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PREFACE 

THIS  book  is  "full  of  omissions."     It  became 
necessary  to  make  a  choice  between  the  early 

publi'  at  ion  of  a  brief  survey  of  the  most  im- 

portant and  urgent  problems  of  economic  reorganisa- 

1  the  later  publication  of  a  lengthy  treatment 

of   such  problems,  the  latter  to  include   closer   dis- 
cussions of  suggested  solutions.     The  interest  shown 

by  Glasgow  audiences  at  public  lectures  in  the  winter 

1  spring  (when  I  was  lecturer  in  Social  Econon 

in  th<-  tnivri  it  y  of  Glasgow)  seemed  to  me  to  suggest 
the  former  might  prove  of  greater  value.     The 

ilty   thus  lay  not   in   writing,  but   after- 

wards in  reducing  the  size  of  a  book  \vhi<  h  quickly 

grew  too  large  to  make  any  appeal  to  the  general 

reader.    This  must  be  my  apology  for  the  omissions, 

and  also  for  the  absence  of  any  attempt  to  justify  the 
choice  of  title. 

I  have  endeavoured  to  emphasise  the  interrelations 

of  individual  economic  and  social  problem^  in  such 

a  way  as  to  bring  out  the  central  economic  problem, 

which  may  be  crudely  described  as  the  reconciliation 
Yfl 
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mlividual  ambition  and  soci.tl  welfare.  Th .it  it  i> 

of  the  first  importance,  for  example,  to  discuss  fin .n 

problems  in  terms  of  labour  and  labour  problems 

in  terms  ,,f  currency  is  clearly  shown  in  the  two  strikes 

\vhirh  have  been  declared  since  the  last  chapter  of  the 

.book  was  written-  ••  moulders'  strike  and  i. 

the  railwaymen's  strike. 
I   desire   to   a<  Ige  my  indebtedness  i«.  my 

G.  Power,  who  read  most  of  tin   diupi 

in  manuscript  and  offered  sug^  which  \\VMJ  in 

all  ( ,\sps  adopted. 

J.  M     [ONI 

•    Sff>lfinl>fi   1919 
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SOCIAL    KCONOMICS 

CHAPTEl 

GROWTH  OF  TtfE  MODERN  INDUSTRIAL 
PROBLEM 

THE  organisation  of  economic  society  is  based 

upon  co-operation.  Co-operation  is  anterior  to 
and  more  fundamental  than  competition.  Com- 

petition b  not  the  negation  of  co-operation  ;  it  is  the 
form  of  expression  which  the  co-operative  prii 
assumes  at  a  certain  stage  of  economic  development. 
Economic  development,  again, may  be  thought  of  as  the 
increase  of  complexity  in  the  forms  which  co-operation 
takes,  wit  li  the  consequent  emergence  of  new  economic 

Many  social  problems  simply  mirror  the 

problems  which  every  organisation — be  it  church, 
army,  or  political  government — creates  as  it  becomes 
more  complex.  And  the  heart  of  a  social  problem 
resides  not  in  difficulty  of  function  so  much  as  in  the 
responsibility  of  every  part  for  the  welfare  of  the 
organic  whole. 

Co-operation  may  be  a  temporary  and  simple 
«  ment  to  individual  economy,  as  in  the  case 

of  two  men  rowing  a  boat,  or  several  men  work- 
ing in  a  hay  field.  But,  had  it  never  passed  this 

stage,  co-operation  would  have  proved  a  poor  hand- 
maiden of  progress.  Even  in  its  earliest  development 

it  took  a  more  complex  form,  supplanting  rather  than 
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merely  supplementing  individual  economy,  which  thus 
became  the  exception  rather  than  the  rule.  Groups  of 
independent  \v<  ik  men  gave  place  to  ban  cialised 
workers,  whose  different  but  correlated  .1.  ti\itii->  still 
required  but  little  skill  and  few  tools.  The  change 
represented  a  diMi n<  t  advance.  Conmuix  lover  nature 

increased,  and  better  living  condition^  brought 
within  !<  h  Further,  the  aggregate  group  was 
welded  into  an  organisation  conscious  <  rts  and 
sensitive  to  their  welfare.  Not  yet,  perhaps,  a  highly 
nervous  organism,  but  a  body  economic,  with  inter- 

dependent members.  It  is  known  in  history  as  the 
village  community. 

lliis  body  economic,  simple  though  it  was,  had  its 
own  problems  to  face.  It  declared  against  communism 
and  in  favour  of  the  exchange  system,  thus  mobilising 
the  most  fundamental — and  therefore  universal — of 
human  characteristics,  the  love  of  distinction  and 

variety.  Co-operation  was  thus  early  based  upon 
the  appeal  to  individual  gain,  and  thus  incidentally 
called  into  being  one  of  the  greatest  economic  instru- 

ments ever  invented,  money,  or  medium  of  exchange, 
which  merely  represents  the  power  to  command  the 

products  of  other  men's  labour.  The  problems  of 
this  simple  society  were  not  those  of  industrialism  in 
the  modern  sense.  There  were  rich  and  poor,  and  class 
distinctions  :  but  there  were  no  conflicts  between 

'  capital '  and  '  labour,'  for  capitalists  and  wage- 
earners,  as  the  terms  are  now  generally  used,  did  not 
yet  exist .  Trading  was  a  simple  but  laborious  function. 
The  youth  served  his  apprenticeship  to  an  industry. 
He  became  an  improver,  then  a  journeyman,  and  in 
most  cases  realised  his  ambition  by  becoming  a  master- 
craftsman.  In  those  days  there  was  always  room  at 
the  top,  and  to  reach  it  little  capital  was  required,  as 
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ristruments  of  production  were  still  in  a  simple 

and  elementary  stage.  But  with  the  growth  of  tin- 
small  economic  group  master-craftsmen  increased  in 
number,  and  their  rivalry,  in  a  money  economy,  began 
to  take  the  form  which  we  now  call  compel 

Guilds  <>f  master-craftsmen,  or  craft -guilds,  as  they 
were  called,  complained  of  the  intrusion  of  interlopers, 
who  paid  little  or  no  respect  to  custom  and  trad 
Trade  rivalries  were  set  up,  which  incident  dU  simu- 

lated progress  and  unconsciously  served  the  interests 
of  economic  society  by  applying  the  principle  of 
specialisation  to  individual  trades  and  industries. 
The  master-craftsman  now  employed  a  number  of 
workers,  who  were  journeymen  wage-earners.  These 

<-d  among  them  the  whole  range  of  operations 
ing  a  craft,  each  worker  performing  hi*  own 

special  part  and  that  alone.  The  system  of  large 

though  still  '  domestic  '  factories  and  workshops  thus 
came  gradually  into  prominence,  and  produced  far- 
reaching  results. 

iong  these  may  be  noted  the  effect  upon  the 
apprenticeship  system.  At  an  earlier  stage  of  its 
development  the  young  apprentice  was  taught  the 

whole  of  a  craft ,  and,  as  he  lived  in  or  near  his  master's 
house,  hi-  industrial  conduct  and  general  manners 
were  continuously  under  careful  supervision.  His 
training  over,  he  was  assured  of  a  career  determined 
mainly  by  his  ̂ kill  and  industry.  Historical  mono- 

graphs, moreover,  convey  the  impression  that  the 
master  had  a  daughter  of  suitable  age  for  whom  the 
good  apprentice  ultimately  conceived  an  affection. 
Having  married  the  daughter  he  succeeded,  in  due 

course,  to  the  master's  business.  The  less  fortunate 
apprentices  whose  training  took  place  too  early  or  too 

late  in  the  daughter's  life  could  at  least  start  for 
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themselves  as  independent  craftsmen,  since  they  had 
practised  the  whole  range  of  operations  coastituting 
their  particular  craft.  In  those  industries  in  which 
internal  organisation  was  based  Jupon  special!  it i>n 
of  function,  apprenn.  c  hip  tended  to  become  unsatis- 

tory.  Training  was  too  specialised,  control  lax, 
and  openings  as  journeymen  difficult  to  find. 

The  second  result  of  the  '  domestic 
was  closely  connected  with  the  first,  and  consisted  in 
the  emergence  of  two  distinct  classes — employers  and 
wage-earners.  As  the  master-craftsmen  now  em- 

ployed a  large  number  of  workers,  it  is  obvious  that 
there  was  not  room  at  the  top  for  all  of  them.  More- 

over, the  amount  of  material  used,  and  of  money 
required  for  wages  and  simple  tools,  was  already  so 
great  that  only  those  in  command  of  a  relatively  large 
capital  could  hope  to  become  masters.  It  Is  true  that, 
then  as  now,  any  journeyman  could  become  an  in- 

dependent master-craftsman  on  a  small  scale.  If  he 
showed  exceptional  skill  and  enterprise  he  might  even 
achieve  success  ;  but,  from  the  nature  of  the  case, 
such  a  man  would  be  the  exception  rather  than  the 

rule.  Thus  inevitably  grew  up  a  class  of  life-long 
wage-earners,  whose  interests  differed  widely  from  the 
interests  of  those  earlier  journeymen  who  normally 
became  small  masters.  The  formation  of  two  dis- 

tinctive and  separate  classes — employers  and  wage- 
earners — with  divergent  if  not  conflicting  interests, 

created  the  '  labour  problem/  The  consequent 
need  for  a  class  organisation  differing  e^enti  illy  from 
the  obsolete  trade  guilds  became  clamant,  and  the 
trade  union  emerged  to  protect  the  common  intere 
of  the  class  of  industrial  workers.  But  although 
the  need  for  trade  unions  was  apparent  under  the 

'  domestic  '  system  of  industry,  and  a  number  of  lo 
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unions  were  formed,  the  opj>  fm   thorough  - 
ng  organisation  had  not  yet  come. 
The  third  consequence  of  specialisation  which  calls 

for  reference  at  this  stage  is  the  sub  machin- 
ery for  h.md  l.iU.iu   mliul  tlu-  growth  modern 

tory  system.     The   more  a  craftsman's  function 
was  vplit  up  into  parts     m«i  the  smaller  the  number 

>ns  each  •   was  allowed  to  perform, 
re  mech  A  .lid  the  work  become. 

\shen  work  becomes  entirely  mechanical 

•    it   can  be  performed  by  machinery.    The  so- 
called  '  industrial  n  l>etween  1760  and  1820 
represented  a  series  of  inventions — and  their  applica- 

indiistry—  \             -llowed  n.itm.illy  upon  the 
<>f  the  preceding  century  of  sectionaUsed 

operations.    T<                a   metaphor,  machinery  was 
in  the  air  before  it  was  planted  on  the  ground.    The 
most  median i-  .-.1  form  of  effort  is  the  provision  of 
power.     In   primitive  times  beasts  of  burden  were 
used.     When  the  wheel  was  discovered,  many  of  these 
were  harnessed  and  employed  in  transport.     Water 
was  soon  seized  upon  for  the  provision  of  power  in  the 

ml  later,  the  value  of  steam  in  this  connec- 
wus  discovered.    Other  invention-   were  made 

pan  passu,  and  by  the  close  of  the  European  War  the 
ing  steam-driven  hammers  and  raachin 

cry  was  within  sight      Impelled,  if  not  compelled,  by 
industrial    rivalry  or  competition,  employers  sought 
and  discovered  means  of  securing  greater  results  from 
a  given  expenditure  of  human  effort.    Command  over 

teased  :   natural  forces  were  harnessed 

to  secure  the  conquest  ;    and  the  competitors  them- 
y  co-operated.     While  working  for 

themselves    they  worked   also  for  a  society   which 
idled  supreme  importance  to  the  growth  of  material 
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wealth — the   tangible   reward  of   wresting    n,/ 
secrets — but  had  not  yet  learnt  to  pay  attention  to 
the  human  balance  sheet.    Then,  as  now,  those  who 
sought  economy  through  efficiency  triumphed  over 
those  who  sought  efficiency  through  economy. 

The  growth  of  machine  production  led  inevitably, 
under  a  competitive  system,  to  very  careful  choice  of 
factory  sites.  This  would  be  necessary,  indeed,  under 
any  system  attaching  great  importance  to  economy 
of  energy.  But  the  mere  installation  of  machinery 
involved  outlay  on  fixed  capital,  and  success  or  failure 
in  the  venture  depended  largely  upon  the  extent  to 
which  natural  facilities  were  utilised.  Steam-driven 
factories  and  their  workers  thus  tended  to  concentrate 

in  coal-bearing  areas.  In  many  industries,  moreover, 
factories  showed  a  strong  tendency  to  grow  in 
Their  number  consequently  diminished  relatively  to 
the  market.  These  facts,  which  are  merely  noted  at 

-tage,  call  for  further  attention  in  the  chapter 
which  follows.  It  is  desirable  first  to  consider  certain 

other  consequences  of  machine  production,  some  of 
which  appear  inevitable,  not  merely  under  the  present 

system,  but  under  any  system  of  economic  organisa- 
tion which  can  be  devised.  The  home-worker,  and 

even  the  wage-earner  in  a  domestic  factory,  working 
independently  and  without  mechanical  aid,  <  an  arrange 
his  working  day  with  greater  freedom  than  a  factory 
worker.  The  factory  worker  (as  in  a  rolling-mill,  for 
example)  may  form  one  of  a  group.  These  workmen 
jointly  and  simultaneously  produce  a  given  result 
by  the  individual  performance  of  different  but  related 
operation^  utilising  at  the  same  time  mech. 
power  obtained  at  relatively  great  expense.  It  is 
obvious  that  if  the  factory  worker  is  to  be  an  eff « 
unit,  his  working  day  must  be  fitted  into  that  of  hib 
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colleagues.    Regular  hours  thus  became  a  nece* 
and  the  factory  whistle  started  its  shrieking  career. 

•  regular  hours  came  to  mean  long  hours  of  work 
tie  case  of  process  workers,  was  pra<  tu.illy 

continuous.    Some  processes  were  quite-  simple,  and 
could  be  conducted,  with  but  little  practice,  by  young 
women  and  children.    These  were  brought  into  the 

tories  an<l  mints  and  called  upon  to  work  under 
conditions  determined  by  the  owner.    Carried  along 
by  the  force  of  competition,  owners  constantly  sub- 

1  cheap  more  expensive  methods,  and 
conserved  energy  by  utilising  skill  to  the  uttermost. 
To  this  end  they  employed  women  and  children  a> 
and  for  as  long  as  possible,  .m-1  in  most  cases,  under 
those  objective  conditions  which  cost  least  at  the 
moment  This  colossal  evil  was  the  first  by-product  of 

rolled  industiLili>iii.  During  the  nineteenth 

century  the  nation  endeavoured  to  remove  it  by  legisla- 
:  i  emulating  the  conditions  of  employment  of  women 

and  children.  Long  hours  of  uninterrupted  toil,  even 
for  strong  men,  are  now  recognised  to  be  not  merely 
mi}  M- -fit  able,  but  socially  disastrous.  The  importance 
of  a  new  form  of  balance  sheet  is  no  longer  denied. 
The  fact  remains,  nevertheless,  that  regular  hours, 
as  distinguished  from  long  hours,  are  inevitable,  if  the 

:ory  system  is  to  be  continued  where  it  exists  and 
developed  in  industries  still  carried  on  in  workshops 
and  the  homes  of  the  work. 

The  purpose  of  invention  and  of  improvements  in 
•rganisation  is  to  conserve  human  energy 

by  i  !ig  the  net  result  of  human  effort.     In  other 
woi  reducing  the  expenditure  of  effort 
required  to  produce  a  given  result.    Substitution  of 
better   for   worse   methods   involves   the   immediate 

;  labour  \vhi«-h  frequently  either  cannot 
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or  will  not  ad  « If  to  the  new  circumst.m 

The  protest   of  the   hand-loom  \s  i gainst  the 
unemployment  created  by  the  introduction  of  the 

power -loom  has  quite  recently  been  echoed  by  the 
glassblowers  and  sheet -metal  workers.  Nor  are  su«  h 
groups  impressed  by  the  reply  th.it  thuir  i^  room  i<»i 
all  in  the  world  of  employment,  and  that  econonu< 
progress  cannot  be  achieved  without  individual  hard- 
hip.  They  are  mainly  concerned  with  their  own 
welfare,  and  they  are  taught  by  experience  that  the 
new  forms  of  work  which  are  offered  (or  discovered) 

are  frequently  of  a  type  for  which  their  own  ap- 
prenticeship was  no  preparation.  They  also  become 

aware  that  before  the  transference  was  complete 
employers  in  the  first  trade  had  taken  advantage  of 
the  temporary  glut  to  reduce  wages,  and  that  such 
reductions  were  readily  accepted  by  most  of  the  men 
as  the  lesser  of  two  evils.  Those  employers,  therefore, 
who  sought  efficiency  through  economy,  continued  to 
employ  the  older  methods  by  sweated  labour,  and 
retarded  the  development  of  better  methods.  The 
men  frequently  lost  both  ways.  It  is  therefore  little 
wonder  that,  apart  from  special  cases  which  will  call 
for  observation  in  the  chapter  on  labour  organisation, 
the  apprenticeship  system  lost  its  popularity  among 
the  workers  and  fell  into  desuetude.  Of  what  avail 

years  spent  in  expensive  and  laborious  preparation  if 
in  the  end  the  trade  itself  disappeared,  or  shrank  to 
such  an  extent  that  it  offered  but  a  poor  and  precarious 

living  ? l  A  tendency  to  eliminate  skilled  workers 

1  The  results  of  technical  improvements  within  a  factory  were 
also  sometinw  produced  by  the  transference  of  industries  from  one 
region  to  another.  The  classic  example  is,  of  course,  the  decay  of 

agriculture  in  this  country  during  the  last  half  -  century.  But 
migrations  also  occur  from  one  part  of  the  country  to  another,  as  in 
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and  to  substitute  machinery  operated  by  ̂emi-* killed 
or  unskilled  workers  appears  even  yet  at  first 
some  imlu  1 1  u       And  appearance  is  not  wholly  fabe. 
The  conservation  i.f  human  «-nci^\  hv  tli 
of  m.i  I  lalxmr,  or  by  the  improvement 
df  nut  hiiu'iy  n  .-if  dor.  in    <nne  cases  tend  to  reduce 
the  amount  :    irlati\vl\  milled 

i ployed.     But   this  tendency  may  reach  a 
it  is  no  longer  operative.    Thus 

machine  tools  ai  *  <  •<  1  which  can  be  worked  by 
\  out  hs  and  girl  undn  th<  i  per  vision  of  a  skilled  tool- 
setter.  These  tools  are  in  turn  supplanted  by  auto- 

machines  which  dispense  with  the  need  of  un- 
skilled workers.  The  first  effect  of  the  introduction 

•  •I  machinery  is  to  necessitate  the  employment  of 
people  on  comparatively  unskilled  work.  But  as 

work  becomes  more  and  more  mechanical  it  i> 

absorbed  by  m.n  hinery  (witness  the  substitution  of 
electrical  machines  for  men  feeding  steel  furnaces) 
and  the  proportion  of  unskilled  labour  required  is 
reduced  rather  th.m  further  increased.  But 

to  fix  attention  upon  process  workers 

•yed  on  •      Every  considerable  improve- 
of  machinery  and  enlargement  of  plant  calls  for 

.in  increase  in  the  number  of  indirect  workers,  such  as 

mill  engineers,  cranemen,  joiners,  repairers,  etc.,  most 
horn  are  skilled  craftsmen.  Moreover,  the  com- 

mercial and.  managerial  functions  of  the  enterprise 
become  more  exacting  and  absorb  a  relatively  larger 
amount  of  labour.  Finally,  new  industries  are  created 
and  others  become  relatively  more  important.  If  a 

n  enjoys  real  economic  progress,  purely  manu- 
lustries  begin   to  absorb  a  diminishing 

the  gradual  tendency  of  the  steel  industry  to  leave  inland  places  lor 
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proportion  of  its  total  labour  force.  Thus,  while  it 
may  be  true  that  in  some  industries  the  demand  for 
unskilled  workers  is  growing  relatively  to  the  demand 
for  skilled  woi  nd  that  in  more  cases  skilled 

craftsmen  employed  in  us  are  relatively 
less  in  demand,  it  is  at  least  doubtful  if  the  proportion 
of  laboin  I  »le  which  is  required  for  unskilled 
work  is  on  the  increase. 

It  has  been  stated  that  the  need  for  labour  orgai 
tion  first  appeared  when  specialisation  of  work  within 
a  trade  created  two  distinct  classes,  employers  and 

wage-earners,  with  distinct  and  frequently  conflicting 
interests.  The  real  opportunity  to  form  associations 
appeared  with  the  growth  of  factories.  When  men 
worked  in  isolation,  or  in  small  isolated  groups  \vhi«  h 
rarely  met,  the  difficulty  of  maintaining  continuous 
associations  proved  so  great  as  to  prevent  their  rapid 
growth.  But  when  men  began  to  work  together  in 

large  numbers,  and  similar  factories  were  concen- 
trated in  one  small  area,  the  prospect  of  successful 

association  grew  much  brighter  and  a  small  wave  of 
unionism  spread  over  the  country.  This  was  followed, 
during  the  nineteenth  century,  by  other  larger  and 
stronger  waves  until,  at  the  time  when  the  World  War 
broke  out,  the  labour  movement  was  perhaps  the 
strongest  single  force  in  the  country.  But  during 
the  greater  part  of  the  Industrial  Revolution,  when 
the  beneficial  effect  of  technical  progress  appeared  to 
be  its  only  effect,  such  organisations  were  regarded  as 

id  in  1799  were  declared  to  be  illegal. 
The  workers,  however,  were  not  to  be  denied.  Driven 
largely  by  the  fear  of  unemployment,  or  at  the  least, 

of  reductions  of  wages  forced  upon  them  by  un- 
progressive  employers  striving  to  compete  with  enter- 

prising rivals  who  had  adopted  the  new  methods,  they 
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nied  societies  which  were  ostensibly  only  frici 
societies,  but  whi«  h  were  also  in  part  societies  for  the 
protection  of  tdm  :  interests  as  wage-earners. 
So  strong  was  the  revolt  against  the  combination  (or 

:«"int'i:  .w^  th.it  .vere  finally  repealed 
in  iv 
Technical   improvement  ̂     have   not    onl\    followed 

and  been  toll.  ,\MM!  i  ,t  horizoi. 
it  h.ivr  in  cross-sections  or  vertical 

isions    of   processes    i;  and   separate 
i  is  tries.    The  chain  of  product;  been  con- 

siderably lengthened  n.  .-1  many  of  the 
workers  are  far  removed  from  the  final  products, 
win.  h  may  be  A  machine  tool, 
example,  is  made  from  steel  castings  obtained  from  the 

castings  are  made  from  steel  manu- 
uired  at   the  -u-<  1  w«.il.  pig-iron  produced 

«•      UK!  the  iron  is  obtained  by 
Iminm^    «'»ke,    liinostoiu*  Hut    iron, 

also    used    foi  other  pur- 
poses,    llius  iiulu  v  be  regarded  as  a  maze, 

.Mining    nuny   i  .    |>»ints   of  bi- 

n.     Many  of  these  repres<  os  pro- 
highly  standardised   protlucts,  the  producing 

being  i  \  large. 
The    majority    of     in.i:  I    transport 

indu>tiies  present  common  fciitures  which  call  for 

observation.  Not  only  do  the  men  perform  a  de- 
tmiU'lv  it^tn.  tr.i  tttk,  but  UK  'ory 
as  a  whole  may  be  only  om  i  hni>hed  product, 

or  represent  only  one  stage  in  it>  numifacture.     I' 
therefore  not  to  be  expected  that  tlu-  wot  kmen  should 
manifest  the  same  interest  in  m  h  wink  .is  i>  tclt  by 

h  the  .utl-t  the  joy  ol 
creative  effort.    Congenial  work  is  weKomr  to  most 
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people,  for  too  much  leisure  makes  for  boredom  and 
unhappiness.  But  the  kind  of  work  daily  performed  by 
a  large  proportion  of  factory  employees  is,  in  a  sense, 
forced  labour.  They  have  no  choice  in  the  matter 
except  the  power  of  selection  among  a  small  group  of 

Hi  with  i h«»  same  essential  features.  Unlike 
professional  \soik,  industrial  work  holds  little  or  no 
interest  within  itself,  and  is  therefore  toilsome.  Coal 
mining,  for  example,  can  never  be  made  ple.> 
The  point  is  one  which  requires  emp  --day,  for 
there  is  strong  evidence  in  support  of  the  view  that 

industrial  unrest  represents  in  part  a  reaction  or  re- 
volt against  industrialism  itself,  not  merely  a  protest 

against  low  wages,  undesirable  conditions  of  employ- 
ment, or  the  system  of  private  ownership  and  com- 

petition. It  is  probable,  too,  that  this  revolt  owes 
much  of  its  strength  to  the  vague  feeling  that  a  change 
in  the  economic  system  will  somehow  or  other  effect 
a  change  in  the  nature  of  industrial  work  itself,  or  at 
least  in  that  part  of  it  which  the  individual  worker 
will  be  required  to  perform. 

The  lengthening  of  the  chain  of  production  has  also 
enormously  complicated  the  problem  of  providing 
continuous  employment  for  the  workers.  The  need 
for  the  products  of  any  industry  depends  ultimately 
upon  the  need  of  society  for  the  finished  goods  which 
the  workers  are  instrumental  in  making.  The  demand 
for  bricks,  for  example,  is  determined  in  the  last 
resort  by  the  demand  for  houses  and  other  structures. 
But  demand  must  be  anticipated  and  prepared  for, 
and  the  actual  position  of  any  industry  depend 
upon  the  requirements  of  other  industries  at  the  same 
time,  but  upon  the  present  estimate  of  their  future 
requirements.  During  the  nineteenth  century  the 
trade  forecasts  of  employers  were  no  more  reliable 
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he  weather  forecasts  of  meteorologists,  and 
frequent  errors  were  made.  An  error  in  one  direct 
meant  scarcity,  high  prices  and  overtime  ;  in  the  other 
a  glut,  low  prices  and  unemployment.  A  marked 

feature  of  nineteenth-century  trade  was  its  alternate 
expansion  and  contraction.  Booms  and  depressions 

owed  each  other  with  such   extreme   regular 

that  the  alternating  periods  were  called  '  cycles/  the 
very  periodicity  of  uhi  h  suggested  a  clue  to  their 

ion. 

Terl  mprovements  and  the  geographic  con- 
ceiv  industry  are  conditioned  by  transport 

lities.     Where  s  lities  do  not  exist,  imlu 
must  be  widely  distributed,  each  part  supplying  the 
local  market  and  remaining  small  and  relatively  un- 
progressive.  The  steady  growth  of  transport  agencies 
during  the  last  two  centuries  encouraged  market 
expansion.  Machine  production  was  thus  facilitated, 
and  in  unit.  tniiiiL!  ies  concentrated  in  suitable 

but  i rli tively  small  and  few  areas.  This  develop- 
ment has  in  turn  reacted  upon  transport.  Older  and 

smaller  economic  regions  have  thus  lost  their  inde- 
pendent c  in  respect  of  the  necessaries  of  life,  and  are 

linked  together  to  form  a  larger  economic  unit  :  inter- 
local,  interregional  and  international  trade  has  as- 

icd  an  importance  of  a  different  kind  from  that 
which  it  enjoyed  in  earlier  centuries.     The  growth 

-port  by  road,  rail  and  sea  has  also  called  into 
exi-  large  body  of  workers  whose  t.  to 
load  and  unload .    The  work  of  those  employed  at  doc  k- 
in  the  loading  and  unloading  of  ships  is  intermittent 

he  comparative  uncertainty  of  shipping 
time-tables.    Consequently,  as  the  shipping  industry 
grew  more  important   in  the  ;  economy,  the 
problem  of  casual  labour    1 1  tx)iir  which,  neither 
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in  theory  nor  in  practice,  Is  assured  of  continuous 
employment— became  militant  and  urgent. 
On  the  old  materialistic  balance  sheet  of  the  nine- 

teenth cent  in  v.  when  cost  meant  immediate  money 
cost,  the  organisation  of  casual  labour  so  as  to  promote 
greater  continuity  of  work  would  appear  only  as  m 
item  on  the  liability  side.  Casual  labour  \v.is  (heap 
labour,  and  therefore,  by  implication,  a  desirable  form 
of  labour.  As  the  greater  part  of  >uch  work  called 
for  little  or  no  skill,  those  who  failed  in  industries 

providing  more  continuous  employment  gravitated,  in 
coastal  regions,  towards  the  docks,  where  there  were 
always  more  applicants  than  jobs.  Efforts  have  been 

made* in  recent  years,  particularly  in  London  and 
Liverpool,  to  decasualise  such  labour  at  the  ports, 
but  in  spite  of  the  success  of  some  of  these  efforts 
the  problem  remains  among  the  most  urgent  and 
difficult  of  solution.  And  the  problem  is  not  merely  to 
decasualise  port  labour,  but  to  guarantee  continuity 
of  employment  in  all  industries.  Under  peace  con- 

ditions even  a  skilled  engineer  employed  in  a  large 
engineering  establishment  on  the  Clyde  might  be 

told  by  his  foreman  at  four  o'clock  that  his  services 
would  not  be  required  after  five.  If  trade  happened 
to  be  slack  at  the  moment  this  form  of  dismissal  was 

frequently  employed.  The  foreman  knew  that  as 
soon  as  trade  improved  he  would  be  able  to  select  a 
competent  worker  from  among  the  applicants  at 
the  gate.  To  the  firm  this  was  a  cheap  method  of 
organising  labour  force,  but  to  the  average  worker  it 

gave'  a  feeling  of  insecurity  which  was  never  absent. 
For  although  statistics  could  be  marshalled  to  show 
that  the  number  who  actually  suffered  in  this  way 
was  but  a  small  percentage  of  the  total  number  em- 

ployed, the  individual  worker  of  average  ability — 
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unlike  Adam  Ninth's  employer  who  believed  in  his 
own  good  fortune — felt  keenly  that  he  himself  might 

prove  to  be  the  foreman's  victim  In  the  South 
uplate  industry  (and  in  most  branches  of 

domestic  service)  a  worker  is  entitled  to  a  month's 
«•  of  dismissal ;  and  the  difficulties  which  would 

be  encoui  king  this  system  general  are  not 
importance. 

The  grmvt  h  i  t  he  geographic 
conn  v,  combined  with  what  has 
been  called  the  lengthening  of  the  chain  of  production. 
in  which  each  link  forms  an  industry  by  itself,  has 
meant  that  economic  areas  have  ceased  to  be  self- 
supporting.  They  are  now  interdependent  and  form 
an  organic  whole,  the  parts  of  which  are  linked  up  by 
an  elaborate  system  of  transport  to  which  reference 
has  already  been  made.  But  the  new  organisation 
has  also  brought  into  prominence  a  group  of  imp<  • 
and  special  functions  which  are  usually  denoted  by 

the  term '  commerce. '  Commerce  is  concerned  with  the 
buying  and  selling  of  goods  and  with  the  necessary 

for  their  transport.  While  many  urge 
that  this  function  has  hitherto  been  inadequately 

imed,  or  performed  by  a  disproportionate  ex- 
penditure of  human  effort,  it  is  in  it>elf  a  necessary 

ion.     More**-  b  certain  that  wise  prevision 
or  intelligent  speculation,  which  forms  part  of  it,  has 

tha    than   a   disturbing  effect    upon 
and    economic    society   generally.     As    the 

business  unit  increases  and  large  aggregates  of  men 
or  goods  or  enterprises  come   under  consideration 
losses,  errors  and  accidents  appear  with  regularity 
and  i:  is  possible  therefore  to  esti 
these  in  advance,  and  to  make  joint  provision  for  or 
against  them.    This  provision,  which  is  called  insur- 
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ance,  distributes  the  incidence  of  unavoidable  losses, 

removes  a  heavy  burden,  promotes  enterprise  and 
;  nst  rial  development.  But  such  develop- 

ment would  be  impossible  without  the  provision  of 
banking  facilities  (an  extrn  i»n  <>f  the  use  of  money) 
and  of  means  for  conducting  large  enterprises  by 
capital  supplied  <»n  tock  principle.  No 
examin.it  inn  of  economic  society  as  it  actually  fun<  t  i<  >ns 

would  be  complete  without  reference  to  sn  ities.1 
They  are  essentially  productive,  and  form  integral 
parts  of  the  organisation  of  indiNtry.  They  are 
necessary  even  to  the  manufacture,  under  present  con- 

ditions, of  concrete  goods  and  to  their  transference 
from  the  places  where  they  are  made  to  the  places 

where  they  are  required  for  consumption.  Super- 
fluous workers  employed  in  commercial  operations  are 

parasites  on  society  in  the  same  way  and  to  the  same 
extent  as  superfluous  workers  employed  on  a  lathe  or 
in  a  cotton  mill. 

This  preliminary  survey  would  be  incomplete  with- 
out some  reference  to  two  recent  but  very  important 

manifestions  of  material  progress.  One  of  these  is 

the  utilisation  of  by-products.  Formerly  manu- 
facturers had  a  single  eye  to  the  main  product,  and 

improvements  in  method  were  intended  solely  to  effect 
direct  reductions  in  the  cost  of  manufacture.  In- 

cidental products  were  thrown  aside  as  waste.  But 
ultimately  it  was  found  that  some  of  these  could  be 
treated  so  as  to  become  commercially  valuable.  Slag 
from  steel  works  was  found  to  be  useful  for  making 
fertilising  agents,  and  therefore  came  to  be  treated 
not  as  waste,  but  as  a  valuable  by-product.  Perhaps 
the  most  striking  illustration  is  to  be  found  in  the 
results  obtainable  from  the  carbonisation  of  coal, 

1  See  Chapter  TIT. 



EtOWTB  HI    I\DI  STIUAL  PROBLEM    i: 

iave  intrigued  gas- works,  tar-distillation  plants, 
bit  es.  and  coke-oven  and  by-product  plat 
Coke  was  formerly  obtained  by  burning  coal  slowly 

oke-ovcns  with  open  tops  (beehive  ovens)  through 
which  the  volatile  matter  escaped.     But  the  voLr 

•tcr  was  found  to  contain  n<>(  ,,nly  coal  gas  (which 
was   already  r  i    in   gas-works   and  used  for 

uable  products,  such  as  toluol 
and  benzol,  indispensable  to  the  supply  of  explosives. 
The  result  was  that  coke-ovens  were  remodelled,  and 

; -MM  lit,  t  pl.c  :ie  extract  ion  of  the  by-products 
i  the  gases  were  erected  alongside.  So  valuable 

did  these  by-products  prove  during  the  war  that  they 
were  regarded  for  the  time  as  the  main  product,  and 
a  large  number  of  new  plants  were  erected,  although 

•A-as  evident  that  tlu>  supply  <>f  coke  would  exceed 
re*v  ts.  The  ion  paid  in  recent  years  to 

of  this  character  is  perhaps  one  of  the 
t  marked  results  of  competition,  both  national  and 

1.      In  the  case  of  coal  by-products  Ger- 
man v  led  the  way,  partly  because  coal  was  obtained 

greater  difficulty  than  in  thU  country  or 
United  States,  and   threatened  to  hamper  corn- 

pet  it  ion  with  foreign  rivals.    The  next  step  was  to 
secure  a  market  for  the  by-products.     This  was  done 
by  the  creation  of  important  chemical  and  dye  in- 

i  herefore  not  unreasonable  to  conclude 

that  those  industries  failed  to  make  progress  in  this 
tly  on  account  of  the  ease  with  which  coal 

was  obtained,  and  the  consequent  lack  of  incentive 
to  make  the  fullest  use  of  its  valuable  constituents. 

ire  is  most  ungenerous  the  importance  of 
is  greatest. 

The  truth  of  this  statement  is  clearly  seen  in  con- 
nect i-n  with  another  recent  manifestation  of  material 

a 



18  SOCIAL    K(  UNOMII  S 

which  Ls  the  pie>ci\.iii  nc.m>  <> 

storage,  tinning  or  bottling)  of  fruits,  vegetable  pro- 
and  meat.  It  was  perhaps  only  during  the  war, 

with  its  violent  disturbance  of  ecoi 

that  the  close  dependence  of  the  >t;md.ird  of  comfort 

in  this  country  upon  the  steady  importation  of  pre- 
served foods  was  fully  realised. 
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INDUSTRIAL  ORGANISATION 

CONCENTRATION  OF  INDUSTRY 

Till    fan  ton  "t   industry  is  to  serve  the  com- 
mun  t  it  is  possible  to  interpret  service 
too  narrowly,  and  to  measure  its  worth  by  the 

plenty  of  goods  which  tin  imlu>t  i  ysecures  and  provides 
at  a  price  which  appears  reasonably  !«w.  Society  is 

;iated(by  material  considerations,  and  real  costs 
come  to  mean  direct  money  expenses  incurred  in  pro- 

>n.     Cheapness  and  plenty,  the  gods  of  early 

•li-i-entuiy  materialists,  were  secured  by  the 
ystem.     But  certain  important  elemei 

i  cu>t  under  this  system  were  completely  ignored. 
Among  these  was  the  rapid,  unregulated  and  therefore 

disordered  growth  of  urban  areas,  with  their  attend- 
ant evils,  entailing,  in  the  effort  for  their  abolishment, 

a  large  expenditure  of  human  energy.  Nor  doe 
take  into  a.  <  ..urn  the  irrecoverable  losses  suffered  by 
workpeople  living  in  the  heart  of  great  cities,  where 
concrete  court  and  grimy  street  are  the  only  playing 
fields  of  precocious  but  defrauded  children.  It  is 
significant  of  the  effect  of  city  Life  upon  our  mentality 
that  those  who  regard  this  typical  result  of  industrial 
concent  i  at  i«n  with  horror  are  dismissed  as  senti- 

mentalists. Citi/en>  pride  themselves  upon  the 
growth  of  population  within  the  boundaries  of  their 
own  towns.  They  are  regardless  of  the  fact  that 

every  such  growth  may  mean  a  more  than  proportion- 
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ate  increase  in  the  number  of  children  reared  amid 

evil  conditions,  and  a  less  than  proportionate  increase 
in  the  number  of  youths  who  will  be  able  to  share  in 

the  real  benefits  of  town  life.  It  is  important .  there- 
for* the  causes  of  concentration  of  population 

should  be  examined. 

Population  follows  industry,  or  has  an  industrial 
basis.  The  geographic  distribution  of  some  in- 

dustries carries  with  it  an  obvious  explanation.  M 

services  are  essentially  '  local.'  Such  are  the  pro- 
vision of  gas  and  electricity;  tramways  and  light 

railways  ;  road-making  ;  cleansing  ;  domestic  and  other 
personal  services,  such  as  hair-dn  the  distri- 

butive trades  with  their  ancillary  occupations;  the 
provision  of  amusements,  and  the  exercise  of  many 
professions  and  arts.  All  these  ultimately  depend 
upon  the  manufacture  by  specialised  industries  of 
products  which  are  sold  outside  the  industrial  region. 
Every  factory  erected  or  mine  opened  calls  for  a  con- 

siderable increase  in  the  supply  of  such  subsidiary 
services.  But  the  prosperity  of  the  region  is  bound 
up  with  the  prosperity  of  the  industries  wlii»  h  Mipply 
extra-local  needs  ;  and  if  for  any  reason  these  disap- 

peared, it  is  literally  true  to  say  that  the  region  would 

shrivel  up  like  Rider  Haggard's  Ayesha.  The  me 
of  rendering  payment  for  the  '  imported  '  food,  clothing 
and  other  necessary  and  desirable  things  would  be 
lacking,  and  the  people  would  need  to  move  on  to 
other  regions.  There  would  be  no  means  of  securing  a 
living  except  by  the  return  to  a  self-sufficing  regional 
economy.  This  would  be  impossible  for  more  than  a 
fraction  of  the  population,  and  even  for  these  the 
standard  of  living  would  be  very  low. 

The   problem    of    localisation    is  therefore  chiefly 
important   in  respect  of  those  industries  which  are 
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specialised  in  the  above  sense.  The  distribution  of 
some  of  these  is  self-explanatory.  Mining  can  only 
be  carried  on  where  coal  and  metalliferous  ores  are 

known  to  exist  ;  quarrying  where  there  is  stone,  iron- 
iestone  or  clay  ;  agriculture  and  ming 

where  the  soil  is  favourable  ;   fishing  in  certain  well- 
defined  coastal   areas.    Health  and  holiday   resorts 

•  •  because  they  provide  service,  on  the  spot,  to 
visitors    <  red    residents   who   bring    means  of 
puyuu-nt  fioin  ouNidr  ;    l.up.  JX.IN  like  LiviMjxM.l  are 

great  dist  centres  and  '  export  '  to  other  areas 
services  t  h   payment   is  made  (little  wonder 

lining  the  war  Hamburg  was  like  a  city  of  the 
dead  1) ;  Edinburgh  is  typical  of  the  city  which  provides 
a dn n  e  and  professional  services  to  a  large 

le   community.     Parasitism   among  cities   does 
not,   therefore,   exist,   unless  we  assume  that   only 
concrete  goods  should  count  in  the  world  market  as 

;e  received. 

n  <>t  the  forces  determining  the  d 
n  or  concent:     i  n  of  manufacturing  industries 
t   necessarily  involves    the    recognition  of  two 

Tin-    tn-t    of   these   is   the 
n  between  the  original  causes  which  created 

an  indiKtiv   -n  1  gave  it  an  early  momentum  on  the 
I,  on  the  other,  those  consequences  of  early 

growth  win.  h  explain  its  permanence  and  expansion 
lie  original  causes  of  its  existence  have 

themselves   il.  -cd.    The  second   dUtin.  tion   is 
tetween  those  forces  which  determine  the  large 

region  most  suitable  for  a  given  industry  and  those 

local  factors,  such  as  local  rates,  water-supply,  railway 
the  lie  of  the  land,  etc.,  which  determine 

the  exact  spot  within  .>.  ivLji'  !e  for  the  erection 
of  one  factory  or  a  group  of  •->.     Local  factors 
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of  the  last  kind  are  largely  under  human  control, 
and  are  therefore  susceptible  of  variation.     It  is  here 

t  the  study  of  regionalism  and  the  carrying  out 
of  regional  surveys  may  prove  an  effective  instrument 
of  social  progress. 

The  original  causes  leading  to  the  selection  of  any 
area  for  the  establishment  of  a  manufacturing  industry 
may  be  one  or  more  of  many.  Certain  industries  may 

be  traditionally  or  historically  associated  with  particu- 
lar areas.  Others  may  have  been  established  in  some 

region  where  there  was  an  adequate  supply  of  the 
requisite  kind  of  labour.  Near  Kilmarnock,  for 

example,  there  is  a  flourishing  lace-cotton  industry 
which  was  created  nearly  a  century  ago  when  the 

local  hand-loom  weavers  were  displaced  by  power- 
looms.  The  location  of  some  industries  may  even  be 
traced  to  the  personal  factor.  There  appears  to  be 
little  doubt  that  the  education  and  initiative  of  German 

manufacturers  have  accounted  in  large  measure  for 
the  growth  of  the  chemical  and  spelter  industries, 
although  there  were  other  forces  at  work. 

It  may  confidently  be  stated,  however,  that  the 
progress  of  industries  which  owe  their  origin  to 
the  causes  already  mentioned  would  have  been 
arrested  if  other  more  important  forces  had  not 
either  operated  in  the  same  general  direction  or  at 
least  remained  neutral.  In  general,  there  are  three 

external  forces  in  operation.  Sometimes  these  con- 
centrate upon  a  given  region,  sometimes  they  act 

in  different — possibly  opposite — directions.  And  the 
most  economic  site,  or  group  of  sites,  for  an  industry 
represents  the  point  of  equilibrium  of  these  forces. 
As  they  frequently  change  in  strength  and  direction, 
the  points  of  equilibrium  are  variable.  These  forces 

are  the  market,  raw  material  and  source  of  power — & 
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Big  Three.    Where  the  market  b  widely  distributed,  its 
influence  is  less  than  where  it  is  concentrated.    If  it 

crseas,  there  is  a  tendency,  other  things  being 
iiMry  to  move  towards  the  coast,  in 

order  tli.it  the  <  <  Iway  transport  may  be  elimi- 
nated or  largely  reduced.  If  a  great  part  of  its  raw 

material  is  lost  in  process  of  manufacture,  an  industry 
has  a  marked  tendency  to  establish  itself  n&*r  the 
place  where  the  raw  material  is  obtained.  If,  how- 

ever, none  is  wasted,  it  is  a  matter  of  indifference 
at  what  point  on  a  line  drawn  between  its  place  of 
origin  and  the  market  for  the  manufactured  a 
the  industry  is  established.  The  more  bulky  the  article 
and  the  more  difficult  to  pack,  the  more  pronounced 

will  he  the  '  pull '  of  the  market,  particularly  if  the 
«•  is  not  standardised.  But  the  strongest  site- 

determining  force  is  power.  When  factories  were 

driven  by  water-power  they  were  placed  on  the  banks 
•  »i  >t  i  earns  possessing  an  adequate  natural  fall.  During 
the  nineteenth  century  steam  was  substituted  for 
water,  and  falling  streams  lost  their  attraction. 

Coal,  the  new  source  of  power,  was  completely  de- 
•<i  in  the  performance  of  its  single  function. 

Mines  thus  proved  a  strong  magnet  to  the  manu- 
facturing industries,  and  mining  regions  became  also 

manufacturing  regions.  Further,  coal  was  used  not 
only  as  a  source  of  power  but  also  as  a  raw  material 

re  of  iron  and  steel,  and  as  a  generator 

of  heat  in  all  '  furnace  '  industries.  For  these  reasons 
the  nu-'.il  trades  found  it  doubly  attractive,  and  for 
these  reasons  too  mining  regions  showed  a  strong 

tendency  during  last  century  to  become  '  black 
countiu*>  This  tendency  was  further  strengthened 
where,  as  in  the  Clyde  basin  and  the  Cleveland  di 
iron  ore  was  discovered  in  close  proximity  to  coal. 
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Here  the  cost  of  assembling  ni.iUMi.tl>  \\hi»-h  would 
not  bear  heavy  transport  charges  was  relatively 
small. 
Young  cturing   distii«t>    tend   to   increase 

rapidly  in  size,  and  soot  grows  like  a  snowball.  As 
soon  as  a  foundation  industry  has  made  a  real  M 
adequate  railway  and  other  transport  facilities  are 
pro vided,  expert  labour  is  trained,  subsidiary  trades 

are  established,  and  the  district  enjoys  a  wider  in- 
1  basis.  In  time  the  subsidiary  industries 

become  specialised  (witness  the  making  of  cotton 
machinery  in  and  around  Manchester)  and  the  main 
industries  themselves  specialise  more  than  at  first, 
and  flourish  exceedingly.  Thus  an  economic  region 

y  be  rapidly  transformed,  and  acquire  a  momentum 
which  carries  it  far  beyond  the  reach  of  the  original 
cause  of  its  growth.  It  may  exhibit  a  great  variety  of 
industries,  yet  most,  if  not  all,  of  these  will,  like  the 
heavy  trades  of  the  west  of  Scotland,  derive  their 

prosperity  from — even  depend  for  their  existence 
upon — one  main  industry.  In  any  case  green  fields 
give  place  to  tenements  and  dingy  streets,  filled  with 
pallid  and  precocious  children  ;  blue  skies  are  ob- 

scured by  curtains  of  smoke,  the  air  is  polluted  and 
smuts  take  the  place  of  dew.  And,  instead  of  roses, 
green  lawns  and  lusty  youngsters,  we  contemplate 
columns  of  statistics  revealing  the  extent  of  our 
prosperity,  and  imagine  all  is  well.  Then  we  develop 
champagne  tastes  while  we  still  have  only  beer  pockets, 

and  exhibit  signs  of  '  unrest.' 
The  growing  use  of  electricity  as  the  driving 

power  of  machinery  brings  fresh  hope  of  improve- 
ment in  industrial  conditions.  If  the  Coal  Conservation 

Committee  has  not  been  the  victim  of  blind  optimism 
it  is  reasonable  to  believe  that  the  forces  making  for 
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geographic    conccn  industry    are    rapi 
losing  strength.    Electricity  can  apparently  be  con- 

ed a  given  distance  much  more  cheaply  than 
that  <i  of  coal  which  is  necessary  to  produce 

power.    If  such  is  the  case  a  strong  force 
has  been  liberated  to  work  for  the  decentralisat 

ti\      I lu-  fctndan  \  towards  concentration  is 
imihn  checked  by  the  growth  of  land  values  in  urban 

'areas.    Scarcity  of  l.md   Ir-.d-    in  keen  competition 
ween  p  users,  and  the  price  tends  to  rise 
.1  level  above  which  it  U  more  economical  to  go 

farther  afield.  In  seeking  that  level  landlords  fre- 
quently make  individual  errors,  by  which  their  very 

i-nness '  unintentionally  serves  the  ultimate 
inteir>t>  of  the  community.  As  things  are  they 
succeed  be  exercise  of  property  rights  acquired 

in  r.iiliiM    and  less  prosperous  times,  in  '  :ing 
luinselves  and  the  inheritors  of  their  wealth  a 

proportion    of    the    beneficial    results    of    industrial 
n       I  his  is  not  an  attack  on  landlords: 

the   '  unearned  ent  '  is  already  in  existence  : 
irers  or  the  workpeople  as  such 

Uim  upon  it  beyond  th  h  comes 
h  numbers.    The  higher  the  rental  value,  the  greater 
probability,  under  the  existing  form  of  organisa- 

form  which  regards  each  parcel  of  land  as 
a  separate  economic  entity),  that  1  has  been 

best   commercial   use.      It   i>  not  even  a 

n  of  competition  versus  social i-m.  for  a  socialist 
•ig  to  dt  should  aim  at  the 

greatest  possible  result  from  a  given  expenditure  of 
nd  the  provision  of  the  service  desired 

the  lowest  possible  cost  per  unit. 
Id  find  It,  if  not  impossible,  to  escape  the 

dilemma. 
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The  third  force  making  for  decent i. ilK.it ion  i>  im- 
provement in  transport.  Geographic  concentration 

of  industry  is  conditioned  by  facilities  for  transporting 
industrial  products.  It  is  found  that  if  transport 
could  be  provided  gratis  aiul  with  the  rapidity  of 
lightning,  it  would  cease  to  act  as  a  force,  and  the 
location  of  industries  would  be  determined  by  other 
factors,  such  as  relative  wages,  climatic  conditions 
and  the  like,  with  a  strong  tendency  towards  a  wider 
distribution.  A  reduction  in  the  net  cost  of  transport 
thus  acts  as  a  double  force,  tending  in  some  cases  to 
greater  and  in  others  to  less  concentration.  To  take 
one  example  :  it  would  arrest  the  tendency  of  expoit 
trades  to  leave  the  Midlands  for  the  coast.  Generally, 
too,  it  would  tend  to  perpetuate  industries  already 
existing  in  those  places  where  they  have  been  estab- 

lished, mainly  on  account  of  the  other  facilities  which 
have  been  created,  and  to  which  reference  has  already 
been  made.  But  it  is  also  extremely  likely  that  places 
now  regarded  as  inaccessible,  or  from  which  transport 
charges  are  deemed  to  be  prohibitive,  would  be  selected 
in  preference  to  overcrowded  regions.  Devonshire 

and  the  Channel  Islands  are  now  among  London's 
market -gardens.  It  may  be  suggested,  as  a  rough 
generalisation,  that  at  the  present  stage  of  progress 
improvements  in  transport  tend  to  greater  geographic 
concentration  upon  a  comparatively  large  region,  to 
greater  diffusion  within  that  region  and  an  extension 
of  the  region  itself.  A  moderate  reduction  in  pro- 

tective duties  would  tend  to  produce  the  same  result 
as  between  large  regions. 

Industrial  areas  within  this  country  have  been 
allowed  to  develop  without  external  control  or  inter- 
local  barriers.  Even  internal  or  local  regulation  has 
been  slight  and  more  or  less  arbitrary  Some  districts 
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are  richly  endowed  by  nature,  and  appear  the  most 
industries    which    nevertheless   do   not 

flourish  there.    The  home  of  cotton  manufacture  b 

East  Lancashire,  where  one  of  the  greatest  attractions 
was  the  damp  climate  favourable  for  spinning  fine 

There  is  also  a  small  textile  industry  in  the 
•  here  the  climate  is  damp  enough  to 

sati  most   exacting  manuf.K  turer.    Nor  were 
th<  ges  absent  whi<  enjoyed  by 
Manchestei  the  Clyde  textile 

t  ry  shows  no  sign  of  rivalling  the  Lancashire 
try.    The   t  ion   is   comparatively   simple. 

I  .ike  .in  in<  economic  region  makes  a  choke 
areer  fairly  early  in  life,  and  generally  clings  to 

its  population,  and  therefore  its  activity, 
is  limited.    It  chooses  the  work  it  can  do  best,  al- 

i^h  it  may  be  able  to  do  other  [work  better  than 
>e  who  actually  carry  it  on.    A  business  man  may 
ploy  a  clerk  inferior  to  himself  even  in  clerical  work, 

thereby  saving  time  which  he  devotes  to  higher  and 
more  remunerative  forms  of  activity.    A  good  bowler 

often  sent  in  to  bat  last  in  a  cricket  match  even 
when  he  is  a  better  batsman  than  other  members  of 
the  side,  because  his  value  to  the  team  is  greater  as  a 
bowler,  and  may  be  seriously  prejudiced  if  he  tires 
hiin>elf   m  t  king  a  large  score.    A  versatile  (football 

may  be  the  best  three-quarter-back  on  the  side, 
tiperiority  is  even  more  pronounced  at  half- 

ba«  ill  be  of  greatest  service  in  that  position. 
These  illu.str.it ions  are  apt,  for  they  present  analogies. 
The  superiority  of  the  Clyde  valley  appeared  in  the 

res  to  be  greatest  in  respect  of  shipbuilding 
and  its  dependent  industries,  and  in  that  grou; 
sought    a   career.     Similarly,   part   of   South    Wales, 
which  Is  well  suited  to  other  metal  trades,  found 
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induMii.il  career  in  the  tinplate  and  galvanised  sheet 
trades. 

growing  population  cannot  be  fully  absorbed  by 
the  main  industries  in  a  region,  a  tendency  to  develop 
new  industries  appears.  This  tendency  to  variety  is 

en  very  marked,  either  because  the  best  sites  for 
the  main  industry  are  sometimes  quickly  exhausted, 
or  because  the  main  industry  itself  Is  not  susceptible 
of  growth — or,  at  least,  on  account  of  the  competition 
of  other  areas,  of  growth  in  this  region.  Under  these 
circumstances  it  may  prove  to  be  the  case  that  the 
wealth  of  the  region  does  not  increase  so  rapidly  as  the 
population,  and  that  the  new  industries  owe  their 

prosperity  to  a  wage  which,  relatively  to  that  obtain- 
able elsewhere,  shows  a  falling  tendency.  But  in- 

sistence upon  the  same  relative  wage  may  prove  dis- 
astrous to  the  people  concerned.  The  area  extending 

from  Birmingham  to  Wolverhampton  flourished 
one  time  relatively  to  the  rest  of  the  country.  With 
the  growth  of  international  trade  and  depletion  of  ore 
supply  the  position  of  leadership  was  lost  and  the  area 
threatened  to  become  derelict.  Other  industries  were 

created  to  absorb  the  growing  population,  but  some  of 
these  derived  their  economic  strength  from  the  1 
that  labour  was  cheaper  here  than  elsewhere.  At  the 
same  time  thus  illusory  strength  \v,i-  liable  to  be  sapped 
by  efforts  to  compete  with  foreign  rivals,  or  better- 
situated  rivals  even  in  this  country.  Hence  there 
was  a  tendency  to  create  one  trade  after  another. 

The  '  natural  poverty  '  of  a  district  fostered  a  keen, 
alert  class  of  business  men,  always  ready  to  start  new 
industries  and  to  enjoy  the  advantages  which  an  early 
start  conferred.  Hence  the  Birmingham  district 

tains    probably  a   greater    variety    of    unrelated 
industries     than     any  other    region,    and    is    con- 
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sequent  so  strongly  affected   by   alternating 
periods  of  expansion  and  contraction  of  trade.    The 

le  distri*  •  •  >n  t  he  other  hand,  depends  mainly  upon 
heavy  engineering  and  shipbuilding  trades.    These 

are  liable  to  extreme  flu.  tu.it  ions,  and  any  great  d 
i  these  trades  produces  strong  and  q\ 

reactions  upon  the  great  variety  of  auxiliary  trades, 
and,  indeed,  upon  the  whole  local  community. 

It  has  been  said  tli.it  localisation  is  conditioned  by 
!isj*>it   f.i.  ilities.    The  growth  of  .hipping  has  led 

hour  between  this  and  other  countries. 

it  ocean  transport  we  should  have  required  to 
1  for  ourselves,  but  since  the  advent  of  the  steam- 

«  i  cellar  service  which  it  secures  the  tend- 
v  to  spe<  >n  has  grown  ever  more  pronounced 

and  the  population  i--i  which  the  nation  can  adequately 
provide  has  increased  without  interruption. 

Some  nations  have  imposed  barriers  upon  foreign 
!e,  and  at  one  time  the  policy  of  protecting  home 

ies  was  pursued  by  ourselves.     But  for  half  a 
before  the  war  the  doctrine  of  freedom  was 

rigorously  applied  in  foreign  as  well  as  in  home  trade. 
The  pi  in-  ipK-  that  the  force  of  competition  would  secure 

hest  distribution  of  industry  as  between  one  region 
another  within  t  ho  nation,  and  produce  the  great  • 
It  in  goods  and  services,  was  held  to  be  equally 

Me  when  nations  were  substituted  for  regions. 
ing  had  a  long  start   in  nu»  hine  production  the 
istry  of  the  nation  advanced  by  leaps  and  bounds. 

Manufactured  goods  were  exported  in  payment  for 
raw  materials  and  agricultural  products.     Important 

istries,  such  as  cotton  u  ure  and  the  metal 

trades,  came  to  depend  largely  upon  export  as  they 
overleapt    the    requirements   of    the    home   market. 
Britain  became  the  workshop  of  the  world,  and  : 
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agriculture  dwindled.  As  time  wont  on,  dennany 
and  the  United  States  fostered  the  growth  of  industries 
which  were  once  the  monopoly  of  thi>  nation.  These 
two  countries  became  keen  and  eventually  highly 

.  essful  competitors  in  our  home  as  well  as  our 

foreign  markets,  and  the  corresponding  British  indus- 
tries began  in  some  cases  to  show  signs  of  decay. 

Those  industries,  such  as  engineering,  the  manufac- 
ture of  iron  and  steel  and  some  steel  products,  spelter 

and  other  minor  metals,  proved  to  be  highly  import- 
ant during  the  war,  so  much  so  that  there  is  strong 

reason  to  believe  that  the  competition  of  the  Germans 
was  not  of  a  purely  commercial  character,  but  formed 

part  of  the  political  policy  of  their  rulers.  It  is  sig- 
nificant that  in  the  main  German  competition  was 

precisely  in  those  industries  which  have  been  described 

as  '  key  '  and  '  essential '  industries — that  is,  incluM 
necessary  to  the  conduct  of  a  modern  war,  or  industries 

essential  to  such  '  key  '  industries. 
Whether  or  not  Germany  deliberately  set  out  to 

destroy  certain  of  our  essential  industries,  three  ob- 
servations may  confidently  be  made.  The  first  is  that 

the  economic  policy  of  Germany  was  definitely  sub- 
ordinated to  a  political  end,  and  was  so  designed  as 

to  make  her  strong  for  and  during  war.  The  second 

is  that  our  economic  policy  was  based  upon  the  assump- 
tion that  the  peace  of  nations  would  not  be  disturbed. 

The  risk  of  war,  or  at  least  of  such  a  war  as  would 
endanger  the  life  of  the  community,  was  regarded  as 
negligible.  A  militarist  policy  would  not  have  been 
a  free  trade  policy.  Militarism,  though  by  no  means 
identical  with  economic  protectionism  (witnes^  the 
United  States)  leads  inevitably  to  such  protectionism. 

The  third  observation  is  that  the  question  of  protect- 
ing key  and  essential  industries  is  entirely  a  political 



I\DI  8TR1  \i.  ORG  \\ix\TION  81 

quest!  •  war  i*  n  .1  .  remote  contingency,  but 
a  serious  risk  to  be  provided  against,  the  meaning  of 

the  term  '  economic  strength '  must  be  coloured  by 
the  f  wever,  we  are  to  assume  that  the 

danger  <>  war  is  so  slight  th.it  we  may 
again  legislate  on  the  assu  that  peace  will 

not  be  disturbed,  the  term  'essential  industries' 
loses  its  significan  it  refers  to  industries  essantiil 
for  war.  The  contribution  of  economics  to  the  dis- 

cussion of  this  branch  of  future  economic  policy  is 
therefore  essentially  subordinate.  The  report  of  Lord 

iir  of  Burleigh's  Committee  was  a  magnificent  ir- 
relevance. It  ignored  the  one  important  issue,  which 

is  whether  another  war  is  likely  to  occur  in  the  measur- 
able future.  Given  the  same  qualities  in  our  manu- 

1.1.  turers  as  are  possessed  by  their  rivals  in  Germany 
and  the  United  States,  there  appears  to  be  no  reason 

t  the  products  regarded  as  'essential' 
should  not  be  manufactured  as  cheaply  as  they  were 
imported  from  abroad,  due  allowance  being  made  for 

hanges  produced  by  the  war  in  the  purchasing 
power  of  money.  We  fell  behind  our  competitors 
mainly  for  two  reasons.  The  first  was  lack  of  enter- 

prise and  an  indifference  to  the  value  of  industrial 
research,  or  at  least  unwillingness  to  apply  the  results 
of  research.  An  examination  of  the  methods  em- 

ployed in  a  large  proportion  of  factories  would  bear 
hat  statement.  It  is,  of  course,  true  that  our 

industries,  being  older,  were  hampered  by  the  exist- 
ence of  old  plants  and  antiquated  methods  of  pro- 
n,  while  our  German  and  American  competitors 

were  able  to  erect  new  plants  which  embodied  the 
-  of  industrial  research.  But  the  initial  ad- 

vantage of  the  Germans  and  Americans  disappeared 
as  soon  as  they  found  it  necessary  to  scrap  their  own 
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methods  and  machinery  in  >f  still  more  recent 
discoveries.  There  is  no  reason  to  doubt  that  our 

manufacturers  showed  far  greater  reluctance  than 
ir  foreign  rivals  to  modernise  their  plant,  or  to 

adapt  it  to  new  requirements.  The  recent  lii>t«»ry  of 
the  spelter  and  iron  trades  reflects  no  credit  upon  the 
enterprise  of  the  British  manufacturer. 

The  second  cause  of  our  comparative  failure  in 
essential  industries  is  the  fact  of  our  superiority  in 
Mtlu-i-.  I  hi-  was  -o  marked  that  the  effects  of  the 

failure  were  lost  sight  of  in  the  general  prosperity  < >f 
the  nation.  The  cotton,  coal  and  shipbuilding  in- 

dustries flourished  at  the  expense  of  agriculture  and 
certain  branches  of  the  metallurgical  industries.  If 
in  future  it  is  decided  to  devote  a  greater  proporti  n 
of  our  labour  force  to  the  latter  our  imports  will 
diminish,  and,  other  things  being  equal,  the  relative 
position  of  our  export  trades  will  be  prejudi 
It  does  not  necessarily  follow  that  these  will  actually 
be  smaller  than  in  the  past,  for  the  nature  and  extent 
of  foreign  trade  in  the  future  will  also  depend  upon 
other  factors,  some  of  which  were  brought  into  play 
by  the  war.  But  it  does  mean  that  exports  will  not 

be  required  to  pay  for  goods  which  are  no  longer  im- 
ported. It  will  generally  be  agreed,  however,  that 

a  small  addition  to,  or  substraction  from,  the  nati< 
income  of  goods  and  commercial  services  is  of  sli 
significance  in  comparison  with  the  moral  and  political 
issues  at  stake. 

2.  INTERDEPENDENCE  AND  ECONOMIC 

RESPONSIBILITY 

To  say  that  regions  have  specialised  in  particular 
forms  of  economic  activity  and   that   nations  have 
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co-operated  in  production  is  but  another  way  of  say- 
ing that  every  region  and  most  nations  have  ceased 

to    be    self-supporting.    Specialised    or   co-operat; 
pro.  means  interdependence,  and  the  growth 
of   organi.     unity.     The    modern   industrial    world   is 
now  a  single  econoi  A  serious  disturbance 

in  one  part  reacts  upon  all  other  pun        In    pit.-   : 
degree  to  which  each  depend- 

economic  existence  upon  other  iie  has  yet 
expli'itK    recognised    that    opportunity    to    provide 
economic  service  carries  with  it  an  obligation  to  serve. 
Under  peace  conditions  there  has  hitherto  been  no 

<>nal  admission  of  economic  responsibility.    The 
ted  States  might  prevent  a  corner  in  wheat  in  the 
rests  of  its  own  citizens  :   it  has  done  nothing  to 

prevent    the   exploitation   of   the   foreign   consumer. 
Nor  do  we.  under  normal  conditioas,  compel  exporters 
to  provide,  say,  Italy  with  coal  merely  because  her 

cs  have  been  built  largely  upon  a  foundation 
of  Iv  -.il.     International  economic  respoasibility 
and  control  were  creations  of  the  war,  and  may  not 

ve  the  abnormal  conditions  created  by  the  war. 
Absence  of  any  sense  of  moral  obligation  to  provide 

economic  se  ract eristic  not  only  of  nation 
in  their  dealings  with  each  other,  but  also  of  home 

es  in  their  mutual  relations.     The  shipbuilding 
industry  could  not  be  carried  on  without  ship  and 

Vr  plates,  f<  ipbuilders  rely  upon  steel 
man  \  . -t   the^e  have  never  explicitly  ad- 

mitted   their   obligation    to    proviil  plates    in 

adequate  supply.  On  the  contrary,  success  in  com- 
petition Is  built  largely  upon  relative  scarcity,  and 

as  the  steel  ma  nut  like  most  other  people, 
'   making  a  prot  will  be 

reate  tl.  iditinnv  which   make  for*  greatest 3 
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profit,  not  necessarily  for  providing  most  adequ 
service.  And  if  their  own  interests  dictate  a  re- 

duction of  output,  the  resulting  scarcity  in  material 

and  its  possible  disturbing  effect  upon  the  ship- 
building industry  will  be  a  matter  of  little  concern 

to  them.  In  other  words,  manufacturers  in  general 
serve  the  community  only  when  and  to  the  extent 
that  such  service  is  the  instrument  of  making  m 
mum  profits.  Whether  adequate  service  is  usually  a 
necessary  condition  of  profit,  and  the  conflict  of  interest 
i-  less  real  than  imaginary,  are  points  which  will  call 
for  further  consideration. 

Workpeople  differ  in  no  way  from  employers  in  this 
respect.  Not  only  do  they  cling  to,  and,  on  occasion, 
exercise  the  right  to  strike,  knowing  that  their  action 
will  bring  injury  to  the  community,  but  in  some  trades 
they  pursue  the  policy  of  controlling  entry  into  the 
trade  itself.  In  certain  cases,  too,  output  is  restricted, 
either  directly  or  indirectly,  by  the  rejection  of  forms 

of  payment  which  stimulate  effort  and  tend  to  in- 
crease production.  The  workers  seek  their  own 

interests  first,  and  admit  no  obligation  to  the  rest 
of  the  community.  Nor  is  the  defence  of  their  policy 
any  less  applicable  to  the  case  of  the  employers. 
This  is  not  an  attack  upon  such  policy,  which  will  be 
examined  later,  but  merely  a  statement  of  the  fact 
that  under  the  present  system,  be  it  good  or  bad,  there 
has  been  no  recognition  of  obligation  to  provide  that 
service  which,  under  the  system  of  division  of  labour, 
has  been  allocated  by  society  to  any  particular  group. 

The  degree  of  injury  inflicted  upon  the  community 
by   the   temporary   discontinuamce   of   any   service 

.  varies  according  to  the  nature  of  such  service  and  the 

length  of  the  period  of  disturbance.     If  all  the  picture- 
houses  or  golf-courses  in  the  country  were  closed  for 
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a  whole  winter  it  would  no  doubt  cause  mental 

anguish  to  a  certain  class  of  people,  but  the  hardship 
to  the  community  as  a  whole  would  not  be  unbear- 

able. Nor  would  a  :e  or  lock-out  in  the 
bcx  !v  cause  murh  suffering. 
except  among  the  workers  affected  ;  for  the  supply 
in  tlu-  homes  and  shops,  reinforced  by  imports  from 
abroad,  would  enable  the  community  to  continue  well 
shod.  But  a  strike  of  transport  workers  would 
quickly  create  distress  among  the  consumers,  and  soon 
endanger  the  very  the  community  A  strike 
of  workers  employed  in  the  electric  power  stations 
of  the  city  would  bring  most  if  not  all  forms  of  economic 
activity  to  a  standstill,  md  plunge  the  city  at  night 

0  almost  complete  darkness.  A  strike  in  the 
cleansing  department  would  soon  involve  great  risk 
of  epidemics  resulting  from  the  accumulation  of 
dirt  and  filth.  There  are,  in  short,  certain  industries, 

frequently  called  '  public  utility '  industries,  which 
are  not  merely  essential  to  the  continued  life  of  the 
community  (agriculture  and  many  other  industries  are 
equally  essential  in  thU  respect),  but  are  also  such 
that  their  temporary  interruption  may  be  disastrous 
to  comfort  and  even  to  life  itself.  Continuity  of  out- 

put or  service  is  rendered  necessary  because  storage 
upossible  or  difficult,  and  no  alternative  is  obtain- 

able. Some  of  these  are  essentially  monopolistic,  most 

monopolies  being  local  in  character— water-supply, 
tramways,  cleansing,  supplies  of  gas  and  electricity, 
etc.  It  is  evident  that  a  private  firm  possessing  such 
a  monopoly  would  have  the  community  it  its  mercy, 
and,  recognising  no  obligation  of  service,  might  easily 
pursue  a  strong  anti-social  policy.  Such  monopolies 
are  therefore  either  publicly  owned  and  operated,  or 
in  private  :p  limited  by  regulations  regarded 
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as  necessary  in  the  public  interest.  But  the  danger 
of  anti-social  action  by  a  monopolistic  combination 
of  workpeople  is  equally  great.  If  gas  and  electric  it  v 
were  available  alternatives  in  all  houses,  factories, 
streets  and  public  buildings,  a  combination  of  electrical 
workers  would  be  unable  to  act  strongly  against 
the  interests  of  the  community.  But  if  it  attempted 
to  increase  its  power  by  incorporating  the  gas  workers, 
and  the  attempt  were  successful,  it  would  become  a 
strong  monopoly  able  to  hold  the  community  to 
ransom. 

This  problem  is  likely  to  prove  one  of  the  most 
important  and  difficult  which  democracy  will  be  called 
upon  to  solve  in  the  near  future.  One  of  the  most 

striking  examples  of  essential  industries — in  the  pres- 
ent sense — is  coal  mining.  Not  inherently  mono- 

polistic on  the  employers'  side,  it  is  perhaps  the  most 
highly  competitive  of  all  modern  Industrie  If  a 
comparatively  small  proportion  of  the  mines  closed 
down  for  a  time,  no  serious  injury  to  the  community 
would  follow.  But  the  simultaneous  closing  down 
of  all  the  mines  would  soon  bring  nearly  all  forms  of 
activity  to  a  standstill  and  cause  serious  hardship. 
The  workpeople  have  formed  a  strongly  monopolistic 

combination  known  as  the  Miners'  Federation,  which 
explicitly  recognises  no  obligation  to  provide  continu- 

ous service.  On  the  contrary,  it  emphasises  not  only 
its  right  to  strike,  but  also  its  right  to  strike  on  any 
question.  This  may  concern  the  members  as  miners, 
or  workers  employed  in  other  industries.  The  point 
in  dispute  may  even  be  a  political  question  affecting 
miners  and  other  workers,  not  as  workers,  but 
« itizens.  This  potent  monopoly  has  become  a  still 
more  powerful  instrument  by  alliance  with  the  rail- 

way and  transport  workers'  associations.  The  triple 
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alliance  is,  in  fact,  the  strongest  monopolistic  com- 
bination uln.  h  lias  yet  been  created  in  this  count 

Monopolistic  combinations  however,  confined 
I  Beared  in  the  world  of  capital,  before 

the  wai  i  Germany  and  America,  but  even  in 
•  ."intiy.    And  one  of  the  most  marked  effect 

tlu  w.i  i  it>clf  has  been  to  hasten  development  m 

3    Tm:  M.  MONOP 

lie  early  days  of  machine  production  the  fa- 
was  still  a  very  small  affair,  with  a  normal  output 
which  would  cause  men  to  biiiile  nowadays.  Con- 

sequently a  rel  large  number  of  factories  was 
required  to  supply  the  needs  of  a  given  market  ;  and 

c-ature  of  in-  hat  which  >till  iciiiains 
haracten  ton  indi  inely,  keen 

competition  among  a  large  number  of  relatively  small 
busine^  uployers  were  then  what,  for  the 

most  part,  they  are  now— not  philanthropists,  but 
business  men  engaged  in  ti  •  •!  making  a  living, 

i  as  generous  a  living  as  possible.     There  are  • 
ways  in  which  profits  on  a  given  amount  of  capital 
may  be  increased  ng  the  price  of  the 

•    product,  the  other  by  reducing  its  cost.     In  a 
i>le  market  price  can  only  be  raised  by  co-opera  t 

pan  of  the  producers.  But  in  those 
days,  when  the  virtues  of  competition  were  extolled, 

not  only  had  n  ;ot  been  '  educated  ' 
to  the  possibilities  <>t  >IK  h  )  but,  even  if  the 
desire  and  knowledge  were  theie,  the  competitors  were 

frequc-ii  mnneiou>  t<»  provide  any  guarantee  of 
esstul  co-opt 

inained,  therefore,  to  enlarge  the  surplus  by  re- 
ducing was  frequently  *o  keen  as 
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to  provide  a  strong  motive  to  such  effort.  It  was  often, 
indeed,  a  compelling  force  to  ensure  thejpermanence  of 
any  surplus.  A  reduction  in  cost  could  be  effected  in 
either  of  two  ways  :  by  a  reduction  in  wages  and  the 
prices  of  raw  materials,  the  method  of  conducting  the 
business  remaining  the  same,  or  by  il><  intmdi; 
of  more  efficient  methods  of  production  and  of  buying 
and  selling.  By  the  first  method,  there  is  obviously  a 
limit  in  tin-  .mount  by  which  costs  can  be  red 
But  it  may  be  taken  for  granted  tint  this  method  was 

eglected  by  the  average  manufacturer,  who,  in 
those  days,  had  heard  few  if  any  sermons  on  the  fallacy 
ot  the  doctrine  that  low  relative  wages  necessarily 
mean  cheap  labour  and  low  costs.  Employers  further 

sought  to  increase  their  profits  by  constant  improve- 
ments in  organisation  and  in  commercial  methods. 

Progress  in  this  direction  meant  growth  in  the  size  of 
the  business  unit,  and  such  growth,  particularly  among 
industries  engaged  in  making  standardised  products, 

was  continuous  throughout  the  century.  Specialisa- 
tion for  the  sake  of  standardisation  inevitably  followed, 

and  led,  in  its  turn,  to  further  growth  in  the  unit. 
Thu>  the  nature  of  the  competition  gradually  changed. 
From  being  fairly  keen  competition  among  a  com- 

paratively large  number  of  small  units,  it  became 
keener  competition  among  a  smaller  number  of  com- 

paratively large  units.  With  the  development  of 
cheap  and  rapid  transport,  and  the  linking  up  of  many 
areas,  interlocal  and  finally  international  competition 
became  more  and  yet  more  effective  as  knowledge  of 
markets  and  their  possibilities  was  more  and  more 
widely  diffused.  The  spread  of  this  knowledge  also 
made  it  more  difficult,  on  the  whole,  for  individual 
competitors  to  secure  any  marked  advantage  in  the 
markets  for  raw  materials  and  the  finished  products. 
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The  opening  of  exchanges,  such  as  the  Liverpool  Cotton 
inge  and  the  Birmingham  MetaJ  Exchange,  to- 

gether with  th<-  jmi.ii,  .iti.. n  of  trade  journals,  made 
ely  easy  for  sellers  to  discover  what  the 

market  would  bear  an<l  i«  -i  buyers  to  learn  how  much 
t  was  necessary  to  pay.    The  organisation 

of  commerce  in  this  way  ten  reduce  the  limits 
between  uhi<  h  the  realised  prices  for  a  given  q 
varied  at  any  gmn  tune.     It  operated  on  the  whole 

'  lie  smaller  and  i .  1  v  weaker  firms. 
The  nt  miniiuni.l  evolution  was  the 

ende.  eliminate   the  influence  of  merchants 

uldleincn,  from  whom  the  manufacturing  firms 
;  uised  materials,  and  to  whom  they  sold  the  finished 

product.    Manufacturers   began  to  sell  directly  and 
under  long  contracts  to  consumers,  and  to  employ 
agents  who  kept  in  toucl  u  h  consumers  or,  in 
foreign  countries,  with  wholesale  dealers.  Moreover, 

they  entered  into  '  covering  contracts  '  with  firms 
supplying  raw  materials  to  ensure  supplies  sufficient 
to  enable  them  to  fulfil  their  own  manufacturing  con- 

tract^ 1:  ome  industries  the  contract  of  a  firm 
s  chief  raw  material  was  sufficient  to  ma: 

the  contractor's  establishment  in  employment  for  a 
considerable  part  of  the  year,  and  it  was  therefore  only 

natural  thai   tlu-  contract  relations  should  grow  into 
something  much  closer,  and  finally  into  actual  amalga- 

n.     To   take  one  example,  based  upon  recent 
events.    A  shipbuilding  firm    requires  a   large  and 

i  mo  us  supply  of  ship  and  boiler  plates  and  other 
materials  made  in  a  steel  works.  If  these  are  supplied 
regularly,  under  contract,  by  the  same  steel  makers, 
it  is  natural  that  t  should  ultimately  merge. 
There  are  obvious  advantages  to  be  derived  from  this 
course.  In  the  first  place,  it  makes  for  stability  and 
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continuity  of  employment.  For  if  either  firm  refused 
to  renew  its  contract  the  dislocation  in  the  establish- 

ment of  the  other  might  be  very  Mii<nis.  Moreover, 
when  the  two  firms  are  amalgamated  it  is  possible,  in 
view  of  the  security  of  the  market,  for  the  steel  w< 
to  be  laid  out  in  •  that  will  secure  the  n 
effective  production.     Without  this  market  security 

\elopment  on  these  lines  might  be  extremely  risky 
Thus    vertical    integration    both    eliminates    mai 

risks  intermediate  between  the  two  stages  of  produc- 
tion and  makes  it  easier  to  maximise  the  advantages 

following  upon  extreme  specialisation. 
It  should  be  observed  that  in  the  case  given  above 

\s-as  the  financial  interests  that  were  amalgamated. 
1  he  geographic  relations  of  the  two  establishments  were 
in  no  way  affected.  The  necessary  cohesion,  however, 
may  be,  and  frequently  is,  brought  about  without 

complete  amalgamation,  but  merely  by  the  inter- 
locking of  capital,  the  individual  firms  retaining  their 

identity  and  continuing  to  exist  as  finan<  ial  entities. 
But  the  economic  significance  remains  the  sa 
Competition  is  removed,  wholly  or  partly,  from  the 
earlier  stages  of  manufacture,  and  concentrated  upon 
the  later  stages.  Vertical  integration  does  not  abolish 
competition,  but  merely  changes  its  form  and  sphere 
of  operation.  It  is,  indeed,  frequently  the  resort  of 
those  who  wish  to  preserve  competition  in  an  industry 
threatened  by  a  monopolistic  combination,  which  in 
turn  might  seek  to  ruin  the  outsider  by  controlling 
the  supply  of  raw  material.  Competitors  of  the 
United  States  Steel  Corporation,  for  example,  found 

that  if  they  were  to  compete  effectively  it  was  neces- 
sary to  control  all  stages  of  production  from  coal  and 

iron  ore  to  the  finished  product.  It  is  therefore  an 
•i — a   common   error — to   conclude   that    vertical 
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necessarily  represents  a  movement  towards 
It  is  more  correct  to  say  that 

mediate  tendency  is  away  from  monopoly  and  in  the 

din  •    increased  compel  it  ive    trcngth.     If  the 
establishments  m    existence,    vertical 

go  beyond  :  ilgamat: 
is,  however,  a  strong  tendency  towards  geo- 

graj  n  <>i  the  different  stages  in  those 
in  \\ln-  1.  t  to  conserve  heat, 
i  ier  economics  uf  a  like  nature  can  be  effected. 

A  reduction   in   transport  charges,  where  these  are 
refer  t    i-  a  j.  istance  of  such 
economics.     Intii    incut    years,   for   example,   steel 
works  were  generally  built  apart  from  blast  furnaces. 
Pig-iron  was  obtained  from  these  furnaces  and  after- 

cheated  in  the  smelting  furnaces  for  conversion 

into  >teel.      11  pig-iron  from 
Mirnaces  was   allowed   to  grow  cold  and 

before  it  reached  the  ces  en- 
ed  a  costly  wa-te  of  coal,  ami  in  ;  the 

blast  and  smelting  furnaces  are  built  near  each  other 
the  iron  conveyed  in  rom  one  to 

the  other.     The  same  principle  iecl  in  the  next 

•  he  steel  ingots  being  kept  hot 
:id    in    turn  brought  to  the  requisite 

r  rolling  into  blooms,  billets  or  bars.     So  im- 
portant are  the  economics  claimed  for  iV:  in- 

tegration that  the  present  tender  Awards  the 
n  of  one  large  wo  iting  with  the 

ml  by-product  plant  and  blast  furnaces, 
-  \\ith  the  ma  i.  .  d  prod':  h  as 

es  or  galvanised  sheets.     This  indicates 
.turn  movement  towards  the  organisation  which 

prevailed  before  the  splitting  up  of  different  stages  of 
manuLu  line  . 



4-2  SOCIAL  ECONOMIC  s 

lln-  tendency  towards  concentration  of  different 
stages  in  production  in  industries  where  the  business 
unit  is  large,  increases  the  difficulty  of  decentralising 
industry  and  intensifies  the  concent  i  it i<>n  <>1  popula- 

i  in  a  given  area.  But  provided  the  competing  busi- 
ness units  are  far  enough  apart  the  danger  is  not  serious. 

Moreover,  there  is  a  limit  to  integration  of  this  char- 
acter. If,  for  example,  a  steel  manufacturing  plant 

and  a  rolling  plant,  each  of  the  most  economical  size, 

are  erected  in  close  proximity  to  each  other,  the  out- 
put of  the  first  would  probably  be  greater  than  the 

absorbing  power  of  the  second.  In  this  case  the  sur- 
plus ingots  would  either  be  sold  on  the  market,  or 

used  by  the  same  firm  in  some  other  industry,  such  as 
tube  manufacture,  which  for  sufficient  reasons  might 
be  carried  on  at  a  considerable  distance  from  the  steel 
works.  On  account  of  the  difference  in  size  between 

the  most  economical  units  in  the  different  stages,  it 
is  not  unlikely,  indeed,  that  the  tendency  towards 
physical  integration  in  some  branches  of  industry 

itself  creates  a  further  tendency  towards  disintegra- 
tion or  physical  separation  in  other  branches.  To 

take  another  example,  the  most  economical  steel 
plant  can  produce  sufficient  small  ingots  to  supply 
four  to  six  tinplate  and  sheet -steel  works  using  such 
ingots  as  raw  material.  Integration  in  one  case  would 
therefore  make  for  disintegration  in  three  to  five 
others,  which,  however,  might  be  under  the  same 
financial  control  as  the  first.  In  such  a  case  there 

would  probably,  for  a  time,  be  keen  competition 
among  a  comparatively  small  number  of  firms,  with 
an  ultimate  tendency  towards  the  evolution  of  some 

form  of  association  controlling  the  last  stage  of  manu- 
facture. 

The  movement   towards   associations   among   em- 



INDl  .vrillAL  NISAT1ON  »:« 

the  purpose  of  regulating  ur  eliminating 

i  has  become  strong  and  rapid.    The  n» 
her  has  been  reduced  and  difficulties 

of  .  ease  m  the  size  of  the 
business   unit.    Moreover,   ma;  ers  have  now 

been  long  accustomed  to  meet  on  Exchan^*  ise- 
where,  particulailv  m      lodatioo          thenegon.tin 

wage  agreement  with  -A.. .Linen's  associations 
Co-operation  for  such  .1  p  •[**€  has  created  an  at- 

mosphere favourable  to  the  her  matters 
of  common  interest,  -u-h  as  the  abandonment  of 
mutual  and  often  expensive  competition,  and  the 

enlargement  of  individual  >m  pluses.  Hence  the  ap- 
pearance of  loose  associations  for  the  control  of  prices, 

h,  even  \slun  cm-,  live,  do  not  eliminate  com- 
petition, but  dire*  t  it  to  the  sphere  of  quality. 

quently,  however,  control  of  prices  is  only  effective 
when  superfluous.  This  is  the  case  when  market  con- 

ditions send  prices  above  the  mini  mum  stipulated  in 
the  agreement  (which,  of  course,  imposes  minimum,  not 
maximum,  prices).  When  the  market  is  unfavourable, 

ng  to  internal  over-production  through  over-build- 
ing, to  a  fall  in  demand  or  to  foreign  competition, 

the  agreement  is  cancelled  or  becomes  inoperative 
in  ;  ;iy  case,  a  simple  price  agreement 
does  nothing,  directly,  to  secure  more  effective  orjj 

of  production. 
In  A  there  has  been  a  very  marked  tend< 

towards  the  formation  of  trusts  aiming  at  monopolistic 
control,  and  in  Germany  towards  the  formation  of 
Kartels.  A  trust,  in  the  economic  sense,  is  a  complete 
amalgamation  of  the  economic  entities  previously 
separate.  In  other  words,  it  is  a  super  joint-stock 
company.  Tru  lual  firms  lose  their  idei. 
in  the  larger  economic  formation,  and  their  separate 
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establishments  become  mere  branches  centrally  con- 
trolled. In  the  Kartel,  on  the  ot  lu  i  h.md,  the  members 

retain  their  identity  and  combine  only  for  specific  pur- 
poses. The  Kartel  committee  receives  all  orders,  and 

these  are  divided  among  the  members  in  proportions 
determined  by  the  relative  producing  capacities  of 

their  establishments.  Appropriate  prices  for  pro- 
ducts are  guaranteed,  and  profits  therefore  vary  with 

efficiency  of  internal  organisation.  Commercial  con- 
centration makes  for  efficiency  on  th  om- 

mercial  risks  are  pooled  and  therefore  reduced.  More- 
over, the  Kartel  has  possibilities  of  manufacturing 

co-operation  and  specialisation  which  may  not  exist 
under  keen  individual  competition. 

Before  the  outbreak  of  war  the  Kartel  s\ 

showed  signs  of  being  adopted  in  this  country,  llu- 
tendency  in  this  direction  was  considerably  strength- 

ened during  and  on  account  of  the  war  itself, 

which  necessitated  not  only  the  closest  form  of  manu- 
facturing co-operation,  but  also  frequent  meetings 

between  manufacturers  and  nuent  departments, 
and  the  formation  of  associations  for  giving  effect  to 
the  economic  policy  of  the  government.  So  great 
has  been  the  change  wrought  during  the  last  five 
years  that  the  departmental  Committee  on  Trusts 

stated  in  its  recent  report  that  the  system  of  com- 
petition has  already  departed  from  the  manufacturing 

industry,  which  is  now  dominated  by  associations. 
This  fact  is  of  the  utmost  significance.  It  seems 

evident  that  the  Kartel  and  inter-Kartel  systems 
may  be  valuable  instrument  ocial  progress. 
Suppose,  for  example,  the  shipbuilding  and  steel 
industries  were  controlled  by  two  Kartels,  one  for 

each  industry.  Shipbuilders  would  send  their  require- 
ments to  their  own  committee,  which,  in  turn,  would 
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submit  them  in  bulk  to  the  steel  committee.    The 
latter  would  be  able  to  add  like  to  like.    The  total  re- 

quirements of  each  size  and  quality  of  article  would  con- 
it  e  a  reasonably  large  and  regular  contract ,  and  each 

contract  would  be  allocated  to  a  firm  whose  establish- 
ment was  or  could  be  specially  adapted  to  cam 

Thus  the  commercial  organisation  of  the  two  indust 
would  be  considerably  simplified,  and  sped 

ture  pressed  to  the  limits  imposed  by  cost 
ransport      I  n  t  hese  ways  real  costs  would  be  largely 

reduced,  and  labour  energy  set  free  for  use  in  other 
directions. 

It    is   imjx.it.mt.   however,  mprovements  of 
this  kind  should  confer  benefits  upon  society  as  a 

>le,  not  merely  add  to  the  surplus  of  the  manu- 
facturers or  give  disproportionately  high  wages  and 

salaries  to  the  people  employed  in  the  industries 
concerned.  Trusts  in  America  an  .-Is  in 
Germany   operated    under   the    protection   of   tariff 

Is,  and  part,  at  least,  of  the  benefit  conferred  by 
Tovement   of  industrial  organisation  was   mono- 

polised  by   the  owners   of  capital.     While   imp 
were  admitted  into  this  count rv  without  fee  or  re- 

•  \  of  any  kind,  the  danger  of  anti-social  action 
on  the  parts  of  trusts  and  associations  was  not  very 

great      It",    however,   the   war   not    only   eliminates 
ipetition    in    manufacturing    industry    but    also 
igurates  a  system  of  import  duties,  the  menace 

ic  combi:  vill  be  far  more  serious. 

unlikely,  indeed,  that  the  benefit  conferred 
association  would  be  more  than  neutralised  by  mono- 
poh  ion  and   the  consequent    need   for  ami 

tion.     Rect  ^es  in  the  organisation 
of  capital  can  only  be  ultimately  justified  in  so 

as    f  nable   industry   to  serve  the  community 
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more  effectively  than  was  possible  under  the  earlier 
rdgime.    The  new  system  has  greater  potent  lain 
—both  for  good  and  for  evil — than  the  old  :   it  is  the 
task  of  the  Government  to  secure  that  the  better  end 
is  served. 



CHAPTER    III 

INDUSTRIAL  ORGAN  IS  ATI  ON— «w/ifi«W 

i    JOINT-STOCK  ENTERPRISE 

IT  has  been  stated  that  the  developments  de- 
>ed  in  the  last  chapter  were  conditioned  by 

the   growth   of  transport   facilities.     There  were 
e  further  preliminaries  essential  to  such  develop- 

ment :  the  application  of  the  joint-stock  principle, 
i  ranee  and  banking.  The  social  significance  of 

each  of  these  calls  for  reference  at  this  stage,  particu- 
p  in  view  of  the  persistent  way  in  which  they  have 

been  ignored  in  discussions  of  economic  reorganisation. 
A  business  enterprise  may  be  carried  on  by  an 

individu.il.  or  by  private  partnership,  or  by  a  legal 
personality  known  as  a  joint -stock  company.  The 
importance  of  the  last  of  these  is  growing  steadily, 
not  only  in  this  country,  but  in  all  industrial  com- 

munities. It  is,  of  course,  easy  to  underrate  the 
value  and  significance  of  the  private  employer  even 
to-day.  Where  rapid  decision  and  quick  action  are 
important  ;  where  the  market  for  the  product  fluctu- 

ates or  is  otherwise  unstable ;  where  the  product  is 
not  standardised,  but  varies  in  shape,  size  or  quality 
according  to  the  varying  needs  of  individual  customers, 

and  where  it  is  a  product  of  the  '  artistic  trades,'  the 
mess  unit  usually  remains  comparatively  small 

and  the  industry  mainly  in  the  hands  of  private 
is.      If  tiire,  domestic  and 
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most  other  personal  services  are  further  taken  into 
account,  it  is  evident  that  a  considerable  proportion 
of  workers  of  all  grades  are  still  beyond  the  immedi- 

ate control  of  joint -stock  companies.  But  with  the 
growth  of  standardisation  there  is  a  distinct  tenden*  \ 

for  joint -stock  enterprise  to  advance  relatively  to 
individual  enterprise,  either  through  the  conversion 
of  the  latter  into  company  form,  or  by  the  initiation 

of  new  enterprises  on  the  joint-stock  principle.  The 
amount  of  capital  required  may  be  greater  than  .1 
single  individual  can  provide,  or  any  small  gnnij. 
willing  to  risk  in  one  form  of  business,  particularly 

the  risk  involves  not  merely  the  capital  invested, 
but  all  the  remaining  wealth  and  resources  of  the 

investors.  '  Industrial  unrest  '  is  more  marked  am<>n^ 
workers  employed  by  companies  controlling  large 
enterprises  than  among  those  employed  by  private 
owners,  or  partners,  or  even  by  companies  controlling 

comparatively  small  enterprises.  This  tendency  per- 
sists in  spite  of  the  fact  that  the  position  of  workers  in 

large  enterprises,  as  regards  finance  and  organisation 
at  least,  compares  by  no  means  unfavourably  with  the 
position  of  workers  employed  in  small  enterprises 
There  is,  therefore,  strong  presumption  that  (a)  the 
size  of  the  unit,  (b)  the  form  of  ownership  and  (c)  the 
degree  to  which  the  workers  are  organised  in  tr 
unions,  are  factors  relevant  to  the  examination  d 

labour  unrest,  and  are  partial  functions  of  ea«  h 
other. 

A  company  differs  intrinsically  from  a  partner-hip 
It  may  continue  to  live,  and  even  flourish,  irrespect 
of  the  life  or  wishes  of  individual  members.     It 

registered  under  the  Companies  (Consolidation)  Act. 
1908,  and  the  effect  of  registration  is  to  establish  it 

as  a  corporate  body  "  having  an  independent  legal 
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existence  quite  dist  \  .the  whole  body  of  share- 
hol<li-i>  who  i  omjH,  r  It 

Pai  »  a  private  partnership  (which,  in  general, 
cannot  be  of  abovv  .  persons)  are  liable  to  the 
full  rxu-nt  of  thru   w.  herever  possessed;  but 

.  of  shareholders  in  ^tock  company 
nnite.l  to  the  amount   nnjuid  upon  their  shares. 

shares  are  paid  up,  they  can  lose  no  more.     It 
v  follows  that  as  a  rule  private  partners  are 

people  who  .ly  have  supplied    the   capital   to 

•    a   i'usiness,  but  are  also  actively  engaged  in 
conducting  ept  in  the  case  of  certain  '  limited 
partnerships/  people  who  wish  to  become  sleeping 
partners   (i.e.   partners    who    invest   <  .  >ut 

iol)  nearly  always  invest  in  j-.int-tock 
panics. 

<x:k  companies  are  of   two  kinds,  private 
:  public.     Private  companies  were  first  recognised 

by  the  legislature  in  the  Companies  Act,  1907,  al- 
though for   many  years  previously  they  had  been 

recognised  by  business  They  differ  intrinsically 
companies  in  that  they  are  not  allowed 

to  make  any  appeal  to  the  public  for  shares  or  de- 
tures.     This    prohibition    results    from    the    fact 

i emulations    must   specify  a   membership 
lim  v  persons  and  rot i in  the  right  to  t 
shares.    No  limit  is  set  to  the  membership  of  a  public 
compai.  ii  may  appeal  to  the  public  for  sub- 

ptions,  and  which,  therefore,  unlike  a  private 
company,  must  file  with  the  Registrar  of  Public 
Companies  a  periodic  statement  of  its  financial  p 

As  a  public  company  may  have  but  few 
members  (though  not  less  than  seven)  the  system 
is  n  dangers.  To  obviate  these  the 
London  Stock  Exchange  stipulates  that   before  an 

4 
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4  official  quotation*  for  shares  shall  be  permitted 
there  shall  be  a  minimum  issue  of  about  £30,000  and 

a  provision  that  "at  least  two-thirds  of  that  capital 
shall  be  bona  fide  offered  to  and  taken  up  by  the 

public.'  ' There  are  therefore  four  classes  of  business  enter- 

prises— the  public  company,  the  private  registi 
npany,  the  private  partnership  and  the  enterprise 

conducted   by  an   individual  employer.     I  IK     '  per- 
xMiality*  of  the  last  two  is  bound  up  with  the  per- 

sonality of  the  owners,  but  the  first  two  are  1< 
entities  with  an  existence  distinct  from  that  of  tin 

shareholders,  who  may  withdraw  without  interfei 

\\ith  the  continuity  of  the  employing  entity.     'Un- 
economic importance  of  the  public  company  tends  t«» 

grow  as  industry  becomes  more  standardised  and  tin- 
business  unit  increases  in  size. 

A  business  enterprise  has  to  be  promoted  or  initiated, 
and  organised  to  meet  future  requirements.  Capital 
must  be  collected  from  various  sources  ;  the  type  of 
organisation  must  be  determined  ;  labour  must  be 
secured  and  a  connection  with  consumers  established. 

This  is  no  easy  task.  A  manufacturing  business 
should  start  with  a  reasonable  expectation  of  a  long 
and  prosperous  life  and  a  growing  output.  It 
therefore  necessary  to  determine  whether  a  particular 
industry  is  likely  to  fulfil  such  expectation,  and,  ii 
for  what  form  and  rate  of  development  provision  should 
be  made.  It  is  here,  in  the  first  place,  that  enterprise 
finds  scope. 

Capital  is  provided  by  a  judicious  admixture  of 
offers  to  investors.  Those  who  seek  fully  secured 
permanent  investments  will  prefer  debentures,  whi«  h 
are,  in  essence,  a  mortgage  on  the  property  of  the 

1  Dicksee,  Business  Organisation. 
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company,  and  therefore  command  a  relatively  low 
rate  of  interest.  Those  in  whom  caution  is  diluted 

with  something  of  the  speculative  element  will  select 

eferred  '  stock  at  a  considerably  higher  rate 
•  rest.    This  interest  b  the  first  charge  on  realised 

profits,  but.  unlike  debenture  interest,  it  is  payable 
hen  profits  are  earned  uulative 

preference '  stocks  stand  midway  between  these, 
as  arrears  <•  ny,  over  a  period  of  years, 
must  be  paid,  when  prosperity  returns,  before  dividends 
are  declared.    Those  who  prefer  speculative  invest- 

ment    will  become  ordinary  shareholders,  entitled  to 
rest  of  the  divisible  \  Shareholders  thus 

bear  the  risks  of  the  undertaking,  and  the  average 
of  dividend  paid  on  ordinary  shares  is  therefore 

considerable  higher  th.m  the  ., \i-i.tge  rate  of  interest 
paid  on  preferred  sto«  h.   in   tum,  is  higher 

the  average  rate  paid  on  debentures.     But  in 
a  repre^  dertaking  there  is  clearly  a  definite 

larial  relation  among  all  three,  for  a  considerable 
advance  in  the  average  reL  o  paid  on  ordinary 
shares  would  induce  stockholders  to  substitute 
shares  for  stocks.  This  action  would  tend  to  raise 

prices  of  shares — thus  reducing  the  net  rate  upon 
the  investment— and  to  depress  the  price  of  secured 
stocks — thus  raising  the  net  rate. 

For  the  reason  that  shareholders  bear  the  risks  of 

the  enterprise  they  also  assume  ultimate  responsibility 
for  i  i  ol.  As  it  is  manifestly  impossible  for  the 
conduct  of  the  business  to  be  carried  on  in  general 
meeting,  the  shareholders  delegate  control  to  a  Board 
of  Directors,  retaining  only  certain  powers  of  dealing 
with  the  most  fundamental  questions.  But  the  mem- 

bers of  the  Board  are  so  much  better  acquainted  with 
the  details  of  the  business  that  their  influence  in  deter- 
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mining  even  problems  of  fundamental  policy  is  almost 
unlimited.  The  success  of  a  business  thus  depend- 
mainly  upon  the  quality  of  the  Board,  and  to  but  a 
negligible  extent  upon  the  shareholders.  The  Board 
of  Directors — the  Cabinet  of  the  Capitalist  Parliament 
—is  thus  mainly  responsible  for  organising  the  enu-i- 
prise,  and  generally  contains  men  of  different  types  of 
experience  and  training.  One  is  likely  to  be  a  lawyer, 
another  well  known  in  the  world  of  finance.  There 

is  now  a  strong  and  healthy  tendency  to  include  a 
qualified  accountant.  The  managing  director  is  the 

'  focussing  point  '  or  integrating  factor  of  the  control 
He  is  the  supreme  executive  officer  whose  function  it 

is  to  carry  out  the  general  policy  of  the  Board.  More- 
over, he  suggests  and  largely  influences  that  policy. 

He  controls  and  unifies  the  commercial  and  '  pro- 
ductive '  functions,  which,  however,  in  manufacturing 

industry  he  delegates  as  far  as  possible  to  '  commercial  ' 
and  '  works  '  managers.  The  works  manager  is 
sponsible  for  the  internal  organisation  of  the  factory, 
and  he  may  be  assisted  by  a  technical  manager,  and, 
possibly,  a  labour  manager.  But  the  tendency  to 
delegate  the  control  of  labour  is  not  yet  very  marked. 
The  technical  manager  (or  works  superintendent  or 
departmental  manager)  is  assisted  by  foremen,  who 

in  turn  immediately  control  the  wage-earners,  'llu 
staff  organisation  thus  tends  to  become  more  and 

more  complex,  and  the  necessity  for  delegating  func- 
tions and  the  importance  of  efficient  integration  be- 
come more  pronounced.  An  ideal  managing  director 

would  be  an  expert  in  legal,  commercial  and  technical 
matters,  a  statesman  in  handling  questions  of  general 
policy,  and  an  able  administrator  capable  of  dealing 
with  the  human  factor  in  industry.  But  whereas  the 
need  for  delegating  technical  functions  to  experts  has 
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been  recognised  for  many  yean,  the  importance  of 
the  labour  problem  and  the  desirability  of  delegating 
the  work  of  dealing  with  that  problem  have  received 
scant  recognition  It  must  always  be  difficult  to 
separate  the  labour  from  the  technical  problem  suffi- 

lelegation  along  different  lines, 
it    is   impossible  to  separate  them  completely. 

Mm  tu«>  j*,int>  m  •  ill  for  observation. 
TV  >  a  lack 

.my  adequate  sub  close  personal 
inn  *hkh  exists   -<,i  exist— in  small 
est.  owned  and  controlled  t>  iividual 

ployer  or   private   partnership.    The   'employer* 
of  t  isand  workmen  i-  to  them  but  the  shadow 

tleeting  shareholders  as  they  cross  the  curtain  of 
membership.     It  is  not,  of  course,  simply  a  matter 

;>      It  i    l.n-gely — and,  rightly  understood, 
inly     -i    matter    «.f    >i/e.     A    private    employer   of 

thousand    workmen    would   be   equally   remote 
mployees.     The  old  personal  relationship 

between  employer  and  worker  can  exist  only  in  a  small 

t-rprise.     But  the  type  of  ownership  itself  produces 
hological  effect   upon  the   workmen. 

As  employees  of  a  company  they  feel,  in  the  first  place, 

th.it  they  are  working  for  shareholders — perhaps  idle 
reholders — who  have  only  a  monetary,  and  often 

interest  in  the  establishment  in- 
hat  In  the  second  place,  they  feel  that   the 

lemselves    are    '  functionless,'  because 
10  personal  effort  in  carrying  on  the  business 

from  whi-  h  thev  oht.iin  tlu-ir  dividends. 

The  second  point  U  tint  the  real  buffer  is  the  fore- 
man.    Foremen,  in  gr  her  better  nor 

worse  than  other  people,  but  their  task  is  the  most 
akless  of  any.    It  consists  mainly  in  seeing  that 
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the  men  work,  and  work  hard,  when  there  is  frequently 
no  immediate  and  direct  incentive  to  work  beyond 
tli.it  provided  by  the  sense  of  moral  obligation.  When 
men  in  engineering  establishments  (where  the  difficulty 

is  most  acute)  are  on  time-work  the  foreman  is  some- 
times selected  not  on  grounds  of  technical  knowledge, 

but  on  account  of  the  driving  force  of  his  personality, 
his  most  pronounced  characteristic  being  his  bully; 

methods.1  Many,  perhaps  most,  managers  would 
reply  that  the  workmen  may  appeal  to  them  or  to 
their  immediate  subordinates  against  any  arbitrary 
action  by  that  type  of  foreman.  But  such  power  of 
appeal  is  not  of  much  value.  In  the  first  place,  men 
do  not  want  to  make  frequent  appeals  agai 
their  superiors.  They  sometimes  prefer,  indeed,  to 
allow  unpleasant  incidents  to  multiply  and  then  to 
take  drastic  concerted  action.  In  the  second  place,  a 
man  who  frequently  appeals  against  a  foreman,  though 
never  without  justification,  comes  to  be  regarded  by 
the  managers  as  a  discontented  workman.  He  may  be 
selected  for  dismissal  in  times  of  depression,  and,  at 
the  least,  will  probably  become  the  object  of  further 
pinpricks  on  the  part  of  the  foreman.  Again,  it  is 
believed  by  the  men  that,  in  the  interests  of  discipline, 
if  for  no  other  reason,  the  manager  will  side  with  and 
support  the  decision  of  the  foreman  except  in  the  most 

flagrant  cases.  For  several  decisions  against  a  fore- 
man would  necessitate  his  resignation,  which  the  firm 

might  desire  to  avoid  at  all  costs.  Finally,  it  is  char- 

1  Men  on  piece-work,  where  they  respond  to  the  stimulus,  do  not 
suffer  from  the  bullying  of  foremen,  because  the  immediate  interests 
of  the  two  sides  are  identical,  and  both  desire  an  expert  foreman 
able  to  remove  obstacles  in  the  way  of  output  and  to  introduce 
improvements.  The  foreman  is  also  frequently  the  rate-fixer,  and 
the  trouble  in  piece-work  shops  is  due  as  a  rule  to  disagreements 
regarding  the  appropriate  rates  to  be  paid  for  specific  jobs. 
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acteristic  of  this  country  that  the  heads  of  organisations 
are.  in  practice,  as  inaccessible  as  they  are  said  to  be 

ica.  A  large  business  enterprise 
is  like  the  headquarters  of  a  Government  depart  m« 

where  the  ordinary  official's  chief  fum  tion  seems  to 
be  to  place  obstacles  in  the  way  of  access  to  the  superior 
officers,  and  where  the  men  at  the  centre  read  the 
tenth  condensation  of  an  elaborate  memorandum 

ten  by  the  subordinate  officer  at  the  periphery. 
There  appears  therefore  to  be  an  urgent  need  in 

large  establishments— where   the   difficulty  is   most 
pronounced— for  the  appointment  of  a  labour  manager. 
By  tin-  i  -  UK-  mt   not  a  labour  officer,  holding  a  very 

•  >rdinate  position,  to  whom  is  delegated  merely 
responsibility  of  administering  in  the  factory  the 

laws  relating  to  health  nee,  and  compensation 
for  accidents  ;  but  an  official  enjoying  the  same  status 

as  the  technical  manager— that  is,  immediately  sub- 
ordinate to  tin*  managing  director  or  general  manager, 

and  directly  responsible  for  general  labour  poll 
He  would  represent  the  firm  to  the  employees.    He 

Id  be,  if  not  the  Labour  Mini-tn.  \vith  a  seat  in 
Cabinet,  at  least  a  permanent  secretary  of  the 

Mini-try,  responsible  to  the  Minister  for  executive 
function-,   and.   through   him,  able  to  influence  the 
policy  of  the  Cibinet.     As  a  specialist  he  would  be 
able  to  devote  more  attention  to  questions  of  the 
second  degree  of  importance  (so  apt  to  achieve  the 
first  degree)  than  an  over-worked  general  manager 

i  give,  and  would  be  able  to  regi-ter  the  lessons  of 
experience,  nowjso  often  and  so  quickly  forgotten, 

elopment  in  this  direction,  where  it   has  taken 
'«»ars  to  have   had   beneficial   results.     If 

tli.  .  give  of  their  best  workmen  must  not  only 
be  !  Uo  be  conscious  of 
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treatment.  A  labour  policy  which  is  worth  introduc- 
ing and  operating  is  worth  explaining,  and  explaining 

frequently.  It  i-  worth  submitting  to  the  test  of 
exhaustive  discussion  by  experts  who  are  also  special- 

ists in  that  sphere.  The  feeling  that  an  undertaking 
is  under  the  arbitrary  control  of  an  autocrat  rather 
than  \  upon  principles  consistently  applied 
would  thus  tend  to  disappear. 

It  has  been  stated  that  the  shareholders  bear  the 

:s  of  the  business  enterprise.  Industry  is  dynamic, 
and  the  movement  is  not  uniformly  progressive.  There 
are  good  years  and  bad  years,  years  of  high  prices  and 
of  low  prices,  periods  of  overtime  and  high  wages,  and 

of  unemployment  and  low  wages.  One  would  natur- 
ally expect  to  find  these  alternations  faithfully  mirrored 

in  the  dividends  paid  to  shareholders.  But  such  is  not 
usually  the  case,  for  several  reasons.  First,  a  period 
of  prosperity  and  expansion  is  usually  a  period  of  high 
costs,  partly  on  account  of  the  high  prices  of  materials, 
and  partly  on  account  of  extravagance.  Small 
economies  are  neglected,  and  much  money  lost  that 
might  be  saved.  New  machinery  is  introduced  and 
extensions  are  made.  The  new  developments,  more 
efficient  than  the  old,  should  ensure  a  fall  in  cost.  But 

they  do  not  immediately  fructify.  By  the  time  they 
are  in  full  working  order  the  boom  may  be  over  ; 
the  depression  in  full  swing.  But  now  cheapness  in 
the  methods  of  production  counts  for  much,  and  tends 

to  mitigate  the  '  evil '  of  low  prices.  Further,  the 
firm  now  insists  upon  other  economics  which  were 
disregarded  when  profits  were  easily  made,  and  is  able 
to  purchase  material  at  more  favourable  prices.  Con- 

sequently, the  variations  in  the  profits  realised  by  a 
manufacturing  business  tend  to  be  considerably  less 
violent  than  those  experienced  in  prices  or  employment. 
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Hut   It  it  in]         -t    to  observe  that  the  profits 
actually  earned  in  any  year  do  not  coincide  with 
profits  declared  i<>i  division   nnong  the  shareholders. 

ry  one  knows  that  by  means  of  different  kinds 
eserves— some  disclosed,  some  hidden— practically 

.ill    priiuam-nt     businesses    deli  be  Average    up 
:  disclosed  proi  tune  to  tune,  because  they 
•w  perfe  t  they  will  be  expected  to  pay 

more  or  less  nnifoim  <h 
The  policy  of  averaging  dividends  suggests  that  a 

stea<iv.   rat]  ^h\y  fluctuating  return,  is 
t  erred  not  only  by  speculative  shareholders,  but 
0  by  business  <  <>ns,  who  regard  it  as  an 

index   of    financial   stability.     It    is   clear,   however, 
i  only  be  pursued  so  long  as  profits 

v  IK.  i;  rnd  in  either  direction.     If  there 
i    conti:  downward   trend,  reserves   will   be 

depleted  and  ultimately  exhausted,  and  the  divide: 
will  show  the  real  state  of  affairs.     Under  si 

nces,  or  if  for  some  reason  the  enterprise  has 
been  over-<  may  occur  through  a  large 
reorgam  ..f  the  plair  :me) 

•it.il  may  be  '  written  down,'  that  is,  £100  of 
stock  may  be  railed,  say,  £80,  so  tb          ̂ riven  total 
<ii\idi  nd  may  be  expressed  as  a  rate  approximating 

to  the  rates  paid  in  other  undertakings.     If, 
<>n  marked  trend  up- 

wards, resulting  in   an   unwieldy,   if  not   danger* 
rase  in  ieM-rve>,  or   in   thr  :$  of  dividends 

:e  public  comment,  capital 
—that  is,  bonus  shares  are  issued  to 

ount  as  to  secure  that  the  total  dividends 
will  not  be  expressed  in  so  high  a  rate.     When  bonus 

shares  <ti"g   the   capital    value   of    'excess* 
1  Dtckflcc.  Attfinsss 
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profits  are  issued,  the  stock  is  said  to  be  diluted  or 

'watered.'  It  is  no  longer  adequately  represented 
by  the  tangible  assets  of  the  firm,  even  when  allow- 

e  is  made  for  the  cost  of  any  plant  \vhirh  m ay 
have  proved  a  useless  speculation.  It  does  not 

necessarily  follow,  however,  that  stock  is  '  watered  ' 
in  all  cases  in  which  bonus  shares  are  distribut. 
Frequently  a  firm  sets  aside  reserves  which  are  drawn 
upon  to  finance  extensions.  The  nominal  capital 
remains  unchanged,  but  the  real  capital,  that  is,  the 
tangible  assets  of  the  firm  (with  an  allowance 
unsuccessful  experiment),  is  increased.  The  capital 

is  provided  out  of  the  '  savings  '  of  the  sharehokL 
The  dividends  are  declared  on  nominal  capital,  and 
may  therefore  be  considerably  in  excess  of  the  rate  on 
actual  capital,  though  they  are  less  than  they  would 
be  in  the  absence  of  the  reserve  set  aside  for  develop- 

ment of  this  character.  It  is  a  legitimate  proceeding, 
therefore,  for  such  a  firm  to  issue  and  distribute  among 
shareholders  bonus  shares  representing  the  value  of 
the  extensions  financed  from  the  reserve  fund  plus 
the  value  of  such  reserve  itself.  Such  action  does  not 

constitute  the  '  watering  '  or  diluting  of  capital.  1 1 
is  thus  extremely  difficult  to  estimate  the  working 
results  of  an  undertaking  without  an  examination 
of  its  internal  accounts.  And  it  should  further  be 

observed  that  if  the  declared  dividend  represented  the 
actual  profits  earned  during  any  year,  and  the  nominal 
capital  accurately  measured  the  real  capital  of  the 
undertaking,  the  rate  of  dividend  would  not  be  a  true 
reflection  of  profits.  For  a  portion  of  the  capital 
would  be  supplied  in  the  form  of  debenture  or  preferred 

stock,  carrying  a  fixed  rate  of  interest,  and  the'greater 
this  proportion,  the  smaller  the  proportion  of  share 
capital,  and  therefore  the  greater  the  rate  of  dividend 
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upon  such  capital   which  a  given  total  sum  would 
•esent. 

these  facts  react  upon  the  general  feeling  of 
wage-earner.     He  fixes  attention  n«t  <>n  the  total 

:  i  t  he  raU  paid  on  share  capital 

•niiy  int..  the  proportion  wlu<  h  that  bears 
to  the  whole,  or  which  the  nominal  bears  to  the  real 

t.il     He  sees  that  this  rate  appears  to  be  more 
his  wages,  and  feels  that  he  alone  bean 

the  incidence  of  depression.  He  sometimes  believes  that 
large  sums  are  put  to  reserve,  and  somehow  rind  their 
way— without  pujudirr  to  the  ordinary  dividends — 
to  the   po<  the  shareholders.     He  generally 
refuses  to  see  in  the  writing  up  of  capital  anything 

er  than  the  '  watering '  of  capital  for  the  purpose 
of  disguising  the  real  position  of  the  undertaking.     He 

difficult  to  believe  that  capital  is  ever  written 
down. 

The  remedy  for  this  state  of  affairs  is  publi 
Competition    has    hitherto    been    based    largely    on 

secrecy— secrecy  as  to  the  method  of  conducting  a 
business,  and  secrecy  as  to  the  results.    This  secrecy 
affects  the  workers  injuriously,  and,  as  will  be  shown 
late  ..mmunity  also.     The  workers  witness  the 

prosperity  of  some  undertakings,  and  have 
little  opportunity,  owing  to  the  inadequate  picture 

•;>lu>d   bv  tii  ements,  of  examining  the 
losses  of  others. 

2    SPECULATION  AND  INSURANCE 

All  business  undertakings  are  more  or  less  specu- 
thi'y  involve  a  certain  amount  of  n 

Plant  HUM  be  laid  down  long  in  advance  of  demand, 

and  prepni  «•  on  the  expect, it i.m  that 
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the  demand,  when  it  arises,  will  continue  for  a  long 
period,  if  it  does  not  steadily  increase.  But  in  the 

meantime — through  the  discovery  of  a  more  suitable 
alternative  or  by  reason  of  a  change  of  fashion  in  a 

capricious  community — the  need  for  the  particular 
icle  may  have  diminished  or  disappeared.  Or 

again  the  firm  may  have  under-estimated  the  number 
of  rivals  to  be  taken  into  account,  and  may  ulti- 

mately discover  that ,  although  the  requirements  of  t  he 
community  are  no  less  than  expected,  its  own  share 
of  the  trade  is  small  and  prc-raiions.  One  of  the 
greatest  risks  of  any  business — or  profession — is  the 
appearance  of  a  stronger  rival. 

Nothing  in  business  is  a  certainty,  yet  all  firms  seek 
to  achieve  the  ideal  of  certainty  of  success.  1 1 
eliminate  avoidable  risks  in  various  ways.  A  manu- 

facturing firm  requires  a  continuous  supply  of  raw 
material  which  may  be  a  natural  product  obtainable 
only  at  certain  seasons.  It  must  either  pun  1 
in  advance  and  store  adequate  Mipplies  or  enter  into 
a  contract  with  a  dealer  for  a  continuous  supply. 
The  latter  method  is  usually  adopted,  as  the  function 
of  purchasing  intermittent  supplies  for  future  use  is 
one  that  requires  specialised  training.  The  elaborate 
market  organisation  of  the  textile  and  produce 
trades  merely  represents  the  method  of  unloading 
market  risks  upon  specialist  dealers,  whose  operation- 
are  based  upon  knowledge  and  foresight  greater  than 
those  which  could  be  acquired  by  manufacturing 
fir  ins  without  similar  and  probably  much  more  costly 
specialisation  on  the  commercial  side,  and  risk  is  thus 
reduced  by  being  transferred  to  and  concentrated 
upon  experts. 

The  action  of  dealers,  which  is  in  essence  "  buying 
cheap  and  selling  dear,"  tends  to  stabilise  prices  and 
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.  ust rial  enterprise.    Provided  such  dealers  genuinely 
compete  and  their  actions  are  based  upon  adequate 

•wledge.  prices  tend  to  vary  only  within  the  limits 
icated    by  interest    charges,   lor    the   period  of 
•rage/  upon   the  capital  or  value  of  the  stored 

•CM ml.     But  in  practice  competition  does  not  always 
work    in   that   beneficial  manner  ;    for  although  the 

0  force  is  strong  the  knowledge  may  not 
be  a<U  <iiutc.    Supplies  may  depend  upon  the  harvest, 

estimated  '  long  in  advance  :  sometimes  so 
:  that  the  intimate  becomes  a  mere  gamble,  bring- 

ing 'lu-  lucky. 
Legitimate    specula  not  a  gamble,  but    i 

based   upon   probability       And   the   more  constant 
ii  operation,  and  the  greater  the  knowledge 

of  these,  the  greater  the  degree  of  probability  and  the 

less  pronounced  the  element  of  gambling  in  the  trans- 
ion.    A  dealer  knows  almost  exactly  the  require- 

ment >  in  whe.it   of  the  nation.     In  purchasing  after 

the  harvest  for  sale  before  the  next  harvest  he  is  per- 
forming a  function  which  is  necessary  and  will  remain 

so  under  any  form  of  economic  control.     He  pur- 
chases a  specific  supply  at  a  time  when  it  is  not  wanted 

and  sells  at  the  time  when  it  is  wanted,  thus  checking 
ill  in  prices  already  low  and  an  advance  in  prices 

already  high,     i  makes  for  uniformity  ; 
and  uniformity  i-  worth  paying  for.  But  speculation 
based  upon  inadequate  information  is  a  gamble, 
tending  towards  instability.  Its  effect  is  disturbing, 
not  sooth 

Contracts  with  dealers  do  nut  ditter  in  essence  from 

covering  contracts  with  manuia- turers  where  the 

1  raw  in  1  ready  partly  manuf.u  tured  ;  from 
tin-  interlocking  .  I  of  complete  amalgama- 
vertical  integration— in  the  manner  described  in  the 
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second  chapter.  Amalgamation  is  a  method  of  reducing 
risks  and  strengthening  the  firm  as  a  competitor  in 
its  own  industry ;  and  of  increasing  the  trade  risks 
incurred  by  its  rivals.  But  there  are  many  risks  which 
are  common  to  all  enterprises  and  which  cannot  be 

iously  if  at  all  affected  by  personal  efficiency  or 
the  individual  action  of  firms.     To  meet  these  ii 

common  action  is  taken.    More  correctly  stated,  action 

is  taken  by  a  specialist  undertaking  which  is  of  servi<  <• 
to  all  alike.     The  service  is  that  of  in-mam  e. 
surance  societies  are  speculators  in  risks,  whose  own 

'  business  '  risk  is  of   a  different  character,  and  re- 
duced to  a  minimum. 

Insurance  is  rendered  necessary  by  uncertainty :  it 

is  made  possible  by  the  "  constancy  of  great  numbe 
Uncertainty  is  less  in  a  group  than  in  the  individual 
cases  coVnprising  a  group.  We  cannot  say  whether 
or  when  a  particular  house  will  take  fire,  but  we  can 
calculate,  with  sufficient  •  y  for  the  purpose,  how 
many  houses  in  the  country  will  be  so  destoyed  in  any 

given  year.  The  death-rate  in  a  community,  under 
normal  conditions,  is  fairly  constant.  And  it  is  this 

group  regularity  of  action  or  occurrence  that  dis- 
tinguishes insurance  from  gambling,  which  is  based 

upon  irregularity  and  eliminated  by  regularity  of  action. 
Insurance  is  possible  where  an  average  varies  but  little, 
or  where  an  appreciable  degree  of  variation  can  be 
accurately  measured.  The  purpose  of  insurance  is 
not  to  prevent  loss,  but  to  distribute  its  consequences 
among  a  large  number,  thus  incidentally  changing 
their  character.  A  destructive  fire  would  mean  ruin 
to  an  individual  firm  which  had  to  bear  the  loss 
without  assistance  :  if  such  losses  have  been  insured 

against,  they  mean  a  regular  but  relatively  small 
charge  upon  the  business  of  every  insured  party. 
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The  d  latcrial  loss  to  society  is  not,  however, 

ond Insurance  is  confined  to  accidents  which  are  be 

the  control  of  the  parties  and  therefore  "  pern 
an  e<piit.il>U-  contract."  Insurance  against  fire  is 
commt'i  no  compensation  would  be  paid  in  a 
case  of  arson      It  i    those  risks  for  which  it  is  in  no 
way  responsible  that  a  firm  provides  against  by  means 

i  ranee — fire,   loss   at   sea,    boiler   explosions, 
glary,    accidents;     death     of     debtor,    partner, 

manager  or  other  important  individuals  ;   dishonesty 

on  the  part  of  an  employee  ('  fidelity  insurance 
war,  etc.    These  are  all  i  >le  risks,  and  the  sphere 
of  is  steadily  growing  larger.    Insurance 

i  has  assumed  considerable 
dimensions  in  the  national  economy,  and  one  in  which 

the'  busine>  unit  isnecesv  -e.md  the  tendency 
toward-  strongly  marked.     A  large  society 
is  generally  regarded  as  more  stable  than  a  small  one 
for  the  simple  reason  that  the  risk  average  is  likely  to 
be  more  constant.  The  great  aim  of  a  society  is  to 
avoid  con<  •  isk.  A  municipal  society 
whose  '  ware '  is  fire  insurance  would  itself  be 
wiped  out  by  a  fire  which  destroyed  the  city.  Where 
risks  are  regarded  as  too  highly  concentrated, 
societies  adopt  the  system  of  reinsurance,  by  wli 
they  reinsure  the  concentrated  risks  with  other 
societies  whose  liabilities  lie  elsewhere.  This  secures 

>rm  of   unification  whi  highly   desirable  in 
the  interests  of  security.  At  the  same  time,  it 
preserves  elasticity  and  fosters  competition.  Of 
recent  years  insurance  has  made  the  greatest 
advance  in  the  social  sphere.  Health  and  unem- 

ployment insurance  has  been  provided  under  the 
direct  control  of  the  State,  and  the  further  ex- 
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tension  of    unemployment   insurance   is  regarded  as 
inevitable. 

ranee,  then,  provides  security  and  removes 
risk  of  serious  individual  loss,  an  end  sought  by 
businesses,  as  by  individuals.  Directly  it  does  nothing 
to  prevent  the  occurrence  of  the  accident,  but  indirectly 
it  may  do  much.  Boiler  insurant  c  means  closer 

inspection  ;  fire  insurance  means  utilising  all  prevent- 
ives of  fire  in  order  to  reduce  the  premium  to  a  mini- 

mum. Insurance  against  unemployment  and  sickness 
secures  a  weekly  income  during  a  period  of  enforced 
idleness,  and  tends  to  stabilise  demand  and  therefore 
trade  ;  while  the  feeling  of  security  and  the  fact 
of  a  continuous  supply  of  food  produces  good  result  s 
upon  mind  and  body,  and  is  an  aid  to  efficiency.  The 

socialising  of  risks  to  which  all  competitor^  in  an  in- 
dustry are  subject,  and  which  are  due  to  objective 

conditions  beyond  their  control,  removes  a  dead  weight 

upon  enterprise.  The  resulting  security  enables  in- 
dividual firms  to  devote  their  attention  to  the  specu- 

lative side  of  the  business  with  knowledge  that  their 
efforts  will  not  be  rendered  null  and  void  by  an  un- 

avoidable calamity.  Similarly,  the  security  that  their 
small  savings  will  not  be  swept  away  by  the  tide  of  i 
fortune  which  periodically  overtakes  most  individuals 

in  the  course  of  a  lifetime,  must  provide  a  strong  in- 
centive to  thrift  and  economy  among  workmen  who  are 

insured  against  sickness  and  unemployment.  Insurance 
is  thus  one  of  the  most  powerful  instruments  of  indus- 

trial and  social  progress  that  has  yet  been  fashioned  by 
man. 

3.  BANKING  AND  CURRENCY 

Important  though  the  insurance  function  admittedly 
is  in  modern  economic  organisation,  that  of  banking 
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is  undoubtedly  of  still  greater  importance ;  and  if 
a  careful  be  drawn  between  f 

1  abuse  of  ;  v  be  confidently  stated 
cd  in  this  sphere  tl  .my 

<T.     Nor  has   the  sense  of   moral  obligation   or 
social  resr>  v  been  anywhere  more  pronounced. 
Es  n  of  a  banl  .  provide  a 
saf«  those  who  have  cash  to  spare,  but  who 
do  not  desire  or  are  not   ready  to  invest  in  some 
permanent  seer  1(1  to  lend  money  to  those  who 

porary  accommodation.     Hut  in  perform- 

n  the  banker  discovered  certain  '  by- 
pro<  i  have  themselves  acquired  enormous 

work  and  importance  of  a  bank  may  best  be 
ood  by  showing  hov.  ious  parts  evolved. 

A  1  is  the  modern  representative  of  the  gold- 
early  days  the  goldsmith  was  the  resort 

of  peop  of  gold  plate,  jewelry  and  cash 

too  ' ,  •  to  be  kept  at  home  without  risk  of  burglary 
and  The  goldsmith  received  a 
fee  for  keeping- the  valuables  and  returning  them  when 
required  for  -peri fie  purposes.  As  he  performed  this 
fun  people,  he  held  a  large  supply  of 
cash.     Indi  depositors  withdrew  according  to 
immediate  needs,  and  periodically  replem  eir 

<s.     The  goldsmith  \vi?!  stomers  found 
*  here  was  a  *  oady  flow  of  cash  both 

wards  and  i  <>ck  rarely  if  ever  fell 
bel< 

minimum  store  were  kept  in  a  separate  safe  that  safe 
would  never  need  to  be  drawn  on.  He  was  always 
able  to  meet  the  current  demands  of  the  depo  itors 

nthe  contents  of  the  first  safe.      P    :<•  was  the 
fore  little  risk  in  lending  the  idle  gold  to  needy  people 
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who  wished  to  borrow,  provided,  first,  that  they  could 
give  ample  security,  and,  secondly,  that  the  loan  was 
not  likely  to  be  of  long  duration — for  the  depositors 
might  withdraw  unexpectedly  large  sums.  The  loans 
were  made  at  interest,  which  provided  a  profit  to  thr 
goldsmith.  This  profit  varied  with  the  loans,  and 

consequently  the  temptation  to  lend  was — and  still  is-- 
strong  ;  and  the  possible  loans  depended  upon  tlu 
deposits  of  the  timid  owners  of  wealth.  The  gold- 

smiths, of  whom  there  were  many,  naturally  began  to 
compete  for  such  deposits  by  reducing  the  fee  whi  h 

they  charged  for  providing  safe  custody,  and  ulti- 
mately paying  a  fee  or  interest  for  the  privilege.  The 

wealthy  depositors  were  of  course  aware  of  the  use 
to  which  their  cash  was  put — doubtless  there  were 
occasions  on  which  they  were  glad  of  it,  and  themselves 

obtained  temporary  accommodation — but  so  long  as 
the  goldsmith  was  strong  enough  to  meet  his  obliga- 

tions they  were  not  concerned  with  the  source  of  that 

strength.  They  might  have  said  to  him  :  "If  you  can 
pay  me,  I  don't  want  my  money ;  J>ut  if  you  can't,  I 
do. "  The  goldsmith  was  himself  a  wealthy  man  whose 
capital  was  invested  in  the  business  ;  and  he  was  not 
likely  to  court  loss  and  insolvency  by  lending  too 
freely.  This  fact  was  regarded  as  neutralising  the 
temptation  to  do  so  created  by  the  endeavour  to  make 

a  profit.  These  opposing  '  pulls  '  are  still  exerted  on the  modern  banker. 

When  the  depositor  handed  cash  to  the  goldsmith 
for  safe  deposit  he  naturally  received  a  receipt  for 

that  amount — say  £1000.  If  he  drew  out  £100  the 
receipt  had  to  be  destroyed,  and  another  written. 
This  was  an  awkward  method  :  why  not  give  a  large 
number  of  receipts  for  small  sums,  which  could  be 
destroyed  as  the  specified  sums  were  withdrawn  ? 
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And  immediately  a   further  step  became  obvious. 
he  sum  withdrawn  would  be  paid  to  a  creth 

in  turn  redepoMt  it   with  the  goldsmith. 
why  not  a  general   (instead  of  specific  or  inscribed 

personal)  receip  could  tx-  h.mded  to  the 
creditor   without    •  :ig   the   goldsmith?    Thus 

1  general  receipts  '  (or  bank-notes)  began  to  circulate 
and  were  readily  accepted  by  those  who  knew  the 
gol  ;i'l  h.nl  faith  in  his  abil  willingness 

to  pay.    These  '  receipts  '  represented  claims  upon 
goldsmith  (now  bunker)  for  the  amounts  specified 

icon.     Nor  was  t  stage  obscure.    When  the 
receipts  were  depersonalised  and  standardised  in  the 

in  of  bank-notes,  and  changed  hands  from  day  to 
day,  they  could  not  command  interest  and  so  became 

Me  for  cash  depositors   who  were  desirous  of 
ir  money  with  the  goldsmith  at   interest. 

These  were  given  a  deposit  book  (a  sort  of  book  for 
spe<  )  upon  which  was  entered  the  amount 
deposited  from  time  to  time,  or  withdrawn,  in  the 

of  cash  or  bank-notes. 

The  ion  from  gold  to  receipts  or  bank-notes 
was  easy  in  the  case  of  borrowers,  who  thus  received 

ins  upon  the  goldsmith  (now  bank)  rather  than 
cash  ;    and  the<e  claims  or  notes  circulated,  being 
accepted  a-  tutes  for  the  gold.     And,  just  as 

fe  proved  sufficient  to  meet  the  recurring 
tnds  of  the  r.i-h  depositors,  so  too  the  contents 

••cond  safe  proved  adequate  to  meet  the  request 
for  gold  resulting  from  loans  (in  the  form  of  notes) 
of  much  greater  amount.     The  amount*  >tanding  to 

credit  of  customers  in  deposit  books  added  to  the 

bank-notes  (i.e.  promises  to  pay  on  demand)  repre- 
sented the  total  liabilities  of  the  bank  ;    and  these 

were  far  in  excess  of  the  total  cash  in  the  safes.    The 
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borrowers  repaid  their  loans  in  time,  and  these  sums 

were  lent  again  to  other— or  the  same — people  who 
reqi  <^ommodation.  If  all  loans  were  called  in 
and  fully  repaid,  the  cash  assets  would  be  once  more 
equal  to  the  liabilities.  Thus,  provided  the  securities 

c  adequate,  and  the  bank  were  given  time  to  rec  ill 
all  the  loans,  or  realise  the  securities,  all  claims  could 
be  met.  The  bank  was  not  insolvent. 

But  frequently  the  bank  was  not  given  sufficient 
time  to  do  this.  Reference  has  already  been  made 
to  the  danger  that  banks  might  lend  too  freely  in 
order  to  increase  their  profits.  A  century  and  more 
ago,  when  industrial  communities  in  this  country  were 
comparatively  small  and  remote  from  each  other, 
they  were  served  mainly  by  local  banks  whose  ci  < 
frequently  did  not  extend  far  beyond  the  local  com- 

munity. These  banks  sometimes  lent  too  freely, 
that  is,  over-issued  notes — for  loans  were  made  in 
the  form  of  notes.  The  borrowers,  having  a  new 
supply  of  purchasing  power,  bought  goods  freely  and 
sought  labour  to  work  them  up.  Thus  wages  and 
prices  tended  to  rise,  and  interlocal  trade  was 

stimulated.  But  it  was  one-sided  trade :  people 
from  beyond  the  community  sent  goods  to  the  pro- 

fitable market,  but  local  manufacturers,  on  account 
of  their  high  prices,  found  difficulty  in  disposing  of 
their  own  goods  outside  the  community.  The  disi 
manufacturers  had  no  knowledge  of,  and  therefore 
no  faith  in,  the  local  bank-notes.  These  had  first  to 
be  cashed  at  the  bank,  whose  gold  reserve  was  thus 
depleted,  and  ultimately  exhausted.  But  before 
exhaustion  was  reached  the  suspicion  of  holders  of 
notes  would  be  excited,  and  a  rush  would  be  made 
on  the  bank  by  all  who  had  claims  upon  it.  I 

sudden  and  simultaneous  demand  for  payment  fre- 



l\Di     1KIAL  ORGANISAT1  «;•-• 

•iict.1  the  bank  to  put  uj  ttcrs.    Given 
a  bank  can  discharge  all  n    obligations ;   yet, 

nature  of  i  can  never  discharge 

The  lesson  of  experience  was  translated  into  law  by 
the  Hank  Act  of  18 ,  ted  the  issue  of 

the  A  importance  through 
the  growing  use  of  a  substitute  a  note.    This 
was    the    cheque  cad    of    lending    purchasing 
power  to  I*  in  of    gold  or  notes 

:  diluted    freely,    the    bank    credited   such 
nil  the  required  amount  against  which 

drew  cheques  in  ut  of  debt.    Provided 
no  01  ..->  a  chc  will  be  dishonoured, 
there  is  no  essential  difference  between  it  and  t lie- 
bank-note.     J  the  note  represents  an  obli^ 
to  pay  the  holder,  so  too  does  a  cheque  represent  a 

t   as  a   note  ultimately 
ink  either  in  cancellation  of  a  debt 

be  deposited  a  r  for  exchange  into  gold, 
o  the  cheque.    But  a  cheque  does  not  pass  from 

Normally  it  is  passed  into  the  bank 
new  one  drawn  to  finance  the  second  and  each 

juent  series  of  transactions.    And,  just 
as  a  bank  may  lend  too  freely  in  the  form  of  notes, 
so  to«  y  lend  too  freely  in  the  form  of  amounts 

ed  to  the  borrowers  against  which  cheques  may 
be  drawn.     Speaking  generally,  an  adequate  reserve 

of  gold  must    be   maintained   to   meet  the   bank's ies. 

proportion    the    reserves    should    bear    to 
ix>n  a  number  of  factors.     It  is 
ge  to  point  out  that  it  depends 

y  upon  the  psychology  of  the  people,  which, 
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in  turn,  depends  upon  their  education  in  the  use  of 
the  credit  system.  If  the  community  has  faith  in 
the  banking  method,  fostered  by  long  use  of  cheqi 
and  strengthened  by  careful  management  of  the  bank- 
in  the  past,  a  lower  reserve  would  be  adequate  than 
would  be  safe  in  a  community  which  has  not  yet 
acquired  such  faith.  In  other  words,  so  long  as  the 
people  think  the  reserves  are  adequate,  then  they  are 
adequate  ;  as  soon  as  the  people  begin  to  fear  that 
they  are  too  low,  then  they  are,  in  fact,  too  low.  The 
purpose  of  a  gold  reserve  is  to  maintain  confidence, 
and  so  long  as  confidence  depends  upon  the  relative 
size  of  the  reserve,  the  appropriate  relative  size  must 
be  maintained. 

It  has  been  stated  that,  from  the  very  nature  of  its 
function,  no  bank  could  meet  all  its  liabilities  if  called 
upon  to  do  so  simultaneously  and  without  notice, 
although  every  bank  which  has  insisted  upon  adequate 
security  for  loans  is  ultimately  solvent.  In  view  of 
the  danger  of  a  large  call  by  cash  depositors,  banks 
do  not  lock  up  their  money  in  the  form  of  long  loans. 

They  lend  for  short  periods  (or  hold  secure  invest- 
ments which  can  be  quickly  realised)  ;  and  they  so 

arrange  their  loans  that  they  mature  and  are  repaid 
in  steady  rotation,  so  that  merely  by  ceasing  to  m 
fresh  loans  they  quickly  cease  to  have  borrowers. 
A  very  important  form  of  loan — for  it  is  essentially 
a  loan — is  that  of  discounting  bills.  For  our  present 
purpose  it  is  sufficient  to  regard  bills  as  post-dated 
promissory  notes  guaranteed  by  firms  in  whom  the 

banks  have  confidence,  and  known  as  '  accepting 
houses/  A  second  important  form  is  a  short  loan  to 

'  discount  houses  '  or  '  bill  brokers  '  who  specialise  in 
the  work  of  discounting  bills — that  is,  purchasing 

bills  at  their  '  present  '  or  discounted  value.  For 
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example,  a  boot  manuf.u  turer  sells  boots  to  a  dealer, 
he  able  to  pay  his  account  until  the 

boots  are  resol  tomers.    As  the  manui 

;  immediately  to  pay  for  a 

••at!  cr,  the  dealer  gives  him  a  promissory 

ised  by  a  well-known  'accepting  house* 
•  he  dealer's  banker)  dated  a  month  hence,  and  • 

c  bill  at  the  bank  or  bill- 
king  house,  and  so  secures  funds  to  pay  for  the 

leather.     By  the  end  of  the  month.  »r    when  the  bill 
<•.  the  dealer  will  have  sold  the  boots  and  so 

<  It  in  funds  to  meet  the  bill,  presented 
by  the  holder  to  the  accepting  house  (or  bank),  wl. 

irn  receives  the  cash  from  the  dealr 

nerge  from  the  above  state- 
ment.   The  first  is  that  bank  loans-  are  mainly  used 

finance  trade—  to  provide  or  supplement 

iting  '  or  common  ial  capital.     A  bank  would 
Iv  lend  capital  to  a  manuf.u  turer  to  erect  a  new 

lor  such  capital  would  be  locked  up  for  too 

^r  a  period,  and'might  lose  much  of  its  value  through 
:it    management   or   for  some   other   reason. 
required  for  such  a  purpose  represents  a  long 

investment  >uld  be  provided  by  real  investors 
in  the  foun  of  stocks  or  shares,  or  by  the  owner  or 
owners  of  the  enterprise,  or  by  a  mortgage  in  the  case 
of  an  individual  enterprise  or  private  partnership. 

But  the  bank  may  safely  finance  commercial  trans- 
provide  relatively  small  overdrafts.     In 

the  ̂ econd  place,  the   obvious    method  of  checking 
borrowings  or  discounts  is  by  raising  the  rate  of  dis- 

with  onentUl  function  rather  than  machinery. 
I  have  thought  it  desirable,  in  order  to  state  the  eeMntiali  briefly 
and  clearly,  not  to  describe  the  kind  of  bill  of  exchange  actually 
employed  in 
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count,  i.e.  the  charge  made  for  a  loan.    The  only 
tive  is  to  select  the  borrowers,  an  invidiou  even 
if  the  bankers  had  all  the  necessary  materials  for 
forming  a  judgment.     Hence  tiona    \\i 

e  place  in  the  rati  cd  for  accommoda 
of  various  kinds.     If  the  reserves  are  high  and 

>unt  of  loanable  capital  is  rr  offers 

induce;  o    'buyers'    by    lowering    the   pi 
just  as  a  fruiterer  reduces  the  price  of  strawbei 
in  the  presence  of  a  plentiful  supply  ;   if  reserves 

1  loanable  capital  is  '  scarce,'  the  ban! 
up  the  price,  just  as  a  trade  union  forces  a  rise  in 
wages  when  there  is  a  scarcity  of  a  particular  kind 
of  labour.  Those  who  can  pay  the  highest  price  are 
presumably  those  who  are  able  to  make  the  most 
profitable  use  of  the  commodity. 

The  first  effect  of  the  war  was  to  destroy  confidence, 
and  the  whole  banking  organisation  tlnealened  to 

collapse.1  Hence  the  Moratorium,  which  in  effect 
prevented  those  who  had  banks  from 
endeavouring  to  realise  their  claims  until  the  ba; 
had  been  given  time  to  realise  their  assets  by  calling 
in  loans  and  collecting  maturing  claims,  in  the  form 
of  bills,  a  large  proportion  of  which  represented  debts 
from  foreigners.  It  has  been  said  that  the  Govern- 

ment, by  declaring  a  Moratorium,  merely  saved  the 

'  capitalists.1  It  did  more  than  that :  it  saved  the 
nation.  If  the  financial  organisation  had  actually 
collapsed,  no  group  would  have  suffered  more  seriously 
than  industrial  wage-earners.  Whether  the  Mora- 

torium was  the  only — or  indeed  the  best — method 
of  saving  the  financial  structure  is  an  open  question. 

1  The  cfiecU  of  the  war  on  banks  and  the  part  played  by  British 
banks  in  financing  foreign  trade  are  described  in  the  writer's 
Economics  of  War  and  Conquest. 
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There  are  adverse  critics  :    but  it  is  easy  to  be  wise 
no  event  not  too  much  to  say 

e  Governnu  ^  the  war  was  q< 
so  success!  i  c  declaration  of  the  Moral. >i mm, 

•d   the  way   to  subsequent  fin^m**?!  and 
i  measures. 

^  It  has  been  said  that  insurance  is  made  possible  by 
ncy  of  great  numbers  which  eliminates 

group  risks  the  same  regularity  of  group  act 
ikes  banking  possil  ntenance  of 

reserves  far  below  tlu  :   the  bank 
easy  and  sale.      1  l.r  larger  the  group  the  greater  the 
steadiness  <  cref ore, 

all  bank  e,  and  that  the 
atnalgai  wed  grt  ility  than  did  most 

the  con  -  when  they  operated  separately. 

i  of  de- 
iting  pa.  reserve^  with  the  Bank  of  England 

:ig  the  banks  cash  depositors  with  the 
ion — has  been  a  source  of  <  ible 

ecoi  -trength.     Not  only  has  it  tended  to 
ugthen  confidence  in  the    hanking   system  as  a 

iding  to  the  constancy  of  action, 
reserves    necessary    to    maim 

h  confidence,  but  it  ha  .u-»i  the  financing 
of  foreign  nd  fostered  the  sense  of  responsi- 

for  the  welfare  of  their  customers. 
And  this  sense  of  moral  obligation  has    proved   a 

ifeguard   in   this    country   than    did   the 
ion,  in  the  United  States,  of  a  legal  minimum 

resei 

The  amalg.  or  con«  n  movement  in 
banking  has  been  accelerated  by  the  war  to 

ii  an  exi  the  case  of  manufacturing 
i iu in- try,  we  are  said  to  be  witnessing  the  growth  of  a 
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hugetrust,\v  iy  strangle  enterprise.    But  a  money 
trust,  if  it  came  into  being,  would  present  real  differ- 

ences from  a  monopoly  in  manufacturing  industry.  A 

bank  could  not  refuse  cash  depoM  t  > ;  i  t  \\-( » u  ced 
to  provide  accommod  it  i<  .n  in  order  to  secure  a  fund  for 
paying  interest  on  deposits.  The  extent  to  which  it 
coyld  accommodate  customers  would  depend  upon 
its  reserves,  i.e.  ultimately,  upon  the  amount  of  its 
cash  deposits. 

The  amount  of  accommodation  which  would  be 

accepted  would  in  turn  depend  upon  the  fee  charged, 
i.e.  the  rate  of  discount.  The  publication  of  the  rate  of 
discount  would  prevent  the  charging  of  different  rates 
for  similar  accommodations  upon  similar  securities. 
The  danger  in  manufacture  is  that  a  monopolistic 
combination  would  limit  output  and  charge  differ*  nt 
prices,  according  to  the  squeezable  capacity  of  the 
market.  The  chief  danger  in  the  case  of  a  banking 

trust  would  be  that  of  providing  too  much  accommo- 
dation, i.e.  the  over-supply  of  credit  or  inflation  of 

currency.  It  is  feared,  of  course,  that  a  trust  would 
discriminate  against  certain  firms  without  adequate 
cause  ;  but  that  danger  could  be  avoided  partly  by 
Government  supervision  and  the  establishment  of 
an  independent  court  of  appeal,  and  partly  by  a 
system  of  adequate  devolution  of  responsibility  and 
control. 

When  a  customer  deposits  superfluous  cash  at  his 
bank  the  currency  of  the  country  is  pro  tanto  reduced 
or  contracted.  If  the  bank  lends  that  sum  to  a  cus- 

tomer the  currency  is  restored  to  its  former  dimen- 
sions. Loans  by  a  bank  expand  the  currency  in  so 

far  as  such  loans  are  actually  utilised  in  business  or 
otherwise.  If  they  lie  idle  they  do  not  affect  the 
amount  of  currency  ;  but  loans  are  contracted  for  use. 
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loans  are  of  such  amount  as  to  make  the  total 
iefi  of  the  banks  dangerously  large  relatively 

reserves,  the  currency  is  said  to  be  '  inflated  ' 
sense  ol  n.    But '  inflated  currency ' 

is  now  loosely  employed  in  the  wider  sense  of  expanded 
currency. 

Expansion  of  currency,  as  we  know  from  the  ex- 
perience of  five  years,  raises  prices  during  the 

process  of  expansion.  The  sequence  is  fairly  obvious. 

Currency  represents  purchasing  power.  The  posses- 
i  of  currency  enables  the  possessor  to  enter  the 

market  for  goods  or  sendees.  The  distribution  of 

currency  represents  the  distribution  of  the  '  pulls  ' 
upon  this  market.  If  the  owner  does  not  exercise  the 

'  pull  '  his  currency  is  '  dead/  and  is  only  revived 
when  it  is  again  employed.  When  a  bank  creates 
a  lo  eates  currency.  If  the  loan  merely  repre- 

sents the  cash  previously  deposited,  it  brings  the  total 
:  ency  back  to  the  level  at  which  it  stood  before  the 

cash  was  deposited.  If  it  exceeds  that  amount,  the 

<«ated  out  of  nothing.  The  total  currency 
has  been  increased.  The  pull  over  the  market  which 

borrower  has  acquired  is  greater  than  that  sur- 
rendered by  the  depositor,  i.e.  his  demand  for  goods 

and  services  is  stronger  :  the  total  demand  on  the 
market  shows  a  net  increase,  and,  if  this  is  large, 
prices  n 

The  effect  upon  prices  is  precisely  the  same  whether 
the  expansion  of  currency  be  due  to  an  increase  of 
gold  coin  in  circulation,  bank-notes,  Government  notes, 
or  bank  credits.  So  long  as  it  represents  a  net  increase 
it  tends  to  raise  prices,  and  the  period  of  expansion  is 
a  period  of  brisk  trade,  though  not  necessarily  healthy 

le.  When  the  process  has  come  to  an  end,  the  prices 
tend  once  more  to  become  stable,  at  a  higher  level, 
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cnt  of  the  climb  being  represented  by,  or  re- 
presenting, the  degree  of  expansion.  Since,  therefore, 

wages,  employment,  prices  and  currency  are  all  inti- 
mately connected,  no  student  of  the  labour  probUin 

can  afford  to  ignore  the  currency  probh 



CHAPTER   IV 

LABOUR  ORGANISATION 

TRADE  UNION  s  KE  AND  I  ISCTION 

IT  has  already  bet  the  interests  of 
employers  and  workmen  became  divergent  when 

of    labour  within    a    trade   or 

group  of  trades  began  to  in  .ike  itself  felt.     This  develop- 
it  resulted  in  ;»  ^e  in  the  number 

vely  to  masters,  and  consequently 
a  distinct  class  of  life-long  wage-earners  into 
being.     It  has  been  said,  too,  that  the  real  imp 

and  opportunity  to   form  workmen's  c<>:  ions 
appeared  with  the  factory  system,  which  brought  large 
numbers  to  work  behind  the  same  works  gates  and 

ie  m.tny  such  groups  near  neighbours.     Without 
imarise  the  admirable  History  of  Trade 

Unionism,  by  I  Sidney  \Vebb,  it  may 
briefly  be  said  th.it  in  the  m  'in  the  earlier  trade  unions 
were  local  organisations  of  separate  <  As  the 
country  shrank  with  the  development  «  .ys,  the 
loc.  itioas  were  frequently  eitht  : 

gamated  or  loosely  federated.     Many  such  organisa- 
tions were  formed  during  the  period  when  the  combi 

.ws    were    in    operation    and    wage-protecting 
associat  u»ie    illegal.    They    were    created    as 
friendly  s<>  the  repressive  laws 
were  abolished,  in   1824,  and  they  became  mainly 

wage  asso<  -y  continued   to   pay  friendly 
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benefits.  The  double  function  has  survived  to  this 

day,  although  the  position  of  the  union  in  its  capacity 
of  friendly  society  was  modified  by  the  Nat imi.il 
Health  Insurance  Act  of  1911. 

A  craft  organisation  is  based  upon  the  skilled  occupa- 
tion of  the  worker,  not  upon  the  industry  in  which  he 

is  employed.  An  industry  such  as  engineering,  ship- 
building or  building  covers  many  crafts,  and  there- 

fore contains  many  unions.  Moreover,  a  single  craft, 
such  as  engineering  or  building,  penetrates  into  nv 
industries.  Thus  a  single  employer  may  be  called 
upon  to  negotiate  with  many  unions,  and  a  single 
craft  union  may  have  separate  agreements  with 
employers  in  many  industries.  The  craft  unions 
themselves  vary  in  character.  Some,  like  the  sheet- 

metal  workers'  and  stone-masons'  societies,  cover 
one  craft  only,  while  others,  of  which  the  Amalgamated 
Society  of  Engineers  is  the  notable  example,  cover  a 
group  of  allied  crafts,  in  this  case  turners  and 

fitters  together  with  (among  others)  pattern- 
makers and  smiths,  whose  training  and  work  differ 

intrinsically  from  those  of  skilled  engineers.  But 
practically  all  are,  or  were,  confined  to  skilled  workers. 

In  most  industries  in  which  skilled  craftsmen  are 

employed,  there  are  large  numbers  of  unskilled  or 

non-specialised  workers,  who  may  move  from  one  in- 
dustry to  another  ;  and  these  were  ignored  by  the 

craft  societies.  Moreover,  there  are  industries,  such 
as  spelter  and  copper  manufacture,  in  which  the  crafts 
do  not  predominate,  and  others  where  the  great 
majority  of  the  workers  require  little  or  no  skill. 

Until  the  London  dockers'  strike  of  1889  these  groups 
and  industries  were  more  or  less  unorganised,  but  at 
that  time  a  wave  of  unionism  passed  over  the  country 

and  a  number  of  unions  of  '  general  workers  '  were 



LABOUR  ORGANISATION  7i* 

formed.    These  were  mutually  competitive,  and  <i 
the  last  few  yean  their  number  has  been  largely 
reduced  by  amalgamations.    Some  started  in  single 

; 
rlatuffl  of  workers,  such  as  dockers  and  warehousemen, 
or  municipal  employees,  but  they  gradually  extended 

sphere  of  control.    The  craft  unions,  although 
frequently  very  strong,  were  rarely  complete  mono- 
polie^      1  i    ome  of  the  smaller  towns,  for  example, 
the  skilled  engineers,  comparatively  few  in  number, 
were  for  long  unorganised,  and  they  tended  in  some 

cases  to  j  \vorken>'  unions,  to  which  the 
h    fi-lluw -w<  a  other  spheres, 

already  belonged.    Such  unioas,  therefore,  were,  and 
are,  not  only  mutually  competitive,  but  also  in  com- 

ii   some  of  the  craft   unions.     Further, 
some  of  the  work  of   the   craftsmen  (such  as 
lers)  was  standardised  and  performed  1  >y 

cal  aid-,  it    w.i-  -iinplified  and  brought  within  the 
capacity  of  semi-skilled  men,  who  either  formed  special 

s  or  joined  the  general  workers'  unions. 
A  skilled  craftsman  generally  serves  an  apprentice- 

ship, les  afterwards  spends  some  time 

as  an  '  improver.'     When  a  fully-fledged  tradesman 
or  journeyman  he  receives  the  standard  rate.     He 
may  never  advance  beyond  that  rate.     He  stands,  as 
it  were,  upon  a  platform  or  plateau  in  which  there  are 
but  si              lulations.     He  cannot  t  ransfer  to  another 

ie  industry.    The  gulf  between  the 
engineer    and    the    coach-builder   in   the    motor-car 
industry  Is  wide  and  deep.     But  the  engineer  may 
transfer  to  a  machine-tool  shop  or  the  coach-builder 
to  a  cabinet-maker's  establishment.    There  are  other 
forms   of   industrial    work    which   present    different 

es,  the  chief  being  that  progress  from  one  kind 
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of  worl  possible  and  general.     Thus  a 
young  man  in  a  steel  works  may  start  as  a  general 
labourer  at  the  f urnaces  and  expert  in  due  course  to 
become  a  fourth  or  third  hand,  and  ultimately  the 

melter.     At  the  mills  he  may  hope  to  become  a  rol ' 
Consequently  the  process  workers  in  such  establi  h 
ments  are  joined  together  by  a  bond  which  does  not 
exist  between  the  crafts.    Nor  are  the  interrelations 

of  the  men  on  different  rungs  of  the  ladder  similar  to 

those  of,  say,  carpenters  and  wood-cutting  machini 
for  in  the  latter  case   machinery  has  created  a  new 
trade  which  is  not  in  any  sense  a  prep  r  it  inn  for  the 

skilled  craft.     The  process  workers  in  the  '  ladder  ' 
trades — that    Is,  trades   in  which    there  is  upward 
mobility,  though  little  or  none  between  industries— 
naturally  belong  to  the  same  association.     In  some 
industries  the  tendency  is  not  to  link  up  all  within  a 
craft,  or  all  process  workers,  but  to  form  one  un 

for  the  whole  industry.     Thus  the  Miners'  Federation 
includes  all  the  men  employed  in  and  about  the  mines, 
with  the  exception  of  small  groups  of  craftsmen  such 
as  winding  engine-men,  etc.     The  National  Union  of 

;  iwaymen  includes  all  men  employed  on  the  railways 
(though  not  in  railway  shops,  where  th«-  craft  unions 
are  naturally  strong),  with  the  exception  of  a  small 
group  forming  a  rival  union. 

It  is  clear  even  from  this  bald  summary  that  the 
situation  in  the  field  of  labour  is  very  complex.  Workers 
seek  to  form  groups  of  people  with  common  interests. 
The  craft  union  rests  upon  the  belief  that  a  small 

closely-knit  association  is  bound  ultimately  to  be 
stronger  than  a  larger,  looser  association  covering 
groups  whose  interests  are  or  may  be  in  conflict  upon 
important  points.  It  is  the  result  of  the  search  for 

an  organisation  of  people  whose  interests  are  identi- 
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cal  upon  all  important  matters.    There  are  specific 
rests  shared  in  common  with  the 

members  of  other  groups  ;  and  these  are  secured  by 
the  forma'  tecs  (as  in  engineering 
and  shipbuilding)  for  negotiating  changes  in  standard 
rates. 

The  imliitii.il  union  represents  a  reaction  against 
•  conception,  and  is  based  upon  the  assumption  that 

all  kers  employed  in  the  various  crafts  within 
an  industry  have  one  interest  in  common  which  ti 
scends  t  i  »st  of  craft .    For  example,  it  is  assumed 
that  the  interest  of  an  engineer  employed  on  marine 
engines  is  closer  to  that  of  a  plater  or  ship-carpenter 
(because  all  three  are  employed  in,  and  their  fortunes 

crmined  by  the  fortunes  of ,  the  shipbuilding  industry) 
11  to  that  of  an  engineer  doing  almost  identical 

work  in  a  distant  electrical  engineering  establishment. 
Consequently  all  three  should  belong  to  the  same  (in- 

dustrial) union,  the  common  interests  of  the  engineers 
in  the  shipbuilding  and  electrical  trades  being  secured 
by  a  looser  form  of  federation.  Industrial  unionism 
is  also  naturally  advocated  by  those  who  aim  at  the 
reorganisation  of  the  control  of  industry. 

The  purpose  of  a  union  is  to  safeguard  the  interests 
of  its  members.     It  activity  is  thus  centred  in 

wages  question.  Associations  of  one  kind  or  an- 
other are  not  merely  desirable  :  they  are  inevitable 

if  industry  on  a  large  scale  is  to  be  effectively  carried 
on.  Just  as  a  wise  employer  favours  a  collective 
bargain  with  ln^  men  so,  too,  a  wise  trade  union  favours 
a  collective  bargain  with  employers  ;  and  the  formation 

of  employers'  associ  is  the  natural  reply  to  the >n   of    trade    unions.    The    two   associations 
appoint  representatives  to  meet  in  joint  committee 

cttle  wages  contracts.    Such  committees,  varying 
6 
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in  composition  and  function,  exist   in   most  of  i 

important  trades  of  this  country,  and  have  done  admir- 
able work.    Some  boards  have  written  constitutions, 

which  strictly  define  and  limit  their  function  ;   others 
havenosuchcoi  >n. 

A  board  may  \vo  types  of  questions  to  con- 
sider :  those  dealing  with  the  preparation  of  a  new 

agreement,  and  those  dealing  with  tin    interpretation 
of  an  existing  agreement.     Questions  of  interpretation 
are  largely  mechanical,  sometimes  purely  arithmetical, 
and  are  or  may  easily  be  referred  to  officials  or  sub- 

committees, and  failing  agreement  by  these,  to  ; 
tion.     If  the  question  at  issue  is  of  the  nature  of  an 
entirely  new  bargain,  or  the  consideration  of  a  new 
principle,  it  is  not  one  that  either  side  would  willingly 
submit  to  arbitration.     There  is  no  agreed  standard 
of    justice   to    which   appeal    may   be    made  by  an 
arbitrator,  since  the  standard  itself  is  the  question  in 
dispute.     If  no  agreement  is  arrived  at  there  is  danger 

of  strike  or  lock-out,  according  to  which  side  makes  the 
claim.     If,  for  example,  a  rise  in  the  cost  of  living 
were  made  the  basis  of  a  claim  for  an  advance  in 

wages,   the  employers   might   reply  that   their  own 
industry  was  unprofitable  at  the  moment.     Here  two 
different   principles  are  at  issue,  and  an  arbitrator 

would  not  be  able  to  give  an  award  without  pronounc- 
ing in  favour  of  one  or  of  a  combination  of  the  two— 

that  is,  he  would  be  imposing  some  definite  standard 
of  justice  upon  the  industry. 

If  the  question  in  dispute  were  relatively  unimport- 
ant, the  two  sides  would  probably  agree  to  arbitration, 

but,  under  normal  circumstances,  they  might  prefer 
to  allow  a  major  issue  to  be  decided  by  a  trial  of 
strength.  This  does  not  necessarily  mean  an  actual 

strike  or  lock-out.  Before  the  war  the  contending 
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parties  were  able  to  gauge  fairly  accurately  their 
•  ngths,  and  would  frequently  arrive  at  an 

agreement   representing  closely  the  probable 
issue  of  any  struggle.     It  is  not  unlikely  that  an  im- 

iuse  of  actual  strikes,  as  dis- 
ice  the  Armistice  is  the  f 

trly  five  years  of  control  have  diminished  the 
of  each  gauge  the  real  strength  of  the 

•T,  so  that  they  face  each  other  like  strangers 

seel  each  other's  real  power,  and  the  extent  to 
\vill  permit  its  employment.    Provided 

:e  is  a   definite  agreement   between  the  parties 

regarding  JL he  \<  ;>  >n  which  wages  should  be 
determined,  and  so  long  as  this  agreement  exists,  the 

power  to  strike  or  lock-out  may  be  surrendered  and 
vision  made  for  reference  to  arbitration  upon  all 

hin  the  sphere  governed  by  those  principles. 
Thus,  for  example,  the  constitution  of  a  joint  com- 

mittee in  the  iron  and  steel  trades  established  for 

carrying  out  sliding  scale  arrangements  may  provide 
that  all  disputes  relating  to  the  application  of  ti 
arrange  hall  be  referred  to  arbitration.     But 

tie  tiding  scale  arrangements  became  themselves 

subject  of  dispute,  the  provision  would  no  longer  oper- 
ate. Labour  has  alwa;  «  d  upon  the  recognition 

of  the  right  to  strike.  And  it  should  be  observed  that 
in  practice,  if  not  in  theory,  a  strike  is  something  more 
than  mere  withdrawal  of  labour.  It  represents  an 

the  industry  from  being  carried  on 
during  the  absence  of  the  strikers.  It  represents 
active,  not  passive,  resistance. 

The  aim  of  a  trade  union  is  to  secure  those  conditions 

of  employment  which  it  regards  as  just  in  a  given  set 
of  circumstances.     The    most    important   canon   of 

is  equal  pay  for  equal  work,  without  discrimina- 
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tion  against  any  individual  or  group.  To  secure 
end  it  enters  into  agreements  extending  over  a  period 
of  time  and  setting  up  standard  rates  of  wages  for 
specific  operations  or  occupations.  Such  rates  repre- 

sent minima,  not  maxima,  and  are  based  upon  the 
capacity  and  circumstances  of  the  average  man. 
Workers  of  more  than  average  efficiency  may  be  rated 
above  the  standard,  with  the  approval  of  the  union, 
and,  on  the  principle  of  equal  pay  for  equal  work, 
should  be  so  rated.  Agreements  of  this  chara< ' 
provided  they  are  faithfully  observed,  confer  a  triple 
benefit.  That  which  accrues  to  the  worker  becomes 

evident  from  what  has  already  been  said.  Employers 
benefit  directly  by  the  removal  of  any  serious  fluctua- 

tion in  labour  cost  during  the  tenure  of  the  agreement. 
The  resulting  stability  enables  them  to  enter  into 
contracts  for  future  delivery  with  greater  confidence 
and  to  fix  prices  for  such  contracts  with  greater  assur- 

ance. Long  agreements  are  of  the  nature  of  insurance 
and  reduce  the  element  of  uncertainty  in  enterprise. 
A  standard  rate,  moreover,  enables  the  enterprising 
firm  to  introduce  improvements,  confident  that  his 
less  progressive  rivals  will  not  be  able  to  destroy  the 
advantage  merely  by  reducing  the  wages  of  their  own 
men  and  the  labour  cost  of  their  product .  It  thus  makes 
for  progress  and  invention,  and  compels  the  laggards 
to  press  forward.  Provided  competition  is  effective, 
the  two  advantages  ultimately  redound  to  the 
benefit  of  consumers  in  the  form  of  lower  costs  and 

prices. 
It  has  been  assumed  that  agreements  are  faithfully 

observed.  But  breaches,  though  still  the  exception, 
do  sometimes  occur.  A  trade  union  is  not  a  legal 
entity  which  enters,  on  behalf  of  its  members,  into  an 
agreement  enforceable  at  law.  A  contract  of  employ- 
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mcnt  is  still  an  individual  contract  between  a  firm 
employee,  John  Smith  or   William  Brown. 

It  may  cover  a  month,  as  in  the  tinplate  industry,  or 
hour,  as  in  engineering  before  the  war.    The  collec- 
agreement  merely  sets  forth  the  terms  upon  which 

the  individ  ract  should  be  based.    Its  sanction 

is  not  legal  but  moral.  If  workmen  break  the  agree- 
ment they  are  not  necessarily  guilty  of  a  breach  of  law. 

But  it  should  not  be  assumed  that  only  workpeople 
break  wage  agreements.  There  is  such  a  thing  as 
observing  the  s  •  ci  while  breaking  the  spirit  of 
an  agreement.  Collective  wage  agreements  are  neces- 

sarily general  in  character.  In  the  past  they  were 
frequently  ambiguous  or  their  sentences  elliptical. 
They  often  provided  ample  opportunity  for  evasion  by 
unscrupulous  employers.  Recent  events  have  shown 
th.it  the  danger  of  interpretations  whi.  h.  while  strictly 
legal,  exhibit  a  sad  spirit,  is  nqt  yet  over  ;  and  t: 
the  need  for  care  in  framing  agreements  and  appointing 
broad-minded  interpretation  committees  is  as  urgent 
to-day  as  ever  in  the  past .  Experience  in  State  control 
of  wages  during  the  ws  that  general  agreements, 
be  they  ever  so  explicit,  give  rise  to  great  difficulties 
when  applied  to  varying  local  conditions,  and  that  a 
generous  mind  is  more  valuable  than  legal  training 

ing  their  real  inuntion.  There  is  no  room  for 
the  merely  clever  lawyer  in  wage  negotiations. 

2.  TRADE  UNION  CUSTOMS  AND  RESTRICTIONS 

It  has  been  stated  that  the  wages  ideal  is  equal 
pay  for  equal  work,  the  rate  being  that  regarded  as 
just  in  the  gu  instances.  If  the  ideal 

i slated  into  practice  it  must  be  by  collect 
bargaining ;    that  is,  -the  workers  must  be  strongly 



86  IAL  ECONOMICS 

organised.  The  association  must  be  truly  representa- 
tive of  the  workers  as  a  whole.  If  it  represents  only 

a  comparatively  small  proportion  employed  in  a 
competitive  industry  its  agreement  may  soon  cease 
to  be  effective  even  in  respect  of  its  own  members. 
The  policy  of  a  union  is  therefore  directed  to  develop 
its  own  strength.  First  and  foremost,  it  must  be 

strong — strong  enough  to  enforce  its  own  conception 
of  justice  upon  the  industry :  and  if  the  means 
necessary  to  secure  and  maintain  this  end  are  not 
in  the  interests  of  the  community  as  a  whole,  so  much 
the  worse  for  the  community.  A  trade  union,  like 
a  trust,  aims  at  monopolistic  control,  and  pursues  11 
policy  whirh  favours  and  strengthens  monopoly.  Not 
only  so,  but  it  aims  at  scarcity.  Capitalistic  mono- 

polies are  not  philanthropic  institution-:  they  seek 
first  their  own  interest,  and  hope  that  other  things 
will  follow.  But  there  are  cases  in  which  their  own 

interests  dictate  plenty  rather  than  scarcity.  The 
interests  of  a  labour  monopoly  always  dictate  search  v. 
For  it  is  not  the  total  wages  of  the  group  that  count, 
but  wages  per  head.  In  a  monopoly  of  capital  v. 
counts  is  not  net  profits  per  unit  of  output  but  net 
profits  per  unit  of  capital,  which,  at  their  maximum, 
may  mean  low  profits  per  unit  of  product  upon  a 
large  turnover  of  goods,  rather  than  a  high  rate  of 
profits  upon  a  small  turnover. 

To  say  that  a  trade  union  aims  at  monopoly  is 
not  to  imply  criticism.  The  justification  rests  upon 
the  alternative  and  the  use  made  of  monopoly.  The 
mere  fact  of  monopoly  suggests  advantages  and 
dangers — possibilities  rather  than  realities. 

The  importance  attached  to  collective  bargaining 
provides  the  real  explanation  of  the  value  placed 

by  the  craft  unions  upon  the  customs  and  re- 
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rig  the  nineteenth 

iportant  of  these  is  appren 
ship      i  t   of  a  skilled  craft  a 

isisted  u  uni'-n  .     Hie  system 
is  a  survival  of  the  old  days  of  domestic  han<: 

more  than  that       1    i    a  method  of  regulating 

nbers.    The  emphasis  is  1.  ing 

•:••!.     \\'here   possible   and   desirable, even  t  he  number  of  And  where 
1   can   only   be 

secured    by   at  ig   or    relaxing  appren: 

regi  i»y  are  not  allowed  to  stand  in  the 
way.     Thus    engineers    and   compositors   have    been 
compelled,  by  the  sheer  necessity  of  controlling  their 

les,  to  accej  embers  those  who  were 

by  other  sy  ofapprei  ;>.     Reg' 
i  of  entry  into  a  trade  is.  thus  a  method  of  securing 

and  preserving  monopolistic  control,  collective  barg 
<\     But  it   proves  a 

hindrance  rather  than  a  help  it  is  abandoned,  and 
i  it  provision  for  adequate  training. 

Closely  connected  with  apprenticeship  is  the  custom 
of  •  i  kinds  of  v  the  monopoly 
of  the  skilled  «  ;  i.     The  official  attitude  towards 

introduction  of  new  machinery'  and  the  simplifica- 
ii  of  processes  is  not  to-day  one  of  antat 

but  the  union  may  pn  e  operation  of  a  simpli- 
fied iiurhine  or  process   by  a  semi-skilled  worker. 

tig,  for  example,  is  a  skilled  i 
in  whi.-li  m  consists 
of    a  group   of    oper  nany  of    which,   taken 
separately,  are  semi-skilled   or   unskilled.     But   the 
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organisations  either  oppose  sub-divi  i  -n  of  work  or 
alternately,  claim  the  separate  sei  operations 
for  their  own  members.     The  aim  of  this  policy  is 
to  strengthen  the  monopoly  by  n  ing  as  large 
a  field  of  work  as  possible  for  the  group  of  craftsmen 
already  in  that  field. 

The  demarcation  difficulties  in  shipbuilding 
other  trades  are  explained  in  the  same  way.  The 

€  natural '  boundary  line  between  Iwo  crafts  may  not 
be  clear  and  straight,  but  faint  and  crooked.  In 
some  cases  there  may  be  no  dividing  line  and  it  becomes 
necessary  to  draw  a  more  or  less  arbitrary  one.  Each 
of  the  crafts  naturally  desires  to  make  its  own  field 
as  large  as  possible.  Encroachments  by  other  crafts 
are  deeply  resented,  because  they  reduce  the  field 
of  immediate  employment  to  those  attacked,  and  so 
lessen  their  power  of  controlling  the  conditions  of 
employment.  If  fitters  or  bricklayers  do  more,  there 
is  less  for  plumbers  or  masons  to  do.  On  the  other 

hand,  if  the  boundary  line  is  clearly  marked  no  crafts- 
man will  cross  it,  for  two  reasons.  The  first  is  the 

loyalty  of  craft  to  craft,  the  second  the  fact  that 
the  wage,  if  determined  by  output,  represents  specific 
payment  for  specific  work,  and  any  extension  of  work 
i-  in  effect  a  reduction  of  piece-rates. 

The  attitude  of  workmen  towards  machinery  and 
output  is  governed  by  the  same  consideration.  While 
their  associations  objected  to  new  processes  they 
defended  their  action  on  the  ground  that  the  resulting 
increase  in  product  from  a  given  number  of  men 

reduced  the  demand  for  labour  and  created  unemploy- 
ment. The  official  opposition  to  new  machinery  has 

practically  disappeared,  and  official  bodies  are  mainly 
concerned  with  the  conditions  under  which  it  shall 

be  introduced.  As  already  pointed  out,  they  generally 
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mi  the  work  for  their  own  member*  as  long  as  it  is 
possible  to  do  so.  But  there  remains  a  considerable 
amount  of  unofficial  and  local  opposition  to  new 
processes,  and  the  general  attitude  of  the  rank  and 
file  of  workers  remains  suspicious.  What  they  fear 
is  not  so  much  a  general  decrease  in  the  demand  for 
labour  as  an  immediate  fall  in  the  demand  for  that 

kind  of  labour  for  which  machinery  has  been  sub- 
ted. 

For  the  same  reason  strong  objection  is  frequently 
taken  to  unrestricted  output  and  schemes  for  stimulat- 

production.     Restriction  as  an  official  policy  has 
been  abandoned,  hut   it   was  nevertheless  practised 
before  the  war.    The  general  attitude  towards  methods 
of  remuneration  will  be  examined  more  fully  in  the 
next  section,  but  it  is  relevant  to  the  point  we  are 

s    discussing    that    many    engineering    and    ship- 
Ming  workmen  object  to  payment  by  results  on 

the  ground  that  the  increased  production  per  head 
thereby  secured  reduces  the  number  of  people  required 
in  the  occupation  affected. 

In  general,  trade  union  and  '  unofficial '  customs 
fall  into  three  categories.     First,  there  are  those  wl 
are  intrinsically  good  and  point  the  way  to  legislation. 
Tht  ace  upon  a  standard  minimum  has  been 

ified  by  results,  and  the  principle  has  since  been 
endorsed  by  Government  both  in  the  Trade  Boards 
Act  :  wages  legislation  during  the  war.  The 

ng  in>tiii.  tive  dislike  to  overtime  which  in  some 
cases  had  become  almost  normal  is  thoroughly  healthy, 
provided  it  does  not  result  in  cast-iron  regulations 
against  overtime.  Even  regulation  of  output  may, 
under  certain  conditions,  be  desirable.  In  the  heavy 
chain  indu-  employers  found  it  necessary,  in 
the  interest  of  output  over  a  long  period,  to  establish 
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a  '  stint/  representing  the  amount  of  work  per  day 
which  the  chain-maker  should  produce.  Previously 
the  latter  had  responded  too  fully  to  the  immediate 
stimulus  provided  by  payment  by  results,  and 
his  output  was  uneven,  and  on  the  average  less 
than  the  stint.  The  mile  cannot  be  done  at  a 

sprint. 
The  second  group  of  customs  represents  mere 

viv.  I  of  a  bygone  age,  when  the  methods  of  pro- 
duction were  wholly  different.  They  are  restrict i 

in  the  full  sense  of  the  term,  and  can  no  longer  be 
justified.  They  exist  in  many  industries,  but  as  they 
are  generally  local  and  unofficial  they  do  not  admit 
of  illustration.  The  third  group  represents  those 
defensive  measures  designed  to  meet  specific  dang, 
justified  in  some  circumstances,  but  superfluous,  and 

even  anti-social,  in  others.  The  primary  object  of 
the  apprenticeship  regulation,  as  enforced  by  craft 
unions,  was  not  to  secure  a  supply  of  adequately 
trained  labour  but  to  control  numbers  and  prevent 
undercutting  by  unqualified  workers.  When  it  failed 
of  its  object  it  was  abandoned  or  relaxed.  Neveri 
less  an  important  secondary  result  was  that  it  did 
secure  training,  and  until  some  adequate  substitute 
is  found  it  will  continue  to  justify  its  existence.  The 
control  of  numbers  was  necessary  to  preserve  intact  any 
agreement  with  employers  regarding  wages  and  general 
conditions  of  employment.  The  report  (1913)  of  the 
Industrial  Council  on  industrial  agreements  suggests 
that  this  end  could  be  secured  by  legislative  action. 
In  effect  it  recommends  that  any  agreement  arrived  at 
between  associations  of  masters  and  men  covering  a 
substantial  majority  of  the  workers  of  any  trade  shall 

be  applied  by  law  to  the  whole  trade.  This  seems  *a 
wise  recommendation  and  was  adopted  in  principle  in 
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the  M  of  War  Amendment  Act,  1917,  ami  the 
Wages  (Temporary  Reg  Act,  1919. 

of  this  kind  would  render  some  re- 
superfluous.     Hut  it  would  need  to  be  accompanied 
by  a   measure  to  secure  ade<i  Alining   of   a 

i hour  in  les.     Ap- 
ld  be  regarded  as  a  branch  of  educa- 

provided  as  would  make  it 
possible  i  tx>y,  however  poor,  to  benefit  by  it. 
ilitlu  n<>  th<   «.    i  .  i  apprenticeship  has  been  so  great 
and  tin-  immediate  profitableness  of  blind-alley  occu- 

i  workers 

ided  to   become  a  'close'  group,  like  pro- 
1  emplo\ 

rrence  to  the  fate  of  those  outride  tl.. 

Equality  of  opportunity,  if  it  i-  to  be  real,  will  mean 
less  onei  s  of  apprentice 
but  it  will  also  mean  more  searching  tests  of  efficiency. 

-killed  a  :11  be  less  difficult  to  enter, 
but  the  nature  of  the  difficulty  of  entry  will  change. 
At  present  there  are  no  real  tests — none  on  the  road 

the  inefficients— and  the  training  itself  is 
mechanical,    part 
A  really  scientific  solution  of  the  problem  will  co 
even  more  th  It  will  provide  an  organi> 
not  merely,  like  employment  exchanges,  for  indicating 

tual  and  registered  needs  of  industry,  but  also 
for  estimating  its   requirements   in   the   futun 
affording  guidance  to  the  bodies  responsible  for  t 
ing  and  advising  youths  seeking  careers  in  the  most 
promising  fiV 

If  the  prejudice  of  workers— in  all  grades— against 
cthods   and    unrest  rioted   <> 

is  to  be  overcome  provision  must  be  made  for  those 
who  may  be  forced  to  fall  out  by  the  way.    Such  pro- 
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vision  will  be  twofold.  It  will  offer  insurance  against 
unemployment,  and  a  scheme  for  the  aut<m: 
selection  of  those  who  are  to  be  dismissed.  It  is  cK u 

that  a  journeyman  at  the  height  of  his  powers,  with, 
perhaps,  a  growing  family  to  provide  for,  should  not 
be  selected  as  against  a  youth  with  no  social  respo nu- 

bilities and  young  enough  to  train  quickly  for  another 

post,  or  '  mobile  '  enough  to  go  to  another  part  of  the 
country,  or  as  against  an  elderly  man  on  the  point  of 

qualifying  for  an  old-age  pension.  This  difficulty  is 
reduced  by  the  legal  guarantee  given  to  the  standard 
rate,  which  would  make  it  impossible  for  an  employer 
to  retain  an  old  man  at  a  low  rate  in  preference  to  a 
younger  man  at  the  standard  rate.  But  it  will  still 
remain  a  difficulty,  for  although  the  employer  may 
desire  to  dismiss  the  least  efficient  at  the  standard 

rates,  such  a  policy  may  not  always  be  in  the  best 
interests  of  society.  Insurance  against  unemploy- 

ment of  this  character  is  obviously  desirable  ;  and  a 
general  insurance  scheme  offers  advantages  over  one 
integral  to  any  one  industry  which  might  be  com- 

pletely revolutionised  by  the  new  methods.  In  any 
case  the  fact  that  crafts  cut  across  industries,  and  that 
most  industries  are  always  in  a  state  of  flux,  separated 
by  boundary  lines  either  arbitrary  or  constantly 
changing,  would  render  the  narrower  scheme  im- 

practicable. Moreover,  the  wider  and  more  general 
scheme,  covering  as  it  does  a  larger  group,  stabilises 
the  average  rate  of  dismissal.  Industries,  in  respect  of 
methods  of  production,  move  in  jerks,  and  an  average 
for  purposes  of  insurance  would  not  only  vary  widely 
between  various  industries,  but  be  very  difficult  to 
discover  for  any  one  of  them. 

Any  insurance  scheme  of  this  kind  would  require  to 
be  closely  linked  up  with  the  training  scheme,  so  that 
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apprentices,  disappointed  in  their  expectations,  might 
immediately  be  offered  facilities  for  training  for 
alternative  employments. 

The  insurance  scheme  should  cover  not  only  those  dis- 
ed  by  new  machinery  and  improved  organisation, 

•  also  those  thrown  out  of  work  by  trade  depressions. 
It  is  frequently  urged  by  workmen — particularly 
engineers  and  shipbuilders — that  one  result  of  in- 

creased output  under  piece-work  is  over-production 
and  depression  of  trade.  Whether  this  view  be  true 
or  false— and  it  seems  to  be  mainly  false — periodic 
depression  and  unemployment  for  which  the  worker 

a  no  way  responsible  is  a  fact  of  industry.  Un- 
employment insurance  is  therefore  not  merely  desirable 

but,  by  providing  income  during  the  period  of  idleness, 
would  tend  to  check  the  spread  of  industrial  depression 
and  accelerate  recovery  from  it.  Insurance  and 

ning  would  thus  render  superfluous  certain   re- 
tions  which  would  otherwise  remain  necessary  in 
iterests  of  the  crafts. 

3.  METHODS  OF  REMUNERATION 

Industrial    efficiency   depends    largely    upon    the 
i     of     the     workshop.       Without     the    hearty 

co-operation    of    the    workers    the    most    powerful 
mechanical  appliances  and  the  most  efficient  organisa- 

:  are  of  no  avail.    One  of  the  more  serious  errors 

of  main  who  advocate  '  scientific  management  '  is  to 
believe  that   men  can  be  parcelled  out  like  bales  of 
cotton,  the  appropriate  muscles  being  employed  in  the 

most  '  economical '  manner  without  reference  to  the 
owners.     But  the  first  step  in  manage- 

ment   v.  really  scientific  is  to  enlist  the  co- 
operation of  the  worker  and  to  trust  to  his  sense  of 
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'  sportsmanship,'  which  is  never  completely  absent, 
and  which^n  most  of  the  relatively  few  cases  in  which 
it  is  wealP&n  be  fostered  and  developed.  The  spirit 
of  the  workshop  depends  partly  upon  the  method  of 
remuneration  and  the  conditions  under  which  it  is 
introduced.  That  some  craft  unions  still  attach 

supreme  importance  to  method  of  payment,  as  dis- 
tinguished from  amount  of  weekly  earnings,  is  evident 

from  the  antagonism  which  has  been  evinced  during 
the  past  year  to  payment  by  results  on  highly  stan< 
ised  wood-work  in  aircraft  factories. 

The  attitude  of  trade  unions  towards  methods  of 

remuneration  will  only  be  understood  so  long  as  it 
is  borne  in  mind  that  the  unions  aim,  above  all  things, 
at  the  maintenance  of  the  standard  rate,  and  believe 
that  this  can  only  be  achieved  by  collective  bargaining. 

Consequently  no  policy  which  militates  against  col- 
lective bargaining  can  be  expected  to  meet  with  their 

approval. 
Wages  represent  payment  for  work  done.  Provided 

therefore  the  results  of  such  work  are  measurable, 
individual  payment  by  individual  result  is  the  natural 
or  obvious  method  of  remuneration  :  it  secures  the 

closest  approximation  to  '  equal  pay  for  equal  work/ 
which  is  an  ideal  accepted  on  both  sides.  Differences 
arise  mainly  in  the  translation  of  that  ideal  into 
practice.  In  some  cases,  such  as  agricultural  work, 
retail  distribution  and  teaching,  the  result  of  effort— 
in  which  quality  may  be  an  important  factor — cannot 
be  measured  with  that  accuracy  which  is  necessary  for 
the  purpose  of  payment  by  results,  and  the  workers  are 
therefore  paid  according  to  time,  the  desired  correlation 
of  work  and  pay  being  secured,  as  far  as  possible,  by 
supervision  or  inspection.  In  other  cases,  such  as 
steel  manufacture,  or  the  rolling  of  sheets  or  plates, 
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•i  be  easily  measured,  and 
piece-work  < 

dual  as  in  sheet  rolling,  or  collective  as  in  brass  and 
copper  rolling)  secures  the  desired  equality  of  paynu  ; 
and  icrely  readily  accepted  but  strongly  pressed 
for  by  the  workpeople.    In  y<  cases,  such  as 
coal-mining,  superxi  extremely  difficult,  and  an 

ative  to  work  must  be  provided  in  the  form  of 
payment  by  results,  even  where  the  system  may  be  in 
other  respects  relatively  unsatisfactory. 

form  piece  or  tonnage  rates,  if  they  are  to  secure 

equality  of  payment,  presuppose,  1  'the  result 
varies  direc  t  v  wit  h  t  he  efforts  of  the  workers 

and,  secondly,  that  the  objective  conditions  under 
nen  work  are  uniform  and  unvarying. 

At  blast  furnaces  the  output  depends  partly  upon 
the  men,  but  also  partly  upon  factors  beyond  their 

h  as  the  quality  of  the  material,  the  size 
iracter  of  the  furnace,  the  nature  of  the  blast, 

etc.    The  present  method  of  payment  is  thus  a  com- 
•on   time  and  piece-work — namely,  a 

ue  basis  rate  to  which  is  added  a  (tonnage) 
bonus  on  output.     It  Is  interesting  to  observe  that 
so  far  from  defending  the  day-rate  and  objecting  to 
the  output  bonus  (as  engineers  do)  the  workers  at  blast 

iiaces  appear  to  be  Mron.dv  in  favour  of  '  straight 
tonnage  rates,'  \vhi<  h  would   vary  from  furnace  to 

the  bonus  does  at  present,  but  which  could 
be  fixed  by  negotiation  between  the  two  associations. 
The    method    would    be    consistent    with    collective 

bargaining,  for,  first,  there  are  few  furnaces  in  a  plant, 
e  fixed  and  tested  the  rates  would 

require  but  1  infrequent  modifications. 
In  ing  the  objective  conditions  show  con- 

siderable variation,  and  tonnage  rates  are  reinforced 
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by  minimum  time-rates  to  meet  the  requirements  of 
abnormal  places.  Where  conditions  are  standardised 

and  fairly  uniform,  piece-rates  are  '  depersonalised  ' 
and  can  be  fixed  by  collective  bargaining,  but  the 
only  alternative  to  the  time  minimum  for  work  in 

abnormal  places  would  be  '  individual '  tonnage  rates, 
which,  on  account  of  the  difficulty  of  measuring  the 
degree  of  abnormality,  would  frequently  be  of  the 
nature  of  a  gamble.  If  the  extent  of  abnormality 
could  be  ascertained  it  would  be  possible,  even  practic- 

able, to  establish  machinery  for  applying  to  such 
circumstances  principles  which  had  previously  been 
agreed  upon  by  the  two  associations. 

Such  machinery  exists  in  cotton-spinning,  which  is 
a  piece-work  trade.  Piece-rates  are  fixed,  by  collective 
bargaining,  for  standard  machinery  and  raw  material  of 
standard  quality.  If  the  objective  conditions  deviate 
from  the  normal  or  standard  in  any  factory  the  rates 
are  adjusted  to  the  required  amount  by  two  assessors, 
full-time  servants  of  either  side.  One  important  differ- 

ence of  principle  is  observable  in  the  determination 
of  rates  in  cotton-spinning  and  mining  where  the 
conditions  deviate  from  the  normal.  An  antiquated 
machine  or  poor  material  in  spinning  carries  a  rate 
above  the  standard,  the  excess  being  necessary  to 
secure  equal  pay  for  equal  effort.  The  same  principle 
applies  in  steel  manufacture.  But  in  mining,  tonnage 
rates  in  poor  mines  may  be  lower  than  in  average  mines. 
The  difference  is  due  to  the  fact  that  in  manufacture 

the  firm  is  mainly  responsible  for  the  conditions,  and 

may  escape  the  penalty  of  a  high  piece-rate  by  intro- 
ducing better  methods  or  securing  better  materiiil. 

Thus  differentiation  against  the  unenterprising  firm 

stimulates  improvement  in  method  and  makes  for  in- 
dustrial progress  while  providing  justice  to  the  men. 
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But  the  poverty  of  a  mine  is  due  to  nature  and  the 
evil  cannot  he  completely  remedied  by  mechanical 
devices.  If  therefore  it  is  to  continue  in  operation 

be  reduced.    The  alternatives 

he  men  are  employment  at  lower  rates  and  migrat 
to  other  mines  or  <1  Hence,  partly,  the  refusal 
of  the  Government    to  specify  a  in  national 

imum  day-rate  in  the  Coal  Mines  Act.  Such  a  rate 

would  probably  have  rendered  '  abnormal  coal  mines  ' 
permanently  unprofitable.  It  is  not  unlikely  that  one 

<  >f  the  ad  vantages  of '  unification ' — whether  by  national- 
isation or  other  means  l — would  be  to  remove  from 

the  shoulders  of  the  workers  the  burden  imposed  by 
ungenerous  nature  and  to  facilitate  the  closer  correla- 

tion of  pay  and  effort. 
The  above  considerations  enable  us  to  appreciate 

the  difficulty  experienced  by  some  of  the  craft  unions, 
and  to  understand  their  reluctance  to  accept  fully  the 
system  of  payment  by  results.  Skilled  moulders  gene- 

rally refuse  piece-work  on  heavy  castings  on  account  of 
the  extreme  difficulty  of  estimating  a  just  piece-rate. 
On  the  north-east  coast  this  difficulty  has  been  partly 
met  by  the  establishment  of  a  lieu-rate,  the  workers 
being  paid,  say,  time  and  quarter  (there  are  two  or 
three  lieu-rates)  in  time  of  pressure  on  the  under- 

standing that  they  work  at  a  '  piece-work  speed  ' 
The  system  enjoys  the  great  merit  of  being  an  appeal 

to  the  men's  honour. 

Blast  furnaces  and  engineering  works  "are  poles apart.  The  Litter  contain  a  large  number  of  machines 
for  various  operations  such  as  turning,  planing, 
drilling,  screwing,  grinding,  etc.  Nor  are  the  machines 
for  performing  such  operations  all  alike,  or  the  methods 
employed  identical  in  different  shops  engaged  in 

» See  Chapter  VII. 

1 
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manufacturing  -imil.ir  products.  No  industry  ex- 
hibits so  great  a  variety  of  machinery  or  of  methods  of 

pr<  >  on  the  same  group  of  m  Engineer- 
ing is  a  group  of  industries  among  which  there  are 

great  differences,  and  within  each  of  which  there  is  a 

great  variety  of  form,  so  much  so  that  a  '  typical ' 
engineering  shop  can  scarcely  be  said  to  exist.  There 
are  establishments  which  concentrate  on  one  product 
or  on  a  small  group  of  products,  such  as  a  machine  tool 
shop  making  one  type  of  lathe,  or  a  fuze  shop.  But 
the  majority  of  shops,  varying  enormously  in  size 

and  organisation,  '  specialise  '  in  general  work.  In 
such  cases  therefore  piece-work  among  skilled  engineers 

must  be  mainly  of  a  strictly  '  individualised  '  ch 
acter,  differing  essentially  from  piece-work  in,  say, 
sheet  mills,  where  the  same  rates  for  the  same  pro- 

cesses may  obtain  throughout  the  district.  It  is  not 
wholly  a  question  of  multiplicity  of  products.  Skilled 
sheet -metal  workers  make  an  enormous  variety  of 
sizes  and  products,  such  as  lamps,  trunks,  brass  jugs, 
motor-bonnets,  motor-radiators,  petrol-tanks,  etc. 
Yet  in  some  places  they  are  largely  employed  on  piece- 

work, the  union  having  prepared  an  elaborate  schedule 

of  piece-work  prices  which  employers  are  requested 
to  pay  their  workmen.  But  the  products  are  made  in 
large  numbers,  and  the  orders  constantly  repeated. 
In  general  engineering,  on  the  other  hand,  the  jobs 
not  only  vary  from  day  to  day  but  may  never  be 
repeated.  If  similar  products  are  made  in  different 
shops  the  machines  and  methods  employed  may  differ 
materially.  The  jobs  often  approximate,  in  type, 
to  repair  work,  which  is  never  twice  the  same  task. 

When,  therefore,  a  price — or  what  comes  to  the  same 
thing,  a  time  allowance — has  to  be  fixed  for  a  job  it  is 
usually  done  by  negotiations  between  the  rate-fixer 
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foreman  and  tl.  lual  workman  or  the  shop 
A-ard.    If  by  chance  the  job  is  repeated  or  a  &in 

one  given  at  i  ine,  the  foreman,  having  the  old 
schedule  at  hand,  is  at  an  advantage.  If  the  old  price 
provided  a  balance  regarded  as  excessive,  the  new 
price  is  reduced.  Again,  if  a  series  of  similar  products 

h.tve  to  be  made, '  experimental '  piece-rates  are  fixed, 
\\hiih,  if  they  are  found  to  be  'excessive/  are  reduced  ; 

in  exceptionally  quick  worker  is  called  upon  to  do 
the  experimental  work,  and  the  price  is  fixed  in  accord- 

ance with  his  rate  of  production. 
The  objection  to  piece-work  is  due  mainly  to  the 

individualised  nature  of  the  bargain  and  the  fear  of 
rate-cutting.  Nor  is  this  fear  without  adequate 
foundation  in  the  history  of  the  past.  There  are, 
however,  two  kinds  of  rate-cutting  :  the  one  is  theoreti- 

cally justifiable,  the  other  is  a  gross  injustice.  Piece- 
work provides  a  stimulus  to  effort,  and  if  it  is  individual 

rather  than  '  group  '  or  '  collective  '  piece-work,  the 
mills  is  direct  and  personal,  and  therefore  at  a 

maximum.  Earnings  vary  directly  with  personal 
effort.  An  average  time-worker  is  paid  to  work,  not 
to  be  idle.  There  is  an  implied  assumption  that  he 

will  do  a  fair  day's  work.  If  on  transference  to  piece- 
work he  is  able  to  make  double  or  treble  his  time-rate, 

either  the  piece-rates  have  been  fixed  too  high,  or,  if 
they  bear  a  close  relation  to  labour  cost  when  he  was 
on  day-work,  he  was  a  slacker,  and  has  now  responded 
to  the  stimuli!*.  In  either  case,  provided  he  is  an 
average  wo:  .t  an  exceptionally  rapid  worker, 

IK  .it  i.  -n  in  t  ho  'i  y  tor  a  reduction  in 
piece-rates.    There    must    be   some  definite  relation 

it  or  agreed  upon)  between  the  day-rate  and  the 
piece-work  earnings  of  the  average  worker  over  a 

f.-.ii  ly  long  period,  which  allows  for  a  sh<  .nt  ' 
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A  wise  employer  will  not,  however,  press  the 
application  of  this  principle  too  far.  For  he  will 

recognise  that  the  'stimulus  '  is  a  delicate  creature. 
Under  favourable  conditions  even  the  supposed 
average  worker  may  exhibit  uninspected  qualities 

of  workmanship,  and  discover  '  short -cuts  '  which 
enable  him  to  increase  his  production  out  of  all  pro- 

portion to  his  continuous  effort,  but  which  would  have 
remained  undiscovered  on  the  time-work  system. 

In  the  second  place,  if  piece-work  earnings  are  '  ex- 
pected '  to  be,  say,  time  and  quarter,  and  the  workers 

know  (as  sometimes  they  do  know)  that  additional 

earnings  would  be  the  signal  for  a  '  revision  '  of  piece- 
rates,  they  are  tempted  to  '  ca'  canny  '  during  the 
trial  period  and  afterwards  to  limit  the  output  to  such 
an  amount  as  will  regularly  bring  them  time  and 
quarter.  Under  such  conditions  not  only  do  the 

benefits  of  piece-work  not  mature,  but  in  extreme 
cases  the  output  may  even  be  less  than  on  day-work. 

Piece-rates  are  sometimes  cut  in  a  manner  which 
is  grossly  unjust  to  the  average  worker.  This  occurs 
when  a  number  of  workers  are  on  similar  jobs  and  the 

piece-work  earnings  of  the  most  rapid  workers  are 
taken  as  the  basis  for  revision.  Workmen,  like  em- 

ployers, vary  tremendously  in  point  of  efficiency,  and 
a  piece-rate  which  does  and  should  give  the  average 

worker  a  '  fair '  balance  may  secure,  in  individual 
cases,  a  relatively  large  weekly  income.  It  is  clear 
therefore  that  the  question  of  payment  by  result-  i- 
one  which  cannot  be  treated  lightly.  Some  unions 
oppose  the  system,  others  (like  the  Amalgamated 
Society  of  Engineers)  adopt  a  neutral  attitude  by 
regarding  it  as  an  establishment  question.  The 
greater  the  degree  of  standardisation  the  stronger  the 
tendency  towards  payment  by  results.  But  as  the 
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tendency  to  regard  ttfliyfarfttiml  or  repetition  work 
as  semi-skilled  is  now  equally  strong,  *ftttwlartHiaHon 

••If  leaves  the  problem  of  the  highly  skilled  crafts- 

Some  firms  have  endeavoured  to  solve  the  difli 

means  of  collective  bonuses  on  output,  such  o 
being  measured  in  product  if  standardised,  01 

v  invoice  value.  Most  experiments  of  this 
ure  appear  to  be  in  engineering,  but  the  conditions 

timing  the  war  and  since  the  armistice  have  been  so 
abnormal  that  no  final  estimate  of  their  value  can 

yet  be  offered.  Moreover,  the  12}  per  cent.  b< 
prescribed  by  the  Ministry  of  Munitions  in  1917 
wrought  great  havoc  among  those  which  had  already 

been  in  united,  and  '  queered  the  pitch  '  for  those  in 
coir  ion.  But  two  observations — the  one  ad- 

verse, the  other  favourable — may  be  made  upon  the 
principle  of  a  collective  bonus.  Against  it  is  the 

which  destroyed  associations  of  producers  in 
the  nineteenth  century — namely,  that  the  share  of 
each  worker  depended  less  upon  his  own  efficiency 
tii. m  upon  that  of  all  the  others.  The  workers  thus 

led  to  become  eager  superintendents  of  their 

colleagues'  activities  and  to  pay  less  attention  to 
their  own  efforts.  This  tendency  would  be  leas 
pronounced  where  the  product  passed  through  a  long 
chain  of  workers  than  where  the  majority  were 
similarly  employed.  The  favourable  effect  would 
be,  in  some  cast  itluence  which  it  would  produce 
on  tlu     ; .::  n  of  the  establishment  and  the  necessity  it 
would  create  for  the  urn  of  a  '  bonus  committee  ' 
whose  fuiu  ;  ight  be  gradually  extended  until  it 
became  a  fully  fledged  works  committee  animated  by 

<  .illy  con  irpose. 
A  collective  bonus  is  usually  based  on  invoice  values 
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when  the  products  arc  too  varied  to  permit  a  bonus 
on  specific  product.  But  the  total  invoice  values  are 
determined  not  only  by  the  amount  produced,  but  also 
by  the  selling  prices  of  the  specific  products.  In 
practice  therefore  the  bonus  is  a  sort  of  ha  If-  way 
house  between  a  bonus  on  specific  output  and  tl. 
>  lie  ling-scale  arrangement^  \vhi<  h  once  prevailed  in  < 
mining,  and  have  survived,  and  even  been  extended, 

in  the  iron  and  steel  trades.  Under  these  arrange- 
ments the  wages  of  the  employees,  both  time  and 

tonnage  workers,  vary  with  prices  ;  th.it  is,  certain  day 
or  tonnage  rates  and  a  certain  price  for  iron  or  steel 
are  taken  as  standard  or  base  wages  and  prices,  and 
every  change  in  price  (say  5s.  per  ton)  is  followed  by  a 
percentage  change  in  wages.  Usually  it  is  a  collective 
arrangement  covering  a  group  of  similar  firm>,  and 
the  prices  are  the  average  prices  received  over  a  period 
of  four  months  for  the  output  of  a  selected  number  of 
l lie  group. 

sliding  scales  are  therefore  in  essence  a  method  of 
distributing  among  a  group  of  workpeople  a  share  of 

'  excess  '  profits  due  to  a  boom  in  trade  and  a  rise  in 
prices,  or  a  share  of  the  loss  incurred  during  a  period  <  -1 
depression  and  low  prices.  Where  there  are  advan 
on  scale,  particularly  where  the  standard  wage 
a  minimum,  such  advances  represent  windfalls,  and,  in 
theory,  are  clearly  distinguished  from  the  normal  or 
standard  rate^.  In  principle  therefore  they  are  closely 
akin  to  profit-sharing  schemes,  though  they  differ 
from  these  in  one  important  respect.  Profit-sharing 
schemes  are  based  upon  actually  realised  net  profits 
which,  in  consequence  of  inefficient  management,  may 
be  considerably  less  than  market  prices  might  be 

expected  to  provide.  Sliding-scale  arrangements, 
being  based  on  prices,  eliminate  the  insecurity  due  to 
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possible  variations  in  the  efficiency  o!  management 
-c  the  workpeople  with  a  share  determined 

by  the  profits  which  a  representative  firm  might 
be  expected  to  enjoy. 

Moreover,  whereas  profit-sharing  schemes  are  usually 
restricted  to  individual  firms,  the  sliding  scale  usually 
covers  a  section  of  an  indu  ich  section  contain- 

ing many  firms.  At  first  sight  sliding  scales  restricted 
to  i  ml  firms  appear  to  be  fairer  tli.tn  those 
covering  a  group  of  firms,  as  the  prices  realised  by  the 

ividuul  firm  represent  more  accurately  than  a 
group  average  price  the  ability  of  the  firm  to  pay. 
But  the  larger  scheme  proved  to  be  fair  on  the 
average ;  it  also  tends  to  uniformity  in  the  method 
of  contracting  for  future  orders  and  penalises  inefficient 
management  and  commercial  organisation,  the  danger 
of  which  is  one  of  the  great  weaknesses  of  individual 

profit-sharing  schemes. 
Although  sliding -scale  advances  are  theoretically 

'  windfalls  '  to  the  workers,  in  practice  they  have 
become  inextricably  mixed  up  with  standard  rates. 
Thus,  to  take  a  striking  pair  of  examples  from  the 
iron  trade,  the  Cleveland  blast  furnace  scale  was  first 

introduced  in  1879,  a  year  of  extremely  low  prices  and 
wages.  The  price  and  wage  rates  existing  at  that 
date  were  adopted  as  standards,  with  the  result  that 
in  1914  prices  were  far  above  the  standard,  and  a 
considerable  percentage  advance  on  sliding  scale 
was  being  paid,  part  of  which  would  have  been  secured 
on  the  standard  wage  e  had  been  no  sliding 
scale.  The  Lincolnshire  blast  furnace  scale,  on  the 

other  hand,  was  established  shortly  before  the  out- 
break of  war,  when  the  prices  and  wage  rates  adopted 

as  standards  were  relatively  high,  and  in  1914  the 
advances  on  scale  were  ot  ely  small  amount. 
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The  base  or  standard  rates  in  the  two  cases  are  there- 

fore not  comparable;  the  equivalent  of  the  Lincoln- 
shire base  rate  in  Cleveland  is  the  base  rate  plus  tin- 

le  advance  at   the  date   when   the   Lincoln-Inn 
scheme  became  operative.    Thus  part  of  the  s< 
advance  in  Cleveland  i>  no  longer  of  the  n.itmo 
windfall,   but   a   part   of   the   normal   remuneration 

expected  by  the  workpeople,  and  comparable  to  tin- 
advances  in  standard  rates  gained  in  other  trades  sin  • 
1879,  and  due  to  the  general  increase  in  the  cost 
living. 

It  is  clear  that  sliding  scales  are  only  suitable  for 

industries  the  products  of  which  are  highly  standard- 
ised and  fairly  simple.  Coal-mining  is  such  an  in- 

dustry, and  for  many  years  the  miners  were  paid 
according  to  definite  scales.  Every  coal  sliding  scale 
has  been  abolished,  the  last  to  disappear  being  the 
South  Wales  scale.  Probably  there  were  many 
reasons  for  the  antipathy  with  which  these  scales 
were  regarded  by  the  miners,  but  one  of  the  most 

important  was  the  confusion  of  the  '  windfall  '  with 
the  standard  rate.  "  The  dam'd  thing  has  no 
bottom/'  said  the  men,  who  were  not  prepared  any 
longer  to  share  the  risk  of  so  highly  speculative  an 
industry.  But  even  until  the  peace  of  the  world  v. 
disturbed  their  wages  did,  in  effect,  vary  mainly 
with  the  average  price  of  coal,  such  price  being  re- 

garded as  the  test  of  the  ability  of  the  industry  to 
bear  an  advance  or  delay  a  reduction. 

Although  the  principle  of  the  sliding  scale  appeared 
to  be  sound — namely,  that  the  wider  the  area  of  dis- 

tribution of  '  accidental  excess  profits  '  the  better— 
and  is  capable  of  extension  beyond  its  present  sphere 

of  operation,  there  are  many  industries,  such  as  trans- 
port, and  manufacturing  trades  in  products  which 
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vary  widely  in  shape,  size  and  qu.  i  which  the 

'.ing-scale  system  is  obviously  unsuitable.     In  sue  h 
in.li:  tiies   schemes   whereby   workers  share  in   the 
realised  profits  have  been  tried  by  individual  firms, 
uith  varying   success.    Most  profit-sharing  and  co- 

partnership schemes  t  (.vide  that   the    hare 
the  individual  workers  shall  be  reinvested  in  the 

mi                                .ipit.il  shares  to  the  workers 
is.    The  aim  in  all  such  cases  is 

ter  .in  \             .11  the  business,  and  it 
eld  that  the  investment  of  capital  in  the  enterprise 

secures  a  greater  st     «    in  the  business  than  is  given 
by  a  simple  sh.               -lit*  which  the  men  may  spend 

icy  care. 
Profit-sharing    schemes    have     not    always    been 

popular  among  the  workers  who  have  had  experience 
>on.    Complaints  are  made  that  profits 

practically    disappear    for    long    periods,    and    that, 

average  of  years,  the  workers'  share  is  so 
til  as  to  destroy  the  value  of  the  scheme.    Sus- 
:<m  is  sometimes  entertained   that    the   amov. 
ed  to  reserve,  which  are  not  controlled  by  the 

men,  are  increased  in  order  to  reduce  divisible  profits. 
In  any  case  labour  has  no  voice  in  determining  policy, 
upon  which  profits  so  largely  depend.    The  granting 

of  a  share  of  profits  is  generally  an  '  act  of  grace  '  on 
the  part  of    the  firm,  and  often  accompanied  by 
onerous  conditions,  and  terminable  at  will.    Organised 
labour,  for  the  most  part,  has  been  openly  hostile 
to  profit-sharing  schemes,  under  which  the  men  are 
dealt    with    individually.     It    is    argued    that    most 
existing  ed    against    or   offered  as 
altei  to  trade  unionism 

It   may  be  true  that  these  objections  are  based 
upon  the  practice  of  br  dl  proportion  of  those 
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firms   whi»  h   have  adopted  the   principle    of    profit- 
sharing.     But  it  would  be  foolish  to  ignore  the  f« 
of  the  workers  and  the  attitude  of  their  organisations. 
The  first  condition  of   success  is  the  moral  support 
of  both  workers  and  their  ch<  lers,   and   to 

cnli>t  such  support  it  is  necessary  to  const  nut  schemes 
to  which  the  workers  shall  be  parties, not  as  in<livi<luals. 
but  as  groups. 

The  construction  of  such  schemes,  in  establishment  > 
where  they  are  desirable,  may  be  regarded  as  an 
appropriate  function  of  workshop  committees,  to 
\\hirh  reference  will  be  made  in  the  seventh  chapter. 



CHAPTER  V 

Hi! 

THEORY  OF  COMPETIT: 

Till        mplex  organisation  •  •!    modern  economic 
society  has   been    built    up   on    the   basis    <>( 
economic  freedom,  or  freedom  of   enterprise.1 

Every  one.  i     il lowed  to  carve  out  a  career 
for  himself  without  interference  by  the  State.     The 

n<  lit  ion  of  individual  success  is  the  provision 
•  e  to  society.     If  all  are  successful,  it  i>  because 

all   provide  services  for   \vhi<  h     <»<iety  Is  willing  to 
pay       .m«l    MMhty   is   therefore   provided   with   the 
services    it    requires    most    urgent  h    appears 
to  be  the  broad  a-  -n  upon  which  the  system 
rest-       I  here  is  no  n<l  deliberate  co-opera- 

i  of  integral  part-       I  he  organisation  is  not  con- 

trolled by  any  'ex1  authority  coascious  of 
own  directing  power,  but  regulated  by  a  fold-  within 

'f,  the  cent                     e  of  pci  ion. 
hough,  under  j<                                        tude  of  the 

mainly  passive  it  car                   :n  ultimate 
responsibility  for  the  system.     The  State  is  obviously 
finally  responsible  for  a  system  whi«  h  it  may  destroy 

ngthen.     But  it  has  hitherto  refused  to  effect 

on  r                         ^reformation.     The  theory  govern- 
ing the  attitude   of    the                         t    the  internal 

regulating  force,  with  it-  ̂ ilent  persistence,  i^  the  best 
1  See  Marshall.  Principles  of  Economic*,  book  i.  chap.  i. 
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that  has  yet  been  discovered  for  the  purpose.  IN 

action  may  not  always  and  in  all  spheres  be  product- 
ive of  the  jbest  results,  but  it  is  productive  of  the 

best  general  result.  Where  its  action  produces  evil 

i  onsequences  these  <  .m  he  neutralised  by  spc<  i lie- 
measures.  The  regulating  force  must  itself  be 
regulated,  but  it  should  not  be  destroyed.  Industry 

and  people  can  presumably  best  serve  the  com- 
munity by  being  left  to  themselves  :  the  presumption 

is  against  interference,  and  the  burden  of  proof  of 
the  need  for  interference  rests  upon  those  who  desire 
it  Industry  and  workers,  qua  workers,  are  deemed 
to  be  innocent  of  anti-social  action  until  found  guilty 

upon  evidence.  The  State  asks,  "  Why  should  I 
interfere?"  not  "Why  should  I  not  interfere?" 
These  questions,  indeed,  convey  the  essential  differeii'  < 
between  the  real  Individualist  and  the  true  Collectiv 
who  live  in  different  hemispheres  though  they  may 
sometimes  meet  at  the  Equator. 

Economic  freedom,  which  means  freedom  of  enter- 
prise, does  not  necessarily  mean  industrial  com- 

petition. It  includes  freedom  of  contract  and  associa- 
tion, freedom  on  the  part  of  firms  to  arrange  not  to 

compete  with  each  other,  and  on  the  part  of  workers 

not  to  undersell  each  other's  labour.  It  covers 
freedom  of  combination,  and  such  combination  may 
be  monopolistic.  As  an  operative  force  competition 
has,  indeed,  lost  its  efficacy  over  a  wide  range  of  in- 

dustries, and  threatens  to  lose  it  over  a  still  wider 
range  when  the  immediate  effects  of  the  war  have 
disappeared.  Competition,  in  short,  accomplishes  its 
own  destruction  and  the  creation  of  monopoly.  In  ex- 

amining the  value  of  economic  freedom  as  the  guiding 
principle  in  economic  society  it  is  thenfon  necessary 
to  pay  attention  to  the  self-eliminating  character  of 
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competition  and  the  monopolistic  form  of  control 

v.I.  >ws  upon  its  (I-  But.  although 
economic   freedom  embraces   both  competition  and 

and     the     various    intermediate    stages 

between  these  two,  it  is  frequently  regarded  as  the 
competitive  sy  1  the  case  which  has  generally 
been  often  defence  rest  the  assumpt 

1  competition.     Industrial  competition,  it 
is  said,  secures  that  the  wants  of  society  will  be 
merely  supplied,  b  led,  on  the  average,  at  the 
cost  of  production,  that  is,  without  the  payment 

^reasonable*  or  'excess*  profits.     I  ie  that 

manufacturers  charge  '  what  the  market  will  bear/ 
l»ut  in  a  o.mpetitivi-  nu:  will  be  compelled 
to  charge  the  same  prices.    Where  surpluses  appear 

v  are  due  to  one  or  more  of  the  following  causes, 

tory  or  other  enterpii>e  may  be  far  better 
:ated  than  i  Is,  and  the  cost  of  collecting 

^ls  and  distributing  the  product  consider- 
v  below  the  average  in  the  industry.     But  the 

;lt ing  surplus  Is  ultimately  either  shared  or  entirely 
absorbed  by  the  landowner  in  the  form  of  higher 

t  or  royalty,  and  the  pi  icrefore  more  a 
land  problem  than  an  industrial  one.  In  any  case 
the  surplus  should  not  be  handed  over  as  a  gift  to  a 
small  minority  of  consumers  or  special  group  of 
workers.  Secondly,  a  trade  or  group  of  trades  may 

•y  a  boom  due  to  foreign  demand  or  some  new 
Iden  need  at  home,  and  all  the  rival  firms, 

whose    intercompetition    is    temporarily    suspended, 
may  charge  prices  well  above  cost  and  enjoy  excess 

tits.     But   if  the  new  demand  shows  any  proba- 
:y    of    permanence    new    competitors    enter    the 

ipplies  arc  increased  and  prices  once  move 
fall  to  the  cost  level.    In  practice  the  temporary 
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effects  of  the  booms  are  neutralised  by  recurring 

depressions.  In  the  third  place,  individual  manu- 
facturers may  exhibit  qualities  of  industrial  and 

commercial  management  above  the  average  in 
le,  and  enjoy  excess  profits  which  are  denial  tin 

remainder.  But  these,  like  the  excess  profits  due  to 
a  large  and  rapid  increase  in  general  demand,  en 
forces  which  in  the  end  destroy  them.  The  less 
enterprising  are  ultimately  forced  to  adopt  the  methods 

of  their  more  enterprising  rivals  (i.e.  to  '  get  on  or 
get  out  ')  and  the  lowest  cost  becomes  the  general 
and  price-determining  cost.  Such  excess  profits  thus 
merely  represent  a  temporary  payment  for  a  benefit 
ultimately  conferred  upon  society  in  the  form  of 
lower  prices.  Such,  baldly  stated,  is  the  case  for 

competition  among  firms.1  The  prospect  of  excess 
profits  is  the  real  stimulus,  but  the  more  effective 
the  stimulus  the  smaller  the  chance  of  such  excess 

and  the  shorter  its  duration  when  it  appears.  At  a 
relatively  small  and  temporary  gain  to  individuals 
the  community  enjoys  a  permanent  and  growing 
benefit  in  the  form  of  increasing  abundance  and 
lower  costs  reflected  in  lower  prices. 

Nor  does  the  system,  if  fully  operative,  act  unfairly 
upon  employees.  An  employer  offers,  and  is  forced  to 
offer,  sufficient  wages  to  attract  an  adequate  supply 
of  labour.  If  he  offers  more  he  will  attract  too  many 
workers  :  he  is  compelled  to  offer  a  sum  representing 
the  commercial  value  of  the  labour,  for  if  he  does 
not  he  will  be  enjoying  excess  profits  which  will  attract 
to  the  industry  rivals  who  will  outbid  him  in  the  labour 
market.  If  therefore  workpeople  voluntarily  distribute 
their  labour  over  the  industrial  field  in  accordance 

with  the  need  for  such  labour,  the  relative  wages  paid 

1  Excess  profits  doe  to  expansion  of  currency  is  noted  in  Chapter  VI. 
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in  t   occupations  will  represent   those  which 
are  regarded  as  just  by  the  workers  themselves. 

This  abstract  theory  is  nowhere  accepted  wit 
serious  modifications.    Yet  it  is  important   that 
should  be  stated  somewhat  in   t!  igh 

i  acted  '  in  vacuo,'  there  being  no  economic 
I  i  trial  legislat 

is  at  precise!  -ult  \vhi«  h  is  said  to  be  secured 
perfect  competition,  and  is  ultimately  based  upon 
assumption  th.it  the  most  serious  evil  in  the  system 

.ts  it  actually  operates,  is  not 
c  lack  of  it,  and  the  jerky  manner 

where  it  appears  to  be  effective. 
Before  testing  the  assumptions  of  the  optin 

. ;x»t it ive  theory  described  above,  it  may  be  observed 
the  term  wealth  is  used  in  a  narrow  sense,  and 

!   the  bal.iiue  sheet  i-  seriously  incomplete.     Ad- 
mitted that   keen  rivalry  in  a  m  iring  trade 

will  lead  to  the  employment  of  the  most  efficient 
methods  of  production  and  the  provision  of  the  product 

i  correspondingly  low  •               ether  measured  in 
.-I   in  labour  energy  directly  employed;    the 

fact  rei                          immediate  interest  of  the  con- 

s  umeT>                             -who  may  be  distributed  over 
globe — is  confined  to  that   product  :    and  they 

wi!>              My  look                            y  from  an  entirely 
•  •11  up  by  the'people 

neighbourhood  of  the  factories,  even  if 
iiere.     The  point  i>  not  merely  the 

interest    DIM  and   consumer, 
A  ill  be  separately  examined  :   it  refers  also  to 

of  geographical  concentration 
local  reactions  of  certain  kinds  of 

les.    As  I  write  these  lines  in  Oxford,  I  am  deeply 
ed— sell;  ;>eaking— at    the    reduction    in 
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the  output  of  coal  ;   but  when,  dining  winter  lei  t  • 

in  Glasgow,  my  voi  -\\\\\ 
the  noises  caused  by  heavy  drays  being  pulled  along 
cobbled  streets,  I  feel  I  would  prefer  a  lower  stand 
of  material  comfort  if  it  meant  more  peaceful  life  to 
city  dwellers.    The  State  has  recognised  the  possible, 
even  probable,  discord  of  interests  and  the  danger  of 

unhealthy  social   by-products   of  industry,   and   ! 
attempted  to  regulate  the  planning  of  towns  and  tin 
conditions  under  which  certain  trades  may  be  carried 
on.     Here  we  see  one,  and  the  most  obvious  boundary 
of  the  competitive  field.     But  it  is  necessary  to  observe 
that  factories,  and  therefore  towns,  are  the  creation 
not  of  competition  but  of  industrialism.     What  the 
early  competitive    system   was   responsible  ̂ for   was 
disordered  growth.    The  restri  imposed  by  the 
State  are  designed  to  regulate  that  growth  and  fo 
development  along  the  right  lines.  But  the  labour 
indirectly  employed  in  combating  the  evils  resulting 
from  geographic  concentration  is  an  item  which  should 
appear  as  a  cost  incurred  in  providing  the  products  of 
manufacturing  industry. 

The  beneficial  results  which  are  attributed  to  the 

competitive  system  follow  upon  effective  competition. 
They  do  not  apply  to  monopolistic  conditions.  Nor 
has  even  the  most  individualistic  of  States — the  United 

States  of  North  America — failed  to  recognise  this  fact, 
and  to  attempt  to  restrict  the  activities  of  monopolistic 
combinations.  In  this  country  such  monopolies  have 
either  been  brought  under  public  ownership  and  cont ; 

or  so  regulated  as  to  prevent  possible  abuses  by  con- 
trolling fares,  in  the  case  of  railways  ;  by  supplying 

naval  ratings  to  preserve  coal  mines  deserted  by  pump- 
hands,  and  in  other  ways.  But  the  object  of  every 
firm  in  competitive  industry  and  every  trade  union 
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•  create  a  monopoly,  partial  or  complete  ;  that  is, 
tie  case  of  firms,  to  compete  so  successfully  as  to 

expel  rivals  fi<>m  its  own  field  of  operations.    And 
is  are  apt  frequently  to  extol  the  virtues  of  c< 
petr  themselves  are  freed  from 
effective  operati  1  to  cry  out  against  its  evils 
and  seek  protection  of  one  kind  or  another  when  they 
have  felt  uj^n  themselves  precisely  that  effect  which 

uppused  to  be  beneficial  to  society.  Competition 
tends  in  some  cases,  indeed,  to  produce  apathy  and 
decay  rather  than  to  foster  vigorous  developnv 

There  can  be  too  much,  as  well  as  too  little  competition.1 
The  competitive  theory  is  based  upon  the  obvious 
assumption  that  comp  h  effective.  But  com- 

petition can  only  be  really  effective  on  the  basis,  first, 
th.it  people  are  eager  to  compete — that  is,  to  take  every 
advantage  that    the   competitive    market    presen 
sec  whether  buyers  or  sellers, 
know  precisely  the  conditions  prevailing  in  their 
market  ;  and  finally,  that  they  are  able  to  make  full 
use  of  that  knowledge. 

People  are  not  always  so '  keen  '  in  their  own  interests 
as  is  assumed.  They  are  creatures  of  habit  and  custom. 
They  persist  in  dealing  with  the  same  tailor  year  after 
year  ;  women  follow  the  custom  of  those  in  their  own 
social  group  by  purchasing  hats  and  dresses  in  certain 

ets  and  shops.    Firms  recognise  the  importance 

.  and  know  the  value  of  '  good-will ' ;    they 
are  aware  of  the  partial  monopoly  which  they  enjoy 
and  of  the  ability  of  their  own  individual  market  to 

bear  more  than  the  prices  current  elsewhere.    Com- 
petition in  the  distributive  trades  acts  in  a  halting 

Xor  do  competitors  always  enjoy  the  re- 
quisite knowledge.    On  the  one  side  the  profits  of 

1  See  Chapter  VII I. 
8 
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hi  uis  may  remain  a  MVIH  for  lon^  jH'iK.tU.  thus  rcpr! 
ling  firms  whose  entry  into  the  trade  would  incic 
supplies  and  so  bring  prices  down  to  cost  level  ;    on 

the  other,  workers  may  be  ignorant  of  their  '  com- 
mercial value  '  to  their  employers  and  therefore  accept 

l"\ver  wages  than  they  might  successfully  demand  il 
their  knowledge  of  the  market  were  better,  or  without 
knowing  it  they  may  be  wanted  by  other  employers 
who  would  pay  higher  wages. 

Finally  ,  potential  competitors,  knowing  the  i 
bilities  of  the  market  and  desiring  to  exploit  such 
possibilities,  may  not  be  in  a  position  to  utilise  their 
knowledge  or  give  effect  to  their  desire.  They  may 
not  be  trained  for  the  kind  of  activity  called  for  ;  they 
may  live  too  far  away  —  for  man  and  his  family  and 

furniture,  as  in  Adam  Smith's  day,  are  heavy  baggage 
to  transport,  and  inertia  is  a  powerful  force.  Apart 
from  inertia,  the  cost  of  removal  may  be  so  great  as 

not  to  justify  a  change  for  a  small  increase  of  remunera- 
tion. Under  peace  conditions  there  were  considerable 

local  variations  in  prices  and  wages. 

Competition,  in  short,  assumes  equality  of  oppor- 
tunity, that  is,  opportunity  of  acquiring  full  knowledge 

and  mobility  between  trades  and  professions.  Such 
equality  did  not  exist  before  the  war.  It  is  not  neces- 

sary, of  course,  that  all  the  members  of  one  group 
should  be  able  to  move  into  another  group  :  changes 
on  the  part  of  a  small  proportion  would  frequently 

secure  the  necessary  adjustments  of  supply  and  there- 
fore of  remuneration.  But  even  that  small  degree 

was  frequently  lacking.  There  were  privileged  pro- 
fessions and  privileged  skilled  trades  ;  there  were 

industries  in  which  the  capital  necessary  was  so  large 
that  adjustments  were  made  but  slowly,  and  excessive 
gains  or  serious  losses  ruled  for  considerable  periods. 
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Moreover,  the  '  market  '  is  frequently  a  future  market, 
•a*  will  be  determined  not  only  by  the 

already  indicated  but  also  by  the  power  of 

realising  the  fu:  1  tlu-  dru-nnin.itiMn  to  provide 
the  case  partu  ul.uly  wall  wages,  and 

.iiiluence.  together  with  that  ..i  th<-  ..th.-:  f.n  tors, 
v  be  shown  to  exercise  considerable  influence  upon 

wages  of  the  vast  majority  of  women  workers  .- 
indeed,  of  all  sweated  workers.    Much*  -stated 

m  the  next  section  on  the  subject  of  women's  wages 
is  also  applicable  to  the  wages  of  unorganised  male 
workers  employed  in  unskilled  occupations. 

2.  WOMEN'S  WAGES  BEFORE  THE  WAR* 

The    problem    of    women's    wages,    like    that    of 
u's  wages,  has   been   profoundly  altered  by  the 

circumstances  produced  by  the  war.    According 
census  of  1911  nearly  six  million  women  and  girls 

over  twelve  years  of  age  were  employed  as  wage- 
earners  in  England  and  Wales  alone,  so  that  it  i-  likely 
that  at  least  six  and  a  half  millions  were  so  employed 
in  Great  Britain.  Although  reliable  statistics  on  the 

>ject  are  lacking,  it  is  commonly  believed  that 

average  wages  of  female  workers  were  consider- 
ably less  than  one  halt  the  average  wages  of  male- 

workers.  The  causes  of  the  great  difference  in  average 
wages  are  fairly  obvious.  A  number  of  occupations, 
such  as  heaving  coal,  filling  blast  furnaces,  metal 
rolling,  boilt  i  making  and  repai  lipbuilding, 
brassfounding,  etc.,  call  for  greater  physical  strength 

and    end  m. i  lire    tl  •  •    average    female    worker 
possesses,  and  constitute  a  natural  monopoly  to  male 

1  This  section  is  substantially  one  part  of  a  memorandum  sub- 
mitted to  the  War  Cabinet  Committee  on  women's 
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workers.  Again,  a  number  of  skilled  occupations— 
the  better  known  crafts  such  as  sheet-met  a  1  working, 
carpentry  and  ̂ killed  engineering — were  prohibited 
to  women  by  the  rules  and  customs  of  the  cm  ft  unions, 
which  controlled  entry  into  such  occupations  by  more 
or  less  strict  apprenticeship  regulations.  Such  action 
was  not  confined  to  trades,  for  a  number  of  pro- 

fessions, such  as  law,  accounting,  etc.,  were  equally 
prohibited  to  women.  Even  where  the  trade  or  pro- 

fession was  not  explicitly  denied  them  by  regulation, 
it  was  denied,  as  in  the  case  of  banking,  by  time- 
honoured  custom.  Moreover,  girls,  to  whom  paid 
work  but  infrequently  represented  a  life  career,  were 

generally  averse  from  spending  the  time  and  in- 
curring the  expense  necessary  to  prepare  for  skilled 

trades  and  professions  (or  their  parents  discouraged 
such  a  course),  and  this  strengthened  the  custom  of 
regarding  such  occupations  as  the  monopoly  of  men. 
The  fact  that  so  large  a  proportion  of  women  teachers 
took  the  short  cuts  to  the  profession,  thus  cutting 
themselves  off  from  any  chance  of  promotion,  gives 
point  to  this  statement.  The  capital  expenditure 

in  money  and  effort  necessary  for  adequate  prepara- 
tion for  the  higher  grades  of  professional  service  or 

for  skilled  manual  trades  could  only  be  repaid,  with 
interest,  over  a  much  longer  period  of  years  than 
that  which  constituted  the  normal  expectation  of 
working  life  for  the  female  adolescent.  Hence,  partly, 
the  smallness  of  the  proportion  of  those  women 
workers  in  clerical  occupations  who  aimed  at  or  had 
the  opportunity  of  attaining  the  more  responsible 
office  posts.  The  unpreparedness  of  the  average 
worker  reacted  upon  the  view  taken  by  employers  of 
the  capacity  of  woman  to  undertake  the  higher  grades 
of  work. 
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Thus  the  avenues  of  employment  open  to  women 
were  fewer  than  those  available  to  men,  and  these, 
too,  were  on  the  whole  the  less  desirable  avenues.  And 

v  resembled  each  other  far  more  closely  than  they 
resembled  the  avenues  which  were  dosed  to  them  by 
nilc  or  custom.    They  were  on  the  flat  lands  of 
dust i  Y  and  offered  no  pleasing  prospects.    Who  could 
walk  along  one  could  walk  along  many  ;  little  01 

;  was  necessary.     It  was  therefore  ble 
tint    the  concentration  of  almost  the  whole  supply 

A  omen  upon  tremely  limited  range  of  occu- 
patioas,  most  of  them  calling  for  no  special  qualifica- 

in  extremely  low  wages,  and  in 
wages  win.  h   ranged,  on  the  whole,  between  narrow 

>ver  a  large  proportion  of  those  occupations. 
a  woman  worker  was  a  potential  if  not  actual 

competitor  for  a  considerable    number    of    occupa- 
is  open  to  women.  A  maidservant  one  day  might 

be  a  shop  assistant  the  n<  later,  in  the  Mid- 
lands, a  machine  opera  t.-i  in  an  engineering  estab- 

But  the  ease  with  which  the  transition 
could  be  made  was  a  more  important  factor  than  the 
actual  number  of  transferences  which  were  periodically 
made. 

The  position  of  women  wage-earners  was  further 
weakened  by  the  absence,  until  recent  years,  of  com 
hi  nations.     Even  when  attempts  were  made  to  form 

le  unions,  success  was  limited  by  that  mobility 
between  trades  to  which  reference  has  just  been  made. 
In  a  >harply  defined  and  homogeneous  industrial  area 

h  as  Cradley  Heath,  a  small  region  where  over  two 
thousand  women  were  employed  in  chainmaking,  the 
formation  of  an  occupational  union  was  relatively 
easy ;  but  in  a  large,  diverse,  industrial  and  commercial 
region  such  as  London,  where  the  women  workers  are 
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distributed  over  a  wide  range  of  o<  < -up at  inns,  among 
which  there  is  considerable  mobility,  the  problem  of 
trade  unionism  offered  almost  insurmountable  diffi- 

culties, at  any  rate  until  the  ju^in^  of  the  National 
Insurance  Act,  which  called  for  the  formation  of 

approved  societies  for  female  as  well  as  male  worki  i 
The  evil  effects  of  individual  competition  among  a 

large  supply  of  female  workers  for  a  restricted  number 
of  occupations  were  intensified  by  the  diverse  character 
of  the  workers  in  respect  of  social  responsibility 
Some  were  in  search  only  of  pin  and  pocket  money, 

and  depended  on  the  family  wage-earner  for  the 
necessities  of  life ;  and  to  a  proportion  of  these 
regularity  of  employment,  or  sixpence  more  or  less, 
was  not  so  significant  as  in  the  case  of  others  who 

were  themselves  the  family  wage-earners.  The 
heterogeneity  of  the  competitors  for  work  possibly 
led  to  competition  of  a  more  deadly  character  than 
that  which  usually  prevails  among  equals,  and  \ 
itself  a  factor  tending  to  increase  the  difficulty  of 
combined  action,  which  would  already  have  been 

extremely  difficult  if  all  the  members  had  had  pre- 
cisely the  same  interests  and  responsibilities. 

But  the  position  of  women  workers  had  considerably 
improved  in  many  occupations  during  the  years 
immediately  preceding  the  war,  as  was  evidenced  by 
the  increasing  difficulty  of  obtaining  domestic  servants, 
whose  wages  showed  an  abnormal  increase.  Thanks 
to  the  effect  of  education  upon  the  imagination, 
initiative  and  enterprise  of  young  women  and  girls, 
occupations  were  entered  hitherto  regarded  as  restricted 
to  men.  Old  customs  were  rapidly  breaking  down 

and  traditions  disappearing.  The  avenues  of  employ- 

ment were  rapidly  increasing  in  number,  and  women's 
capacity  was  steadily  expanding.  But  their  educati<  .n 
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was  not  complete,  and  they  were  frequently  guided  by 
(or  misconceptions)  of  social  status 

conferred  by  certain  occupations,  and  therefore 

accepted  positions,  for  example,  in  shops  at  consider- 
abl  [uv  in  preference  to.  say,  domestic  service. 
And  the  larger  and  better  known  shops  were  able  to 

nd  workers  frequently  at  less  favourable  con- 
ions  of  service  and  pay  than  smaller  shops,  so  much 

of  social  status  count  in  the  minds  of 
Corkers. 

i OILS  e.\i  us  of  the  inequalities  of  men's 
1    women's    wages    have    been    offered.     Some, 

observing  them  to  be  inequalities  between  the  sexes, 

have  fastened   upon  the   '  sex  '  explanation.     Men, 
is  stated,  are  the   family  wage-earners  :    women 

normally  require  to  fend  for  themselves  only.     And 
ir  needs  being  fewer  and  their  expenses  less  than 

those  of  the  family,  their  wages  are  naturally  lower. 

Those  <  \vh<>  U'lieved  the  world  in  which  they 
lived  to  be  the  best  of  all  possible  worlds,  naturally 
adopted  this  rxpLmation  as  the  justification  of  the 
existing   differentiation,    which   appeared    to   secure 
some  approximation  towards  payment  according  to 
need 
The  position  calls  for  careful  examination,  more 

particularly  as  it  is  so  widely  accepted  at  the  present 
time.  It  is  probably  true  that  the  proportion  of 
adult  male  workers  who  have  depend'  greater 
than  in  the  case  of  women,  and  that  this  difference  was 

•  eased  during  the  war,  but  it  is  also  true  to  say  that 
the  difference  in  such  proportion  was  always  exagger- 

ated in  the  minds  of  the  public.  For  it  has  been 

stated  that  under  peace  conditions  between  one-half 
and  tw. -thirds  of  women  workers  had  others  partially 

or  wholly  dependent  upon  their  wages  for  susten- 
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a  nee.1   The  dependence  of  others  was  sometimes  due  to 

the  inadequacy  of  the  wages  of  the  '  family  wage-earn^ 
husband,  father  or  brother.    But  the  evil  of  low  wages, 
as  already  implied,  was  merely  i  icd,  not  created, 
by  the  absence  of  dependents  in  the  case  of  women 
who  worked  only  for  their  own  pecuniary  advantage. 
Even  if  all  such  women  had  had  dependents,  their 
competition  would  have  been  of  the  same  form,  and, 
in  the  absence  of  combination,  would  have  produced 
almost  the  same  results.  It  has  even  been  argued, 
with  considerable  force,  that  the  absence  of  dependents 

strengthened  the  women's  wages  market  in  that  those 
who  were  free  from  '  encumbrances  '  were  less  ready 
than  others  to  surrender  or  abate  their  claims  to  better 

conditions,  and  had  greater  reserve  power  in  the 

bargaining  process.  However  that  may  be — and 
reliable  evidence  upon  which  to  base  any  judgment  is 

lacking — differences  between  men's  wages  and  women's 
cannot  be  fully  accounted  for  in  the  manner  described. 
If  all  men  with  red  hair  had  been  subjected  to  the  same 
disabilities  in  proportion  to  their  numbers  as  women 
workers  were,  the  results  would  have  been  the  same, 
and  the  fact  that  such  men  were  responsible  for  the 
maintenance  of  families  would  have  had  but  a  remote 

bearing  on  the  case. 

The  explanation  of  the  differences  between  men's 
and  women's  wages  is  of  the  same  nature  as  that  of 
the  difference  between  the  wages  of  skilled  and  un- 

skilled adult  male  workers.  Unskilled  workers  were 
faced  with  difficulties  of  the  same  character  as  women 

workers  in  general.  And  those  who  emphasise  the 

social  injustice  of  the  so-called  differentiation  between 
the  rates  paid  to  men  and  women  also  emphasise, 

1  What  value  may  be  attributed  to  these  figures  I  cannot  say. 
They  are  not  essential  to  the  argument. 
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i plication,  the  social  inp  M.  .-  <.f   the  different ia- 
ttttween  skilled  and  unskilled  rates  for  men. 

The  reference  to  social  injn  iirally  leads  to  a 
discussion  of  the  moral  responsibility  of  employers  of 
women  workers.  The  fact  that  employers  were  able 

to  command  the  services  of  women  and  girls  at  rela- 
low  wages  enabled  them  to  create  industries 

whose  very  existence  depended  upon  the  cheapness 
result  n  MU  h  low  payments.  The  pro! 
the  employers  were  n<>t  i datively  large.  The  women 

were  therefore  paid  tin--  acrcial  value  to  the 
employer — that  is,  their  wages,  although  I«.w,  repre- 

sented the  net  value  of  the  product  of  their  labour. 
But  it  has  already  been  stated  that  the  variation  in 
wages  over  a  large  field  of  women  ities  was  very 
small,  on  account  of  the  inter  mobility  of  female 
labour.  In  this  respect  women  differed  from  men, 
among  whom  the  requisite  intermobility  was  only 
secured  by  differentiating  between  the  wages  paid 
in  different  occupations.  Theoretically  the  standard 
rates  in  .my  given  occupation  are,  under  competitive 

M  will  the  requisite  ̂ upply 
of  labour,  and  no  more.     And  these  naturally  bear  a 
definite  relation  to  the  standard  rates  in  other  occupa- 

it  custom  impedes  the  action  of 

competition,  and  .  (jut-mly  regarded  in 

abstract  theory  as  fluid  has  a  '  crusted  surface  ' : 
but  t  h  custom  and  inertia  merely  retard  or 
impede  and  do  not  totally  destroy  the  force  of  com- 

•i  tin*  industii al  life  of  labour  is  shown  by  the 
nunini  in  which  labour  responded  to  the  call  of 
high  wages  in  munitions  works  in  1915-16  and  the 
consequent  need  for  comparable  advances  in  other 

10S. 

The  marked  tendency  towards  a  norm  in  women's 
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i;es  meant  that  c\vn  in  those  competitive  industries 

which  could  '  bear  '  relatively  high  wages,  and  where 
perhaps  men  had  once  been  employed,  wages  were 
extremely  low.  But  even  in  such  cases  profits  were 
generally  not  above  the  normal,  if  indird  they  were  as 

h.  Keen  competition  between  employers  meant 
that  the  advantage  was  ultimately  <  rred  to  the 
consumers.     The  employers  of  sweated  workers  were 
in    their   turn    frequently   sweated   by   dealers,   and 
the  latter   by  consumers.1     Thus  even  in   ̂ u<h   in- 

dustries, under  the  prevailing  economic  conditions, 
the  women  workers  were  paid  the  commercial  value 
their  employers,  of  their  work.     This  is  partly  \vli 
meant  by  the  economic  generalisation  that  the  worker 
is  paid  what  he  or  she  is  worth. 

Any  discussion  of  the  moral  responsibility  of  the 
individual  employer  must  therefore  take  into  account 
his  opportunity,  or  lack  of  opportunity,  of  effecting 
any   improvement.      Where   opportunity   is    lack 
moral  responsibility  does  not  appear.     An  emplo 
who  is  himself  a  victim  of  the  economic  circumstances 

already  described  cannot  be  blamed  for  the  lowness  of 
the  wages  paid  to  his  workers,  except  in  so  far  as  he 
ignores  an  opportunity  of  securing  collective  action 
on  the  part  of  himself  and  his  competitors. 

By  collective  action  on  the  part  of  employers  an 

improvement  may  in  general  be  effected,  and  the  in- 
cidence of  the  additional  payments  to  workers  passed 

on  to  buyers.  A  monopolistic  employer  is  in  a  position 

similar  to  that  of  an  employers'  association,  and  there- 
fore bears  a  far  greater  moral  responsibility  than  an 

1  Presumptive  evidence  in  support  of  this  statement  is  contained 
in  the  balance  sheets  of  industrial  companies,  which  show  that 
high  wages  and  large  profits  usually  appear  together,  and  generally 
appear  where  the  units  of  production  are  large. 



VSTI  M    l:l   HUM      I  III.    U  \|;        |-j;t 

individu.'  industry. 
But   the  moral  obligation   undn    pre-war  < 

•  >f  a  powerful  body  such  as  an  industrial  combina- 
ority  or  government  department 

was  extremely  difficult  to  determine      I  stries 
are  sometimes  mutually  competitive  in  respect  of 

products,  and  a  large  group  not  mutually  «»m}x-titiv<- 
compete  for  female  la  And  a  pa  it  from  the  limits 
of  power  of  a  bo<l  llin^  an  industry  whi<  h  may 

not  be  able  to  '  bear  '  substantial  advances  restricted 
:t    was    frequently  held   that    no 

\en  a  government  department,  should 
ilv  levolutionary  standard  of  payment. 

ield  sway  among  public  bodies  and  in  tin- 
Government  service,  where  the  aim  was  merely  to  act 

as  a   '  good  employer  '  without    introducing  highly 
disturbing  conditions  of  service.    The  one  who  sets 
the  pace  is  never  very  far  in  advance. 

ty  of  effecting  substantial  changes  by  a 
mere  stroke  of  the  pen  was  experienced  by  the  Trades 
Boards  established  under  the  Act  of   1909.     1 
Boards,  which  established  minimum  rates  in  specified 
trades,  had  to  work  under  certain  objective  condition- 

h  they  were  in  no  way  responsible  and  which 
restricted   their   power  for  good.     Their  action  was 

guided  by  so-called  practical  considerations  ;  they  had 
to  act  experimentally  and  to  pay  con-tarn  regard  to 

the     market  would  bear.1    The  results  of  the 
proved  someu  p|x>inting  to  those 

arden  1    reformers    who    looked    for   sweeping 
changes  without   delay.     But  the  Boards  conceived 

task  to  be  mainly  to  effect  such  improvement 
as  was  possible  in  the  given  economic  organise 
not  to  effect  gre.*  i  that  organisation. 
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3.  INDUSTRIAL  UNREST  BEFORE  THE  WAR 

Trade  unions  exist  to  settle  the  terms  of  wages 
contracts,  and  wages  were  regulated  before  the  war 
mainly  by  the  cost  of  living.  The  workmen  in  a 
particular  trade  aimed  at  such  a  rate  of  remuneration 
as  would  secure  the  standard  of  living  regarded  as 

1  juit  '  for  that  trade,  due  regard  being  paid  to  the 
cost  of  preparation  in  early  youth  and  the  objective 
conditions  of  work.  The  relative  rates  paid  in  different 
occupations  thus  tended  to  remain  constant  ;  the 
actual  rates  rose  and  fell,  not  simultaneously,  but 
after  the  same  sort  of  struggles,  and  in  the  absence 
of  special  circumstances  all  with  the  cost  of  living. 
Industrial  friction  was  almost  inevitable  during  the 

process  of  adjustments  ;  but  the  adjustments  them- 
selves were  generally  of  the  same  nature,  for  the  same 

important  factors  were  present  in  all.  Occasionally 

new  trades  emerged,  and  had  to  be  '  placed,'  or 
existing  trades  sought  a  higher  financial  status  in  the 
existing  group.  But  the  great  majority  of  the  older 
crafts  had  determined  their  relative  positions,  and 
most  adjustments  were  adjustments  in  the  actual 

wages  of  most  categories  of  wage-earners. 
It  has  been  said  that  the  defence  of  the  competitive 

system  lies  in  the  fact  that  competition  compels 
constant  improvements  in  methods  of  production, 
which,  without  any  fall  in  wages  rates,  reduce  costs 

and  prices.  Under  such  conditions  wage-earners,  like 
all  other  consumers,  would  enjoy  the  benefits  of 
industrial  progress  through  the  steady  increase  in 
the  purchasing  power  of  their  income.  Their  standard 
of  living  would  thus  rise  as  the  national  income  of 
goods  and  services  per  head  increased. 

But    during   the   period   of   almost    twenty   years 
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v  preceding  the  war,  in  spite  of  great 
concurrent  technological  and  commercial  progress, 
prices  rose  steadily.  an«l  m  the  absence  of  advances 
in  wages  rates  the  position  of  the  wage-earners  would 
have  been  considerably  changed  for  the  worse.  In 
spite  of  ih<  <  advances  which  were  secured  from  time 
to  time  it  seems  fairly  evident  tli.it  the  majority  of 
wage-earners  were  no  better  off  at  the  end  of  that 
period  than  at  the  beginning,  and  that  they  therefore 
enjoyed  little  or  no  benefit  from  the  industrial  progress 
which  had  been  effected.  The  position  calls  for 
careful  examination,  for,  in  the  first  place,  the  advam  e 
in  the  cost  of  living  was  the  most  important  cause  of 

pre-war  iial  unrest,  and  the  hardening  of  the 
ion  that   the  competitive  system  had  failed. 

In  the  second  place,  it  has  a  strong  bearing  upon  the 
Mem  of  economic  reconstruction.    The  interrelation 

vages  and  prices  remains  one  of  the  most  important , 
urgent  and  difficult  problems  in  the  economic  world. 

Theorise  in  prices  during  the  eighteen  years  im- 
mediately preceding  the  war  was  due  to  expansion 

of  currency,  a  subject  to  which  reference  has  already 
been  made  in  an  earlier  chapter.  It  was  there  shown 
that  while  currency  was  partly  gold  and  partly  credit , 
the  amount  of  the  latter  which  a  nation  could  safely 

*  carry  '  at  any  time  was  closely  related  (in  time  of 
peace  and  financial  freedom)  to  the  quantity  of  gold. 
The  annual  average  production  of  gold  showed  a  rapid 
and  fairly  steady  increase  after  1896,  due  mainly  to 

the  exploitation  of  the  African  min.->  made  possible 
by  the  discovery  of  the  cyanide  process.  The  new 
supplies,  which  in  a  few  years  amounted  to  a  con- 

siderable percentage  of  the  previously  existing  supply, 
i  way  to  all  countries.  They  helped  to 

swell  the  currency,  which  was  further  expanded  by 
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the  credit  currency  issued  on  the  new  gold,  and  by 
the  development  of  the  banking  system  in  the  newer 
economic  region-  (>uch  as  the  southern  states  of 
North  America),  which  resulted  in  an  increase  in 
the  proportion  of  credit  currency  to  gold  currency. 
Thus  the  total  volume  of  currency  increased  even 
more  rapidly  than  the  supply  of  gold.  But  the  new 
gold  was  the  main  cause  of  this  increase.  It  has  been 
said  that  gold  is  the  foundation  of  modern  economic 
civilisation.  While  the  statement  contain-  a  large 
element  of  truth,  it  is,  nevertheless,  hardly  too  much 
to  say  that  the  pickaxe  of  the  African  miner  was 

hacking  at  the  foundation  of  modern  political  civilisa- 
tion. 

Without  halting  to  examine  the  details  of  fmain  ial 
machinery  it  may  briefly  be  stated  that  the  gold 
coming  to  this  country,  and  the  credit  currency  which 
it  propagated,  meant  new  and  additional  purchasing 
power  which  could  be  transferred  by  the  banks  to 

traders  of  various  kinds.  These,  '  armed '  with  the 
new  currency,  entered  the  market  as  competitors, 
or  stronger  competitors,  for  goods  and  services  of 
various  kinds,  the  prices  of  which  naturally  rose. 
If  the  supplies  of  new  currency  had  ceased  after  a 
period — or,  more  correctly,  had  been  restricted  to  the 
requirements  of  a  growing  population  and  an  expanding 
economic  organisation — prices  would  once  more  have 
become  stable,  but  at  the  higher  level.  But  the  new 
supplies  appeared  year  after  year  in  excess  of  such 

requirements,  and  the  general  level  of  prices  con- 
tinued to  rise,  with  occasional  checks  due  to  trade 

depression,  until  the  outbreak  of  war.  For  reasons 
which  cannot  be  stated  in  brief  compass,  retail  prices 
rise  and  fall  more  slowly  and  within  narrower  limits 
than  wholesale  prices,  and  wages  vary  less  than 
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retail  prices.    An  upward  trend  of  prices  reacts  un- 
•  nimbly,  and  a  downward  trend  favourably  upon 

wage-earners  as  a  whole.    And  in  this  respect  what 
is  bad  (or  good)  for  labour  is  good  (or  bad)  for  owner* 

The   period  under  consideration  was  a 
period  of  rising  prices  and  high  rates  of  profits,  and 
t   period  during  which  organised  workers  were  en- 

deavouring to  recover  by  wages  advances  the  ground 
lost  through  the  fall  in  the  purchasing  power  of  the 
sovereign.    The  resulting  industrial  friction  was  not 
a  phenomenon  confined  to  this  country  :    in  greater 
or  less  degree  it  characterised  every  modern  indust 
conn  i  mm  t  \  in  which  the  workers  were  organised. 

mg  the  same  period  new  countries  were  pxgfaft 
through  a  process  of  rapid  economic  development. 
Where  labour  was  scarce  wages  readily  responded — 
and  more  than  responded — to  the  rise  in  prices. 
The  materials  for  development — railway  material, 
machinery,  etc. — were  obtained  from  the  older  in- 

dustrial communities.  Thus  the  rapid  development 
of  Canada  during  the  first  decade  of  this  century 
was  enormously  facilitated,  if  not,  indeed,  made 
possible,  by  imports  from  this  country.  During  that 

period  we  exported  '  caj  in  large  amoui 
i.illy  the  statement  means  that  people  in  this 

count iv  inviMi-d  thtir  new  wealth  in  the  new  foreign 
securities;  indu-tii.dly  it  means  that  we  exported 
more,  by  that  amount,  th.m  we  imported.  If  a 
relatively  poor  man  saves  he  deprives  himself  of 
immediate  pleasures  for  ti  of  a  future  gain 

mg  the  period  of  abstinence  he  is  no  better  off 
respect  of  immediate  pleasures  based  upon  spend- 

ing) than  he  would  be  if  he  cast  his  savings  into  the 
sea.     Similarly  with  a  nation.     If  a  considerable  pro- 

portion of  its  labour  energy  is  devoted  to  the  making 
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of  goods  to  be  sent  abroad  without  immediate  return 
it  forgoes  the  satisfaction  of  immediate  consumption 
the  possible  standard  of  living  for  the  time  being 
i-  reduced.  Ultimately  interest  payments  are  made 
and  the  capital  may  be  repaid.  But  during  the  pro 
of  exportation,  capital  invested  abroad  means  sacrifice. 
This  sacrifice  is  imposed  in  the  form  of  higher  prices, 
produced  by  the  competition  for  goods  and  services 
on  the  part  of  those  firms  upon  the  portion  of  which 
the  foreign  requirements  have  reacted.  The  rise  in 
prices  due  to  the  expansion  of  currency  was  therefore 
accelerated  and  accentuated  by  the  export  of  capital 

The  immediate  effect  of  expenditure  on  armaments 

in  this  country  is  precisely  the  same  as  that  of  t In- 
expert at  ion  of  capital.  Provided  such  armaments  are 

Dimply  and  solely  of  the  nature  of  insurance,  the 
ultimate  effects  are  also  similar.  Both  represent 
immediate  sacrifice  for  future  gain,  the  material  g a  in 
in  the  one  case  being  the  absence  of  material  destruction 
caused  by  war,  in  the  other  the  return  of  the  capital 
with  interest.  But  in  practice  armaments  are  not 
always  of  this  character.  In  some  cases  they  tend  to 
create  the  very  danger  against  which  they  are  regarded 

as  insurance,  and  in  so  far  as  they  do  this  they  pro- 
duce a  double  loss,  the  immediate  loss  of  goods  whi<  h 

might  have  been  produced  by  the  labour  devoted  to 
armament  building  and  the  final  destruction  caused 
by  the  war  which  they  produce. 

It  has  been  stated  that  a  period  of  rising  prices  is  a 
period  of  high  rates  of  profit.  Most  industries  flourish 
and  large  fortunes  are  made.  It  is  also  a  period  of 
extravagance  following  upon  the  growth  of  such 
fortunes.  Expenditure  upon  extravagant  luxuries 
was  very  marked  in  the  early  years  of  the  present 
century,  and  produced  a  twofold  effect,  psychological 
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and  material.  The  spectacle  of  this  expenditure 
br<  t  between  rich  and  poor  into  sli 

Moreover,  the  effect   of  such   luxurious  ex- 
penditure was  <•  rise  in  prices  caused 
(tors  already  enumerated.    The   pop 

feeling  was  soon  reflect  t  .mists1 
•  he  mere  size  of  the 

ome  was  not  an  adequate  index  of  welfare, 
am!  was  necessary  to  examine  the  constitii< 
of  such  income  and  to  j>  various  items  in 

itegories  determined  by  the  degree  to 
which  in  practice,  they  contributed  to  the  develop- 

ment of  the  i 
The  contrast  between  the  West  and  the  East  ends 

v,  between  the  rich  and  the  poor,  was  fastened 
upon  by  those  who  advocated  the  abolition  of  the 
competitive  system,  and  led  people  to  seek  a  method 
of  reconstituting  economic  society  by  collective  effort. 
The  labour  movement  became  more  and  more  political, 
and  the  new  Labour  party  achieved  considerable 
success  in  the  general  election  of  1906.  It  was — and 
remains — a  party  aiming  at  the  ultimate  establish- 

ment of  a  collect ivist  State  ;  and  a  considerable 
improvement  in  economic  con<  is  anticipated 
by  organised  labour  as  the  result  of  its  initial  success. 

The  feeling  of  unrest,  in  so  far  as  it  pervaded  the 
mass  of   relatively  wt  and   ge  >killed 
workers,  was  due  to  the  adverse  way  in  which  they 
had  been  affected  by  the  upward  trend  of  prices  and 
gen«  .  The  greater  regularity  of 
employment    ;m<l    increased    opportunity    for    over- 

•iot  compensate  for  the  reduction  in  the 
e  of  the  sovereign.     Overtime,  indeed,  was  not 

always  ble.    The  terms  of  employment  are 
1  See.  In  particular.  CUy.  Economics  for  tk*  Genial  Rtadtr. 

9 
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laid  down  in  agreements  normally  covering  fairly 
long  periods.  The  rates  specified  in  such  agreement  > 
represent  to  the  workers  a  certain  standard  of  living 
and  it  is  assumed  that  during  their  tenure  the  cost 
of  living  will  remain  constant.  If  for  any  reason  a 
marked  change  takes  place  the  agreement  appears  to 
be  obsolete  and  in  need  of  revision.  If  it  is  not 

re  vised  a  severe  strain  is  imposed  upon  the  loyalty  of 
the  rank  and  file.  During  the  period  under  con- 

sideration, when  prices  rose  fairly  rapidly,  and  the 
men  suffered  while  their  employers  enjoyed,  or 
appeared  to  enjoy,  increasing  profits,  the  strain 
sometimes  proved  too  great,  agreements  were  broken 
and  unofficial  strikes  took  place.  The  violation  of 

an  agreement  in  this  way  enjoyed — or  suffered  from 
—full  publicity,  and  the  general  public,  which  heard 
little  or  nothing  about  those  agreements — an  over- 

whelming majority — which  were  faithfully  observed, 
was  encouraged  to  believe  that  a  wage  agreement 

was  a  mere  '  scrap  of  paper.' 
The  rise  in  the  cost  of  living  was  therefore  mainly 

responsible  not  only  for  the  pre-war  industrial  unrest 
but  also  for  the  form  which  it  took  in  the  few  cases 
in  which  unofficial  strikes  occurred.  There  were,  of 
course,  contributory  causes.  The  expectations  raised 

by  the  election  of  1906  were  not  realised,  and  a  re- 
action against  parliamentary  methods  was  witnessed 

among  the  younger  leaders  in  some  of  the  most  vital 
trades.  Some  of  these  were  largely  influenced  by 
syndicalist  ideas  which  were  carried  by  a  south  wind 
to  South  Wales,  and  later  spread  to  other  regions. 
But  the  general  strike  was  not  a  Syndicalist  myth  : 
rather  was  it  an  instrument  to  be  employed  as  soon 
as  possible  and  as  often  as  might  be  necessary  to 

prove — or,  as  others  would  say,  to  compel — the 
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bankrupt  y  of  the  competitive  system.  Other  young 
leaden  turned  to  Marx  and  became  revolutionary 
socialists.  But  the  vast  maj.  to 
differentiate  between  various  schools  of  thought  and 
too  eager  for  a  »  appreciate  the  importance  of 
thr:  <s   and    ant  ago;  i>ecame    mi: 

i on. ii  \  leaders  remaining  largely  indifferent  to 
tin    .11  al  basis  of  the  new  society.    Among 
people  predisposed  to  r<  nt  they  scored  moment- 

ary triumph^  ;    but   tl  e  before  the  war 
was   negligible   except    in    -null,  though  important, 

ts.    South  Wales  was  one   of  these  d: 

Hei  is  reported  th.it   the  profits  in  the  coal- 
export  trade  were  abnormally  large,  and  it  was  known 

•  the  miner*  lived  in  deep,  narrow,  tree-less  valleys, 
under  housing  conditions  which  in  many  cases  reflect 
great  discredit  upon  the  nation. 

The  objective  conditions  under  which  people  live 
must  exercise  a  profound  psychological  influence. 
The  of  industrial  unrest  have  been 

more  serious  among  the  mining  valleys  of  Glamorgan 
and  Monmouthshire  and  on  the  Clyde  than  in  other 
parts  of  the  country.  These  areas  are  the  most 
fruitful  breeding  ground  of  extremists.  Yet  the  main 

n  the  two  regions — coal-mining  in  the  one 
and  engineering  and  shipbuilding  in  the  other — in 
no  way  resemble  each  other  :  nor  are  they  wholly 
confined  to  these  areas.  Reference  has  already  been 
made  to  the  physical  characteristics  of  the  mining 

The  Clyde  engineers  and  shipbuilders  work 
tinder  grey  skies,  in  \vhi«  h  the  sun  rarely  shines 

ing  a  long  winter.  When  it  doesn't  rain  it  threatens 
to  ram  When  the  d.iy's  work  is  done  the  workmen 
pass  through  the  factory  gates  into  streets  bordered 

by  tall,  forbidding  tenements— miles  of  them.  When 
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the  sun  does  shine  in  winter  its  rays  have  no 
to  reach  ihe  lower  flats  of  the  high  tenements  and 
the  <  mselves  are  so  expensive  that  the  majority 

he  workers  can  hope  for  no  more  than  one  or  two 
rooms  and  kitchen.  It  may  be  argued,  in  reply,  tl 
the  average  skilled  worker,  if  he  valued  better  housing 
conditions,  could  well  afford  to  pay  the  rent  charged 
for  a  more  commodious  dwelling.  There  is  point  in 
thi-  criticism,  to  which  reference  will  be  made  later. 
But  the  fact  remains  th  1  the  distribution  of  house- 
room  in  that  area  is  such  that  even  before  the  war 

only  a  negligible  fraction  of  the  wage-earners  would 
be  able  to  give  effect  to  a  desire  to  remove  to 
better  houses  than  are  now  occupied  by  the  average 
worker. 

Generally  speaking,  the  period  during  which  the 
trend  of  prices  was  upwards  was  a  period  of  trade 
activity.  But  trade  activity  does  not  necessarily 
mean  prosperity.  A  great  deal  depends  upon  the 
forms  of  activity,  and  these  in  turn  depend  upon  the 

way  in  which  wealth,  in  the^sense  of  purchasing 
power,  is  distributed.  But  even  trade  received 
occasional  checks.  While  the  trend  of  prices  was 
indicated  by  an  ascending  line,  the  gradient  was  not 
always  the  same,  and  there  were  occasional  dips, 
such  as  are  met  with  in  mountaineering.  The  dips 
represented  slumps  of  trade,  either  slight,  as  in  1901, 
or  more  pronounced,  as  in  1907.  Nor  were  these 

slumps  new  phenomena.  Ever  since  machine  pro- 
duction was  introduced  they  have  made  periodic 

appearances  ;  and  when  they  appear  they  are  accom- 
panied by  unemployment,  and  frequently  by  distress. 

Their  ultimate  cause  is  to  be  found  in  the  system  of 
divided  labour  and  the  consequent  need  of  producing 
in  advance  of  requirements.  They  are  inevitable 
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(though   their   evil    consequences   and   present 
tensities  are  not)  so  long  as  people  retain  freedom 

consumption,  and  they  represent  in  part  the 
din  lire  needs.  They  are 

iisitied  by  the  difficulty  of  correlating  producing 
capacities  at  different  stages  of  manufacture  and  by 
the  fact  turers,  in  seeking  to  estimate 
future  'Vnv^dfl  are  influenced  by  fach  other.  They 
communicate  optimism  and  pessimism;  their  tem- 

perature range  ing  low  vitality  to 
•  r  heat.  The  body  of  manufacturers  are  like  a 

shij  in  a  hurricane,  may  drag  its  anchor — the 
banking  sy>tem.  Periodic  unemployment,  against 
which  pro\  inadequate,  if  any  exists  at  all. 
creates  dissatisfaction  and  influences  policy.  Work- 

men prefer  steady  uninterrupted  work  and  regular 
wages  to  irregular  work  and  fluctuating  remuneration. 
And  they  feel  that  by  working  overtime  or  responding 

ilus  of  payment  by  results  during  a  boom 
y  are  merely  accelerating  the  depression  and  in- 

tensifying it  when  it  appears.  Their  view  may  be 
wholly  false— it  is  certainly  no  better  than  a  partial 
truth,  the  part  which  is  true  being  but  a  small  i 

of  the  matter — but  it  has  largely 
influenced  the  judgment  of  many  employed  in  those 

les  (particularly  marine  engineering  and  ship- 
building) which  are  more  seriously  affected  than 

crs    by   depressions.    Such   depressions    visit   all 
ial  communities  whether  they  are  borrowing 

lending  communities,  and  whether  they  are  pro- 
tected by  tariff  walls  or  protected  by  freedom  of 

exU  de. 

Most  of  the  causes  of  labour  unrest  already  enumer- 
ated operate  throughout  the  modern  industrial  world. 

The  precise  effect  they  produce  depends  largely  upon 
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the  character  of  the  people  and  the  nature  of  tluir 
political  institutions  The  wage-earners  of  this 
country  to-day  are  undoubtedly  better  off  than 
those  of  two  generations  ago.  Not  only  are  they 
better  fed,  better  clothed,  even  better  housed,  they 
also  work  under  more  favourable  conditions.  But  they 
are  also  better  educated,  and  are  more  keenly  sensitive 
of  their  position,  and  more  alive  to  the  possibilities 
of  the  future.  It  is  for  this  reason  th.it  the  statement 

that  the  position  of  the  wage-earner  is  steadily  im- 
proving leaves  them  cold.  The  statement  is  not,  of 

course,  wholly  true  of  the  present  century  ;  but  even 
if  it  were  strictly  true,  they  would  reply  that  the  i 
of  improvement  is  not  so  rapid  as  it  might  and  should 

be.  They  are  far  more  deeply  impressed  by  the  con- 
trast which  still  exists,  even  if  it  had  not  become 

more  marked,  under  peace  conditions,  between  ri«  h 
and  poor,  which  they  believe  to  be  the  contrast 
between  their  employers  and  themselves.  Unlike 
their  fathers  they  refuse  to  regard  this  state  of  things 
as  inevitable,  and  what  is  not  inevitable  may  be 
unjust.  What  was  previously  an  evil  thus  becomes 
a  grievance.  They  look  upon  it  as  the  result  of  the 
competitive  system,  and  therefore  begin  to  question 
the  justice  of  that  system. 

Nor  is  this  all.  Education  has  made  some  of  them 

more  keenly  sensitive  to  the  relationship  implied,  or 
believed  to  be  implied,  in  the  wage  contract.  They 
regard  themselves  not  as  equal  parties  to  a  contract, 
but,  by  virtue  of  the  discipline  imposed  upon  them 
in  the  factory  by  the  employer,  as  in  a  position  of 

subordination.  Hence  the  growing  use  of  question- 

begging  epithets  such  as  '  wage-slavery,'  '  capitalistic 
domination  '  and  the  like.  It  is  not  that  they  neces- 

sarily object  to  the  individual  employers ;  their 
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objection  is  rather  to  the  system  which  denies,  or 
appears  to  -in  the  status  to  which,  as  respon- 

iis,  they  are  entitled.    They  regard 
dustrial  democracy  as  either  a  corollary  or  even  an 

10   political   democracy ;    and 

some  of    them   believe  that   •  p  towards 
democratising  in-lu  nv  i>  the  aU>litn>u  «.i  the  com- 

t  by  gradual  steps,  the  pace  being 
partly  determined  by  developments  in  other  countries, 
but  here  and  now,  irrespective  of  material  conse- 
queooet. 

We  are  not  concerned  at  this  stage  with  the  intrinsic 
value  of  these  views,  \vlii.  h   will  demand  attention 

necessary  to  refer  to  them  as  factors 
operating  in  the  mimls  of  ambitious  young  leaden 
even  before  the  outbreak  of  war,  and  partly  determining 
the  modes  in  \\ hi.  h  the  feeling  of  unrest  occasionally 

nd    expression.     The  <>f    the   worker    in 
industry  was  a  more  important  question  in  the  minds 

.1  few  of  the  unofficial  leaders  than  the  possi- 
bility   <  i    improving    their    material    conditions    by 

advances  in  wages. 



CHAPTER   VI 

ECONOMIC  REACTIONS  OF  THE  WAR 

i.  INDUSTRY  AND  COMMERCE 

WAR,  in  the  purely  material  sense,  generally 
results  in  net  loss.  For  it  means  the  destruc- 

tion of  the  lives  of  people  who  might  have 
been  employed  in  making  goods  and  providing 
services  upon  which  the  standard  of  living  depends  ; 
the  destruction  of  property  brought  into  existence 
under  peaceful  conditions ;  the  destruction  of 
goods  specially  prepared  for  carrying  on  the  war, 
and  prepared  by  people  normally  employed  in 
adding  to  wealth  as  defined  in  time  of  peace  ;  and 
the  employment  as  soldiers  and  sailors  of  citizens 
who  previously  served  the  ends  of  peace.  War  thus 
reduces  the  capital  and  income  of  the  world.  When  two 
nations  or  groups  of  nations  are  at  war  a  third  may, 
and  frequently  does,  gain  by  the  conflict,  just  as 
extravagant  expenditure  upon  dress  on  the  part  of  a 
lady  may  be  a  source  of  great  profit  to  her  tailor. 
But  the  gain  of  the  neutral  is  at  the  expense  of  the 
belligerents.  A  belligerent  nation,  moreover,  may, 

under  special  though  highly  improbable  circum- 
stances, secure  a  material  gain  through  conquest, 

exceeding  the  individual  loss  produced  by  the  conflict. 
It  is  conceivable,  indeed,  that  a  war  may  add  more 
to  the  wealth  of  the  world  than  is  destroyed  in  battle 
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and  preparation  for  bat  •  may  be  stated*  however, 
iiout  fear  o!  contra  th.-.t  ihc  recent  World 

War  has  resulted  in  an  enormous  iKXHioinfo  loss  to  the 

world  as  a  whole  ;   and  a  i  *  probably  time  thai 
spite  of  the  unequal  distribu  this  loss,  and 

porary  gains  by  individual  nations,  no  important 
state,  belligerent  or  neutral,  was  as  wealthy  at  the 
end  as  at  the  beginning.  Nevertheless,  some  of  the 
states,  even  belligerent  states,  such  as  the  United 
States  of  North  America,  suffered  far  less  material 
loss  than  others,  such  as  France.  Their  proportionate 
loss  in  men  was  far  less;  their  tapit.il  remains  in- 

tact .-a.setl  through  material 
assi  tendered  to  the  Allies,  and  they  suffered 

less  disturbance  of  trade.  Their  '  pull  '  upon  the 
wealth  of  the  world  has  therefore  been  strengthened, 
and  they  will  necessarily  assist  the  economic  recovery 

those  states  which  have  suffered  most.  In  the 

long  run,  therefore,  their  material  balance  sheet  may 
icate  a  net  gain.    Grc  tin  is  not   in  that 
POM  .urn  i  y  the  war  entailed  a  material 
loss  which  will  be  felt  for  many  years  to  come.     1 

to  pic  and  to  hold  out  hope  (as 
some  people  do)  of  as  high  a  standard  of  living  for 

mass  of  the  present  generation  as  would  have 
been  possible  if  the  war  had  not  occurred.  1 
equally  futile  to  pretend  that  early  recovery  even  of 
the  pre-war  standard  of  living  is  possible  except  by 
sen  ed  and  well-directed  effort  on  the  part 
of  all  workers,  by  hand  and  biain. 

The  economic  existence  oi  uion,   win 

popui  i-  tins  at  the  present  level,  is  bound  up 
b  mtci  national  trade.    A  considerable  proportion 

1  These  points  are  disnmed  at  length  in  Tkt  Etomtmin  o/  Wm 
•mf  ConfMMl.  by  the  present  writer. 
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of  the  necessaries  of  life  and  of  the  raw  material  upon 
which  depend  manufactured  goods  essential   to   the 
distribution   of   such    necessaries,    is   obtained    from 
foreign  countries.     The  war  seriously  interfered  with 
foreign  trade,  partly  through  loss  of  shipping,  partly 
because  enemy  countries  ceased  to  send  goods  and 
Allied    states    were    unable   to   send   in   such    large 
quantities  as  before,  and  themselves  required  from 
neutral  states  goods  which  would  otherwise  have  found 
their  way  here.     The  result  was  shortage.     And  the 
shortage   was   intensified  by  the  fact   that   a  gi< 
proportion  of  our   producers   were   withdrawn  from 
peaceful  occupations  to  serve  in  the  forces,  and  a 
further  large   proportion  to  provide   munitions   and 
other  essentials  of  war  not  required  in  time  of  peace. 
That  was  the  basic  economic   fact  with  which   the 

nation  had  and  still  has  to  reckon.     The  system  of 
economic  freedom,  which  is  based  upon  the  assumption 
that  peace  exists  to  facilitate  the  production  of  plenty, 
broke  down,  and  the  state  was  compelled  to  find 
alternative.     The  antithesis  of  economic  freedom,  if 

not  its  only  real  alternative,  is  economic  conscription, 
and  the  five  years  of  war  was  a  period  during  whieh 
there  was  a  strong  movement  in  this  direction.     The 
labour  difficulties  of  the  period  merely  marked  the 
difficulty  of  establishing  and    maintaining  the  new 
system  in  various  departments  of  economic  activity, 
and  particularly  the  partial  failure  in  applying  it  in 
the  sphere  of  prices.     Roughly  speaking,  the  first  year 
of  war  represents  the  phase  during  which  the  system 
of  economic  freedom  was  tried  and  failed  ;   during  the 
next  two  years  serious  restrictions  were  imposed,  and 
the  ground  was  p:epared  for  a  far  greater  degree  of 
control  of  all  kinds  in  the  last  period  of  two  years. 

The  '  vigorous  policy'  of  the  Lloyd-George  admiruV 
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D  was  but  the  natural  development  of  that  previ- 
ously employed,  and  was  only  made  possible  by  what 

had  gone  before  1  .  the  end  of  the  war  we  had  pro- 
greased  beyond  the  stage  intermediate  between 
ecoi  reedom  and  economic  conscription,  and 

i  ades  and  pursuits  were  not  regu- 
late* iircctly. 

The  task  of  the  Government  was  twofold— to  secure 
and  distribute  supplies.  Supplies  were  obtained  by 
pro.:  home  ami  purchase  abroad.  Their 

ig   and    price   control, 
fuiu  titm>  \vhi  h  were  found  to  be  inseparable  under 

ige.    The  first  problem  of  produc- 
i  was  to  secure  an  adequate  supply  of  munitions, 

and  to  this  end  the  Ministry  of  Munitions  was  estab- 
.10  summer  of  1915.    The  primary  function 

hr  Ministry  was  to  organise  the  manufacture  of 
guns,  ammunition  and  other  essentials  of  war,  but 
the    performance   of   this    function    involved    many 

It  was  disco  veud  that  to  control  the 

ige  of  manufacture  effectively  it  was  necessary 
to  organise  ^tages  and  .il-<>  trades  ancillary 

in  trades  of  engineering,  shipbuilding  and 
ie  of  ev  k    Some  of  these  were 

and  had  to  be  considerably  en- 
larged, particularly  iron-stone  mining  and  quarrying, 

iron  and  steel  production,  spelter  manufacture,  the 
coke  oven  and  by-product  industry,  etc.  In  >pite 
of  these  efforts,  supp  emented  as  far  as  possible  by 

imix>itutioii  from  abroad,  supplies  remained  in- 

:it,  and  the  system  of  '  priority'  or  rationing 
according  to  urgency  of  need  was  introduced.  In 
this  way  it  was  possible  to  conscribe  all  industrial 
effort  i  : ied  by  a  supply  of  the  controlled  goods, 

1  to  secure  the  greatest  possible  economy  in  their 
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use.    The  supply  of  labour  was  also  inadequate,  and 
it  \vill  be  shown  later  that  the  principle  of  rationing 
was  also  adopted  in  this  sphere.    The  Admiralty  i 
formed  similar  functions,  and  worked  in  co-operation 
with  the  Ministry  of  Munitions.    Although  the  dei 
were  not  precisely  the  same,  the  War  Office  contml 
of  the  woollen  trade  and  that  of  the  cotton  trade  by 
the  Cotton  Control  Board  (working  in  close  conj 
with  the  Board  of  Trade)  presented  essentially 
same  problem.     Nor  did  those  confronting  the  Food 

Production  Department  and  the  Coal  Control  Depait- 
ment  differ  in  their  fundamental  conditions. 

Organisations  for  the  purchase  abroad  of  supplies 
of  goods  not  obtainable  at  home  were  also  set  up. 
The  State  became  merchant  as  well  as  indu-niil 
producer,  and  the  wheat  and  sugar  commissions  were 
early  at  work,  and  acted  as  intermediary  betvv- 
foreign  sellers  and  wholesale  dealers  at  home.  But 
circumstances  did  not  permit  the  importation  of 
adequate  supplies.  Where  there  is  a  shortage  prices, 
in  the  absence  of  control,  are  apt  to  rise  to  a  degree 
quite  out  of  proportion  to  the  deficiency,  and  the 
race  is  to  the  rich.  For  this  state  of  matters  the  simple 

control  of  prices  is  no  remedy — it  merely  gives  the 
prize  to  those  who  are  first  in  the  queue  (whether  it 
be  a  whisky,  theatre  or  meat  queue),  and  the  result 
is  as  unsatisfactory  as  before.  The  corollary — indi 
the  primary  condition  of  any  successful  price  control — 
is  rationing.  This  double  function  was  performed  by 
the  Food  Control  Department,  the  Railway  Executive 
and  the  Shipping  Control  Department  (for  the  shortage 
extended  to  land  and  ocean  transport)  as  well  as  by 
those  Departments  already  enumerated. 

The  State  thus  supervised  the  activities  of  private 
producers    and    itself    became    manufacturer    where 
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necessa  estrict cd  the  powers  of  sellers  at  home, 
and  took  the  place  •  isers  of  goods  from  abroad. 
But  in  at  first  merely 

her  (foreign)  purchasers,  and  was 
to  pay  the  world  prices.    As  there  was  a 

world  shortage,  these  were  highly  inflated.    Neir 
me  was  the  United 
Allies  were  our  chief 

With  HM  entry  of  the  United  States  into 
war  there  was  a  strong  movement  towards  inter- 

vd  economic  pic  of  price  control 
being  extended  and  that  ling  to 
need  r*  to  nations  as  well  as  individuals. 
Thus  t!  Council  was  established, 

>wed  by  the  Inter- Allied  Food  Council  (with 

'  Programme  Committees  '  he  Inter- Allied 
\Mieat  Executive)  and  the  Allied  Maritime  Transport 
Council.     Under  this  group  of  organisations  neutral 
as  well  as  Allied  States  were  rationed.    The  develop- 

•  wards  international  co-operation  in  the  eo> 
f  the  first  importance,  for  it  represents 

the  first  •  recognition  of  economic  responsibi! 
!  the  first  surrender  of  the  right  on  the  part  of 

one  state  to  exploit  the  necessities  of  another.    The 

'e  of  distribi  ng  to  need  was  accepted 
hout    reservation.    The    United    States   exported 

wheat  to  Europe  not  merely  out  of  her  surplus,  but  out 
t  ock  required  for  home  consumption.     We  exported 

coo1  e  when  it  was  scarce  at  home. 
•',  the  case  that  the  doctrine  of  joint 

economic  sacrifice  was  accepted  under  stress  of  war, 
when  common  sacrifices  were  required  for  victory  and 
ecoi  md    rni  equirements    were    almost 

Siiishable.    Nevertheless,   it   is   possible   t 
it  will  makr  in  ep    h  in  the  history  of  nations  and  lead 
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to  a  degree  of  economic  co-operation  which,  before  the 
war,    would  have    been   regarded  as   an   imp<>->il>l<> 
ideal.    There  is  already  the  prospect  of  intc- national 
labour  legislation.     It  is  but  a  short  step  to  the  inter- 

national  control   of   trusts.     International   economic 

control  and  responsibility  may  have  come  to  st 
though  the  precise  form  which  it  took  during  the  war 
is  rapidly  disappearing. 

Having  accepted  the  twin  principle  of  rationin; 

price  control,  it  became  necessary  to  determine  tin- 
general  level  of  prices  to  be  permitted  by  the  control- 

ling authority.  The  term  '  general  level '  is  used 
advisedly.  Under  peace  conditions  there  is  a  degree 
of  mutual  sympathy  between  prices  which  is  not 
generally  recognised.  Where  two  commodities,  su<  h 
as  tea  and  coffee,  or  beef  and  mutton,  are  complete  or 
partial  substitutes,  it  is  well  known  that  their  prices 
rise  and  fall  together  so  long  as  the  methods  and  costs 
of  production  remain  unchanged.  Scarcity  in  one 
which  raises  its  price  results  in  an  increased  demand  for 
the  other  with  a  consequent  rise  in  price.  But  this 

sympathy,  though  less  marked,  extends  beyond  substi- 
tutes, and  exists  in  respect  of  practically  all  commodi- 

ties over  fairly  long  periods  provided  there  is  no  marked 

change  in  methods  of  production,  and  provided,  more- 
over, that  they  are  produced  and  distributed  under 

competitive  conditions.1 
1  Economists  may  point  out  that  I  have  ignored  the  fact  that  some 

commodities  are  subject  to  the  law  of  diminishing  returns,  and  others 

to  the  law  of  increasing  returns,  and  that  therefore  their  \  •. 
following  costs,  may  diverge  rather  than  move  in  sympathy.     But 
the  changes  in  prices  to  which  I  am  referring  are  those  conse<i 
upon  or  appearing  concurrently  with  expansion  of  currency,  and 
in  practice  the  tendency  towards  divergence  is  therefore  not  nearly 
so  strong  as  the  opposing  tendency.     Thus  it  is  sufficiently  near 
truth  to  state,  as  I  have  done,  that  the  sympathy  is  less  marked. 
It  may  sometimes  occur  that  the  redistribution  of  income  which  is 
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The  price  -  :>g  authonty  cannot  altogether 
•  •  this  general  relation  ial  prices 
it  diMiiinm.u ing  in  an  invidious  manner  between 

industries  and  occupations.  This  was  done  in  t  In- 

elastic example  of  house  rents.  The  '  price  '  of  shelter 
was  controlled,  and  the  controlled  price  was  fixed  at 
the  pre-war  level  the  result  that  houseowners— 

of  shelter— were  heavily  penalised  throughout 
the  war,  and  ;  raged  to  seek  escape 

by  various  devices  from  tin-  Inn  den  thus  imposed  upon 
The  '  controlled  price  '  in  this  case  was  fixed 

by  law  rather  than  departmental  action  ;    in  other 
cases  prices  were  fixed  by  govtmuunt  departments, 

ii  clearly  recognised  that  a  controlled  price  was 
not  necessarily  an  unvarying  price. 

The  general  level  of  controlled  prices  was  determined 
by  fi  iderations.     If  the  Government  had 
not  adopted  the  fatally  easy  plan  of  expanding  the 
currency  the  shortage  of  supplies  would  alone  have 
caused  a  rise  in  prices.  There  was  less  to  go  round, 
and  competitors  would  have  spent  approximately 
the  same  amount  of  money  in  purchasing  the  smaller 
quantity  of  goods.  But  the  Government  repeatedly 
created  fresh  currency  whit  h  found  its  way  as  wages, 

:cs  and  profits  into  the  pockets  of  the  public,  and 
the  additional  currency  intensified  the  mom*-: 
demands  .v  fortunate  indi viduals — ultimately 

As  the  mere  expan- 
sion of  currency  added  to  the  supply  of  nothing  else, 

inevitable,  under  competitive  conditions,  during  the  process  of 

modities.  such  as  motor-cars  or  bicycles,  the  production  of  which  is 
subject  to  increasing  returns,  and  that  their  relative  prices  will 
therefore  show  a  marked  fall.  The  obverse  is  true  of  «*«•*»••** 
subject  to  diminishing  returns.  But  such  cases  do  not  often 
as  the  direct  result  of  currency  expansion. 



144  SOCIAL  ECONOMICS 

prices  mounted  rapidly,  and  created  the  temptation 
irther  (  1  gone  on  for  a 

>  period  before  the  prices  of  the  bulk  of 
foodstuffs  were  regulated,  and  the  controlled  pri 
were  therefore  fixed  at  a  level   appropriate  to  the 
volume  of  currency  in  circulation.     No  control  v 
exercised  over  articles  of  «  and  certain  other 

imodities,  the  prices  of  which  were  left  to  the 

higgling  of 'the  market,  and  tended  to  find  their  own 
level  in  the  given  circr  .  If  no  further 
expansion  of  currency  had  taken  place,  these  might 
have  become  fairly  stable,  provided  the  supplies,  though 
scanty,  had  remained  fairly  regular.  But  not  only 
did  the  supplies  tend  to  fall  as  the  requirement  s  for 
war  increased,  but  the  currency  was  further  expanded 
and  wages  advanced.  The  new  currency,  finding  no 
outlet  on  the  market  for  controlled  articles,  added  to 
the  intensity  of  competition  for  uncontrolled  articles, 

the  prices  of  which  therefore  advanced  not  only  abso- 

lutely, but  relatively  to  those  of  'foodstuffs,  thus 
destroying  the  relationship  which  existed  between 

prices  in  time  of  peace.1  Thus  it  may  confidently 
be  stated  that  the  abnormally  high  relative  prices 
ruling  to-day  for  such  uncontrolled  articles  as  clothing 
and  furniture  are  largely  due  to  the  control  policy  in 
respect  of  foodstuffs.  This  statement  is  not  meant  to 

imply 'criticism  either  of  the  policy  of  controlling 
prices  as  far  as  possible  or  of  the  policy  of  expanding 
the  currency  within  certain  limits. 

The  Government  was  faced  with  serious  difficu1 

which  ""were  increased  by  its  failure  to  impress  upon 
the  public  the  elementary  fact  that  it  was  not  possible, 

1  This  relationship  had  already  been  seriously  disturbed  by 
differences  in  degrees  of  shortage  and  by  the  different  degrees  of 
persistence  of  demand  through  different  ranges  of  prices. 
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tie  engaged  in  a  conflict  demanded  the  mi- 
i ,  to  maintain  that  standard 

IUM:;  i"i  the  mass  of  the  people  whi<  h  tl. 
enjoye'  of  peace.    The  first  difficulty  was  t 

t  a  bilking  wages.    The  initial  rise  in  prices,  pam- 
in  those  of  foodstuffs,  combined  with  the  in- 

crease in  profits  enjoyed  by  firms  in  industries  esseir 
M!  in  ti. ...;.-.  where  the  shortage  was  pro- 

poi  less  than  the  advance  in  prices,  led 
Me  demand  for  advances  in  wages.    But 

i>.  although  they  led  to  a  redist  :i  of 
chasing  power  favourable  to  those  who  received 
m.  and  unfavourable  to  those  in  receipt  of  fixed 

I  not  reduce  the  shortage.    They  merely 
eased  the  competitive  strength  of  workers  for  the 

scanty  supplies,    intensified   the    rise  in  prices  and 
fun  he  profits  of  producing  and  selling 

us.    The  further  rise  in  prices  led  to  a  second 
demand  for  advances,  \vhi<  h  was  conceded,  and  pro- 

duced the  same  result .     And  so  the  dog  went  on  chasing 
Mil.     To  change  the  metaphor,  labour  sought 

that  will  o*  the  wisp,  the  pre-war  standard  of  living, 
I  was  assisted  by  the  Government.     Both  were 

drawn  into  the  morass.    It  was  thought,  when  • 
Food  Control  Department  had  effectively  controlled 
prices  and  rationed  foodstuffs,  that  the  Government 

labour  had  not  only  escaped  from  the 
but  also  captured  the  glow-worm.  Other 
however,  were  left  to  the  higgling  of  the  market, 
and  their  prices  continued  to  rise,  and  with  them 

the  '  cost  of  living.'  And  it  i>  ij:.i:  t  general 
wages  rates  advanced  more  rapidly  during  the  control 
period   tl  id  done  before,     Moreover,  by 

g  the  cost  of  production  they  necessitated  the 
periodic  revision  of  the  controlled  prices  of  goods 

10 
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produced    in    this    country.     Wages    were  the  rn 
channel  through  which  the  new  currency  travelK 
but  most  of  it  reached  the  retailers,  and  percolated 
t  h rough  to  the  wholesale  dealers  and  producers.     It  is, 
of  course,  true  that  Government  contractors  were  \vrll 

paid — often  exceptionally  well  paid — for  their  work  ; 
but  as  the  o  vstem  improved  and  more  and  more 
establishments  were  brought  under  direct  control,  and 
their  contracts  more  expertly  supervised,  their  power 

of  exploiting  the  needs  of  the  nation  was  restricted— 
so  much  so  that  in  the  chief  industries,  such  as  en- 

gineering and  iron  and  steel  production — the  State  was 
compelled  to  accept  contingent  financial  responsibility 
for  the  additional  cost  incurred  through  national 
advances  in  wages  rates.  Moreover,  the  munitions 
levy  (which  was  ultimately  merged  in  the  excess 
profits  duty)  restricted  the  excess  profits  retainable 
by  those  firms  controlled  by  the  Ministry  of  Munitions 
to  one-fifth  of  the  pre-war  standard.  It  is  therefore 
extremely  probable  that,  in  spite  of  the  excess  profits 
duty,  the  bulk  of  the  excess  profits  made  during  the 
war,  and  retained  by  the  firms,  were  made  in  industry 
and  commerce  not  directly  connected  with  the  supply 
of  munitions  of  war.  And  the  magnitude  of  such 

excess  profits  suggests  that  the  majority  of  wage- 
earners  acted  mainly  as  post  offices  for  the  new  currency 
periodically  issued  by  the  Government  in  response  to 
the  demands  of  the  trade  unions. 

The  question  naturally  arises  whether  the  policy  of 
giving  periodic  advances  and  so  inflating  the  currency 
was  a  wise  one  ;  and  the  reply  involves  the  considera- 

tion of  the  second  and  third  difficulties  which  faced 

the  Government  in  its  attempt  to  regulate  the  currency 
and  the  prices  of  necessaries.  The  second  difficulty 

arose  from  the  fact  that  price  control  without  the  con- 
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trol  <<•  ies  was  bound  to  fail.     Many  necessaries 
as  wheat,  sugar,  tea,  coffee,  etc.,  are 

obtained   wholly  or  largely   ti-.m   abroad.      Simple 
mported  comnv  :^ht  drive 

the  commodities  fiom  our  market       H  the     -lit rolled 

prices   were   fixed   below   those  obtainable  abroad, 
imports  would  cease  :   for  it  should  not  be  foi> 

there  was  a  world  short  a  p  ca<  h  in- 

oast  of  shipping  •  rans- 
portation.    The  two  alternatives  before  the  G« 
ment  were  first  to  fix  a  price  sufficiently  high  to  <> 
foreign   competitors    for   the   same   article,    leaving 
shipping  free  to  accept  the  most  profitable  trade,  which 
would  then  be  trade  with  ourselves  ;   and,  secondly, 

:  chase  in  bulk  from  foreign  producers  at  the  world 

'  ration  '  shipping  to  the  extent  required,  and 
sell  t<>  th<   ]>  home  at  a  fixed  price  below  the 

iuise  price,  charging  the  deficit  to  the  nat 
account.    The  second  alternative,  involving  what  is 
known  as  a  subsidy,  was  chosen.    The  subsidy  is  not 

c  discussed  by  Adam 

Smith  nearly  a  century  anil  a  half  ago.     But  the  sub- 
e  past  was  always  a  bounty  either  to  exporters 

competing  in  a  foreign  market,  and  thus  intended  to 
foster  the  export  trade,  or,  as  is  sometimes  proposed 
for  agriculture,  to  assist  home  producers  in  their  corn- 

on   against    imports.     But    the   new  subsidies, 
such  as  that  on  wheat,  are  of  a  wholly  different  char- 

acter, being  in  effect  a  bounty  paid  to  foreign  pro- 
ducers to  induce  them  to  send  goods  to  this  country, 

only  conceivable  in  respect  of  necessaries  of  life 
during  a  period  when  their  supply  is  dangerously 
small.     But  there  is  a  limit  even  to  the  amount  of 

subsidy  which  a  nation  can  afford.     If  bread  had 
continued  to  be  sold  at  the  pre-war  price,  the  subsidy 
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upon  wheat  purchased  from  abroad  would  have  been 
vastly  greater.  For  the  world  price  would  Mill  li 
been  determined  largely  by  the  currencies  of  other 
countries.  And  this  indicates  the  third  difficulty 

which  faced  the  Government — namely,  that  no  single 
state,  trading  with  other  states,  is  entirely  a  free 
agent  in  the  control  of  its  currency. 

It  is  an  axiom  in  economics  that  there  is  a  strong 
tendency  towards  a  common  level  of  prices  in  countries 
trading  with  each  other,  due  allowance  being  made  for 
differences  in  their  tariff  policies  and  in  the  cost  of 
transport.  As  this  consideration  has  a  strong  bearing 

upon  the  present  adverse  position  of  our  rate  of  ex- 
change with  America,  and  the  difficulty  of  recovering 

our  foreign  trade,  it  requires  very  careful  examination, 
although  in  these  pages  nothing  more  than  a  brief 
summary  is  possible.  If  we  assume  that  all  nations 
trading  with  each  other  employ  gold,  and  only  gold,  as 

currency,  it  is  clear  that  a  continuous  adverse '  balance ' 
of  trade  would  be  followed  by  an  export  of  gold  in 
payment  of  the  excess  of  imports.  The  loss  of  some 
gold  would  enhance  the  value  of  the  remainder,  that  is, 
cause  a  fall  in  prices.  Such  fall  would  make  this 
country  a  less  profitable  market  for  foreign  producers 
and  our  imports  would  thus  diminish.  Moreover,  in 
consequence  of  the  fall  in  prices  relatively  to  those 
prevailing  abroad  our  exporting  manufacturers  would 
be  in  a  stronger  competitive  position  and  our  exports 
would  increase,  until  ultimately  their  total  v; 
would  exceed  that  of  our  imports,  and  the  gold  would 
return  to  this  country.  The  statement  is  not  rendered 
less  true  by  the  fact  that  gold  is  supplemented  by  credit 

currency.  The  latter  is  limited  by  gold,1  and  any 
serious  withdrawal  of  the  precious  metal  is  followed  by 

»  Sec  Chapter  III. 
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a  contraction  of  credit  currency,  which,  moreover. 

It  only  useful  in  foreign  trade  so  long  as  it  is  con- 
vertible into  K«»M. 

Just  as  internal  credit  currency  economises  the  use 
of  gold  and  facilitates  trading  between  firms,  so,  too, 

1 1    credit    currency    economises    gold    as 
rnational  currency  and  facilitates  trading  between 

nations.  The  chief  form  of  such  currency  is  the 

foreign  bill  of  exchange,  which  is  essentially  a  pro- 
missory note  and  will  be  so  regarded  for  the  purpose 

of  simp  Suppose,  for  example,  a  British  steel 
firm  sends  rails  to  the  New  York  Corporation  and 
receives  a  promise  to  pay  three  months  hence,  and  a 
wheat  importer  imports  wheat  from  Chicago  of  the 

same  value.  Both  creditors  expect  to  be  paid  ulti- 
mately in  gold,  or  at  least  in  the  convenient  currencies 

of  their  own  countries.  The  shipment  of  gold  to  or 
from  America  is  both  risky  and  costly,  and  is  clearly 
avoided  if  the  wheat  importer  buys  the  promissory 
note  from  the  steel  firm  and  sends  it  by  registered 
post  to  his  Chicago  creditor  wlu>  in  turn  collects  the 

iey  from  the  NY  Corporation.     Rather  than 

.md  cost  of  -,'  gold  it  would  be 
better  for  the  wheat  importer  to  purchase  the  pro- 

missory note  at  a  slight  premium.  And  if  the  steel 
firm  is  to  be  ultimately  p.ml  in  NYw  York  and  has  to 
bear  the  cost  of  transporting  the  gold  to  this  com 
it  would  pay  him  to  sell  the  note  at  a  small  reduction. 
Each  of  the  four  parties  represents  a  large  group  of 

lers  of  various  kiiuls.  If  our  imports  from  America 
exceed  our  exports,  there  are  more  people  wanting 
such  promissory  notes  than  there  are  notes,  which  will 
be  sold  at  a  premium.  The  steel  firm  would  thus 

m  ike  greater  profit  than  '  expected/  some  of  it  being 
the  premium,  that  is,  profit  on  exchange ;  and  in  the 
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ordinary  course  exports  would  be  stimulated.  The 
wheat  importer  would  be  paying  more  for  wheat  by 
the  amount  of  the  premium,  and  imports  would  be 
discouraged,  and  the  balance  of  trade  would  thus  tend 
to  be  restored.  It  will  thus  be  seen  that  when  tin- 

'  balance  of  trade/  or  the  rate  of  exchange,  is  un- 
favourable we  tend  to  pay  more  for  our  imported  goods 

in  the  market. 

A  Bank  of  England  or  Treasury  note,  when  it  finds  its 
way  to  a  foreign  country,  is  regarded  merely  as 

a  promissory  note — a  '  sight  bill ' ;  and  its  value 
fluctuates  with  the  rate  of  exchange.  If  America 
has  been  exporting  more  to  us  than  she  has  been 

importing  from  us,  there  will  be  more  '  promissory 
notes  '  on  sale  than  can  find  a  market,  and  their  price 
will  fall.  That  is  the  position  to-day,  and  it  accounts 

for  the  fact  that  '  British  money  '  has  depreciated  in 
America.  It  is  not  the  pound  sterling — which  of  course 
is  always  and  everywhere  worth  the  gold  it  contains 

—but  British  Government  and  commercial  paper,  that 
has  depreciated.  During  the  war  we  imported  essentials 
to  the  amount  required,  or  possible,  at  fabulous  prices, 
without  being  able  to  export  goods  in  payment.  Part 
payment  was  made  by  the  sale  of  foreign  securities— 
mainly  American — held  in  this  country,  and  by  the 
creation  of  special  loans  in  the  United  States,  the  pro- 

ceeds of  which  were  employed  in  payment  of  accounts. 
But  there  remains  a  considerable  debit  balance,  which 

is  the  cause  of  the  unfavourable  rate  of  exchange— 
the  measure  of  the  depreciation  of  British  credit 
money  in  America.  The  fall  in  value  of  credit  docu- 

ments of  one  country  in  another  country  may  not, 
however,  be  wholly  due  to  an  adverse  balance  of  trade. 
It  may  be  accentuated  by  the  feeling  of  uncertainty 

as  to  the  debtor's  ultimate  solvency — that  is,  his 
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ate  power  of  restoring  the  b 
paying  the  difference  in  gold.    It  is  probable  that  this 

l-ollsUllT.it  Inn   »liK-s    Mot    at    plr-rht    lhll:«!i.  «•   li.r    :   -V    ,  •! 
exchange  between  this  country  and  America  ;  but  it 
might  do  so  if  industrial  disturbances  became  more 
frequent  or  showed  signs  of  becoming  a  permanent 
feature  ish  society ;  as  for  the  time  bcinf 
has  affected  the  credit  of  Russia  in  other  countries 

k  of  insolvency  and  repudiation  on  the  part  of  the 
debtor  state  became  a  factor  entering  into  the  rate  of 
exchanges,  and  was  a  factor  during  the  war  in  the 
price  of  German  Government  credit  documents,  the 
value  of  which  fell  in  the  international  market  with 

every  serious  defeat. 
1*  replied  that  the  above  considerations  are 

purely  financial,  and  do  not  seriously  affect  the  average 
/en.  On  the  contrary,  they  are  of  profound  social 

significance.  If  we  are  continuously  to  enjoy  the 
benefit  of  American  economic  resources  the  balance  of 

trade  must  finally  be  restored.  This  can  be  done  in 
eways:  by  the  export  of  gold,  the  sale  of  remaining 

securities,  or  the  export  of  goods.  The  first  cannot 
continue  indefinitely,  and  already  we  have  depleted 
our  gold  reserves  in  i. inner,  almost  to  the  limit 
of  safety.  Moreover,  we  have  already  disposed  of  a 
large  proportion  of  our  holdings  abroad,  and  therefore 
lost  a  considerable  sum  per  annum  in  interest  pay- 

ments, and  incurred  an  annual  obligation  in  interest 
payments  in  respect  of  the  war  loans  floated  in  the 
United  States.  It  is  therefore  necessary  to  export 
goods,  if  not  to  America  at  any  rate  to  other  countries 
which  will  provide  means  of  discharging  our  debt  to 
America.  And,  if  we  are  to  obtain  our  pre-war 
imjv  .r  t ,  of  food,  raw  materials,  and  other  commodities 
upon  which  our  standard  of  living  depends,  and  to 
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continue  to  export  capital  to  other  countries,  our  total 
exports  must  be  sufficient  to  make  up  for  the  net  loss 
of  interest  from  abroad,  and  the  loss  on  shipping  and 
financial  services  which  we  have  probably  suffered 
during  the  war.  The  essence  of  the  matter  is  that  we 
called  the  tune  in  America,  and  must  now  pay  the 
piper.  By  drawing  upon  America  for  essentials  we 
put  off  to  that  extent  the  burden  of  war  :  we  must  now 
shoulder  that  burden. 

The  restoration  of  the  export  trade  is  bound  up  with 
the  question  of  inflation.  Our  currency  has  been 
considerably  expanded  during  the  war,  and  such 
expansion  is  reflected  in  high  wages,  high  costs,  high 
prices  and  large  profits.  High  prices  reduce  our 
competitive  strength  as  a  nation  relatively  to  i 
possessed  by  a  nation  in  which  no  such  expansion  of 
currency  has  taken  place.  It  is  stated  that  our 
engineering  and  steel  firms  cannot  compete  with  their 
American  rivals  in  neutral  markets  where,  before  the 
war,  we  held  a  commanding  position.  If  such  is  the 
case  it  must  be  due  to  one  or  a  combination  of  two 

causes.  The  first  is  such  improvement  in  American 
methods  of  production  that  the  economy  of  human 
energy  employed  in  the  manufacture  of  an  article  is 
greater  than  that  effected  by  the  competing  industry  in 
this  country.  The  second  cause  is  a  currency  which 
has  not  been  expanded  during  the  war  to  the  same 
degree  as  ours,  with  the  result  that  the  rise  in  wages 
and  costs  has  been  less  pronounced.  In  so  far  as 
this  competitive  impotence  is  due  to  the  first  cause  it 
calls  for  greater  inventiveness  from  our  manufacturers 

and  greater  output  per  unit  of  energy  expended — a 
result  which  is  conditioned  by  the  active  co-operation 
of  all  workers.  Even  where  it  is  due  to  the  second  it 

confers  an  initial  advantage  upon  America  ;  but  not 
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necessarily  a  permanent  advantage  except  in  so  far  as 
success  breeds  success.  Provided  foreign  purchasers 
possess  adequate  means  of  payment  America  will  enjoy 
a  boom  in  export  trade,  and  her  exporting  firms  will 
reap  abnormal  profits.  But  first  the  workers  con- 

cerned will  claim  a  share  of  the  form  of 

advances  in  wages,  and  secondly  the  prices  of  goods 
remaining  in  the  count  i  \  will  advance  with  the  shortage 

isequent  upon  the  sudden  pull  by  foreign  markets, 
and  the  general  body  of  workers  will  demand  that  the 

i  ease  in  the  cost  of  living  be  followed,  if  not 
pated,   by  advances   in   wages.    The  currency   will 

efore  expand.1    The  United  States,  during  this 
process  of  expansion,  will  probably  experience  the 
same  economic  reactions  a  i  in  1916  and  1917, 
but  they  may  be  more  rapid.     Already  coming  evv 
are  casting  thei  ws  before  and  the  Governni 
at  Washingtc  ving  to  profit  by  our  experience. 

Thus  we  are  brought  back  to  the  third  dill; 
\vhi-  h  faced  our  Government  during  the  war.     If,  in 
spite   of   the  degree  to  which  other  states  were  in- 

flating their  currency  we  had  attempted  to  restrict 
ours  almost  within  pre-war  limits  ;  if  we  had  set  our 

cs  against  advances  in  wages  ;  controlled  prices  at 
a  much  earlier  stage  ;  fixed  controlled  prices  at  lower 
levels,  and.  iii  oidcr  to  do  this,  subsidised  our  foreign 
purchases  far  more  heavily,  our  position  would  have 
been  like  that  of  America.  At  the  termination  of  the 
war,  when  nations  resumed  trade  intercourse  on  a 
purely  commercial  basis,  our  currency  would  have 

1  This  general  result  would  be  avoided  if.  first,  private 
of  capital  in  America  granted  loans  to  foreign  countries  to 

to  meet  their  obligations  to  American  exporters;  or, 

DC  esses  17  amounts  from  the  real  savings  of  its  own  people. 
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rapidly  expanded  ;  prices  would  have  soared  upwards  ; 
the  rapid  and  considerable  advances  in  wages  neces- 

ted  by  such  price  movement  would  have  been  thr 
subject  of  serious  disputes,  and  controversies  would 
have  been  embittered  by  the  making  of  enormous  excess 
profits  during  the  process.  Moreover,  the  subsidies 
might  conceivably  have  added  to  the  net  burden  of 
the  national  debt,  in  spite  of  the  fact  that  purchases  on 
government  account  from  home  manufacturers  have 
been  made  at  far  lower  prices. 

Experience  alone  will  show  whether  the  policy  of 
currency  expansion  was  pursued  too  far,  or  far  enough. 
If  our  currency  has  not  been  expanded  approximately 
to  the  extent  characteristic  of  our  best  customers,  it 
may  be  further  expanded  before  it  is  finally  contracted. 
The  contraction,  when  it  begins,  will  assume  an  inter- 

national character.  No  single  nation  is  entirely  a  free 
agent  in  this  matter,  which  is  eminently  suitable  for 
control  by  the  League  of  Nations.  Our  currency 

policy  will  be  determined  largely  by  that  of  other  coun- 
tries, an  economic  truth  the  force  of  which  America  is 

now  beginning  to  realise,  and  which  all  industrial  com- 
munities might  have  realised  in  the  years  immediately 

preceding  the  war.  But  the  nation  whose  currency  has 
been  expanded  less  than  the  average  is  in  a  fortunate 
position.  It  stands  a  greater  chance  of  recovering 
its  export  trade  rapidly,  and  is  less  likely  to  experience 
the  full  force  of  a  financial  collapse.  Provided  the 
volume  of  currency  is  fairly  constant,  or  varies  but 
slowly,  and  the  gold  foundation  is  sufficiently  strong, 
the  actual  volume  is  not  a  matter  of  the  first  import- 

ance, except  to  those  in  receipt  of  incomes  whi<  h 
have  not  increased  proportionately  to  the  currency. 

Most  people,  indeed,  prefer  large  incomes  and  pro- 
portionately high  prices  to  small  incomes  and  pro- 
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portionately  low  prices.1  The  chief  danger  is  that  the 
gold  foundation  will  not  be  sufli  irge  and  strong 
to  bear  the  ere  ncy  erected  upon  it,  and  that 
when  the  conv<  er  money  is  generally 
restored  the  la t  i  be  shown  to   be   worth   less 
than  its  face  value  in  gold.  If  such  proves  to  be  the 
case  we  may  exi«rience  a  world  fame,  and  witness  a 
general  collapse  in  prices  and  wages. 

2.  LABOUR 

It  was  to  be  expected  that  a  long  war  which  imposed 
the  severest  >u.iin  upon  the  economic  resources  of 

country  would  have  created  labour  difficulties,  but 
the  precise  nature  of  those  difficulties  was  foreseen 
by  no  one.  The  developments  of  the  last  ten  years 
seem  to  suggest  that  the  problems  which  the  war 

i  led  in  kedness  were  at  least  as  important 
as  those  which  it  created.    The  labour  movement  was 

accelerated  rather  than  largely  diverted  from  its  line 
of   direction ;    and   we   are   now  confronted  with  a 

hich,  apart  from  the  shortage  of  goods  and 
problems  of  resettlement  and  dilution,  would  have 

presented  itself  in  it>  main  essentials  even  if  peace 

had  remained  undisturbed.  '  Direct  action  '  and 

'  the  control  of  industry '  were  questions  which  were 
already  coming  to  the  front  before  the  outbreak  of  war. 
The  rise  in  prices,  combined  with  the  inelastic  wage 
agreements,  had  created  an  atmosphere  favourable  to 

1  revolutionary  '  thought  and  act  inn  ;  unofficial  strikes 
and  symput  trikes  had  already  made  their  ap- 

pearance, and  the '  triple  alliance '  already  been  mooted. 
The  '  class  war '  was  being  widely  preached  and  the 

•  The  burden  of  the  national  debt  at  diflenmt  price  lev*  to 
ignored* 
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hority  of  the  governments  of  many  trade  unions 
was  showing  signs  of  weakening. 

The  labour  problem  during  the  war  was  similar  in 
some   of   its  essentials  to   the  commodity  problem 
The  supply  of  labour  was  inadequate,  and  became  more 
so  as  the  war  proceeded.    The  shortage  first  became 
acute  in  the  engineering  and  shipbuilding  tr  here 
it  was  intensified  by  the  restrictive  customs  of  the  craft 
unions  and  the  workers  in  many  individual  establi 
ments.  It  was  the  subject  of  negotiation  between 

the  unions  and  employers'  association-,  and  afterwards 
of  inquiry  by  the  Committee  on  Production,  whi<  li 
quickly  discovered  that  the  craft  unions  held  the  key 
to  the  solution  of  the  difficulty.  These  negotiations 

and  inquiry  led  to  the  famous  '  Treasury  agreement  ' 
of  March  1915,  whereby  the  unions  consented  to  dilu- 

tion of  labour  and  surrendered,  for  the  time  being,  the 
strike  weapon.  The  miners  were  not  at  thai  time 
affected  by  the  dilution  agreement,  and  they  refused  to 

surrender  their  right  to  strike.  The  craft  unions  con- 
sented in  face  of  the  national  emergency,  recognising 

that  the  safety  of  the  state  represented  a  claim  superior 

to  that  represented  by  the  right  to  strike.  It  is  prob- 

able that  the  miners'  representatives  felt  that  in 
surrendering  their  right  to  strike  in  deference  to  the 

national  emergency  they  would  appear  to  be  surrender- 
ing it  for  all  time.  Coal-mining  is  an  essential  industry 

in  which  a  prolonged  cessation  of  work  in  time  of  peace 
might  produce  a  national  crisis,  if  not  of  the  character 
at  least  of  the  intensity  of  the  existing  crisis,  which  was 
regarded  as  constituting  sufficient  justification  for  the 
surrender. 

The  terms  of  the  Treasury  agreement  were  emb< 
in  the  Munitions  of  War  Act,  which  contained  four 

provisions    directly  affecting  industrial  workers  em- 
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ployed  by  firms  to  \*1  Act  was  applied.     It 
i  lut  ion  of  laboi  declared  strikes 

illft  i  imed  at  cont  rolling  t  he  movement  of  labour 
by  icate/  and, 
finally,  it  prevented  c  >n  on  the  part  of  the 
workers  by  controlling  wages.  The  last  three  pro- 

ions  are  ess<  hose  which  were  applied  in  the 
case  of  foodstuffs  and  other  necesaries,  namely,  pre- 

venting sellers  fi«nu  withholding  supplies;  rationing 
such  supplies  and  c-  ir  prices.  And 
till  ires  ponded  to  the  Go  verm  :fort  to 

case  food  supplies  by  stimulating  j.  oduction  at 
home,  purchasing  abroad,  and,  in  the  case  of  wheat, 

ekeing  out  supplies  by  admix'  h  offal.  There 
was  method  in  what  has  been  called  the  Governmc! 

madnes  t  appeared  to  be  similar  circumstai 
called  foi  t  ment .  But  there  was  .one 

difference  between  the  two  cases  ;  in  the  one  the 

Go\<  ts  di-aling  with  inanimate  objects,  in  the 
icings  ;  masses  of  human  beings  ; 

masses. 
i    necessitated    the    formation    of    dili 

committees  among  craftsmen,  and  these  in  some  cases 
became  nuclei  of  01  ons  for  furthering  the  cause 
of  industrial  unionism.    They  were  intended  to  assist 
in  the  regulation  of  is  of  employment  of  women 
and  other  dilutees.    The  g«  ms  were  implied  in 
the  Treasury  agreement,  which  provided  that  dih 

would   not    be   accompanied   by   any   '  cutting '   of 
piece-r  issue   within    -ight    then   being   the 
position  of  dilutee-  ers  employed  on  shells 
and  fuses.    But  V  <>f  dilution  was  soon  more 

widely  extended,  and  tlu-(iovernment,in  tl  -ory 
Rules  and  Orders  issued  by  the  Ministry  of  Munitions, 

accepted,  fully  and  frankly,  the  principle  of '  equal  pay 
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for  equal  work.' l    The  translation  of  this  principle 
into  specific  though  general  regulations,  and  the  appli 
cation  of  such  regulations  to  individual  establish in« 
created  many  difficulties,  which  were  not  reduced  by 

tin-  failure  on  the  part  of  some  employers  to  apply  the 
regulations  in  the  right  spirit,  and  the  failure  on  the  part 
of  some  workers  and  their  representatives  to  hat 
equal  pay  for  equal  work  meant  unequal  pay  for 

unequal  work.1  The  problems  raised  by  the  employ- 

ment of  women  on  men's  work  were  exceedingly  com- 
plex and  difficult,  but,  in  spite  of  the  unpopularity 

from  which  it  suffered,  it  is  probable  that  the  govern- 
ment department  which  was  responsible  for  their  sol- 
ution was  as  successful  as  any  created  during  the  war 

to  deal  with  emergencies. 
There  was  ample  justification  for  the  prov 

which  imposed  restraint  upon  the  mobility  of  workers 

employed  on  munitions  work.  If  the  latter  had  con- 
tinued to  enjoy  complete  freedom  of  movement  a 

proportion — probably  a  large  proportion — would  have 
charged  what  the  market  would  bear  (a  phrase  now 

shortly  termed  '  profiteering ')  and  attached  them- 
selves to  those  employers  willing  to  pay  the  highest 

wages.  These  might  or  might  not  have  been  the 
employers  engaged  upon  the  most  urgent  work  ;  but 
even  if  they  had  been,  they  would  have  become 
overstocked  with  skilled  workers  while  the  establish- 

ments of  other  employers,  also  engaged  on  urgent 
work  but  not  so  fortunate  in  respect  of  their  terms 
of  contract,  would  have  been  depleted.  But  the 
system  of  leaving  certificates  roused  strong  antagonism 
among  a  large  proportion  of  workers  for  one  or  more 
of  four  reasons.  Some  objected  not  to  the  principle 

1  But  women  were  not  granted  the  same  war  bonuses  as  men. 
•  See  Chapter  VIII. 
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of  restriction  fact  that  the  restriction  wit 

imposed  t  <>yers  enjoying,  in  many 
cases,  excess  protr  hers  objected  to  the  sectional 
application  of  the  principle  and  the  freedom  which 

•yen*  and  others  appeared  to  retain.  Admitted 
that  a  measure  of  indiM  nal  conscription  was  necessary, 
it  should  have  been  applied,  it  was  argued,  to  both 
parties.  Nor  were  they  impressed  by  the  fact  that 
indirectly  the  employers  were  consciibed  in  no  less 
measure.  They  felt  that  the  leaving  certificate 
was  the  real  badge  of  conscription,  and  conscription 
of  the  worst  form.  Thirdly,  keen  resentment  was 
aroused  by  the  arbitrariness  of  some  employers  in  the 
use «  lowers. 

illy,  a  large  proportion  of  skilled  workers  were 

employed  during  the  war  on  time-work.  Trained 
engineers  had  been  promoted  from  the  machines  to 

the  tool-room  or  to  '  setting  up  '  the  machines  which 
they  themselves  once  operated  but  which  were  now 
operated  by  unti.tincd  men  and  women  employed  on 
piece-work.  By  the  Treasury  agreement  the  latter 
were  guaranteed  piece-rates  previously  paid  to  skilled 
workers  on  similar  jobs  ;  and  being  employed  on 
repetition  work  and  unhampered  by  shop  customs 
limiting  output,  their  production  and  weekly  wages 
exceeded  expectations,  and  frequently  exceeded  the 
weekly  earnings  of  the  skilled  workers  whose  places 
they  had  taken  and  who  themselves  were  employed 

on  work  calling  for  more  continuous 
employment  of  skill  than  in  the  days  of  peao 

the  fin*™*"*!  sense  the  promotion  of  these  skilled 

workers  thus  frequently  proved  to  be  an  Irishman's 

hould  not  be  forgotten  that  the  discrepancy 

between  the  «arafafi»  of  skilled  day  workers  and  semi- 
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skilled  piece-workers  was  mainly  the  consequence  of 

the  Treasury  agreement  and  the  Governinnit 's  faithful 
observance  of  its  terms.  But  it  created  a  <  ing 
of   discontent  with  the  relatively  low  wages  of 

skilled  group,  and  of  resentment  again  t  tin-  authoir 
for  having  instituted  the  policy  of  restriction,  whi<  h 
prevented  them  from  seeking  more  remnnnative  \v 

on   machines.     The   '  lightning '   district   committees 
of  1917  on  Industrial  Unrest  were  impressed  by  tin- 
importance  of  this  factor  and  expressed  the  view 
that   the  system   of   leaving  certificates   should   be 
abolished,  and  the  discrepancy  between  the  wages 

of  skilled  day  and  semi-skilled  piece-workers  removed. 
The  Government  acted  upon  their  recommendations. 
Freedom  of  movement  was  restored  and  a  committee 

was  appointed  to  consider  ways  and   means  of  re- 
moving the  wages   discrepancy,  its  activities   being 

followed  by  the  issue  of  an  Order  prescribing  a  boi 
of  12 J  per  cent,  on  earnings  to  skilled  engineers  and 
moulders. 

The  history  of  the  few  months  following  the  i 
of  this  Order,  if  it  is  ever  written,  will  provide  food 
for  deep  reflection.     It  is  sufficient  at  this  stage  to 
point  out  that  the  bonus  appeared  to  be  the  inevitable 
consequence  of  the  abolition  of  the  leaving  certificate. 

Nevertheless  it  had  a  demoralising  effect,  and  inten>i- 
fied  rather  than  mitigated  the  severity  of  the  labour 
crisis.     It   was   followed   by  the   very   result    \\lii  h 
had  been  anticipated  by  some  people.    The  coroll 
to  the  abolition  of  the  right  to  strike  and  the  restrict 
of    freedom  was   the    regulation   of  wages  and  the 

implied    guarantee    that    the    '  controlled '    workers 
should  not  suffer  through  loss  of  '  bargaining  power.' 
Moreover,  restriction  itself  was  necessary  partly  to 
prevent  undue  exploitation  of  their  market  by  the 
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en,  among  whom  the  desire  to  *  profiteer '  was 
er  greater  nor  less  than  among  other  groups  in 

the  community     Ami  H-  n  i  movement  was 

an  essential  preliminary  to  tin-  control  of  wages. 
When  the  leaving  certificate  was  abolished  there  was 

serious  danger  that  •  killed  day-workers  would 
seek  more  remunerative  employment,  particularly  on 

-Idlled  piece-work,  and  that   employers  would 
compete  i;  and  it  was  probably  anticipated 

the  prospect  of  a  bonus  would  have  a  narcotic 
effect      1 1  a | >( H  abilise  conditions  for 
the  time  being,  but  the  granting  of  the  bonus  was 
immediately  followed  by  irresistible  demands  f 

extension  to  all  day-workers,  who  believed  that  th< 
moulders  had  been  in*  hided  as  the  result  of  a  serious 

in  th.it  trade  on  the  Clyde,  and  that  theii 
title  was  as  strong  as  that  of  the  moulders.  When 
the  demand  was  conceded  a  compensatory  bonus 

of  7$  per  cent,  for  piece-workers  was  wrung  from  the 
Government.  The  application  of  the  general  terms 
of  this  order  and  supplementary  orders  to  individual 
establishments  created  a  vast  amount  of  friction, 

and  the  value  of  systems  of  piece-work  and  collective 
bonus  on  output  was  largely  reduced. 

Nor  was  that  all.  The  abolition  of  restraint  upon 
movement  enormously  in*  r eased  the  difficulty  of 
regulating  rates  of  pay.  It  was  not  always  necessary 
for  a  workman  to  leave  in  order  to  obtain  a  higher 
rate  ;  the  mere  threat  to  leave  or  expectation  on  the 
part  of  a  firm  that  sin  h  threat  would  be  forthcoming 
was  enough,  if  the  contracts  were  sufficiently  re- 

munerative to  bear  an  advance.  The  Government 

threatened  to  lose  grip  of  the  wages  situ, 
and   the   re-establishment   of   control   of   movement 
became  ii  v>me  firms  paid  relatively  high 

1 1 
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wages,  thereby  attracting  applicant-  f«.r  -killed  work 
and  exercising  a  disturbing  ette.  t  upon  the  labour 
situation  in  their  own  districts.  The  Government 

therefore  employed  the  method  of  '  embargo,'  that 
prohibited  such  firms  from  employing  any  additional 
-killed  workers  on  work  which  could  be  perl  "mud 
by  dilutees.  The  workers  naturally  interpreted  tlii 
action  as  an  overt  attempt  to  apply  the  prin<  ij>le 
of  restriction  in  a  new  and  secert  (and  therefore  more 
obnoxious)  form.  The  restriction  imposed  upon  move- 

ment by  means  of  the  leaving  certificate  was  open  and 

'  above-board  ' ;  nor  was  it  undemocratic .  Rest  i  i  •  •  t  i .  >  1 1 
was  inevitable  and  was  accepted  as  such  by  the  vast 
majority  of  thoughtful  workmen,  though  it  was  a 
useful  drum  to  beat  when  the  insurgents  of  the 
labour  movement  wished  to  collect,  and  incite  to 

ike,  a  mass  of  workers  irritated  by  the  way  in 
which  the  system  had  sometimes  been  applied  in 
practice,  or  by  other  factors  regarded  as  grievances. 

But  restrictions  imposed  in  the  hope  that  the  work- 
man will  remain  unconscious  of  their  real  purpose 

are  undemocratic,  and,  when  discovered,  are  regarded 
as  intolerable  by  all  alike. 

The  attempt  to  abolish  strikes  during  the  war 
failed.  Soon  after  the  Munitions  of  War  Act  v 

passed  a  serious  conflict  occurred  in  jthe  South  W 

Coalfield,  which,  in  order  to  avoid  a  strike,  was  '  pro- 
claimed '  under  the  Act.  Nevertheless,  the  strike 

occurred,  and  it  was  shown  that  while  isolated 

individuals  could  be  prosecuted,  it  was  impossible, 
under  the  prevailing  circumstances,  to  coerce  a  body 
of  two  hundred  thousand  workmen.  The  failure  00 

the  part  of  the  Government  to  exert  its  authority 
exhibited  the  inherent  weakness  of  its  po-iti.,n.  md 
showed  that  other  groups,  provided  they  w 
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I  i. -ntlv  large,  might  strike  with  impunity.    There 
were  n  ike*  among  bodies  of  men  employed 

>ns  works,   Imt   tlu--.    were  all  unofficial 
ikes.    An  explanation  of  these  strikes  necessitates 

a  brief  reference  to  the  shop-sic wanl  movement,  one 
of  the  ino.t  utist  MI,  phases  of  recent  labour  hist 

vould  be  pn  n  to  attempt  to  disentangle 
all  the  CSM  |  and  the  ideas 

whiih  l.iv  behind  the  insurrectionary  movement, 

is  doubt'iul.   indt-rd.   whether    any  one   uithm   the movement    itself— or   outside — is   competent  at  the 
present  stage  to  review  it  as  a  whole.     It     progress 
was  too  rapid  even  for  its  leaders  to  g  is  they 
wished,  <>r  fully  to  understand  it 

Before  the  war  shop  stewards  were  official  repre- 
sentatives of  the  ci  us,  who  performed  detailed 

ad  n            *  ive  work,  but  generally  possessed  no  power 
to  negotiate  with   the  firm  on    behalf   of   the   men 

employed  in  the  establishment      \\  !u-n  dilution  was 

oduced,   'shop'   questions  assumed  considerable 
•»rtanre,  the  number  of  such  official  stewards  was 
leased,  and  many  dilution  and  general  works  com- 

mittees were  formed.    At  the  same  time — and  largely 
for  the  same  reason— the  barrier  between  crafts  was 
weakened,  and  new  bonds  between  them  were  created. 

There  arose  essentially  the  same  kind  of  « o-operati 
within    the    individual   establishment,   between   the 

steward                  ious  crafts  unions  as  already  ejaV. 
•••ugh  th  .-ominit tre- 

ated  with  the    Kmployers'  Federation)  between  the 
themselves.     Further,  the  abolition 

the  right  to  strike  was  regarded  as  having  destroyed 
the  bargaining  power  <>  lions  and  their  leaders, 
and  reduced  their  value  as  in-tniments  for  removing 
grievances.    Anil  there  were  many  real  grievances. 
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The  irritated  masses  therefore  appointed  nn<>ni<-i.il 
shop  stewards,  who  were  elected  not  by  the  individual 
crafts  represented  in  the  establishment,  but  by  the 
workpeople  as  a  whole  irrespective  of  craft.  Among 
those  selected  were  frequently  the  official  shop  stewards 
who,  when  they  took  part  in  the  movement,  acted 
unofficially. 
Meanwhile  the  engineering  trades  had  become 

1  essential '  or  '  public  utility  '  trades  in  the  sense  that 
continuity  of  output  was  necessary  to  progress  in  the 
war.  The  consequences  of  a  prolonged  stoppage  of 
work  would  have  been  disastrous,  and  the  min< 
strike  of  1915  had  revealed  the  futility  of  any  coercive 
measure  for  suppressing  strikes  in  an  industry  of  such 
a  character  operating  under  war  conditions.  The 
shop  stewards  therefore  formed  district  organisations 
for  the  purpose  of  enforcing  better  conditions  than 
could  be  secured  by  ordinary  negotiations.  Complaints 
were  repeatedly  made  against  the  Government,  j 
ticularly  in  respect  of  delays  (often  unavoidable) 

which  constantly  occurred  in  the  settlement  of  out- 
standing questions.  It  is  important  to  observe  that 

the  support  accorded  to  the  shop-steward  movement 
by  the  vast  majority  of  the  strikers  rested  upon  the 
belief  that  strikes  of  this  character  provided  the  only 

effective  method  of  securing  the  Government's  earnest 
attention  to  their  own  grievances.  Whether  or  not 
the  belief  was  well  founded  is  now  a  matter  mainly 
of  historical  interest.  The  important  point  is  tl 
the  strikes  were  directed  largely  against  the  Govern 
ment,  not  the  employers. 

But  the  facts  enumerated  do  not  provide  the  com- 
plete explanation  of  the  shop-steward  movement  and 

the  series  of  unofficial  strikes  during  the  war.  For  the 
first  and  most  important  of  this  series  took  place  in 
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•  i:-  '  ydc ̂ district  in  February  1915.  before  the  right 
to  strike  had  been  surrendered.1  This  strike  occurred 
while  wages  negotiations  were  in  progress  between  the 

Dttiti.il  repiir*MH.iti\r>,Mt  tlu-  unions  ami  t  hr  nupK.yis' 
Federation,  and  was  led  by  a  group  of  shop  stewards 

who  formed  themselves  into  the '  Withdrawal  of  Labour 

Committee,'  an  ad  hoc  body  which  was  not  allowed 
to  dissolve,  but  become  the  more  permanent  organka- 

u  known  as  the  Clyde  Workers'  Committee.  It 
existence  to  this  day,  and  was  instrumental 

in  achieving  the  still  more  serious  strike  of  this  year— 
to  which  reference  will  presently  be  made.  In  1915  the 
Committee  was  able  to  influence  a  large  group  of  men 
(employed  in  a  number  of  important  establishments) 

0  were  irritated  by  the  rise  in  prices  of  foodstuffs, 

.•.ml  the  large  profits  win*  h  their  own  strenuous  work 
was  said  to  bring  their  employers,  and,  more  particu- 

y,  by  the  delays  which  had  occurred  before  their 
claim  of  the  union  for  an  advance  in  wages  received 

consideration,  and  the  protracted  nature  of  the  subse- 
quent negoti 

To   many   of    the  shop   stewards,    however,    the 

ike  represented  more  than  a  sign  of  impatience 

i  the  delays  inherent  in  the  conduct  of  negotia- 
:is  between  large  organisati  It  marked  the 

dawn  of  a  new  era.  They  sought  to  destroy 
craft  unionism,  and  to  establish  an  industrial  union 

the  Clyde  engineering  and  shipbuilding  industry. 
Nor  w.i  1  union  more  to  them  than  a 

necessary  intermediate  stage  in  the  reorganisation 
of  modern  economic  society.  The  competitive  system 

was  to  be  destroyed  H  the  war  conferred  a  new  im- 

*  A  lull  account  of  thi*  strike,  and  the  tax*  H  raiwd.  b  fhraa  to 
an  article  ("  Labour  and  the  War  ").  by  the 
F0MtfMf0iMrfcr*rfor   lay  n. 
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portance  upon  the  industry,  and  gave  a  new  urgency 
to  the  work,  and  so  increased  their  ix>\vei ,  so  much  the 
better.  The  opportunity  was  one  which  should  not 
be  neglected. 

There  appears  to  be  little  doubt  that  the  '  revolu- 
tionary '  leaders  exercised  considerable  influei 

throughout  the  war,  and  that  the  necessities  of  the 
war,  which  made  the  industry  approximate,  for  the 
time  being,  to  the  coal  industry  in  respect  of  the  need 
for  continuous  output,  influenced  their  policy,  whi<h. 
as  we  shall  find,  underwent  a  remarkable  change  at 
the  Armistice  was  declared  and  the  need  for  a  con- 

tinuous supply  of  munitions  ceased.  But  their  suo< 
was  largely  due  to  the  apparent  impotence  to  which 
the  official  bodies  had  been  reduced  by  the  abolition 
of  the  right  to  strike  ;  by  the  irritation  which  was 
caused  by  the  rise  in  prices  and  the  disappointing 
results  of  advances  in  wages  ;  by  the  manner  in  which 
some  employers  abused  their  power  of  restricting 
movement  and  the  autocratic  methods  sometii 

employed  in  introducing  dilution.  Their  strike  policy 

was,  however,  indirectly  encouraged  by  the  Govern- 
ment, which  boldly  prosecuted  individuals  for  bn -akin^ 

the  law  while  ready  to  fly  into  a  panic  at  the  threat 

of  a  serious  strike  by  a  large  body.  The  Go  vein - 
ment  was  both  culpable  and  unfortunate  :  perl 

misfortune  in  having  to  cope  with  so  difficult  a  situa- 
tion was  greater  than  its  culpability  for  avoidable 

errors.  For  it  undoubtedly  suffered  through  the  pre- 
war fall  in  trade  union  stock,  which  seriously  reduced 

the  value  of  agreements  entered  into  by  the  leaders  on 
behalf  of  the  men  in  a  number  of  crafts. 

The  main  features  of  the  labour  situation  as  it 

existed  at  the  time  of  the  Armistice  and  developed 
during  the  winter  and  spring  may  be  shown  by  two 
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important  examples,  the  Clyde  strike,  and  the  miner*' 
••at  to  ttrike.  During  the  war  there  was  a  pro- 

n<  meed  shortage  of  labour,  and  wages  were  « 
trolled  by  the  Government.  The  immediate  effect 

Armistice  was  largely  to  reduce  the  demand 
us,  and  thereby  to  create  unemployment 
scale,  pending  the  adaptation  of  factories 

to  the  requirements  of  peace.  The  prospect  of  un- 
employment was  I  nightmare  t<>  the  workers, 

who  feared  the  effect  which  it  might  produce  upon 
wages  in  general,  particularly  when  the  ranks  of  the 
unemployed  were  swelled  by  the  demobilisation  of 
the  army  and  navy.  The  future  was  as  uncertain  as  h 
had  been  in  the  autumn  of  1914.  It  called  for  emer- 

gency legislation,  and  two  important  temporary 
measures  were  passed.  The  first  provided  for  the 
pay  i  unemployment  benefit  to  those  thrown 
out  of  work  ;  the  second— the  Wages  (Temporary 
Regul.tt IMII)  Act-— stabilised  wages  and  preserved 
(under  another  title)  the  arbitration  tribunal  which, 
during  the  war,  had  been  responsible  for  determining 
the  periodic  advances  granted  to  meet  increases  in 
the  cost  of  living. 

There  seems  to  be  little  doubt  that  they  had  an 
important  and  beneficial  effect  at  the  time,  for  the 
echoes  of  the  12 J  per  cent,  bonus  and  the  embargo 
had  not  yet  died  away,  and  at  the  same  time  there 
was  a  strong  feeling  of  resentment  at  the  continued 
advance  in  prices.  Moreover,  the  partial  strike  on 
the  railways  in  September  revealed  the  continued 

strength  of  the  'rank  and  file*  movement.  The 
emergency  measures  were  regarded  as  preparing  the 
way  for  a  general  scheme  of  reco:  n  In 
view  of  the  heavy  and  unremitting  toil  which  the 
war  had  entailed  for  the  vast  majority  of  civilians 
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it  was  natural  th.it  the  first  question  raised  should  be 
the  length  of  the  working  week.  The  problem  <>l 
reducing  hours  had  already  engaged  the  attention 

l>oth  parties  in  in, my  industries  .uid  an  agreement 
embodying  the  principle  of  the  forty-seven  houis 
week  was  concluded  without  miuh  delay  in  tin- 
engineering  ;iiul  shipbuilding  trades,  .md  was  followed 
by  similar  agreements  in  other  trades.  To  conclude  a 
general  agreement  is  one  thin^  ;  to  apply  it  to  VM 

ing  conditions  i-  anotlu-i.  The  September  i ail. 
ike  and  the  friction  which  preceded  it  had  already 

revealed  the  danger  of  ambiguously  worded  agree- 
ments. The  workers  affected  by  the  engineering 

agreement  regarding  the  reduction  of  hours  believed, 
rightly  or  wrongly,  that  not  only  the  weekly  time 
wages  but  also  the  general  conditions  of  work  would 

remain  unaltered — apart,  of  course,  from  the  starting 
and  finishing  times.  But  some  employers  evidently  be- 

lieved otherwise,  and  introduced  stricter  time-keeping 
conditions,  by  disallowing  the  usual  short  period  of 

grace,  refusing  permission  to  late-comers  to  work 
at  all  during  the  period  for  which  they  were  late,  and, 
in  some  cases,  compelling  the  men  to  register  attendance 
at  their  own  shops  or  departments  instead  of  at  the 
factory  gates.  Small  margins  of  this  character  are 
valued  by  factory  workers  just  as  much  as  by  scholars 
and  university  students,  and  as  much  as  the  hurried 
morning  visit  to  the  coffee  shop  is  valued  by  the  city 
clerk ;  and  their  abolition  created  a  strong  feeling 
of  resentment.  Moreover,  the  early  and  hurried 

breakfast,  and  the  long  hungry  wait  till  dinner  pre- 
disposed many  workers  against  the  one-break  system, 

which,  in  the  case  of  families  where  there  are  children 
attending  school,  complicates  domestic  arrangements. 
Finally,  the  adjustment  of  wages  consequent  upon 
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the  reduction  of  hours  gave  rise  to  controversy.    The 

e-rate  per  hour  was  raised  proportional  cl> 
reel  »urs  (thus  providing  the  same  weekly 

wages  as  had  been  p>i<l  tor  the  longer  working  week), 
and  wa*  thus  fixed  I  .litti.  ult>  But  as  it  was 
cleaily  umlerstood  that  the  <  -er  week  would 

ici  it  was  argued  that  piece- prices  and  other 
i.ites  of  pu> mmi   v.hrii  MI.  h  |.  ment  was  by  result 
•  li.i  M"!   -.ill  !'•:   i«    'Ijustment.     The  workers  affected 
thought    otherwise.    Moreover,    in    cases    where    a 

paid  an  assi  £.  plater's  helper)  time- 
on*  the  proceeds  of  his  contract,  the  former  held 

that  a>  piece-price  was  not  affected  he 
could  not  be  expected  to  pay  the  enhanced  hourly 
rate  to  tht  thus  suffering  a  reduction  of  net 
payment  to  himself.    Questions  such  as  these  were 

jects  of  controversy  and  created  a  considerable 
amo'  <>n. 

illy,  the  amount  of  reduction  in  the  hours  of 
work  per  week  (from  53  and  54  to  47)  was  leas  than 

t  demanded  in  many  places.     During  the  war  the 

•  oinmittec  of  the  A.S.E.  had  reported 
in  favour  of  a  po>t-war  working  week  of  40  hours 

ilar  policy  was  adopted  by  the  Scott 
de   Union  Congress,  while  the   (unofficial)  Clyde 

Workers'  Committee  started  an  agitation  for  a  30- 
;rs  week.     The  events  following  the  adoption 

hours  agreement  and  leading  up  to  the  strike 
January  are  somewhat  obscure  ;  but  it  is  dear  that 

there  were  various  conferences  between  trade  union 

commit  tee>  >les  outside  engineering,  unofficial 

bodies,  such  as  the  Shop  Stewards'  Committee,  and 
official  bodies,  such  as  the  Glasgow  Trades  and  Labour 
Council  and  the  Scottish  Trade  Union  Congress,  which 

went  beyond  their  ordinary  fun.  t  ions  in  the  matter. 



170  MH  1AL    Ki  ONOMH  S 

There  are  several  features  of  general  and  permanent 
importance  connected  with  the  strike  whi.  h  call  for 
comment.  The  first  is  that  the  strike  was  partly 
official  and  partly  unofficial.  Some  of  the  trade 

unions  outside  engineering  '  recognised '  and  co- 
operated with  the  unofficial  Clyde  Workers'  Coininr. 

.UK!  thu>.  in  effect,  declared  war  upon  the  A.S.E.  The 
second  is  that  the  strike  movement  was  inspired  and 
fostered  by  the  revolutionary  body,  which  had 
clared  in  favour  of  a  3O-hours  week.  The  third  is  that 
the  official  district  committee  of  the  A.S.E.  acted 

rebelliously  against  the  parent  society  in  throwing  in 
its  lot  with  the  unofficial  movement.  This  feature  is 

of  considerable  importance  in  that  it  revealed  the 

influence  of  the  '  rank  and  file  '  movement  and  the 
weakening  of  authority  on  the  part  of  the  national 
executive  even  over  its  own  district  officials.  Yet  it 

is  a  testimony  to  the  latent  strength  of  the  A.S.E.  as 
a  national  craft  organisation  that  in  spite  of  the 
opposition  of  the  extremists,  the  rebellion  of  its  own 
district  committee,  and  the  alliance  of  other  trade 
unions  with  the  insurgent  bodies,  it  not  only  survived 
the  ordeal  but  emerged  from  it  strengthened  and  able 
to  exercise  greater  control  than  had  Urn  possible 
for  some  years  before. 

The  fourth  feature  of  the  strike  was  that  to  many 
of  the  leaders  it  was  mainly  political.  Those  who 
regarded  it  in  that  light  consisted  of  two  groups, 
namely,  the  out-and-out  extremists,  whose  aim  was 
a  strike  and  who  found  in  the  claim  for  a  fun 
reduction  of  hours  a  useful  instrument  for  achieving 
their  aim  ;  and  those  whose  disappointment  with  the 
P  'litiral  situation  was  so  bitter  as  to  cause  them  to 

preach  and  practice  the  gospel  of  '  direct  action.'  Any 
aggressive  a<tion  which  the  latter  group  cared  to 
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propose  would  naturally  be  supported  by  the  former, 
who  aimed  at  making  the  present  economic  system 
unworkable  by  creating  friction  and  fomenting  strife 
whenever  and  wherever  possible. 

The  fifth  important  feature  was  the  introducti. 

'  mass    •  h  enormously  increased   the 
\perienced  I  Mikcrs  in  entering  and 

leaving  the  facto  hdrawal  of  labour  '  has  long 
been  a  euphemistic  des<  ike,  the  essence 

\vhich  is  not  refusal  to  work  but  an  endeavour, 

.in  the  limits  JHM mit tr«l  1  to  prevent  the 

industry  from  being  carrit  •    the  factory  from 

being   kept    at    work      With    'mass    picketing'    it 
becomes  a  perversion  of  the  truth  t«.  xt.itf  that  a 

ke  is  mere  withdrawal  of  labour.    The  method  of 

'  persuading  '  others  to  join  is  not  that  of  appeal  to reason  but  of  terms  Uin. 

illy,  the  strike  represented  a  serious  attempt  to 
create  a  local  general  strike.  Sympathetic  strikes 
were  of  frequent  occurrence  before  the  war  :  but  they 
generally  represented  neous  effort  (or  ready 
response)  on  the  part  of  a  body  of  men  who  had  no 
special  grievance  against  their  own  employers  to 
assist  those  in  .mother  industry  or  <  >  secure 
conditions  of  work  which  they  regarded  a^  Phe 

a  on  the  Clyde  was  essentially  different  Strong 

efforts  were  made  by  the  strikers  to  '  persuade ' 
workers  in  M ries.  essential  to  the  commun 

e.g.  the  municipal  •  vs,  to  cease  work.    And  it 
was  no  mere  coincidence  that  action  of  this  character 

was  taken  during  a  strike  for  shorter  hours—a  question 
affecting  all  workers,  and  most  in  like  degree. 

Reference  has  already  been  made  to  the  fact  that 
during  the  war  the  engineering  industry  became  a 

4  public  utility  '  or  'essential  industry  in  the 
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that  substantial  continuity  of  output  was  necess 
to  the  life  of  the  community.  The  worku  theiein 
therefore  possessed  exceptionally  strong  bargaining 
power  (as  coal  miners  and  laihvay  workers  do  at  all 

linn--),  and  the  mere  threat  to  Miike  was  generally 
sufficient  to  call  the  serious  attention  ol  the  Govern 
ment  to  their  claims.  Hut  before  the  war  stn 

and  lock-outs,  when  they  occurred,  were  generally 
of  long  duration,  and  ended  in  victory  to  the  employ  < 
The  Clyde  shop  stewards  realised  that  the  Armistice 
had  altered  the  essential  features  of  the  situation,  and 

felt  that  if  they  reverted  to  the  pre-war  method 
bargaining — through  the  national  executive — they 
might  be  faced  with  the  same  prospect  of  long  struggles, 
under  unfavourable  conditions,  with  final  defeat 
almost  inevitable.  They  desired  a  short  sharp  struggle 
of  a  character  which  would  force  the  Government  to 

intervene,  and  to  achieve  this  end  by  securing  the 

co-operation  of  those  employed  in  essential  local 
industries  such  as  lighting  and  tramways.  A  local 
general  strike,  which  would  make  life  intolerable,  if  not 
impossible,  would  prove  more  effective  than  a  national 
engineering  strike  (if  it  could  be  achieved)  as  it  would 

force  the  public  to  '  interfere  '  and  possibly,  too, 
compel  surrender  to  the  men's  claims.  Those  leaders 
who  emphasised  this  aspect  of  the  strike  were  not,  of 
course,  the  extremists  who,  following  the  Syndicalists 
of  France,  regarded  the  strike  as  the  gateway  to  a  new 
economic  world.  But  they  were  more  numerous,  and 
probably  more  influential. 

The  Clyde  strike  may  be  regarded  as  an  example 
of  direct  action,  which  means  the  employment  of 
the  industrial  weapon  for  political  purposes.  But 

even  more  important  was  the  threat  of  the  Miners' Federation  to  strike  to  enforce  their  demands  for 
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nationalisat  the  coal  m-!  :  vv      In  spite  of  its 
serious  consequences,  a  strike  for  higher  wages  and  a 
shorter  working  day  would  have  resembled  an  ordinary 

.  .     But  a  strike  to  compel  nationalisa- 
,  would  have  been  essentially  a  political  strike.  In 

essence  the  claim  of  the  miners'  leaders  was  that  the 
•ude  of  the  Government  towards  each  indu- 

should  be  determined,  not  by  the  will  «.f  th<  rnmnm; 

l»v  thr  desire,  at  any  n  •  h«-  m.ijority  of 
the  workers  in  th.it   industiv.     If  the  -toel  workers 
wanted  State  ownership  the  State  should  nationalise 

If  postal  employees  wanted  the 
post-office  denationalised  it  should  be  surrendered  to 

vate  control.  The  community  as  a  whole  had  no 
say  in  a  matter  of  this  kind  :  its  own  wishes  were 
merely  irrelevant. 

b  clear  that  government  under  such  condr 
would  be  impossible.  Even  assuming  the  claim  itself 
to  be  a  strong  claim,  it  seems  clear  that  to  compel 
recognition  by  the  Government  through  the  method 
of  coercion  U  the  negation  of  democratic  rule.  Nor  is 

!  eply  to  say  that  the  case  for  nationalising  the 
coal  industry  is  overwhelmingly  strong.  The  miners 
threatened  to  strike  not  because  their  claim  was 

just  but  because  they  thought  it  to  be  just.  Assuming 
State  ownership  and  control  to  be  extremely  desirable 
in  the  view  of  all  those  best  qualified  to  judge,  the 
democratic  method  would  be  for  the  miners  to  convert 

expert  opinion  into  national  desire,  not  to  coerce  the 
Y  by  the  employment  of  force,  whether  it  be 

ph\  economic.  AM  i is  end  does 
pie,  from  th<  hose  seamen 

who  (no  less  sincere  tlun  the  minei  <>d  a  passage 
to  the  Continent  for  th«^r  \vhi»c  jx.litical  views  were 
not  their  own. 
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Nor  is  it  a  reply  to  say  that  the  question  of  nat  i<  >nali->a 
tion  is  of  the  same  nature  as  that  of  wages,  and  should 
therefore  be  dealt  with  in  the  same  manner  ;  in  other 
words,   that    the   worl.  uld   be   empowered   to 
determine  not  only  wages  and  hours  of  work,  but  aK<» 
the  form  of  ownership  and  control  in  their  industry. 
Even  criti.  -  of  direct  a<  t  ion  are  sometimes  inclined  to 
agree  that  this  i^  a  marginal  or  borderland  case.  But 
there  is  no  intrinsic  difference  between  'industrial 

and  '  political  '  questions  relating  to  industry.  Advo- 
es  of  the  general  strike  recently  defended  their 

attitude  by  stating  that  all  political  questions  are 
industrial — not  only  nationalisation,  but  even  the 
'  Russian  War.'  The  real  truth  is  that  all  industrial 
questions  are  ultimately  and  in  the  wider  sense  politic  a  1 ; 
that  is,  the  manner  in  which  industrial  questions  shall 
be  dealt  with  is  determined  by  the  State,  which  means 
the  community  as  a  whole  and  not  merely  an  industi  ia  1 
section  of  it.  It  is  clearly  the  State  which  has  to 
decide  what  Is  or  is  not  a  matter  which  can  be  left  to 

private  action,  whether  individual  or  collective  ;  and 

which  it  should  retain — or  recover — for  settlement  by 

itself.  The  right  of  '  self-determination  '  in  industry 
is  derivative — a  gift  by  the  State  ;  and  where,  as  in 
sweated  trades  before  the  war,  and  most  trades  during 
the  war,  the  effects  of  its  exercise  were  anti-sex  ial,  the 
right  was  cancelled  or  restricted.  The  line  of  de- 

marcation between  '  political '  (narrowly  interpreted) 
and  '  industrial '  questions  is  thus  drawn  by  the  State 
itself.  And  the  State — like  every  democratic  body — 
has  hitherto  reserved  to  itself  the  task  of  determining 
the  ultimate  form  of  control  for  the  industry,  or  the 
right  of  delegating  that  task  to  others. 

It   i-  therefore  true  to  say  that  in  threatening  to 
strike  for  Nationalisation  the  Miners'  Federation  was 
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adopting  an  attitude  of  hostility  to  democracy,  and 
ig  to  rule  by  f<  based  its  action  not 

«>n  tin-  I-.  '  the  community  as  a  whole  desired 
State  ownership  (though  that  might  serve  as  a  pretext), 
Imi    ih.,i    the  Feder  >elf  wished  it.    And  if, 

experience  of  national  «>nti<>l  it     view  were  to 
chain  il-l  f«-rl  itsdf  equally  justified  in  threaten- 

dr«  ontn.l 

All  ty  be  stated  w  ienying  the- 
nce of  tli.-  miners'  attitude  towards  private 

ownership  as  one  factor  among  many  in  determining 

the  merits  of  nationalisation.1  More  is  possible 

that  in  demanding  nationalisation  the  Miners'  Federa- 
was  voicing  ire  of  the  community.     Both 

the  community  and  the  Government  are  faced  with  a 
legacy  of  the  war.     The 

difficulty  the  methods  by  which  the  pol: 
democracy  once  governed  have  become  for  the  moment 

•  ory .  The  recent  general  election 
was  fought  on  those  issues  which  appeared  to  be  the 
most  important  and  urgent.  But  the  new  adminis- 

tration is  being  called  upon  to  deal  with  a  mult 

of  problems  each  of  \vhi»  h  involves  a  '  first-class  ' 
measure,  .m  .  h  contain  implications  of 
important  philosophical  principles  \vhi<  h  under  normal 
conditions,  would  be  submit  cd  to  the  electorate. 

It  was  assumed  that  emergency  measures  of  recon- 
likt-  emergency  war  measures,  could  be 

devised  win.  h  \v»il<l  not  seriously  prejudice  the 
u  It  in  :i  of  economic  and  social  development. 
But  the  discovery  has  quirkly  been  made  that  the 
abnormal  problems  cannot  be  completely  divorced 
from  or  solved  u  reference  to  thru  inevitable 

consequent  pml>lrm>.     The  result  is  that  the  Govern- 
'  Sot  Chapter  Ml. 
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ment  finds  it  difficult  to  interpret  the  wishes  of  the 
community,  and  the  community  finds  it  impossible 

to  articulate  its  '  general  will.' 
It  was  probably  for  tin-  reason  that  a  'National 

Industrial  Conference'  was  called  by  the  Government 
for  the  purpose  of  examining  the  most  urgent  labour 
problems.  If  a  representative  gathering  of  emplov 
and  workpeople  could  arrive  at  an  agreement  upon 
the  most  urgent  measures  of  industrial  recon  t  ruction 
there  would  be  afforded  strong  presumptive  evidt 
that  such  measures  would  receive  the  approval  of  the 
community.  If  the  conference  proved  a  success  the 
way  would  be  paved  for  the  establishment  of  a  per- 

manent National  Industrial  Council.  The  proposed 
Council  has  been  called  an  Industrial  Parliament,  but 
it  could  be  no  more  than  an  advisory  committee. 
Legislative  functions  could  not  be  delegated  to  a  body 
upon  which  no  financial  responsibility  rested.  As  the 
Industrial  Conference  was  able  to  submit  agreed 
recommendations  of  the  first  importance,  the  ex- 

periment must  be  pronounced  a  success,  and  the 
method  in  keeping  with  democratic  principle  and 
procedure. 

It  was  probably  for  the  same  reason  that  the 
Government  so  far  surrendered  to  the  threat  of  direct 

action  by  the  miners  as  to  appoint  the  Coal  Industry 

Commission,  upon  which  both  employers  and  work- 
people were  represented.  It  was  hardly  to  be  ex- 
pected that  the  Commission  would  issue  a  unanimous 

report  upon  the  subject  of  nationalisation.  The 
National  Industrial  Conference  merely  registered  those 
measures  upon  which  agreement  had  been  reached  ; 
it  did  not  follow  that  such  recommendations  repre- 

sented the  full  programme  of  either  side.  What  some 
members  would  regard  as  the  central  issues  were 
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either  not  discussed,  or,  if  they  were  dhcuMed,  were 
not  the  subject  of  joint  recommendations.    The  Coal 

y  Commissi  the  other  hand,  was  given 
specific  terms  of  reference,  being  invited  to  invtMi, 
and  report  upon  the  central  problem  of  < 
was  not  to  be  expected  that  the  employers 
sentatives  would  report  in  favour  -  suicide 

through  nationalisation,  or  that  the  miners'  repre- 
sentatives would  surrender  their  position  by  reporting 

in  favour  of  some  .  ive  to  nationalisation.  The 

two  sides  represented  policies  as  well  as  constituencies, 
and  an  imparti  :y  <»n  their  part  was  not  to  be 
looked  for.  On  the  other  hand,  the  members  included 

independent  commissioners  and  there  was  an  in- 
dependent chairman.  Moreover,  the  proceedings,  un- 

like those  of  the  Industrial  Conference,  were  public. 
Two  things  might  therefore  be  expected  to  follow. 
The  first  was  ti.at  the  publication  of  the  evidence 
from  day  to  day  would  create  public  opinion  on  the 
subject,  so  that  before  the  report  was  published  the 

'general  will  '  would  be  manifest.  The  second  was 
that  the  recommendations  of  the  independent  com- 

missioners would  be  interpretative  of  that  general  will. 
these  expectations  had  been  realised  the  Com- 

mission would  have  proved  an  undoubted  success. 
But  they  were  not  ;   and  the  reason  is  obvious.     In 
the  absence  of  full  information  upon  the  working  of 

i  nas  of  control  in  the  same  type  of  industries 
:  under  similar  conditions  (and  such  inform 

available  for  no  imln>tiy  in  which  the  producing  unit 

II  in  the  case  of  tramways,  inherently  mono- 
polistic) judgment  is  apt  either  to  be  based  entirely 

upon  a  priori  reasoning,  or  to  be  largely  influenced 
by  supposed  analogies  which,  upon  examination, 
prove  to  be  false  or  incomplete.  The  Commission  re- 

I  2 
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ceived  much  evidence  relating  to  the  industry  during 
tbnoimal  conditions  created  by  the  war  ;  it 

received  comp.»r.iti\vly  little  evidence  upon  the  ex- 
perience of  the  industry  undc-i  normal  competitive 

conditions  before  the  war — which  would  have  been 
more  strictly  relevant  to  the  issue. 
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ECONOMIC  REORGANISATION 

i.  INDUSTRY  AND  THE  STATE 

Till    immediate  economic  task  of  the  State  (apart 
i  the  discharge  of  its  economic  responsibilities 

to  other  suffering  States)  is  to  secure  an  adequate 
of  those  goods  i  vices  upon  whi<  h 

welfare  of  the  community  depends.    Mon  lied 
in  that  statement   than  the  production  of  goods  in 
large  masses,  for  it  is  of  the  first  importance  that 

right  categories  of  goods  be  supplied.     It  was  sympto- 
matic of  the  early  failure  of  the  Government  to  grasp 

nature  of  the  problem  of  '  reconstruction  '  that 
some  of  the  first    groups   of   disabled  soldiers  were 

med  as  diamond  cut  1  polishers.    The  short- 
age win  nt  to  relieve  is  that  which  exists 

m  the  necessaries  and  comforts  of  life  ;  not  until  the 
supply  of  labour  is  adequate  in  those  industries  directly 
and  in-liir.  tly  concerned  with  the  continuous  provision 
of  essen  ion  be  able  to  afford  expenditure 
of  labour  energy  upon  the  supply  of  extravagant 

luxuries.  Some  of  the  '  goods  '  essential  to  life  and 
comfort  are  of  a  durable  character,  and  quality  is 
therefore  of  immediate  concern.  The  need  for  a 

tantial  m. Tease  in  houses  is  as  urgent  as  any. 
But  the  houses  which  will  be  erected  during  the  next 
few  yea  vtei  mine  the  standard  of  comfort  for  a 
considerable  proportion  of  the  population  for  half  a 
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century.  If.  therefore,  the  State  (which  is  responsible 
for  the  new  housing  policy)  is  in  earnest  in  its  endeavour 

to  improve  social  conditions,  it  will  secure  that  tin- 

new  houses  erected  for  the  '  working  classes  '  will  l>e 
better  in  every  way  than  those  in  which  the  majority 
now  live.  They  will  be  a  lasting  symbol  of  the  stan<  la  i  <  1 
of  living  which  we  believe  the  wage-earners  of  the  next 
generation  should  enjoy. 

The  housing  problem,  in  its  financial  aspect,  presents 
great  difficulty.  The  new  houses  will  be  erected  during 
a  period  of  expanded  currency,  and  therefore  at 
abnormally  high  costs.  It  may  be  assumed  that  such 

costs  will  not  provide  more  than  '  reasonable  '  profits 
to  the  contractors  and  those  who  supply  matt 

and  that  their  excess  over  pre-war  costs  therefore 
represents  advances  in  wages  and  salaries,  together 
with  that  increase  in  interest  charges  represented 
roughly  by  the  rise  in  interest  on  Government  loans. 
On  that  assumption  and  the  further  assumption  that 
the  currency  will  remain  equally  expanded  for  many 
years  to  come  (and  that  existing  wages  rates  will  thus 
be  maintained)  there  appears  to  be  no  argument  for 

subsidising  housing  schemes.  The  proposed  Govern- 
ment subsidy  is  to  be  defended  on  the  ground  that 

one  or  both  of  these  assumptions  are  likely  to  prove 
false.  It  thus  appears  that  the  Government  anticipates 

a  contraction  of  currency,  and  that  it  aims  at  '  writing 
off/  as  a  war  loss,  the  difference  between  the  cost  of 
building  in  the  immediate  future  and  the  cost  after  the 
currency  (and  price  level)  has  been  reduced  to  the  new 
normal  condition.  If  this  anticipation  proves  to  be 
true,  the  policy  of  the  Government  will  have  been 
justified.  If,  however,  the  general  price  level  does  not 
fall,  the  policy  of  subsidising  housing  construction  will 
be  in  danger  of  becoming  permanent. 
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•  that  is  not  all.    The  cost  of  building  dwelling- 
ises  before  the  war  tended  to  advance  more  rapidly 

than  the  cost  of  producing  mai  ed  articles. 
There  was  less  scope  for  economising  human  energy 
by  inventiveness  and  the  introduction  of  machinery. 
Advances  in  wages  and  labour  cost  were  followed  by 
advances  in  total  cost.  House  rents  thus  tended  to 
become  larger  rather  than  smaller  individual  items 
\n  the  household  budgets.  In  progress  should 
tun!  ex  press  Jon  in  a  redact  inn  in  the  relative*  imp 
ance  of  each  individual  item,  thus  making  room  for 
new  items.     Little  or  no  progress  was  being  made  in 

method  of  i  of  dwellings.     Hence  the 
trndrn.  Y  I.,  end  ]rMY-i>".iit  boose  if.  therefore, 
the  Governmen  -nprove  upon  the  efforts  of  the 
past  and  at  the  same  time  to  charge  what  will  ulti- 

nutelv  prove  to  be  an  '  economic  rent,'  it  is  clear  t 
icr  real  economy  must  be  sought  by  the  introduct 
letter  methods  of  construction  or  the  community 

must  be  prepared  to  accept  house  rent  as  a  relati\ 
more  important   item  of  the  household  budget.     As 

tin-  i.nmel  i-  not  likely  to  I*  •  ••!  it  i-  n«.t  unlikely 
that  house  rents  in  the  future  will  show  an  advance 

upon  pre-war  rents  greater  than  that  -h.-wn  in  wages. 
The  housing  problem   illu>tiates  the  diftVulty  of 

separating  the  emergency  men  •  reconst 
fi"in  those  by  \shi-h  they  will  be  followed.  During 
the  war  Government  departments  endeavoured  to 

'  prejudice  '  as  little  as  possible  the  consideration  of 
post-war  policy  ;  but  both  on  the  labour  and  com- 

mercial sides  they  were  swept  along  by  the  forces 
created  or  liberated  by  the  war,  which,  by  revolu- 

tionising .economic  conditions,  has  also  compelled 
or  hastened  far-reaching  changes  in  economic  poll 
Those  which  call  for  consideration  include  the  shortage 
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of  goods  and  services,  the  or^  n  of  industry, 
expansion  of  currency,  the  future  of  wages,  and  the 
recovery  of  international  trade.     Each  of   these 
closely  related  to  the  other-,  and  all  arc  affected  by  the 
feeling  of  uncertainty  which  now  prevails. 

It  is  clear  that  so  long  as  the  shortage  of  foods  i 
remains  acute  in  the  world,  or  shipping  for  their  trans- 

port seriously  inadequate,  State  control  of  prices  and 

distribution  will  inevitably  continue.1    Moreover,  so 
long  as  States  compete  against  each  other  for  the 
surpluses  of  exporting  nations,  we  shall  be  compelled 
either  to  continue  existing  subsidies  on  necessaries  or 
allow  prices  to  rise  to  the  level  determined  by  world 
prices.  If  the  latter  policy  is  adopted,  farmers  and  other 
groups  in  this  country  will  reap  enormous  prol 
Moreover,  the  rise  in  the  cost  of  living  will  lead  to 
further  advances  in  wages,  which  in  turn  may  seriously 
retard  the  recovery  of  foreign  trade.     This  constitutes 
one  of  the  chief  elements  of  uncertainty  during  tin 
transition  period. 

In  a  world  which  is  suffering  from  the  destructive 
effects  of  war,  and  in  which  schemes  of  material 
development  have  been  suspended  for  five  years,  there 
is  obviously  a  greedy  market  for  the  products  of  all 

nations,  provided  such  products  are  offered  in  t In- 
right  proportions.  But  it  is  extremely  unlikely  that 
they  will  be  offered  in  the  right  proportions.  Some 
of  the  most  important  industries  in  time  of  pe 
acquired  still  greater  importance  to  belligerent 
during  the  war.  For  example,  new  factories  were 
erected  in  the  United  States  and  thi  country  f<>r  the 
manufacture  of  spelter,  and  it  is  likely  that  the  ] 

1  About  the  same  time  as  the  intention  of  raisin  •  the  blockade 
against  Germany  was  published,  the  Government  anno' 
rth'-n)  policy  of  abolishing  the  control  of  foodstuffs  ! 
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ducing  cap.  vorld  was  enormously  increased, 
and  in  excess  of  requirements.    The  case 
of  the  man  lie  mica  I  products  and  dyes  has 
bet  ly  canvassed.    During  the  war.  too. 
the  production  of  iron  and  steel  was  considerably 

teased.  We  witnessed,  in  short,  a  one-sided 
development  <>f  in. lust iv  \vhi«  h  is  likely  to  present 
a  dinVuh  problem  during  the  next  few  years.  In- 

dustries essential  for  war  as  well  as  peace  have 

grown  more  rapidly  than  the  \s  •quirements  for 
their  products.     Keen  :  n  may 

efore  be  expected,  lias  already  been  fore- 
dowed  in  the  eagerness  for  new  markets  displayed 

by  the  American  firms  in  the  metal  industries.    Every 
advance  in  wages  without  corresponding  increase  in 

•.••it    <  -;i  unites  a  handicap  to  competing  manu- 
ig  the  transition  period. 

:  efore,  the  policy  of  stabilising  the  cost  of  living 
tinning  «s  would  prove  advantageous 

tries  and  constitute  an  indire* 

t<.  tin-  in.ninf.it  turers.    The  alternative  might  be 
ire  even  to  recover  pre-war  markets — much  lets 

in-w  markets  to  absorb  the  additional  pro- 
'.••<!    either    by  serious    unemploym 

or  considerable  reductions  of  e   wages.     The 

pro'  !>nting  industrial  er 
meet  the  re  :  ; its  of  peace      Partner!         lacking 

in  confidence  because  they  are  unable  to  estimate  tl.«- 
int«  i   foreign  coni|x-titi..n   when  all  trade  re- 

is  are  abolished  her 

:itiies  are  restored.    But  they  are  at  least  aware 

industry  b  not  overgrown.    Metal  mann- 
n  the  other  hand,  are  exposed  to  the  still 

he  world  requirements  may  fall 

£  producing  capacity  of  the  world. 
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and  that  for  some  years  they  may  be  faced  with 
ruinous  competition.  Nor  would  import  restrictions 
solve  the  difficulty  ;  for  the  chief  competitive  market 
will  be  abroad.  The  problem,  moreover,  is  not  merely 
that  of  currency  expansion  and  the  ulitive  levels 
of  general  prices  in  different  countries.  If  the  various 
currencies  were  reduced  to  their  pre-war  levels  the 
difficulty  would  remain.  For  it  has  been  created  by  the 
sudden  expansion  of  a  secure  market  which  will  again 
not  only  be  seriously  contracted  but  thrown  open  to 
all  competitors.  Vested  interests  have  been  created 
in  the  world  of  capital  and  that  of  labour,  and  the  prob- 

lem of  commercial  policy  may  need  to  be  reconsidered 
in  the  light  of  this  fact.  It  has  already  been  pointed 
out  that  the  new  economic  policy  will  be  largely 
influenced  by  political  considerations.  If  the  League 
of  Nations  is  not  accepted  as  sufficient  insurance 

against  the  risk  of  war  it  is  probable  that  '  essential 
industries  '  will  be  fostered.  If  any  special  treatment 
which  they  may  receive  is  granted  for  political  reasons, 
it  becomes  part  of  the  policy  of  defence  and  is  of 
the  nature  of  expenditure  upon  armament.  Economic 
considerations  become  essentially  subordinate. 

If  it  be  assumed  that  for  political  reasons  it  is  de- 
sirable to  foster  such  industries,  their  relation  to  the 

State  will  naturally  call  for  special  consideration  ; 

for  there  must  be  adequate  guarantee  that  the  pro- 
tection is  not  abused,  either  by  employers  or  workmen. 

Protection  may  be  granted  by  restricting  competing 
imports  or  by  providing  direct  or  indirect  subsidies. 
The  latter  is  the  only  possible  alternative  if  the  in- 

dustry is  to  live  partly  by  exporting  its  products. 
Most  key  industries  are  of  a  kind  which  may  be  carried 
on  in  this  country  without  serious  geographic  disad- 

vantages'; their  success  depends  more  upon  technical 
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research,  industrial  education  and  courageous  policy. 

In  i  h  cases  the  endowment  by  the  State  of  specific 
education  .  il  research  would  be  a  form  of 

indirect  subsidy  which  (on  the  assumption  that  politi- 
cal considerations  necessitate  some  form  of  protection 

to  key  ics)  would  meet  with  general  approval. 
Even  a  direct  subsidy  possesses  advantages  which  are 
lacking  in  import  restrictions,  mid  enable  the 

State  to  exercise  more  effective  control  upon  develop- 
ment .111,1  protection  from  becoming  the 

in-tr::ii.-:it  ting  abnormal  profits  or  excessive 
wages  from  the  commun 

The  extent  to  which  the  community  has  suffered 

from  '  profiteering  '  during  the  last   few  years  has 
given  frr-h  impetus  to  the  demand  for  nationaUsa- 

it    contended   tint    no    essential 

<l    be   artificially   protected,   by  sub- 
v   or   otherwise  ;   it    Is   further  held  that  cert 

standardised  industries  (among  \vl  lies 
are  to  be  reckoned)  should  be  taken  over  by  the  State, 

tie  operated  as  public  services.     It  is  noticeable, 
however,  that  profiteering  is  due  not  to  compctit: 

to   the  suspension   of   competition,   for    wl. 

shortage  was  responsible.     '  Profiteering '  appears  to 
mean  charging  what  a  strong  market  will  bear  when 

plies  are  inadequate,  that  is.  charging  the  highest 
possible  price  1  h  all  available  supplies  can  be 

sold.1 
If  the  State  does  not  control  price  and  ration  the 

commodity  the  only'av  ves  to  the  seller 
are  to  charge  a  prio  epels  surplus  demand  or  to 

*   •   «-     -» '»'    •!  •> 

ledge  on  the  pert  of  buyer*  reffmrdiag  the  extent  of  the 
which  in  nuuiy  cMee  i>  eoonooosly  nu^ntted  by  the 
pttat, 
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ration  his  own  customers.  The  latter  policy  would 
be  impossible  in  the  case  of  furniture,  clothing  and  othn 
costly  commodities  purchased  at  infrequent  intrr\ 

and  futile  in  the  case  of  small '  repeat  orders  '  without 
guarantee  that  the  customer  would  not  augment  In 
stock  by  purchase  elsewhere.  Even  it  the  State  had 
nationalised  the  wholesale  and  retail  industries  it 

would  probably  have  been  compelled  to  adopt  the 
same  general  policy  or  undertake  an  elaborate  and 
extremely  perilous  rationing  policy  which  would  entail 
an  excessive  expenditure  of  labour  energy.  High 
prices  appeared  to  be  the  simplest  method  of  enforcing 
economy,  and  the  excess  profits  duty  an  effective 

instrument  for  preventing  individual  '  profit er 
from  retaining  a  disproportionate  share  of  the  acci- 

dental surplus.  Effective  competition,  which  imp 
the  possibility  of  providing  adequate  supplies  at  a 
price  equal  to  the  cost  of  production,  would  have 
prevented  the  continued  enjoyment  of  such  excess 
profits.  The  value  of  the  competitive  system  in  time 
of  peace  is  thus  to  be  estimated  not  by  the  experience 
of  the  last  five  years  but  by  its  results  under  normal 

peace  conditions.1 
Nor  does  experience  of  State  control  during  the  war 

throw  much  light  upon  the  problem  of  nationalisation. 

The  partial  control  of  the  coal  industry  has  been  con- 
demned by  the  chairman  of  the  Coal  Industry  Com- 

mission. Probably  it  combined  the  evil>  of  private 

1  The  above  paragraph  is  not  a  defence  of  '  profiteering.'     It 
merely  points  out  the  dilemma  of  the  seller — be  it  of  goods  or 
labour — who  endeavours  to  carry  out  what  he  conceives  to  \>< 
duty.     Anti-profiteering  shops  sell  at  prices  below  those  prevailing; 

in  the  open  market — and  '  sell  out '  very  quickly.       Pro\ 
shortage  remains  acute,  the  Anti- Profiteering  Act  will  simply  revive 
the  queue  system  or  its  equivalent.     It  does  nothing  to  remove  the 
evil 
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and  State  ownership  without  securing  the  advantages 
of  either.  More  encouraging  conclusion*  have  been 
drawn  fiom  the  experience  of  the  y  of  Muni- 

i  ganising  for  war  was  far 
more  simple  than  would  be  that  of  serving  the  un- 

kn<  li  of  peace  pro<l  market  '  of 
the  v  was  inexhaustible  and  therefore  presented 
no  risks.    The  products   were  highly  standardised 

and  .-I  Mini. .mi  .pi. i '.:••.  Hie  organisers  were,  in  the 
main,  people  who  had  been  trained  in  •  ive 
imi  Everybody  was  working  under  the  stimulus 

war,  and  the  majority  employed  in  munitions 
in-  in  t  nes  were  prepared  for  sacrifices  which  could  only 
be  expected  at  •  ".,  h  a  time.  The  sole  test  of  success 
was  an  ade  1  rontinuous  supply  of  munitions. 
The  Is  employed  were  frequent  lv  those  wl 
would    invite    failure    in   time    of    peace.     On    the 

•T  hand,  the  delays  on  the  part  of  Government 
ecure  the   rapid  const  of   houses   during 

the  present  abnormal  year  ̂ hould  not  be  regarded 
as  illustrative  of  the  inevitable  result  of  State 

The  h  of   the  argument   for  State  owner 
in  an  individu  [tends  largely  upon  the 

he  industry.     Industries  may  be  classified 
d  purposes  according  to  wl  i)  they 

essential  (in  the  sense  t  tantial  ...ntiiv 

'input  isessenti.il  to  t!  -id  mmfoit  of  the 
communitv)  «»r  non-e»  are  inherently 
monop*  i  competitive;  are 

(Used  or  varied.    An 'essential  industry  '  such 
as  a  1 1  amway  enterprise  in  a  hrgc  city  i>  inherently 
monop  e  that  two  systems  serving  the 
same   area  would    involve   extravagant    waste.    An 
un<  ••UMTN.IV  wotild  therefore  be  a 
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serious  menace  to  the   community,  and,  partly  for 
this  reason,  the  enterprise  is  generally  regarded 
intrinsically  suitable  for  public  control.     The  nature 
of  the  industry  renders  such  control  or  management 
relatively  simple.    The  railways  of  this  country  f;ill 
into  the  same  category.     They  have  long  been  regulat  c<  1 

by  the  State,  which  now  appears  to  have  adopted  tin- 
policy  of  stricter  control  almost  amounting,  in  eft- 

to  ctate  management.     The  tailoring  trade  lies  at  the 
other  extreme.     It  is  not  ewential,  in  th<>  s] 
in  which  the  term  is  here  employed  ;  it  is  intrinsically 
competitive,  and  its  products  are  extremely  varied. 
Consequently  it  has  not  received  any  special  attention 
from  those  who  advocate  nationalisation. 

Intermediate  between  these  extremes  are  the  coal- 
mining and  iron  and  steel  manufacturing  indust  i 

Coal-mining  under  present  conditions  is  an  essential 
industry.  The  product  is  a  gift  of  nature,  and  may 
thus  be  regarded  as  standardised.  But  the  industry 
i-  inherently  competitive.  There  is,  indeed,  no  industry 
in  which  a  private  monopolistic  trust  would  experience 
such  great  difficulties  or  in  which  an  attempt  to  form 
such  a  trust  would  be  so  likely  to  fail.  Under  present 
conditions  the  industry  is,  moreover,  highly  speculative. 
Demand,  which  varies  for  reasons  not  connected  with 

prices,  is  such  that,  where  it  appears,  it  is  tenacious 
and  persists  through  considerable  changes  in  pi 
Supply,  though  affected  by  the  opening  or  closing  of 
mines,  is  similarly  inelastic  for  short  periods.  A  slight 

disturbance  of  either  supply  or  demand  tends  to  pro- 
duce considerable  variations  in  price,  which  thus  fluc- 

tuates violently.  The  fluctuations  are  often  intensified 
by  market  operations.  The  consequence  is  that  the 
energies  of  firms  are  largely  devoted  to  encountering 
commercial  difficulties  which  would  be  largely  reduced 
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by  concerted  ait  i 
the  commercial  side  of  the  undertaking.    The  last  few 
yean  before  the  outbreak  of  war  were  exceptionally 
profitable  years  in  this  industry,  and  provided  a  fav< 
able  standard  for  the  assessment  of  war  profits  ret; 
able  by  individual  firms. 

Coal-mining  bad  unpleasant  occupation. 
The  work  itself  is  generally  laborious,  and  carried  on 
under  unfavourable  conditions.  It  will  be  generally 

agreed  that,  although  his  work  m.>  -.e  ̂ kill 
comparable  to  that  required  of  a  toolmaker  or  copper - 

h.  the  mi  nor  should,  and,  under  strict  lycompct  it 
labour  conditions,  would  receive  relatively  high  wages. 
Alt  hough  reliable  st  <  >f  average  pre-war  earnings 

do  not  appear  to  be  available  •  it.-d  that  they 
were  relatively  low.    The  statement  is  probably  true 
of  a  proportion  of  miners  ;   if  it  Ls  generally  true  the 

ion  obtained  its  coal  at  an  unduly  low  price.    More- 
over, the  housing  conditions  in  a  large  number  of  ex- 

V  mining  communities  were, and  continue  to  be, 
a  disgrace  to  modern  civilisation.    The  combinat 
of  <  mces  briefly  described  has  led  to  a  strong 
demand  for  nationalisation.  This  demand,  as  dis- 

uished  from  the  demand  for  unification,  has  been 

supported  by  two  arguments  which  are  applicable  to  all 
imiH.it ant  industries.  The  first  is  that  the  State  would 
be  able  to  substitute  the  best  method  of  production  in 
all  units  for  those  now  existing.  Under  competitive 
conditions  the  prices  determining  costs  are  those  which 
prevail  in  the  badly  equipped  factories  or  mines.  Only 
a  small  proportion  of  the  latter  are  equipped  with  the 
most  modern  appliances.  Competition  has  thus  itself 
failed  as  a  method  of  organising  production.  Opponents 
of  nationalisation  reply  that  it  is  of  the  essence 
industrial  progress  that  a  small  minority  should  lead. 
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What  is  a  well-planned  and  well-equipped  works  to-day 
may  be  regarded  as  badly  organised  twenty  y»- 
hence.  But  if  the  industry  were  nationalised  ami 
conditions  stereotyped  there  might  be  no  change  in 

the  meantime,  and  the  modern  plants  of  to-day  mi 
remain  apparently  the  last  word  in  industrial  organ- 

isation. In  other  words,  there  is  no  prospect  that 
nationalisation  would  provide  an  effective  substitute 

for  the  enterprising  firms  which  now  '  set  the  pace.' What  value  should  be  attached  to  these  views  ii 

extremely  difficult  to  determine  by  appeal  to  history. 
No  industry  which  is  intrinsically  competitive 
has  yet  been  controlled  by  the  State.  Further,  the 

experience  gained  by  the  State  or  municipality  in  oper- 
ating industries  intrinsically  monopolistic — such  as  the 

post  office  or  a  tramway  system — is  not  necessarily  a 
reliable  guide  to  the  prospects  which  other  induM 
similarly  conducted  would  enjoy.  The  problems 
presented  by  the  former  are  comparatively  simple. 
Moreover,  State  control  of  a  few  industries  in  an  in- 

dustrial society  based  upon  economic  freedom  differs 
from  State  control  of  all  industries  as  a  substitute  for 
economic  freedom. 

It  is  noticeable,  however,  that  efficient  organisation, 
whether  by  the  State  or  by  private  enterprise,  implies 
diversity  rather  than  uniformity  of  methods  of  pro- 

duction. When  a  plant  has  once  been  erected  it  must 
be  allowed  to  run  for  a  time  without  serious  interference. 

If  the  machinery  were  scrapped  every  time  a  new 
method  was  discovered  the  plant  would  always  be  in 
the  hands  of  constructional  engineers,  never  employed 
in  manufacturing  the  goods  which  it  was  intended  to 

produce.  This  neglected  point  seems  to  be  of  con- 
siderable importance,  for  it  is  probable  that  in  many 

highly  competitive  industries  which  exhibit  diversity 
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iiethod  in  manufacturing  similar  products  the  differ- 
ences signify  the  fu<  t  tli.it  in  tin-  .  in  u  instance*  under 

v-1  .  appear  the  less  modern  methods  rem 
ue  being,  the  roost  economical,  fi 

standpoint  of  society  as  well  ti*  that  of  the  individual 
nrm.    Nevertheless  there  is  considerable  evidence  in 

t  he  view  that  in  some  industries  competition 
has  not  had  t  ing  effect  commonly  attributed 

This  is  due  in  part  to  secrecy,  which  has  been 
regarded  as  of  the  essence  of  competition ;  and  in  pai 
the  fact  that  the  sub  a   of   new  for  existing 
methods  of  produ<  il<l   involve  an  enormous 

capital  expenditure,  perhaps  necessitating 
the  formation  < •:  stock  company,  and  the  choke 
of  a  i  another  part  of  the  country,  or  in  an- 

r  country.     Such  appears  to  be  the  explanat 
he  many  antiquated  blast  furnaces  still  in  operation 

in  this  count 

The    second    argument    employed    in   suppur 
nationalisation  i    that  it  would  produce  a  strong  and 
lasting  effect  upon  the  workpeople.     Working  for  the 

te  they  would  be  working  for  the  community  rather 
th.m  apparently  for  the  benefit   of  the  private  em- 

ployer.    11  vided  by  the  feeling  that 
v  were  employed  in  public  service  would  be  reflected 

in  tiu  n  work.    The  strength  of  this  argument  is  sus- 
ceptible of  adequate  test.     If   municipal  employees 

and  State  servants  have  a  stronger  sense  of  moral  obli- 
gation and  are  more  efficient  than  people  employed 

•nil.n  (                ILS  by  private  firms,  there  is  a  strong 
presumption  that  the  simple  fact  of  being  directly 

c  commun;  :  profound  psycho- 
logical   significance.     But    there    is    no    evidence 

case.     Moreover,   the  experience 

•i    of    national    pr<  lories    during    the 
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war  suggests  that  the  sense  of  public  service  did 
not  provide  so  strong  a  stimulus  as  payment  by 
results. 

The  argument,  when  applied  to  the  coal-mining 
industry,  is  stated  in  a  slightly  differc-nt  fonn,  which 
gives  it  an  entirely  new  significance.  It  is  held  that 
the  vast  majority  of  the  miners  resent  the  competitive 
organisation  so  deeply,  and  desire  nationalisation 
so  strongly,  that  there  appears  to  be  little  hope  for  the 
future  unless  the  industry  is  taken  over  by  the  State  ; 
in  other  words,  they  will  only  be  efficient  workei 
they  become  State  servants.  If  the  statement  is  true, 
and  likely  to  remain  true,  it  constitutes  a  very  strong 

argument  for  nationalisation.1  The  function  of  the 
State  is  not  to  preserve  the  competitive  system,  but 
to  secure  the  most  effective  organisation  of  production, 
taking  all  factors  into  consideration.  The  first  element 
in  industrial  efficiency  is  goodwill  on  the  part  of  the 
workers.  If  in  any  industry  the  general  and  permanent 
result  of  competition  is  resentment  and  unwillingness 
to  provide  efficient  service,  the  system  in  that  industry 
must  be  pronounced  bankrupt.  The  most  modern 
appliances  and  the  best  technical  education  are  of  no 
avail  if  they  are  not  reinforced  by  efficient  work  on  the 

part  of  the  wage-earners.  It  is  difficult,  however,  to 
estimate  the  strength  of  this  feeling  among  the  miners, 

and,  if  it  is  strong  to-day,  to  determine  whether  it  is 
likely  to  remain  strong,  and  as  strongly  in  favour  of 
nationalisation  as  it  is  in  opposition  to  the  present 

system.  There  are  many  alternatives  to  State  owner- 
ship and  control ;  the  form  of  control  now  advocated 

1  I  refer  not  to  the  employment  of  coercive  measures,  such  as 
direct  action,  to  secure  nationalisation,  but  to  the  feeling  of  despair 
which  the  competitive  system  is  said  to  have  produced,  and  its 
subtle  reaction  upon  the  efficiency  of  the  miners. 
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the  Miners'  Federation  t*  not  the  same  as  that 
posed  a   few  yean   ago.      Experience  oi 

owners) .  :  i  a  few  year*  create 
Mgonism  no  less  strong  than  that  now 

said  to  prevail  against  the  competitive  system. 
The  coal  industry  provides  a  suitable  field  for  simul- 

taneous experiments  of  different  kinds,  and  acceptable 
to  a  body  of  workers  desiring  a  change  of  system. 
There  are  several  distinct  coal-bearing  areas,  differing 
in  geological  features  and  probably  in  economic  char- 

acteristics. These  areas  are  sufficiently  distinct  to 
be  regarded  as  econon  ies  for  the  purpose  of 
experiment.    One    coalfield    might    be    nationalised. 
Advocates  of  n  n  would  thus  be  provided 

opportunity  of  testing  their  theories  under 
mo-  stances,  and  miners  would  K 

••  experience  of  State  management  in  pract: 
;«riments  of  a   different    kind   might  be  tried  in 

In  evidence  before  the  Coal  Industry  Commission  I 
submitted  the  followin.  e  for  trial  in  a  selected 

coal-field.  A  Kartel  or  Joint  Board  should  be  formed. 

"  upon  which  equal  representation  would  be  given  to 
employers,  workpeople,  consumers  and  the  State  (wl 
would  also  be  the  chief  consumer).  Its  function  would 

be  to  purchase  the  coal  from  the  mine-owners  and  sell  it 
he  consumers .  The  purchase  price  would  be  quoted 

'  free  on  •  md  vary  only  according  to  quality. 
"  The  difference  between  the  purchase  price  and  sale 

price  (free  on  truck),  would  represent  expenses  of 
management  plus  a  contribution  towards  a  special 
compensation    fund.    The    Board    would    distribute 
orders  to  th  the  individual  quota  being 

by  the  producing  capacity  of  the 
mi:  ner  would  be  permitted  to  supply 

'3 
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addition  1 1  <ju.  unities  at  prices  below  the  fixed  or 
standard  price,  the  excess  to  be  permitted  varying 

with  the  extent  of  the  reduction  in  price — thus  *  t <>i 
per  ton  reduction  hilling  (*+y)to: 

per  ton  reduction,  and  so  on.  Stocks  would  thus  be 
accumulated.  Under  normal  conditions  the  ubse- 
quent  quota  of  the  mine  would  be  increased  pro  rain, 
and  th<  standard  price  adjusted.  This  would  prevent 

owners  from  'dumping'  during  depression,  for  the 
subsequent  regulated  uniform  or  standard  pi  ire  would 
be  affected  thereby.  Yet  each  firm  would  quote  as 
much  as  possible  below  the  standard  price  in  order 
to  retain  its  quota.  The  position  of  the  individual 
mine -owner  would  be  (to  use  a  technical  phi  a  <  )  similar 
to  that  of  a  monopolistic  combination  prodin 
manufactured  goods,  the  demand  for  \vhu  h  is  highly 
elastic — which  is  a  consummation  to  be  desired. 

"  The  standard  price  would  be  determined  at 
substantially  by  the  conditions  prevailing  in  relatively 
poor  mines — to  be  more  precise  (for  it  is  a  vital 
point)  by  the  average  cost  of  mining,  say,  thai 
half  of  the  total  supply  which  is  most  costly  to 
produce.  (The  fraction  is  purely  illustrative.)  But 

the  quota  of  the  richer  mines  would  gradually  in- 
crease, and  the  standard  price  gradually  fall  (see  l;»t 

paragraph). 

"  There  would   therefore  be  needed  a  subsidy  for 
the  poorer  mines,  drawn  from  the  profits  of  the  Board. 

The  subsidy  would  be  pro  rata  with  output,  not  pro- 
ducing capacity,  and  there  would  probably  be  reached 

in  some  cases  a  point  at  which  a  reduction  in  pi 
plus  fair  compensation  for  closing  down  a  mine,  would 
be  better  than  the  maintenance  of  the  standard  price. 
This  would  be  in  line  with  the  present  custom  o 
ping  machinery  in  manufacturing  industries  ;    it  would 



KCONOMU    KKOlUiAMSAilON  |.,;, 

avoid  the  danger  of  a  reduction  in  wages  rates 
would  prevent   the  sudden  closing  down  nes. 
allow  workmen  time  to  adjust  themselves  to  new 
conditions,  and  preserve  mines  in  existence  aa  long  as 
socially  desirab  n  would  provide  compensation  to 
the  owners  where  necessary,  and  stimulate  enterprise, 
and  considerably  reduce  the  increment  in  profits  du< 
geographic  -ns,  and  prevent  that  due  to  trade 
booms  ;  it  would  stabilise  prices  (free  on  truck),  and 
eliminate  the  speculative  element,  while  securing  a 
gradual  down*  es.  Mine- 
owners,  with  a  fairly  assured  m.>  •  t   one  sus- 

ceptible of  relative  growth)  would  tiate  upon 
Mid  uanagement,  success  in  which  would  deter- 

her  or  not  there  would  be  growth.    The 
Board  would  in  Mtutc  and  m.  i  Research  and 
Con  IiMitutr.  and  the  results  would  be  avail- 

to  all  "  It  was  further  proposed  that  pithead 
committees  should  be  extended  and  strengthened, 

and  that  in  eat  h  linn  i  workers'  delegate  should  be 
appointed  as  member  of  the  Board  of  Directors.  There 

•  >  this  policy,  even  when  the  commercial 
fui  i*  been  so  largely  taken  over  by  the  area 
Bo.  they  do  not  appear  to  outweigh  the  argu- 

ment in  favour  of  experiment  along  this  line.  More- 

over, every  workers'  committee  should  be  regarded  as 
entitled  to  all  the  information  now  supplied  to  the 

shareholder." 
le  the  coal-mining  industry  under  peace  con- 

ditions had  remained  strongly  competitive,  in  many 
industries  engaged  in  the  manufact  tandardised 
product  ry  had    already   given    place   to   co- 

operative effort.  Before  the  war  such  co-operation 
was  almost  invariably  restricted  to  the  commercial 
fimiti.n  th<  tixing  of  prices;  but  there  is  strong 
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prospect  th.it  it  will  now  extend  to  the  manufacturing 
process.  In  most  cases  the  Kartel  organist  i«>ii  will 
probably  be  preferred  to  trustification.  Manufacturing 
co-operation  would  secure  many  economies  which 
have  hitherto  been  lost,  and  would  thus  make  for 
industrial  efficiency.  But  a  monopolistic  association 

sometimes  resulting  from  such  co-operation  may  be  a 
source  of  danger  to  the  community,  and  its  policy 
thus  require  careful  supervision.  The  majority  of 
the  important  commercial  organisations  before  the 
war  existed  in  industries  subject  to  actual  or  potential 
foreign  competition  even  in  the  British  market,  and 

so  long  as  the  free-trade  policy  was  pursued  their 
power  over  prices  was  therefore  strictly  limited. 
But  the  power  of  the  new  associations  in  the  near 
future  may  become  far  greater,  and  the  danger  of 
anti-social  action  more  serious. 

The  remedy  is  not  to  be  found  in  legislation  pre- 
venting the  formation  of  Kartels.  These  represent  a 

development  which  tends  to  economise  human  effort, 
and,  like  technical  inventions,  may  therefore  become 
valuable  instruments  of  progress.  The  problem  is 
to  secure  that  the  general  advantages  they  offer  will 
be  enjoyed  by  the  community.  The  method  by 
which  this  may  best  be  secured  will  partly  depend 

(as  in  coal-mining)  upon  the  nature  of  the  industry. 
But  two  things  seem  to  be  essential.  The  first  is 
that  the  associations  should  work  in  the  full  light  of 
day.  The  nation  cannot  afford  to  allow  grievances 
to  accumulate  for  a  number  of  years  before  the 

appointment  of  commissions  of  inquiry — such  as  tl 
on  Shipping  Conferences  (1906-09).  The  second 
requirement,  which  is  closely  related  to  the  first 
that  the  Kartel,  unlike  the  German  Kartels,  whi<  h 
consist  of  associations  of  manufacturers  only,  should 
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contain  present  at  ives  of  the  public.  It  is  possible 

that  m  the  distant  i-nm.-  the  existing  metho<i 
•rnrnt  oood  manufacturers  for 

different  purposes  may  give  place  to  a  new  method. 
m  ndortrieti  «-i  forming  comprehensive 
association  it    boards  of  employers  and 

workers'  associate  -  State  will  be 
represented.    These  Boards  would  hx  both  prices  and 

;es,  and  deal   with   ail  :s  relevant   to  the 
cd  industries  for  which 

thi*  method  will  u-  appiopnate  the  Boards  would  be 

the  logical  outcome  oi  '  \\  hit  U  v  '  Coun< 
One  of  the  greatest  needs  of  the  present  is  publ 

Competition    li..-   hnhm ••    ''«•••:.    txised  largely  upon 
;ecy — secrecy  in  respect  of  both  method  of  manu- 
•ure  and  the   h  u-Milts  of  the  enterprise. 

The  effect  of  <  oni]*  us  been  less  stimulating 
ht  have  been,  and  the  system  has  generated 

suspicion  and  :  iong  the  work  people,  and 
possibly  an  exaggerated  idea  of  the  average  rate  of 
profits  obtained  in  industry,  as  distinguished  from 
commerce.  Not  merely  the  arithmetical  average  of 

profits  for  an  i  frequency  distribu- 

Ibesul-  to  the  '  \\hitlry  '  Councils  > 
and  afterwards  published.  The  puMi«  ation  of  results 
should  not  be  i^hly  organised  trades. 
If  no  orgai  h  could  undertake  the 

woi  -ild  be  done  by  a  puMi«  auth.>nty      More- 
over, failing  i-tfiN-tive  comj>  he  puhli<  authc: 

—either  the  v  Id  follow 

1  That  is.  #./.   r  firms  made  10  per  cent,  on  <*h*l  capital : 
firms  made  1 1  per  cent. ;    (JT  +  IO)  made  la  per  ceot..  aad  so  os). 
For  this  purpose  the  results  should  be  obtained  and  stated  to  the 
same  way.  so  that  they  may  be  strictly  comparable; 
capital  should  be  distinguished  from  actual  capital,  etc. 



198  SCM  IAI.  ECONOMICS 

plan  adopted  during  the  war  (when  '  natural  kitchens  ' 
were  established)  and  destroy  the  quasi-monopoly 
by  becoming  itself  a  competitor.  The  mere  tlr 
of  competition  by  a  public  authority  in  the  supply 
of  coal,  milk  or  other  important  commodity,  would 
in  most  cases  be  sufficient  to  maintain  prices  at  a 
competitive  level.  There  seem-  little  doubt  that  in 
many  plares  the  co-operative  store  ha-  done  effective 
work  of  this  character  and  has  thus  amply  justified 

\istence. 

eems  to  me  that  the  solution  of  the  general 
problem  of  industrial  reorganisation  is  not  to  be 
found  in  nationalisation.  There  are  cases  in  whi<  h 
the  problem  of  organising  is  so  difficult  that  the  only 

way  to  '  organise  '  effectively  is  not  to  organise  at  all. 
For  example,  no  one  would  suggest  world  socialism 
for  the  simple  reason  that  to  attempt  to  organise 
on  a  world  basis  would  be  to  court  disaster  ity 
and  abundance  are  therefore  left  to  manifest  them- 

selves in  prices,  which  in  turn  react  upon  the  force 
of  competition.  It  should  not  be  forgotten  that 
organisation  involves  responsibility  at  the  centre. 
The  greater  the  area  covered  by  any  regulation  and 
the  more  far  reaching  its  results  the  more  seriou- 
the  consequences  of  error.  Mistaken  effort  on  the 
part  of  a  single  employer  would  be  of  more  seri 
consequence  to  himself  than  to  the  community.  An 
error  of  the  same  nature  by  a  central  authority  would 
reverberate  through  the  whole  industry.  The  danger 
of  such  errors  increases  with  the  size  of  the  industry 
and  the  number  of  industries  brought  nnd. 
management.  Moreover,  the  difficulty  of  conti. .1  ;  nd 
management  increases  more  than  proportionately  to 
an  increase  in  the  size  of  the  industry.  Adeqn 

devolution,  which  would  effectively  decentralise  re- 
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spot  ix>licy  and  secure  the  enlistment 
ised  administration  un- 

;'N-,li\  '  suppress,  would  mean  the  rettora- 
»f  what  is  esseir  system. 
In  compel  eems  to  me 

Mate  (o:  uy) 

» make  i  •  ion  effective,  by  enforcing  pu 
and,  where  necessary,  by  becoming-ttself  a  compel r 
In  a  standardised  industry  organised  upon  a  Kartel 
DBM  Id  be  able  to  regulate 
by  •  n  publi  ••  by  being  represen 
upon   the    I  Hoard.     Further  action   would 
be  determined  by  r  (the  specific  problem 
presented  by  each  imlu-t i  \      It   howsw   an  imh: 

trolled   by  a   mono}  •    the   problem 

becomes  far  more  (iitn>  .'•       I     h  no  argument  that 
centralised  cont  by  assump- 

thc  industry  is  already  centrally  controlled,  and 
\antages  of  State  management  already 

exist.    A  V  onopoly  is  to  be  preferred  to  an 
te    monopoly    of    this    character, 

tilv  \shere  the  power  of  the  monopoly  (and 
he  dangr  ii  increased 

by  the  protection  offered  by  import  duties.     Where. 
as  in  the  case  of  tramways,  the  monopoly  is  that  of 
a  single  producing  unit,  the  case  foi  «»nti<»l 

;ially  strong.      If  the   market    is  supplied 

by  more  than  one  producing  unit,  all  owned  by   a 
monop  the  remedy  seems  to  lie  in 
abolition  of  the  trust  and  the  formation  of  several 

fiTM>ty*inl  and  legal  en  1  together  by  the 
•  •1    upon   which   the  State  will 

be  represented.     The  last   of   these  problems  (that 

presented  by  a  monopoly-  not   likely  to 
become  serious  in  this  count 
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One  of  the  most  urgent  problems  is  tli.it   on 

by  the  growth  of   'international'   trusts   d<mii<  ilcd 
abroad,  or  international  agreements  between  national 

fcl  ci   I  A  notorious  example  is  the  Beef 
Trust  ;  but  there  are  others.  The  solution  of  this 
problem  is  not  to  be  found  in  legislative  action  by 

State.  It  is  essentially  a  problem  calling  1m 

co-operative  effort  on  the  part  of  the  many  States. 
1  lie  remedy  should  be  sought  by  the  economic  dep 
ment  of  the  League  of  N  tmn^  This  will  In-  no  -implr 
task.  The  doctrine  of  international  economic  re- 

sponsibility under  peace  conditions  has  not  yet  been 
accepted.  It  would  be  no  easy  matter  to  arouse 
moral  indignation  in  America  against  a  Beef  Tru-t 
which  dealt  leniently  with  American  consumers  and 
mercilessly  exploited  those  nations  which  imported 
the  products.  Nor  would  it  be  less  difficult  to  create 
a  feeling  of  resentment  in  this  country  against,  say, 
a  British  Steel  Trust  which  sold  steel  abroad  at  a 

price  far  above  that  which  was  charged  to  Brit  Mi 
consumers. 

The  example  drawn  from  steel  manufacture  (though 
none  the  less  valuable)  is  purely  hypothetical.  A 
there  is  no  immediate  danger  of  an  international  trust 
or  agreement,  the  more  probable  event  is  that  American 
and  German  combines  will  export  steel  to  this  country 

and  that  we  shall  export  steel  products  to  other  coun- 
tries at  prices  below  specific  cost  of  production,  or  at 

least  below  selling  price  in  the  home  market.  Dump- 
ing of  this  character  does  not  appear  to  be  a  net  ad- 

vantage to  the  importing  country  if  the  latter  contains 
a  competing  industry  sufficiently  large  to  supply 
requirements.  The  temporary  reductions  in  prices 

add  disproportionately  to  commercial  ri-ks  in  the  com- 
ing industry  if  not,  indeed,  in  the  industry  using 
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the  dumped  product  as  'raw  material'     II  this  it 
here  is  a  strong  pnma  facie  case  for  at 

tg  legist  h  \s-uM  f  ibid  the  *al« 
ili.-  imported  article  at  a  price  below  that  charged  to 

•  i    in  the  producing  c<><  »ely 
lik.  reasons  already  given,  the  problem  of 
'lumping  will  U-.  m  the  metal  industries 

us  are  restored, 

be  seen  tint  different  industries  present 
no   imivris.il 

ild  be  sough  ksuponthecompetit 
and  against  profiteering  and  monopoly  arise 

largely  from  the  feeling,   n<  t    th.tt 
tern  would  be  more  effect  i  \»-  in  piodu-  tion,  but  that 

it  would  produce  a  more  equitable  distribution  of  the 
I  effort.     The  mo>t  serious  evils  of 

present  \\    lie   on    the    distributive  rather 

:i  the  producing  side.     It  Is  true  that  a  inonopo- 

\  or  motor 
t    ini^lit    drli!»t-.itrly  production,    under 

given  d  m  ordei  rease  revenue: 
but  ̂ U(  h  combinations  are  rare  in  this  ,  ountry.  nor  do 

es  often  arise  which 
IK   sound.     Advocates  of  national  are 

usually  *  to  deny  that  their  policy  would  injure 
product  ion  ;  they  seek  to  jiMi*  eference  to  the 

:npiM\vmrnts  likely  to  be  ef!e<-tcd  in  the 
li<  hind  all  at  tacks 

upon  the  system,  and  particubi  ier  in  which 
it  works — or  fails  to  work— at  present,  lies  the  feeling 

'  there e\  wage,"  just  price  'and1  reason- 
able  profit.'     If  the  CM  of  these  be  assumed  it 
seems  to  follow  that  a  '  ju>t  juice    is  the  price  that 
provides  a  '  reasonable  profit  '  after  payment  of  a  '  • 

wage.' 
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2.  THE  PROBLEM  OF  JOINT  CONTROL 

The  problem  of  distribution  will  be  examined  in  the 
l.i-t  chapter.      I  —.1:  v  in  it  to  rcfci   to  the  <  1 

t  industry  should  be  '  democratised  '  by  the 
minion  of  workers  to  a  share  in  control  ami  manage- 

ment. I  he-  j>iol>le.m  here  is  not  merely  that  of  reducing 
hours,  raising  wages,  providing  greater  contimiit\ 
work  and  improving  the  objective  conditions  of  em 
ployment.  It  is  more  than  providing  security  by  giving 
the  worker  longer  terms  of  engagement  and  protect- 

ing him  against  capricious  action  on  the  an 

employer  or  his  foreman.  Improve;  'his 
character  are  important — perhaps  even  yet  the  n 
important  in  the  minds  of  the  vast  majority  of  in- 

dustrial workers — but  they  may  be  effected  by  e.\i-t  in^ 
organisations.  Nor  is  the  problem  that  of  providing 
equality  of  opportunity,  which  would  enabl< 
workers  to  advance  to  the  position  of  managers  or 
employers.  Firms  enter  into  contracts  with  their 
workers  whereby  the  latter  agree  to  provide,  in  return 

for  wages,  personal  effort  under  '  expert  '  supervision. 1 1  is  held  that  the  status  of  the  worker  is  inferior  to  that 

of  the  other  party  to  the  contract,  and  should  be 
raised  by  the  application  of  the  democratic  principle 
of  self-government  ;  that  is,  workers  as  such  should  at 
least  enjoy  a  far  greater  measure  of  control  and  re- 

sponsibility than  is  at  present  the  case,  and  ultimately 
either  a  share  or  more  than  a  share  in  management ,  or 
in  ultimate  control,  or  both.  It  will  thus  be  seen  that 

the  claim  represents  a  vague  a -pi  rat  ion  rather  than, 
in  general,  a  specific  demand. 

In  considering  the  question  it  is  desirable  to 
tinguish  carefully  between  private  and    nationalised 
industry.     Under  private  enterprise  there  are  many 
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possible  forms  of   '  joint  control/  out  of  which 
been  in  operation  for  many  years.    Joint 

rmployers*  federations  and  trade  unions  negotiate 
agreeni<  <  h  prescribe  wages,  hours  of  work  and 
certain  objective  conditions  of  employment,  and  these 

are  fre«  element ed  by  shop  customs  win 

ihilh   as  tin-  i..:mc!       In    t  ongly  organised 
a  agreeii  its  together  restrict 

the  '  freedom  '  or  '  sov<  :u  to  a  con- 

siderable extent  .1  n. 1  represent  the  degree  of '  control ' 
.idy  enjoyed  1>\    i  kers.     An  engineering  firm, 

for  exai  iy  be  compelled  to  dismiss  some  of  its 
engineers.  01  on  account  of  a 

shortage  of  cast  tuch  cannot  imme- 
diately be  removed  merely  because  the  moulders  are 

unwilling — or  -in    the 
union  overtime.     I  form  and  degree  of 

f.iiU  to  biing  sati-l  In  the  first  place, 

n    p-i.fi  illv    n  ntiol    l»v    th«-    union,    not 

immediate  by  the  workers  in  the  establish- 
The  latter  feel  that  tluv  a  party  to 

negotiations,  and    li.ivr    i  in  the  dot 
min.it  ion  of  tlu-  rondition-  own  work.     There 

isstrongre.  hat  the  demand  trol 

in  part ,  a  strong  reaction  against  the  central- 
isation of  power  in  tiadr  union  government,  and  • 

to  t  nit  it  would  be  satisfied  by  a  greater  degree 
of  devolution  in  trade  union  adm  n      In  the 

second  place,  the  degree  of  control  is  not  suffu  i 
•ns  of  the  Whitley  Committee 

appear  to  be  designed  to  meet  thesr  objections.     In  the 
the  organise  "posed  provides 

for  a  greater  degree  of  d.  u  of  function  than 

obtains  under  the  pn-^ent  organisation.     The  Whitley 
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Committee  recommended  the  establishment   of  Joint 
Industrial  Council^,  supplemented  by  District  Coun 
and  these  in  turn  by  Works  Committees.     The  principle 
of  devolution  is  thu-  fully  a.  >  epted.  and  establi  i  mrnt 
committees  become,   for  the   iir^t    time,   an   inter 
put  of  the  organisation  of  the  industry.     That  in  ii 
represents  an  important  step  in  advance.     But  the  pro- 

posals have  been  criticised  on  the  ground  that  they  do 

not  go*far  enough  in  the  direction  of  decent  iilit IK. n 
Organisations  are  jealous  of  their  own  powers  and 
delegate  as  little  as  possible  to  others.     It  is  now  feared 

that  a  tendency  towards  cent  raided  or  '  bmvi 
administration  would   be  displayed   by  the  National 
Industrial  Councils.     If  experience  shows  the  fear  to  be 
well  grounded,  the  Whitley  scheme  is  doomed  to  failure. 
Over-centralisation  leads  to  local  revolt  and  weak 
the   sense   of   obligation   under   general   agreements. 
This  in  turn  handicaps  the  leaders  and  makes  them 
more  unwilling  to  conclude  such  agreements  without 
resort  to  the  ballot.     With  constant  reference  to  the 

electorate  representative  government  becomes  go v< 
ment  by  delegates,  who  merely  act  as  the  mouthpieces 
of  the  mass,  and   true  leadership  is  at  a  discount. 
The  solution  of  the  difficulty  must  depend  upon  the 
nature  of  the  industry  and  its  problems,  the  degree 
of    geographic    concentration    and    the    influence     of 
tradition. 

The  second  objection  urged  against  the  Whit  Icy 
scheme  is  that  it  not  merely  does  not  go  far  enough, 
but  it  even  perpetuates  the  existing  economic  system. 
It  certainly  marks  a  considerable  advance  upon 
the  Conciliation  Boards  of  the  past.  These  met  but 
infrequently,  and  generally  in  an  atmosphere  already 
charged  with  suspicion.  The  representatives  of  the 

two  sides  only  met  to  consider  claims  and  counter- 
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».s  frequently  only  knew  each  other  as 
potential  or  uctiul  nt  agonists.  Their  power*  wove 
restricted  to  deal  only  with  those  matters  regarding 
tth;  -  was  real  or  supposed  conflict  of  interest. 

idle  to  pretend  that  the  interests  of  the  two  parties 
are  1      Although  they  live  by  serving  each 

r  ami  lendeiinK   joint   service  to  the  community 
e  is,  and  must  be,  a  serious  com 

between  them,  whether  the  employers  be  regarded 
as  merely  a  buffer  between  the  worker  and  the  <• 
Mimer   or   as   a   powerful    fin.  ,   able  to  take 

of  each.     But  there  are  common  interests,  and  it 
is  an  important  meiii  oi  the  Whit  ley  scheme  th.r 
aims  at  providing  an  orgam  >r  t  he  discussion  of 
such  matters.  The  councils  meet  at  regular  and 
frequent  intervals.  They  should  thus  deliberate  in 
an  atmosphere  of  peace  and  goodwill.  The  agenda 
may  contain  anything  relevant  to  the  industry. 
Consequently  the  success  or  failure  of  the  scheme 
will  depend  upon  tl  i  it  is  adopted  and 

National   Councils    may   become   valuable   in 
ments   of   progress,    not   only   adapting  themselves 
to    gradually    changing   and    developing   conditions, 

able  to  shape  such  developments  ;  but  if  they  are 
regarded  merely  as  slight  extensions  of  the  old  Con- 

a  Boards,  and  is  conducted  in  an 
losphere  of  secrecy  and  suspicion,  they  are  doomed 

to  failure. 

But   the  most   important    feature  of  the   Wh 
scheme  is  probably  the  provision  for  the  establish- 

ment   of    Works   Committees.    The   new  claims  of 

'  labour  '  relate  more  particularly  to  the  workshop 
to  the  relationship  of  the 

worker  to  the  firm  and  its  represt 
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ratli  :i  to  the  lman<  i.il  reward  of  tlic  craftMi 

The  Works  Committee,  which  i    intended  to  improve 
the  status  of  the  worker,  is  a  joint  committee  t<>i  tin 
di-<  iNMon  «.f  problem-  which  arise  in  the  CSt .  blNnnent 
and  are  integral   to  that  establishment.     Here  again 
it   may  be  said  that  it>  iOOOeH  will   depend  upon  the 
-pint  inwhi'hii  i   accepted  by  the  firm  and  the  work< 
and  conducted  by  its  members.     Obviously,  however, 
it  ran  be  no  more  than  a  body  for  conducting  negotia- 

tions, concluding^agreements  and  conveying  suggest  i' 
to  the  manager.     From  its  very  nature  it  un- 

suitable  body   for    performing    important    executive 

functions.     The  workers'  representative-  may  t>e  able 
to  enforce  certain  conditions  through  the  employment , 
if  necessary,  of  economic  force — the  threat  of  strike- 
in  precisely  the  same  manner  as  a  trade  union  may  do 
at  a  Conciliation  Board.     The  management  may  t 

the  workers'  representative-   on  the  <ominittee  into 
its  confidence,  even  seek  advice  in  matters  of  difficulty  ; 
and  the  latter  may  offer  helpful  suggestions  on  <i 
tions   of   internal   organisation.     There   are   obvi 
possibilities  ;    and  many  such  committees  have  more 
than   justified   their   existence.     But    many   worl 
seek  more  than  committees  of  this  character.     Their 

claim  is  a  share  in  management  and  in  the  responsibility 
for  the  enterprise  as  a  whole. 

Committees  of  workers'  representatives  were  estab- 
lished during  the  war  to  negotiate  and  administer 

systems  of  collective  bonus,  or  to  perform  purely 
disciplinary  functions,  such  as  enforcing  regular  and 
punctual  attendance.  The  timekeeping  and  bonu- 
committees  represent  a  start  ;  but  it  is  contended 
that  they  should  do  more  than  enforce  discipline  or 
administer  the  details  of  a  collective  bonus  :  they 

should  be  given  highly  responsibl*  functions  to  per- 
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form   connected  with  muiajBMiient.    So  far,  at  any 

iiere  should  be  'self-government     in  mdu 
Under  exi  ->ns  the  wage-earners  employed 

epresent  an  which  is 

denied  those  opportunities  and  duties  <  enship  ' 
such  a  would    enjoy  in  a  democracy.    The 
complete  democrat  ndustry  .unable 

io  being  ;   but  e  ier  the  purely  o 
petitive  system  some  approv.  democratic 

may  be  sec  HUM  I  by  the  exercise  of  wh.it  may 

be  called  a  '  creeping  •  Such  appears  to  be 
the  implied  argument  .  .1  the  advocates 

Two  observations  may  be  made  by  way  of  specific 
con  The  first  is  connected  wit  h 

the    ililluultv    .1    denning    the    term    management. 
General  of  a  group  of  functions  which  tend 
to  change  in  f<>nn  as  the  organisation  grows.     Some 
tun.  tion>  .IK-  « Ic legated  and  others  «  :ice. 
Pro  trried  on  by  a  process  of  cliff  ere  i 
and   initiation   of    fu:  The   majority  of  the 

workers  are  employed  •  necessarily  in 
imate  objects  ;    the  m  are 

engaged  in  !  co-ordinating  the  work  of 
larger  group,  and  thus  deal  with  people  rather 

is  regarded  as  the  group 

connected  with  '  management  '  ;   it  comprises  mai 
thi-  |x?ople  who  are  concerned  with  the  '  human  factor  ' 
in  r  Hut  tlu--c  are  no  less  employee 

less  concerned  than  the  in 
woi  tin    .  -  ATI  em- 
pl"vmrnt  cd  workers, 

technical  experts,  performing  dim- 

tasks  which  call  for  lonp  and  t-\}>< -n-i\v  ti. lining. 
Obviou  int  t  on'  not  a  claim 

nforin  iho>o  ti  'unctions  calling  for  highly 
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specialised  training.     Is  it ,  then,  a  «  l.iim  to  '  mtn  1. 
with  the  organisation  and  the  supervision  of  thrir  own 
work  ?     To  a  large  extent  thi-  lv  done.     Con- 

di t ions  of  employment  are  stand, ndi-rd.  to  the  extent 
that    this  is  possible  for  the  particular  industry,  by 

n^  of  joint  agreements  between  Mie  two  asso* 

tions  ;  and  these  agreement-  'interfere'  with  what 
at  one  time  was  regarded  as  the  function  of  manage- 

ment. There  are  other  conditions  \vhieh  are  in- 
capable of  standardisation  for  the  indnMrv,  although 

they  may  be  standardised  or  regularised  for  the 
establishment .  These  would  naturally  be  the  subject 

of  negotiation  at  the  '  Whitley  '  \Voi  k-  ( *ommitt< 
and  any  such  regularisation  would  further  '  interfere  ' 
with  the  function  of  management.  It  is  difficult 
see  what  additional  powers  in  the  sphere  of  internal 
organisation  could  be  claimed  by  a  shop  committee 
of  workers  without  a  complete  revolution  in  the 
relations  of  the  firm  to  the  workers  as  a  whole.  For 

what  is  not  capable  of  standardisation  but  mu>t 
remain  flexible  seems  to  be  precisely  that  which  call- 
for  specialised  skill  and  work  no  less  exacting  than 
that  of  the  trained  engineer. 

The  second  observation  is  closely  connected  with  the 
first.     To  the  extent  that  we  value  material  progi- 
the  claim  to  a  share  in  management  must  finally  be 

based  not  upon  any  appeal  to  '  abstract  justice 
'  democratic    principle/      Its    ultimate    strength 
determined  by  the  power  to  provide  that  service  to 

which  the   claim   is   made.     A  Workers'  Committee 
obviously  has  no  claim  to  determine  in   what    pro- 

portions the  constituents  of  some  important  chem 
product  should  be  combined.     If  it  insisted  upon  doing 
so  the  firm  would  soon  cease  to  exist.      I  he     a  me 

argument  applies  in  the  case  of  all  specialised  fnnrti. 
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But  a  committee  were  able  to  show  that  it  could 

torm  a  specific  service  more  effectively  than  it  is 
already  being  provided,  not  only  would  it  be  justifying 

•ii  would  naturally,  in  its  own 
for  no  other  reason,  delegate  that  funci 

to  the  committee.    This  seems  to  provide  the  real 

test,  not  only  i  ,*'titive  industry  t>ut  under  all 
forms  of  economic  control  which  emphasise  the  im- 

portance of  efficiency  in  pro  he  corollary 
of  specialisation  of  tasks  that  each  should  be  performed 

•  •  most  efficient  manner. 

•rkers'  Committee  is  to  perform  any  service 
effectively,  it  must  accept  the  obligations  attaching 
to  that  service.  An  interesting  proposal  has  recently 
been  made  by  a  group  of  engineering  workmen  on  the 
Clyde,  win-  h  involves  a  greater  degree  of  control  by 

workers    than    any    yet    specified.     Under    this 

scheme  (which  is  locally  km  »\vn  as '  Collective  G 
and  elsewhere  as  the  '  Fellowship  System  ')  all  the 
employees  of  the  firm  would  form  themselves  into  an 
association  ulu       would  enter  into  a  comprehen 
contract   with  the  firm  for  the  manufacture  of  the 

product  at  a  given  price.     The  firm  would  supply  the 
raw  material  and  the  plant,  but  exercise  no  control  over 
ma  i  e.     The  manager,  the  technical  experts  and 
all  concerned  with  internal  organisation  (but  not,  of 
course,  the  directors)  as  well  as  skilled  and  unskilled 
workers,  would  be  members  of  the  association 
would  be  represented  by  a  committee  to  which  all 
would  be  responsible.  Many  objections  may  be  urged 

agni  1  tlu-M-  -.  .  iy  be  at  present  so 
weighty  that  it  may  be  regarded  as  impracticable,  not 
only  in  so  varied  an  industry  as  engineering,  but  even 
in  those  main!. i.  t  n  ing  industries  of  which  the  products 
are  highly  standardised.  But  we  are  here  concerned 

M 
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with  it-   merits   but    with  it-  impHcations,     It 
obviously  implies  the  formation  of   ai  ition  <>l 
the  nature  of    a  joint  -stock  company,  the  mem! 

In  h  ,ire  the  workers.     The  managing  commit 
would  need  to  be  empowered  to  enter  into  conn 

enforceable  at  law,  with  tlu-  tii  m  !«»i  tin-  delivery  of  the 
products  not  only  at  stai  but  ,iK<>  within  stated 
periods.  Failure  to  fulfil  any  contract  would  carry 
with  it  penalties,  such  as  are  not  imposed,  under 
existing  conditions,  upon  the  workers.  In  otlu 

trol  of  this  character  cannot   be  divorced   from 

responsibility. 
The  difficulty  o  ting  control  from  resp< 

bility  is  clearly  seen  in  relation  to  a  claim  of  a  soi 
\\hat  different  character  which  i>  frequently  made  by 
or  on  behalf  of  industrial  workers.     Workers  spend  a 
great  part  of  their  life  in  the  factory  under  condit  i 
laid  down  by  others  ;  they  work  in  obedience  to  a  po 
in  the  determination  of  which  they  enjoy  no 
The  ultimate  control  is  in  the  hands  of  sharehol. 
working  through  a  Board  of  Directors.     It   is  held 
t  hat  the  enterprise  should  be  regarded  as  a  partnership 
on   equal  terms   between  the  shareholders   and 
workers,  and  that  the  two  groups  should  have  equal 
representation   on   the   Board.     There   already   e 
copartnership  schemes  under  which   workers  own  a 
proportion  of  the  share  capital,   and   are  therefore 
represented  by  a  director.     But  they  are  represented 
as  shareholders,  not  as  workers.     The  present  claim 
is    that    they    should    be    represented    as    work. 
and  represented  to  the  extent    of   one-half   of 
Board. 

It  is  probable  that  the  desire  to  share  ultimate 
responsibility   for  the   policy  of  an   enterprise   i. 
controlled  by  shareholders  whose  interest  is  merely 
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financial  .md  may  be  of  shor  ion  b»  stronger 
and  more  deeply  rooted  than  the  desire  to  share 
sill  UN.  Hut  the  ultimate 
con  vested  in  the  shareholders  for  the 
reason    tli.a    they    accept    financial    responstbil 
Workpeople  have  discounted  t  the 

•  rprise  by  accepting  fixed  rates  of  wages  guaranteed 
in  tlu«  lie  period  covered  by  the  wage  contract, 

.1  much  longer  period.    The  share- 
'V  no  such  guarantee,  but  accept  the  hazards 

he  enterprise.    The  directors  are  representatives  ap- 
p  mted  by  tli«  lie  shareholders)  to  < 

isiness  and  into  legally  enforceable 
contracts  and  take  .ill  tin-  risks  necessary  to  perform 
their  task  in  an  efficient  manner.  It  therefore,  we 
assume— as  we  mu>t  assume — that  ultimate  control 

and  respo:  e  inseparable,  the  workers' 
•ctors  would  re<i  \*  empowered  by  their  own 

i"int  responsibility  and  jointly 
t*>  undertake  risks.  In  .  ther  words,  wages  would  no 
longer  be  a  guaranteed  payment  but  a  residual  pay- 

ment varying  with  the  success  of  the  enterprise.  As 
in  the  last  example,  the  workers  would  need  to  form 

inselves  into  a  >•  v  association  of  the  nature 
of  a  joint  stock  company,  recognised  by  law  as  a 
legal  entity  ag.  ion  might,  if  necessary, 
be  taken.  This  association  would  enter  into  a  working 
agreenii  <  omplementary  association  of 
shareholders  for  the  joint  working  of  the  business. 
The  agreen  iM  obvi.ai-ly  need  to  specify  the 
pro]  in  which  the  residual  amount  should  be 

ided  between  the  two  groups  :    for  example 

iruV:  that  a  given  standard  rate  of  'wages' 
(no  longer  wages  in  the  ordinary  sense_of  the  term) 
was  equivalent  to  a  given  standard  rate  of  interest. 
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and  that  any  variation  in  the  surplus  (or  deficit)  would 
be  shared  between  the  parties  in  a  specified  ratio. 
Given  an  agreement  of  this  character,  the  subsequent 
intrirM  of  the  two  groups  would  be  more  nearly 
parallel  than  they  are  at  present.  But  there  appears 
to  be  no  prospect  either  that  the  workers  would  accept 
the  responsibilities  of  control  of  this  character, 
if  a  proportion  did  accept  them,  that  a  sufficient  supply 
of  capital  could  be  attracted  to  make  experiment  on 
a  large  scale  possible.  It  should  be  added  th at  if  the 

workers  accepted  all  the  responsibilities  of  the  under- 
taking and  gave  full  security  for  borrowed  capital, 

they  would  enjoy  exclusive  control,  and  the  enter]' 

would  become  essentially  an  '  association  of  produce 
nnilar  to  those  which  were  tried  half  a  century  ago. 
That  the  latter  failed  is  not  a  final  argument  again-i 
repeating  the  experiment. 

These  important  examples  of  '  control  '  by  the 
workers  illustrate  the  difficulty  of  applying  the  idea 

of  '  democracy  '  to  industry  organised  on  a  basis  of 
economic  freedom.  A  factory  is  not  a  community 
in  the  sense  that  a  nation  is  a  community  ;  strictly 
speaking,  it  represents  a  group  of  markets  in  which 
services,  in  being  rendered,  are  bought  and  sold.  It 

is  difficult  to  '  democratise '  contractual  relationships, 
even  where  the  democratic  State  or  Co-operative 
Society  is  the  employer.  Democracy  in  industry 

implies  the  old  form  of  self-governing  workshop. 
An  employing  firm  which  received  a  request  from  its 

employees  for  a  share  in  control  would  be  justified  in 

asking  three  questions :  "  What  precisely  is  the 
function  which  you  desire  to  perform  ?  "  "  Can  you 
perform  it  as  efficiently  as  it  is  performed  at  present  ?  ' 
"  Are  you  prepared  to  accept  all  the  reponsibilities 
which  attach  to  that  function  ?  "  A  satisfactory 



ECONOMIC  REORGANISATION          i'i:* 

reply  to  all  three  would  constitute  a  justification  of  the 
request.    But  even  if  we  assume  that  a  committee 

<1  be  trained  to  exercise  the  function 

of  be  that  of  '  adminfct 
contml  within  the  factory  as  managers  or  assistants, 
or  ultimate  control  of  policy  as  directors,  it  b  at 
least  doubtful  whether  the  demand  of  the  rank  and 

file  would  be  satisfied.  "  What  is  desired  is  that  the 
direction  of  an  industry  shall  be  the  affair  of  all  the 
members  of  that  industry,  so  to  speak,  ex  offii 
that  they,  as  producers,  i.e.  as  men  who  spend  the 
greater  part  of  ne  and  strength  .<  lust  ry . 
should  have,  as  their  normal  share  in  it,  the  right  and 

respon  of  participating  in  the  finest  and 

highest  of  its  duties."  l  But  what  in  practice  might 
result  is  the  creation  of  a  new  group  of  specialists 

whose  control  would  inevitably  become  '  bureau- 
cratic '  and  produce  a  further  reaction  against  the  new 
of  organisation. 

This  tendency  towards  bureaucracy  would  probably 

be  «•  nger  in  a  nationalised  industry,  where  the 
power  of  the  workers  is  likely  to  be  less  than  it  may  1 

competitive  industry.  The  proposal  for  State  owner- 

ship combined  with  workers'  control,  which  has  recently 
been  put  forward  from  many  quarters,  represents  an 

endeavour  to  effect  a  compromise  between  '  bureau- 
cratic '  Socialism  and  Syndicalism.  We  need  not  here 

attempt  .1  close  discussion  of  any  of  these  systems. 
to  p<>int  out  that  the  State  must  either 

be  supreme  or  not  supreme.  If  the  supremacy  of 
State  (v  more  than  a  piece  of 

in-!  nechanism)  is  challenged  explicitly  or  by 
implic  .r  the  sovereignty  of  the  5  limited 
by  the  powers  enjoyed  by  the  workers  ;  if  the  workers 

1  Social  Pwrfiou.  by  Muirbead  and  Hctberingtoo.  p.  188. 
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are  to  enjoy  rights  against  the  State,  i  han 
rights  conferred  by  the  State,  the  proposal  is  bound  to 
fail.     No  democracy  would  give  it  accci  There 
can  be  no  limited  partnership  between  the  whole  and 
a  part.  If,  on  the  other  hand,  the  supremacy  of  the 
State  is  admitted,  the  proposal  does  not  differ  essenti- 

ally from  State  Socialism  -to  be  strictly  correct,  the 
proposal  relates  merely  to  the  degree  of  power  which 
should  be  delegated  to  the  workers  by  a  Sodali 
It  merely  raises  an  administrative  problem.  There 

is  no  real  via  media  between  Socialism  and  Syndi- 
calism. 

It   would  be  foolish  to  dogmatise  about  the  final 

outcome  of  the  widespread  desire  for  '  control '  by 
the  workers.     It  is  felt  with  increasing  strength  i 

the  '  spiritual  '  value  of  industry  as  an  '  institution 
insignificant  in  the  case  of  wage-earners,  whose  work 
in  most  cases  provides  little  or  no  opportunity 
self-expression.     But  it  would  be  worse  than  fooli-h 
to  ignore  the  difficulties  in  the  way  of  giving  effect  to 
that  desire.     In  the  first  place,  it  has  not  yet  been 
formulated    with    sufficient    precision    to    enable 

practicability  to  be  estimated.     "  Never  can  it  be  too 
well  understood,"  said  Professor  Maccunn,  "that   if 
men  possess  ideas,  as  of  course  they  do,  it  is  not 
true  that  men  are  possessed  by  ideas,  vitalised  by 
ideas,  swept  along  by  ideas,  long  before  the  ideas  t 
master   them   have   come   to    logical   clearness    and 

nition." In  the  second  place,  so  long  as  we  as  membc 
the  community  attach  so  much  importance  to  efficient 
production  that  we  prefer  more  material  wealth 

without  workers'  '  control  '  to  less  wealth  combined 
with  such  control  in  its  manufacture,  the  nation  will 

only  be  prepared  to  accept  that  degree  of  control 
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I  consist  h  efficiency.    Efficiency 
organ*.  Hie  modern  tendency 
cased  complexi t  the  more  com- 

plex the  01 ;  n  the  more  specialised  the  funct 
and  the  gr<  need  for  long  and  careful  t 

exercise.    Moreover,   the   more   central   the 

.'•  greatei  »sponsibility,  and  the  more 
serious  are  the  consequences  of  error  in  its  perform 

I  reason  the  tendency  lias  been 
towards   delegation   of   such    :  is   to   qualified 
experts.    Control  by  the  w-  to  be  effect 

«>f   important    fun  would  reverse  the 

lency  produced  by  the  desire  for  efficient  pro- 
duction      li  i.  cnt  production, 

ueted,  is  a  god  to  be  worshipped,     i 
hould  be  understood  in  advance  ti  cannot 

>oct  so  high  a  !   standard  of  living  with 
nt   control  by  the  workers  as  with  effui- 

control  by  experts.     Nor  should  it  be  forgotten  t: 
iitml.  i  .  be  real  in  the  sense  that 

the    term    '  real  '    is    commonly    understood,   would 
not   K  by  experts.     Under  the  competn 

us   test   of   individual  experiment 
ided  by  the  force  of  comp 

experiment    conducted    simultaneously    in    all    com- 
ing firms,  01  controlled  by  a  m« 

poly,  or  owned  and  controlled  by  the  State,  is  subject 
h  test. 

In  •  I  considerable  period  must  elapse 
before  the  workpeople  will  be  prepared  to  accept 

•  •n-il'ilitir    which  are  inseparable  from 
«•  of  the  powers  of  control  in  private  in- 

duxtiy      Control  of  policy  involves  contract  of  a  new 

kind   and    •'  l>re- 
. 'poses  the  t  i  association  compe' 
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to  accept  such  obligations  ;  and  implies  the  abolition 
of  wages  as  the  term  is  at  present  understood,  the 
acceptance  of  new  risk,  and  of  a  residual  payment 
measuring  the  success  or  failure  of  the  enterprise. 
In  publicly  owned  industries  there  can  be  no  control 
of  this  character,  but  merely  the  exercise  of  functions 

delegated  by  a  '  superior  '  authority  representing  the 
State  and  responsible  to  the  State. 

It  would  therefore  appear  that  the  recommendations 
of  the  Whitley  Committee  contain,  not  all  that  some 
of  the  workpeople  desire,  but  certainly  as  much  as  the 
vast  majority  of  workers  are  yet  prepared  to  accept 
in  an  industry  privately  organised.  The  Works 
Committees  represent  an  advance  in  two  ways,  first 

by  securing  more  effective  devolution  than  was  pro- 
vided in  the  pre-existing  organisation  of  capital  and 

labour,  and  secondly  by  giving  new  powers  to  the 
National  Councils  and  Works  Committees.  The 
function  of  the  Works  Committee  is  indeterminate,  and 
may  be  regarded  as  including  the  consideration  of 
further  control  by  the  workers  themselves.  It  thus 
provides  an  opportunity  for  the  advocate  of  joint 
control  to  translate  his  ideal  into  a  practical  scheme 
able  to  survive  the  searching  test  of  criticism  by  those 

already  experienced  in  the  task.  It  also  offers  train- 
ing for  those  likely  to  exercise  some  of  the  control- 
ling functions  on  behalf  of  the  workers.  The  Works 

Committee  provides  a  test  and  an  opportunity.  It  i> 
in  the  factory  rather  than  the  council  chamber  of  the 
Conciliation  Board  that  confidence  has  been  under- 

mined or  destroyed  ;  and  it  is  in  the  factory  that  it 
must  be  restored. 



CHAPTER    VIII 

WAGES  AND  DISTRIBUTION 

IT   has    frequently  been    urged   en   the  one  side 
t    the   only   effective    method   of    improving 

the  position  of   workers  is  to  increase  produc- 
•n  the  other,  that  an  essential  preliminary 

to  any  subst.mti.il  increase  in  personal  efficiency  is  an 
;  movement    in   the  distribution  of  wealth   by  an 
lease  in  wages.     Both  statements  contain  an  ele- 

ment of   tiuth.     No  substantial  and  permanent   im- 
provement in  the  position  of  workers  as  a  whole  may 

be  expected  without    an    increase    in    tie    mass    of 
goods  produced  and  services  rendered  in  the  course  of 
a  year.     It  i>  futile  imiely  to  talk  about  better  housing 
conditions  :     the   houses    must    be   erected.     Better 

lie-  and   N.nt>.  more  meat,  vegetable>  md 
other  edibles  must  be  provided  before  they  can  be 
consumed.  The  provision  of  education  is  impossible 

ipply  of  teachers  and  of  schools  and  other 
requisites.  On  the  other  hand,  a  great  deal  of  labour 
energy,  under  pea<  <  tions,  was  devoted  to  the 
making  of  extra va^  \iiries  and  the  provision  of 
armaments  for  all  nations.    A  mere  re«!  of 

effort,   with  ^e  in  personal  effort, 
lered  possible  a  considt  ; 

*e  groups  of  workers  who 
\ely   badly   paid.     But,    to   erect    better 

houses  and  provide  more  food  and  i-lnthing.  without 
at  the  same  time  providing  means  of  payment  to  those 
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unable  to  purchase  a  sufficient  -upplv  <>l  necessaries, 
would  not  have  solved  the  difficulty.  The  possible 
standard  of  living  for  the  members  of  the  community 
obviously  depends  both  upon  the  total  production 
and  the  categories  of  goods  produced  and  services 
rendered.  These  categories  arc  in  inrn  determined 
by  the  way  in  which  the  money  income  is  distributed. 
But  it  should  not  be  forgotten  that  h  distribution 

If  affects  motive  and  stimulus,  and  thu-  indirectly 
reacts  upon  production.  Moreover,  not  only  the 
amount  of  wages,  but  also  its  method  of  payment, 
exercises  an  important  effect  upon  stimulus. 

Apart  from  methods  of  payment,  which  have  ali< 
been  discussed,  there  are  clearly  two  kinds  of  \v. 
problems.     The  first  relates  to  the  adjustment 
relative  rates  paid  in  different   occupations. 
different  forms  and  amounts  of  work.     The  second 

relates  to  the  adjustment  of  the  relative  payments  for 
personal  effort  and  for  investments  of  capital.     The 
distinction   between   the  two   types   of   problem 
important. 

It  has  already  been  stated  that  employers  offer,  and 
must  offer,  a  rate  of  pay  sufficient  to  attract  an  adequa  t  < 

supply  of  labour.     Under  strictly  competitive  con- 
ditions, wages  rates  in  different  occupations  would 

thus  be  such  as  to  secure  the  required  distribution  of 
labour  over  the  whole  field  of  employment.     They 
would  vary  according  to  the  need  for  training,  tin 
objective  conditions  of  employment  and  other  fact* 
and  the  variations  would  be  precisely  those  whi<  h,  in 
the  minds  of  the  workers  themselves,  should  e\ 
In  other  words,  the  relative  wages  which  effective 
competition  secured  would  be  accepted  as  ethically 
just  wages.     We  found,  however,  that  in  practice  the 
competitive  force  was  not  so  strongly  operativ. 
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assumed  in  theory.    In  some  cases  workers  were  not 
aware  of  the  rates  he  market  for  their  labour 

:ld  bear,  ana  accepted  lower  wages  than  they  might 
«•  secure  * «ened  greater  knowledge 

and  greater  power  to  give  effect  to  such  knowledge. 
In  other  cases  —particularly  women 

kers — were  exclude 
large  groups  of  occupations,  both  industrial  and  pro- 

fessional.    HUM  was  therefore  conccn- 
i  a  narrow  range  of  t  >ns, 
sphere  was  so  intense  and  . 

se  rates   \sln»  is   would 
have  been  sect  area  had  been 

enlarged  ai  kers  them  i-lve    had  possessed 
greater  mo'  In  the  tn>t  group  of  occupations 

.ive  beeii  Mental  in  improving  the 
in  the  second,  the  minimum 

ixed   by  Boards   established   under   the  Coal 
es  and  Hoards  Acts  have  produced  sum 

results      1 1;  l   competition,  if  it   was  ever  an 
effective  force  in  the  sphere  of  labour,  has  been  sup- 

planted by  labour  combination  over  a  large  range 
of  indi;  Rates  of  remuneration  for  individuals 

are  fixed  by  the  associations  to  which  they  belong. 

I.-  probli  es  remains. 
I  h  t  p      lorn  is,  first,  to  fix  the  in  1  rates  p 

(in    •':•        me   and  in   ditteu-nt    di  t  single 
occupat  ondly,  to  determine  the  relai 
rates  paid  in  ditton  : 

>.n  whi  h  the  tn~t  <>f  these  is  based 
:  c.ju.tl  1  the  principle 

anslatedn  nee  upon  ird 
minimum  :  :   (but    not  always  the  same 

.  efficiency  above  the  normal  being 

recognised  M  \nu-n 
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mum.  Thus  a  trade  union  does  not  aim  at  a  uniform 

rate  of  payment  irrespective  of  efficiency.  Theorists 
inform  us  that  the  result  of  this  policy  is  the  elimination 
of  those  who  are  not  worth  the  minimum,  and  the 
consequent  increase  in  the  general  efficiency  of  the 
labour  group  controlled  by  the  union.  The  more 
frequent  result  in  practice  (and  a  result  which  will 
become  still  more  common  as  labour  organisation  i^ 
extended)  is  that  the  inefficient  people  continue  to  be 
employed  in  brisk  times  and,  as  far  as  possible, 
dismissed  first  when  depression  sets  in.  They  thus 

remain  in  the  trade  ;  their  employment  is  more  pre- 
carious than  that  of  the  worker  of  average  efficiency, 

and  their  total  wages  over  a  long  period  correspond- 
ingly lower.  Moreover,  because  they  appear  to  be 

overpaid,  and  consequently  burdensome  to  the  in- 
dustry, the  tendency  (where  time-wages  prevail)  to 

pay  rates  above  the  minimum  to  the  most  efficient 
workers  is  probably  less  pronounced  than  it  would 
otherwise  be  ;  and  the  weaker  group  thus  tend  to 
become  a  burden  upon  the  stronger  group.  Finally, 
the  system  tends  to  result  in  an  average  individual 
output  within  the  capacity  of  a  low  average  worker. 
Under  the  Trade  Boards  Act  an  individual  worker 

of  distinctly  lower  efficiency  than  the  average  may 
be  licensed  to  work  for  an  employer  at  a  rate  below 
the  specified  minimum.  It  is  not  unlikely  that  as 
labour  organisation  is  extended  and  strengthened, 
thi^  method  will  become  not  merely  more  desirable 

socially,  but  even  acceptable  to  the  workmen,  exemp- 

tion by  '  licence  '  being  recognised  as  the  corollary  of 
the  standard  rate,  that  is,  as  inherent  in  the  principle 
of  equal  pay  for  equal  work.  It  is  probable,  indeed, 
that  the  problem  of  wages  paid  to  women  employed 
on  work  also  performed  by  men  will  ultimately  be 
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solved  in  this  way.    The  strict  meaning  of  equal  pay 
1  w< .:  k  :  n plies  unequal  pay  for  unequal 

k),    is    payment    according    to    efficiency.    Two 
leers  receive  equal  rates  of  pay  when  it  is  a  matter 

in;  employing  body  which  of  the  two 

is  employed.  «••  jn.ility   is   precisely   the 
result   u:  re  really  effective. 
would  secure.1 

problen  ist  ing  piece-rates  to  time-rates, 
igh  of  considerable  .il  difficulty,  raises  no 

fnnd.inuMit.il  pim.iplf.     It  is  universally 

agreed  .   average  time-worker  should   do  a 

lay's  woi  k  •  refore,  when  employed 
piece-work,  his  weekly  earnings  should  bear  some 

definite    relation    t<»    hi-    weekly    time -rate.     What 
ites  a   reasonable  excess  or  '  balance  '  is  a 

ject  of  controversy  whi  Itimately  bound  up 
ii  the  controversy  as  to  what  coi 

day's  work  under  . -u-m.     It    appears 
to  be  generally  agreed  in  -killed  engineering  that  the 
average  piece-worker  should  be  able  to  earn  a  balance 
of  between  one-quarter  and  one-third  of  his  time- 

rate.  Apart  from  any  question  of  '  justice  '  a  smaller 
prospective  balance  fails  as  a  stimulus  to  effort. 
There  appears  to  be  strong  evidence,  for  example, 

v  cause  of  the  recent  reduction  in 

of  coal  is  the  fact  that  the  advances  given 
to  miners  have  taken  the  form  of  flat  advances  (now 
amounting  to  55.  per  day)  irrespective  of  output, 
th  ng  the  percentage  balance  and  considerably 

weakening  the  -is  once  provided  by  payment 
according  to  individual  output.     The  truncation  of 

1  This  point  is  more  fully  discussed  in  a  memorandum  submitted 
to  the  War  Cabinet  Committee  on  Women's  Wages,  and  published 
in  the  volume  of  evidence. 
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such  advances   into  tonnage  .\uuld    pmluNy 
result  in  a  considerable  in  i  total  pmdin  timi, 
provided  the  minimum  day-rate  fixed  under  the  ( 
Mines  Act  were  raised  to  levd  that  it   would 

bear  the  same  ratio  to  normal  piece  earning*  as  in 
pre-war  days. 

The  problem  <>1  adjusting  the  iclai:  paid  in 
different    occupations    dittcr-    intrinsically    from    the 
first.     The  recent  claim  of  miners  for  an  advance  in 

wages   was   based   upon   the   view   (which   the   Coal 
Industry  Commission  endorsed)  that  the  rates  pre- 

viously paid  in  the  mining  industry  were  low  relatively 
to   the    rates    paid    in    imn    and    steel    niannt 

engineering  and  other  industries.     The  '  grades  '  move- 
ment   among   railway  workers  arose   from  the   f. 

that    the    relative    rate-    of   some   occup  tions    were 
unduly  low.     It  is  held  that   the  teaching  pn.ir    i«.n 

i-  not  properly  '  placed  '  in  the  general  grouping 
professions   and    industries.      Hie   jn-tili*  ation  for   a 
legal   minimum  wage  lies  in  the  fact    that   helpless 

workers  are  '  sweated/  that  is,  that  their  wages 
extremely  low  relatively  to  those  paid  in  organ  i 
industries.     Adjustments  such   as   these   are   al\v 
called  for  in  a  dynamic  society. 

The  principle  of  equal  pay  for  equal  work  is  not 
one  which  can  be  applied  in  the  manner  described  in 
the  discussion  of  relative  rates  paid  to  individr 
in  the  same  occupation  ;  for  it  is  impossible  in  theory 
to   establish   an    equation    between    occupations    in 
respect   of   difficulty,   training,   effort   and  object 

•  lit ions.     It  has  already  been  stated  that   un 
strictly    competitive    conditions    the    relative    rates 
would  be  such   as   would   secure   a   distribution  of 

workers  between  the  various  occupations  in  proportion 

to  the  requirements  of  the  latter.     Labour  combina- 
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•is.  in  seeking  relative  rates  which  appear  to  satisfy 
ire  in  search  of  precisely  those 

.     rates  e    com|«  would 
•  he  advance  claimed  by  the 

miners  was  regarded  as  necessary  to  secure  those 
competition  would  h.ivc  enforced 

in  le  an  adequate  supp 

the  i  in:  <•  industries  had  been  open 
the  inin* 

Those  skilled  \\..:kers  who  are  rel.  .veil  paid 
'iderablc  importance  not  only  to  a  high 

ite,  !••  it     1  bearing  a  definite 
•  the  rates  p-id  in  <>thei  01  tly 

this  reason   tl.  ^   and   the 
HUM  tei  will  prove  a  dinVult 

c  advance  in  the  salaries  of  school 

teachers  will  i;  -<>  in  taxation  whi-h. 
uiybea  will  not  fall  upon  .t  lai^  j»i.»}.oi: 
wage-earner-  advance  to  badly 
1   workers    employed    in    industries    which    are 

v  nulcj  will  lx»  followed,  in  many, 
if  not.  indivd.  most  cases  by  I  ves  to  con- 

jority  of  whom  are  themselves  workers, 
and  their  dependents      In  other  words,  a  rise  in  the 

A  ages  of  badly  j«  •  id  workers 
involves  a  fall  in  the  relative  money  wages  of  other 

id,  other  things  being  equal,  a  fall  in  their 

real  wages.1 

1  Some  reader*  may  deny  the  truth  of  the  statement  that  a  riac 
in  thoee  wages  which  are  now  relatively  low.  would  be  followed  by  a 
rise  in  costs  and  prices.  There  are  cases  in  which  the  rise  miffht 

produce  a  corresponding  increase  in  efficiency,  or  result  fan  the  intro* 
duction  of  cheaper  methods  of  production  ;  but  these  are  not  likely 

to  be  more  numerous  t*v1  important  th»n  those  cases  in  which  costs 
would  be  adversely  affected,  at  least  for  a  time.  It  is  assumed  that 
the  necessary  adjustments  are  made  without  unnecessary  delay. 
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Skilled  workers,  accustomed  to  rates,  say,  50  per  cent. 
above  those  of  unskilled  workers,  and  observing  the 
advances  secured  by  the  latter,  and  the  rise  in  prices 
which  is  frequently  the  consequence  of  such  a<l vances 
(though  not  always  recognised  or  accepted  as  su 
might,  in  turn,  seek  a  corresponding  advance  in  their 
own  rates.  The  upward  movement  would  in  time 
extend  to  all  workers,  and  the  real  wages  of  the^badly 
paid  groups  would  be  no  better  than  before,  unless 
it  be  assumed  that  an  advance  in  all  incomes  (which 
leaves  their  relative  amounts  unchanged)  can  secure 
a  general  improvement  at  the  expense  of  the  payment 
made  for  the  use  of  capital.  Even  if  that  assumption 
(which  is  examined  below)  be  granted,  the  position 
of  the  badly  paid  workers  relatively  to  that  of  other 
workers  will  be  no  better  than  before. 

Thus  it  may  confidently  be  stated  that  the  abolition 
of  sweating  and  the  necessary  improvement  in  the 

position  of  workers  who  are  relatively  badly  pai'l 
cannot  be  secured  without  adversely  affecting  the 
position  of  highly  organised  and  relatively  well  paid 
wage-earners,  as  well  as  those  other  consumers  who 
are  in  receipt  of  salaries  and  unearned  incomes. 
It  is  clear,  moreover,  that  the  only  way  in  which  the 
existing  divergencies  between  the  rates  of  wages  and 
salaries  paid  in  different  occupations  can  be  per- 

manently reduced  is  by  increasing  mobility.  Mobility 
is  increased  by  education  and  by  removing  the  financial 
barrier  to  professions  and  artificial  barriers  of  other 
kinds  to  many  of  the  skilled  crafts.  Barristers  who 
pursue  a  policy  of  exclusiveness  in  respect  of  their 
own  profession  and  condemn  the  monopolistic  policy 
of  craft  unions  are  guilty  of  inconsistency  :  so  too 
(for  example)  are  boiler  makers  who  seek  to  control 
entry  into  their  trade  in  a  somewhat  arbitrary  manner 



WAGES  AND  Di  1'TION 

e   condemning   barristers   for   erecting  artifv 
barriers  around  their  own  profession. 

A  trade  union  enjoys  a   monopoly  of  an 
important  industry  may  be  able  to  effect  a  considerable 

Tovement    in   tin-   i»Mtion  of  its  members.     For 
reason  it   was  commonly  assumed  that    if   all 

workers  were  organised  all  could  share  in  the  bene 
h  would  thus  be  secured  at  the  expense  of  capit 

experience  of  the  last  five  years,  during  wh 
period  the  time-rates  in   most  important  industrial 
occupations   were   practi<.tllv   doubled   without    anv 

rease    in    the    real    wages    of    time- 
woi  upon  the  truth  of  this  assump- 

Ihr  extent   to  labour 

!e  sense)  can  be  dirc.tly  improved  .it  tin 
expense  of  interest  on  capital  is  one  of  the  unsolved 

problems  of  economics.1     In  discussing  this  problem 
is   desirable,  first,  to  assume   highly  competit 

conditions,  and,  secondly,  to  examine  the  extent  to 
\vhi<  h    the    provisional    conclusions    require    to    be 
modified  when  applied  to  the  economic  world  as  we 

\v  it.     It  may  fuither  be  assumed  that  the  desired 
ive  wages  have  been  made. 

The  net  rate  of  interest  on  c.  is,  allowance 
being  made  for  risk  and  other  factors  which  load  the 
total  interest)  is  determined  by  the  relation  of  the 
available  supply  <  1  to  the  requirements  of 
economic  society.  Expenditure  on  wasteful  luxuries 
increases  the  demand  made  for  capital  and,  being  the 
negation  of  economy,  reduces  the  available  sup] 

general  rate  of  interest  and  the 
general  level  of  costs  and  prices.  Thrift  produces  the 
contrary  effect.  The  experience  of  the  last  few  years 

1  Most  of  the  economic  problems  which  ire  of  real  importance 
still  remain  to  he  solved! 

'5 
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has  brought  these  statements  within  the  sphere 

truisms.     If   we  ignore  the  effect  of   foreign  invest- 
ments it  follows  that  without  any  change  in  wages 

rates  or  the  collective  efficiency  of  labour  i  t  ion 
of  wage-earners  would  be  improved  by  economy  <>n 
the  part  of  those  who  enjoy  relatively  large  incomes. 
The  cost  of  living  would  fall  and  the  same  weekly 

nings  as  before  would  purchase  more  of  the  nc 
saries  and  comforts  of  life.  Thus  the  mere  abolition 

of  that  degree  of  luxurious  expenditure  wind 
condemned  by  moralists  would  secure  an  economically 
desirable  redistribution  of  industrial  effort.  Moreover, 
an  increase  in  efficiency  would  be  equivalent  to  an 

increase  in  the  supply  of  capital.  If,  therefore,  every- 
body worked  harder  and  with  more  efficient  instru- 

ments, and  even  received  a  proportionate  increase  in 
remuneration,  interest  rates,  and  therefore  costs  and 
prices,  would  fall  and  real  wages  would  be  raised  more 
than  proportionately  to  the  rise  in  money  wages. 
Economy  on  the  part  of  the  relatively  rich,  and  more 
efficient  work  by  all  workers,  represent  two  main  lines 
of  progress  in  an  isolated  state.  But  a  universal  rise 
in  wages  and  salaries  (which,  it  is  assumed,  now  bear 
the  desired  interrelations)  without  increase  in  efficiency 
or  change  of  habit  would  not  be  likely  to  secure  any 
permanent  improvement  as  against  interest.  During 
the  transitional  period  their  interrelations  might  be 

violently  distributed.  Moreover,  until  existing  in- 
-t  ruments  of  production  had  to  be  reinforce 
possible,  though  by  no  means  probable,  that  there 
would  be  some  gain  to  labour.  Such  gain,  however, 
would  be  transient.  New  factories,  railways,  houses, 

etc.,  could  only  be  provided  at  higher — and  proportion- 
ately higher — money  costs.  In  the  long  run  money 

capital  would  be  increased  at  the  same  proportion  as 
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wages  and  talari*,  and  as  interest  rate*  would  not 
K  pennant  utlj  .  lun/r-i  n  i  profaabli  Hag  •  rid  N- 
raised  lor  a  time)  tot  ost  would  be  likewise  in- 

creased. The  tug  of  war  between  capital  as  a  whole 
and  labour  as  a  whole  would  end  in  a  draw,  revealed 

by  a  rise*  in  general  price*  proportionate  to  thr 
advance  in  wages  and  salaries. 

Competitive  forces  do  not.  however,  operate  in 
that  simple  way.  They  are  hampered  at  every  turn 
by  econ  The  diffici;  arriving 
at  any  confident  conclusion  applicable  to  all  changes 
in  wages  and  salaries,  however  small,  is  due  to  the 

that  we  cannot  trare  with  sufficient  exactitude 

the  precise  nature  of  this  disturbing  force,  nor  estimate 
trength  at  different  points.  Two  important 

however,  call  for  comment.  The  first  is 

that  a  rise  in  prices  may  be.  and  for  some  years 
before  the  war  was,  due  to  currency  expansion.  It  was 
shown  in  the  fifth  chapter  that  during  the  process  of 
expansion  nominal  wages  lagged  behind  prices,  real 

wages  fell,  and  the  enjoyment  of '  excess  '  profits  was  a 
common  feature  of  most  of  the  important  industries. 
Undo:  i*  a  rise  in  money  wages  is  neces- 

sary to  restore  real  wages,  and  probably  achieves  its 
object.  The  second  factor  is  the  need  for  capital  by 
foreign  countries,  some  of  which  have  been  strong  com* 
petitors  for  the  capital  available  in  this  country. 

if.  therefore,  it  be  assumed  that  labour  as  a  whole 

ran  tut;  MK  <  e^fully  against  capital  as  a  whole  in  an 
isolated  state,  a  fall  in  the  general  rate  of  interest  in  a 

forming  one  of  a  family  would  result  in  a  strong 
tendency  towards  the  exportation  of  capital  to  other 
states,  and  consequently  in  M  an  ity  of  capital  in  the 
first  and  a  rise  in  the  rate  of  interest.  The  momentary 
(though  not  the  ultimate)  effect  of  an  export  of  capital 
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is  the  same  as  the  effect  of  the  destruction  of  capital. 
And  interest  rates  in  all  modern  States  move  in 

sympathy.  Thus,  on  the  same  questionable  assump- 
tion, the  tug  of  war.  if  it  were  to  end  in  favour  of 

labour  (in  the  widest  sense),  would  need  to  take  pi 
simultaneously  in  all  count  r. 

1  A  further  point  calls  for  comment.  Relatively  high  wages  in 
a  given  occupation  provide  a  stimulus  to  the  introduction  of  new 
and  better  methods  of  production.  An  advance  in  the  rates  (now 

unduly  low)  paid  for  making  ladies'  blouses  by  hand- worked 
machines  would  probably  result  in  a  considerable  increase  in  the 
proportion  of  blouses  of  similar  quality  made  by  power  machines 
in  factories  where  the  costs  are  no  higher.  The  workers  would 

thus  benefit  without '  injury  '  to  the  consumers.  But,  in  an  isolated 
state,  a  general  advance  in  wages  which  affected  no  chant: 
relative  wages  would  produce  no  such  result.  But  states  are  not 
economically  isolated  ;  they  stand  in  the  same  relation  to  each 
other  as  different  regions  within  a  single  state.  Ironworks  in  some 
parts  of  the  country  remain  profitable,  in  spite  of  antiquated  methods 
of  production,  for  the  reason  that  wages  rates  are  relatively  low  ; 
in  other  parts,  in  spite  of  relatively  high  wages  rates,  they  are 
profitable  because  the  methods  of  production  are  vastly  superior. 
Thus  relatively  high  wages  rates  do  not  necessarily  mean  relatively 
high  costs.  They  stimulate  technical  progress.  In  a  state  where 
the  average  wages  rates  are  high  relatively  to  those  prevailing  in 
other  states  with  which  the  first  has  important  trading  connections, 
the  organisation  of  industry  is  likely  to  be  more  efficient  than 
in  the  others.  It  is  partly  for  this  reason  that  the  manufacturers 
in  the  metal  and  other  standardised  industries  are  able  to  pay 
relatively  high  wages  and  at  the  same  time  compete  successfully 
in  neutral  markets  with  their  foreign  rivals,  who  pay  relatively 
low  wages.  For  the  same  reason,  too,  the  products  of  western 
states  frequently  compete  successfully  with  those  made  by  badly 
paid  workers  in  eastern  states.  It  follows  that,  in  theory,  the  ideal 
wage  rate  which  should  be  paid  at  any  time  in  a  given  industry 
subject  to  foreign  competition  (either  at  home  or  in  foreign  markets) 
is  that  rate  which  would  tax  the  efforts  of  manufacturers  to  the 
utmost,  and  compel  improvements  wherever  and  whenever  possible. 
If  this  rate  were  paid,  and  at  the  same  time  it  bore  the  appropriate 
relations  to  the  rates  paid  in  other  industries  in  the  same  state, 
wages  in  general  would  be  at  the  highest  level  which  the  circum- 

stances of  that  state  permitted. 
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The  factors  already  enumerated  call  for  consideration 
in  any  estimate  of  the  future  of  wages.  During  the  wat 
capital  was  destroyed  on  a  Urge  scale ;  a  considerable 
proportion  of  the  labour  force  was  withdrawn  from  pro 

the  requirements  of  peace,  and  import* 
from  foreign  countries  were  severely  restricted.  The 

nation's  income  of  goods  and  services  consumed  to  time 
of  peace  was  thus  enormously  reduced.  At  the  same 
time  the  currency  of  the  nation  was  expanded.  Prices 
rose  to  a  level  which  corresponded  to  the  shortage  of 
goods  and  the  expansion  of  currency,  and  wages  were 
raised  in  the  vain  endeavour  to  restore  the  old  standard 

of  living.  All  belligerent  and  most  neutral 
passed  through  a  similar  experience.  The  question 

ally  arises  whether  the  advances  in  wages  are  likely 
to  be  permanent,  and,  if  so,  whether  they  will  represent 
a  real  improvement  in  the  position  of  labour.  Without 
attempting  a  complete  answer  to  this  question  (which 
would  require  a  separate  volume)  the  following  general 
observations  may  be  made.  In  the  first  place,  so 

long  as  the  currency  retains  its  present  degree  of  ex- 
pansion, ;  v  to  the  amount  of  goods  and  services 

now  available,  the  general  level  of  prices  will  not  fall 
But  an  increase  in  produ.  ithout  any  further  net 
addition  to  currency,  will  result  in  a  proportionate  re- 

>n  of  currency,  and  a  consequent  fall  to  prices. 
This  result ,  which  presupposes  economy  on  the  part 
of  the  v  1  signify  the  o  n.  if  not  the 

pearance  of  excess  profits  as  a  characteristic 
c  of  industry,  through  the  restoration  of  coin- 

ion  on  the  part  of  sellers.  But  the  new  standard 

rates  of  profits  will  not  be  the  pre-war  standard,  but  a 
standard  reflecting  the  scarcity  of  capital  and  coo- 
sequent  advance  in  the  rate  of  interest  paid  on  gilt- 

edged  set  1  'hat  rate  will  remain  high  so  long 
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as  capital  (in  the  sense  of  iiiMiuntvnts  of  production) 
remains  scarce.  Until,  therefore,  approximately  the 
pre-war  volume  of  production  is  restored,  the  war 
bonuses  will  not  represent  any  perceptible  advance  (in 
real  wages)  upon  pre-war  days.  In  the  second  place, 
when  the  pre-war  production  is  again  forthcoming,  it 
it  possible,  though  by  no  means  certain,  that^some 
advance  in  real  wages  will  be  enjoyed  by  labour,  repre- 

senting the  leeway  which  had  yet  to  be  made  up  at  the 
outbreak  of  war,  when  a  large  proportion  of  worker 
were  still  suffering  from  the  rise  in  prices  due  to  the 
increase  in  gold  supplies.  Apart  from  this  fact  it  seems 
fairly  evident  that  there  will  be  no  substantial  im- 

provement without  considerable  improvements  in  the 
methods  of  production  and  increase  in  the  efficiency  of 
workers  on  the  one  side,  and,  on  the  other,  a  reduction  in 

expenditure  upon  extravagant  luxuries  and  upon  arma- 
ments. If  these  are  secured  the  consequent  improve- 

ment in  the  position  of  labour  will  not  be  conditioned 
by  the  retention  of  war  bonuses.  Finally,  the  retention 

of  war  bonuses  in  full  implies  a  permanent  and  con- 
siderable expansion  of  currency.  But  the  future  of 

our  currency,  as  was  stated  in  the  sixth  chap 
is  bound  up  with  the  future  of  the  currencies  of 
other  States,  and  thus  constitutes  an  international 
question.  An  expanded  currency  is  not  a  sign 
of  financial  strength  or  industrial  prosperity.  It  is 
generally  agreed  that  some  contraction  is  necessary. 
But  such  contraction  will  be  gradual,  if  crises  are  to  be 
avoided,  and  will  roughly  keep  pace  with  contraction 
abroad.  There  appears  to  be  room  for  considerable 
contraction  without  any  reduction  in  war  bonuses, 

provided  the  pre-war  standard  of  industrial  effort 
is  maintained.  And  this  will  correspond  to  the 
advance  in  real  wages  specified  above.  Any  further 
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contraction   will   necessitate  a   reduction  of  money 
wage  her   they  be  called  standard   rate*  or 
bonuses),  win  international  industrial  Mtuatton 
will  enforce  irrespective  of  the  wishes  of  employer* 

or   workmen.     I'.  possible  that   before  inch 
process  of  contraction  comes  into  operation  there  will 
be  some  further  expansion,  due  to  the  competition  of 
central  European  States  for  the  restricted  supply  of 

foodstuffs  and  raw  materials.    Such  appear  to  \ 
il  factors  governing  the  present  wages  situ. 

thus  very  uncertain 

he  beginning  of  1917  advances  in  wages  have 
been  awarded  by  the  Committee  on  Production  on  a 

Ml  basis,  and  the  National  l  tl  Conference 

LS  year  recommended  that   the  Interim  Court  of 
>n  should  continue  to  act  in  the  same  way. 

>  give  awards  which  should  become  ope 
h,  moreover,  would  secure  that 

wages  varied  with  the  K>M  of  living.  This  method 
appears  to  be  the  most  suitable  for  dealing  with  the 
period  of  n.  It  was  also  frequently  suggested, 
before  the  w.  ages  agreements  should  be  made 

t  wages  should  be  auto- 
led  by  the  cost  of  living.    Such  a 

scheme  by  reducing,  if  not  eliinin.it  ing  the  '  time  lag/ 
1    probably  have   enabled   us   to  escape   • 

ni  the  p  1    unrest   resulting  from  the 

.es.    As  a  permanent  regulator  of  wagjr 
however,  def<  two  respects.  it  ignores 

t  wages  and  costs  are  not  independent 
variables,  but  partial  functions.      Costs  and   prices 
are  themselves  partly  determined  by  wages   rates. 

h  it  was  proposed  should  be  determined  in  turn 

by  prices.    Secondly,  it  does  n<  for  progress. 

Economy  of  effort  resulting  from  technological  and 
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commercial  progress  should  be  reflected  in  a  reduction 
in  prices,  without  change  in  wages  rates,  which, 
by  remaining  constant,  would  enable  j[workei> ,  qua 
consumers,  to  share  the  benefit  of  such  progress.  At 
the  same  time  as  prices  rose  before  the  war  m 
important  invention^  were  made  and  improvements  in 
organisation  secured,  which,  in  the  absence  of  the 
steady  expansion  of  currency  between  1897  and  1914 

and  the  steady  export  of  capital  would  have  result  <•<! 
in  a  reduction  of  costs  and  prices.  Consequently 
if  labour  was  to  share  in  the  general  industrial  progi 
of  that  period,  wages  should  have  advanced  more 
than  prices.  There  seems  little  doubt  that  one  of  the 
greatest  social  needs  of  the  twentieth  century  is  a 
stable  currency,  that  is,  a  currency  which  will  enable 
industrial  progress  to  be  quickly  and  adequately 
reflected  in  a  corresponding  reduction  in  prices,  or, 
in  other  words,  a  currency  which  would  secure  a  real 
correlation  between  real  costs,  money  costs  and  prices. 
Such  a  currency,  which  does  not  yet  appear  to  be 
within  sight,  would  be  an  international  currency. 
The  economist  who  discovers  it  will  be  worthy  of 
a  place  amongst  the  greatest  scientists  and  inventors 

in  the  world's  history. 
There  are  many  who  regard  profit-sharing  as  a 

solution  of  the  difficulty  created  by  the  ineffectiveness 
of  competition  and  the  instability  of  currency.  1 
vided  the  scheme  is  restricted  to  individual  firms  which 

enjoy  excess  profits  through  their  own  exceptional 
efficiency,  or  good  fortune  in  respect  of  geographic 
position,  there  is  much  to  be  said  in  its  favour,  and 
if  it  is  wisely  administered  (see  Chapter  IV)  little 
to  be  urged  against  it.  But  as  a  general  solution  to  a 
general  problem  it  is  bound  to  fail.  For  if  most  firms 
in  most  industries  enjoy  permanent  excess  profit 
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seems  clear  that  either  wages  nsJtt  should  be  raised 
meet  the  consequent  increase  in  the  cost  of  living,  or 
prices  should  fall.    Nor  does  the  proposal   to  limit 
the  rate  of  interest  offer  any  solution.    Such  limit* 

would   lead   to  extravagant   waste  in  Plainest 

admini  •  and  largely  reduce,  even  where  it  did 
not  abolish,  the  stimulus  t  iton  and  improved 
organis  Moreover,  it  *<  ly  be  effect 
where  the  limited  rate  would  be  a   guaranteed  rate 

i  long  period  ;  without  such  guarantee  the  indu 
would  fail  to  attract  capital.     Finally,  general 

of  inteiiM  .11.  in  spite  of  the  attractions  offered  by 

foreign  investments,  it  were  practicable)  would  necesti- 

iing '  of  capital,  or  alternately,  the  constant 
aria,  ate  on  loanable  capital  to  the  de- 

mand of  the  community  (i.e.  fixing  the  rate  at  such 
that  the  demand  would  be  restricted  to  the 

available   supply)  which  m   TUMI   would  produce  all 
corresponding  changes  in  the  prices  of  existing 

The  conclusion  win.  h  has  been  reached  does  n<>t 
appear  it  to  hold  out  much  hope  for 
immediate  future.  If  universal  trade  unionism  defeats 

own  chief  end,  namely,  an  increase  in  the  rate  of 
payment  for  work  at  the  expense  of  the  rate  of  payment 
for  the  use  of  capit.il.  how,  then,  Is  the  distribution  of 
wealth  to  be  improved  ?  It  should  be  observed  that 
what  is  required  Is  not  merely  a  ri-e  in  wages,  but  a 
rise  in  I  ot  living.  This  may  be  secured 

three  ways,  which  are  closely  related. 
The  first  of  these  has  already  been  indicated  It 

consists  of  more  efficient  production  on  the  one 
hand  and,  on  the  other,  the  reduction  of  expenditure 
upon  useless  things.  An  increase  in  production 
per  head  would  result  in  an  increase  in  weekly  wages 
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without  proportionate,  if  any,  rise  in  cost  ;  it  would 
also  economise  capital  and  thus  tend  to  reduce  tin- 
general  rate  of  interest.  The  substitution  of  thiilt 
for  extravagance  would  result  in  an  increase  in  capital 
and  a  fall  in  the  rate  of  interest.  Thus,  given  a  stable 
currency,  there  would  be  a  gradual  fall  in  pri 
relatively  to  wages,  and  a  rise  in  real  wages  or  standai  <  1 
of  living.  The  temporary  effect  of  both  increa 

production^  and  economy  upon  prices  would  be  in- 
fluenced by  the  extent  to  which  capital  was  exported, 

being  less  if  capital  were  exported  on  a  large  scale 
than  if  it  were  exported  on  a  small  scale.  But  in  the 
former  case,  the  ultimate  effect  would  compensate  for 
the  surrender  of  immediate  benefits. 

In  the  second  place,  the  standard  of  living  of  workers 

as  a  whole  may  be  raised  by  '  socialising  '  consump- 
tion.    Public  Libraries  provide  a  wealth  of  lit  era  t 

which  may  be  enjoyed  by  all  who  are  fond  of  reading  ; 
public  parks,  concerts  and  all  forms  of  musical  and 
other  entertainment,  athletic  clubs,  etc.,  bring  reci 
tion  and  amusement  within  the  reach  of  large  nuini 
who  would  otherwise  find  life  narrow  and  uninterest- 

ing.    The  cost  per  head  of  providing  such  services, 

which  are  of  the  firs't  importance  when  regarded  in 
bulk,  is  enormously  reduced  when  they  are  'social- 

ised.'    This  leads  to  the  third  method  by  which  the 
standard  of  living  may  be  raised  for  the  great  majority 
of  the  community.     That  method  is  the  provision  of 
public  services  by  the  State,  their  cost  being  defrayed 
partly  or  wholly  out  of  State  revenue.     An  examii 
tion  of  the  history  of  the  last  half -century  shows  ti 
we  appear  to  be  moving  in  the  direction  of  modified 
communism.     During  the  war  even  the  necessa; 
of  life  were  subsidised,  and  during  the  next  few  ye 
houses  will  be  provided  partly  out  of  public  funds. 
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If  we  ignore  these  as  being  emerfBury  measures,  there 
remains  the  .it  most  income-tax  payers  are 
allowed  abatements  in  respect  of  dependents.  Such 
abatements  constitute  an  indirect  subsidy  to  families. 
Education,  public  health  and  social  insurance  re- 

present a  charge  upon  j  •.<:  It  is  probable 
that  a  comprehensive  scheme  of  unemployment  in- 

surance, subsidised  by  the  State,  will  shortly  be 

•<•<!      Ihe  possibilities  lopment   n 
general  direction  have  not  been  exhausted. 

It  seems  to  me  that  these  represent  the  three  main 
lines  of  progress  in  1 1.  important  that  as 
regards  the  last  the  ..  ..f  the  State  should  be 
concentrated  mainly  upon  the  welfare  of  children. 
One  of  the  most  nt  measures  which  could  be 
devised  would  be  a  State  subsidised  insurance  scheme 

making  ample  provision  to  families  which  have 
suffered  through  the  early  death  or  complete  disable- 

ment of  the  breadwinner  Ihe  Litlier  of  a  family 
whose  welfare  depends  upon  his  health  and  capacity 
to  find  and  retain  employment  naturally  feels  the 
burden  of  his  responsihilr  t  he  is  haunted  1 
dread  that  he  may  die  before  his  responsibilitie> 
are  over,  and  Id  thereby  be  reduced 

treme  poverty,  if  not  dependence  upon  ch 
Widows  of  men  who  were  eminent  in  their  day  are 
frequently  placed  upon  il  pension  list.    The 
widows  and  dependents  of  soldiers  and  sailors  killed 
in  war  are  to  pensions.  In  this  respect 
workers  (of  all  grades)  should  be  regarded  as  soldiers : 

vorking  honestly   they   perform  social  service. 
•ut  discussing  the  advantages  and  disadvantages 

of  a  comprehensive  insurance  scheme  to  cover  the 
risks  specified  above,  it  may  be  suggested  not  only 
that  it  i>  the  corollary  of  the  provisions  likely  to 
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be  made  for  education,  but  also  that  n<>  m>uiaiiir 
measure  already  introduced  or  foreshadowed  would 
produce  such  a  profound  psychological  effect  as  this 
would  be  likely  to  do. 

It  there  is  to  be  further  development  towards  what 
has  been  called  modified  communism,  the  cost  whi<  h 
will  be  incurred  must  add  to  the  importance  and 
urgency  of  the  problem  of  taxation,  whi<  h  ha-  a  heady 
acquired  both  as  the  result  of  the  war.  If  (a 
believe)  taxation  is  to  be  the  instrument  for  reducing 
inequalities  in  the  distribution  of  the  good  thing 
life,  it  must  be  graded,  as  far  as  possible,  with  that 
end  in  view.  There  is,  of  course,  a  limit  beyond  which 
income  cannot  be  taxed  without  the  gross  amount 
being  seriously  reduced.  And  the  injurious  ei 
upon  income  would  not  merely  mean  a  reduction 
rather  than  increase  in  the  total  revenue  derived  from 

income  taxation  beyond  that  limit,  but  probably 
signify  a  reduction  in  the  national  income  of  goods 
and  services  upon  which  the  standard  of  living  de- 

pends. When  that  limit  has  been  reached  (but  not 
until  then)  the  public  services  which  are  provided  f  i 
the  resulting  revenue  will  represent  the  extent  to  which . 
under  the  geographic  conditions  of  this  country  and  in 
the  present  state  of  human  efficiency,  it  is  possible 
to  raise  the  standard  of  living  of  the  nation  a>  a  whole. 
It  is  the  task  of  the  Government  to  determine  where 
the  limit  lies. 
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Industrial  control,  155,  202  f. 
Council,  90 
organisation,  19!. 
problem,   growth    of, 

unions,  8 1 
unrest,    48,     124-35, 

1 60 
Industries,    essential,   30.  32  f., 

184 

vertical  integration 
of,  40 

ndustry,  commerce  and,  136  f. 
concentration   of,   20, 

25-6,  112 
State  and,  107,  112, 

138,  174,  i79f.,  184, 213,234 

Inflation,  74-5,  152  f. 
Insurance,  15,  62-4,  92 

Act,  78,  118 
Interdependence    of    industries, 

33-7 Interest,  rate  of,  225,  233 
International  co-operation,  141-2 

trade,  137-8 
Inventions,  effect  of,  8-9 

Joint  stock,  16,  47  f.,  210 
,,         „      and  trusts,  43 

Journeymen,  3,  92 

Kartels,  43-5,  195-6,  199 
Key  industries,  30-1 

Labour,  casual,  14 
legislation,  142 
manager,  55 
organisation,  77  f.,  1 55  f. 
party,  129 
training,  91-3 

League    of    Nations,    154,    184, 
200 

Localisation,  21  f.,  26,  29 

Marx,  131 
Middlemen,  elimination  of,  39 
Miners'  Federation,  36,  80,  172, 

193 

Monopoly,  
36,  37  f.,  108-9,  

112- 3,  199 
Moratorium,  72 
Munitions  Act.  i  $'> 

,,  Ministry  of,  139,  14^ 

Nationalisation,    173  f.,     185  f., 
198,213 

Organisation,  labour,  77  f 
Partnership,  49 

Payment  by  results,  97,  100 
Piece-rates,  95  f.,  159,  221 
Preserved  foods,  1 8 
Prices,  control  of,   140-1,    147, 182 

rise  of,  125,  143-4,  155, 

227 

Profit-sharing,  103-5,  232 
Protection,  31,  45,  184 

Psychology  of  unrest,  131-2 
'  Public  utility  '  industries,  35 

Railway  executive,  140 
Railwaymen,  National  Union  of, 

80 
Rationing,  i4of. 
Reactions  of  war,  1 36  f . 
Remuneration,  methods  of,  93  f. 
Reorganisation,  economic,  1 79  f . 
Reserves,  bankers',  69-70,  73 company,  57 

Self-government,  202 
Shipping  Conference,  196 control,  146 

Shop  stewards,  163  f.,  169 
Sliding  scales,  102-5 
'  Socialised  '  consumption,  234 
South  Wales  strike,  162 
Specialisation  and  employment, 

ii  f. 
Speculation  and  insurance,  59  f . 
State  and  industry,    107,    112, 

138,  174,  179,  184  f-,  213,  234 
Strike,  London  Dock,  78 

„      right  to,  83,  157 
Subsidies,  147,  154,  184,  235 
Sweating,  115  f.,  174,  222,  234 
Syndicalism,  130,  213 

Trade  Boards,  89,  123,  219-20 
unions,  124,  166,219, 225; 

origin  of,  4  ;  cust 
85  f.  ;   structure.  77  f. 

Training,  labour,  91-3 
Transport,  13,  26 
Triple  Alliance,  155 
Trusts,  43-5,  142,  200 
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