremes of optimism and of

pessimism of which examples may be found in all

these discussions are both perhaps premature.
In order to complete the history of this budget,

1 See Mr. Lloyd George on the effect of such legislation, on the

efficiency of the people, "even as wealth-producing machines"
(Parliamentary Debates, 1909, vol. iv. p. 506).

2 Mr. Snowden considered (2nd January, 1913) that the in-

creased prosperity of the country was due to some extent to the
13 millions for old age pensions having been abstracted from the

spending power of the rich on "
luxuries," and given to the work-

ing people and used to encourage the staple trades of the country.
Whether, however, a mere transfer of spending power from one
class to another has the effect of increasing the efficiency and
consuming power of the community is the whole point at issue.
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it is necessary to refer to the budget statement of

April 22nd, 1913. Again the Chancellor of the

Exchequer had been justified in his hopeful view of

trade, for, as he stated, the year 1912-13 had been

the
"
most prosperous year that British trade had

probably ever seen." Our oversea trade was at

its highest, the home trade had never reached such

dimensions, and unemployment was lower than at

any previous period.
"
The tide of affluent trade

rose so high that it overwhelmed three serious obstacles

in its path," the great strike which had dislocated

every industry, the bad harvest in this country, and

the wai in the East with its menace to European

peace.

The revenue had suffered from the strike to the

extent of 550,000 instead of the estimated 800,000 ;

and it had further suffered from the holding back

of tea, sugar, and tobacco in anticipation of changes

in the budget for 1913-14, to the extent of 430,000.

The spirit duties had been satisfactory in the double

sense that they had checked consumption and im-

proved the revenue. For the four years before 1909,

the consumption of spirits fell from 39J million to 37f

million gallons. In the four years since that budget,

the consumption had fallen by 8 million gallons, and

the revenue had benefited to the extent of an addi-

tional 2,000,000. The death duties had failed to

realize the estimate by 202,000, and Mr. Lloyd

George again drew attention to the distribution of

property as shewn by these returns. The total

property passing had been 276 millions, of which

one-third belonged to 292 persons, one-half to 1
?
300

persons, and two-thirds to 4,000 persons ;
but 335,000
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out of 425,000 adults
"
had died without any property

upon which it was worth anybody's while to pay the

ten shillings to obtain the authority of the Inland

Eevenue to deal with legally." Stamps had produced

over 600,000 above the estimate, and income-tax

706,000. These results shewed that, however rosy

had been Mr. Lloyd George's estimate of the prospects

of trade, his estimate of revenue had been kept well

within the bounds of prudence.

As regards expenditure, his estimates had been

much under the mark. The very serious change in

the German Navy plans last summer had involved

a supplementary expenditure on the Navy of nearly

one million.
"
There were about two millions voted

in respect of doctors
"

(National Insurance), and

500,000 for Uganda. These and other small items had

necessitated supplementary estimates of 4,671,000,

bringing the total estimated expenditure up to

191,556,000. The actual issues, however, amounted

to 188,622,000, which with receipts amounting to

188,802,000 (or 1,613,000 more than estimated),

gave a realized surplus of 180,000.

The Chancellor of the Exchequer stated that owing
to savings effected in some directions and to further

under-spending at the Admiralty, he had not been

obliged to draw upon the 1,500,000 finally allowed

by the House of Commons to be set aside out of the

surplus of 1911-12 (1,000,000 for Navy and 500,000

for Uganda), and he proposed to use 1,000,000 of

this sum to enable him to balance his budget for

1913-14, the total estimated expenditure for which

was put at 195,640,000. As the receipts for 1912-13

had been 188,802,000, there was an additional
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revenue to be found of 6,838,000, or 7,000,000 with

the slightest possible
"
margin/

5

Of this sum, it was

estimated that the various branches of the revenue

would produce 6,023,000 which, with the million

from his balances, left an estimated surplus of 185,000

(see Budget Table, p. 406).

There is one final point which should be mentioned

in connection with this budget statement. In the

previous year Mr. T. Gibson Bowles had brought a

successful action against the Bank of England which

put an end to a custom and usage which in regard to

the income-tax had obtained without challenge since

1842, that of collecting the income-tax after the

resolution authorizing it had been raised, and before

the Finance Act embodying the resolution were

carried into law. The practice was challenged by
Mr. Bowles because of the delay which had occurred

in each of the summers since the budget of 1909 in

passing the Finance Bill, and had been declared illegal.

This had necessitated the introduction of a Bill (The

Provisional Collection of Taxes Bill) which, with the

resolution upon which it was founded, had been dis-

.cussed at considerable length during the month of

April, 1913, and which legalized the practice in respect

of income-tax and customs and excise duties, but

only for a limited period of the session which, in the

opinion of the Government, did not give sufficient

time for the House
"
to get through its present

financial business, and to give full opportunities to

the House to move amendments in reference to revenue

proposals." In addition to this a ruling of the

Speaker declaring that the Finance Bill of 1911, into

which certain amendments had been introduced, had
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for this reason been brought outside the category of

Money Bills under the Parliament Act had made it

difficult for the Government to accept amendments

to the Finance Bill. To meet this situation the

Chancellor of the Exchequer announced that for the

future two bills would be introduced in connection

with the budget, a Finance Bill confined to the

renewal of temporary taxes, and a Revenue Bill on

the basis of a resolution for any amendment of the

law which might be necessary. Mr. Austen Cham-

berlain pointed out that this would allow of the

postponement until late in the session of the important
discussions on the budget proposals which it had been

desired to obviate, but Mr. Lloyd George in his state-

ment had anticipated this objection by stating that

with the great increase in the number of amendments

to the Finance Bill which had now become usual it

was impossible for a Government to carry through
its taxation proposals in the middle of the session

without dislocating all other business.




