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FOREWORD

E cannot draw up blueprints for the society of the

future. That society will be shaped by a continuing
process of self-design and self-direction. It will evolve in
accordance with our changing choices and values, and in
conformity with the changing constraints of the world
in which we live.

What the worldwide community of men and women
can do—and it is now becoming urgent that we should—
is to learn to use the institutions of society as effective
mechanisms of collective choice, collective self-control,
and collective self-determination. All institutions, includ-
ing those that make up our present system of business,
government and finance, have developed into their
present form by an organic historical process. Our task,
as I shall argue, is not to destroy this present system, or to
stand on one side watching it collapse, or simply to drop
out of it. Our task is to transform it. We must harness the
evolutionary momentum of our institutional past to
present and future needs.

The evolution of the global village, planet Earth, has
become a collective learning process. Our ideas and
institutions evolve as aspects of each other, and of our-
selves. As our perceptions of the situation change, our
institutions and procedures develop accordingly; and as
the institutional mechanisms of our society change they
throw up new ideas and cast fresh light on the choices
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before us. We are ourselves caught up in this evolutionary
process. We cannot stand outside it, as Man tried to stand
apart from Nature in the pre-ecologlcal era, or as gover-
nors tried to stand apart from governed in pre-democratic
days. Together with our changing ideas and institutions we
must ourselves evolve collectively towards a new dimension
of self-awareness and self-direction.

The ideas put forward in the following pages are
intended as a contribution to that learning process. They
focus on the role of money—as a social institution which
could, I believe, provide one of our most important
mechanisms of collective choice. They stem from my
experiences—happy and unhappy—in government, in-
dustry and finance; from participation in reform of the
Civil Service, Parliament, and the banks and other
financial institutions of the City of London; from member-
ship of the constantly growing fraternity of workers in
business studies, computer systems analysis, and manage-
ment research; and, latterly, from direct involvement in
one of the many new growth points for the politics of the
future. These ideas have been stimulated by discussion
and argument with friends, acquaintances and colleagues
in those fields. They owe much to the published ideas of
others. A short bibliography is at the end.

I am very conscious that these are indeed ideas in pro-
gress. 1 hope there may be social scientists, lawyers,
ecologists, information scientists, urban planners, political
philosophers, accountants, control engineers, ethologists,
games theorists, economists and other professional thinkers,
In whose minds they will strike a spark. Although I am
ot st Home i sny of thei feld T know i t idea
that ahar 1 e uld truittully associate with theirs. I hope

y may ring true also to many ordinary
people who, being outsiders to the—sti]] las—closed
worlds of big business, high finance and ) 8 as—close
ment, may sometimcs’woid h ho g Cnra

’ er why the system
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values is so much out of line with the system of values
which people actually hold. Finally, in a more explicitly
political sense, I hope that these ideas will appeal to people
who care about causes and interests that are bound to go
largely unrepresented so long as our society is governed
by alternating parties of big business and organized labour,
both of which are obsessed with profit. Many such people
—for example, consumerists and conservationists—are
already laying the foundations for the breakthrough to
the post-capitalist, post-socialist society of the future—a
society where profit will have a very different role, if
any, from the role it has played hitherto.

When Marion Boyars invited me to contribute to Ideas
In Progress, I was excited by the thought that readers would
be encouraged to participate in the further development
of the ideas put forward. With that in view I hope it will
be helpful at the outset to pinpoint some of the main
questions that arise.

First, clearer definitions are needed of the terms ‘socially
responsible enterprise’, ‘financially responsible govern-
ment’ and an ‘honest money system’. Such definitions
must be operational. In other words they will consist in
the introduction of new practices and procedures in
business, government and the financial sector. What I
intend to convey by these terms is that the time has come
to clarify the functions and responsibilities of commercial
enterprises, government departments and financial institu-
tions; that these organizations should now assume explicit
responsibility for serving the interests of all the parties
directly involved in their activities, and for contributing
to the well-being of the kind of society that is widely
accepted as fair; and that they should carry out their
functions openly and honestly—taking continual care to
show that they are indeed meeting all their responsi-
bilities. The changes I shall suggest in the legal structure
of companies, in governmental procedures for handling
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public cash flows under parliamentary supervision, and 1n
the operations of the financial sector, should thcreforc. be
taken as an initial attempt to define ‘socially respon51‘blc
enterprise’, ‘financially responsible govcrnment’, and ‘an
honest money system’. More detailed definition will have
to be provided by industrialists and business managers,
civil servants and parliamentarians, and bankers afld
financial people, working out and putting into practice
the measures needed if we are to move in this direction.
‘While we are on definitions, I should make it clear that
the term ‘money system’ is intended to include all the
monetary and financial institutions in both the private
and the public sector which provide the monetary infra-
structure and the financial services needed by modern
society and its members. One of the main suggestions made
is that those institutions should now be required to work
in ways that are demonstrably honest and fair. Perhaps
I should also make it clear that by ‘free enterprise’, for
example in the term ‘socially responsible free enterprise’,
Iintend to convey the idea that we shall be able to restore
greater autonomy to individual enterprises and re-validate
the authority of business managements, once we have
clarified their social responsibilities. I do not mean by
‘free enterprise’ a business system whose primary aim is to
make profits for shareholders.

Second, it may be difficult to grasp immediately the
idea that, for practical purposes, we ought to discard the
economic concepts of profit and surplus. Most people have
been .co.nditioned to thinking that a business has to meet
certain inescapable financial expenditures out of the avail-
able funds and that what remains thereafter is residual
profit or surplus. They are not accustomed to thinking in
terms of allocating all the available funds to various pur-
poses acco.rding to collective decisions made on behalf of
all the various interests concerned. They feel the need for
a proof that there is no such thing as profit or surplus,
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before they will willingly discard the concepts. So it may
be helpful to stress the pragmatic nature of what I am
suggesting. That is that it is now desirable to adopt new
conventions and new procedures for dealing with the
money flowing through a business, and for allocating it
so as to meet all the obligations of the business in ways
that are accepted as fair. Again, questions of definition
arise. And again the detailed definition of a non-profit
economy will be operational. It will involve the develop-
ment of new procedures for business planning and financial
management by practical business people who accept the
need to change the existing conventions.

Third, I recognize that a deep gulf lies between those
who basically believe in openness and freedom, and those
who basically do not. There are some people who believe
it should be possible to create a society in which free
people would be glad to co-operate with one another and
treat one another fairly. There are others who believe that
most people will cheat and exploit their fellows if they
are given the freedom to do so. The latter foresee a Chilean
disintegration to political extremes and an eventual sus-
pension of democracy, as the economic, social and political
problems of modern societies grow more serious and the
divisions and antagonisms within them grow more violent.
The former recognize the risk of disaster, but they con-

- clude—as a matter of realism, not idealism—that the only
feasible way to tackle these problems, including inflation,
is to create a greater sense of openness and fairness and
involvement among society’s members. It is important to
recognize this basic difference of temperament and atti-
tude, and to accept that it exists. But, having done so, it is
necessary to consider whether the functions of business,
government and finance will not have to be clarified and
re-defined in some such way as I am suggesting, which-
ever point of view one takes. Even people who intuitively
feel that imposed solutions will be inevitable in the end,
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may have valuable contributions to make to the process
of clarification and re-definition.

Fourthly and lastly, the question arises whether what I
am trying to say is applicable in one country only. I have
been asked, ‘Is this a prescription for Britain, for Europe,
or for the World?’ Clearly the links between different
countries are now so close in industrial, commercial,
financial and governmental matters that the scope for one
country like Britain to go it alone is limited. Moreover
the problems faced by Britain are shared with many other
countries. If these ideas are relevant in Britain, they must
be relevant in other countries too. So, although the
institutions discussed are specifically British, I shall be
disappointed if the discussion is not more widely relevant,
and I look forward with special interest to comments and
reactions from other countries. At the same time, however,
I must confess to a mildly chauvinistic hope that this is a

sphere in which Britain may prove to have a pioneering
role.
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BREAKDOWN
OR BREAKTHROUGH

THE fabric of advanced society appears to be
breaking down. For us that is the overriding
problem of our times. But it is a problem for the
whole world. The money system is central to it.

Private capitalism and state socialism are obsolete.
The kind of politics that is based on conflict between
the two is becoming increasingly discredited. So is
the kind of economy that is based on compromise
between the two. The peoples of the world—rich
and poor, developed and developing—are trying
to go beyond the struggle between capital and
labour. They are searching for a fruitful union
between the best of free enterprise and the best of
socialism. They have had enough of destructive
conflict or sterile compromise between the worst of
both.

In Britain the old mould is certainly breaking.
This is what elitists mean when they say Britain is
becoming ungovernable. But, as the twilight of the
old ideologies grows deeper and the existing system
is tested to destruction, it is not the elitists who
matter.

“You’re all the same, the lot of you—feathering
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your own nests.” That message came through loud
and clear to all who knocked on people’s doors
during the British general election of February 1974
They were not talking primarily about corruption.
They felt crushed between the big trade unions, big
business, big government, and the big banks, build-
ing societies and financial institutions of the City
of London. Industrial stoppages, short-time work-
ing, the pay freeze in its various stages, rising rents
and rates and prices, high interest rates, the mort-
gage crisis, record bank profits, the recent property
bonanza—all these were seen as the outcome of a
struggle between remote and powerful institutions
which had run out of control. And in this situation
public men and women generally were seen to be
playing the system and looking after themselves.
Britain is going through a deep-seated crisis of
credibility in business, finance, government and
politics. In my view, this lack of credibility is well
justified. For example, company law is badly out of
date; remote shareholders cause ‘absentee landlord’
problems for large corporations; small private com-
panies—which should be growing points of enter-
prise and innovation—are discouraged. The
financial system favours those who run it against
those who use it; big people against small; borrowers
against savers; and those who speculate in existing
assets against those who invest productively. The tax
and social security systems perversely combine
economic inefficiency with social unfairness; in the
I'iChCI', the mlddhng and the poorer reaches of
society alike they penalize thrift and hard work; at
the same time, tax concessions and social security
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benefits often seem to favour those who do not need
help more than those who do. The administrative
and parliamentary routines for planning and
managing public expenditure, taxation and govern-
ment borrowing—and using them openly as instru-
ments for settling social and economic priorities in
accordance with public opinion expressed through
Parliament—are years behind the times.

At a deeper level, changes are taking place all the
world over that point in an entirely different direc-
tion from the big business and big government
orthodoxies of modern capitalism and modern
socialism. These changes point towards a form of
society in which there will have to be greater scope
for personal freedom and personal initiative than
there is today, within a stronger framework of social
justice; a society that will have to be pluralistic but
systematically ordered, decentralized but socially
responsible; a society that will have to be able to
plan ahead better than is possible today, while
becoming more open and self-governing; a society
in which the emphasis will continue to shift away
from economic and commercial objectives towards
social and environmental goals, away from the
continually growing consumption of natural re-
sources towards their conservation, away from the
constantly increasing production of things towards
the provision of better services and amenities for
people; a society which will regard personal values
more highly than institutional loyalties, and will
require its institutions to serve its people rather than
its people to serve its institutions.

This secular shift of values has been signalled by
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Ivan Illich in Celebration of Awareness, Deschooling
Society, and elsewhere; by Charles Reich in The
Greening of America; by the ‘limits to growth’ school
of ecologists and conservationists; and by many
others in recent years.

Almost all these thinkers have noted the tendency
of established institutions—education services,
health services, social services, transport systems,
large business corporations, banks, government
departments, public agencies, and political parties—
to turn into self-serving and self-perpetuating
bureaucracies. Personal experience, too, confirms
that top people in government, business and finance
in Britain today have become prisoners of the
systems which they are supposed to shape in the
service of society’s changing needs. They are not
necessarily to blame for that, but it is a fact. I doubt
if many of them would deny that the last few years
have been rather inglorious.

Established institutions acquire a life and momen-
tum of their own. Today our institutions are rather
like a huge ocean liner, seemingly out of control,
locked on course, and moving steadily in the wrong
direction. The ship’s officers spend most of their
time arguing about one another’s mistakes. The
crew and the more alert among the passengers are
becoming alarmed, and their protesting voices can
be heard. Some advise jumping overboard. Some
think only to destroy the ship. The rest of us are
confused, not only by these counsels of despair, but
also by a number of false options that we seem to be
offered. A prosperous society or a fair one? Economic
growth or social justice? Personal freedom or social
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responsibility? Good government or democracy?

These are bogus dilemmas. But they will only
disappear if we can transform our systems of
government and money into genuine mechanisms
of collective choice. We have to develop socially
responsible self-government right through society—
at every level and in every walk of life. By that
approach, and—I believe—by that approach only,
we can master the controls and turn the big ship
round.

Elsewhere, in the context of government reform, I
have suggested that we have already entered the
carly, confused stages of a fundamental revolution
in business and finance, government and politics.
This revolution is like a scientific revolution.
Revolutions happen in science when an old theory
outlives its usefulness. As a long-standing scientific
theory becomes more and more complicated, it
becomes less and less effective as an instrument of
scientific discovery and explanation. In the 15th and
16th centuries the Ptolemaic system of astronomy
could be reconciled with newly observed facts only
by making more and more detailed qualifications
and reservations to it. Eventually it was bound to
crumble beneath their weight. A new vision of the
universe was needed—a new perspective which the
new facts would fit. The Copernican revolution had
to come. When it did come it was very simple: the
sun does not go round the world; the world goes
round the sun. Similarly, there comes a time when
piecemeal changes in the institutions of society reach
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the limit of their usefulness, and patching things up
only makes matters worsc. When that happens, a
new conception is needed of the purpose of politics
and government, business and finance, and all
society’s institutions; a new theory, almost, against
which society’s current problems will fall clearly into
place; a new key, which makes it possible to tackle
those problems in a coherent way.

That time is upon us now. I believe that, in the
constitutional and the economic sphere alike, the
key concept for the future is socially responsible
self-government.

In the constitutional sphere, Scottish, Welsh and
now Ulster nationalism, English regionalism and
local community politics, have been emerging as
major features of the British political scene in the
last few years. Thus in Britain as in other countries
people have been reacting against closed, remote,
centralized government and demanding a bigger
say in running their own affairs. Meanwhile, many
detailed reforms of government organization have
been introduced or proposed. There have been the
Fulton reforms of the civil service, constant changes
in the machinery of central government, various
reforms of Parliament, wholesale reorganization of
local government after the Redcliffe-Maud Report,
and now more recently there has been the Kil-
brandon Report on constitutional changes. But all
these changes have been conceived piecemeal and,
for the most part, paternalistically. Only when we
come to see them in perspective, as steps towards
more systematic and more open methods of self-
government at every level, will they fall into place
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as related parts of a coherent programme of insti-
tutional reform—together with many other pro-
posals for improving present procedures and
practice, such as: televising the proceedings of
Parliament; setting up a parliamentary select com-
mittee in the sphere of financial administration;
developing open, systematic routines to enable the
public to participate in local planning; and intro-
ducing electoral reforms.

However, our present concern is not so much with
these constitutional questions as with the economic
sphere—business, industry, finance, industrial rela-
tions, industrial investment, prices, incomes, and
so forth. Here the most obvious counterpart to
Celtic nationalism and community politics has been
the growth of militant trade unionism over the last
few years—the shift of power to the shop floor.
Successive Labour and Conservative governments
have tried to impose legal restrictions on the trade
union movement and centralized controls over
incomes; both have been heavily defeated. As in the
constitutional field, numerous piecemeal changes
across the whole range of business and the economy
—prices and incomes boards and commissions, tax
changes, reforms in banking and finance, consumer
protection, investment incentives for industry,
monopolies and mergers policies, and many other
measures introduced in recent years—seem to have
made confusion worse confounded. Again, it now
seems clear that all our multifarious and intractable
problems in the economic sphere will only fall into
perspective—and solutions to them will only begin
to emerge—once we accept the need to develop
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business and finance into mechanisms of socially
responsible self-government.

John Rawls has recently said that ‘the theory of
justice is part of the theory of rational choice’. My
theme here is that the money system is one of
society’s chief mechanisms of collective choice. The
breakthrough we are looking for will depend on our
reshaping the money system, along with our other
institutions, into fit mechanisms of choice for a
post-capitalist and post-socialist society which is
accepted by its members as just and fair.
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SOCIALLY RESPONSIBLE
ENTERPRISE

] .
THERE 'S 110 pain like the pain of a new idea’—

- except, William James might have added, the
Pain of sCrapping an 'o)q one. Nonetheless, the idea
that the primary functiop, of large business corpora-
Uons 15 t0 Maximize o eyen to optimize—profits
for shareholders s opsolete, In practice big business
managements no longer subscribe to it. But its
myth still creates deeply felt antagonisms. It is a
heavy millstone round industry’s neck.

In spite of some recent short-term fluctuations,
the. profits returned by British industry have been
falling steadily over the last quarter of a century.
Inflation and the size of government financial aid
to industry make the situation even worse than
appears at first sight. It is possible to argue about the
precise figures, but undoubtedly the long-term
trend for industrial profits is poor. At the same time,
profit has become a dirty word for more and more
people, and there is no sign that the business com-
munity will be able to rehabilitate it. Again, it is a
matter of fact—a matter of power politics—that
the trade unions can now bring the country to a
halt whenever it seems reasonable to their members
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and their members’ families for them to do so. All
this will make it impossible to restore a healthy,
viable economy, if we cling to the notion that big
business exists to make profits for shareholders.
This judgement is confirmed by the whole series
of changes—loosely interrelated as yet—which are
forcing companies to become more ‘socially re-
sponsible’. Everyone accepts that company law
reform is overdue, and most people now accept that
reform will have to be a good deal more far-reaching
than Mr Heath and Mr Walker intended, as Prime
Minister and Secretary of State for Trade and
Industry in the Conservative government of 1970
to 1974. Recent ‘fair trading’ legislation has sig-
nificantly increased the potential strength of con-
sumer protection law. Employee protection has been
strengthened by ‘contracts of employment’ legisla-
tion, and may be further strengthened by whatever
emerges now that the Industrial Relations Act has
been repealed. At the same time, legal controls over
pollution and other forms of industrial damage to
the environment are growing stronger. In all these
ways new pieces of the jigsaw are falling into place
and a comprehensive statutory framework is begin-
ning to emerge for the control of business activities.
The work being done on “social responsibilities’ and
codes of conduct by the Confederation of British
Industry (CBI), the British Institute of Management
(BIM), and similar bodies is another sign of the times.
This is the context in which such issues as two-tier
boards, worker directors and industrial democracy
have taken on immediate importance. As further
changes take place along these lines, the responsi-
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bilities of company boards to parties other than the
shareholders will loom larger. The special status of
shareholders, relatively to other stakeholders in the
company, is bound to be downgraded. The idea that
the company exists to create maximum profits for
shareholders is bound to lose conviction. The myth
that large companies like ICI are ‘owned’ by their
shareholders will be explicitly discarded.

What are we to put in its place? For practical
purposes in Britain today there appear to be three
possibilities: state socialism, with the trade union
leaders in a dominant role; corporate statism, with
the financial institutions dominant; or socially
responsible free enterprise.

I shall be arguing that the third is to be preferred.
But, to avoid misunderstanding as the discussion
proceeds, three points should be stressed. On none
of them is there any reason for the realist and the
idealist to disagree.

First, there is no doubt that many people are
motivated by the hope of making money, of securing
material reward, and of attaining the status that
goes with money and material wealth. It may be
true that, as society becomes more prosperous and
better educated, increasing numbers of able people
will be motivated by non-material incentives. But,
if people feel underpaid compared with their
fellows, they feel unfairly treated. Money will
always be, in Herzberg’s phrase, an important
‘hygiene factor’. For this reason, if foy no other, in
reshaping the institutions of our society we must
give fuller scope to more people’s material aspira-
tions. This is, indeed, one of the most important
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respects in which the present situation has to be
improved. .
Second, as Schumacher has it, small is beautiful.
The scope for small enterprises, including small
commercial companies, must be widened—not
reduced. They suffer disadvantage and discourage-
ment in an economy dominated by big business,
big government and big trade unions, and en-
meshed in institutionalized complexity. They should
be vital growing points for a flourishing economy
and for continuing innovation. They can perform a
valuable social function too, by enabling people to
lead more independent lives than is possible for
those who are tied to the carcer ladders of large
organizations, however high they may climb.
Third, the concepts of ‘fairness’ and ‘justice’ must
be handled with care. It is not possible to lay down
absolutely or objectively what is fair. Fairness will
always be subjective to some extent; and to some
extent, ours will always be an unfair world. It
should therefore be clearly understood that in the
present context to talk about fairness or justice is to
talk about institutional procedures and not about
metaphysics. When I say that fairness should replace
profit maximization as the primary aim of business
and that fairness should take. over from maximum
economic growth as the primary aim of govern-
ment, I mean that for practical purposes the first
priority in business and in government should
henceforth be to secure genuine acceptance and
consent from all the parties whose interests may be
affected by what business and government do.
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We can examine these questions more systematically,
with the aid of the simplified diagram overleaf.
The enterprise is shown as a ‘system’. The arrows
represent flows of money. The enterprise could
equally be a shareholder company, a consumer
co-operative, an employee co-operative, or a
nationalized industry. All have responsibilities to
investors, customers, employees and the govern-
ment, though the primary legal responsibility varies
in each case.*

One social mechanism determines the character
of the enterprise; another governs its activities in a
different way. The first is the Law. The second is
Money. The Law lays down the framework of rules
defining the rights and obligations of the enterprise
towards the various interested parties, their rights
and obligations towards it, and their relative status.
Money constrains the activities of the enterprise in a
more straightforward way: the money flowing into
it must balance the money flowing out.

The function of the money system is, in brief, to
provide a calculus—a scoring system—to indicate
the entitlement of members of society to purchasing
power, and thus the claims they may make on
society’s resources. If this scoring system is working
efficiently and fairly, each enterprise will receive a

* T shall treat these four (i.e. excluding suppliers in most normal
cases) as the main parties with an interest in the enterprise. Other
interested parties, such as creditors or the local communities directly
affected by an enterprise’s activities are not shown. They are impor-
tant but, to simplify the argument, creditors may be regarded as a
special category of ‘suppliers’ (or of ‘investors’), while local com-
munities’ interests may be regarded as one of the responsibilities of
‘government’.
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flow of moncy commensurate with the contribution
it makes to society’s well-being by producing goods
and services that people value. Then, if the internal
arrangements of the enterprise are working
efficiently and fairly for distributing the outgoing
flows of money among the various parties involved
—including employees and investors—they too will
receive flows of money commensurate with their
contribution to the enterprise as a whole.

The basic model of the enterprise is thus very
simple. No mention of ‘profit’; no mention of
‘ownership’; merely laws to lay down the rules of
the game, money to provide the scoring system, and
management to see that the enterprise survives and
carries out its responsibilities to all the parties
involved.

Our present troubles can now be explained as
follows. In recent years the struggle between capital
and labour has resulted in control seeping away
from the individual enterprise to the trade unions,
the financial institutions and central government.
The adversary system of industrial relations be-
tween trade unions representing employees and
management representing shareholders (who now
tend to be financial institutions instead of indi-
vidual investors) has gone far to destroy the
authority of managements and boards of directors.
This tug-of-war has also put pressure on prices,
since the obvious way to give more money to
employees without taking it from shareholders has
been to take it from customers. Successive govern-
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ments, for their part, have failed to exercise the
degree of monetary control that would have kept
prices down; they too have been trying to get a
quart out of a pint pot; they have borrowed heavily,
thercby injecting into the economy the new money
that has made price rises possible. This has mcant
that, in order to control inflation, governments have
been forced to intervene directly by imposing de-
tailed centralized controls over prices and incomes.

We now find, therefore, that the flows of money

entering and leaving the individual enterprise, as
shown in Figure 1—prices from customers, prices to
suppliers, salaries and wages to employees, and
dividends to investors—are largely determined by
remote control. This is bound to be unhealthy.
Trade unions, financial institutions, and depart-
ments of central government feel little direct re-
sponsibility for the individual enterprises which
they bear down upon so heavily. It is no wonder in
the circumstances if company boards and manage-
ments feel a diminished sense of commercial
initiative and social responsibility.

The present structure of political debate com-
pounds these problems. The division between Con-
servative and Labour—capitalism and socialism—is
almost literally pulling our present industrial
economy apart. Between 1970 and 1974 Mr Heath’s
Conservative government committed itself to a form
of highly centralized corporate state. It brought
pressure upon the big financial institutions to exer-
cise greater influence on industry and it developed
highly centralized arrangements for the detailed
control of prices, salaries and wages, and dividends.
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It left office after being defeated in a confrontation
with the miners and the trade unions. The Labour
government that replaced it in March 1974 was
committed to a form of centralized state socialism
in which the trade unions—rather than the financial
institutions—were to be the main focus of industrial
power, and in which the National Enterprise Board
and ‘planning agreements’ between the government
and big companies would exert central control over
the industrial economy.

I am arguing that a third course is preferable.
Instead of the big business, big finance, big trade
union, big government orthodoxies of the Con-
servative and Labour parties, we should aim to
develop decentralized, socially responsible, auto-
nomous enterprises which no longer purport to be
in business primarily to maximize profit for share-
holders. This means re-defining the boundary
between the public and private sectors, not by
nationalization but by developing large public
companies into socially responsible, self-governing
enterprises. We should revive the worker-oriented
philosophy of Owenite socialism, the customer-
oriented philosophy of the co-operative movement,
and the traditional business philosophy of the small
entrepreneur; and we should weave these strands
into the fabric of a post-capitalist, post-socialist, free
enterprise economy which is directly responsible
to society.

So, how can we return control to individual
enterprises, and revalidate the authority of business
managements?

The first need is to build into the internal control
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structure of the enterprise the necessary mechanisms
to ensure that it discharges—and is seen to discharge
—all its social responsibilities. It follows that the
supreme authority must rest with a governing body
—a board—that recognizes multiple responsibilities.
From that it follows that there should be two boards
—a supervisory board and a management board.
The supervisory board will provide the valid
authority that managements must have by balanc-
ing the interests of the various parties involved in
the enterprise, by resolving conflicts between them,
by ensuring that all the company’s responsibilities
are met, and by setting management objectives
accordingly.

In reforming company law to meet these needs,
many detailed questions of what Gladstone called
‘a dry and repulsive kind’ will have to be considered.
How are we to safeguard the interests of all the
parties concerned? How are representatives of the
various interests to be sclected to serve on the super-
visory board? By appointment or election? In what
numbers? How are they to be accountable? How
are decisions to be reached by the supervisory
board? By simple majority voting, or according to
more complicated procedures? How are relations
between the supervisory and the management
boards to be defined? These questions are already
under discussion in many countries, including
Britain. In some, like Germany and Holland,
experience of two-tier boards is already mounting
up. However, I suggest that the essential point is
for the directing body of every enterprise, whether
company, nationalized industry, school or hospital,
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to contain non-executive members personally
charged with representing the interests of the
employees, the customers, the investors, and the
public. In total those members should have a voting
majority on the board; that is to say, they should be
able to outvote the executive directors and other
directors representing the management’s point of
view. Although they might not necessarily be
elected, they should be held publicly accountable.
Their leadership should be seen as a form of steward-
ship. They will thus be expected to apply methods
of efficiency audit, social audit and financial audit, which
will enable them to demonstrate openly and clearly
that the enterprise is meeting its obligations towards
employees, customers, investors and the public.
Auditors will, logically, be appointed by the director
(or directors) responsible for representing the public
interest on the supervisory board.

Many detailed financial questions also arise, once
we accept that the objective of large companies is
not, after all, to maximize profits for shareholders.
These concern the volume and the apportionment
of the funds flowing through the enterprise. Which
of the parties are to be exposed to financial uncer-
tainty and risk? As financial inflows and outflows
fluctuate, which outflows are to be fixed and which
variable? According to what formulae are they to
vary ? What financial claims shall each of the parties
be able to make, if the business has to be wound up?
What methods of planning and monitoring, control-
ling and accounting for these flows of funds shall
be adopted? Who shall control the prices charged,
and the incomes generated, by the business? How
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are we to reward people who shoulder the risks,
uncertainties and fluctuations that affect all busi-
nesses? How are we to attract new investment in
industry? How are we to safeguard the legitimate
interests of shareholders, as more and more ordinary
people entrust their savings, their insurance and
their pensions to shareholding institutions? How
are we to build in decentralized counter-inflationary
controls at the level of the socially responsible
enterprise?

The key concept here is the concept of cash flows
and cash flow management. Essentially this is very
simple, It is based on the obvious fact that the
streams of money flowing into an enterprise—or an
individual’s bank account, or the government
Exchequer—have to balance the streams of money
flowing out.

At a technical level it is already becoming
accepted that control of the flows of money entering
and leaving a business (as shown in Figure 1) is
more important for the survival and healthy de-
velopment of the business than the calculation of
profits and losses in the traditional way. ‘Annual
income twenty pounds, annual expenditure nine-
teen nineteen six, result happiness. Annual income
twenty pounds, annual expenditure twenty pounds
ought and six, result misery.” Mr Micawber knew
that cash flow was all-important; no fancy calcula-
tions of profitability for him. Similarly, modern
business managements now recognize that cash flow
planning, cash flow management, and cash flow
accounting are the vital elements on the financial
side. Profit calculations can very easily obscure the
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true position and prospects of a business, whereas
cash flow projections will reveal them.

As the multiple obligations of company manage-
ments to workers, investors, customers and the
general public become more clearly established,
financial planning will be increasingly concerned
with balancing cash flows coming in and cash flows
going out, and with distributing outgoing cash flows
in a manner acceptable to all the stakeholders.
Company managements will thus think of them-
selves as ‘buying’ whatever finance they need from
investors and lenders at going market rates. So far
as fixed interest borrowing is concerned, no new
problem will arise. But the basis for risk finance will
change. The return will still have to be variable.
But it will have to be specified according to a
formula agreed between the company and the
investor, possibly as a rate of return proportionate
to total turnover; this rate of return will have to be
acceptable to the other stakeholders in the enter-
prise; the investor will not be an ‘owner’ of the
company, and there will be no suggestion that
the company is in business primarily to maximize the
return on his investment. Nonetheless, the investor
can still be given a secure claim to a return that
varies according to the company’s success, and there
is no reason why this claim should not be traded on
the Stock Exchange just like securities of tradi-
tional kinds. These arrangements will require the
analysis of risks and commensurate rewards to be a
good deal more sophisticated than it generally is
today. The basis on which existing shareholdings can
fairly be converted to new forms of risk-bearing or
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fixed-interest securities will be a complicated matter
to decide. Changes in Stock Exchange procedures
and other related procedures for dealing in the new
kinds of bonds and securities will also be necessary.
But these are points of technical detail, largely for
the financial experts to work out.

Next, where are investment funds to come from?
As Figure 1 shows, there are three possible sources:
funds retained by the company in its own reserves;
new funds supplied by investors, including new
money borrowed by the company from banks and
other sources of loans; and financial assistance from
the government. There is no reason why any par-
ticular enterprise should not be flexible about
raising investment money from all three sources.
But each has the following important implications
for the overall pattern of cash flows through society,
and therefore for the distribution of spending power
among society’s members, and thus of the right to
participate in collective decisions and collective
choices about the use of resources.

If companies are generally expected to rely on
retained finance, this means that managements are
expected to retain for themselves significant powers
to determine the future allocation of the resources
available to society and to influence the distribution
of spending power among society’s members. They
lose those powers if the cash flowing through their
businesses is generously distributed to employees by
way of increased salaries and wages, to investors by
way of a higher return on their investment, and (in
a negative sense) to customers by reductions in
prices. Those who favour retained finance as a
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main source of investment funds are, therefore, of
the opinion that corporate choices and decisions
made by business managers are likely to serve the
public interest better than individual choices
widely dispersed. That view is held by many top
businessmen and, paradoxically, by many socialists.

If, on the other hand, companies are expected to
rely on government sources of investment finance,
this means that funds must be channelled to industry
from the general public through the government
in the form of taxes or government borrowing. The
implication here is that choices made by politicians
and civil servants at central government level about
the allocation of resources and the distribution of
purchasing power are likely to be preferable—from
the point of view of the general interest—to choices
made in a more pluralistic way by individual and
corporate members of society at large. That view is
held by many top civil servants and politicians, as
well as by many socialists. The danger, of course,
is that civil servants and politicians tend to think of
the tax-paying public as a bottomless well of money,
and to exert much less effective disciplines over
public spending and the selection of spending
priorities than if the money was their own. This
danger affects the traditional public services as well
as the nationalized industries.

Finally, if companies are expected to rely prin-
cipally on raising new funds from investors and
lenders—having themselves previously distributed
the cash flows generated by their businesses to their
employees, investors and customers—the implica-
tion is that the general interest will be scrved best
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if the power of choice about the allocation of
resources and spending power is widely spread—
and continually re-spread—among individual
people. That is the democratic view.

The latter course has much to commend it. It is
the least paternalistic approach so far as company
managements and the government are concerned.
It involves maximum involvement by individuals
in society’s affairs, both as stakeholders in their
enterprise and as potential savers and investors. But
it does require the financial institutions to operate
efficiently and fairly as mechanisms for collecting
the savings of people and investing them to create
new social and economic welfare and well-being.

My thesis, then, is that socially responsible free
enterprise is preferable to centralized state socialism
or the corporate state. I am sure that by adopting
it as our goal we could do much to defuse the
antagonisms that now pull industry apart. I have
sketched what it might mean at the level of the
individual enterprise. But it cannot be achieved
without corresponding changes in government and
in the money system as a whole. These, including
the problem of inflation, are discussed in the chapters
that follow. Two points remain to be stressed.

First, it will not be enough to redefine the re-
sponsibilities of companies only, and to clarify the
accountability only of company boards. The same
need applies to the financial system, the trade union
movement, and the government bureaucracies. In
each of these three cases we now find largely self-
regulating, closed institutions—all of which, to a
very considerable cxtent, are a law unto them-
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selves, and all of which tend to resist being made
more openly accountable to Parliament and to the
public under the law. They too must have their
social responsibilities clarified and be brought within
a framework of social control, if individual enter-
prises are to preserve their autonomy from undue
outside intervention. Effective measures are neces-
sary to regulate the financial institutions of the City
and the big trade unions, and to strengthen parlia-
mentary supervision over the civil service.

Second, I have already suggested the need for a
radical re-appraisal of the mixed economy as we
know it today, and a big change in our ideas about
the dividing line between the public and the private
sector. This point will be discussed further under the
heading ‘Money Science and Money Metaphysics’.

Writing of the pre-capitalist, pre-socialist age R. H.
Tawney said, ‘To found a science of society upon
the assumption that the appetite for economic gain
is a constant and measurable force, to be accepted
like other natural forces as an inevitable and self-
evident datum, would have appeared to the
medieval thinker as hardly less irrational or less
immoral than to make the premise of social philo-
sophy the unrestrained operation of such necessary
human attributes as pugnacity or the sexual
instinct.” That seems a fitting thought with which
to end this outline of the socially responsible, self-
governing enterprise of the post-capitalist, post-
socialist society that is now beginning to emerge.
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FINANCIALLY
RESPONSIBLE
GOVERNMENT

o much, then, for the social responsibilities of
S enterprises. The time is coming when under-
takings of all kinds, including industrial firms and
financial concerns, will no longer be organized and
controlled on the assumption that they exist to
maximize something called ‘profits’ for shareholders.
They will be expected to plan and manage their
activities in such a way that all the interested parties
can co-operate, with sufficient assurance that the
resulting benefits will be fairly shared. Moreover,
the country’s money system should be regarded as
society’s mechanism for allocating resources and
distributing purchasing power among its members.
This means that, like individual enterprises, the
financial system will be expected to operate openly
and accountably—to enable all concerned to see
for themselves that it is working fairly and efficiently.
I shall have more to say about that in the next
chapter.

‘We now turn, however, to the financial responsi-
bilitics of the government. Our hypothesis is that,
once industrial and financial concerns are openly
operating as socially responsible free enterprises—
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and meeting society’s needs within a clearly under-
stood framework of law and public policy, co-
herently designed and openly administered by
government authorities—it will become unnecessary
as well as undesirable for the government to inter-
vene in their affairs in detail. Further, we postulate
that government’s primary aim is not to maximize
at the national level something called ‘economic
growth’, corresponding to ‘profit’ in the business
context, but to provide a framework within which
economic and social benefits can be co-operatively
created and fairly distributed. So, like business
concerns and financial institutions, government too
will increasingly be expected to plan and manage
its activities openly and accountably—in this case
under the supervision of Parliament—in such a way
that all concerned can see for themselves how
economic and social benefits can be created co-
operatively and whether they are indeed being
fairly shared.

In other words, we postulate a three-tier model of
business, government and Parliament. Socially
responsible industrial firms and financial concerns with
a large measure of self-management will be expected
to do their business competitively and openly, in a
market shaped by a framework of law and public
policy openly administered by government departments
and agencies, under the supervision of Parliament—
which will itself be expected to work openly, for
example by broadcasting its proceedings and giving
the public access to them in other ways.

Against that background we nced to define the
responsibilities of government for using, maintaining
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and developing the money system as an effective
mechanism of collective choice and self-determina-
tion.

There are four separate, though related tasks for
the government in the monetary and financial
sphere.

First, it must plan and manage its own cash
flows. Public expenditure, taxation and govern-
ment borrowing are the cash flows under its
direct control.

Second, the government is responsible for the
efficient and proper working of the monetary and
financial system in society at large. It must carry
out the functions of central monetary authority
and take responsibility for regulating the financial
markets.

Third, the government must legislate as necessary
to protect the interests of those who deal with
financial institutions, just as it has a duty to safe-
guard the legitimate interests of all customers,
employees and investors.

Fourth, insofar as the financial services industry
is an important industry from the national view-
point, the government should pay regard to the
commercial interests of financial institutions.

We need to concern ourselves only with the first
three tasks; if they are properly carried out the
fourth will fall into place.
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Cash Flows
The diagram overleaf gives a simplified picture of
the government’s cash flows.

How are we to arrange for these flows of expendi-
ture, taxation and borrowing to be planned and
managed openly and clearly, in a manner accept-
able to all concerned? What procedures shall we
adopt for ensuring that the government plans and
manages them as instruments for settling and carry-
ing out agreed social and economic priorities at the
national level—in other words, as effective mech-
anisms of collective choice?

First, the channels through which money flows
should be clearly understandable to all; the amounts
flowing through them should be openly apparent;
and the resulting pattern of cash flows through
society should be visible to all as the reflection of the
pattern of social and economic activity that society
has chosen to develop, This means, for example,
that when the government wishes to provide finan-
cial assistance to people or organizations on grounds
of public policy, for example by subsidizing loans
for house purchase, it should do so openly by public
expenditure under parliamentary supervision. It
should not do so by distorting the financial markets
(for example, by giving special tax advantages to
concerns like ‘building societies’). It should not do
so by giving tax concessions that result in richer
people getting more assistance than poorer people.
It should not do so by borrowing money for itself
more cheaply than at the true market rates, whether
through the Bank of England or the National
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Savings Bank. Subsidies to lenders to encourage
saving, or to borrowers to encourage particular
forms of spending, should be made clearly out of the
public purse—if, indeed, they are necessary at all.

As well as ensuring that the mechanisms of
government spending, revenue raising, and borrow-
ing are clear and easily understood, it is also neces-
sary to arrange for these government cash flows to
be planned and managed and accounted for in a
manner which Parliament and the public can easily
understand. Briefly, the Treasury should be made
openly responsible and called to account for pre-
paring and publishing forward projections of public
expenditure, taxation, and borrowing five years
ahead, as background to its annual budgetary
proposals for expenditure, taxation and borrowing
during the coming year. As part of Parliament’s
regular annual routine these projections should be
examined as a whole by a new select committee on
financial administration, and then be debated by
the House of Commons. An arrangement on these
lines will give Parliament and the public an oppor-
tunity to consider and digest a five-year picture of
the government’s projected cash flows. Then, after
approval by Parliament in aggregate, the projected
cash flows should be examined in detail—by the
existing sub-committees of the Expenditure Com-
mittee which are concerned with such aspects of
government activity as Defence, External Affairs,
Trade and Industry, and so on; and by the new
select committee on financial administration as
regards the details of taxation, government borrow-
ing and monetary administration.
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In these ways Members of Parliament can satisfy
themselves and the public that the government is
managing its cash flows so as to meet its multiple
responsibilities to society and reconcile the conflict-
ing interests of society’s various sections. Decisions
about particular patterns and levels of public
expenditure, taxation and government borrowing
can thus be used to correct the distribution of pur-
chasing power and the allocation of resources that
would otherwise take place.

Social and Economic Planning

Most socialist politicians, Keynesian economists,
and left-of-centre academics and civil servants have
tended to assume that monetary and financial
institutions are by nature inefficient and perverse as
mechanisms of resource allocation, and therefore as
instruments of social and economic planning. They
have therefore tried to develop an array of more
bureaucratic methods of intervening directly in the
market economy. The Conservatives have tradi-
tionally been less certain about this, but under Mr
Heath’s leadership in the early 1970’s they appear
to have adopted the same approach.

We are exploring the contrary hypothesis, which
is as follows. The statutory framework for the
activities of business and finance is in need of radical
reform. The tax system likewise must be radically
changed and simplified. The financial and monetary
activities of government must be subjected to more
open scrutiny and investigation by Parliament and
the public. Senior officials of the Treasury, Gover-
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22:18 Of the Bank of England, gnd leading bankers
re u.ﬁnallciers in the commercial sector should be
c Oq red o discharge their stcwardshlp. for the

Untryg monetary and financial system with a new
perce:ptiOn of their public responsibilities. In those
condltions, the government’s control of its own cash
flows Under parliamentary supervision could become
ON€ of the most powerful instruments of economic
and Social planning that it would be possible to
'Magine or devise.

. 1OW, then, can we arrange to use cash flow plan-
TNE and management routines, carried out by
g0Vernment under parliamentary supervision, as
InStruments of social and economic planning? How
are we to develop these routines as mechanisms of
collective choice, for allocating resources and dis-
tributing purchasing power in a pattern acceptable
to all? How shall we use these mechanisms success-
fully for reconciling conflicting interests and dis-
tributing fair shares, instead of attempting to use
them unsuccessfully in pursuit of the single objective
of maximum economic growth? What arrangements
for ‘corporate planning’ are needed in central
government, comparable to those that will be
needed in socially responsible enterprises?

As a basis for discussion, let us postulate regular
annual arrangements on the following lines. Every
year there will be open, public discussions—perhaps
in the National Economic Development Council
(NEDC)—between representatives of government,
industry, trade unions and the financial institutions,
about the shifts in economic and social priority
that may be desirable over the next few years. These
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discussions should take account of PU.thhcd ccono-

: de by the Treasury for a period
mic assessments ma )

. The discussions should also
of five years ahead. o L 9
deal with possible future mo}’im?n S 1n PPICCT an
incomes, and in particular wit (}mnges in relative
incomes that may be desirable for one reason or
another over the next few yecars. Materl.al for dis-
cussion should include app.rmsals of POSS}blC future
movements in prices and incomes published by a
revived Prices and Incomes Bpard (or the new stand-
ing Royal Commission on Prices and Incomes).

These discussions in the NEDGC should .preced’e
and form part of the background to P.arhament.s
decisions—mentioned earlier—on public expendi-
ture, taxation and borrowing, projected five years
ahead and budgeted for the coming year. Th.os? are
the decisions that embody the relevant priorities.
For example, a decision to channel more resources
into education or public transport makes it pos§1ble
to raise the pay of teachers or rallwayl-nen ; whll.e a
decision to channel more resources Into housing
makes it possible to give a bigger subsidy to certain
categories of house purchasers, e.g. first time home
buyers.

These decisions by Parliament and government
will then be translated—through thé mechanisms of
public spending, taxation and borrowing—into
transfers of funds, and therefore transfers of entitle-
ment to purchasing power and the use of society’s
resources. If the monetary and financial system is
operating straight and fair, social and economic
priorities thus openly agreed by Parliament will
shape the environment for socially responsible enter-
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prises of all kinds, which may then be left to reach
their own decisions and shape their own priorities
in accordance with it. By this approach to economic
and social planning, the government can provide a
framework acceptable to society as a whole, in which
free enterprise can flourish in the public interest.
Thus socially responsible enterprise and financially
responsible government will mesh together as the
institutions for a socially united and economically
prosperous society.

Taxation and Financial Assistance

Taxes are money which society receives from its
members; benefits and other forms of financial
assistance are money which people receive from
society. The system of taxes and social security
benefits (and grants and allowances to industry) is
the whole set of rules that determines the amounts
to be paid. It thus affects the whole pattern of cash
flows through society, and forms a vital part of the
framework of public policy and regulation in which
individual people and corporate enterprises shape
their own activities. The system of taxes and benefits
ought therefore to be designed as a means of ensur-
ing that the total pattern of cash flows through
society reflects and contributes to the achievement
of accepted social and economic aims.

Looked at in that light, the present system of
taxation and financial assistance is badly designed
from almost any point of view. Tax concessions,
exemptions, and allowances are unjust, since they
give most assistance to those who are already best
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off and least to those who are worsy off. The fact
that income is taxed more heavily than increases in
wealth encourages people to seck SPeculatiye capital

2ins rathcr than h{gher Income. It the efore en-
Zourages investment in assets like land 45,4 property,
~.wellery and old masters, at the expenge of invest-
ment in productive enterprise to create peyy jncome
and wealth for the community. By thus encouraging
a flight from money, it helps to stimy]a¢, inflation.
It favours those w.ho inherit or otherwige take over
existing assets against those who create peyw wealth
for themselves and their fellow citizens, High mar-

inal rates of income tax at the top end of the scale
-re matched by high marginal rates at the bottom
end, so that poorer people—like pensioners—are
discouraged from working and find themselves
Jocked into a poverty trap.

The fact that companies are taxed on profits
paradoxically means that their expenditure benefits
from tax relief—unlike e).{penditure by individual
people out of their taxed income, or by the public
services out of taxes. This encourages wasteful
spending by companies; it unjustly favours organiza-
tion men in the so-called ‘private sector’ and
arbitrarily distorts the pattern of the economy in
favour of ‘private’ corporate activity against public
service and individual enterprise. Moreover, the
whole system of taxes and bcneﬁts—including tax
concessions, exemptions and allowances—has be-
‘come enormously complex. Its administration con-
stitutes a serious drain on society’s resources of
talent, many highly qualified specialists being
employcd either to collect taxes or help taxpayers
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to avoid them. Furthermore, since only rich
individuals and large companies can afford to
employ the services of these specialists, the balance
is tilted further in favour of the rich against the
poor and in favour of the large company against the
small. Meanwhile, financial assistance is given to
industry by the government in a wide variety of
forms, substantially offsetting the revenue taken from
companies in taxation. Finally, assistance is given
to individuals by the state in a wide variety of
different benefits and grants; many of these are
subject to means tests; many are administered by
different government agencies; in aggregate they
appear to fail in their purpose of alleviating poverty
and eliminating social injustice and social unrest.

Clearly, it would not have been easy to design a
set of rules determining the pattern of payments
between society and its members that was better
calculated to achieve the wrong results. But, of
course, the system has not been designed. It has
grown up piecemeal over many years, and it is now
ripe for fundamental overhaul.

The time has come to consider the possible advan-
tages of a drastically simplified system. It might
consist of three elements:

(1) a progressive annual tax on personal wealth,

(2) a substantial turnover tax or consumption
tax possibly on the lines of Value Added Tax
(VAT), and additional duties on particular
goods and services of a special kind, like
alcohol, tobacco and gambling—this being,
in effect, taxation of spending,
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(3) substantial flat-rate benefits, universally pay-

able as of right to every eligible citizen
(regardless of his wealth or income), in the
form of children’s and dependants’ benefits,
students’ grants, unemployment benefits,
sickness and disability benefits, householders’
benefits, pensions, and other similar kinds of
benefit—these being, in effect, ways of help-
ing people to meet their needs.

The following features of the present system would
then disappear.

(a)
(b)

()
(d)
(€)

(f)
(g

There would be no corporate taxation,
there would be no taxes on income or capital
gains,

there would be no death duties or taxes on
gifts and accessions,

there would be no taxes on labour and no
social security contributions,

there would be no tax concessions, exemptions
or allowances,

there would be no means tests,

) there would be no financial assistance to

industry.

Such a system could have much to commend it. It
would make possible any desired pattern of pay-
ments between individuals and the community. By
varying the relative rates of payment, it would be
possible to change that pattern from time to time
in accordance with political philosophies that put
different relative emphases on people’s wealth,
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people’s spending and people’s needs. It would be
a much simpler system than we have at present—
easier to understand and therefore fairer. It would
reflect the extent to which people command and use
the resources of society (their wealth and spending),
rather than the extent to which they contribute to
society’s well-being (their income). It would en-
courage personal enterprise and hard work, and
make it possible for young people to acquire
personal wealth by saving and investing what they
earn. It would reduce inflation by discouraging the
flight of money into unproductive assets. It would
discourage speculation in land and property—
thereby making land more readily available for
housing, farming and other economic and social
purposes. Such a system of taxation and benefits
might even be extended to give cash grants or special
credits to individuals for buying education or health
services, or to pay members of families to stay at
home and look after the young, the sick and the
clderly—thereby reversing the present institutionali-
zation of the public services.

Obviously we cannot move overnight to a new
tax and social security system on those lines. First,
it will have to become accepted that such a re-
shaping of the system is needed as part of the wider
task of reforming the money system to perform its
new social role. Next, it will be necessary to examine
the proposed system in detail: for example, to
explore with the aid of computer models the impact
of many different rates of taxes and benefits on the
pattern of cash flows through society; and to
examine the most practical ways of dealing with the

53



undoubted problems of valuation and assessment.
Only then will the third stage be possible—a steady
move, through a series of planned steps over a period
of years, to the new system.

To bring inflation under control; to stimulate
personal enterprise and hard work; to encourage
saving and investment in the creation of new wealth
and welfare; to promote social justice; and to relieve
poverty and distress—those are all aims that Parlia-
ment should be striving to achieve, quite apart
from the overriding aim of designing the money
system as a mechanism of collective choice. It
should therefore be a prime responsibility of Parlia-
ment in the coming years to speed the examination
and introduction of a new system of taxation and
financial assistance on some such lines as those
suggested here. Unremitting parliamentary and
public pressure on the Treasury and the Revenue
Departments may be needed, if progress is to be
made.

Financial and Monetary Administration

The second of the government’s main financial
responsibilities—after the planning and manage-
ment of its own cash flows—is to maintain the
cﬁicml}t and proper working of the monetary and
financial system in society at large. Government
slfl‘ould be responsible for seeing that the functions
gn 5h§1 cenltlralﬁ monetary authority are carried out
at the financial markets are regulated j

public interest. ¢ 1 the

The head of the central monetary authority
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ought to accept professional responsibility for seeing
that the country’s monetary and financial system
works efficiently and fairly. His first responsibility
should be to see that the value of money is main-
tained, and that monetary inflation is brought
under control. He should be asked to make sure,
if he can, that monetary inflation is not caused by
the ‘creation’ of too much new money at home, or
imported as a result of the declining value of this
country’s currency in relation to what we have to
buy from abroad. He should get his staff to work out
whatever new measures may be necessary to enablc
him to discharge these responsibilities properly.

It may prove desirable to change the present
methods of creating new money and regulating
interest rates. Perhaps new money should be
created only in the form of ‘special drawing rights’
issued by the central monetary authority itself, and
we should stop the credit-creating activities of
banks and other financial institutions. On the
foreign exchange side, perhaps the central monetary
authority should be expected to exercise more
stringent controls over the rates prevailing in the
foreign exchange market, and over the volumes of
business transacted in it. There is surely no point in
having a separate currency at all; unless it confers
a degree of monetary independence.*

* The ideas and suggestions made in this chapter are clearly
relevant to the problems of international monetary reform. I suspect
that the best hope of real progress in that sphere is to work from the
bottom up, by creating honest and efficient domestic monetary

systems under the single jurisdiction of individual governments and
by evolving those into a similar international system. But this needs

further examination.
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However, these are technical details. It is for tl}e
professional experts to examine them cqnﬁtructﬁve y
and openly on our behalf. We have a right to xnow
whether the country’s money system can provide
society and its members with 2 reliable way of
handling their transactions with one another, and
with a mechanism for allocating rcsogrccs a.nd pur-
chasing power according to people’s entitlement
and their choice. The head of the country’s central
monetary authority should therefore give a regular
account of his stewardship to Parliament and the
public, through the proposed new Pa.rhan'}cntary
select committee on financial administration. If
government policies make it impossible for him to
carry out his responsibilities, then he should resign.
If other factors make it impossible, he should explain
publicly what they are and he should put forward
proposals for dealing with the situation.

Tt is not unreasonable to look critically on various
aspects of the way in which the British money
systems works today. Inflation has been allowed to
become self-perpetuating. To some extent this is
due to the tax system. But in other ways too the
money system has acquired a built-in bias in favour
of borrowers against savers. It is also biassed in
favour of big people against small, and in favour of
those who run the system against those who use it.
For example, the government takes deliberate steps
to keep down the rate of interest paid to small savers
and depositors in National Savings, building
societies and banks, to enable itself to raise money
below the market rates. And the Bank of England,
which is supposed to be responsible as central
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monetary authority for safeguarding the fair and
efficient working of the country’s monetary system,
is also expected to manage the debts and new
borrowing of the government itself on a specially
favoured basis!

Patchy regulation of the financial markets leaves
the door open to abuse. Self-regulation by the Stock
Exchange, for example, prevents free competition
and is widely supposed to result in too much of the
money handled there being creamed off as fees and
commissions. Conflicts of interest exist quite widely,
and those who run the financial markets are
generally thought to manipulate them in their own
favour. Nobody really knows how much cheating
takes place. Scandals come to light from time to
time, and nasty things crawl out from under stones.
But little has to be disclosed, the rules and regula-
tions are obscure, responsibility for administering
them is diffuse, and many a stone is left unturned.

In all these various spheres of monetary and finan-
cial administration Parliament at present makes
little serious attempt to exercise its supervisory and
investigatory functions. The Treasury, the Bank of
England, and the City of London (and to a lesser
extent the Revenue Departments), are allowed to
constitute a solid core of closed government at the
financial heart of a supposedly democratic society.
The government is financially irresponsible, in the
strict sense of that word. This state of affairs is
wrong. It ought to be put right.



The Law

I noted in the previous chapter that recent develop-
ments in consumer protection law, c.mployee pro-
tection law, and investor protection (i.e. compar}y)
law, together with laws and regulations governing
the impact of industry on the environment and other
measures protecting the public interest, are grad-
ually building up into a comprehensive statutory
framework for business and financial activities.

The coherent development and effective adminis-
tration of this whole corpus of law is an important
task for government. The law 1is, at present,
especially under-developed on the financial side.
Investors, depositors, savers, insurance policy hol-
ders, borrowers and others who deal with financial
institutions, all need increased protection. Industrial
relations law has, of course, been a matter of political
controversy for some years.

It is, in fact, a revealing symptom of the double
standard adopted by top people in Britain at the
present time that the Labour and Conservative
governments of 1966 and 1970 should both have
spent so much energy and lost so much political
goodwill in trying to bring the trade unions within
the framework of the law. Not even the Labour
government seemed to realize the extent to which
the industrial and financial establishments were
also free from up-to-date statutory controls and
open accountability in respect of their public re-
sponsibilities. Company law is badly out of date.
The City of London proudly maintains the merits
of self-regulation—just as the trade unions do—
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and has always argued fiercely against statutory
controls over banking and the Stock Exchange. It
has needed the resistance of the trade unions to the
Conservative government’s Industrial Relations
Act to demonstrate that what is sauce for the trade
union goose will have to be sauce for the gander in
the boardroom and the banking parlour too. All
these big baronies should be brought within an
up-to-date framework of law.

That, then, is the way forward on the legal side—
to develop the existing fragments of company law,
employment law, consumer protection law, and
financial and banking law, into a well-designed and
coherent framework of regulation for business
activity. This will provide the statutory backing
for the kind of socially responsible, self-governing
enterprise outlined in the previous chapter. Again,
it will be Parliament’s task to prod the government
into accepting its responsibilities. It will also be
Parliament’s task to satisfy itself that the laws are
being properly administered by the government
agencies designated for that purpose.

While ministers and officials in the departments
of central government (such as Trade, Industry and
Employment) should be held responsible for framing
the legislation and carrying it through Parliament,
the actual administration of the laws and regula-
tions thus created should be devolved to semi-
autonomous government agencies. These agencies
will include: first, a Companies Commission and a
Commission to regulate the activities of banks, the
Stock Exchange, insurance, and other financial
activities; second, a Commission on Industrial
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Relations; and, third, the Directorate-General of
Fair Trading. They will thus cover the interests of
investors, employees, and customers, and see that
all those interests are effectively protected accord-
ing to the provisions of the law. The situation in
which a Labour government insists on a Companies
Commission and refuses to have a Commission on
Industrial Relations, while a Conservative govern-
ment insists and refuses vice versa, is just plain
absurd.

In the previous chapter I described money as the
scoring system and laws as the rules of the game. I
suggested that the legitimacy of managements in
socially responsible, self-governing enterprises needs
to be validated within a framework of control that
ensures fair and acceptable treatment for all the
parties involved. This chapter has been concerned
with the government’s responsibilities.

To summarize so far. The government should
accept full responsibility for drawing up the rules
of the game and administering them; for designing
the scoring system and supervising the score-keepers
so that the system operates fairly and straight; and
for settling social and economic priorities at the
national level and seeing to their implementation—
using its control of government cash flows as the
mechanism of collective decision and action in this
respect. The legitimacy of government in discharg-
ing these responsibilities must be continually re-
established, by discharging them openly under the
supervision of Parliament and the public and by
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sccuring the consent of Parliament and the public
to what is done. If those responsibilities are properly
carried out, socially responsible business concerns
and financial institutions will be able to act freely
within the framework of law and public policy thus
laid down, the public interest will be served, and
detailed intervention by the government will have
become unnecessary. But an honest money system
is a prime requirement.
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HONEST MONEY

sE new social role of money is to provide society
Twith one of its most important mechanisms of
collective choice. In the two previous chapters I
have outlined how the planning and control and
distribution of flows of money can be used as such a
mechanism, first at the level of the enterprise and
then at the level of national government. In this
chapter 1 shall try to suggest how the qountry’s
money system could be made to work straight and
fair.
I have said that the money system is a scoring
system. It is 2 calculus of value, an accounting
system, which indicates the entitlements of people
(including organizations) to purchasing power and
thus enables us to recognize the claims they may
make on socicty’s resources. Using the institutions
that operate the monctary and financial system
(banks, insurance companies, stockbrokers, and
so on), people can trade present for futurc purchas-
ing power over time as suits them best, and prepare
themselves or their successors for untoward cvents
such as accident or death. In other words, the
monetary and financial system makes it possible
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fglllolltdtl"lduals and organizations and society as 2
into theo Channe] the resources at the:n’ com{nand
aACtivities of their choice at the time desired.
buyin € Visualize the flows of money Fhat a.rise from
.18, Selling, investing, borrowing, insuring,
paying taxes, receiving taxes, and so on, we see that
¢ hc§e.m0ney flows—or cash flows—to and from each
mleldual, to and from each enterprise, and to and
from the government itself, reflect the patterns of
their ACtvities jn relation to one another and the
rest of SOciety. By planning and managing those
cash flows successfully, all concerned should be able
to plan apq manage the complex totality of their
aclVIties so that they interact acceptably with one
another. T, government, by planning and manag-
g s cash flows successfully should be able to
Carry out jts complex range of tasks coherently, in
accordance with social and economic priorities
dfamocratically laid down. An enterprise, by plan-
ning and managing its cash flows successfully should
be able to discharge its multiple responsibilities, in
accordance with jts agreed priorities. An individual,
by planning and managing /is (or her) cash flows
successfully, will be helped to pursue his aims and
objectives while meeting his various obligations to

other members of society.
The money system is, in fact, what economists

call a resource allocation system. Every society must
have such a system. In totalitarian countries it
tends to be highly centralized, operating largely by
instructions coming down from the top. In market
economies it is decentralized, operating at lcast in
theory through a multitude of independent deci-
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. In the self-governing democracy of the post-
SlOn'st'alist and post-socialist society, where we want
cap, ncourage social responsibility and personal
ol er rise, we shall clearly want the money system
ente I;rate fairly, openly and accountably, like the
oa?}iinery of government itself. We shall want 1t

reflect the values and honour the due claims of
Y se who use it, whether at the level of society as a
thl(:ole, at the level of the enterprise, or at the level
wf the individual. We shall want it to work uncor-
° ted by the interests and aims of those responsible
rup running it; and we shall want the latter to be
foéblicly accountable for the way it works.
P'} enin had clear ideas about the banking and
fnancial system: ‘A single state bank on the largest
scale, with brapchcs in every rural district, in every
factory——that is already mne-tepths of a socialist
apparatus: It means book-keeping for the who}c
state, measuring and checking the output gnd dis-
¢ribution of goods for the whplq state; it is, sO to
speak, the framework of a socialist soc1ety." Up to
a point that approach is relevant. But as it stands
it is altogether unacceptable. Even 1f it were
theoretically desirable, in practice a smgle.(.:en-
tralized state bank is not a feasible proposition.
Financial institutions, like other enterprises of all
kinds, have to be run by human beings. They will
work best and will most effectively provide the

_financial services needed by their customers and by
society, if they operate in an open, plural environ-
ment which will enable them to compete fairly
with one another and give maximum scope to the
energies and aspirations of their employees. Cen-
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tralized state socialism is no better in practice than
socially irresponsible capitalism.

In considering the money system as a scoring
system, we have to remember that the game of life
differs from games like cricket or football. There the
object of the exercise is to make as big a score as
possible; comparatively few people dedicate their
lives whole-heartedly to making as much money
as they can. Most people are content if they main-
tain their score at an acceptable level. Most people,
then, think of money as something that contributes
to their needs. They want enough of it to satisfy
these needs, and they want to manage its incoming
and outgoing conveniently, but they do not want
to spend most of their time and energy thinking
about it or working at it. For them there are more
important things in the game of life than the score,
and their most vital relationships with other people
are conducted largely outside the cash nexus.

Something similar can be said of most companies
and institutions, whatever the traditional theory of
the firm asserts. They are in business to make cars
or television sets, or to provide an education service
or a medical service, or to make some other con-
tribution to the total provision of goods and services
that society needs. They are not in business for the
primary purpose of making as much money as
possible.

It is because most people do not want to spend
too much time worrying about the score, that the
integrity and reliability of the money system as a
scoring system is so important. In examining the
financial system from this point of view, five
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separate functions must be distinguished. I shall
discuss these in terms of British ﬁnanc1a.l institutions,
but the five-fold division of functions is universally
applicable. ) )

First, there is the score-keeping function per-
formed by the current account activities of th.e
clearing banks and the Giro. Second, there is
the function of scorekeeper-in-chief performed.by
the Bank of England as central monetary authority.
The clearing banks and the Giro hold accounts for
all their customers, and the central monetary
authority holds accounts for the clearing banks and
the Giro. Between them they thus provide a system
for keeping and exchanging scores between all
account-holders in the country. It is their job, and
especially that of the central monetary authority
(which also issues the metal and paper tokens that
we call coins and banknotes), to see that the whole
scoring system works.

"The third function is performed by a wide variety
of traders and brokers who create a market in money
and financial claims of all kinds. The individuals and
companies trading in this market (who include every
kind of financial institution ranging from banks,
building societies, insurance companies, and unit
trusts to stockbrokers) provide  a theoretically
infinite variety of ways in which a certain amount of
money can be paid today for the right to receive a
. different amount at a later date; or in which,
conversely, money can be received today in return
for an obligation to repay a different amount later.
The actual amount of money to be received (or
repaid) later, and the actual date, may be either
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specified in advance or determined by the occur-
rence of subsequent events, as agreed in the terms
of the bargain. For example, the repayments of a
personal loan from a bank or the repayment on
maturity of a (without profits) endowment policy
will be predetermined both as to amount and as to
date. The repayments in respect of a purchase of
equity shares or of a building society mortgage will
be predetermined as to date, but will be later deter-
mined as to amount according to how well the
company has done or what the future levels of
interest are. The repayment of a life insurance
policy is predetermined as to amount, if it is with-
out profits, but its date is determined by the date on
which the policy-holder dies. Finally, there are
repayments such as those in respect of most
insurance policies, in which both the amount and
the date of the repayment are determined by the
extent of the damage or loss that is suffered and the
date on which it occurs.

The logical principles underlying this market in
money and financial claims are clearly very simple:
money today can be received or paid in exchange for
rights to money in the future—the amount, date and
conditions of repayment being decided by the terms
of each particular bargain. Computer people go sO
far as to say that, in theory, it might one day be
possible to handle every financial transaction
through a single computerized system: each bargain
could be uniquely described by stating its defining
characteristics—the parties to it, the amounts, the
timings and the conditions of payment and repay-
ment. At the same time, the system could be
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Straightf:Ol“WardlY controlled; permissible types of
transaction. could be clearly described in statutes
and regulations by reference to their defining charac-
teristics; the constraints thus imposed could be
applied 10 the forr.n of a computerized check on all
transactions; and impermissible transactions would
be automatlf:ally rejected.

For praCth?{l purposes in the foreseeable future,
ideas of that kind are somewhat far-fetched. Finan-
cial institutions evolved historically in a piecemeal,
muddled, higgledy-piggledy way, just as one would
expect. As a result the money system now consists
of a large n}lmber of self-created specialisms, com-

lex and dlfﬁcult for the outsider—the ordinary
citizen Or businessman or even systems analyst—to
understand. Deposit banks, building societies,
savings banks, finance houses, insurance companies,

ension funds, investment trusts, unit trusts, national
savings, merchant banks, issuing houses, discount
houses, money market dealers and brokers, stock-
prokers and stockjobbers, bondbrokers and bond
dealers—these are among the kinds of people and
institutions in the City of London that trade in
financial claims. Their critics would say that they
have woven a web of mystique around their basically
simple services; that they have mostly built a good
living on the charges—overt or covert—that their
customers have been prepared to pay; and that their
activities have been shielded for too long by the
high priesthood in the Bank of England, protecting
them from the prying eyes of the great unwashed.

But few people would seriously suggest that we could
computerize the lot.
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The complexity of the financial markets gives
rise to the fourth and fifth functions performed by
the financial sector—the provision of financial
advisory services and financial management services to
guide organizations and individuals through the
money jungle. For many years these services have
specialized, for example on investment advice or
investment management. Recently the trend has
been towards more comprehensive financial ad-
visory and management services. Customers are

_helped to plan and manage their inflows and out-
flows of money as a whole, taking account of all their
potential sources of revenue and all their potential
commitments at various future dates.

This reversal of the trend towards specialization
marks a turning point in the development of the
financial system. In the field of professional financial
advice, bankers, accountants, tax lawyers, invest-
ment advisers, insurance brokers and financial
planning consultants have been trespassing more
and more into one another’s fields. At the same time
the old demarcation lines between different financial
institutions (deposit banks, building societies, savings
banks, finance houses, merchant banks, insurance
companies, unit trusts, pension funds, and so forth)
have been breaking down. The 1973 Report on
London’s Future as an International Financial
Centre by the Inter-Bank Research Organization
discussed these developments and pointed out one
of the main problems they pose: ‘The Government
will soon be driven to consider how far the present
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trend towards all-purpose financial institutions
should be encouraged and allowed to go. It clearly
should not be arrested on the basis of obsolete d}s-
tinctions between traditionally-labelled .ﬁnanc1a1
institutions, whether imposed by restrictive prac-
tices on the part of the institutions themselves or by
restrictive regulations on the part of Government.
New criteria will be needed to determine what kinds
of financial business may and may not be carried
out by which institutions, based on a fresh review
of public policy in regard to such questions as
conflict of interest and concentration of economic
power.’ .

I believe that this question of conflicts of interest
is of greater importance than the authorities admit.
We have distinguished five separate functions in
the operation of the country’s monetary and
financial system: current account banking (or
score-keeping); central monetary authority (or
score-keeper-in-chief) ; trading in financial claims;
providing financial advice; and providing financial
management. If any organization carries out more
than one of these five functions there is risk of a
conflict of interest leading to unfair practice. This
does not necessarily mean that all such combina-
tions of activity should be forbidden. In some cases
they certainly should be. In others, full disclosure
of the transactions being carried out will probably
provide sufficient safeguard against malpractice.
But disclosure must be properly enforced.

In exploring these questions in the next few years,
reformers of the financial system are likely to find
the model of a scoring system a fruitful source of

70



ideas. Game theorists, operational research scien-
tists, and mathematicians with computable models,
should be able to investigate how we would set
about making the money system work fairly and
efficiently if it were a scoring system for a game.
There are a number of particular areas on which
they might throw light: first, what would be the
effects of using different methods to increase the
total score available to the competing players (creat-
ing credit, increasing the money supply)? Second,
which conflicts of interest are harmless and which
are not? Third, what prohibitions and conditions
should be introduced to regulate such conflicts?
And, fourth, what rules—to be adopted in the
course of international monetary reform—should
govern interchange between one currency (one
scoring system) and another? However, the main
point is this: if the scoring system is badly designed,
if the score-keeping is unfair or inefficient, if the
score-keepers and powerful players are suspected of
cheating—then the character of a game suffers. In
exactly the same way, the quality of the national
life deteriorates when people lose confidence in the
money system and come to believe that those
responsible for operating it are manipulating it in
their own interest or are cheating in some other way.
Inflation is a striking example of this. At the time
of writing the annual rate of inflation in Britain is
pbetween 15 and 20 per cent. It has become self-
reinforcing. It is economically damaging and
socially unjust. If allowed to gain momentum, it
could lead to serious breakdown in the fabric of
organized society. What can we do to halt the slide,
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.o d therefore be
so that money will retain 1ts Valu?nansystem and an
able to function as a reliable sCOl'Logice?
honest mechanism of collective ¢ :

than they explain. It is cause€ anfl eﬁ‘efct, Sﬁflpfg
and disease. One has the impression ol pro en;nsi-
widely ramified that no on€ n_CCd accept re}fp -t
bility for solving them. For this reason wclkavbout
clarify what we are aiming at when we ta la 3
inflation. We must try to reduce the problem to

anageable . . .
" Inﬂgation nfloel:;ls that the value of money is dechq-
ing in relation to the goods and services 1t buys. This
is happening because the ayml.a‘plhty of money 13
rising faster than the availability of goods an
services. That is happening because, in aggrcgate,
society’s members are insisting on getting Increases
in money greater than the increases in goods and
services they are creating. N

One of the most distinguished of British econo-
mists, Lord Robbins, recently remarked that the
remedy for inflation is ‘to stop the excess of aggre-
gate expenditure which is its cause’. Clearly that
statement points us in the right direction, but by

itself it does not take us very far. We want to know

" what to do, in order to stop the excess of aggregate
expenditure.

There is surely no hope that esoteric technical
measures will provide the answer. The most obvious
of these is the suggested return to a gold standard.
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More complicated variants of the same idea are that
money values should be founded on a mixed package
of basic commodities, including such things as gold,
oil and wheat. The trouble with these ideas is three-
fold: they cannot be adopted without the political
will to tackle the problems of inflation inter-
nationally; they raise tiresome political problems of
their own, such as the fact that South Africa and the
Soviet Union are the world’s two leading producers
of gold; and they do not carry conviction with
growing numbers of educated and sceptical people,
who regard gold as a superstition and dislike the
idea of strengthening the powers of the international
monetary priesthood.

Then there is ‘monetary correction’, including
‘indexation’. These terms mean that inflation is
accepted as a permanent feature of life, but that the
monetary values of items like savings, bank deposits,
wages, pensions, taxes, rents and so on, right across
the board,  are adjusted or revalued from time to
time to compensate for the fall in the value of money.
Brazil is the country usually quoted as having intro-
duced indexation successfully. The claim is made
that in Brazil indexation has not only mitigated the
effects of inflation so far as particular categories of
vulnerable people (like pensioners) are concerned,
but has also reduced the rate of inflation generally.
On the other hand, ‘threshold agreements’—under
which wages rise automatically when the cost of
living index rises—have recently added to the
inflationary spiral in Britain.

One cannot deny that schemes to palliate the
symptoms of monetary inflation may be desirable
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in the short run—including such things as threshold
agreements, index-linked savings and pensions, :'md
inflation accounting. But they do raise serious
problems of their own, and they can contribute to
further inflation. They certainly complicate every-
thing. However, the reason why they cannot work
as a general remedy for inflation is simply that they
could only work if the underlying problem had been
solved already, in which case they would be un-
necessary. The reason why the money system (i.e.
the scoring system) loses credibility by inflation is
that in aggregate we all insist on having more than
our fair share; the powers-that-be cannot hold out;
and the score-keepers feel they have to print more
money. To suppose that the score-keeping authori-
ties would be able to arrange for everybody’s score
to be adjusted subsequently in the complicated
manner proposed under ‘indexation’, and that this
would restore fair play, assumes that the authorities
have enough power to insist on fair play in the
first place.

A different remedy for inflation is proposed by
traditional advocates of monetary control. Right-
wing economists and politicians, like Mr Enoch
Powell, together with bankers and financiers, tend
to argue on the following lines: if the flow of cash
through the economy is slowed down by the central
monetary authority cutting back on the ‘supply’ of
money, companies will not receive cash flows suf-
ficiently high to enable them to pay all their exist-
ing employees. Unemployment will result. Higher
levels of unemployment will check inflation, because
as customers the unemployed will exert less pressure
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on prices and as potential workers they will reduce
the pressure on salaries and wages. Deflation can
thus be imposed.

In the past, it seemed that high levels of un-
employment did indeed go together with monetary
stability, and low levels of unemployment with
high rates of inflation. However, that correlation
no longer appears to obtain. More importantly, I
do not see how we can justify deliberately creating
the social distress and unrest that goes with high
unemployment, even for the sake of restoring a
stable currency. Conservative economists are right
when they say that inflation is an injustice between
man and man, and a dishonesty between govern-
ment and people. But they cannot be right when
they propose to cure it by inflicting a further in-
Jjustice on millions of vulnerable people. The remedy
must involve the creation of a fair and honest money
system. That implies an end to profit maximization
as a principle of business activity, together with the
changes in the tax system and other reforms of
financial administration proposed in the previous
chapter. Responsible action by the central monetary
authority will then take its place as one of a number
of measures contributing to socially responsible
enterprise, financially responsible government, and
an honest money system. To clinch the matter, the
Powellite remedy is now impracticable. For the
present, the trade unions hold the dominant political

ower in our society. They simply will not accept
the ‘I’'m all right, Jack’, ‘devil take the hindmost’
philosophy of the banking and financial establish-
ment and the right-wing politicians.
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remedies for the problem of

. The three I;rlofggfrieﬂy discussed—gold, indexa-
inflation that ltaI'Y deflation—have one thing in
:t:?;ll,m Zrllldwﬁlizﬁitultiﬁes them all. They are imposed
solutions. They assume the existence of powers-
that-be p-ossessi ng the authority to solve the problem
from outside. But our society is no longer like that.
: e from within. Unless they

i t com -
53111111: ?1111 Sth;n i};m of self-controls, they will not come

at'lzil}h_»se self-controls are those I have outlined

already—at the level of the entchrisc, in govern-
ment, and in the money system itself. The only
cure for inflation is tO cstabhsl} methqu of business
management, methods.of setthng socgal and econo-
mic priorities including relative incomes, 'and
methods of dealing with money a}nd financial claims,
that are widely accepted as rc}lable and fair. This
involves reforming all our main economic institu-
tions—business, finance, government, and com-
mercial law—so that they constitute a valid
institutional framework for self-governing people.
This will enable people to satisfy themselves that
what is being done is fair. Only then will they be
prepared to desist from the inflationary struggle to
keep up with the Jones’s, in order to make sure of
getting fair shares—or more than fair shares—for
themsclves. An honest money system will only be
restored in a socicty which is seen to be just and fair.



MONEY SCIENCE AND
MONEY METAPHYSICS

KEYNES’ judgement, that ‘practical men who
believe themselves to be quite exempt from any
intellectual influence, are usually the slaves of some
defunct economist’, will no doubt continue to be
true at least for some time. Nonetheless. I have sug-
gested that a scientific revolution in government
and finance is taking place. Moreover, I believe
that the new conceptual model of the money system
which I am putting forward is genuinely scientific.
Incvitably, thercfore, in developing this model we
must expect to have to jettison a good deal of intel-
lectual lumber in the shape of metaphysical notions
inherited from the pre-scientific past. Among these
notions are ‘profit’ and ‘economic growth’; ‘capi-
talism’ and ‘socialism’; the ‘mixed economy’ or
‘split society’, with the ‘public’ and ‘private’ sectors
dcfined in their present form; and the strange idea
that extractive and manufacturing industries make
wealth, while service industries and occupations
consume it. Even the idea, implied by the use of
terms like ‘money flows’ and ‘cash flows’, that
money is a physical stuff with physical characteristics
like ‘velocity’ and ‘supply’ will become suspect,
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once we accept that the money system 1s an account-
ing and decision system. )

Schumacher has said, ‘The task of our generation,
I have no doubt, is one of metaphysical reconstruc-
tion.’ That applies to money no less than to other
aspects of the man-made world. Let me try to suggest
the kind of thing it will mean.

Lord Kelvin’s famous saying, ‘When you can
measure what you are speaking of and express 1t 1n
numbers, you know that on which you are dis-
coursing, but when you cannot measure 1t and
express it in numbers, your knowledge is of a very
meagre and unsatisfactory kind,” applies to the
sphere of action, no less than the sphere of know-
ledge—to the affairs of society, no less than those
of natural science. If we are to make collective
choices in complex social and economic affairs, we
need a common quantitative calculus of value. The
money system is that calculus. If our choices are to
be valid, the calculus must be reliable. It must work
straight.

At first sight, the fact that money values are man-
created may seem to make it difficult to take a
scientific view of money at all. But in the physical
sciences, too, there are problems about establishing
standard measures of distance, time and weight on
which the validity of physical measurements can
be based. It is true that establishing the validity of

.the money system has always proved much more
difficult, but that is no reason for not approaching
the problem scientifically. In the past the validity of
money values has often rested on superstition and
authority. In our more sceptical and democratic
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age the validity of the money system can be estab-
lished only by widespread public agreement that it
does indeed work fairly and reliably as a mechanism
of collective choice. That is now the way, and the
only way, that money values can be established as
‘correct’. In a self-governing society the money
system must be self-validating, as must the system
of government itself. That must be the starting point
for a scientific understanding of the money system.

Scientific revolutions threaten the institutional infalli-
bility of the priesthood. It is not wholly frivolous to
pursue that thought in the present context.

Where the money system is concerned, at least in
Britain, the priesthood consists of three main orders:
there are Treasury officials and other officials of
central government; there are the central bankers
in the Bank of England; and there are the financial
wizards in the City of London. The priesthood is
supported by various theological schools, of which
the Keynesian and monetary economists are prob-
ably the most important. Finally, there is a variety of
well-paid craftsmen acolytes, including commercial
bankers, commercial lawyers and accountants.

According to existing standards of public and
professional life, most Treasury officials, Bank of
England staff, City people, economists, bankers,
lawyers and accountants are people of intelligence
and ability whose sense of public and professional
responsibility is high. Given the present system,
no one would be likely to do better, and there is no
need to find fault with them. One understands the
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practitioners’ insistence on working 1n a CI_OSCd an;i
secretive environment and onc sympathizes Wlt.l
their insccurity at the prospect of change. T{ casury
officials, for cxample, genuinely fear that, if they
were to publish their forecasts of future rises in
incomes and prices, they wou'ld Fhereby accialer?te
the rising trend. Basically, theirs 1s an authon‘tarlan
philosophy. They are accustomefi to c!o their best
in a closed system. Even when 1t begins to break
down, they genuinely fear that an open sYstem
would be worse. Similarly, one respects the.lptel-
lectual subtlety and stamina of tbe theoretn.:lans.
Given that we are not yet institutionally equipped
to handle economic problems satisfactorily, econo-
mists should not be criticized personally for doing
the best they can.

At the same time, the idea that today’s financial
and economic experts are at the priestly, pre-
scientific stage in the development of their calling
is attractive.

The defensive attitudes of the Treasury, the Bank
of England and the City of London can be inter-
preted as typical of a self-perpetuating priesthood
in decline. They secem to have reacted with un-
disguised hostility in the 1960’s and 1970’ to
various attempts to penetrate the mumbo jumbo
and crack the closed systems of public and com-
mercial finance. They have had to be winkled and
- bludgeoned along the road towards a more open

system. Disclosure of ‘true profits’ by the big banks
and the publication of accounts by the Bank of
England had to be politically imposed. In many
ways it is remarkable that in a democracy the
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Treasury, the Bank of England and the City of
London should have been allowed to work in secret
for so long.

Turning now to the economists, it is not unfair
to the Keynesians to say that they have been scepti-
cal about the importance of money. They have
largely ignored the monetary and financial system
as a mechanism of social choice and resource
allocation, because it has worked so badly. They
have concentrated on developing new decision
procedures, in parallel with the money system,
based on such concepts as ‘real’ resources, ‘real’
goods and services, ‘real’ growth, and ‘cost/benefit’
analysis. Unfortunately, since money is the only
possible ‘language’ available to human beings for
discussing social and cconomic values quantita-
tively with precision, the Keynesian economists
have been unable to break through the language of
money to a world of ‘real’ values, however hard they
have tried. They have been up against an impene-
trable conceptual barrier similar to the one en-
countered by the philosopher Wittgenstein.
Understandably they have ignored Wittgenstein’s
advice, ‘whereof thou canst not speak, thereof thou
shouldst keep silent’. But, as a result, they have
created a fantasy world of economics. They have
learned to solve its problems, but not those of the
world in which we actually live.

The monetarists seem to have been caught up in
somewhat different, though nonetheless misleading,
metaphysical assumptions: first, that money is to be
studied as a physical commodity; second that the
important thing is to measure and analyse how the
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, system of the day actually works; and third
moncy Sy roblems can be solved without

that monetary - .
changing the decision-making systems actually used
in the real-life world of institutions, people and
politics. As 2 result, the a_bstruse calculations and
heated discussions of twentieth-century monetarists
about the ‘velocity’ and ‘SUPPIY’ of money are some-
times reminiscent of the disputes of the medieval
schoolmen about the physical attributes of angels.
hools of economists, Keynesians

Thus both main sC
pear to have become side-

and monetarists, 2P .
tracked into out-of-date metaphysics, though in

rather different ways. Neither kind of economists
have become monetary systems engineers. If a
cybernetic model of the money system is adopted,
according to which money 1s one of the regulating
mechanisms of a self-regulating society, the econo-
mic scientists of the future will have to be monetary
and financial reformers. Their prime concern will
be to improve the money system as an accounting

system for society.

We now turn to profit and economic growth. Argu-
ments normally revolve round whether these are
good or bad. I believe that such arguments are
becoming increasingly meaningless, and that the
notions of profit and economic growth are becomin

increasingly irrelevant to the modern world. This i%
because they are metaphysical notions, reflectin

the circumstances of the past but not th’e reality ogf

the present.
When the world still seemed very large and the
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activities of men were small in comparison, the idea
of profit was developed to account for what hap-
pened in agriculture and merchant venturing.
During one season the farmer could certainly create
a surplus; if the harvest was successful, he had more
corn and cattle at the end than at the beginning.
During one voyage the merchant venturers could
create a surplus too; if they were fortunate, their
ship returned full of pepper or silver of a consider-
ably greater value than their outlay. In the early
days of the industrial revolution the factory owner
was operating not unlike the farmer or the merchant
venturer—as an outside intruder in an open-ended
world of markets and resources with no apparent
limits to growth. He too was hoping to take more
out of the system than he put in. So the idea of
profit was extended to manufacturing operations
too. In due course it was extended by analogy to
society as a whole. in which context it became known
as ‘economic growth’ the assumption being that
we can all get more out of the system than we put in.
The modern world, however, is quite unlike that
of 400 years ago. So are the organized activities of
people. The fabric of modern society is closely inter-
dependent, and it is now accepted that the world’s
resources are limited. Human society must therefore
operate as a finite system made up of closely inter-
locking elements, not as if its members were
individual particles in open-ended space. In these
circumstances the ideas of profit and economic
growth cannot be universally applied. Profit and
economic growth could only be achieved by some
people—and by some generations—at the expense
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of others. In these circumstances it seems sensiblq to
discard the idea that it is possible to make something
out of nothing, to create a surplus of value over and
above what existed before. It will be better to adopt
the contrary assumption that a business, In trans-
forming labour and materials into a product or a
service, cannot create a value greater than the total
value of human effort, raw materials, mach}nery,
premises and land that are used or used up in the
transformation process. Significantly, the idea that
a transformation process can give off a ‘SLII'PII:IS’,
and create values greater than those existing
previously, runs directly counter to normal scient}ﬁc
thinking. For example, we all accept that according
to the laws of thermodynamics new energy values
cannot be created; what happens is that existing
energy is transformed or transferred.

In practice, of course, accountants and econo-
mists are already finding profit and economic
growth more and more difficult to quantify satis-
factorily. The difficulties that arise in calculating
them, in reaching a ‘true and fair view’ of profits
and in establishing the ‘costs of economic growth’,
are well documented. In particular, the methods
used for calculating national income and national
product are full of absurdities. Moreover, as cal-
culated, profits and economic growth both appear
to have been declining, or failing to rise fast
enough, at least in Britain. Conventionally, this is
regarded as a serious failure. But future historians
may well interpret it in a different light—as a half-
conscious shift towards a new set of institutional goals
and concepts.

84



Against that background the conflict between
capitalism and socialism becomes as pointless as the
old religious wars. The conflict has been about who
shall be entitled to the supposed surplus created by
industrial activity: does the surplus derive from the
contribution made by capital? or from the contri-
bution made by labour? But if we decide that the
concept of a surplus is redundant, that conflict
becomes redundant too. The cash flowing into an
organization must be kept in balance with the cash
flowing out, and procedures are required for dis-
tributing the outgoing cash flows fairly among all
concerned. Accept that convention, and you have
the conceptual basis for a post-capitalist and post-
socialist society.

The materialist philosophies of capitalism and
socialism have both held that to extract the world’s
resources and manufacture things is to create wealth,
whereas to provide services for people is to spend
wealth. Today this looks like yet another meta-
physical notion which should be firmly discarded.
It is related to, though it only partly corresponds to,
the supposed distinction between the public and
private sectors. The proposal that taxation should be
limited to taxes on spending, together with a tax on
personal wealth, will help to dissolve both distinc-
tions. I am not arguing dogmatically that the pro-
vision of services to people is to be more highly
valued than the production of material things,
though in advanced countries the future may well
lead in that direction. I am simply saying that
individuals, organizations, and (at government
level) society as a whole, ought to be allowed to
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allocate their resources and distribute their pur-
chasing power between goods and services as they
decide is best. Their choices should not be dlstortf:d
by institutional factors based on the metaphysics
of the past.

A valid money system, as I have said, will evolve
only as part of a valid institutional framework for a
self-governing society. Our exploration of the new
social role of money has thus been largely concerned
with the second order questions lying behind
politics, government, business and finance. The
theme has been that business and finance should be
institutions for reconciling multiple interests of a
specific kind rather than institutions for pursuing
single objectives of a nebulous kind. There is a
direct counterpart in the parliamentary and poli-
tical sphere. To illustrate it I refer to Britain only,
but comparable developments have been taking
place elsewhere. The underlying stresses and changes
are world-wide.

British politics in recent years has been based on a
two-party system. The party of capitalism and big
business has opposed the party of socialism and the
big trade unions. During such a period of time the
two-party system comes to be accepted as part of
the natural order. The adversary system is supposed
to give ‘strong’ government.

At the time of writing, the whole political spec-
trum in Britain is confused. The Conservative party
is disorientated. The Asquithian parliamentary
Liberals are at odds with the community activists
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at the grassroots level in their party. The Labour
party’s fagade of unity and moderation has cracked
and deep divisions are apparent between the reform-
ing social democrats on the one hand and the so-
called Marxists and hardline trade unionists on the
other. The nationalist movements in Scotland,
Wales and Northern Ireland are now more strongly
represented in the Westminster parliament than ever
before, and no one quite knows what they are going
to do.

It seems quite likely that we are entering a period
of multi-party parliamentary government. Parlia-
ment’s role will then be to reconcile a multiplicity of
specific interests, maintain a continuing balance
between them, and thereby validate the administra-
tion of the day—much as supervisory boards in
business will be expected to validate the role of
management. The death throes of the old meta-
physics will thus be seen in the Houses of Parliament
and on the hustings, as well as in the boardrooms of
industry, the banking parlours of the City, and the
corridors of Whitehall.

We conclude this discussion with a reference to
political philosophy. Among political philosophers
it seems that the ideas of justice and fairness are
now taking precedence as the basic political ideas,
over the idea of utilitarianism in its various forms.
According to utilitarianism, a society is thought
to be ‘rightly ordered, and therefore just, when its
major institutions are arranged so as to achieve the
greatest net balance of satisfaction summed over
all the individuals belonging to it’. Utilitarianism
thus proposes a single objective—to maximize the
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net balance of satisfaction, which is a nebulous meta-
physical concept rather like profits or economic
growth. With John Rawls I prefer the idea of
justice as fairness. I agree with him that ‘a just social
system defines the scope within which individuals
must develop their aims, and it provides a frame-
work of rights and opportunities and the means of
satisfaction within and by the use of which these
ends may be equitably pursued’. This is a system
with multiple objectives. It is not far removed from
what Ivan Illich has described as ‘an institutional
framework which constantly educates to action,
participation and self-help’. It accords with the
ideas put forward here about business, government
and the money system.

P.S. When money is performing its proper role as a
fair and efficient mechanism of social choice,
what happens to Keynesian ‘demand manage-
ment’? Intuitively, I feel that demand manage-
ment becomes obsolete. Indeed, I suspect that
1t is a dangerous distraction from the genuine
problems, if not a positively de-stabilizing
feature of the present system. Perhaps the
supposed need for demand management will
simply disappear. Capacity for self-control
will have evolved at every decision point in
the industrial cconomy. That should auto-
matically result in decentralized counter-
cyclical decisions. But this is one of the questions
that needs further thought and analysis.
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WHOSE MOVE?

s Tom Paine said, ‘“There never yet was any
Atruth or any principle so irresistibly obvious
that all men believed it at once.” But when we ask,
‘Profit or people?’, surely the answer is clear. And
not only one kind of people, or people seen in one
dimension only, like ‘workers’ or ‘investors’; people
of all kinds; and people in all their roles—as workers,
customers. investors, residents, holiday-makers,
parents, patients, students, teachers, travellers. The
new social function of money is to serve whole
people; indeed, its function is to help to make them
whole, by providing a social value system against
which they can integrate their multiple objectives
and multiple roles through time. Money’s function
is also to serve our whole society and help to make it
whole. Money is a device for interfacing co-
operation with competition. Money is one of the
main social mechanisms—others being government
and the law—that enable us to reconcile our
interests with those of our fellow citizens, resolve the
differences between us, and agree upon collective
decisions and collective choices.

We have seen that for money to carry out this
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-c necessary.
function effectively, ccrtain changes,a‘tco r;faximizye
The divisive notion that businesses exist d by the

be replaCC Yy .
profits for shareholders must ther organiza-
integrating idea that businesses (and O eople can
tions) provide a framework in whiC I}airly. The
create benefits together and share them exists to
divisive notion that the money S}’Stenl:c replaced
make money for those who run it, II}USt, to provide
by the integrating idea that its function lshoice The
society with a mechanism of collective € i
divisive notion that it is the government S;iph . ﬂ?'
function to maximize economic growth, and tha be
social services should take second place, must t’e
replaced by the integrating idea that governments
function is to enable us to allocate society S IESOUICES,
and distribute claims upon them, according to values
that are generally agreed and accepted; L.

I have tried to sketch the kind of institutional
developments in business, finance and government
that will embody these changes of perception. At
the political level, it is clear that we are talking of a
coherent, evolutionary programme of reform that
will lead us towards a post-capitalist and post-
socialist society. In essence its aim will be to develop
institutional procedures for socially responsible
self-government and self-direction at every level of
society and in every walk of life. _

Pessimists say that fundamental changes of this
kind cannot be achieved in an evolutionary way.
The people best placed to frame a reform pro-
gramme of this kind and carry it through have a
vested interest in the status quo, or are prisoners of
the system which is to be changed. The old system
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will have to break down in chags before we can
break through to a new one.

Sometimes I am tempted to share that pessimistic
view. In a sense it is true that mogt People in posi-
tions of power and influence in Britajn today have
some kind of vested interest in the existing system
of politics, business and government, including the
present money system. However honourable they
may be personally, most Conservative and Labour
politicians are climbing career ladders that seem to
rest on the confrontation politics of greed on the
right and envy on the left; most bankers and finan-
ciers probably do have a vested interest in preserv-
ing a closed and unfair financial system: it is natural
enough for top civil servants to resist ’the thought
that they have spent their working lives in a closed
and muddled system of government which is now
ripe for reform; big businessmen do have a vested
interest in maintaining closed autocratic methods of
company management; and top trade union leaders
clearly have a vested interest in industrial conflict
since it is what gives them their opportunity to
make their way in life. Meanwhile, it is not easy
for the younger people in politics, the City, White-
hall, industry and the trade unions to speak up;
efforts to reform the system from within can all too
easily result in ejection from it. The policy research
institutions, the business schools and the powerful
consultancy organizations of the ‘think industry’
depend on the goodwill of the existing system for
their funds, and so they cannot question it too
deeply. Finally, the private individuals best en-
dowed with the intelligence and energy to press for
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changes in the existing system are also those best
able to avoid its damaging effects and even to profit
from its distortions. Personal commitments and
family responsibilities often weigh heavily on them.
It is not easy for them to act against the existing
system or, if they do so, to be sure that they are
doing right.

There is enough force in those arguments to make
necessary to ask where the pressures for evolu-
tionary reform will come from. For, as Harold Laski
said, vested interests do not abdicate before logic.

Will pressure come from a middle-class backlash
against big business, big government and big trade
unions? From organized consumers, students,
parents, patients and commuters? From women and
women’s organizations? From geographically-based
interests, ranging from Scottish and Welsh nationa-
lists to local amenity groups and residents’ associa-
tions? From conservationists? From Milovan Djilas’
‘new class’ of managers and professional people,
demanding a re-validation of their roles on a firm
basis of social responsibility? It seems probable that
as they organize themselves more strongly, interest
groups like these will generate some of the necessary
pressure for change. Together with the kind of
people who think of themselves as liberals and social
democrats—and even Powellites—in politics, they
are likely to cut increasingly across traditional party
alignments. This will help.

But of course there are also many people in the
mainstream of business, finance and government,
including the two big political parties, who are con-
cerned with the well-being of society as well as with
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morc parochial and sectional interests, such as
those of big business or thc big trade unions. It
would be unfair to think otherwise. More and more
of them are likely to turn their attention to the need
to develop the institutional mechanisms for a fair,
self-governing society. Among these they will
probably give a high priority to the money system.
Conservative supporters have recently been re-
minded of Lenin’s advice (or was it Keynes’?) that
‘if you want to destroy capitalism, first debauch the
currency’. Labour supporters are beginning to sense
that the only way to articulate ‘the language of
priorities’ is through a socially responsible money
system. A pleasing paradox thus presents itself: as
the parties of capitalism and socialism turn their
attention to reforming the money system as an
instrument of their own political philosophy, they
will find that they are helping us steadily along the
road towards the post-capitalist and post-socialist

society of the future.

So what happens next? o
No single mind at a single point in time can lay

down detailed proposals for developing large ideas
and putting them into action. Those who ‘see in
imagination the things that might be and the way
in which they are to be brought into existence’ must
communicate their insights to one another as best
they can. Like Mao Tse-tung, each has his own
particular contribution to make to the never-ending
process of ‘continuous development from the realm

of necessity to the realm of freedom’.
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To transform the money system into a fair and
efficient mechanism of collective choice—a value
system for society—will be onc such contribution.
It must be pioneered by those of us who can
imagine what the new social role of money could
be and how it may be achieved. We shall be cutting
across established institutions and established schools
of thought. The initiative rests with us.
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